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THE PRESIDENT’S FISCAL YEAR 2005 BUDGET
REQUEST FOR THE SMALL BUSINESS
ADMINISTRATION

THURSDAY, FEBRUARY 12, 2004

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

The Committee met, pursuant to notice, at 9:35 a.m., in Room
SR-428A, Russell Senate Office Building, Hon. Olympia J. Snowe,
Chair of the Committee, presiding.

Present: Senators Snowe, Crapo, and Pryor.

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

Chair SNOWE. The hearing will come to order.

Good morning and welcome to this morning’s hearing on SBA’s
budget proposal for fiscal year 2005. I want to thank Administrator
Barreto for being here this morning to examine some of the issues
regarding the SBA’s blueprint for priorities as well as several small
business representatives who are also here to testify in the second
panel.

I know the Administration has made the economy, and specifi-
cally job creation, the cornerstone of its agenda and I could not
agree more. As economic signs appear to be pointing in the right
direction, we must also move heaven and earth to ensure that jobs
remain job one, if this recovery is to be meaningful to Americans
in their every day lives.

So as we explore the SBA’s bottom line for fiscal year 2005, we
must do so understanding that the bottom line for Americans is
that 23 million small businesses are producing over 50 percent of
the gross domestic product and that our Nation’s small businesses
have consistently created three-quarters of the new jobs in the
United States.

Specifically, SBA programs have contributed to the creation of
nearly 6 million jobs since 1999, a remarkable record of achieve-
ment in challenging times. Moreover, according to the SBA’s own
analysis, reauthorization of the Agency will result in an estimated
3.3 million jobs over the coming 5 years with the SBA and its pro-
grams predicted to support over one million jobs over that same pe-
riod through prime contracts and subcontracts.

So there should not be any doubt about the critical role that
small businesses play in putting Americans to work. And if that is
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not enough, when you consider that the Small Business Adminis-
tration budget represents only .03 of 1 percent of the Federal budg-
et, yet at the same time small businesses are creating about three-
quarters of all new jobs in America, can there be any question that
assisting our small businesses is not only an investment in our
country’s economic future, but also the future of the fiscal health
of our Federal Government?

Therefore, I come to this hearing to examine some of the issues
that have been raised with respect to the $678 million budget re-
quest of the Small Business Administration. This represents a 15
percent decrease from the 2004 request. And we have to examine
some of the issues concerning whether or not we are sacrificing
vital assistance to the very entities that are putting people at work
which I think we can all agree is our mutual goal.

This morning I will be listening very carefully and analyzing the
SBA’s budget line-by-line, because I believe that we have an obliga-
tion to ensure that we can continue not only to maintain, but also
to strengthen and improve the SBA’s key loan and assistance pro-
grams. I have heard time and again, from my constituents in
Maine and throughout the country that SBA’s key loan and assist-
ance probrams are critical lifelines to the job generators that we
call small businesses.

Specifically, the SBA’s lending and investment capital programs
are two of the Agency’s central resources in providing small busi-
nesses with capital to grow, expand and operate. In fiscal year
2003, the SBA approved a record number of loans and venture cap-
ital financed more than $16 billion for small businesses. Those loan
programs, such as the 504 and the 7(a) loan programs have a prov-
en record of helping small businesses to create and retain more
than 2 million jobs throughout America.

In 2003, the 7(a) program alone reached a level of $11.3 billion
in loans. Yet, as I have expressed many times, I have been deeply
concerned about the management of this program over this past
year in particular. In June of 2003, this Committee highlighted the
potential for a shortfall in the 7(a) loan program and that shortfall
occurred just last month, resulting in a shut-down of the program.
Obviously, we have got to prevent this from recurring. And I am
committed to finding a long-term solution to funding the needs of
the 7(a) program.

What that will require is the fullest possible disclosure from SBA
regarding the past performance of this program and the data nec-
essary to conduct a complete analysis and develop options for the
future so that we can prevent this from recurring? Only by com-
pletely understanding the accounting for the program will we be
able to construct the best possible solution to assist small busi-
nesses and ensure that they do not have to suffer from an incon-
sistent program or from unnecessarily high loan fees. And I will be
looking to the SBA for that accountability.

Moreover, while recent years have been difficult times for busi-
nesses seeking venture capital, the SBA has allowed for venture
capital at a far greater level than would otherwise have been avail-
able. Indeed, over the last 5 years the Small Business Investment
Company Program alone has made more than 20,600 investments
in small businesses with a total value of $19.4 billion with a divi-



3

dend of the creation and retention of approximately 549,000 jobs
and 4,800 investments to small businesses during this past year
that totals almost $2.5 billion in equity and debt capital.

This is strong evidence that this program is worthy of our contin-
ued support to guarantee that it continues to benefit emerging
businesses.

Finally, we must ensure that we continue to build on the suc-
cesses of SBA’s Technical Assistance Programs. When we know
that for every dollar we spend on counseling through the Small
Business Development Centers creates $3 in return in the form of
tax revenues while creating 64,000 new small businesses and re-
taining 68,000 jobs in fiscal year 2002; and, when we know that the
SBA’s Women’s Business Center Program has helped to create
more than 2,000 new small businesses and retain almost 5,000 jobs
through its unique training and counseling programs. Given the
successes of these programs, who could argue that they are indis-
pensable?

So I will want to be assured and convinced that these programs
will be strengthened, not jeopardized.

Today, I also look forward to hearing from each of our partici-
pants on the SBA’s budget proposal and its potential implications
for small businesses. Your input is essential to identifying any bar-
riers that might limit the success of small business. Because in the
end, the SBA is one of our most valuable resources for ensuring the
success of small business.

As Chair of this Committee, I look forward to working with the
Administration and with the Administrator, to assure that busi-
nesses can benefit and prosper in the future.

So it is my pleasure to recognize a colleague from Idaho, Senator
Crapo, who has been a real champion of small businesses and I
welcome you. Any comments?

OPENING STATEMENT OF HON. MIKE CRAPO,
A UNITED STATES SENATOR FROM IDAHO

Senator CRAPO. Thank you very much, Madame Chair and I do
have a few comments.

First of all, I want to indicate that it is interesting as I listen
to your remarks that you pretty much gave my speech. So I can
make this short and associate myself with your comments.

Administrator Barreto, I welcome you here and I want to tell you
that, although you will hear some concerns from us today about the
budget that the SBA is presenting to Congress, I want to person-
ally thank you for your leadership at the SBA and for your atten-
tion to Idaho and to the needs of people in Idaho and your recent
trip there.

In fact, I was just on the radio doing an interview today talking
about some of your upcoming activities in Idaho for some of our
Hisp}?nic community members. And again, I appreciate that very
much.

I also want to say, by way of introduction, that I will not be able
to stay for the whole hearing. I have three hearings today going on
at the same time. Secretary Thompson is front of the Budget Com-
mittee right now and Chairman Greenspan is in front of the Bank-
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ing Committee, and I have got to be with you and with both of
them. And so I apologize if I have got to step out.

I do ask, Madame Chair, that my questions and so forth that I
may not get to ask be made a part of the record and submitted if
possible.

Chair SNOWE. Without objection, so ordered.

Senator CRAPO. Thank you. I just want to briefly indicate that
I share some of the concerns—well, all of the concerns that Chair
Snowe raised in her comments. I want to make it very clear that
I, with all Americans, support the President’s call to balance the
budget, or to at least cut it in half over 5 years. Actually, I am
going to work, when I go to the Budget Committee in a few min-
utes, to try to get us on a glidepath to balance it in less than 5
years. I realize that that calls for some pretty stringent measures
as far as the budget goes.

As we move ahead in that process, however, and I look at what
has happened with the SBA budget over the last 5 years and in
the most recent 1 year period, I have to wonder whether we are
making the right decisions about this budget and whether sacrifice
is being asked to be shared across the Federal Government. When
you look at the fact that the SBA has been reduced in its budget
by 25 percent since 2001 and we see a 15 percent reduction pro-
posed just from last year to this year, that concerns me when our
number one issue is jobs, and when the engine for driving jobs is
small business in this country.

It also concerns me when I look at the broad picture of all other
agencies. There are only four other agencies in the Government
that have had overall reduction in their budget over the last 5
years. Again, although I am a very strong fiscal conservative who
is going to be fighting to make that sure that we have an even
more fiscally conservative budget than the President has proposed,
once we have that budget out there I am going to be looking to be
sure that those parts of our Government that drive the important
priorities are adequately funded and that they receive adequate
priorities. And I just do not see that right now, frankly, in terms
of the allocation to the SBA.

In particular, with regard to the 7(a) program, I know this is not
a partisan issue and I know you knew you were going to talk about
it today when you got here. Each of us is concerned about what has
happened with the 7(a) program to this point and want to make
sure that this—which I consider to be the flagship program of the
SBA—that this program is adequately funded and managed. And
that whatever we end up seeing with regard to the actual budget
for the SBA, that the allocations and the management of that
budget make certain that the 7(a) program is made whole and is
put on a glidepath for success. It is that, that I believe is behind
much of the success of the small business endeavors in this country
and we must not see that lost.

And then again, interestingly, the Small Business Development
Centers were also on my list of things to talk to you about. So
Chair Snowe I am going to leave those issues in your hands to
cover when I have to leave.
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But again, Administrator Barreto and Chair Snowe, I thank you
for being here, and Chair Snowe for this hearing, and look forward
to discussing these kinds of issues.

Chair SNOWE. Senator Crapo, I appreciate the comments that
you have raised and actually 1 think you have identified some very
key issues and statistics with respect to what has happened to the
Small Business Administration. And the fact this is the very pro-
gram that we ought to be buttressing and reinforcing because of its
job creation capability, we ought to be leveraging the number of
programs within SBA to create the kind of jobs in America that
strengthen our economy.

I mean, there is a cause and effect. I think all too often so many
in Congress and outside of Congress do not appreciate the value of
these programs and the SBA becomes a target for reductions. That
is one of the things that hopefully we can continue to do more of
is to expound the value of these programs.

I appreciate what you have mentioned here this morning and I
know it is very interesting in illustrating the point that SBA is one
of four other programs that has been cut over the last 5 years.

Senator CRAPO. That is right.

Chair SNOWE. So I think that highlights some of the problems
that we have been facing in the past where people do not realize
that it creates a real incentive for job creation at a time when we
certainly need it the most.

So I appreciate your comments. You can be sure I will raise
many of the issues that you have raised here this morning on your
behalf.

Senator CRAPO. Thank you very much. I leave you with my
proxy. You had it to start with.

Thank you, very much, Mr. Barreto.

Chair SNOWE. Thank you for taking the time to be here.

Administrator Barreto, we thank you for taking the time as well
to be here. We thank you for your commitment and your leadership
at the Small Business Administration. You truly have been the
champion of small business in America and we thank you for all
that you have done. So we appreciate the fact that you are here
today to explain the Administration’s request and the SBA’s sub-
mission on its priorities for the coming fiscal year.

You may begin, and I will obviously incorporate your entire
statement in the record. You may proceed.

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

Mr. BARRETO. Thank you very much Madame Chair and thank
you for inviting me here today to talk about the Small Business
Administration’s 2005 budget and our strong commitment to con-
tinue to offer the very highest quality services to America’s small
business owners.

A lot has happened over the last few years, both in America’s
small business community and at the SBA. When I became the
SBA Administrator, I wanted to change the culture of our Agency.
I wanted to create a new environment at the Agency and a new en-
vironment for America’s entrepreneurs. And that meant not stick-
ing with the status quo. That meant not doing things the way that
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we have always done them before. And that is what I would like
to talk to you about today.

The SBA is ready to send legislation to Congress that could add
as much as $3 billion to our 7(a) Lending Program this year while
simplifying the application process and moving the program to-
wards a permanent zero subsidy rate. The President and I believe
that this proposal provides a clear long-term vision for a more suc-
cessful 7(a) program, a bold new 7(a) program that addresses the
real issues of these new economic times.

The plan calls for the expansion of the successful SBA Express
program which accounted for a remarkable 33,000 SBA loans in
2003 and has proven effective in reaching underserved and rural
markets.

I know there are some skeptics in the industry that doubt the
ability of this plan to succeed. Some of those same people doubted
the success of the SBA Express program. They doubted our ability
to convince banks to go into markets they had never been in before.
They said banks would not make those loans. They said it would
not be profitable.

Well, the numbers do not lie. SBA Express was a tremendous
success and this bold new 7(a) proposal will help continue that suc-
cess so that our loan programs remain a powerful source in our
growing economy. This proposal will move 7(a) loans to a lower
guarantee rate, allowing the Agency to increase lending authority
by 34 percent. That 34 percent increase will allow the SBA to re-
move the caps on 7(a) loans.

But it will do too far more than that. At a program level of $12.5
billion in fiscal year 2004, that 34 percent increase in lending au-
thority could mean 90,000 new loans in 2004 and as many as
500,000 new or retained jobs. This proposal allows lenders to use
their own forms and procedures to apply for 7(a) loans, reducing
the burden of excessive paperwork and making 7(a) loans more ac-
cessible for rural and community banks and their customers.

Our plan also helps move the 7(a) program towards our goal of
a zero subsidy rate. There is also long-term potential for reducing
fees on lenders and borrowers.

There is more. I am proud to say that the budget we are submit-
ting also increases the SBA 7(a) lending authority for fiscal year
2005 by 30 percent. That will allow us to reach thousands, perhaps
tens of thousands more entrepreneurs than we ever have before.

There is an added benefit to these proposals, because we are
moving towards a zero subsidy rate for 7(a) loans. These tremen-
dous increases in loan authority go hand-in-hand with demanding
savings for America’s taxpayers. Furthermore, zero subsidy for 7(a)
loans also translates into long-term stability for the 7(a) program,
something our partner lenders will appreciate.

Let me hasten to add that our 7(a) program is not our only suc-
cessful loan program. Our budget submission includes $4.5 billion
in lending authority for the 504 Certified Development Company
program. The 504 is a great program for our small business cus-
tomers and for the American economy. It is a job creator and we
are particularly proud that the 504 program is continuing to make
more and more loans to minority small business owners, yet an-
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other sign that the fastest-growing segment of the small business
community continues to thrive.

But that is not all that we are doing. I am also extremely proud
that this budget strengthens the SBA core service delivery systems.
We are investing in the successful delivery systems that we know
get results for our clients. $88 million for Small Business Develop-
ment Centers. $5 million for the Service Corps of Retired Execu-
tives. $12 million for Women’s Business Centers. $750,000 for Na-
tional Women’s Business Council. $750,000 for veterans outreach.
$1.5 million for 7(j) technical assistance.

These proposals are part of our commitment to a new SBA with
new ideas and new ways of serving our customers: new ways of
reaching out, like our regional roundtable events, one of which you
attended, Madame Chair, in Bangor last year;

Madame Chair, our ongoing efforts to open up new offices in un-
derserved areas known as alternative work sites, as we have done
this month in Maine, in Portland and Bangor; new ways of fighting
for the things that small business owners need like less burden-
some regulations and association health plans; new ways to help
create an environment of success for small business. That is the
culture I want at the SBA, the new SBA. I am proud of the
progress we have made.

In 2003, the SBA approved 74,169 loans in our two major loan
programs, more than ever before in our 50 year history. Nearly
one-third of those loans went to minority business owners. In 2003,
2.1 million entrepreneurs received business counseling and tech-
nical assistance through SBA’s counseling and training programs.
In 2003, the Office of Advocacy saved small businesses $6.3 billion
in regulatory costs. In that same year, the SBA website recorded
more than 54 million visits. In 2003, the SBA’s Disaster Assistance
Loan program made almost 26,000 loans.

Those are real results and that is what matters the most. Let me
tell you why.

At a business matchmaking event in Houston a few months ago,
a businesswoman came up to me with tears on her cheeks. She
said to me, “Mr. Administrator, I am not a statistic. I am a real,
living, breathing business owner. I want to thank you. After 9/11,
it was an SBA disaster loan that kept my business open. And now
I am here, learning and making connections to make my business
grow.”

That is what is important. That reminds us of what our job real-
ly is. This is about real people and real lives. Our responsibility is
great.

I am proud of these proposals, because I believe that they live
up to that responsibility. I believe that they reflect an SBA that
understands what is at stake. It is not about just programs and
statistics. It is about results, measured by the success of our cli-
ents.

I hope we can work together to get those results and help usher
in more of that success for even more American entrepreneurs. And
again, I want to thank you very much for having me here and I
would be glad to answer any questions you might have.

Thank you very much.

[The prepared statement of Mr. Barreto follows:]
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STATEMENT OF
HECTOR V. BARRETO
ADMINISTRATOR
U.S. SMALL BUSINESS ADMINISTRATION
SBA’S FISCAL YEAR 2005 BUDGET REQUEST

Madame Chairman, 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) 2005.

At the SBA, we have completed one of our most important years ever. The SBA has continued
its drive to simplify and improve the Federal govermnment’s role in providing capital and
technical assistance to America’s entrepreneurs. The diversity and success of companies
supported by the SBA has been a major factor in the current economic recovery. We’re proud of
that success. At the same time, though, we must keep a watchful eye on the taxpayers’ stake in
these programs. As much as we have achieved in the past, we have a change to improve upon
our record.

As the President has eriphasized, we can ease the unnecessary burdens on U.S. companies ~ high
tax rates, litigation costs, workers’ compensation and unemployment insurance, skyrocketing
health care costs, tax preparation costs, high energy prices — and by doing so give those
companies a better chance to grow and create new jobs. What’s more, if we can encourage
private risk-taking, then we can give entrepreneurs the boost they need to find partners,
networks, customers, and access to capital. Encouraging private risk taking and investment is
one the missions of the SBA.

President Bush understands the vital role that America’s small businesses play in creating
opportunities. He also recognizes that following times of economic downturn, 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 successfuf in creating an
environment in which entrepreneurship can flourish. The SBA’s FY 2005 budget is good for
America’s small businesses and good for the American taxpayers.

The SBA’s total budget request is $678.4 million. This budget request provides for a strong,
successful 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 $12.5 billion in lending authority for its 7(a) loan program — more than a 30%
increase in authority over the level in the FY 2004 omnibus bill. The 7(a) subsidy rate for
FY2005 is zero, putting our 7(a) loan program in line with our other major financing programs
(504 and SBIC). This subsidy rate is a result of improvements in program design and
management, in addition to the development of a new econometric model. The congressionally-
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mandated two-year fee reduction, designed to help small businesses during the recession, will
expire at the end of FY2004 and the fees will return to their previous statutory level. The
resumption to the statutory fee level will result in savings of nearly $100 million to American
taxpayers, and also allow for a program that will be able to meet the demand of small businesses
without being dependent on appropriations. Madame Chair, I am also recommending legislation
that will give the SBA the permanent authority to adjust the 7(a) fees every year to keep the
program at a zero subsidy.

This Budget Request will give SBA the authority to provide $4.5 billion in loans through its 504
Certified 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 important program goal.
The SBA has taken steps to increase small businesses’ access to 504 loans by increasing
competition among CDCs and streamlining processing. And, as requested, SBA developed an
econometric model that is being used for the FY2005 budget request to more accurately measure
the cost of the program,

During the course of the SBA’s Microloan program’s 12-year history, the private sector lending
community has come to recognize that micro-borrowers are creditworthy and, further, that they
represent substantial future growth opportunities. As a result, private sector lenders are now far
more willing to lend to very small and to start-up businesses and in doing so are able to offer
more competitive interest rates than the agency’s microloan intermediaries. An SBA’s analysis
of the Microloan program discovered that every dollar lent under the program cost the taxpayers
ninety-seven cents. At such a high cost, the agency believes that the SBA should not be
competing with private sector lenders interested in developing this market, and has not requested
funding for this program in FY2005. Further, the Agency believes that its 7(a) program provides
an adequate incentive to lenders who feel that risk mitigation is required to make smaller loans.

In addition to the zero subsidy for our finance programs, this fiscally sound budget is
congolidating delivery of services to small businesses which will provide better service to small
business owners while resulting in savings of $30 million. The SBA provides a wide variety of
technical assistance services to hundreds of thousands of small businesses annually, and it
remains dedicated to providing those services in ways that best serve its clients, America’s small
business owners. Over the years, the agency’s portfolio of small, specific, dedicated assistance
programs has expanded dramatically. Unfortunately, funding for these programs has been
inconsistent. In fact, many of these targeted programs did not receive funding in FY 2003. In
addition, each individual, dedicated program requires specific infrastructure and delivery
mechanisms, many of which are duplicative and wasteful.

The SBA believes it can provide a full range of technical assistance more effectively by using its
core national delivery programs. The agency will work through its primary infrastructure of
Women’s Business Centers, Veterans Qutreach, 7(j) Technical Assistance, SCORE chapters, the
Small Business Development Centers and District Offices to meet the needs of all small
businesses. These large core programs have proven their effectiveness. They have extensive
resources and well-developed infrastructures. They can reach more customers and offer higher
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levels of service to targeted constituencies and, by eliminating the duplicative bureaucracy that is
inevitably created by a large number of smaller programs, they can do it far more effectively.

This budget request includes $3 million to continue implementation of SBA’s transformation
efforts. Ihave spoken with many of you personally about the importance of transformation to
SBA’s future success. These efforts are crucial to the Agency’s success in assisting small
businesses in its second half-century.

The SBA has existed for 50 years, and much has changed. The agency now works principally
through lending and other program partners to provide products and services to small businesses.
To coincide with that changed business practice, the agency must realign its resources. 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 continued relevance. The SBA is consolidating back-office 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, oufreach, marketing, and customer
relationship management to better meet small business needs. Through these modemization
efforts, more SBA employees will be in more locations providing direct assistance to the small
business community at a lower cost.

The SBA is implementing these modernization efforts based on the success of three district
office pilot projects in which loan functions ~ specifically, 504 loan processing and liquidation
and loan buyout processing — were moved to specialized, central locations. The pilots produced
impressive results. The 504 program reduced processing time fo just two days, seven times
faster than the national average of two weeks. The liquidation and purchase pilot has been
similarly successful ~ liquidation cases are now taking months instead of years, and purchases
are at 23 days. These dramatic improvements directly affect the SBA’s partner lenders, and
ultimately, the agency’s customers, America’s small business owners.

The SBA’ s Offices of Government Contracting and Veterans Business Development have been
working closely with the Federal Acquisition Regulatory (FAR) Council on drafting regulations
to implement PL 108-183, signed by President Bush on December 16, 2003. In order for the law
to be implemented as expeditiously as possible, the new rules will be published as interim final
rules, effective upon publication while at that same time allowing for a 60-day public comment
period.

This budget request also includes continued funding for the agency’s Disaster Loan Program.
The SBA works very closely with the Emergency Preparedness and Response Directorate of the
Department of Homeland Security to assist those small businesses and individuals directly
affected by disasters such as tornadoes, floods and hurricanes. The SBA is a major part of the
government’s mechanism to get those people back on their feet in times of trouble when they
most need assistance.

Madame Chairman, I want to take a moment to recognize the hard work of our Disaster team in
assisting the victims of Hurricane Isabel and the wildfires in Southern California. This has been
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a devastating year across the country in terms of natural disasters, and the SBA has consistently
been there to assist victims in recovery.

When 1 appeared before you last year, Madame Chairman, to present the SBA’s budget, I
testified about the accomplishments we had made so far, and outlined the challenges ahead. This
year, ] am proud to tell you that progress has been made in meeting those challenges.

Building on its success with the 7{a) econometric model, the SBA undertook an enormous effort
to rebuild nearly all of our other subsidy models in 2003. As I pledged to you a year ago, we
have completed a 504 econometric model, as well as new or modified models for the SBIC,
Disaster Assistance, and Secondary Market programs. In addition, we have continued fine
tuning the 7(a) model.

I would like to take this moment to recognize the extraordinary efforts of our CFO team which
built these models. Building one econometric model in a year is an enormous amount of work,
but our team built three and modified two others in less than a year’s time. I am proud of their
efforts.

These new or modified models will enable the SBA to allocate its resources more effectively,
determine program risk more precisely, and increase our ability to target loans and programs to
aspiring entrepreneurs who cannot obtain financing without a government guaranty. In short,
implementing these models is a huge plus for small business and the taxpayers because we can
now more accurately project the true cost of SBA’s programs to the taxpayer.

Last year, I testified before you about the progress in establishing a loan monitoring system —
and I am pleased to tell you that the system became operational in Fall 2003. LMS is an
incredible success story for the SBA and the Federal government. We are utilizing industry best
practices to measure the risk in our 7(a) and 504 loan portfolios. We are so proud of what we
have achieved and believe it is the first time the Federal government has adopted such an
approach for credit risk management purposes.

Last spring, we hired Dun and Bradstreet and Fair Isaac, two industry leaders in the field of risk
management, to provide loan and lender monitoring services for the agency. Credit scoring is at
the heart of the system delivered to us in September. Our 7(a) and 504 loan portfolios are credit
scored quarterly allowing the SBA to quantify and evaluate loan and lender performance trends.
The features of the system include an early warning component, risk ranking of all SBA lenders,
and lender and portfolio benchmarking and peer comparisons. These tools, combined with our
redesigned lender review process, results in a risk-based approach to oversight that provides the
Agency with more meaningful information about SBA’s lenders and is more streamlined and
efficient, allowing us to better deploy our resources in those areas where the SBA has the most
exposure while being less intrusive to the lenders.

Let me now address the issues raised by the SBA’s recent financial statements. Let me assure
you, I take financial management of the agency very seriously, and we are working diligently to
address all of these complex issues.
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Asset Sales: Soon after my confirmation in late summer 2001, I became concerned about
financial management of the agency in general, particularly the asset sales program. In March
2002, I appointed Tom Dumaresq as the Chief Financial Officer and he in turn put a new
financial team in place. This team identified discrepancies when reconciling the subsidy budget
model with the actual performance of the sales. Losses were appearing on the financial
statements while the model used to calculate the cost/benefit value of selling the loans showed a
profit on the loans sold. The SBA then assembled a team of experts, including SBA staff, to
identify the cause of this discrepancy. The assessment revealed that three separate areas caused
the discrepancies. First, accounting entries overstated loan values and did not fully reconcile to
subsidy estimates. Second, the agency’s credit subsidy model, which assessed costs at a program
level, did not always provide reliable loan cost estimates. Third, the model used to provide
individual loan values for asset sales significantly underestimated the projected worth of
performing assets and did not reconcile to the subsidy model. As a result, the SBA has rebuilt
the disaster loan subsidy model and is now using all available loan data to project the cost of our
disaster program. The bottom line is that the asset sales program provided a profit for the
nonperforming 7(a) and 504 loans, but a loss for performing disaster loans. This has resulted in
adjustments to the FY2001 and FY2002 financial statements as well as an upward re-estimate for
FY2003.

Small Business Investment Company Program (SBIC): The venture capital industry suffered
losses for the past several years, and the SBIC program mirrored that trend. Previously, the
SBIC subsidy model did not use actual historical data, but rather used expert opinion based on
industry experience of gains and losses. This year, the SBA is utilizing an improved risk model
and actual historical data. The SBA has determined that the SBIC Participating Securities
program needs approximately $1.86 billion more than was previously projected for the cost of
guarantees made since 1994. This estimate includes $314 million in interest on the re-estimate
(total re-estimate of $1.86 billion). The SBA is committed to maintaining the zero subsidy rate
for this program and minimizing the costs to the taxpayer; therefore leverage fees will need to
increase substantially to keep this program operating. The SBA submitted legislation in June
2003 that would make changes to the program, reducing the amount of the increase. The fee
included in the FY2005 budget submission anticipates the enactment of this legislation. We look
forward to working with you and with the venture capital industry to come up witly additional
improvements to the program. )

Master Reserve Fund (MRF): The MRF was established to ensure that timely payments are
made to investors that participate in the Secondary Market Guaranty (SMG) program. The SBA
has improved the oversight and accounting practices of the SMG program for 7(a) guaranteed
loans. To properly manage any risk associated with this fund, the SBA is budgeting for the
government’s liability as required by the Federal Credit Reform Act. This resulted ina $105
million upward mandatory re-estimate cost in the FY2005 budget. Due to administrative reforms
being implemented in FY2004, this program will not require discretionary subsidy
appropriations to operate in FY2005.

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

However, we at the SBA cannot rest on our laurels. The Agency must continue to keep up with
and ahead of changes in the marketplace.

We at the SBA are committed to doing all we can to make sure those entrepreneurs receive all
the assistance the Agency and its employees can provide. But the SBA cannot do this alone. 1
want to take this opportunity, while we are all together, to enlist you in these efforts so that this
record of achievement will continue.

The SBA’s FY 2005 request is a good one for America’s small businesses and American
taxpayers. It offers an opportunity for us to work together with you, our Congressional partners,
to ensure that the SBA continues to assist small businesses into its next half-century. We ask for
your support for this budget. Thank you for the opportunity to appear here today. Iam happy to
answer your questions.
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Chair SNOWE. Thank you Administrator Barreto. We appreciate
your testimony and obviously, I am going to be following up with
some questions.

But before I do so, I would like to recognize Senator Pryor, a very
important member of this Committee. We welcome you, Senator
Pryor, for any comments that you care to make.

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

Senator PRYOR. Thank you, Madame Chair, and I want to thank
you for your commitment to small business and helping small busi-
nesses get started and to maintaining themselves throughout the
country.

I also want to thank Senator John Kerry who—I do not know
where he is today, I am not sure he knows where he is today, but
I know that he has been a very valuable member of this Committee
and something that we are very focused on is trying to help small
businesses.

I must say that I am a little bit troubled in that, as I understand
this budget, there have been a number of decisions made that will
not only impact Arkansas, but impact the country. For example,
the budget does not fund the 7(a) Guaranteed Loan Programs, it
eliminates the Microenterprise Program, and it cuts funding both
for the Women’s Business Center Programs and Small Business
Development Centers.

And I know in my State, and I am sure everybody else’s, the col-
leges and universities have taken advantage of some of those pro-
grams and they have really helped and had a good positive impact
on communities all over this Nation.

So let me say I acknowledge completely the very important role
that SBA plays with small businesses. And also, I acknowledge the
extremely important role that small business plays in our economy.
If you look at all the numbers, you look at real job creation, you
look at employment numbers, small business is really where the
action is.

A lot of times we focus on maybe the top 500 companies or the
top 1,000 companies, whatever it may be. But really the bread-and-
butter of this country and this economy is small business,
entrepreneurhip, people who are willing to get out there and take
a risk and put it all on the line. They are facing a lot of challenges,
whether it is health care, finding the ability to retain employees,
et cetera. They have a lot of challenges on their plate and I just
hope that this budget will help and assist small businesses.

So, I appreciate your comments and I look forward to the ques-
tion period.

Chair SNOWE. Thank you very much for your comments, Senator
Pryor, and points well taken. These are some of the issues that we
want to explore here today.

Just to reinforce what Senator Pryor has indicated about the job
creation potential of SBA, I have a chart here—unfortunately, we
just do not have it on a large chart—to show the total jobs created
or retained by SBA programs since 1999.

[The information of Chair Snowe follows:]
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Chair SNOWE. But I think it is illustrative of the point that SBA
does have the capacity for job creation in this country. And I think
those of us who represent small States like Arkansas and Maine,
it certainly has been true. But it also is true across America.

So that is why there are concerns, Administrator Barreto, about
perhaps some of the issues concerning, for example, the 7(a) pro-
gram and the restructuring that is being proposed in the Adminis-
tration’s request. So let us start with that.

Obviously, we know what happened in the last few months. It
has been a concern of mine, because actually I convened a round-
table last year around the whole issue of 7(a) and to what extent
we should authorize that program.

And I heard a very different figure than what was included in
the Administration’s budget. That figure would have been more
consistent with the demand that occurred and ultimately that led
to the shutdown of the program, albeit it was temporary, but it did
affect the credibility and the integrity of the program and the SBA
with respect to this issue.

So I would like to have you address that issue, because clearly
the program was reopened. But those small businesses that had
submitted applications prior to the closure, prior to the deadline,
they were then subjected to the cap of $750,000 even though their
applications were not large.

Was there not a way of spacing out those loans so that we could
adhere to our commitment and to their expectations? What is clear
from everything that I received in the form of anecdotal informa-
tion throughout last year, the demand was far greater than what
was ultimately going to be authorized for meeting the demand in
the program of $9 billion.

So could we have done it in a different way that did not affect
the credibility of the SBA program and people’s dependency on it?

Mr. BARRETO. First, let me explain why it did happen. First of
all, one of the things that we have really been challenged by over
the last couple of years is the fact that we have been operating
under a continuing resolution for 2 years in a row. It is very dif-
ficult for us to be able to manage a program like this when you are
getting an apportionment for something that happened a year ago.
If we would have had our budget, it would have been much easier
for us to be able to manage and navigate this.

So that is what happened. There was no intention on our part
to close down our program. We simply ran out of money. Obviously,
as soon as that happened and as soon as it was beginning to hap-
pen, we notified Congress of our intention to look at possibly put-
ting a cap on the loan program. And by the way, we had to put
in a cap last year because we were on a continuing resolution. Last
year, the cap was $500,000. We were going to propose a $750,000
cap.

I would like to put up a chart that shows the fluctuations in the
volume that we were getting in the 7(a) loan program, because it
is very illustrative. You see here at the end of last year what was
happening to our loan volume. Usually we get about $25 million a
day. But you see here these incredible spikes. We had days with
$80 million. We had one day it was $115 million. It was absorbing
a lot of our budget authority.
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Something very important to know, Senator Snowe, is that 95
percent of the loans that the SBA guarantees are under $750,000.
It is only 5 percent that are over $750,000. The problem for us is
that those larger amounts are real estate loans or fixed asset loans
that eat up one-third of the money.

This proposal that we are submitting today will help us to miti-
gate that. If we can move forward with that proposal in this year,
we will be able to do some of those larger loans in the 7(a) loan
program. Obviously, we want to achieve more in the 504 loan pro-
gram as well.

The last point I want to make on this is that it would not have
mattered what we would have asked for in a previous budget cycle.
That would not have helped our situation at the beginning of this
year because we were operating under a continuing resolution. So
we were getting an apportionment that would have been similar to
the previous year when we were not seeing these kinds of spikes
in volume.

So I hope that helps to illustrate some of the challenges that we
were faced with as we were ending last year and beginning this
year.

Now, we have our budget. The Omnibus Bill has passed, thank-
fully. We are happy for the support that we were able to receive
on that Omnibus Bill, because that helps us to be able to manage
the situation a little bit better.

It does not solve all of the problems. We still want to pursue this
proposal that we are making for this year. With the 30 percent in-
crease that we are asking for in budget authority for next year, up
to the $12.5 billion, we believe that the increase is going to help
us to be able to accommodate this volume that we are seeing. We
have kind of been the victim of our own success. We are not com-
plaining about that, but we are making proposals that will address
those issues.
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Chair SNOWE. First of all, was this last year unique in terms of
the volume and the spikes?

Mr. BARRETO. Yes, it was.

Chair SNOWE. I am sorry, I cannot read it.

Mr. BARRETO. I am sorry.

Chair SNOWE. Is that big spike, what is on the bottom? Are those
years?

Mr. BARRETO. Let me explain it to you, and I promise I will get
you a smaller copy of this.

Chair SNOWE. I wish I had better eyesight.

Mr. BARRETO. This is starting at December 8th and it is going
to January 6th. Basically what we are doing here is tracking daily
volume. For us, a normal day would be $25 million. We did not
have very many $25 million days in December. Usually, when you
get into the holidays, volume spikes down. But you see here, on De-
cember 9th, we had an $85 million day. On December 12th, we had
an $80 million day. On December 22nd, 3 days before Christmas,
we had a $90 million day. On the day before Christmas we had a
$90 million day. On January 6th we had $115 million day. So, in-
credible spikes.

By the way, some of those spikes are related to the fact that we
communicated to Congress that we were going to look at putting
a cap in. And what ended up happening is the industry flooded us
with larger loans, these multi-million dollar loans that eat up much
of the budget authority. It really exacerbated our situation.

I have one other chart I would like to show you. This is a 5-year
average of what the program has actually done. I think there is
some confusion here as to what it is that we asked for.

If you look at this chart, which is actually in billions, the yellow
represents the actual expenditures. The blue line is SBA request
and the orange line is the industry request. You see in 1999 the
industry asked for something in excess of $10 billion. Well, SBA
only did $9 billion. In 2000, they again asked for something close
to $11 billion. Well, we only did $9 billion. In 2001, they asked for
$11 billion. We only did about $9 billion. In 2002, the same. In
2003, the same. In 2004, the industry asked for $12.5 billion and
that is what we are addressing in the proposal that we are making
today, to obtain that $12.5 billion with an expansion of the SBA
Express program.
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In 2005, we are asking for $12.5 billion, because now we know
that the volume is there. For the last 5 years, our request has al-
ways been appropriate for what it is that we actually have done.

Chair SNOWE. In response to the earlier chart, in terms of vol-
ume, first of all the small businesses were playing by the rules and
all of a sudden they were subjected to a cap. That cap has not been
lifted.

Mr. BARRETO. That is right.

Chair SNOWE. And that is a problem, because those 5 percent of
the 250,000 businesses remaining. Their applications exceeded that
cap already are going to be affected. They have spent a lot of
money in making investments and processing that type of loan and
their plans for the future.

I think it is a matter of trust in the final analysis. I mean, irre-
spective of what happened the question is those were the rules,
that was the program. And there should have been some way to
resolve the remaining issues regarding that program for those who
were subjected to the cap and their applications exceeded it. I think
we should have found a way to equitably resolve that problem in
fairness to them.
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Mr. BARRETO. I agree with you 100 percent, Senator Snowe. By
law however, SBA cannot make loans if we do not have money. We
would be in violation of the law. We did return those applications
out of fairness to the small businesses. We did not know how long
our program was going to be closed. We did not know if we were
going to be able to get any kind of a budget passed.

Luckily, we finally did get our budget passed. We were able to
reopen the program.

By the way, a lot of those applications that were returned, they
have come back to us and we have processed those loans.

Now, I want to reaffirm, 95 percent of the loans that the SBA
does are under $750,000. We are helping 95 percent of the people
that apply. Now, some of those loans that were above that $750,000
cap, they have already gone over to the 504 loan program, which
we think is an excellent program. It is intended for those large real
estate loans and fixed asset loans. So, we have addressed that.

We would love to take the cap off. But one of the things that the
industry has told us is: look, caps are one thing. But when you
close down the program, that is just impossible for us. We cannot
have the program closed even for one day. So what we are doing
is managing the program right now with a cap.

With the new proposal that we are making, we would be able to
remove that cap tomorrow and accommodate some of those larger
loans. The new proposal is going to get us pretty close to $12.5 bil-
lion in budget authority this year because we are going to be able
to reduce that subsidy rate.

Chair SNOWE. In your previous chart, were we not still on track
for the $12 billion in authorization? I think the point is, from
everybody’s calculation the demand for the program was going to
result in at least $12 billion in authorization. Why did you not
make that request last year?

Mr. BARRETO. There is no doubt about it. The reason is that we
had no idea that 5 percent of the loans, those large, multi-million
dollar real estate loans that are coming into the 7(a) program, the
working capital program. We had no idea that those loans were
going to eat up one-third of the money. You see, 95 percent of the
people that borrow money from us are affected by the 5 percent
who are making those large loans.

We are not opposed to making large loans. We want to make
large loans. We have a program that can do that. The 504 loan pro-
gram leaves $2 billion on the table every single year. We had no
idea. It has never happened before.

And again, we have taken steps to address that. The industry
has said: look, we want to do some large loans in the 7(a) loan pro-
gram. That is why we put forward our proposal for this year. We
will be able to do some of those large loans if we expand the SBA
Express program.

Chair SNOWE. I have further questions on this issue, but I will
recognize Senator Pryor.

Senator PRYOR. Thank you, Madame Chair.

One of the former members and chairs of this Committee, Sen-
ator Dale Bumpers from Arkansas, one time was in Pine Bluff, Ar-
kansas and they had this locally operated loan program they called
the Good Faith Fund. And basically, he took the concepts of that
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and brought it to Washington and he started the Microloan pro-
gram.

My understanding of the Microloan program is that it has been
very successful and it has helped an untold number of businesses
and people get started in the process and really be productive in
this economy.

In fiscal year 2004, in that budget, the Administration states
that “the demand for microlending has increased because of the
weakening economy and the increased awareness among potential
entrepreneurs of the benefits of this program.”

So can you explain to me, here we are one year later, can you
explain to me with, I assume, the same demand or even greater de-
mand, the Administration has determined that this program is now
unnecessary?

Mr. BARRETO. I would be happy to Senator. A lot has changed
in 12 years. We have been phenomenally successful with our loan
programs.

Let me give you an example. When I first came to the SBA, the
average loan size at the SBA in our 7(a) loan program was close
to $250,000. Those were not Microloans. Most small businesses do
not need $250,000 for working capital. They need smaller loans.
They need a $50,000 loan or a %100,000 loan. They do not need mil-
lions of dollars.

So one of the things that we wanted to do was to get that aver-
age loan size down. And that is one of the reasons why the SBA
Express program has been so phenomenal.

Let me give you an idea of what I am talking about. Last year,
in our Microloan program, we did 2,442 loans nationwide. We
lended out about $30 million.

By the way, we are not the only ones that do Microloans. There
are many other organizations that do Microloans. They do them
better than we can do them!

Now, through the 7(a) loan program, our flagship loan program,
we did 23,335 loans for $424 million. Those loans were smaller
loans. Those loans were under $35,000.

They were going to those underserved communities. Last year we
broke a record, Senator Pryor. We not only did 30 percent more
loans overall, a 50 year record at the SBA, we did 75 percent more
loans to African-American businesses, 44 percent more loans to
Hispanic-owned businesses, 35 percent more loans to women, 20
percent more loans to Asians, and 20 percent more loans to vet-
erans. Across the board, we did more.

When we started this outreach initiative and started to promote
our SBA Express loan program, everybody said it would not work.
The lenders do not want to do loans in those communities. They
are not profitable. They will not do the small loans. Do you know
what? They were not correct. We were not only able to do more
loans, we were able to do more small loans in every community.

As 1 said, those loans now are going into the flagship program.
It costs us 97 cents for every dollar that we lend out in the
Microloan program. We are not as efficient in implementing that
program.

What is happening is that 10 times more people get those small-
er loans in our flagship program than they do in the Microloan pro-
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gram. That is what has happened over the last 12 years in our
Microloan program.

Senator PRYOR. As I understand the Microloan program criteria
versus the Express loan and the flagship loan, et cetera, the demo-
graphics, the terms, the conditions, the purposes are different than
the Microloan program. Is that a fair statement? How is SBA going
to handle that?

Mr. BARRETO. I am not sure what you mean by criteria. I will
tell you somebody has to submit to us when they apply for the 7(a)
loan program. It is almost the size of a phone book. This is what
they have to submit to us when they do a SBA Express loan. This
is what is happening at the SBA now. This is one of the reasons
why we are up 38 percent in our minority loans. It is easier to ac-
cess our flagship program than ever before.

You see, I know a little bit about minority communities. I spent
my whole life in those communities. Those communities deserve to
have access to our best programs and our best services. That is one
of the reasons why we have done the unprecedented outreach.

The good news is that the lending industry has spoken loud and
clear. They like these loans, and they like these communities. And
the reason that they do is because they understand it is good busi-
ness.

Senator PRYOR. This budget also asserts that eliminating funding
for the 7(a) loan guarantee program “will result in savings of ap-
proximately $100 million.” Could you elaborate on that?

Mr. BARRETO. Absolutely. We think that is a very positive sign.
There is a lot of talk right now about the SBA budget being de-
creased $100 million. It is being decreased $100 million because we
are proposing a zero subsidy rate on our 7(a) loan program. This
is not anything new for the SBA. Our 504 program is a zero sub-
sidy program. Our SBIC program is a zero subsidy program.

What is happening is the 7(a) program is joining some of our
other successful programs. We are modernizing the way that we
treat that 7(a) program. We have a new econometric model that al-
lows us to get that subsidy rate down.

And so the $100 million is not a decrease in what the SBA can
do. It is a return to the taxpayers of $100 million that we do not
need anymore, because the 7(a) program will be a zero subsidy pro-
gram.

Senator PRYOR. I understand what you are saying about you do
not need it, but my question is do those small businesses out there
need it? Do they need that access to that extra $100 million that
they are not going to have now?

Mr. BARRETO. What they need is a 30 percent increase in the
SBA’s budget authority. We have $9.5 billion in this year. With the
zero subsidy proposal we are going to $12.5 billion.

The small businesses do not understand all of this talk about
subsidy rates and apportionments and appropriations. They just
want to know is it going to be easier for me to get a loan? And is
there going to be enough money for me to borrow? This proposal
does that, and at the same time, saves the American taxpayer $100
million.
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Senator PRYOR. Let us talk about the fees that you are charging
to process these loans, et cetera. As I understand it, some of these
fees are going up fairly substantially in your budget; is that right?

Mr. BARRETO. I want to explain that, Senator. The SBA is not
raising fees on small businesses. What is happening is that the leg-
islation that Congress passed 2 years ago to take those fees down
is expiring at the end of this fiscal year. What is happening is that
we are going back to the previous fee schedule that existed. These
fees are fees to the lenders.

I want to give you an example. There is a lot of talk about what
these fees are going to mean. If you are processing a loan for
$150,000 or less, the fee is going to be $8.34 a month. That would
be the difference in the payment if that fee was passed on to the
small business owner. If you are processing a loan for an amount
between $150,000 and $700,000, one of those larger loans, the fee
is going to be $29.14 a month.

There is a lot of talk on these larger loans, with $700,000 plus
loans, there is no change in the fee. So we are not raising fees on
small businesses. The legislation that Congress enacted expires at
the end of this fiscal year. We are going back to the fee schedule
that was there before.

Senator PRYOR. Would it be your preference that we continue
those reduced fees?

Mr. BARRETO. My sense of it is that what the banks have proven
is that these loans are very profitable. They are going to do these
loans. I just think this is a more balanced and equitable way. And
it also gets us to the zero subsidy rate and the 30 percent increase
in our budget authority. The lenders have told us that is critically
important to them. They cannot have the program shut down. They
do not want to have any caps on the loans. They want to give larg-
er loans inside the 7(a) loan program. Our budget, and also the
proposal that we are making for this year, allows them to do all
of that.

Senator PRYOR. Madame Chair, I have one last question I would
like to focus on, although I may submit some for the record, if that
is okay.

Chair SNOWE. Without objection, so ordered.

Senator PRYOR. Last year, you centralized the liquidation func-
tions of the 7(a) loan guarantee program and you moved a number
of employees to Herndon, Virginia. And I understand and actually
agree that we should look for ways to save money and to save the
taxpayers money and tax dollars and we should try to improve
service.

But the implementation of the plan, whatever we do, I think
needs to be done in a way that is fair and is not drastic. I must
say that I believe you gave employees only about 7 days to decide
whether they were going to relocate or take a buyout from the Gov-
ernment. Now, if they took the buyout, as I understand the terms
of it, they could not return to work for the Federal Government for
5 years.

Under the circumstances that you had there, it was at the end
of the year, it was during the holiday season, and obviously, it was
a gut-wrenching decision for many of your employees around the
country, I just do not know if it is fair, in my mind, to get rid of
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employees in that manner when they may be months away or
maybe a year or two away from retirement. And I think that you
should not be opposed to granting hardship exceptions for employ-
ees under these types of circumstances.

And I would like to hear your explanation about why you did
what you did in the manner that you did it? And I would also like
to know exactly how much money you saved by doing this?

Mr. BARRETO. First of all, let me explain exactly what this is all
about. This is really about Transformation of the SBA. See, when
we first came on board at the SBA, we realized that we were not
as efficient or effective as we needed to be. And if we were going
to be relevant in the future we needed to take some strong looks
at how we do business. How is it that the SBA delivers its services?

This is not a new thing. We have been working on Trans-
formation for almost 2 years. Obviously, we wish we could have
done it much sooner than that, but we needed to work very closely
with all of the stakeholders and make sure that we got their input.

We had an agreement with our union to be able to proceed with
transformation. Transformation is working. It is working big time.
We have now been able to reduce the time it takes to process 504
loans. For example, what used to take a couple of months is now
down to as little as a couple of weeks. We have reduced the time
it takes to do liquidations from years to a couple of months.

SBA does not do a lot of liquidations anymore. Most of our lend-
ing partners do the majority of those liquidations.

We determined that we needed to free up our offices in places
like Little Rock and Maine to be able to work more with small
businesses. We were bogging them down with a lot of process, with
a lot of bureaucracy. So we made a determination to centralize that
function. We offered every SBA employee a position with the Agen-
cy. We did not terminate those employees. We offered them a posi-
tion in a new location.

Again, this is not something that happened in one day, in one
week, in one month. This is something that we have been talking
about for years. We took every effort to be as communicative and
as responsive and sensitive to every one of our employees situation.

You are right, we offered some of them early retirement and
some of them took it. We offered some of them buyouts and some
of them took it. We offered some of them the new position in the
new location and some of them took it. But not all of them took
it.

It is very difficult for us, OPM has no standard for classifying
hardship. We received many requests, and unfortunately, we were
not in a position to put one person’s hardship over another person’s
hardship. We gave those employees every opportunity to continue
on with us.

We understand one of our most important assets is our per-
sonnel, and we want to keep our personnel whenever possible. But
Transformation has worked. It has not only worked for the Agency
and the taxpayer, but it has worked for the small businesses. We
are doing things faster and better than we ever have in our history
and that is what is at stake with transformation.

Senator PRYOR. If you could answer the second part of my ques-
tion, how much money have you saved by doing that?
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Mr. BARRETO. I do not think we can give you a specific answer.
We think it is roughly $5 million that we will be able to save in
this year, in 2004.

Senator PRYOR. Let me say this, and I do not want to speak for
all the other Senators here, but I have heard a number of com-
plaints from my constituents about this, about first the way you
treated your employees during that process. I do not think you did
yourself any favors, I do not think you built any positive morale by
doing that in the way you handled it.

Secondly, from your customers, the people who are getting these
SBA loans who are accustomed to being able to contact a local of-
fice, or at least someone that is fairly close by. For example, in our
State, and our State capital in Little Rock, now they have to call
someone in Virginia and who knows who they are going to get?

I will say that there seems to be, with my constituents, a dis-
connect in the quality of service that they are receiving because of
this move.

Now it is a little too early to be able to judge that completely.
But from anecdotal evidence, phone calls, letters, e-mails we have
received in our office, this has not been received positively in Ar-
kansas. And I am sure that is true in a lot of other States, as well.

Mr. BARRETO. Senator, we will be happy to come up and brief
you on some of the success stories, some of the things that are ac-
tually happening. I just want to clarify, the liquidators, those are
when loans are not successful. They are liquidating the assets of
the small businessperson.

Liquidators are not out there in the community making loans,
doing technical assistance, helping small businesses get contracts.
We are much more efficient now.

I think it is much easier and much better for somebody to know
that it is not going to take a year or more to go through the proc-
ess. They can go through it in a couple of months now.

Again, we take very serious our relationship with our employees.
I can tell you that I have been around the country—I have been
to Little Rock, Arkansas several times, met with our district office
people—we have some of the best people in the country working in
our district offices—to make sure that this was not a surprise.
Again, we did have agreement from all of the necessary parties
that we needed to be able to do this.

Change is very difficult. It is always difficult. People would rath-
er if we did not change, but we do not have any option but to
change. If the SBA is going to be relevant and successful in the fu-
ture, we have got to make good business decisions.

I think the decisions that we have made, especially in the long
term, will be very positive. And I would be happy to meet with you
and your staff to discuss what it is that we are doing with Trans-
formation, because we think it is one of most important things that
we will do for the future of the SBA.

Senator PRYOR. That is all I have, Senator Snowe. Thank you.

Chair SNOWE. Thank you very much, Senator Pryor.

Administrator Barreto, on the issue of the 7(a) program, and ob-
viously, this Committee is going to be examining the proposal that
you have submitted to the Committee, but one of the issues and it
gets back to last year and what occurred, because obviously, the
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program was on track for doing essentially at least as much as the
previous year. That was clear. In fact, the previous year in the 7(a)
program was about $11.3 billion. So that is why I was mystified,
and the Committee was mystified, as to why you would request
something less than that, $2 billion less than that, on the $9 bil-
lion.

We do not want to have a repeat scenario. And so that is what
we really have to examine with your request now of a little more
than $12 billion when you have a statutory authorized level of $16
billion. So the question is why you have not requested the full au-
thorization? That is number one.

Secondly, on the zero subsidy rate, and obviously I am going to
hear from the next panel and there will be concerns raised about
what that rate is going to imply. Is it going to be too onerous for
some small businesses?

Secondly, the 50 percent guarantee that is a decrease from the
75 percent, is that going to make it more difficult for small busi-
nesses to get the type of loans, because some of them may be
riskier and require a higher guarantee? That is going to be another
question that will be raised. So those are some of the issues.

I know you have also requested eliminating the 15-day notice
and it probably will not come as a surprise to you that I will not
be supporting that, because I do think it is important to have a 15-
day notice to Congress. And I know that did not happen with the
7(a) program on three different occasions in this last month.

We really do need to be notified, because we have a public ac-
countability and oversight responsibility as well.

So obviously, I certainly do not intend to move in that direction,
because I do think it is important for Congress to be notified and
I hope that we can, in the future, adhere to that 15-day notifica-
tion.

On that, because I want to go to the next issue on HUBZone and
also to what Senator Pryor raised on Mircroloans. We are going to
have to look at those issues, because those are some of the ques-
tions. I hope that the Committee can work with you on those issues
and to examine them. Because I know in just reading the testi-
mony of the second panel, there will be those issues raised.

And will there be uncertainty with the size of the rate that will
be required, since it will not be an appropriation? I understand the
value and the attractiveness and not depending on appropriations
to move ahead in the 7(a) program. I think that is obviously an in-
teresting notion. The question is what does that mean in the final
analgsis with the type of rate that will be imposed on small busi-
ness?

Mr. BARRETO. I think there were several questions in there and
I want to make sure I answer all of them.

Chair SNOWE. Can you also include the piggyback issue?

Mr. BARRETO. You may have to remind me what order those
questions came in, but I will do my best.

First of all, last year was not an apples-to-apples comparisons.
You are right, we did $11 billion, but $2 billion of that was STAR
money. In other words, that was money made available to people
that were affected by 9/11. That was a temporary program. If you
take that $2 billion off, we did a little bit more than $9 billion.
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As illustrated on the chart, we have consistently done between
$9 billion and $10 billion. It is only now, because we have been
making these changes to our program, especially the SBA Express
program, that we have seen the kind of growth in the volume. That
is a good thing.

The changes that we made in the SBA Express program, I wish
I could take all of the credit at the SBA, but it really did not come
entirely from the SBA. See, when we first came in office, one of the
first things that I wanted to do was find ways for us to do more
loans, to do smaller loans, to get into the minority communities, to
do more women business loans.

So, I convened the lenders, all of my major lenders, community
lenders, rural lenders. I brought them into the SBA. It had been
a while since they had been there. And we talked to them. And
they gave me a list of things that they wanted done. It was a long
list. It was about 15 or 20 things.

And I said to them, I cannot do all of those things, but I can do
a few of those things. What are your top priorities? And they said
we will tell you what our top priorities are. We want you to expand
the SBA Express program. Take it from $150,000 and move it to
$250,000. And they said if you do that we will take less of a guar-
antee, we will take a 50 percent guarantee.

And they said and by the way, while you are at it, we do not
want to give you a phone book of information anymore. We are
tired of giving you this. We are not going to give you this anymore.
We want to give you this.

And by the way, we do not want to use your forms anymore. We
want to use our own forms. Can we do that?

And lastly, we do not want to be calling back and forth all the
time. We want to transmit information to you electronically. Would
you allow us to do that?

And we said yes to all of those things. It is one of the reasons
why SBA had the banner year last year with regards to the 7(a)
program. It is why we got our average loan size down. It is why
we reached more communities than ever before.

So these proposals that we are making to you today and also
with our budget next year are reflective of the direction in which
SBA is moving. We believe that the SBA has become a better part-
ner to the lending industry. The lending industry has told us very
loud and clear what they expect from us, and we have tried to re-
spond in each one of those cases.

With regards to the piggyback loans

Chair SNOWE. Can I just ask why would you not request a higher
authorized level allowed under law, $16 billion as opposed to the
approximately $12 billion?

Mr. BARRETO. SBA, for the last 5 years, has done $9 billion to
$10 billion. We try to look at what we have done to try to predict
what we will do. I will give you an example——

Chair SNOWE. Excuse me, I just think that the point here is if
we are trying to create jobs why put ourselves in the position of
what occurred this last year? You can talk about appropriation, but
this time you are going to talk about hitting a ceiling. Why create
that ceiling when you are allowed to go $4 billion more? It just does
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not make sense to me when we are trying to create as many jobs
as we can in America. I mean, we are desperate to create jobs.

Mr. BARRETO. That is why we are requesting the $12.5 billion in
our proposal for this year. That is why we requested $12.5 billion
for last year. We agree with you that we need to do loans that cre-
ate jobs. That is the purpose of the 504 loan program. That is one
of its basic centralized assumptions: if you do these larger loans in
the 504 loan program, you are going to create more jobs.

Last year, we were up 20 percent in our 504 loan program. We
have opened it up for competition and we think we can do more.
But 504 is very illustrative, because we ask for $4.5 billion every
year on that program. We are asking for it again this year. We are
going to do that next year, as well. But we do not do $4.5 billion
in the 504 loan program. I want to. I think that we can, especially
with some of the changes that we are making in that program. But
we leave $2 billion on the table every single year on that program.

So we want to be accurate, and we want to ask for what we need.
We believe that this proposal will help us to do everything that we
are being asked to do: the larger loans, to get the cap off of it, to
possibly reduce fees for the lenders in the future. And that is why
we have brought this proposal forward this year.

Chair SNOWE. Also, on the other issues, on the rate, how predict-
able will that rate be?

Mr. BARRETO. You are talking about the fees on the loans.

Chair SNOWE. That is right.

Mr. BARRETO. I mentioned to Senator Pryor that our figures tell
us that the fees for loans worth $150,000 or less would be about
$8.34 a month. For the loans up to $700,000, you are probably talk-
ing about a little bit higher fee, $29.14.

Chair SNOWE. Do you pretty much think that that will remain
static?

Mr. BARRETO. If we get support on this new proposal, we think
there is an opportunity to lower the fees this year and forward. We
are working those numbers out right now and I will be happy to
share some estimates with you, but we think that we can get some
relief on the fees this year if we have support on the proposal that
we are bringing forward.

Chair SNOWE. Obviously, we will be working with you on that.
I plan to conduct a roundtable of interested parties on this very
issue over the next week or so, because I do believe we need to
have a sense of what direction we should take with respect to that.
Because that is a profound difference. I understand why you are
doing it, because I understand the nature of not wanting to depend
on appropriations. It is a question of making sure that we all un-
derstand how it will work inevitably.

On the Microloan program, to which Senator Pryor referred to,
because it is a critical program and it is one that obviously has
worked well in Maine. Now I know that I am going to hear from
the subsequent panel on some of these issues that you have just
raised. The question is whether or not we will get sufficient lenders
who will be willing to engage in this process for these small loans.
I think that is going to be one of the questions.
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I know you are suggesting in your testimony that somehow lend-
ers will be willing to make these loans. So that is one issue, wheth-
er or not that is true.

Secondly, in terms of the cost, we hear from other witnesses who
say that the cost of the technical assistance and the program oper-
ations are also counted in determining the loan and that is why it
contributes to the higher cost in delivering that loan that you have
indicated in your statement.

The question is whether or not many of these banks are going
to be willing to make these loans. And I think this Microloan is
also very appealing, because it does begin the process of business
startups. It really does encourage entrepreneurship in our econ-
omy, which is also needed.

So I just would like to have you address some of those issues, be-
cause I do think it is going to be important and this is a program
that I have certainly supported and has worked well in Maine. And
obviously, Senator Pryor and others, from smaller States especially,
for small businesses or individuals who might not be able to get
loans elsewhere.

Mr. BARRETO. Yes, Senator. The good news is that the lenders
are already making the smaller loans. I mentioned to Senator
Pryor that last year we made 2,442 Microloans. Those are the
smaller ones that we make. Last year, in the 7(a) loan program,
especially through our Express program, we made 23,335 loans, 10
times more than we make in the Microloan program for more than
10 times the dollars, $424 million in those 7(a) loans under $35,000
versus $30 million. That is $424 million versus $30 million in the
Microloan program.

Just to break it down, for example, in Maine we did 7(a) loans,
409 loans for about $40 million. Loans under $150,000, we did 331
loans for a little over $15 million. The SBA Express loans, we did
230 of those loans in Maine for almost $11 million.

Now in terms of Microloans, in Maine we did 39 Microloans in
Maine for $786,000. But we did 169 7(a) loans under $35,000 for
$3.4 million in Maine.

What I am trying to say is that the lenders have already spoken.
Not all lenders. Many lenders have told us that they do not want
to do small loans. They said: we are not going to do them. That is
not the business that we are in. We do not care about those loans,
they are not profitable. We are not a philanthropic organization. I
understand that.

Our responsibility is different. We have to make sure that we
help as many small businesses as we possibly can in every commu-
nity. Not just big businesses, not just medium-sized businesses, but
small businesses, start-up businesses, minority businesses, women-
owned businesses. And that is what we are doing with our 7(a)
loan program now. That is what we are doing with SBA Express.

That is what our proposals that we are submitting today and the
budget in 2005 are going to do.

So the good news is that I think that we can do both. I think
we can do some of those larger loans, and our proposal allows us
to do that. But we will continue doing what we have been doing.
I do not think it is a bad thing that we do more loans than ever
before, that we got that average loan size down, and that we reach
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every community within the small business community. That is
what we are supposed to do, and that is what we are committed
to doing.

Chair SNOWE. Again, we are going to explore those issues with
you in the future to make sure that we know what direction we are
taking and what the ultimate impact would be.

Finally, just on the HUBZone, I know you are not going to make
a request for a separate line item. The Senator from Missouri will
be mighty disappointed if I do not raise these questions. And it is
important, because obviously, you have chosen to put that in the
category of Government accounting and business on the budget.

The question is one, as to what the implications will be for that
program, what the impact would be? Secondly, why was more not
requested for the HUBZone? It is only 17 percent of the 8(a) pro-
gram and yet there are many more firms under the HUBZone pro-
gram than there are in the 8(a) program.

So I wish you could address some of those issues and again we
will explore it. Obviously, we are not opposed to new ideas and de-
livering these programs differently or more efficiently or whatever.
I think the question is making sure that we have a true under-
standing of the impact in the final analysis.

This program is working very well, especially in distressed areas.
It has worked well in Maine. I know it has worked well in Missouri
and in other parts of the country and we want to make sure that
it does. So I was just wondering why it is budgeted so much less
than some of the other contracting programs?

Mr. BARRETO. Thank you, Senator, for that question.

We have learned a lot over the last couple of years. One of the
things that we know is that HUBZone programs are important.
They are very important. And they are too important to take a risk
that they are not going to be funded.

You see, over the last couple of years, we have requested funds
for HUBZones and they have been zeroed out. Now we did not zero
the HUBZone program out, because we think it is important. So we
kept managing that program, but it really put a strain on us, be-
cause we did not receive an appropriation.

So we have moved that program into where we believe it should
have been all along, inside of SBA’s program office called Govern-
ment Contracting and Business Development. It is a Government
contracting program. We will continue to support that program, but
I believe that we ensure its future by moving it in there and mak-
ing sure that we invest resources.

As you know, we have requested a much larger amount for our
Government Contracting Business Development program, over $2
million that will be sufficient for us to be able to support not only
the HUBZone program, but all of the other programs.

And you are right, it is currently receiving less funding than the
8(a) program. 8(a) is a very important program, too. In fact, those
programs are at parity.

One of the things that we have seen is that the number of busi-
nesses participating in the HUBZone program now has increased
dramatically since we have been on board. We have close to 10,000
companies. We think we can get that to over 13,000 or maybe
14,000 companies by next year.
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We are also seeing other positive signs. Not just the fact that we
still have a HUBZone program, but those HUBZone programs are
doing more contracting than ever before. The most recent figures
that are available to us show that it went from about $680 million
to almost $1.7 billion in contracts. That is good, good but it is not
enough. It is nowhere near to what the 8(a) program does, but 8(a)
has been around a lot longer. It is more established.

So we think there is a lot of opportunity for us to continue grow-
ing the HUBZone program. A lot of times people do not understand
that there are many companies that are both HUBZone and 8(a)
certified companies.

So those are tools. Those programs are tools to help small busi-
nesses in historically underutilized business zones and socially and
economically disadvantaged small businesses get their access, their
fair share of the Government contracting pie. And we are very com-
mitted to that.

So I hope that you will share with my original home State Sen-
ator, Senator Bond, that the HUBZone program is healthy and its
prospects for the future are very good.

Chair SNOWE. I appreciate that. One of the issues concerning
HUBZones is the volume of contracts awarded to the HUBZone
firms. And I gather it has fallen below the 3 percent statutory goal
of .71. Why is that the case? I know in my State it is like a 39 per-
cent decrease.

Mr. BARRETO. We are making significant increases and as I men-
tioned, probably $1 billion more in the last year for which we have
information. It will be a lot more in 2003.

Again, there has been also this rapid growth in the number of
HUBZone companies. When 1 first came, I think there were about
4,000 HUBZone companies. There are 10,000 HUBZone companies
now, and that is going to go to 13,000 or 14,000.

The day before yesterday, I was at one of my business match-
making events in Anaheim. I want you to know that we had over
1,000 businesses there, not just from Southern California, but from
other states, as well. Ron Newlan, the head of the HUBZone orga-
nization was there. We work very closely with him. And I was very
happy that he had a number of his HUBZone companies there, be-
cause we are thinking outside the box. We are not just waiting for
those opportunities to materialize, but we are really facilitating a
lot of those opportunities. The things that we have done with re-
gards to contract unbundling, the changes that we are making to
our program and streamlining the process so that we can get more
people involved in there.

We know that before, it used to take somebody a long time to get
in one of these Government contracting programs. And then once
they got in, then it was good luck to you. We do not do that any-
more. What we try to do is surround those small businesses with
the tools that they need to succeed. They need training and edu-
cation. We are providing that. And they need real access to decision
makers.

Last year, through these matchmaking events, we set up over
11,000 one-on-one matches between small businesses and hundreds
of Government agency buyers and Fortune 500 companies. We will
do more than that this year.
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I think we have a chart here, just to give you an example of the
growth of some of these matches that we are facilitating. These are
some of the events that we have done over the last year-and-a-half.
Cleveland, we set up 1,600 appointments; Orlando, 2,400; Chicago,
1,800; Birmingham, 749.

One in Birmingham was with the Black Chamber of Commerce
and Harry Alford’s Group. NECE, that was our national conference
last year, 1,300; Houston, 3,300. We just did Anaheim, we will do
more than 3,300.

We need to do more of that. It gives those small businesses the
confidence that we really are doing something proactive for them.
They have told us for years it is very hard to do Government con-
tracting, and we are trying to streamline that and make it easier
and provide them with some real opportunities.

We cannot guarantee them contracts. We should not guarantee
them contracts. But we should create the right environment for
them to succeed.

Ch:;lir SNOWE. Senator Pryor, do you have any additional ques-
tions?

Senator PRYOR. I do not really, Madame Chair, except for maybe
just one. And that is you talked about zero subsidy and that is a
good thing in your mind?

Mr. BARRETO. Yes, sir.

Senator PRYOR. You are moving the SBA toward the zero subsidy
approach pretty much across the board; is that fair to say? Or you
are trying to get to zero subsidy in all the programs you can?

Mr. BARRETO. We have been at zero subsidy with the 504 loan
program, a very successful program. We have been at zero subsidy
for some time with the SBIC program. And so the 7(a) program is
just following what I believe is a positive trend. It allows us to be
%bfl‘e to do more loans and reach more people than we ever have

efore.

And at the same time being able to save the American taxpayer
over $100 million that we do not have to spend for a program that
can support itself.

Senator PRYOR. As I understand, when you talk about zero sub-
sidy, you are talking about there are no tax dollars wrapped up in
the loan?

Mr. BARRETO. No appropriation to do 7(a) loans; that is correct.

Senator PRYOR. But do not some companies need that subsidy?
Do they not need that to help them get started? And will not the
Government get their money back fairly quickly in payroll taxes
and getting people off unemployment rolls, et cetera? Are there not
cases where some companies need a subsidy?

Mr. BARRETO. In this case the subsidy is going, because of the
subsidy rate that we have, we believe that with the improvements
that we have made, the econometric modeling that we have done
with regards to the subsidy rate, we can get that down. With the
management changes that we have made, we can improve our abil-
ity to be able to offer those funds.

What is happening is—what small businesses tell me is I do not
care what you call your program. I do not care how the watch is
built. T just want to know what time it is. And will they be able
to get these loans easier? Will there be less paperwork? Will they
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be able to get loans at larger levels if they need to? Will there be
more money available to be able to get these loans? And in all
those issues, the answer is yes. That is what has been happening
now over the last year. It is a very positive trend. We are breaking
50-year records and will break records every single year if we con-
tinue doing the things that we have been doing.

At the end of the day, that is what is important to small busi-
nesses.

You see, when I first came on board, many small businesses said
I can take a yes and I can take a no, but the maybes kill me. Too
much paperwork, too expensive, takes too long. And so what we
have done is we have streamlined our process so that we can be
a better partner to them. We have become a more passionate advo-
cate for the things that are more important to them and we have
definitely been more responsive to them than at any time in our
history.

So at the end of the day I think that is what small business ex-
pects from us.

Senator PRYOR. In my mind, streamlining the process is great,
but that is slightly different than zero subsidy. That is apples and
oranges.

What I am asking is if you have a zero subsidy approach to these
loan programs, are there some businesses now, because you have
gone to zero subsidy, that will not be able to get the loan, because
you have gone to zero subsidy?

Mr. BARRETO. I do not believe there is any business that can
qualify for a loan that will not be able to get a loan because we
are at a zero subsidy rate. Again, we have other successful pro-
grams that are zero subsidy that are doing more than ever before.

I think it’s because we have been able to prove that we can make
these loans more efficiently, that we are more effective at doing
them, that this is a cost-effective way of lending. That is one of the
reasons that we are able to get that subsidy rate down to zero. So
we believe that this is actually going to be a net benefit for thou-
sands of small businesses.

Let me give you an example. This last year we did 67,000 loans
}‘n our 7(a) loan program. 67,000 loans. That never happened be-
ore.

With this new proposal, we think we can get to 90,000 loans.
Tens of thousands of small businesses that were not getting loans
from us before will get them now. That is what I think is critically
important, more job creation, more capital where it belongs, in the
hands of small businesses.

Senator PRYOR. I am not trying to dicker with you on this, but
what I am saying is you have emphasized how you are getting effi-
cient, less paperwork, and I understand that. What that means to
me is that there is a smaller barrier between the lender and the
borrower. If it is easier to fill out the paperwork and faster and it
is more certain, that is great. But the question I am asking is, are
we also not reaching down low in our economy with these strug-
gling businesses that cannot qualify? They cannot go to a bank and
get a loan. They have to work with the SBA to get a loan.

So as I understand your testimony, what you are saying is it is
your belief that we are not denying anyone loans otherwise?
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And the reason I say that is because the numbers do not mean
anything to me, because if it is easier to get it maybe there are a
lot of other companies out there that are now trying to get it that
just did not want the hassle before. But what I am worried about
is the weaker companies or the start-ups, whatever you want to
call them, that really otherwise—I mean SBA is their only way
they are going to get the resources they need.

Mr. BARRETO. Senator, I hope this will assure you. The reason
that we are going to zero subsidy is because we are reaching more
of those small businesses. Let me explain to you why.

There is no way we get to zero subsidy if we do not have an SBA
Express program. The SBA Express program allows us to get that
subsidy rate down to zero. It is a 50 percent guarantee which
moves that subsidy rate down.

And the reason that we did more loans, more smaller loans to all
of those groups that I mentioned before, minorities and women, is
because many of those loans were happening through the SBA Ex-
press program.

In other words, the exact opposite is true. We will reach more of
those struggling businesses, more of those businesses that were
never getting loans with the SBA. When I first came on board, the
average loan size was almost $250,000. That shut out a lot of those
businesses. Our average loan size last year was a little over
$160,000 and going down.

It does not mean we can not do big loans. We will do big loans.
We will do big loans in the 7(a) loan program and we will also do
them in the 504 loan program. But we will reach more of those
smaller emerging market businesses than we ever have in our his-
tory. And that is what allows us to go to the zero subsidy rate, be-
cause of the success and the effectiveness of the SBA Express pro-
gram.

Senator PRYOR. Thank you.

Chair SNOWE. Thank you very much, Administrator Barreto. We
appreciate the fact that you took the time to be here today to an-
swer our questions forthrightly, and we are looking forward to
working with you. We applaud you for what you have been doing
as an advocate on behalf of small business throughout America and
for your enthusiastic and energetic leadership on behalf of the
Small Business Administration. So many things have worked very
well.

I also appreciate the innovation that you have brought to the
Agency, as well, and to programs and thinking differently and cre-
atively. I want to express my appreciation on the alternate work
sites, including Maine in that program now. I think it is just an-
other example of the type of creativity and innovation that you
have brought to the Agency. And also in showing how things can
be done differently and bringing those resources to people who
need them.

So I thank you and I commend you.

Mr. BARRETO. Thank you very much, Senator Snowe, Senator
Pryor, it has been an honor to be in front of you today. Thank you
very much.

Chair SNOWE. Thank you.
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We have a panel and I notice we have a vote. Let us bring for-
ward the second panel. Mr. Tony Wilkinson, who is the President
and CEO of the National Association of Government Guaranteed
Lenders; Mr. David Coit, who is Chairman of the National Associa-
tion of Small Business Investment Companies; Ms. Mary Mathews,
who is the former Board Chair of the Association for Enterprise
Opportunity; and Ms. Ellen Golden, was is here to represent the
Association of Women Business Centers that represents 89 Women
Business Centers across America.

I would like to have you all summarize your testimony if you
can. There is a vote on, so Senator Pryor is going to chair the Com-
mittee and I will go vote and come back. So we will ask you to
begin with Mr. Wilkinson.

Senator PRYOR. [Presiding.] Go ahead, I am ready when you are.

STATEMENT OF ANTHONY WILKINSON, PRESIDENT AND CEO,
NATIONAL ASSOCIATION OF GOVERNMENT GUARANTEED
LENDERS, INC.

Mr. WILKINSON. First of all, I want to thank the Chairwoman
and Senator Kerry, Senator Pryor, for your leadership on the 7(a)
issues that are before us today.

As Senator Snowe said in her opening, that the SBA loan pro-
grams are a critical lifeline for many small businesses and that is
absolutely correct. From bank call reports we know that there are
about $485 billion in outstanding small business loans in this coun-
try. But of that $485 billion, only about 20 percent of those loans
have maturities in excess of 3 years, which would put that at about
$95 billion.

Compare that with the outstanding 7(a) portfolio, which is about
$40 billion, and you can see that the SBA 7(a) program is one of
the largest, if not the largest, single source of long-term capital for
small businesses in this country. This program is critically impor-
tant to the health and vitality of the small business sector.

Yesterday there was a hearing on the House side, in the Small
Business Committee, where four small businesses testified about
the adverse impacts they have suffered under the actions the Ad-
ministration has taken regarding the closing of the loan program
earlier this year and then subsequently not being allowed to resub-
mit their loan applications.

It is unbelievable that applicants who lived by the rules, filed
their applications on time, did everything they were supposed to
do, had the rug pulled out from underneath them and were told
simply too bad by the Agency. They have not been allowed to re-
submit their applications, because these were applications that
were in excess of $750,000.

These small businesses create jobs. They needed the financing to
grow and hire new employees and to do the things that they need-
ed to do in their communities and they have not now been able to
do so. It is a travesty and I hope that with your help we will con-
tinue to fight this issue to see that those applications that were
filed on time get processed and get approved, because there is sim-
ply no reason why the Agency is not processing those loans.

Rather than summarize my testimony, I am just going to touch
on a few things that the Administrator talked about. First of all,
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the Administrator seemed to be a little bit selective on the informa-
tion he provided regarding the industry’s estimate of loan demand.
For the current fiscal year, we had anticipated loan demand at
$12.5 billion. At the end of the first quarter we had done $3.122
billion, which puts us on pace of $12.5 billion, a pretty good esti-
mate.

Last year we estimated $11.8 billion. We did $11.3 billion and
there was a $500,000 loan cap in place for the first 5 months of
the year. Obviously, we would have done more lending had the loan
cap not been in place, and our estimate of demand would have been
pretty close.

For 2002, we estimated $11 billion. We did $9 billion in the reg-
ular program and an additional $1.7 billion in STAR. So our esti-
mate of demand for the last 3 years has been very good.

The Administrator also mentioned that 95 percent of the loans
made have been under $750,000. But with the loan caps in place,
both this year and last year, we have missed an opportunity to fi-
nance a lot of businesses that need financing. I can tell you that
there been businesses that have been caught in the current prices
who had made down payments on contracts, who had approval
from their PLP lender, which is a pretty good comfort factor in this
program, only to have the rug pulled out from underneath them.
They have lost down payments. I cannot tell you the number of
firms that have been financially harmed by the actions taken by
the Administration this year.

Now the Administration rolls out a new proposal that we have
not been briefed on nor have we had any discussions about it. From
our perspective, this program is not broken. It does not need to be
overhauled. It needs the support of the Administration.

The concept of a 50 percent guarantee, or excuse me, expanding
the Express program. The Express program today is primarily a
credit scored product. Major commercial banks in this country use
their credit scoring models. The average loan size in the Express
program today is $48,000. They have got the ability today to take
Express up to $250,000. There are a few loans that are made in
excess of $100,000, but not many. Most of the Express loans are
the under $100,000 variety.

So to conceptually put in place a plan that would make all loans
at 50 percent guarantee really does not seem to be reasonable on
our part.

The Administrator said the industry flooded them with larger
loans during the notification period. Well, every time the Adminis-
tration announces a loan cap, the requirement for the announce-
ment is intended to allow those applicants who have started their
processing and begun to pay fees to get the necessary documenta-
tion together time to finish their application. That is exactly what
happened. People heard the deadline. They took the steps nec-
essary to finish the application. This is not the first time that this
has happened. Every time that there has been a loan cap an-
nouncement we get a spike in loan demand. This is nothing new.

So to say that the industry flooded them with larger loan appli-
cations, that meant that there was strong demand from small busi-
ness out there who need access to capital and they were the ones
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who took the steps necessary to get their applications turned in on
time.

The Administrator also talked about a 30 percent increase in
loan authority in the fiscal year 2005 budget. Well, they needed it
this year. They needed the $12.5 billion level this year. They are
a year late to the party. All they are asking doing now is asking
for straight-line authority into next year when chances are we are
going to see continued demand on this product. So hopefully we can
work through these issues and come up to some solutions.

The Administrator also said that the industry has said we need
to get the restrictions lifted and get this program back up and run-
ning as quickly as we can. And we absolutely agree with that.

As you know, getting information from the Administration on
some of the SBA issues has been very difficult. The Administrator
said that the new proposal was going to be a savings to the tax-
payer.

In the fiscal year 2005 budget, in the credit supplement page,
there is documentation that says borrowers and lenders have over-
paid in the 7(a) program $1.2 billion in the last decade. And to say
now we need to take another $100 million out of the hide of small
business does not seem quite reasonable.

Now the Administration did take some steps last year, they de-
veloped an econometric model. Thanks to the leadership of this
Committee we passed legislation to allow SBA to use that model.
Before we have any further discussions about programmatic
changes, we would like to see the results of a GAO report vali-
dating that model. Is it fair and is it reasonable? Are we through
with the period of time where we are overcharging borrowers and
lenders for using this program? My understanding is that SBA has
not been forthcoming with information and it has been a struggle
for GAO to get the data necessary to validate the model. Until we
see the results of that report, it is going to be difficult for us to en-
gage in discussion about how the program might be changed.

Senator Pryor, I would be happy to answer any questions.

[The prepared statement of Mr. Wilkinson follows:]
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President & CEO

National Association of Government Guaranteed Lenders, Inc.
Stillwater, OK

The National Association of Government Guaranteed Lenders, Inc. (NAGGL) is a trade association for
participants of the Small Business Administration (SBA) section 7(a) program. Our members account for
approximately 80% of 7(a) loans made annually. Commonly called the 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 approximately 450,000 loans for almost $100 billion. We thank the Committee for the opportunity to
testify on the SBA FY 2005 budget request and other current issues facing the SBA 7(a) program community.

The Current Crisis

The current problem is a result of an inadequate FY 2004 budget request. The SBA approved over $11 billion in
7(a) loans in FY 2003. This number includes the STAR program—a temporary program for businesses affected
by the events of September 11, 2001~which was run through the general 7(a) program. Still, the budget for FY
2004 was for only $9.4 billion in program authority. The SBA claimed that loan volume would decline in FY
2004 because the STAR loan program had expired. NAGGL argued last year that small business loan demand
would not decline simply because a particular loan program expired. In fact loan demand in the last months of FY
2003 was almost $1 billion per month even though the STAR program had expired in January. In our testimony
last year, NAGGL estimated FY 2004 7(a) loan demand of approximately $12.5 billion. Actual loan volume
through the first quarter of FY 2004 was $3.122 billion, supporting this estimate of demand made in February,
2003.

Late in the afternoon on December 23, 2003, the SBA notified the Senate and House Small Business Committees
of their intent to cap the SBA 7(a) loan program in 13 days, or January 8, 2004. The SBA set the cap at $750,000,
reducing the loan size maximum $1,250,000 from its $2 million statutory fimit. The timing of the notification
raises the question, with the SBA approving about $1 billion per month for several months prior to the notice,
why didn’t the SBA admit its problem earlier?

Then on January 6, 2004, without warning the SBA then announced that it was shutting down the 7(a) program,
injuring over a thousand small businesses and lenders, many of whom had rushed to submit loan applications
before the $750,000 cap went into effect. The SBA had, in effect, closed the program before January 6 because
the Agency stopped processing most large loans before then. The SBA then took the unprecedented step of
returning all outstanding applications to lenders rather than processing the loans to the point of final approval.
During similar funding shortfalls in the past, the SBA simply processed these loans but stopped just short of
issuing a final approval, and, as additional loan authority became available, the pending loan applications were
approved in the order in which they had been received. Not this time.
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This year the SBA rejected all applications, returning hard copy loan files and destroying faxed applications.
When the SBA decided to restart the program a week later, applicants and lenders were required to resubmit their
applications for processing. For loans over $750,000 that had been submitted prior to the deadling, the SBA's
response has been “too bad.” The very federal agency that is supposed to be the small business’s advocate has
caused many small businesses undue harm and led to many anxious moments. Applicants spent time and money
to complete their applications, only to have the SBA reject and return them; and many of these prospective
borrowers had made irreversible commitments that they can no longer honor due to the denial of SBA assistance.
We believe that this was an unconscionable act by the Administration, and we hope that Congress will demand
that the SBA now process any application that had been received by the January 8th deadline. The SBA should
not be allowed to circumvent the 15-day notice requirement in the Small Business Act.

Piggyback Restriction -

When the SBA restarted the program, it added even more program restrictions, once again ignoring the 15-day
notice requirement of the Small Business Act. Along with the $750,000 loan cap, the SBA announced a
prohibition of 7(a) loans coupled with conventional loans in larger loan packages, frequently referred to as the
“piggyback” structure. A lender utilizes the 7(a) program because an applicant has a credit deficiency. In some
instances an applicant has a need that is larger than the maximum loan size allowed under the 7(a) program. To
mitigate the risk, a lender may utilize a piggyback structure so the lender can meet the borrowers’ financing
needs,

For example, assume that an applicant needs to borrow $1 million. In a piggyback structure, a lender could
provide a $250,000 conventional loan in a first lien position, and a $750,000 SBA 7(a) loan in second lien
position.

This is similar to the foan structure provided in the SBA 504 program, but with two key differences. With a 504
loan the SBA has 100% 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% pro-rata share of the second lien loan,
meaning 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 on a 504 loan. From a subsidy perspective, the government
would collect more fees on a 7(a) piggyback structure than they would on a 504 loan structure.

Piggybacks are especially useful when the SBA institutes a loan cap. Some of the applicants now caught by the
SBA’s unconscionable act could have found financing through a piggyback loan structure. With the new
piggyback prohibition, there is no way to meet the needs of many applicants seeking loans in excess of the
$750,000 cap. We request that this Committee, through legislation if necessary, require that the SBA allow the
use of piggyback loans so that lenders have a vehicle to serve those small businesses that need larger loan
packages.

Statistics

The SBA loan programs are the largest source of long-term capital for small business in this country. From bank
“call” reports, the SBA office of Advocacy reports there are $483 billion in outstanding small business loans.
From FDIC data, only about 20% of those foans (approximately $93 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 340 billion—a significant percentage of all
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outstanding long-term small busi loans. Small busi simply cannot afford to have the SBA take arbitrary
actions that destabilize their major source of long-term debt capital.

Small Businesses Harmed

The actions taken by the SBA in FY 2004 have gravely and irrevocably harmed thousands of entrepreneurs at a
time when the nation’s economy is struggling to create jobs. Most disturbing about this occurrence is that
throughout 2003 the administration repeatedly ignored signs that loan demand was exceeding the SBA’s available
funds and chose not to act, instead delaying action until Congress had adjourned for the year. Rather than
foreseeing and acting to prevent this crisis, one of the federal government’s most important economic
development programs has been destabilized. The SBA’s recent action to reopen the program falls way short of
what small businesses need. In fact the program remains closed to those borrowers who would have accounted for
40% of dollars lent prior to the SBA’s recent actions.

FY 2005 BUDGET

Why More Fees?

On the heels of its inadequate 7(a) program budget request for fiscal year (FY) 2004, the Administration on
February 2 proposed raising 7(a) program fees even more for 2005. The President’s FY 2005 budget calls for a
zero subsidy rate and no appropriations, both arrived at by allowing a 2-year fee reduction bill passed in 2002 to
expire. Two years ago, Congress passed legislation decreasing the ongoing lender servicing fee from .5% to
.25%, the borrower guarantee fee on loans of $150,000 or less from 2% to 1%, and the borrower guarantee fee on
loans over $150,000 up to $700,000 from 3% to 2.5%. The Administration's plan is to let the fees revert back to
their original levels.

The Administration is proposing no federal support for the 7(a) program—the first time in the 50-year history of
the SBA that zero appropriations would be provided for the program. Additionally, the SBA is asking for
authority to adjust fees in the future to ensure that the subsidy rate remains at zero, As of the writing of this
testimony, the SBA has not provided any material details on its proposal.

It behooves us to ask how much trust we should have that we will get a fair and reasonable subsidy calculation
going forward if we accept this proposal. Last year, the SBA and Office of Management and Biidget (OMB) had
1o be forced by legislation to recalculate the subsidy rate. This year, Congress asked the Government Accounting
Office (GAQ) to validate the new subsidy model, and the SBA and OMB have stonewalled the issue by refusing
to provide requested information. Finally, it is suspicious that the sunset of legislation coincidentally results ina
subsidy rate of exactly zero. As of the writing of this testimony, the SBA has not provided material details
explaining how the req d fee increase would bring the current subsidy rate of 1.06 to exactly zero.

It is disturbing that the program would face further fee increases (taxes) given that the GAO has documented the
fact that 7(a) lenders and borrowers have already returned over $1.2 billion in excess fees to the Treasury. It does
not seem o matter that the Administration had a budget bust this year, requesting too little program authority,
resulting in loan caps and program restrictions that have harmed many small business applicants who had filed
their loan applications in a timely manner. It appears that in addition to many borrowers being told “too bad “ this
year, next year’s borrowers will be told “more fees” (taxes).
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FY 2005 Loan Demand

With its FY 2005 estimate of demand of $12.5 billion, the Administration has finally recognized that smali
business loan demand has grown, albeit a year late. We question, however, the need to limit this program. If the
Administration wants to support the 7(a) foan program and its mission to provide long-term capital to small
business, why limit the program to anything less than the authorization limit of $16.5 billion proposed in the
pending reauthorization bill? If the Administration wants to support the 7(a) loan program and its mission to
provide long-term capital to small business, why not take steps now that will lift the lending restrictions and meet
the needs of small businesses that exist today? We were told a few weeks back that the SBA was working on a
formal reprogramming proposal. To the best of our knowledge, no such request has been submitted.

Conclusion

Last year NAGGL testified that a reasonable estimate of demand for FY 2004 would be $12.5 billion. The SBA
adamantly opposed our estimate, saying that $9.3 billion would be sufficient. The result of the inadequate budget
request and resulting inadequate program level has ended up harming many small businesses. Today many
applicants cannot find financing for their larger loan packages. Meanwhile, jobs are being lost and businesses are
closing their doors.

Small businesses do not need rhetoric about how important they are. Small businesses need to be treated fairly.
Small businesses need access to capital. Small businesses need the Administration and Congress to support the
SBA and its Joan programs.

Thank you for the opportunity to testify before the Committee.
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Senator PRYOR. Why do not we let Mr. Coit go ahead and make
his comments and then we will take all the questions when Sen-
ator Snowe gets back. Go ahead.

STATEMENT OF DAVID COIT, CHAIRMAN, NATIONAL
ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES

Mr. Corr. Thank you, Senator Pryor.

Thank you for the opportunity to appear before you today to give
NASBIC’s views about the Administration’s fiscal year 2005 budget
proposal as it relates to the SBIC program.

The major point I want to stress is that the Participating Securi-
ties Program will end on October 1st if SBA’s proposal is enacted.
We agree that legislative restructuring is required, but it must not
be done along the lines proposed by the Administration.

As the managing director of two participating securities SBICs,
my goal today is help the Committee understand why SBA’s pro-
posal will not work and why we believe that NASBIC’s proposal
will work for all stakeholders in the program.

The Participating Securities Program is critical to the continued
success of the SBIC program. Participating Securities investments
currently represent 55 percent of all SBIC investments. Partici-
pating Securities investments have totaled $7.5 billion since the
start of the program 10 years ago. 26 of 36, or 72 percent of all new
SBIC licenses issued by SBA in fiscal 2003 were Participating Se-
curities SBICs.

NASBIC supports SBA’s proposed $4 billion in Participating Se-
curities leverage for fiscal year 2005. However, NASBIC strongly
opposes the restructuring proposed by the Administration. The pro-
posal would not work for the talented management teams and
knowledgeable investors we want to have in the program. I cannot
stress that enough.

The current structure has worked because there is the potential
for substantially enhanced returns to private investors investing in
Participating Securities funds, but only if the SBIC performs above
an annual 12 percent level of profitability.

That potential for enhanced returns is required to offset the
many program negatives. Not the least of these are upfront fees
and preferred returns for SBA, capital impairment and restricted
operations regulations, SBA’s liquidation preference, and the very
real fact that private investors fare substantially worse than they
would in a non-SBIC if profitability falls below 12 percent.

SBA’s proposal would destroy the balance of the current program
by increasing the negative elements and substantially reducing the
positive elements.

SBA'’s proposal will not work for knowledgeable investors. In fact,
even the existing program structure is too complex and too risky
for most sophisticated institutional investors, particularly those
with fiduciary responsibilities. As an example, the Maine State Re-
tirement System gave strong consideration of a substantial invest-
ment in our first SBIC 10 years ago. Their review of the invest-
ment—and the Maine State Retirement System had never made a
venture capital investment in the past—it had passed review of
their Investment Committee and their Board and their Fund Ad-
viser in Chicago. It actually got approved formally. But when the



48

manager of the retirement system looked into the regulations, he
went back to the board and said this is too complex. This is already
a risky business. Adding in the complexity and the risks of the pro-
gram, I think we should not go forward with our investment.

In contrast, NASBIC’s proposal is simplicity itself. Investors, pri-
vate investors, and SBA would share SBIC profits and losses on a
pro rata basis. Based on the 20-year venture capital industry re-
turn statistics and average Treasury rates, adoption of our proposal
would see the subsidy rate fall to zero. In fact, all data available
indicates that the Government would actually make money as a
long-term participant in the program.

Our proposal would eliminate all of the negative elements that
most institutional investors object to in the current structure and
attract additional capital sources to the program.

In conclusion, structured as we propose, the Participating Securi-
ties Program would accomplished the mission at no cost and likely
a gain to the Government, would accomplish the mission without
distorting the operations of the private capital markets, would at-
tract the largest possible percentage of knowledgeable private in-
vestors and quality fund managers, and would stimulate invest-
ment in U.S. small businesses to the greatest possible extent dur-
ing times of scarce capital

I just want to give one example of how SBICs provide capital to
companies, particularly during a recession. There is a company in
Maine named the Diamond Phoenix Corporation. It is in Lewiston,
Maine. Diamond Phoenix is a world-class provider of warehouse
automation systems.

In fact, I do not know if you remember a company called
Webvan. This was one of the biggest dotcom companies back in the
late 1990s. It raised $1 billion to build warehouses around the
country to deliver groceries that are ordered online, and it failed.

Webvan searched the world markets for systems that would
automate their warehouses and chose Diamond Phoenix Corpora-
tion of Lewiston, Maine. They actually also invested in the com-
pany so that Diamond Phoenix would not sell its technology to
competing companies.

Obviously, Webvan did not survive and as the recession came on,
capital equipment orders across the country declined substantially.
So this company, which had world-class technology, began to suffer.

The management team did everything they could to keep the
company going. They took cuts in their salaries, they mortgaged
their homes, put money into the company. They got out themselves
i?lto the marketplace and did selling. They did all of the right
things.

But the other element that allowed the company to survive, and
I am proud to say it is back and profitable again as the economy
is beginning to recover, is the fact that an SBIC, its only investor,
was there and willing to step in and support them financially. That
company could not get financing from the normal venture capital
community and they are there today because of this program.

So in closing, I would like to reiterate how important the Partici-
pating Securities Program is in providing capital to so many of this
country’s small businesses, many of them in underserved markets
like Lewiston, Maine.
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I urge you to continue to support the Participating Securities
Program and to consider NASBIC’s proposal to make the program
better for all its from stakeholders.

Thank you, Senator.

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

Thank you for the opportunity to appear before you today to give NASBIC’s views about the
Administration’s FY 2005 budget proposal as the same relates to the SBIC program. NASBIC is
the only professional association dedicated to representing the interests of alf 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 also serve
as Chairman of NASBIC. North Atlantic Capital manages 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 a total of $4.0 million over five years. Iam
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.

Before turning to the budget, I would like to stress some of the statistics believe highlight the
importance of the SBIC program to U.S. small businesses and the nation’s economy.

= Since its beginning in 1958, the SBIC program has provided $40 billion of long-term debt
and equity capital to 95,000 small U.S. companies, with $2.47 billion invested in 2,610 small
businesses in FY 2003 alone. The number of U.S. small businesses receiving SBIC
financing in FY 2003 was up 21% from the 1,979 that received SBIC financing in FY 2002.

» U.S. small businesses financed by SBICs in FY 2003 employed approximately 347,000
individuals—an average of 133 employees per company—at the time they received the SBIC
financing. The median number of employees in SBIC-financed companies was 30.

« Companies less than three years old received 43% of all investments.

* SBICs play an important role in states not generally served by venture capital firms. Of the
2,610 U.S. small businesses that received FY 2003 SBIC financing, 1,112 (43%) were
located in areas designated as Low- and Moderate Income (LMI) areas by the government.
Those companies received $556 million (23%) of the total $2.47 billion in SBIC investments.

s SBICs are playing a vital role in our current national economic recovery. SBA reports that
SBICs accounted for 59% of all venture capital investments, by number of investments for
the period January through September 2003. For comparison, in 1997 it was just 38%.

= At present, there are 436 SBICs operating in 45 states, the District of Columbia, and Puerto
Rico. SBICs hold $21.5 billion in capital resources—up 7.5% from $20.1 billion at year-end
FY 2002—a significant increase given the contraction in other sources of venture capital. Of
the total, $12.2 billion is private capital and $9.3 billion is SBA-guaranteed capital or
commitments. In FY 2003, SBA licensed 36 new SBICs with $743 million in private capital.
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*  Qver the past three years (FY 2001-2003) hard-pressed small U.S. manufacturing companies
have received $2.6 billion (27%) of the $9.6 billion in total SBIC investments for the period.

* Many well-known U.S. companies received early financing from SBICs, including America
Online, Apple Computer, Callaway Golf, Intel, Staples, Quiznos, Federal Express, Qutback
Steakhouse, Costco, and Vermont Teddy Bear. Eight of the top 100 fastest-growing U.S.
companies in 2003 received SBIC financing (Fortune, September 1, 2003), as did six of the
top 100 “Hot Growth Companies for 2003” featured in Business Week (June 9, 2003) and 10
of the 100 “Top Information Technology Companies” (Business Week, June 23, 2003).

NASBIC supports the Administration’s budget propesal for the Debenture SBIC program.

If approved by Congress, the proposal would make $3.0 billion in Debenture leverage authority
available in FY 2005 at a zero subsidy rate. A zero subsidy rate has been in effect since the start
of FY 2000 for the Debenture program. In order to maintain the rate in FY 2005, an increase of
16 basis points is required in the annual interest paid by Debenture SBICs pursuant to §303(b) of
the Small Business Investment Act (SBIA). NASBIC supports that very small increase. Based
on the most recent pricing of Debenture leverage, that of September 2003, the practical impact of
the increase would be negligible—raising the likely interest paid for FY 2005 leverage from
approximately 5.73% per annum to approximately 5.746% per annum. The two tenths of one
percent increase in the annual cost of leverage will have no impact of any consequence on either
Debenture SBICs or the small businesses they finance. No legislative change to the SBIA is
required to implement the Administration’s proposal. We ask the Committee to support the
Administration’s FY 2005 proposal for the Debenture program.

In addition to urging the Committee’s support for the Administration’s budget proposal for the
Debenture program, we applaud and urge the Committee’s continued support for congressional
action to remove Debenture indebtedness from the class of “Acquisition Indebtedness” that
creates Unrelated Business Taxable Income (UBTI) for tax-exempt investors who would, but for
UBT], invest in Debenture SBICs. Due to the strong support and hard work of Senators Snowe,
Kerry, and Bond, the legislative solution to the problem is pending as part of the Manufacturing
section of S, 1637, the “Jumpstart Our Business Strength (‘JOBS’) Act.” When enacted, the
provision will eliminate a major fundraising impediment in the Debenture prograrh and we
expect to see substantial growth in the program and in its effectiveness to help small businesses
in need of debt financing. As I know the Committee appreciates, debt capital has been in very
short supply during the recession and continues to be difficult to obtain.

NASBIC supports the proposed $4.0 billion in Participating Security leverage authority for
FY 2005, but strongly opposes the program restructuring proposed by the Administration,

The Participating Security program is critical to the success of the SBIC program as a whole.
Designed to stimulate the flow of scarce equity capital to America’s small businesses, it has done
that very successfully. In FY 1995, its first full year of operation, the program saw Participating
Security SBICs make $110 million in equity investments, just 8.8% of all SBIC investments that
year. For the period FY 2002 through January 23, 2004—a critical economic period as U.S.
business fought to survive the recession—Participating Security funds invested $2.8 billion, a
full 47% of the $6.0 billien in all SBIC investments made during the period. In the current FY
2004, through the same January 23, Participating Security SBICs have accounted for 55% of all
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SBIC investments. Twenty-six (72%) of the 36 new SBICs licensed by SBA in FY 2003 were
Participating Security funds. Clearly, the program is providing the equity capital Congress
intended when it created the program its 1992 amendment of the Small Business Investment Act.

Of perhaps greater importance, Participating Security SBICs have proven to be a much more
reliable source of equity capital for small business than all other sources during the recession we
have just endured. The high water mark for all venture capital investments in the U.S. was the
year 2000, with investments totaling $103 billion according to Thomson Venture Economics. In
2003, total venture capital investments fell to $18 billion—a decline of 83% during the period of
recession. In contrast, the $1.1 billion in Participating Security investments made in FY 2003
were 77% of their FY 2000 total—a decline of just 23% compared to the 83% decline for the
entire industry. That performance in a very difficult economic period is testimony to the
importance of the Participating Security program to U.S. small businesses.

The Administration’s budget proposal projects $2.0 billion in potential losses in the Participating
Security program. That number includes both realized losses and estimated future losses. Thus,
as a starting point, it is uncertain whether or not the final figure will total $2.0 billion. Of greater
importance is the context in which the losses have occurred. Again referencing Venture
Economics, the quarter that ended September 30, 2003 was the 11™ consecutive quarter for
which venture capital funds sustained losses for the preceding 12-month period—"by far the
worst streak in the industry’s history.” That history dates to the start of the SBIC program in
1958, a period of 45 years. Of significant relevance to SBA’s estimate of losses is the fact that
the Participating Security program saw $4.3 billion (57%) of its total of $7.5 billion in
investments to date made in the 5-year period that ended September 30, 2000-—the period just
preceding the economic collapse from which America is just beginning to recover. It should
surprise no one that the Participating Security program will realize losses associated with
investments during that period. NASBIC has mentioned the likely losses often during the past
three years. Those losses will accrue to private investors as well as SBA, and it will be years
before the true nature of the losses will be known.

Faced with its estimate of losses in the Participating Security program, the Administration has
determined that the structural model in place since the start of the program is flawed. Whether or
not this is true is open to question since 57% of investments to date were made in perhaps the
worst period of at least the last 45 years in which to make equity investments. However, given
the projections made by OMB in its subsidy calculations, it is unlikely that any agreement might
be reached between the industry—both management teams and private investors—and the
Administration that would see the current structure retained with minor adjustments that would
satisfy both sides.

In order to achieve a “zero” subsidy rate, the Administration proposes several major changes in
the Participating Security program for funds licensed after September 30, 2004.

1. The budget anticipates congressional enactment of the legislation proposed by SBA last
July. That legislation would keep the current structure—with all its negative elements—
while changing SBA’s share of the profits in profitable Participating Security funds to
one-half of the percent of total capital represented by SBA leverage—an effective 300%
increase in SBA’s profit share. NASBIC opposed the proposal when it was made in July.
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2. The budget narrative states that a substantial increase in fees—in addition to passage of

the July proposal—is required to keep the subsidy rate at “zero.” Although the legislative
proposal regarding fees has yet to be filed, we understand that the proposal will include
the following:

a. an increase in the leverage “commitment” fee from 1.0% to 1.5% (the leverage
“draw™ fee would remain at 2.0%);

b. anincrease in what is now the 1.454% prioritized payment rate dedicated to SBA
pursuant to §303(g)(2) of the Small Business Investment Act to 3.85%; and

c. aradical change in the nature of the §303(g)(2) fee, a change that would make the full
3.85% per annum rate on outstanding leverage payable annually to SBA irrespective
of profitability of the Participating Security SBIC in question.

We believe the Administration’s proposal was made in a good faith effort to address the
structural problems the Administration believes has led to its current losses. We want to stress
the fact that we enjoy an excellent working relationship with the Administration, even when we
disagree. Unfortunately, we are now at a point of substantial disagreement. The proposed
economic structure would all but destroy private sector support for the Participating Security
program. This is so for several reasons.

1.

First, the proposal would reintroduce an annual, current coupon, “interest” charge for
leverage. Since the law requires that all Participating Security leverage must be invested
in equity securities, the change would reintroduce the mismatched cash flows that saw the
original SBIC program plagued with losses in the 1980s, the very result of which gave
birth to the current program. Either the law would have to be changed to permit debt
investments—aunlikely given the express purpose of the program—or Participating
Security funds would have to use a substantial amount of their capital for interest
payments instead of investments—a purpose again at odds with legislative intent.

Second, the proposal would reintroduce Unrelated Business Taxable Income (UBTD
issues for Participating Security funds that raise private capital from tax-exempt
institutional investors, the very investors SBA and SBIC management teams want to
attract to the program. Funds that create UBTI for their institutional investors find it
almost impossible to raise money from these investors. It is a major issue since tax-
exempt institutional investors control approximately 65% of the capital in the U.S.
available for investment in venture capital funds.

Finally, even if we were to assume that the 3.85% rate were to apply only to the extent of
profits—perhaps unreasonable given the Administration’s estimates—the proposal would
leave all existing program negatives (e.g., capital impairment and restricted operations
regulations) in place while substantially increasing the risk that an investorin a
Participating Security SBIC would do less well than by investing in a non-SBIC fund.

For example, assume a Participating Security fund with leverage to private capital ratio of
2:1 and a 6.0% prioritized payment rate attributable to the pool securities sold to raise the
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actual leverage. Both are reasonable assumptions for modeling purposes. Applying the
proposed changes, the “new” program’s fund IRR (internal rate of return) “hurdle” rate—
the fund IRR rate at which an investor’s net return is the same whether invested in an
non-SBIC fund or a 2:1 leveraged SBIC—would increase from approximately 12.0% to
18.3%. That is an increase of 53%. Atan 18.3% fund IRR, private investors would net
approximately 11.3% whether invested in an SBIC or not. Above the “hurdle,” a private
investor in an SBIC would do better than an investor in a non-SBIC fund, but only
marginally so at gross return rates that likely to apply at least for the near future. Ata
gross fund IRR of 20% an SBIC investor’s net return would be approximately 14.6%
versus 12.7% for an investor in a non-SBIC fund. At a fund IRR of 25%—a rate slightly
above the 20-year average for all venture capital funds—the respective net retums would
be approximately 21.5% versus 18%. For virtually all private investors, this substantially
reduced potential for return enhancement would not be worth assumption of the
substantially increased risk of worse returns (attributable to SBA’s preferred status) that
they would realize if they invested in a Participating Security fund that performed below
the increased “hurdie” rate. The structure proposed by the Administration is simply one
that cannot be made to work for knowledgeable private investors.

Before turning to NASBIC’s proposed solution to the existing problem, we would like to
highlight one additional problem with the Administration’s proposal for the Participating
Security program. The proposal leaves unanswered the question of what happens to existing
Participating Security SBICs that may require leverage from commitments to be issued after
September 30, 2004. The logical extension of the Administration’s budget submission is that
any leverage authority for years following FY 2004 that will be required to support Participating
Security funds licensed before October 1, 2004—funds whose economic structures cannot be
adjusted in line with the proposal for contract sanctity reasons—will have a positive subsidy rate
and require an appropriation. However, no mention is made of the very real potential problem
and no appropriation request is included for FY 2005. It may be that the Administration assumes
that 5-year commitments purchased prior to October 1, 2004 will solve the problem. However,
that will not be the case for many funds, especially those licensed in fiscal years 2002, 2003, and
2004. Is there a solution to the problem short of attaining appropriations for any relevant year?
Perhaps. We would like to explore with the Committee the possibility of a legisiative extension
of the effective dates of commitments issued prior to October 1, 2004. If that is not possible,
some other solution must be identified.

NASBIC proposes a new Participating Security program structure that meets the
requirements of all program stakeholders.

If the current structure for the Participating Security program will not work for the
Administration and the Administration’s proposed structure will not work for SBIC management
teams and their private investors, is there a structure that will meet the needs of all stakeholders?
We believe there is. Attached to this testimony is a policy paper that outlines NASBIC’s
proposal. It is the same paper that we shared with this Committee, the Senate Committee on
Small Business and Entrepreneurship, and the Administration in January. Following its
submission, we forwarded to Committee staff a proposed draft of legislation that we believe
would successfully implement that policy.



56

David M. Coit February 11, 2004

Simply stated, NASBIC’s proposal would create a Participating Security structure within which
SBA would enjoy 100% of its pro rata share of the profits of any profitable fund. The structure
would create, at least in economic returns, a structure identical to that used in the private venture
capital world. If such an economic structure been in place since the inception of the program, we
believe SBA would be substantially better off financially than it is today—a fact that can be
confirmed by SBA upon inquiry by this Committee. While it is true that SBA would have to
surrender its preferred position with respect to private investors if our proposal were accepted,
that preferred position has been of little economic comfort to SBA over the last ten years. That
is precisely why it has found it necessary to propose the changes that are unacceptable to
management teams and private investors. Those private investors include major banks who are
members of the Small Business Investment Alliance, banks that have made substantial
investments in SBICs in the past and would continue to support the program under the structure
we have proposed. These banks are strong supporters of the community development role
played by SBICs across the country.

The crucial question for the Administration will be how to project cost or gain to the government
if NASBIC’s proposal is accepted. Regarding that question, the 20-year net returns to investors
in venture capital funds with economic structures such as we suggest have averaged, according
to Venture Economics data, approximately 16% per year. The cost to SBA to guarantee interest
for the pools of securities sold to raise Participating Security leverage has averaged 6.7% per
year since the first pool was sold in 1995. Interest rates have been at very low levels for the past
two years. Excluding the pool rates of those years yields an average rate of 7.0%. Thus, if
Participating Security SBICs perform to industry averages, a program structured as we have
proposed should make money for the taxpayers over and above the gain for the economy related
to the economic activity of the small businesses receiving the equity investments. Under any
reasonable analysis, the subsidy rate in a Participating Security program structured as we suggest
should be zero—even if return data are discounted somewhat because SBICs invest in a wider
variety of businesses that are more geographically dispersed, than non-SBIC funds. -

Implementation of NASBIC’s proposal would produce an additional benefit for SBA: reduced
workload. SBA Investment Division personnel are severely taxed due to the complexity of the
current program and the multiple subjective decision points that must be addressed for each
Participating Security fund. There is no counterpart to that level of activity or substitution of
judgment in the non-SBIC portion of the venture capital industry. Implementation of the
NASBIC proposal would allow Investment Division personnel to focus primarily on the critical
licensing process and, of equal importance, on compliance by operating SBICs with all
investment requirements. The highest possible level of performance in both areas is critical to
the success of the program in meeting its intended purposes. At a time when all organizations
are called upon to “do more with less,” this point is an important consideration.

Will private investors support the program without the possibility of enhanced returns? The
answer for the largest majority of investors in venture capital funds—bank and non-bank
institutional investors—is “yes.” The large majority of those investors avoid the SBIC program
because of the substantial number of negative elements in the program that are discussed in our
policy paper. Institutional investors seek reasonable returns for the asset classes they invest in,
venture capital being one of the classes. The complexity of the current program, the preferences
accorded SBA, and the other negatives associated with the program, keep the large majority of
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institutional investors on the SBIC sidelines. The structure we have proposed will be seen as a
great improvement by this class of investors so critical to the ultimate success of the program.

Will talented fund management teams be attracted to the SBIC program if the structure proposed
by NASBIC is accepted? Again, the answer is “yes.” Notwithstanding the fact that institutional
investors will find the structure acceptable, the universe of private capital from which SBIC
management teams might draw will always be substantially smaller than the total universe of
private capital dedicated to venture capital. That is so because SBICs can invest only in U.S.
small businesses that meet the size and operational limits prescribed by the government. Thus,
the government, by its guarantee, would serve as the creator of a substantial pool of capital from
which qualified teams would be able to draw to achieve the fund sizes required to sustain
operations if they want to invest in the types of opportunities dictated by the government.

In conclusion, thank you once again for the opportunity to appear today to give our views on the
Administration’s FY 2005 as the same pertains to the SBIC program. We look forward to
working with the Committee this year to make certain the SBIC program, particularly a
restructured Participating Security program, continues to meet the needs of all its stakeholders—
especially the U.S. small businesses it is designed to serve.
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NASBIC

‘America’s Small Business Partners
Restructuring The SBA Participating Security Program
A. Summary

This paper discusses issues relevant to a possible restructuring of SBA’s Participating Security
(PS) program—created by Congress to increase the amount of equity capital invested in U.S.
small businesses that meet size and operational requirements defined by the government. The
program began in FY 1994, and the goal-oriented results through FY 2003 are impressive:

¢ More than $4.7 billion in private capital raised by the 221 privately managed PS funds.
o More than $7.4 billion invested by PS funds in U.S. small businesses during the period.

Notwithstanding its impressive start, the program’s future is in doubt. SBA will lose substantial
amounts associated with its guarantee of leverage for PS funds unable to generate profits
sufficient to return that money. The 1997-2000 period was one of great increase in PS licensing
and investment that was followed by a major collapse of the U.S. economy. Business failures
and plummeting values of those that survived have made it all but inevitable that SBA will suffer
substantial losses associated with investments made by PS funds during that period. In this
regard, SBA is no different than virtually all investors making investments during the period.

OMB has used SBA’s experience of the past ten years to change assumptions in the PS subsidy
model that estimates how much the government might be expected to lose in the future. Not
surprisingly, the model now predicts substantial future loses if the current economic structure of
the PS program remains unchanged. While modeling based on results from such a short period,
particularly one as abnormally volatile as the 1998-2001 period, is suspect at best, OMB has
shown no inclination to change its opinion. A substantial increase in the subsidy rate would
require a substantial—and likely impossible to secure—congressional appropriation to support
the program at an effective level. Failure to secure the appropriation would reduce the PS
program to a marginal program that would have virtually no impact on U.S. small businesses.

Industry is not opposed to an economic restructuring of the PS program. However, it cannot
agree to a simple increase in SBA’s of profits in profitable funds. Increasing SBA’s profits
without addressing program elements that are objectionable to private investors and management
teams would yield the same negative result as trying to attain a major appropriation to support
estimated program losses. The negatives elements are SBA preferences and debt-oriented credit
restrictions in what is intended to be an equity investment program. The provisions do not
protect SBA effectively and alienate the very private investors and management teams that SBA
wants to attract.

A restructured PS program that eliminates these negative elements and sees SBA become, in
economic terms, a pro rata investor in PS funds—an investor entitled to its full share of the
profits of each fund it invests in—will best serve the interests of both government and industry.
It will ensure a zero subsidy rate, the approval of the largest majority of private investors, and the
availability of talented professional management teams crucial to the success of the program.
NASBIC urges the Administration and Congress to support this restructuring approach.
National Association of Small Busi In t Compani
666 11th Street, N'W. » Suite 750 « Washington, DC 20001
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B. Current Status Of The Participating Security Program

1.

Section 102 of the Small Business Investment Act (SBIA) provides the policy behind the
SBIC program, including the PS program:

“It is declared to be the policy of congress and the purpose of the Act to
improve and stimulate the national economy in general and the smali-
business segment thereof in particular by establishing a program to stimulate
and supplement the flow of private equity capital and long-term loan funds
which small-business concemns need for the sound financing of their
business operations and for their growth, expansion, and modemization, and
which are not available in adequate supply: Provided, however, that this
policy shall be carried out in such manner as to insure the maximum
participation of private financing sources.”

The SBIA does not indicate what financial result the government should realize in its
running of the SBIC program. The only admonition is found in §303(e), the section
dealing with “Capital Impairment.” It provides that before advancing leverage to an
SBIC, SBA should determine that doing so would not “create or otherwise contribute to
an unreasonable risk of default or loss to the Federal Government.”

Working with SBA, OMB sets the government’s subsidy rate for the program. These
annual calculations produce results that dictate how much must be placed in “reserve” to
pay for projected out-year losses associated with leverage issued under any given year’s
authority. If the required reserve cannot be met by projected fees, profit shares, and
subsidy “buy-down” prioritized payments paid by PS SBICs, Congress must appropriate
the difference if it wishes to continue the program.

Based on current losses in the PS program, if no changes are made in the program's
structure, OMB will project substantial losses for SBA’s guarantee of any leverage to be
issued in FY 2005 and thereafter. Although this may not be justified based on long-term
historical returns to LPs in the venture industry, OMB is unlikely to be challenged
successfully by either Congress or the industry with respect to its assumptions.

Given the above, the FY 2005 PS budget might be submitted in one of two ways. The
likely way would see the budget propose to make substantial leverage (e.g., $4.0 billion)
available in FY 2005 at no cost to the government (a “zero” subsidy rate}—with the
caveat that the budget assumes and is predicated upon passage of proposed legislation
either already submitted (or to be submitted) to Congress by the Administration. The
most likely reference will be to the legislative proposal made in July of 2003.

If restructuring legislation is not passed, projected losses will be accounted for with a
positive subsidy rate, requiring an appropriation to support the amount of leverage
authority desired. The original subsidy rate for the program was 9%. At that rate, $§4.0
billion in authority (the FY’04 authority) would require a $360 million appropriation.
Assuming that the “subsidy buy-down” prioritized payment rate (which did not exist in
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1994) would make up a portion of the requirement, a subsidy rate of something less than
might be likely. However, even a 3% rate would require an appropriation of $200
million for $4.0 billion in leverage authority.

Any appropriation above $44 million-—the high water mark that supported SBIC program
leverage in FY'95—would likely be impossible to secure given the current budget
environment, especially if no appropriation is requested by the Administration. Securing
half that amount might be possible, although still difficult. Assuming a $40 million to
$20 million appropriation range and a subsidy rate range between 5% and 10%, PS
leverage availability in FY 05 might be anywhere from $200 million on the low side to
$800 million on the high side. The current demand is estimated at $1.3 billion per year.
The substantial shortfall would all but eliminate SBA’s ability to issue five-year leverage
commitments and leverage rationing would likely be inevitable. The program would
continue, but would be marginalized. Support for the program by knowledgeable
investors and talented management teams would evaporate.

C. Current Structural Elements Of The Participating Security Proegram.

1.

Investment and Geographic Focus Requirements. The government imposes restrictions
on the types and sizes of companies in which PS funds can invest. The government also
takes into account the need for venture capital in the areas of investment focus stipulated
by PS fund license applicants in deciding whether or not to grant a license. These
foundation blocks will not change in any restructuring of the program.

. Leverage Commitment and Draw Fees. Totaling 3.5% at present, all commitment and

draw fees (with the exception of the 0.5% underwriting fee included in the total) are paid
directly to the government. The fees are among the SBA cash flows used to predict
future SBA losses in the program. With respect to private investors, they equate to
preferred returns for SBA.

Leverage Pool Prioritized Payments. These contingent preferred payments (SBA’s right
to them dependent on an SBIC’s profitability) are intended to reimburse SBA for the
interest it has advanced to pay interest to investors purchasing interests in the pools of
securities sold to raise the leverage drawn by the particular SBIC involved. The
payments are preferred payments to SBA vis-a-vis private investors.

SBA-Dedicated Prioritized Payments. These SBA preferred payments, again made only
if and when an SBIC becomes profitable, are based on variable rates set annually by
Congress at the request of SBA / OMB. Like leverage commitment and draw fees, their
purpose is to off-set predicted losses associated with the failure of SBICs to repay
leverage principal and/or leverage pool prioritized payments.

A Reduced and Variable Profit Share For SBA. In return for investment restrictions,
preferred returns, and debt-oriented credit risks discussed below, SBA receives a reduced,
variable profit share from profitable PS funds. SBA’s profit share is calculated by
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reference to both an applicable 10-year Treasury bond rate and maximum leverage
ratio—a formula that, for modeling purposes, is generally accepted to yield an
approximate 9% SBA profit at a 2:1 leverage ratio.

6. Complex Distribution Rules. The distribution rules are designed to regulate the return of
SBA’s prioritized return (in profitable SBICs), capital (SBA leverage and private capital),
and profits. The distribution rules are complex and alien to investors accustomed to
investing in non-SBIC venture capital funds.

7. Conditional SBA Commitments. A statutory provision in the SBIA requires SBA to
conduct what amounts to a credit evaluation before advancing any leverage, irrespective
of the fact that an SBIC may have already paid for a commitment. Under this authority,
SBA may dishonor its commitments based on its unilateral determination that
advancement of additional funds would increase risk of loss to the govemment,
notwithstanding the fact that advancement of the amounts would be required to
implement the full business plan approved by SBA in the licensing process. Thus, all
SBA commitments are, in a legal sense, conditional. Private investor commitments,
required to secure the PS license, are unconditional.

8. Capital Impairment Regulations. By reference to the capital impairment section of the
SBIA to its general obligation to protect the interests of the taxpayers, SBA has adopted
capital impairment regulations that permit it to restrict or shut down the operation of a
fund by restricting its ability to make any additional investments (even with private
capital) and, at SBA’s option, to call remaining private capital for the sole purpose of
repaying outstanding leverage. Private investors are particularly upset by these rights,
While they understand and accept the risk of loss if the capital is put to its intended
purpose—investment in small businesses—they are adamantly opposed to having their
capital paid directly to SBA.

9. Liquidation Preference. Once an SBIC has been moved to “liquidation” status, which
may be based on either regulatory violations or degree of capital impairment, SBA enjoys
a preference vis-a-vis private LPs with respect to outstanding leverage and any eamned but
unpaid prioritized payments.

10. Absolute Control of Significant LP Rights. Absent SBA approval, private LPs in SBICs
have no right to take any action on significant issues (e.g., management change, “no-fault
divorce,” etc.) generally within their province in non-SBIC funds. Non-SBIC funds
generally provide for LP action in certain areas by vote of a super majority of LPs in the
fund. Experienced LPs are very uncomfortable with any one LP holding a dominant
position in a fund. That is even more so when the LP is the government.
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D. The Best Alternative For Restructuring the Participating Security Program

1.

Any restructuring should address each of the following policy imperatives:

(a) The program should stimulate investment in U.S. small businesses to the greatest
extent possible during times of scarce capital availability.

(b) The program should accomplish its mission at the least possible cost to the
government.

(c) The program should be attractive to the largest possible percentage of knowledgeable
private investors.

(d) The program should be attractive to the largest possible percentage of high quality
venture capital fund management professionals.

(e) The program should not distort private market dynamics any more than required to
meet the objectives of the program.

The structural alternative that best meets all policy requirements would see SBA:

(a) surrender its rights listed in §§2 through 9 of Paragraph C;

(b) agree to a reasonable dilution of its voting “power” within the LP structure to the
extent required by the “market” (defined as representative institutional investors); and

(c) retain 100% of its pro rata economic interest in the fund.

Under this structure, SBA and private LPs would share profits and losses on a pro rata
basis. Other than investment and geographic restrictions, a PS fund would be managed in
almost all respects like non-SBIC venture capital counterparts in the private sector.

From the government’s perspective, consideration of future losses should be eliminated
so long as the government invested in SBICs on a regular basis. The average net retumn
to private LPs in venture capital funds has been approximately 16% o¥er the past 20
years according to Venture Economics. Even if discounted by some factor, returns to the
government would still be positive over any reasonably projected period of time.

From the perspective of private investors, the only issue of importance would become
whether the PS fund management team had the skills and business plan likely to produce
standard returns for the asset class. There would be no distortion of investment decisions
driven by the possibility of enhanced returns due to structural reasons alone. PS funds
would still represent one of the best opportunities for investors to receive returns from
investments in growing small businesses. The non-SBIC segment of the private equity
industry has focused predominantly on larger investments in larger companies. SBICs
would be of particular interest to those state pension funds and other institutional funds
willing to invest in some venture capital funds that agree to invest in underserved
markets. The current negative elements generally keep these investors on the sideline.

National A tion of Small Busi Investment Companies
666 11th Street, N-W. » Suite 750 » Washington, DC 20001
Tel: 202-628-5055 o Fax: 202-628-5080

Internet: www.nasbic.org ¢ E-Mail: nasbic@nasbic.org




63

6. Finally, from the perspective of professional management teams required to actually

“drive” the program, SBA would, for the first time, represent the possibility of securing
“normal” capital that might satisfy up to two thirds of the amount required to reach the
fund size required to start and sustain investment operations. To put the importance of
this fact in perspective, many (if not most) institutional investors do not want their
investment to constitute more than 10% of any venture capital fund. This fact would
make the SBIC program very attractive to talented teams trying to raise capital during
times when private capital is scarce—such as the present time—and at least very worthy
of consideration during other times.

It is true that the very fact that the “government is involved” might make the program less
attractive to management teams during times when private capital available for
investment in venture capital funds is plentiful. However, that fact would make the
program directly responsive to the policy articulated in the SBIA: a program “to
stimulate and supplement the flow of private equity capital ... which small-business
concerns need for the sound financing of their business operations and for their growth,
expansion, and modernization, and which are not available in adequate supply....”

In view of the above, NASBIC urges the Administration to support a restructuring of the
Participating Security SBIC program that would see SBA become a “regular” Limited
Partner in the PS funds to the degree of investment committed to in the licensing process.

E. SBA’s Pending Proposal Will Not Meet The Policy Objectives For The PS Program

1.

In July 2003, SBA proposed a restructuring of the PS program that would increase the
share of profits to which it is entitled by approximately 300%, but in all other respects
would leave the program unchanged.

Although the potential for enhancement of private LP would remain, the potential would
be greatly reduced from that of the current structure. Thus, the risk / reward balance
would change dramatically with a 300% increase in SBA’s profits and no corresponding
reduction of complexity and / or private LP risk related to negative elements listed in
Section C. This is particularly so given that many experts believe that average gross
returns for venture capital funds may be no greater than the current SBIC “hurdle rate” of
approximately 12% for the next decade.

SBA’s proposal will not achieve the goal articulated in the SBIA or the other important
policy considerations listed above. It retains all the unpopular complexity and
unquantifiable risk elements of the current structure while reducing potential private
investor returns. Adoption of the proposal would severely limit the pool of venture
capital management professionals interested managing a PS SBIC. It would also limit the
pool of likely investors to those who either did not understand the risks involved or who
were attracted only by the potential for an enhanced return no matter how long the odds.
Neither result would be good for the either the PS program—or for the U.S. small
businesses the program is designed to serve.
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Senator PRYOR. Thank you.

Ms. Mathews, we have a vote and the Chair is going to be back
any moment. But I better leave and go vote, or I am going to miss
the boat.

So why do we not take about a 3-minute recess or something like
that. I know that Senator Snowe will be right back. She is on her
way back right now, but I better race over there and vote or I am
going to miss it.

There she is. Perfect.

You are recognized, Ms. Mathews.

Chair SNOWE. [Presiding.] Proceed, please.

STATEMENT OF MARY MATHEWS, FORMER BOARD CHAIR,
ASSOCIATION FOR ENTERPRISE OPPORTUNITY

Ms. MATHEWS. Thank you, Senator Snowe. Just in time.

I want to thank you for this opportunity to appear before you
this morning to talk about the proposed termination of the SBA
Microloan program and PRIME in the President’s 2005 budget.

I am here today representing the Association for Enterprise Op-
portunity. I am also President of the Northeast Entrepreneur Fund
in Virginia, Minnesota. The Entrepreneur Fund is a rural micro-
enterprise and small business development organization. We pro-
vide training, technical assistance, and financing to emerging and
existing businesses in 11 counties in northeastern Minnesota and
northwestern Wisconsin. We have been an SBA Microloan program
participant since 1992. We do grass roots entrepreneur develop-
ment in rural communities.

As you know, the President’s 2005 budget terminates the
Microloan program and zero funds PRIME. The SBA contends that
the program is too expensive and that banks will use the 7(a) Ex-
press, Community Express and low doc guarantee programs to
make the kinds of loans that we make now. We strongly disagree
that these programs are capable of serving our Microloan bor-
rowers.

The Microloan program was created in 1992 to help small busi-
ness owners in need of small amounts of capital that are not yet
bankable. The program is today the single largest funding source
for microenterprise development organizations across the country
and it funds about 185 organizations.

Intermediaries since 1992 have made over 19,000 loans totaling
$213 million. Last year was a record year. We made over 2,400
loans, 2,442, as Secretary Barreto attested to earlier, totaling near-
ly $30 million. The program exceeded the goals that the SBA set
for it in 2003. The goals were $28 million in new loans.

Our organization’s average loan size is $9,000, considerably less
than the 7(a) average of $167,000 which does not get quite to
Microloans.

There two key issues that I would like to address. One is that
we evaluated our portfolio. Senator Pryor asked Secretary Barreto
about how deep the current SBA Express programs are reaching.
So I am going to talk to you about our portfolio as compared to the
lending criteria for Community Express, Express and low doc pro-
grams. Here is what we found.
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First, 85 percent of the loans in our portfolio do not meet the
minimum guidelines for equity injection. Two-thirds of our loans
would not meet the minimum commercial lending institutions’
creditworthiness guideline. Many of these customers show recent
bankruptcy activity or judgments. The average credit score for our
borrowers in 2003 was 561.

Over half of the loans in our portfolio the entrepreneur had no
experience in the business they started and even more lacked the
ability to manage a business in general.

The SBA’s premise for terminating the Microloan program is that
banks will use guarantee programs to make these loans. I would
ask any banker in this room if they are interested in making loans
to the people that I just described. Their answer would be no.

So what does that mean? The Secretary talked about programs
that show real results and real measurable results. Our portfolio
today, at 30 days our Microloan portfolio has a 2 percent delin-
quency rate. We have historically charged off 10 percent of our
loans. In the loans we have made since 1997, 94 percent of those
businesses are still in business and still operating. This is grass
roots business development. These are real measurable results.

The SBA has contended that the program is inefficient and cost-
ly. A 97 cents per dollar loan number is used. The context for those
numbers has not been presented.

This is an expensive program. Bankers say, and our experience
confirms, that is costs as much to make a small loan as it does a
large loan. If it was able to be done by banks, banks would be
doing it. But they will not, because the transaction cost for a small
loan is too expensive, in addition to the loans being high risk.

In closing, we would ask that the Committee support in the 2005
budget $15 million for PRIME, $30 million for loans to Microloan
intermediaries, and $25 million for Microloan technical assistance.
Banks using SBA loan guarantees will not fill the gap that we are
filling as organizations. The demand is currently outpacing supply.

AEO and the intermediaries have worked with the SBA for pro-
gram improvements. We know that there are more program modi-
fications that could be made and we are willing to work with the
SBA to do that and would like to have opportunity. We ask you to
fund these programs, not terminate them, because terminating
them closes the door on economic opportunity to businesses that
will not be served by any other source.

Thank you, Senator.

[The prepared statement of Ms. Mathews follows:]
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Good morning, Madame Chairperson, members of the Senate Committee on Small
Business and Entrepreneurship, and guests. Thank you for this opportunity to testify
before you this morning about the proposed termination of the SBA Microloan Program
and PRIME in the President’s FY2005 budget.

My name is Mary Mathews. | am President of the Northeast Entrepreneur Fund in
Virginia, Minnesota. The Entrepreneur Fund is a microenterprise and small business
development organization. We provide training, technical assistance and financing to
emerging and existing businesses in eleven counties in northeastern Minnesota and
northwestern Wisconsin.

As a former Board Chair and a member of the Policy Committee, | am here representing
the Association for Enterprise Opportunity (AEO). AEO is a national association
representing more than 450 microenterprise development organizations across the
country. Many of our members are SBA Microloan Programs, PRIME Grantees, or
Women Business Centers.

Microenterprises are small businesses with five or fewer employees with initial capital
needs of $35,000 or less. Many microentrepreneurs are low income, women,
minorities, or disabled individuals who may face other challenges to business success.
Both the Microloan program and Women's Business Centers predominately serve
women and minorities, while PRIME predominately serves very-low-incomg clients.

Microenterprise development organizations (MDOs) run community-based programs
that provide assistance to entrepreneurs in three core areas: credit, training, and
technical assistance. MDOs can be small, large, urban, rural or faith-based. Credit is
supplied by MDOs to entrepreneurs with solid business plans and the potential to
succeed. Training often takes place over the course of several weeks and requires a
significant time investment on behalf of both the MDO and the microentrepreneur.
Microenterprise technical assistance involves intensive and continuous business
support that meets the particular needs of our target market.

Conventional sources of business credit are often beyond the reach of entrepreneurs
who need small amounts of financing to start or grow a business when they are
economically disadvantaged due to lack of business experience, sound credit history, or
collateral to secure a business loan. The SBA Microloan Program continues to solve
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this problem by funding community-based intermediaries to help micro business owners
gain access to credit.

The SBA Microloan Program was created in 1991 to help small business owners in
need of small amounts of capital that are not yet “bankable” in the private sector lending
community. The Program has grown from a small pilot program with 35 intermediaries
in 1991 to a permanent program with over 185 organizations. The Microloan program is
the single largest source of funding for microenterprise programs.

SBA Microloan Program Intermediaries have made over 19,000 micro loans totaling
over $214 million. In FY2003, Intermediaries made 2,422 loans, totaling
$29,932,410.48. This program exceeded SBA's Microloan goal of $28 million in new
loans. Most of those loans went to women, minority, and low-income entrepreneurs.
These loans would not have been made but for the SBA because in order to get an SBA
Microloan, borrowers must demonstrate that they are unable to get comparable credit,
at reasonable rates, from an area lender.

The Microloan program has two parts. The SBA makes low-interest, 10-year loans to
Intermediaries who, like the Entrepreneur Fund, make very small loans to micro-
entrepreneurs. The SBA also provides the Intermediary with an annual technical
assistance grant that helps support the cost of training and technical assistance to
borrowers. Microloans are high-risk loans, usually to start-up and early stage
businesses. Technical assistance protects the Federal government's investment and it
increases the entrepreneur’s potential for success.

AEQ and its members are asking Congress to appropriate $35 million in FY2005 for
loan capital, $25 million for Technical Assistance grants through the Microloan program,
and $15 million for PRIME. PRIME is specifically targeted to provide technical
assistance to very low-income people. After 11 years, the SBA Microloan Program is
just hitting its stride. Loan volume continues to increase each year.

As you know, the President’s budget for FY2005 terminates the SBA Micrgloan program
and zero funds PRIME. The SBA contends that the program is too expensive and that
the 7a and Express Loan guarantee programs will serve market demand for microloans.
While we applaud the growth in these guarantee programs and commend the SBA for
program efficiencies that have helped build demand, we disagree. The SBA Microloan
Program and SBA loan guarantee programs serve different markets.

To illustrate, | will use the Northeast Entrepreneur Fund as an example.

In the past 14 years, the Entrepreneur Fund has provided business development
training and technical assistance to over 5800 men and women ~ all local residents —
for many of whom this is their first exposure to business concepts. So far, this has
resulted in the start-up, stabilization or growth of 692 businesses. Over 85% of the
businesses, mostly start-ups, are still operating two years after receiving assistance.
These are very small businesses, each owned and operated by a local resident who is
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creating their own economic opportunity. As a group, the business owners have
generated a significant level of employment for themselves and others—over 1800 jobs
have been created or retained so far.

The Entrepreneur Fund has been an SBA Microloan Intermediary since the program
began in 1992. We have made 186 SBA microloans totaling $1,462,226. We have
analyzed our SBA Microloan portfolio, comparing loan attributes against SBA7a, SBA
Express and Community Express lending criteria. The resuits are as follows:

= 85% of the loans in our portfolio did not meet the minimum guidelines for equity
injection by the customer in order to qualify for an SBA 7a loan. According to the
SBA “Typically, an applicant should inject one-third to one-half of the total funds
needed to start a business.”

= Two thirds (66.67%) of the loans would not meet most commercial lending
institutions credit worthiness guidelines. Many of these customers show recent
bankruptcy activity or judgments. We recently started collecting credit scores. The
average credit score of our approved loans has been 600, with a low of 485 and a
high of 700. Half of the loans had good credit but low credit scores.

* The ability of individuals to manage the resources of their business, sometimes
referred to as "character,” is a prime consideration when determining whether or not
an SBA 7a loan will be made. For over half of the loans in the portfolio, the
entrepreneur had no experience in the business they started and more lacked the
ability to manage a business in general. The Entrepreneur Fund’s technical
assistance program helps to educate and motivate the borrower until they gain the
experience needed to manage the business and its resources.

So, given the characteristics of the borrowers, you probably wonder how our portfolio is
performing. The Entrepreneur Fund's Microloan portfolio delinquency rate {over 30
days) is 2.1%. 10.1% of the portfolio has been charged off since 19892,

What makes the difference is the training and technical assistance provided by the
lender. Our performance is not unique among Microloan programs. It is why, in 12
years, the SBA has only lost money due to a default once.

The SBA's premise in terminating the Microloan program is that banks will use the
guarantee programs to make small loans. | would ask the bankers in the room whether,
with a guarantee, they would make loans to the borrowers with the characteristics | just
described. Not only that, the average loan size for 7a loans in FY2003 declined to
$167,000. The Entrepreneur Fund’s average loan size was $9000.

Bankers have often said that they don't make microloans because it costs them too
much. It takes as much, or maybe more, time to make a small loan to a start-up
entrepreneur as a large loan to an experienced borrower. And a large loan generates
more revenue from interest. Most banks cannot afford to make microloans because of
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the time intensive nature of loan servicing and monitoring the loan, even with a
guarantee.

We agree with the SBA that this is more expensive than their other credit programs, but
the SBA is also not comparing “apples to apples” in assessing the true cost. Where else
in the SBA is the cost of technical assistance and program operations counted directly
in determining the cost of the loan? Both PRIME and Microloan Technical Assistance
are Entrepreneurial Development functions, yet they are budgeted and housed on the
credit side at the SBA.

AEO and the Intermediaries have worked with the SBA to make process improvements
in the Microloan Program in the past. In the past two years we have made
recommendations for changes in the allocation of Technical Assistance grants to make
them performance-based. We have supported program changes that enhanced
performance. As | said before, this program is just hitting its stride. Annual outcomes
can only increase if the program is continued and the funding maintained. | hope | have
helped make the case that other guarantee programs are not serving the same market.
It is my understanding that there are 39 requests from Intermediaries at the SBA
seeking additional loan capital as soon as the FY2004 budget is completed. There is
demand for the product.

In closing, | would again ask that this committee support funding in the FY2005 budget
for PRIME at $15 million, $35 million for loans to SBA Microloan Intermediaries, and
$25 million for Microloan Technical Assistance.

The SBA’s budget summary states an intent to re-design programs. We stand ready to
work with the SBA on continuous improvement.

Don't terminate these programs and close the door to economic opportunity for the
people these programs serve!

Thank you.
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Chair SNOWE. Thank you, Ms. Mathews.
Ms. Golden, welcome.

STATEMENT OF ELLEN GOLDEN, ASSOCIATION OF WOMEN’S
BUSINESS CENTERS

Ms. GOLDEN. Senator Snowe, I would like to thank you, Senator
Kerry, and the members of the Committee for giving me the oppor-
tunity to participate in today’s hearing.

I am Ellen Golden, Senior Development Officer for Coastal En-
terprises, Incorporated in Wiscasset, Maine, and I am also here
representing the Association of Women’s Business Centers.

The Association of Women’s Business Centers is a national non-
profit organization that represents Women’s Business Centers and
women business owners across the country. Coastal Enterprises is
a private non-profit community development corporation and a
community development finance institution which provides financ-
ing and technical assistance in the development of small busi-
nesses, social services, and affordable housing.

CEI has been a Women’s Business Center since 1995 and we are
currently funded under the sustainability pilot.

The Women’s Business Center program was created in 1988. It
is a leveraged Federal investment in women’s economic develop-
ment that has enjoyed consistent widespread bipartisan support
from Congress, and we certainly thank you, Senator Snowe, and
the other members of the Committee for your consistent support for
this program.

The 89 centers serve a range of women, minorities, low income
women, women with disabilities, and veterans, as well as busi-
nesses at all stages of development, in all sectors and at a range
of sizes. The program has grown from a demonstration with 3-year
funding to a permanent program with an initial 5-year funding
cycle. In 1999, with the overwhelming support of Congress, the pro-
gram incorporated a sustainability pilot program that allows cen-
ters to apply on a competitive basis for an additional 5 years of
funding.

In their brief history, the Women’s Business Centers have be-
come a key SBA resource partner. Their importance is recognized
in the President’s budget request where the Women’s Business
Centers are acknowledged as a component of the SBA’s primary in-
frastructure, as highly effective, and as having a well developed in-
frastructure.

There are three points, however, I would like to make about the
President’s budget. The first has to do with the requested level of
funding. The President requests $12 million, which is less than we
received last year and it is simply not enough. The Association is
asking that funds be appropriated at a level consistent with the
current authorization, which is $14.5 million. This is what we need
in order to meet the current commitments of the program and also
to support the addition of new centers in areas that are currently
not served by the program.

The program has been flat funded at $12.5 million for the past
3 years. In reality, flat funding means a reduction in funding. In
addition to the effect of inflation and the increasing cost of oper-
ations, the sustainability centers lost between 12 and 19 percent of
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their funding last year, because there simply was not enough
money to go around.

In fiscal 2005, under the current funding model, with an appro-
priation of $12 million, the grants to the sustainability centers
would be cut in half. I think you can easily imagine what the im-
pact on the program would be.

My second point addresses the goals of the Agency for the pro-
gram. First, as noted, many centers have already had their funding
reduced. Their resources are stretched to the point of breaking and,
as I already said, $12 million does not cover current needs. None-
theless, the centers are being expected to increase the number of
women served by 18 percent to an unprecedented 130,000 women.

Secondly, the goals that have been developed for the Women’s
Business Centers have been developed without any discussion with
either the Association or the centers themselves. There has been no
attempt to determine whether or not they are realistic or achiev-
able.

For example, in the President’s request the Women’s Business
Centers are being asked to train SBA personnel on doing business
in Native American communities, to implement and evaluate pilot
technical assistance programs for Native American communities, to
generate articles for the online women’s business center, and to
host the online women’s business message board, which would be
available 24/7. All of this with less money and increased levels of
service.

Thirdly, we think it is unrealistic to imagine that the Women’s
Business Centers and the other key resource partners will absorb
the additional demand resulting from the elimination and reduc-
tion of other SBA programs such as the Microloan technical assist-
ance grants and PRIME. These programs serve different markets.

Moreover, the current demand for Women’s Business Center
services is already so high that clients at our center in Maine have
to wait from 3 to 6 weeks in order to get services. The Women’s
Business Centers can simply not fill the gap left by the elimination
or reduction of other programs.

The Women’s Business Centers are as eager as other resource
partners to contribute to the SBA’s overall goals and to bring these
essential services to existing and emerging entrepreneurs across
America, but we need to be involved in the process of setting those
goals and making sure that they are realistic and doable.

My third point addresses the issue of sustainability. As you well
know, the SBA’s currently operating under temporary reauthoriza-
tion which expires on March 15th. Without reauthorization, the
sustainability pilot will expire. Although there are some differences
between them, both the Senate and the House reauthorization bills
contain provisions for renewal grants beyond the initial funding pe-
riod of what we have been calling sustainability.

We are deeply concerned that sustainability or renewal grants
have not been taken into account in the President’s budget request.
There are currently 33 centers in the sustainability pilot and at
least another 20 will be eligible to apply this year. Together, these
two groups account for nearly two-thirds of the currently funded
Women’s Business Centers. These are the more experienced centers
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that have demonstrated their ability to meet the program’s goal
and to deliver quality services.

These are the well developed infrastructure referenced in the
President’s budget. These are the very programs that the SBA is
relying on to achieve its ambitious goals and yet there is no men-
tion made of a commitment to fund them.

The Women’s Business Centers are a well developed and highly
effective infrastructure. But if we pursue a strategy of inadequate
funding, unrealistic goals, and an unwillingness to invest in exist-
ing capacity we will quickly undermine the effectiveness of this im-
portant resource. Thank you.

[The prepared statement of Ms. Golden follows:]
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SENATE COMMITTEE ON SMALL BUSINESS AND ENTREPRENEURSHIP
HEARING ON THE PRESIDENT’S FISCAL YEAR 2005 BUDGET REQUEST FOR
THE SMALL BUSINESS ADMINISTRATION

Introduction

Thank you for inviting me to participate in this hearing on the President’s Budget Request for
FY2005 for the Small Business Administration. I am Ellen Golden, Senior Development Officer
at Coastal Enterprises, Inc. (CEI) in Wiscasset, Maine and Chair of the Association of Women’s
Business Centers.

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.

Background: Coastal Enterprises, Inc.
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Coastal Enterprises, Inc. (CEI) is a private non-profit, 501(c) 3, community development
corporation and community development finance institution 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 $114 million in loan funds raised from a variety of
public and private sources. CEI funds have leveraged over $480 million in financing for over
1400 small businesses that have created and retained 15,000 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
CEl 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 12,000
aspiring or existing women business owners.

History 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, wide-spread, bi-partisan support from
Congress. The Program has grown from four to 89 Centers that provided training to counseling
and training to 106,000 people in FY2003. The women served by the Centers are diverse and
include minorities, low-income, women with disabilities, and veterans. In addition, they
represent women at all stages of business development, in all sectors and in different sizes from
microenterprises to businesses employing more than 50.

The investment in the Women’s Business Center Program has generated a significant return. In
1995, Congress appropriated $4 million for the program, and in 2003, there was an appropriation
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of $12.5 million, an increase of 312 percent. During that same period, however, the number of
clients served increased more than 1300 percent, from 8000 in 1995 to 106,000 in 2003.

The Women's Business Center Program has 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. It
is an investment that is worth preserving.

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 nearly 4000 women have benefited from one-one business counseling, training,
workshops, seminars, peer groups, information and referral and other program activities. Ninety-
two business owners have received assistance in developing loan applications resulting in more
than $5.5 million in capital.

The customers for CEI’s Center 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 businesses to manufacturing
operations; from traditional crafs to technology-based enterprises. One thing that brings them
together is their desire to build their management skills and the importance that they place on
being part of a program that is targeted to women.

CET’s approach is characterized by innovation, flexibility and interaction. Innovation has
emerged by 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
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technical assistance in uses of the Internet 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, CEI'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 that 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, after 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 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 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 875,000, 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
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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 communities 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 to
receive bank financing.

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
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decisions; innovation in program design; business expertise; and a supportive environment that
fosters sound learning.

Responses to the President’s FY2005 Budget request for the SBA:

In their brief history, the Women’s Business Centers have become a key SBA Resource Partner.
Their importance is recognized in the President’s budget request where the Women’s Business
Centers are acknowledged as a component of the SBA’s primary infrastructure, as highly
effective and as having 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 AWBC is requesting that funds be appropriated consistent with authorized levels: $14.5
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.

The Women’s Business Center program has been funded at the same level for the past three
years. In reality, flat funding has meant a reduction in funding for individual Centers. Quite apart
from the effect of inflation and increasing costs of operation, Sustainability Centers experienced
a reduction of between 12 and 19 percent in their SBA funding resulting in a reduced staff
capacity and services in 2003. This was a direct result of an appropriation of $12.5 million, an
amount too low to support the program.

In FY2005, under the current funding model, if the appropriation is $12 million as requested in
the President’s budget, the amount of the grants to Sustainability Centers will be cut in half.

2. Agency Goals for the Women’s Business Center Program

The President’s Budget Request includes a discussion about goals that the SBA has established
for the Women’s Business Center program. We are concerned about these goals for a variety of
reasons.

First, many of the Centers have already experienced a reduction in funding and their resources
are stretched thin. The requested amount of funding is inadequate. Nonetheless, we are expected
to increase the level of services that are delivered by roughly 18 percent.

Secondly, goals are being imposed on the Women's Business Centers without any discussion
with the Association or the WBC’s to determine whether or not the goals are realistic or
achievable. For example, the WBC’s are being asked to train SBA personnel on doing business
in Native American communities, to implement and evaluate pilot technical assistance programs
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for Native American communities, to generate articles for the Online WBC and to host the
Online WBC Message Board which would be available 24/7. All this, while increasing the level
of service roughly 18 percent with a smaller appropriation.

Thirdly, there is a belief that the WBC’s and the other key Resource Partners will absorb the
additional demand resulting from the elimination of as many as ten other SBA programs and
reductions in funding for others, such as the Microloan Technical Assistance grants and PRIME.
This does not take into account that the markets served by other programs are not consistent with
those served by the Women's Business Centers. Nor does it take into account that the demand for
services offered by the WBC’s is already so high that clients have to wait from three to six weeks
to get services. The WBC’s are already operating at maximum capacity. It is unclear how they
will be able to respond to even greater demand for their limited resources.

The Women's Business Centers are staffed by committed professionals who care deeply about
providing quality services to their customers. They are as eager as the other resources partners to
contribute to the SBA’s overall goals and to bring these essential services to existing and
emerging entrepreneurs across America. But we need to be involved in the process of setting
those goals.

3. Sustainability

The SBA is currently operating under a temporary reauthorization whose authority expires on
March 15, 2004. Among other things, the temporary authorization continues the Pilot
Sustainability Program which is now in its fourth year and which will expire without
reauthorization. The Senate has passed S 1375, and the House bill HR 2802 is still in Committee
pending resolution of issues that have nothing to do with the Women’s Business Center Program.
Although there are significant differences between the two bills with respect to the Women's
Business Center Program, both contain provisions for renewal grants beyond the initial funding
period {(what we have previously referred to as sustainability).

We are deeply concerned that sustainability or renewal grants have not been taken into account
in the President’s budget request. There are currently 33 WBC’s in the Sustainability Pilot and at
least another 20 WBC’s will be eligible to apply this coming year. Together these two groups
account for nearly two-thirds of the currently funded Women's Business Centers, These are the
more experienced Centers that have demonstrated their ability to meet the Program’s goal and
deliver quality services. These are the well-developed infrastructure referenced in the President’s
budget request. These are the very programs that the SBA is relying on to achieve is very
ambitious goals, and yet there is no mention made of a commitment to fund these Centers.

In previous testimony before this Committee, 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, we do not
support the establishment of new Centers at the expense of those who have demonstrated a
capacity to deliver the program.
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There are just 35 Women's Business Centers in the first funding cycle. If our concerns are
realized and the Sustainability Centers are not funded, then the SBA will be in position to solicit
applications for roughly 46 new Centers. It is difficult to imagine the SBA meeting its goals with
more than half of the organizations new to the program and without the guiding support and
mentorship of the Sustainability Centers who have generously shared their best practices and
lessons learned with their less experienced peers in the past.

It is important that we reinvest in what has been built and continue to strengthen what has
already been tested and proven to be effective.



81

Chair SNOWE. Thank you, Ms. Golden.

I will start with you on the question regarding the funding. Obvi-
ously, it is a decrease from last year and it is flat funding over the
last 5 years, so obviously, it does represent a hardship.

What appropriation do you think would be sufficient?

Ms. GOLDEN. If we want to increase the size of the program, and
I know that this is a concern that has been brought before this
Committee in the past, and I know that there are parts of the
country that are not currently served by Women’s Business Cen-
ters, if we want to maintain current capacity as well as increasing
it, then the $14.5 million, which is the current authorized amount,
would cover all of that.

Chair SNOWE. And you feel in the Administration’s request on
sustainability centers, that is one of the crucial issues that is over-
looked, obviously. And adding new ones and not obviously pro-
viding a sufficient amount for those that exist.

Ms. GOLDEN. I think you will recall that at the roundtable on en-
trepreneurial development programs that you held last spring, the
SBA at that particular hearing offered testimony that indicated
that they had a clear preference for opening new centers over fund-
ing the current sustainability centers.

As T said earlier, and I made the point last spring, those are the
heart of the program. Those are the centers that have dem-
onstrated their capacity to deliver the programs effectively and effi-
ciently. So it does not make sense to us to cut those programs out.

Chair SNOWE. There should be some kind of balance, obviously,
we need to create in this whole program. Insufficient funding it
makes it even harder. But for those who have existed and have a
proven track record, it clearly make sense to ensure that they are
supported.

So we will have to look at that particular issue, in addition to
the other issues concerning the technical assistance that are going
to be part of your program is the Native American program. I know
that you have commented on that as well.

Ms. GOLDEN. It is not that we would be opposed to taking on re-
sponsibility for additional tasks or activities, but we would like to
be compensated for it. I think the point is that at the current level
of funding we cannot assume additional responsibilities.

Chair SNOWE. Ms. Mathews, you heard the Administrator re-
spond to Senator Pryor’s comments regarding the Microloan pro-
gram. Could you address those, in terms of how you think it would
not work with respect to zeroing out the amount and having the
other programs compensate for it? Are you saying essentially that
the loans are too small, take too much time, obviously greater cost
would be required in order to process those type of loans?

Ms. MATHEWS. Yes.

Chair SNOWE. All of the above?

Ms. MATHEWS. All of the above.

Chair SNOWE. And the other programs would not be adequate to
compensate, because they are too small and take too much time?

Ms. MATHEWS. There is the question of credit quality. A bank
does not do a 561 credit score loan. They do not do that level of
loans. But yet we are producing strong growing businesses from
these targeted customers.
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The loans are small. The SBA Express Program in Minnesota in
2003 made six loans under $10,000. This year to date it has made
i)ne loan under $10,000. So they are making $10,000 to $35,000
oans.

Our average loan size last year was $9,000. We made a number
of loans at the $1,000 level. Those loans will not be made because
of credit quality and borrower capacity, because of the size, and be-
cause banks do not have the capacity or the resources to provide
any kind of technical assistance to be tied to the loan.

Chair SNOWE. And every dollar spent, do you agree with that cal-
culation by the SBA with respect to every dollar spent costs 97
cents to process the Microloan?

Ms. MATHEWS. I do not know the context in which that number
is created. I suspect that that number also includes the cost of
training and technical assistance as part of the Microloan program.

The major cost of the Microloan program is actually the entre-
preneur development process, yet it is included in the SBA’s credit
budget. So we are not sure what is included in the number. There
is no other loan program in the SBA that has all of the associated
costs for technical assistance loaded in to the cost of the loan. So
there is great comparison of apples and oranges.

I have another example of how numbers are used out of context.
In our region, for example, the small business development center
serves 800 people a year. We serve 800 people a year. In reports,
they are given credit for serving 800 clients. We made 29 loans. So
their 800 clients are compared to our 29 loans. There is no com-
parison of the work that we have done in the process to determine
efficiency and effectiveness.

So there is a number of ways in which the calculation does not
tell the whole story.

Chair SNOWE. I appreciate that.

Mr. Coit, I understand my staff tells me you mentioned Diamond
Phoenix and my home town area, as a successful SBIC investment.

As you know, I know you testified on your issue and I wish I had
heard your testimony as well, about the restructuring proposed by
the SBA. I would like to have you comment on that.

What concerns specifically do you have with the SBA’s SBIC pro-
posal? Do you think it is unrealistic, the fact that obviously they
would restructure with providing the SBA a higher percent of the
profits?

I have had a chart made to compare the proposal of your associa-
tion to that of the SBA and there are some fundamental differences
in terms of what currently is allowed and compared to what the
SBA is proposing.

What concerns do you have specifically and primarily? And sec-
ondly, your proposal, why do you think it would be preferable?
Keeping in mind the interest of the taxpayers, as well, because we
have public accountability with respect to these issues. And obvi-
ously, it is a riskier proposition.

And so therefore, I would be interested in your comments as to
why you think your proposal, the association’s proposal, would be
better, the National Association of Small Business Investment
Companies.

Mr. Cort. Thank you.
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We actually, before putting this proposal forward, spent a lot of
time with our industry, both the managers and members of
NASBIC to understand their preferences for this. But very impor-
tantly, also spent time with the institutional investor community,
including a group called the Small Business Investment Alliance
which represents some of the major banks that support the pro-
gram, to make sure that whatever we proposed worked for them.

Of course, it has to work for the taxpayer and it has to work for
the small business community, as well.

Obviously, the taxpayer has a difficult time in the program over
the last 3 years. Anybody in venture capital has had a very difficult
time. Until 3 years ago, the industry as a whole never actually lost
money in any single year and it has now had 3 years in a row
where there have been substantial losses. So the Participating Se-
curities Program, which started 10 years ago and grew substan-
tially during the late 1990s, was unfortunately and uniquely posi-
tioned to participate in the very significant decline in our industry.

One of the things we did do was to try to understand the tax-
payer’s position if the program had been structured the way we are
proposing over the last 10 years. The actual losses to the taxpayer,
we understand SBA has also looked at these numbers—would have
been substantially less, maybe even zero. So we think our proposal
actually protects the taxpayer by increasing their profit share in
the program without really diminishing the risk all that much. We
think the trade-off for the taxpayer is actually substantially better.

For small businesses, what this is going to do is to actually at-
tract more institutional investor capital and sophisticated capital to
the program. As I said, the SBIA group has endorsed this ap-
proach.

I did talk while you were out about the Maine State Retirement
System, which we approached for our first—actually for both of the
two SBICs we formed. In the first instance they had actually ap-
proved an investment in our SBIC. They had gone to Ennis Knupp,
which is their advisor in Chicago. And they had approved it, in
terms of our quality as an investor.

Then the director of the Maine State Retirement System took the
next step, which was actually to look at what the SBIC regulations
were about, and then went back to the board and said we should
not do this as a fiduciary.

The point is that by restructuring the program and making it
more simple, more money both from the banking community which
has traditionally supported the industry, but also particularly from
public pension funds which have a regional interest in making in-
vestments in local venture capital funds, that this would open up
substantial amounts of additional and sophisticated capital to the
program.

That sophisticated capital will also be a screen for more sophisti-
cated managers. So the quality of the program from the point of
view of the institutional investor supporting the program and the
managers who will be attracted to the program will be improved.
If the taxpayer is going to have a higher percentage of profits, the
taxpayer should also do better.
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For the small businesses, this just means there is going to be
more money in the program. It is going to be more competitive. It
will lower the cost and create more availability to small businesses.

Chair SNOWE. I appreciate it and obviously this is an issue that
we will have to explore, the Association’s proposal as well as the
Administration’s. Obviously, we do not want to make it less attrac-
tive to investors or make it unfeasible.

At the same time, I realize the last 3 years hopefully were an ex-
ception to the rule and not the norm, which has obviously contrib-
uted to the problems of the SBIC and venture capital in general.

Mr. Wilkinson, I know Senator Pryor wants to ask a question,
but just on the 7(a), as I said earlier, I do plan to convene a round-
table to have a more in-depth discussion of the fundamental
changes to the program and making it zero subsidy rate and chang-
ing the guarantees, prohibiting the piggybacks and so on. So I am
certainly going to want to have your input.

What is your greatest concern about this approach?

Mr. WILKINSON. Well, the greatest concern today is the number
of borrowers who had their applications in on time and had the rug
pulled out from underneath them. We have got three applicants sit-
ting in the audience today who testified yesterday on the House
side 3bout the financial damage their small businesses have in-
curred.

This is a problem that the SBA can resolve today. The applica-
tions were in on time and they can process them if they so chose
to.

By not doing so, they are, for whatever reason, making these ap-
plicants pay a punitive price. And it is just, in our opinion, a mean-
spirited attempt by the SBA to reduce loan volume. These applica-
tions and the others like them across the country should not be
onefi paying the price for the way the funding situation was man-
aged.

Chair SNOWE. I would agree with that. I think it does breach a
trust

Mr. WILKINSON. It does.

Chair SNOWE. In the agency and in the program itself.

Mr. WILKINSON. And circumvented the 15-day notice requirement
in the Small Business Act.

Chair SNOWE. I agree, on three different occasions, I mentioned
earlier. But the fact is people obviously applied based on the rules
and the law.

Mr. WILKINSON. Correct.

Chair SNOWE. So I regret that and we will continue to work with
the Agency on this particular issue. There is no reason to keep in
place a cap at this point.

Mr. WILKINSON. Thank you.

Chair SNOWE. I can assure you that we will continue to work on
that matter, because I agree with you totally. I just think it is a
huge problem for anybody who anticipated irrespective and—as I
recall we had the roundtable here and it was you who expressed
the thought that we need to have a much higher level of authoriza-
tion, irrespective of the previous year. Every year it is going to get
larger. The demand is going to be greater, irrespective of the fact
that is includes the STAR loans or whatever.
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All of the testimony submitted to this Committee, other than the
SBA’s, was the fact that it would be a much higher level than re-
quested by the Agency. That is what is so regrettable about it.

Mr. WILKINSON. The agency’s 2004 budget request made the as-
sumption that small business loan demand was going to go away
simply because a program expired and that simply was not the
case, is not the case, and there is substantial demand from the
small business sector looking for long-term capital and that is what
the SBA should be providing.

Chair SNOWE. So what you are telling me is that first and fore-
most we should rectify the problem with respect to this cap so that
those who have submitted their applications can be helped.

Mr. WILKINSON. Absolutely. They have not been treated fairly or
equitably. It is embarrassing.

Chair SNOWE. Senator Pryor.

Senator PRYOR. Thank you.

This is a very experienced panel with a lot of background and
years of understanding how the SBA works and how it should work
and the things that are going right and going wrong at that Agen-
cy.
I would like to ask, if I may, at the risk of sounding like a public
opinion poll, I would like to ask each of you if you think the trends
and the developments at the SBA today, in your opinion if the SBA
is going in the right direction or the wrong direction? And why?

I know that is kind of a vague question, but if you do not mind,
Mr. Wilkinson, I will let you start.

Mr. WILKINSON. I would be happy to start on that one. The ac-
tions taken in the 7(a) program, in my opinion, have been intended
to not only limit the background of the 7(a) program, but to shrink
it. It is our belief that there are those in the Office of Management
and Budget that do not believe that the Federal Government
should be in the credit program.

We disagreed. There is a sizable gap for long-term credit for
small business and that is exactly what this program does. This
program is not broken. It does not need to be overhauled. It just
needs to be supported. And the direction that we are going, I do
not believe, is the correct one.

Senator PRYOR. Mr. Coit.

Mr. Corr. There are parts of the SBIC program that work very
well. The debenture program has been around for 45 years. It has
been well vetted. There have been changes made to it. More and
more the changes are minor. Our industry is very happy with the
way it is operated by SBA. The debenture program is working. It
is not broken.

The Participating Securities Program is broken and that is why
we have put forth our proposal.

I will say that I think the relationship with SBA is constructive.
This process, we will see where we come out in the end, but right
now we seem to have a good dialogue. So I do not think the rela-
tionship is broken, but the program is clearly structurally broken.

I do have one other concern and that has to do with cuts. There
is an important part of the process of oversight that SBA has and
that is the examination process. My understanding is that the SBA
is actually going to outsource the examination process.
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This was tried on an experimental basis I think 6 years ago and
it was a dismal failure. It actually created more costs. It was very
disruptive to the licensees. My understanding also is that the cur-
rent examination function actually breaks even or makes a small
profit for SBA. In other words, the fees that are charged to licens-
ees for the exam actually cover the cost to SBA.

So the idea of outsourcing this as a way to reduce SBA’s budget
is really not going to improve SBA’s bottom line, but it is going to
dramatically, I think, decrease SBA’s ability to do functionally ac-
curate oversight and it is going to put a big burden on our indus-
try.

Senator PRYOR. Ms. Mathews.

Ms. MATHEWS. Obviously, since the Administration is proposing
to terminate the largest single funding source for my organization
it is hard for me to think about that being a positive direction.

When you were out of the room, Senator, I described how we
reach deeper into the economy than what the SBA loan guarantee
programs do. There is nothing about the proposed changes that,
other than a reduction in paperwork, that are going to reach deep-
er into the market that we serve.

The SBA has made some remarkable improvements in the effi-
ciency of the loan guarantee programs and their ability to serve
larger numbers. We have worked with the SBA over the years and
had some good results in creating efficiencies in the Microloan pro-
gram, but there are many, many more efficiencies that could be
created.

Secretary Barreto made the comment that the economy has
changed in the last 12 years and that the environment has
changed. The Microloan program, in many respects, is still oper-
ating in the 12-year-old environment. We have a system of 185 or-
ganizations that do this kind of work. If we put our minds to it we
could create greater scale and we could create greater efficiencies.

Will it outpace the 7(a) program? No, because the 7(a) program
makes the case that capital is the primary issue. The Microloan
program makes the case that capital is only necessary once the
business owner is prepared. Capital is tied to entrepreneur training
and technical assistance. That is what makes the program success-
ful. If you separate those two, if you separate entrepreneurial de-
velopment from Microloans, the program will not be successful and
it will not have the kinds of results that intermediaries are pro-
viding today.

While it is not large, it was pretty important to 2,442 people in
the United States last year. It made a difference in their lives. And
that will not happen if those programs are gone.

Senator PRYOR. Ms. Golden.

Ms. GOLDEN. Thank you.

Obviously, the Women’s Business Centers are pleased to be in-
cluded as part of the key infrastructure. But we have been dis-
appointed with the levels of funding requested by this Administra-
tion for the past 3 years.

As I mentioned earlier, just an additional $2.5 million would en-
able this program to be fully funded and allow it to be expanded
into areas that are currently not covered. It seems like a rather
modest amount, given the return to local communities and econo-
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mies in terms of new businesses created and jobs and income tax
revenue developed through the work of the Women’s Business Cen-
ters.

The apparent lack of support for sustainability, for those most
experienced centers with a proven track record, is something that
we think is a wrong direction. So again, that is a disappointment.
It feels like that is weakening rather than strengthening the pro-
gram.

Then the last point is that the Association maintains fairly con-
stant communication with the Office of Women’s Business Owner-
ship and we do have a good relationship. But we find it very dif-
ficult that goals are imposed on us without our being asked wheth-
er or not they are realistic and doable.

We are happy to work with the SBA to see how the Women’s
Business Centers can help them achieve what they want, but we
want to be participants in that dialogue, and not be just have goals
handed to us, particularly without additional resources.

Senator PRYOR. I would like to thank all of you for your candor
on those answers. I think those were very insightful.

Mr. Wilkinson, a few moments ago the Administrator said the
Agency could not have predicted the loan volume to avoid shutting
down the lending to small businesses. I would like to hear your
thoughts on that. Could they have predicted that?

Mr. WILKINSON. Yes, Senator, the testimony that we gave last
year in February we anticipated a loan demand this year of $12.5
billion. If you go to SBA’s very own website, they will tell you that
in fiscal year 2003 they did $11.3 billion and they had a loan cap
of $500,000 in place for the first 5 months. So obviously, loan vol-
ume would have been higher than the $11.3 billion.

In addition, the last several months of fiscal year 2003, loan vol-
ume was approximating $1 billion a month. October we did $1 bil-
lion for the month. November, we did $1 billion a month. So they
had known for quite some time what loan volume was trending.

Senator PRYOR. That is my impression as well.

Ms. Mathews, let me ask you about rural economic development
which is something that is near and dear to my heart since I come
from a rural State. It is very, very important to my State. My
sense, my impression, having talked to a lot of business owners
around the State, is that the SBA programs, especially the
Microloan program, is really an important element in strength-
ening rural America’s economy. Would you agree with that? And
Wh:;lt is your experience in helping businesses out in rural Amer-
ica?

Ms. MATHEWS. Thank you, Senator.

90 percent of the SBA Microloans in Minnesota are done in rural
Minnesota. They are not done in urban Minnesota. In the region
that I live nearly 20 percent of the workforce is engaged either in
self-employment or works in a business with four or fewer employ-
ees. Those are micro businesses. That is a huge percentage. In
some of the counties in which we serve, the percentage is as high
as 30 percent.

The services that we provide are critical to help people create a
job wherever they want to live. And there are all kinds of busi-
nesses. It is everything from hairdressers and auto repair to—we
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are working on a project with our community colleges to help train
technology workers and build technology businesses in rural Min-
nesota, jobs where people want to live and are living. This is where
it is going to happen.

Senator PRYOR. That is, at least in my view, one of the purposes
of the SBA is to reach out in rural communities because, as you
well know given your background and experience, in many, many
instances these rural communities do not have access to capital.
Maybe they could go to the bigger cities and go to the larger banks
and try to get loans, but it is not a very appealing environment for
a lot of these banks. They do not want to go out in the rural parts
of various States to try to loan that money.

So my sense is the SBA plays a very, very important role in
keeping the economies going across rural America.

I do not want to talk too much about the Microloan program, I
focused on that with the Administrator, but I know that one of the
great benefits of that that we have already touched on is the
Microloan program helps folks in rural America. It helps women,
minorities, it helps first-time businesspeople. It just seems to me
that it is a program that if done correctly can be a very, very smart
use of tax dollars to get out there and target weaker sectors of our
economy and strengthen those sectors with hopefully using good
business practices and being able to get a big return on taxpayer
investment out there in these communities.

One thing I was going to ask you, Ms. Mathews, is that it seems
to me unfair to compare the 7(a)s Express program to the
Microloan and Microloan technical assistance program when this
Administration really has not funded the Microloan and Microloan
assistance programs like it should have. And then to try to com-
pare those. That seems inherently unfair to me. Do you have any
comments on that?

Ms. MATHEWS. Like the Women’s Business Centers, the SBA
Microloan program has been either flat-funded or has seen de-
creased funding over the last few years. It is spread in each year
among more and more programs. So our funding has declined, yet
the numbers of Microloans has actually increased. So there is
greater efficiency every year.

It will take more money to improve and to build the program.

Senator PRYOR. One last thing, I was out during your testimony,
but I believe you gave a statistic about the average Microloan?

Ms. MATHEWS. Our average Microloan, across the Microloan pro-
gram it is about $11,000. Our organization’s is about $9,000.

Senator PRYOR. And I know Mr. Barreto a few moments ago said
that the SBA Express average, I believe he said $47,000. He was
citing a lot of statistics and every time we would ask questions he
would always bombard us with statistics. But it seemed to me that
we need to differentiate these programs and the purposes of these
programs. Not all small loans are the same. There is a differentia-
tion within that definition of a small loan.

Madame Chair, that is all I have right now.

Chair SNOWE. Thank you, Senator Pryor, and I appreciate all the
panel’s work and testimony. Obviously, we are going to be following
up with each and every one of you.
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Before I adjourn, just one general question. In all the proposals
in the respective areas in which you have testified here today, what
would you support, if anything, do you support? Is there anything?

I am turning it around, I know.

Mr. WILKINSON. I will start here. We have not seen a proposal.
We were not consulted about putting a proposal together.

Chair SNOWE. We have not either.

Mr. WILKINSON. So I do not even know what I would be com-
menting on.

Chair SNOWE. Except obviously we get the framework, but we
have seen the specifics of the 7(a) proposal.

Mr. WILKINSON. That is correct.

Chair SNOWE. I agree, that we have not.

Mr. Coit.

Mr. Corr. With respect to the Participating Securities Program,
we have our competing proposal, so we actually do not support the
Administration’s proposal.

Chair SNOWE. Ms. Mathews on the Microloan or PRIME.

Ms. MATHEWS. We do not support the proposals to terminate the
Microloan program. We are actually very concerned about what
happens to those existing borrowers and that existing portfolio. The
PRIME program is targeted at very low income individuals, so it
too has a specific focus and is zero funded. So we do not support
the proposal.

Chair SNOWE. Ms. Golden.

Ms. GOLDEN. I do support the Administration’s endorsement of
the Women’s Business Center program as a key component of the
SBA’s primary infrastructure, but we do not support the way that
they are proposing to support us.

Chair SNOWE. And merging technical assistance into the pro-
gram, ‘a?ts well? That is something I gather they did not work with
you on?

Ms. GOLDEN. No, they never consulted us with that and I think
that it is an unrealistic expectation. There is a finite resource. As
I said, the Women’s Business Centers are already swamped in
terms of demand for services. If you were to expect us to take on
these additional responsibilities, it would simply displace current
customers. It does not really add any capacity.

In terms of expecting us to take on the Microloan technical as-
sistance grant, I think it is unrealistic, because the programs have
two very different purposes. The charge, the responsibility for the
Women’s Business Center program is much broader. The majority
of our clients are not coming to us because they want help with ac-
cess to capital. They are coming because they have management
issues. There is a whole range of things they needed. They are
looking for help around e-commerce or how to use the Internet, or
any one of a number of things that do not really relate to the pur-
poses of the technical assistance component of the Microloan pro-
gram.

The same would be true for PRIME which, as you know, is tar-
geted to extremely low income individuals. It is also not targeted
specifically to women, nor is the Microloan program.

While the Women’s Business Centers do work with low income
individuals, that is not our sole responsibility. We are charged with
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working with a range of women business owners. So again, it is not
really a good fit.

I know that there are other programs that are also slated for
elimination or reduction and again I do not think it is necessarily
realistic to expect us to take on responsibility for those, as well.

Chair SNOWE. And you have identified that the level of assist-
ance that Women’s Business Centers would be required to provide
would be 18 percent without the commensurate support or funding?

Ms. GOLDEN. Right, we served 106,000 women this past year in
2003. The goal for 2005 is 130,000 with a reduction of funding. It
is unclear to me how they expect us to be able to do that. I think
we have already demonstrated increased efficiency in our ability to
serve more and more women every year, but at some point there
is just a limit to that.

Chair SNOWE. I appreciate your testimony and your views rep-
resenting your respective programs and constituencies and that
certainly will be helpful as we begin to shape and respond and ex-
plore and examine all of the programs and the programmatic
changes submitted to this Committee in the proposed budget for
the next fiscal year.

So I truly appreciate it and we will be following up with each of
you and other members of your organizations as we try to develop
a response. And obviously, it is going to be contingent upon getting
more specifics on these proposals as well.

But I really appreciate it and we are going to do everything we
can to ensure that the SBA and its resources are targeted effi-
ciently and effectively to the people it is intended to serve. So I
truly appreciate your being here today.

The record for this hearing will remain open for an additional 2
weeks until noon on March 3rd. Certainly any written questions for
Administrator Barreto must be sent to the Committee by noon on
March 3rd and we will forward them to the Administrator at that
time with a request for response by April 1st.

So again I thank all of you for joining us here this morning and
for being so responsive.

With that, the hearing is adjourned

[Whereupon, at 12:00 p.m., the hearing was adjourned.]
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Statement of Senator Mark Pryor
U.S. Senate Committee on Small Busniess and Entreprenuership
Hearing on the President’s FY2005 Budget Request for the
Small Business Administration

Thank you Madam Chair. I want to thank Senator Snowe, as Chair of the Small Busniess
Committee, for the leadership and commitment she has demonstrated in working to assist small
business in this country. I also want to thank her for the bipartisan tone she has sought to create
within this Committee. I want to acknowledge Ranking Member Senator John Kerry as well for
his hard work and dedication to the very important work of this Committee.

Good Morning, Administrator Barreto. Thank you for being with us this morning to
discuss the President’s budget request for the Small Business Administration.

1 have to say that I am troubled by what I have seen in this budget. I am very concerned
about the impact that program decisions in this budget will have on my state and on the entire
country. The budget does not fund the 7(a) Guaranteed Loan Program, it eliminates the Micro-
Enterprise Programs, and it cuts both the Women’s Business Center Programs and the Small
Business Development Centers (SBDCs). As I am sure you know, a number of universities in
Arkansas have SBDCs which serve hundreds of people in our communities annually.

We all know the important role that small business plays in job creation and economic
growth in our country. At a time when our economy is facing chronic unemployment figures
and a loss of jobs in the manufacturing sector, it is disconcerting to me and my constituents, who
are quite vocal about what is going on at the SBA, that it appears this budget fails to meet the
challenges we face.

1look forward to hearing the testimony today and hope that it will address and alleviate
the concerns I have about our ability to provide meaningful and timely assistance to the many
hard working men and women who comprise our nation’s small business sector.

Thank you, Madam Chair.
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Committee on Small Business and Entrepreneurship
Post Hearing Questions
to
The Honorable Hector V. Barreto, Administrator,
U.S. Small Business Administration
“The President’s FY 2005 Budget Request for the SBA”
February 12, 2004

Questions Submitted by Senator Olympia Snowe, Chair

1. What would the subsidy rate for (a) the remainder of FY2004 and (b) FY2005, if fee
remain at FY2004 levels, if all loans were at 60 percent guarantee, with a maximum loan
size of $2 million, and with piggyback loans?

(a) The subsidy rate would be 0.85
(b) The subsidy rate would be 0.77

2. If the SBA were to (a) require that all loans equal to or less than $250,000 be Express
loans, but (b) allow loans from $250,000 to $2 million to have either 50 or 75 percent
guarantees, and were to allow piggyback loans, what would be the subsidy rate for loans
equal to or less than $250,000, and for loans larger than $250,0007 Please provide four
different numbers: the subsidy rate for (a) and (b) under both the FY2004 and FY2005 fee
levels.

Absent the addition of piggybacks, this scenario is essentially the same as SBA’s proposal.
The subsidy rates would be 0.02 for Express loans and 0.74 for non-Express loans, or a
blended rate of 0.48 for loans in FY04 under the FY04 fee structure. For FY05, the subsidy
rate would be zero.

3. (a) How does the SBA’s proposal effect the three international trade loan programs? (b)
How does the SBA plan to market its proposal to small businesses that engage in
international trade or are seeking to engage in international trade? (c) How would a
mandatory 50 percent guarantee effect small businesses that are seeking a loan to assist
their business in international trade?

We think that the proposal will have a pesitive impact on the international trade loans.
Based on the large number of SBA Express loans that are lines of credit, we believe that
lenders will make EWCP loans in a similar manner. The 50 percent guarantee proposal will
allow lenders to make more loans because the lenders’ cost of making a loan is reduced.

4, For both FY 2004 and FY 2005, what are the SBA’s estimates for default rates and
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recoveries for (a) SBA Express loans, (b) General, 7(a) loans, (¢) Community Express
loans, and (d) Low-Doc loans?

FY 2004 FY 2005
Loans Default % | Recovery % | Default % | Recovery %
(a) Express 3.64 -51.91 4.84 -52.67
(b) General 11.02 -51.92 10.73 -52.67
{c) Community Express 8.92 -51,92 9.11 -52.67
{d) Low-Doc 11.44 -51.91 10.57 -52.67

= “Default %” is defined as (total SBA cash outflow for purchase/total SBA
guaranteed portion of disbursements), i.e. “default” is influenced by guarantee
percentage.

*  “Recovery %" is defined as (total SBA cash inflow from recovery/total SBA cash
outflow for purchase)

* Fees are baseline for both FY04 and FY05.

»  “General” category is not exclusive of Low-Doc loans.

5. What parameters for piggyback loans has the SBA considered in the past?

SBA continually assesses its policies and procedures to look for improvements in its
programs, and has considered a variety of different ideas on all of its loan programs.

6. (a) How does the SBA determine the number of jobs created by 7(a) loans, and the
number of jobs retained by 7 (a) loans? (b) Does the SBA calculate the number of jobs
created by loans of different sizes? (c) If so, does the SBA tabulate the characteristics,
such as salary and type of skill-level required, of the jobs created by the different size
loans?

SBA determines the number of jobs created or retained by 7(a) loans by dividing the total
number of dollars lent by about $32,000 for projecting purposes. Once the fiscal year is
over, we calculate actual jobs created and retained, as submitted on the loan applications.
There is no differentiation between loan size or type of job.

7. Does the SBA think that its proposal for the 7(a) program will allow fees to be reduced
from FY2004 levels, or to stay at FY 2004 levels? If so, why not put a fee “cap” in the
statute to provide confidence that fees won’t exceed a certain level?

We think that SBA’s legislative proposal will result in a long-term reduction in fees. A fee
“cap” in statute would be acceptable, provided it was high enough to ensure flexibility
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without needing legislative changes every year.

8. What percentage of current 7(a) borrowers does the SBA estimate would be prevented
from getting 7(a) loans if the guarantee is only 50 percent?

If the 50% guaranty is the only credit enhancement available for small business loans, we
believe most lenders will continue to use the SBA guaranty as they currently do.

9. Why does the SBA’s proposed legislative language eliminate the provision that requires
15 day notice to Congress for major changes to the program?

The SBA’s proposal allows for maximum flexibility to manage the loan program. This
provision limits the Agency’s flexibility.

10.  Why does the SBA’s 7(a) proposal remove the limit on pilot programs?

The SBA’s proposal allows for maximum flexibility to manage the loan program. This
provision limits the Agency’s flexibility.

11. The SBA has referred to a 21 basis point drop in the subsidy rate for FY2005 (from
FY2004) that would occur because of a change in the “loan mix” of 7(a) loans. Can that
change be reflected immediately, in FY2004, and if not, why not? Wouldn't reflecting
this change now have the benefit of allowing lending to continue through FY2004 with
less restrictions?

The drop in the subsidy due to the change in loan mix assumes small loans are required to

be made through the Express program. That change can only be reflected immediately if

there is a permanent change in legislation that would allow for a recalculation of the subsidy

rate.

12. Of the 20 highest volume SBA Express lenders, what number of loans, and what dollar
volume, did they each make in Express loans in FY20037

The top 25 SBAExpress lenders produced 29,085 Express loans for 88% of the total Express
loans. SBAExpress loans represent 77% of these lenders’ total SBA 7(a) loan portfolio. The
average SBAExpress loan size is $40,143.

13.  For the FY2005 budget request, what dollar volume did the SBA use as estimates (for
insertion into the econometric model) for 7(a) loans in FY2003 that would be (a) $250,000
or under, (b) greater than $250,000 but less than or equal to $750,000, and (c) greater than
$750,000?

82% of all SBA loans are under $250,000, 50% of all SBA loans are Express, 3% of all SBA
loans are over $750,000. SBA assumes this trend will continue and estimated as such in the
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budget process.

14. The SBA has indicated that the sunset of the current reduced fees, that will sunset at the
end of FY2004 if current law remains unchanged, will reduce the subsidy rate by
approximately 95 basis point drop is attributable to the increase in the 25 basis point
lender fee?

The drop is equally due to both fee increases (borrower and lender).

15.  How many rural and community banks use the SBA’s Express program? What percentage
of loans are made by these banks?

775 lenders have signed up for participation in the SBAExpress loan program, including
546 within the last year and a half. 433 lenders made more than 33,000 SBAExpress loans
in FY03. 75% of SBAExpress lenders are considered small by industry standards.

16.  Explain why the SBA is prohibiting piggyback loans during the current 7(a) loan cap,
when the agency has never prohibited them during any other loan caps?

Given the funding constraints faced by the Agency, the cap needed to be sfrictly enforced as
a method to control demand. Additionally, the Inspector General has raised policy concerns
about the structure of piggyback loans, and placing the SBA in the second position. The
true cost of piggyback loans is not accounted for in our current structure. The enactment of
H.R. 4062, of course, changes the picture.

17.  Please provide the Commitiee with the estimated number and amount of piggyback loans
the SBA has made each year over the last three years.

Based on estimates provided to SBA by several lenders, we can assume that piggybacks
comprise about $1 billion worth of lending volume each year.

18. Please provide the Committee with the subsidy rate for your proposal that takes into
account the demand for piggyback loans (using two estimates for piggyback loans (a) $1
billion, (b) $2 billion).

Per HR 4062, the fee of 0.7 for piggybacks is sufficient to make those loans cost neutral.
19.  Please provide the breakdown for 7(a) Express loans for FY2002, FY2003 and F¥2004:

a. Number and dollar amount of loans $10,000 and below
SBA starts tracking loans at $25,000

b. Number and dollar amount of foans $11,000 - $25,000
(Loans & dollar amount below $25,000)

FY 02 - 6,652 loans for $100 million



98

FY 03 - 15,239 loa ns $220 million

FY 04 - 6,314 loans for $100 million

c. Number and dollar amount of loans $26,000 - $50,000
(Loans & dollar amount from $25,001 - $50,000)

FY 02 - 5,954 loans for $246 million

FY 03 - 11,161 loa ns for $463 million

FY 04 - 5,685 loans for $245 million

d. Number and dollar amount of loans $51,000 - $75,000
(Loans & dollar amount from $50,001 - $75,000)

FY 02 - 1,389 loans for $92 million

FY 03 ~ 1,815 loans for $119 million

FY 04 ~ 1,170 loans for $80 million

e. Number and dollar amount of loans $76,000 - $100,000
(Loans & dollar amount from $75,001 - $100,000)

FY 02 - 2,071 loans for $198 million

FY 03 ~ 2,420 loans for $230 million

FY 04 — 1,082 loans for $103 million

f. Number and dollar amount of loans $101,000 - $125,000
(Loans & dollar amount from $100,001 -~ $125,000)

FY 02 - 333 loans for $38 million

FY 03 - 478 loans for $55 million

FY 04 ~ 212 loans for $24 million

g. Number and dollar amount of loans $126,000 - $150,000
(Loans & dollar amount from $125,001 - $150,000)

FY 02 - 916 loans for $134 million

FY 03 ~ 980 loans for $143 million

FY 04 ~ 473 loans for $68 million

h. Number and dollar amount of loans $151,000 - $175,000
(Loans & dollar amount from $150,001-$175,000)

FY 02 — 26 loans for $4 million

FY 03 —- 153 loans for $25 million

FY 04 - 98 loans for $16 mill ion

i. Number and dollar amount of loans $176,000 - $200,000
(Loans & dollar amount from $175,001 - $200,000)

FY 02 - 49 loans for $9 million

FY 03 - 342 loans for $67 million

FY 04 — 195 loans for $37 million

j. Number and dollar amount of loans $210,000 - $225,000
(Loans & dollar amount from $200,001 - $225,000)

FY 02 — 12 loans for $2 million

FY 03 - 113 loans for $24 million

FY 04 — 61 loans for $13 mill ion

k. Number and dollar amount of loans $226,000 - $250,000
(Loans & dollar amount from $225,001 - $250,000)

FY 02 - 93 loans for $23 mill ion

FY 03 - 506 loans for $125 million
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FY 04 ~ 274 loans for $68 million
As you know, SBAExpress loans have a limit of $250,000

1. Number and dollar amount of oans $250,000 - $300,000

m. Number and dollar amount of loans $301,000 - $350,000

n. Number and dollar amount of loans $351,000 - $400,000

0. Number and dollar amount of loans $401,000 - $450,000

p. Number and dollar amount of loans $451,000 - $500,000

q. Number and dollar amount of loans $501,000 - $750,000

r. Number and dollar amount of loans $751,000 - $1 million

s. Number and dollar amount of loans $1 million - $1.25 million
t. Number and dollar amount of loans $1.26 million - $1.5 million
u. Number and dollar amount of loans $1.51 million - $1.75 million
v. Number and dollar amount of loans $1.76 million - $2 million

20.  What percentage of loans that were made in the Microloan program in FY2003 does the
SBA estimate will be able to be made in other SBA loan programs? What percentage of
those Microloans does the SBA estimate will be able to be made in other non-SBA
programs?

SBA believes that most, if not all, of the approximately 2,400 loans made annually under the
Agency’s Microloan program could be made under other SBA loan programs. We also note
the tremendous expansion in the number of Microenterprise organizations that has taken
place over the last 10 years. According to Aspen Institute estimates, over 600
microenterprise development organizations are operating in the United States. About 200
of these institutions provide microlending unrelated to SBA’s programs, and this non-SBA
microlending is estimated to comprise over 65 percent of all microlending presently
available. SBA thus believes that most, if not all, of the Microloans approved by the SBA
could be made through non-SBA microlending organizations.

21. ‘What efforts has the SBA made to work with Microloan lenders to reduce costs in the
program, rather than eliminating the program?

Since 1997, SBA has taken a number of steps to improve the efficiency and reduce the costs
of the Microloan program, including:
» Reducing the application process for supplemental loan funds from a 13 peint
proposal process to a simple letter of request.
» Replacing a paper-based reporting system with a far more effective and efficient
electronic system that has also enhanced program monitoring and oversight.
* A major restructuring of Microloan grant awards from a loan-by-loan system to
a participant-by-participant system, which substantially reduced grant related
paperwork and procedures.
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e Restructuring the management of bank accounts to reduce fund management
responsibilities for intermediaries and oversight responsibilities for SBA.

« Encouraging community based partnerships with SBDCs and SCORE chapters
to reduce the cost of providing pre-loan technical assistance to potential
microborrowers.

s Introducing performance incentives for intermediaries to encourage greater loan
production.

The Federal Reserve Board Chair, Alan Greenspan indicated that the economy was
turning the corner. However, while the unemployment rate is dropping, job increases are
less than expected. And, the manufacturing sector continues to suffer job losses. Since
July 2000, this Nation has lost more than 2.8 million in manufacturing jobs. Many of
these jobs are being traded overseas.

While outsourcing may provide firms with competitive advantage, it is not done without
costs. The most real and visible costs are lost jobs by the displacement of workers.

As American businesses outsource their jobs overseas to stay competitive, we sée a ripple
effect on suppliers to these firms and other small businesses. )

I am also concerned that Federal dollars may be going to companies that send jobs
overseas. Are there any programs within the SBA that are, in effect, rewarding or
benefiting companies that outsource their jobs overseas?

SBA does not have programs that “reward” companies that outsource jobs to other
countries. The Agency remains committed to building American small businesses,
and fostering the spirit of entrepreneurship that has made our country great.
Indeed, SBA loans are available only for the domestic operations of businesses, and
cannot be used for operations in another country. (See, SOP 50 10 4 E, Subpart A,
Chapter 2, Para. 1.e.) Further, the 504 loan program operates to create jobs as a
specific statatory purpose, and those jobs are in this country.

What policies or programs, if any, does the agency have in place to ease the transition or
help reverse this trend of job outsourcing?

The Agency’s HUBZone Program targets procurement preferences toward firms
located in, and employing residents of, distressed American commaunities. The
purpose of the program is to promote job growth and economic development in
‘historically underutilized business zones’- HUBZones. These areas are urban and
rural American communities characterized by chronic high unemployment and/or
low household income, or designated as Indian Lands. Federal agencies have an
annual goal of awarding 3% of the agencies’ contracts to HUBZone-certified firms.
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Through award of such contracts, funds flow to distressed communities, promoting
job growth, capital formation, and economic development.

The HUBZone Program certifies approximately 2,200 firms each year. Currently,
10,125 firms are certified under the program. These firms report annual revenues of
$18 billion and employment of 140,000 people, of whom 96,800 live in distressed
communities.

In FY 03, agencies awarded $2.44 billion, or 0.99% of total Federal prime
contracting dollars, to HUBZone firms. We estimate that $133,500 of contract
revenue supports one job. Accordingly, contract awards to HUBZone firms in FY 03
supported 18,300 American jobs, of which 12,800 were held by residents of distressed
communities.

Along with that, the SBA’s Office of Advocacy saved American small businesses
from approximately $6.3 billion in bureaucratic red tape and fees in FY 2003,
Because burdensome government regulations are often a reason cited for firms
moving overseas, this significant savings will contribute greatly to keep more
American companies competitive. : :

The SBA has been conducting streamlined and standard competitions to introduce private
sector competition to certain activities performed by the agency under OMB’s Circular A-
76. Under the SBA’s FAIR Act inventory for FY2003, the SBA reported that 2,402 or 66
percent of Full-Time Equivalents (FTEs) are devoted to performing commercial activities
that could be subject to competitions.

Although we support the agency’s effort to reduce cost and streamline activities, the SBA
has not stated the cost savings by outsourcing these activities. Under Circular A-76, the
SBA is given the authority to outsource certain activities to the private sector if the
competition provides a cost savings. However, the agency is requesting $4 million for this
effort without any projection of cost savings. We understand that the SBA needs to
expend the money for these activities before the agency experiences a cost saving. Before
supporting the agency’s budget request for these effort, we request seeing a cost savings
plan for each activity the SBA will undertake.

What is the SBA’s expected cost savings for the competitive sourcing plans?
$4.0 million is the initial capital investment required to implement the changes to
SBA's operations and processes from the competitions to be completed in FY 04 and

FY 03, resulting in future year operating budget savings estimated at $5.5 million
annually.

For background, this number was developed as follows:
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* 4 competitions underway to be completed/executed in FY 2005: (1) SBIC
examinations; (2) civil rights compliance reviews; (3) GC/BD applications and
reviews; (4) Disaster loss verifications,

* (1) SBIC has already calculated the savings in year 1 to be about $450,000
(ignoring other costs to execute such as personnel impacts)

* For (2), (3), (4); SBA's annual baseline costs are estimated at (2) $1M; (3) $6M; and
(4) $10M--for a total annual cost to SBA of about 317M in operating funds.

* OMB has indicated that savings have averaged 30% from past competitions
government-wide.

* SBA's estimate has been calculated as: S450K+ ($17M X 30%=35.1M) for a total of
$5.5M in estimated annual operating budget savings at a future date.

In addition to the above, we have initiated the planning to begin a competition
involving disaster loan servicing that will be completed in FY 05. Although not yet
started--so cost estimates have not even been developed yet--if we assume that
between 100-150 FTEs will be impacted (using SBA's average salary) yields an
estimated baseline cost estimate of between $7-12M. Using OMB's savings estimate
of 30% would yield anticipated annual operating budget savings at a future date of
between $2.1-$3.6M, in addition to the above.

1 would like for you to address the issue of zero funding for the Native American Outreach
program. I understand that the SBA intends to continue focusing efforts on this segment
of the population, even without specific funding for the Native American Outreach, by
working through your core programs — such as the SBDCs, SCORE, Women’s Business
Centers, and SBA District Offices — to provide training and assistance services to Native
Americans.

Can you explain how you plan to direct the efforts of these programs to reach out to, and
fully serve, this unique population? :

SBA’s goal is to improve the participation of Native Americans in SBA’s core
programs, including the SBDCs, SCORE and Women’s Business Centers (WBCs),
through several ongoing initiatives implemented by SBA District Offices:

1. An advertising campaign is currently being developed to provide marketing
products promoting SBA programs to American Indian and Alaska Native small
businesses. The campaign is being developed by G&G Advertising, an 8(a) American
Indian-owned company, with offices in Albuquerque, New Mexico and Billings,
Montana. A brochure advertising SBA has already been developed. In addition, five
brochures will be developed to publicize the core SBA programs including: WBCs,
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SCORE, SBDCs, Veterans Outreach Centers, and the 8(a) program.

2. Informational material on Native American issues will also be developed for the
SBA staff including the Regional and District offices. The ONAA staff has had
discussions with the Regional and District staff as to what types of information on
Native Americans they need. Most of the information requested has centered on
legal issues including types of Indian land ownership, types of tribal governments,
tribal corporations, tribal-specific laws such as P.L. 83-280, trusts and self-
determination.

3. Other informational material that will be provided to the SBA Regional and
District offices include a report prepared for SBA’s Office of Native American
Affairs (ONAA) on demographics of the Indian tribal areas by the U.S. Census
Bureau and Nth Degree, a small business, and the Tiller's Guide (Guide). The Guide
is an economic referehce guide to over 580 Indian reservations in 36 states. Each
entry in the Guide contains maps, detailed information on tribes, and contact
information. Brief historical and cultural overviews establish the context for
extensive information on: natural resource bases, industries and enterprises, physical
infrastructure, available community services such as educational and health services,
tribal governments, demographic information and land size and ownership patterns.

All resource partners of SBA’s Office of Entrepreneurial Development (ED) are
required to serve Native American populations. Delivering the full array of SBDC
entrepreneurial services to Native American populations has been a mandate of the
SBDC program since 1997 as delineated in the SBDC annual Program
Announcements and Program Awards. The intent is for SBDC and the other ED
program areas to improve delivery of already mandated services to tribal lands,
enhanced by the deliverables of the preceding two years of earmarked funding.

Given that the SBA is not requesting specific line-item funding for Native American
Outreach, what assurances does this Committee have that the agency will continue to
focus adequate attention and resources on this important group?

As mentioned in our response to guestion 25 above, all SBA resource partners are
required to serve the Native American population, particularly the SBDC program
where it is explicitly delineated in the annual Program Announcement. The Agency
has a history of delivering services to this focus area with such programs as Tribal
BICs (TBICs) and more recently with economic development projects and marketing
campaigns. In years without earmarked funds for this purpose, the Agency
continned to deliver services to Native American nascent entrepreneurs and existing
tribal businesses.

Each of the ED core programs maintains records of the services they provide to
Native Americans. The information is compiled quarterly in a report entitled the
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“ED Quarterly Performance Data Report.” The quarterly reports are compiled into
an annual report.

Also, the ONAA is located within the Office of Entrepreneurial Development (ED).
ONAA plans to maximize the benefit of being within ED by continuing to work
closely with the other ED offices. Some of the joint efforts include developing the
annual plans for the ONNA and establishing strategic objectives goals and milestones
for all ED Offices.

27.  What kinds of internal oversight will there be to ensure that Native Americans are
adequately served?

SBA has designated the position of Director of the Office of Native American Affairs asa
political appointee slot for the express purpose of elevating the status of this program office
to a Management Board position at the Agency. The incumbent, Mrs. Thelma Stiffarm, is a
Native American with experience and accomplishments in tribal government and tribal
affairs. It is under her direction, and in consultation with tribal governments, that the FY
2003 and FY 2004 earmarked funds for the Native American program are producing the
deliverables which will enable ED and its resource partners to expand their current delivery
capability and to bring entrepreneurial education and training to tribal lands. In addition,
as mentioned above, the Agency has in place a mechanism to collect data which will
continue to inform management of SBA’s progress in increasing agency outreach to Native
Americans.

28.  What role, if any, will the Office of Native American Affairs play in this service delivery
plan?

The Office of Native American Affairs (ONAA) is located within the Office of
Entrepreneurial Development (ED). ONAA plans to maximize the benefit of being
within ED by continuing to work closely with the other ED offices. Some of the joint
efforts include developing the annual plans for the ONNA Office and establishing
Strategic Objectives Goals and Milestones for all ED Offices.

In addition, ONAA works closely with other SBA divisions including the Office of
Procurement and Grants Management, the Office of General Counsel, the Office of
the Chief Financial Officer, and the Office of Field Operations. ONAA also works
closely with SBA Regional and District offices.

29.  In SBA’s Congressional Submission for FY2005, you mention that one of the goals for the
QOffice of Entrepreneurial Development is to “deliver training to SBA personnel on doing
business in Native American communities.”

(a) Would you please elaborate on the training that you plan to provide to better enable
these personnel to reach out to Native American communities, which, as I'm sure you are
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aware, can be very different from their surrounding communities — and from one another?

SBA has developed and implemented a small business development training program
for Native American entrepreneurs, particularly those who are located in the most
disadvantaged tribal areas. SBA has entered into an interagency agreement with the
Southwest Indian Polytechnic Institute (SIPI), a tribal college within the Department
of Interior, Bureau of Indian Affairs and lecated in Albuquerque, New Mexico.

SIPI is responsible for developing customized training for Native American nascent
and existing entrepreneurs. In addition to customizing existing SBA training and
materials to be more culturally and legally specific, SIPI is developing new curricula
on how to start and grow small businesses. SIPI is providing on-site training sessions
in the reservation communities in the most economically depressed areas throughout
the country. Training curricula will also be adaptable for online access and other
media delivery, including, but not limited to, compact discs and written
correspondence courses.

(b) To follow up on that training, why is this plan limited only to Women’s Business
Center personnel? Why would such training for other SBA personnel, especially SBDC
and District Office personnel, not be beneficial to the Native American community?

On page 40 of the SBA FY 2005 budget, SBA errouneously left out a heading for the
section covering Native American assistance. The last two bullets listed under the
WBC program should have come under a separate category for the Office of Native
American Affairs — and were not intended to be limited to the WBC program.
Although training will not be exclusively provided through the WBCs, where WBCs
can provide increased assistance to Native Americans, they will do so.

WBCs with a Native American focus include: 1) The Oklahomans for Indian
Opportunity, Norman, OK; 2) The Women’s Economic Self-Sufficiency Team
(WESST) Corporation in New Mexico, which has four WBC awards serving
Farmington/Las Cruces, Santa Fe/Taos, Bernalillo/Albuquerque and Roswell; 3)
Anchorage YWCA, Anchorage, Alaska; 4) Southern Oregon Women’s Access to
Credit, Medford, OR; and 5) Center for Women Business Institute, Sioux Falls, SD.

(¢) Another goal for the Office of Entrepreneurial Development is to “implement and
evaluate pilot technical assistance program for Native American communities,” through
the Women’s Business Centers. Again, could you elaborate on the “pilot technical
assistance” program: What kind of assistance will the program provide? Where will the
pilot program be implemented (i.e. what areas/communities)? Will the program be
targeted only to women?

Again, this effort will not be limited to the WBC program. The WBC program is
committed to providing services to Native Americans. In FY 2003 the SBA’s
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network of WBCs served 1,264 clients that indicated that they were Native
American/Alaskan Natives. Additionally, we will work with the Office of Native
American Affairs to encourage the WBC’s in geographic areas with a large Native
American population to develop culturally appropriate programs to serve the Native
American population.

Under the ONAA Initiative, SBA solicited and awarded several contracts to small
businesses, including American Indian-owned businesses, as pilot technical assistance
projects for Native American entrepreneurs in the most economically depressed
areas of the country. The SBA Technical Evaluation Committee reviewed 45
proposals submitted in response to the SBA solicitation which was published in
FEDBIZOPPS from August 19 to September 16, 2003. To illustrate the type of
assistance pilot program awards provide and the geographic areas affected, here are
some examples of awardees and their projects:

Arviso Business Consulting
A Navajo tribal member-owned firm that is developing two Cultural Tourism
Corridors for rural micro-enterprise development in the Navajo Nation.

Kauffman & Associates

A small Indian-owned company in Spokane, Washington, Kauffman is developing an
innovative package of economic development services that can be tailored to meet the
needs of Indian small business throughout the country.

Mandaree Enterprise Corp.

A tribally-owned company on the Fort Berthold Indian Reservation in North
Dakota, Mandaree Enterprises is developing a Business and Technology Incubator to
provide infrastructure support and access for Native American entrepreneurs. The
incubator services will be offered on a nation-wide basis.

(d) Also, why would the pilot program be funneled only through the Women’s Business
Centers and not through the other core programs (such as SBDCs, SCORE, and the
District Offices)?

The pilot program will not be funneled only through the WBC program. Please refer
to our response to guestion 29(b).

I want ask you about the SBA’s Business Information Centers (BIC), which were not
funded at all in this year’s budget request. [ want to stipulate that ] am aware that OMB’s
assessment of the program found that: (1) The program lacks a clear purpose or outcome
goals to measure performance; (2) there are no data to show that the program has resulted
in long-term benefits to small businesses; (3) the agency spent approximately $14 million
to manage and support $475,000 in grants (according to SBA’s cost allocation data); and,
(4) the program is duplicative of services provided by Federal, State, and nonprofit
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entities.

(a) Obviously, we do not wish to support or continue an ineffective program; however, I
want to ask you if it is possible that these issues are a result of program management or
oversight as opposed to the program itself?

(b) In your view, is there an alternative way to improve this program without removing
the service altogether?

(¢) AsImentioned, the OMB declared that, “the program is duplicative of services
provided by Federal, State, and nonprofit entities.” Could you please tell us some of those
entities that offer this service and how accessible they are to small businesses? Has there
been any effort by your agency to determine if small businesses are aware of these other
services or how accessible these other services are to small businesses?

(d) Will your District Office staff and resource partners (SCORE, SBDC, WBCs) know
where to send a small business that is seeking these services now that the BICs will no
longer provide it for them? Do you have any plans to implement a referral service or to
inform your staff and resource partners where they can direct a small business seeking
these services?

The small business sector is dynamic and fluid. 'While the BICs were an innovative
concept a decade ago, much has changed since that time. Today small businesses
routinely have access to computers, the Internet and other equipment, and most
public libraries possess BIC-like resources. Additionally, our extensive network of
resource partners such as SBDCs, SCORE and Women Business Centers are
providing critical information and support. Therefore, the small business
community’s need for the type of services and resources historically provided by
BICs can now be met more effectively and efficiently by other local and SBA seurces.
Under the proposed SBA transformation plan, SBA intends for BICs to continue
operating as community- based and community-supported resources, independent of
Federal funding.

This is not a question of program management or oversight, rather it comes down to
the most efficient leveraging of direct and indirect resources the Agency commits to
BICs in the field and headquarters and if BICs provide value to our clients.

BICs are a function of SBA District Offices and those offices in turn work very
closely with SCORE, SBDCs and WBCs and other community based organizations.
We feel confident that the small business clients will be referred appropriately to
alternative resources for assistance through a variety of public education means,
such as working with SBA resource partners and through District Office public

information networks.
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[ know that in FY 2003, the SBA expanded the SBDC program by adding 5 new lead
centers, which I am sure will produce noticeable results in those communities.
Furthermore, in that year the program counseled a record 268,139 clients. I would like to
congratulate you on successful expansion of a valuable service, and inquire about your
plans for further expansion of the SBDC program. [ understand that the Office of
Entrepreneurial Development hopes to increase the number of jobs created or retained by
the program, but I would like to know about your plans to expand the program and
increase the number of service delivery points and the number of clients served.

The SBDC program did indeed grow by five new lead centers in FY 2003. However,
these five new centers (which were all established within the State of California) are
a result of the restructuring of the SBDC network in that state rather than an
expansion of the SBDC program. This action became necessary after the California
Trade and Commerce Department declined to continue serving as the lead center for
the state. In the summer of 2003, after consulting with state and local economie
development specialists and local SBA officials, SBA made the decision to divide the
California SBDC network into six separate SBDC regions. These regions are
geographically consistent with the service areas of SBA’s six California district
offices. It was SBA’s determination that six regional lead centers would better serve
the needs of a state of the size and complexity of California than could a single,
centralized lead center.

With regard to the issue of expanding the SBDC program, SBA does not foresee the
need for increasing the number of lead centers beyond the current figure of 63. On
an annual basis, each lead center stipulates how it will serve its geographic areas,
including the number of service centers it can support and where those service
centers should be located. These decisions are based on surveys that identify the
localized needs of their clients. The SBDC program continues to operate in over
1100 locations nationwide—from aerial counselors serving isolated Native Alaskan
villages to marine services in the Outer Banks of North Carolina. There are also lead
centers in Guam, the U.S Virgin Islands, Puerto Rico, American Samoa, and the
District of Columbia.

As our FY 05 budget request indicates, despite a slightly reduced appropriation
request, SBA anticipates and has goaled for a 3% increase in the number of clients
served by the SBDC program. This expansion of the SBDC client base will be
accomplished through the efficient utilization of electronic media, such as the
Internet, for the provision of computer-based counseling and training services. In
addition, SBA is working with the SBDCs lead centers to leverage their electronic
training materials; by ensuring that such that-the materials are developed within the
framework of a comprehensive national plan and are made available to all SBDCs,
SBA resource partners, and the Small Business Training Network
(www.sba.gov/training). This initiative will permit each SBDC to draw upon pre-
developed counseling and training materials that represent the "best of the best” of
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what the SBDCs program has to offer. SBDCs will have access to both standardized
materials of general applicability and customized materials that are tailored to meet
specific client needs. This will also allow the SBDCs and SBA’s other resource
partuers to provide their small business clients with faster; and higher-quality
counseling and training on an on-demand, around-the-clock basis.

In addition, SBA is continuing to work with the SBDCs to increase assistance to
existing businesses in the manufacturing sector through our relationship with the
National Institute of Standards and Technology’s (NIST) Manufacturing Extension
Partnership (MEP) program. Currently, more than 50 of our SBDC service centers
work with the MEP on everything from co-located specialized assistance to
collaborative field training and SBA is committed to increasing the number of
centers participating in this program.

Finally, SBA anticipates that, due to their continuing economic constraints, state
governments will increasingly rely on SBDCs to help them meet their business
development objectives. This will likely result in an increase in the number of clients
referred to SBDCs by state development organizations. By providing training and
counseling to both nascent entrepreneurs and existing businesses in ever increasing
numbers, SBDCs will play a greater role in stimulating local economies through job
creation and retention.

32.  The SCORE program is one of the most successful and cost-effective entrepreneurial
assistance programs of the SBA. Furthermore, SCORE is taking steps to improve and
expand their online counseling, which will increase their availability to small businesses.
I believe that these efforts should be encouraged, and that these and other efforts to
expand their service, and increase their client base, should be supported.

Consequently, [ would like you to provide some thoughts on ways that the SBA could
further support SCORE'’s efforts other than increasing the funding for the program?

SCORE is a valuable SBA resource partner and the Agency is committed to its
support of SCORE and encourages its growth and continued success. To that end,
SBA promotes and supports SCORE in a variety ways, recognizing that an increase
in funding has not been requested: SCORE is highlighted on the SBA website;
strategic alliances with the private sector frequently include SCORE as a provider of
counseling and training; and SCORE’s online email counseling has been a great SBA
success story and that function is marketed extensively. The Agency is working with
SCORE to increase the number of minority and women counselors. Referral of
clients to SCORE for technical assistance will be concurrent with the phase out of the
BICs and other SBA programs such as PRIME.

Questions submitted by Senator John F. Kerry, Ranking Member
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1. In his February 12, 2004, testimony before the Committee, Administrator Barreto stated
that because of its importance and because of the need for consistent funding, the SBA.
rolled the funding for the HUBZone program into the overall funding for the office of
Government Contracting and Business Development (GCBD). Why was funding for the
8(a) program not also rolled into the GCBD budget?

While the HUBZone program previously received separate line item funding in SBA’s
budget request, the 8(a) Business Development (“BD”) program has not had a separate line
item. Instead, the 8(a) BD program has been funded out of GCBD’s budget. SBA has only
intermittently received funding for the HUBZone program. Therefore, to ensure continuity
of operations, the SBA decided to incorporate funding for the HUBZone program into the
overall GCBD budget and not request separate funding as a non credit line item.

2. The increase in overall funding for the GCBD office was only increased by $2 million.
Why do you believe this increase is sufficient to enhance and grow the HUBZone
program, which requires $2 million at its current level, as well as all the other programs
administered by the GCBD office? Please provide a breakdown of the budget within the
GCBD office including specific proposed funding for the HUBZone program, the 8(a)
program and 7(j) technical assistance.

SBA’s total request for all GCBD programs in ¥Y 2003, based upon our full costing model,
is $79.8 million. This is 2 $2.5 million increase over GC/BD’s FY 2004 budget of $77.3
million. This increase covers mandatory cost increases, such as inflation and cost of living
increases. The full cost of programs includes beth line items and regular salaries and
expenses costs.

Under full costing assumptions, the three programs in question are budgeted at the
following amounts for FY 2005:

HUBZone $6.7 million

7(j) $3.2 million

8(a) $37.6 million

In her testimony, Ellen Golden, President of the Association of Women's Business
Centers made it clear that many centers have already had their funding reduced and that
their resources were “stretched to the breaking point.” Further, she stated that the goals of
the SBA were created without any discussion with either the Association or the centers
themselves. It became clear during the hearing that the Association was completely
unaware of SBA’s plan, which had been described to Committee staff in briefings on the
FY 2005 budget, to further burden their already stretched resources by adding 7(j)
technical assistance to the duties of the women’s business centers to compensate for the 25
percent cut to the program. Further, Ms. Golden made it clear that the centers neither have
the resources nor the expertise to perform such training. Why has the SBA planned to

L)



111

transfer the responsibilities for 7(j) training to the “core programs” without also
transferring the resources necessary to sufficiently meet the needs of the centers and the
small firms that desperately need this training? Why has the SBA chosen to increase the
duties of the “core programs” regardless of the challenges to the resources and limitations
of their capacity and capabilities?

The overall strategic planning for the WBC program as well as other ED core
programs includes establishing long-term targets for the number of clienfs to be
counseled and trained. To meet these objectives on an annual basis, the District
Office then develops targets for the individual resources to meet at the local level.
SBA will work to ensure that these targets are negotiated at the local level where
local personnel can best determine their ability for goal achievement. This process is
designed to take into consideration the resources and expertise of the local partners
and the needs of the community — especially where resources are strained due to
changing funding levels. National goal levels as well as previous year local goals are
for the first time stipulated in the FY 2004 program announcements for all ED
programs.

Since many of the services provided by the 7(j) program are duplicative of core
programs of ED as determined through PART Evaluations and other mechanisms, it
is a logical step that ED technical assistance programs assist these clients. With
equitable and locally negotiated target goals, no local resource partner, whether a
WBC, an SBDC or SCORE chapter should be overburdened by this referral
collaboration.

4. Now that it is abundantly clear that the needs of 7(j) technical assistance cannot be met by
simply transferring the duties to the SBA’s “core programs,” how does the SBA plan to
make up the shortfall created by a 25 percent cut to the 7(j) technical assistance program?

SBA believes that funding provided for the 7(j) program is adequate to provide effective
and efficient technical assistance to eligible small businesses concerns.

An ¥Y 2004 7(j) contract for “Developmental Training” will provide nationwide business
development assistance to 8(a) program participants in the developmental stage of the
program and other 7(j) eligible clients. This training will address core developmental
business competencies such as accounting; marketing; access to credit, capital, security,
and federal procurement. By providing early training, SBA will better prepare §(a) small
businesses to obtain contracts sooner in their 8(a) tenure.

In addition, another FY04 7(j) contract for training will address the business needs of small
firms transitioning from the 8(a) program to the open competitive marketplace. This
training will increase small business success by bridging opportunity gaps and increase the
probability of long-term success for small businesses.
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Of the “core” entrepreneurial development and technical assistance programs, please list
which program or programs are immediately prepared, on Oct. 1, 2004, to make up for the
elimination of the following small business programs: a) SBA-backed U.S. Export
Assistance Centers to serve small export firms; b) Business Information Centers; c)
BusinessLinc sites; and d) Native American outreach program sites; e) Program for
Investment in Microentrepreneurs (PRIME) sites; f) New Markets Venture Capital
program sites; g) SBIR-FAST program sites; h) SBIR Technical Assistance/Rural
Outreach center sites; and g) Microloan intermediaries that provide technical assistance
and microloans and those that provide solely technical assistance to microentrepreneurs.
Please list each center, site or intermediary that is closing with the corresponding “core”
program site(s) that will absorb the closing site’s clientele. Include the number of clients
assisted by the closing site and how many of these are expected to be assisted by the core
program site(s). What specific qualifications, expertise and experience does the “core”
program site have in assisting the clientele of the closing site?

All of the programs listed above provide services that are also provided by our core
infrastructure. That is why the programs listed above are duplicative and do net
need a line-item in SBA’s budget. The SBA can better manage its budget, and thus
the services provided by its programs, if the budget does not include various line-
item programs.

SBA is working with SCORE, SBDCs, WBCs and our other resource partners to
create a plan to ensure that current and potential clients of BICs, PRIME service
providers, ete. will continue to receive quality technical assistance SCORE, SBDCs,
and WBCs have well-established service delivery networks that reach all 50 states,
the District of Columbia, and all U.S. territories. SCORE’s online counseling
services provide an alternative to traditional ‘brick and mortar’ technical assistance
centers, as do the online Small Business Training Network and the Online Women’s
Business Center. The expertise and experience that SBA’s resource partners possess
in the areas of providing information, counseling, and training include the core
elements of business plan preparation, procurement, and access to financial
assistance. Clients of the discontinued technical assistance programs will therefore
be able to transition to our other resource partners with ease and confidence.

BIC sites which have ceased operations since the end of FY 2003 include:
Wilmington, DE; Santurce, Puerto Rico; and Cleveland, OH.

Why has the SBA created a goal to have the women’s business centers train SBA staff in
Native American Outreach? Please identify which WBCs have Native American outreach
experience. Will the SBA be creating a position within SBA districts specifically for
Native American outreach? Please explain.

Due to a typo in the FY 2005 budget submission, it appeared as though a specific
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WBC goal had been created for this activity. This is not the case. However, the
WBC program is committed to providing services to Native Americans and is
working with the Office of Native American Affairs to increase the services provided
to Native Americans.

WBCs with outreach experience pertaining to the Native American population
include: 1) The Oklahomans for Indian Opportunity, Norman, OK; 2) The
Women’s Economic Self-Sufficiency Team (WESST) Corporation in New Mexico,
which has four WBC awards serving Farmington/Las Cruces, Santa Fe/Taos,
Bernalillo/Albuquerque and Roswell; 3) Anchorage YWCA, Anchorage, Alaska; 4)
Southern Oregon Women’s Access to Credit, Medford, OR; and 3) Center for
‘Women Business Institute, Sioux Falls, SD.

SBA’s resource partners do have a history of providing services to the Native
American community. Data for FY 2003 indicates that slightly over 1% of SBA’s
resource partner clients in the SCORE, SBDC, WBC and BIC programs were Native
Americans, somewhat comparable to the 1.5% percent of Native Americans in the
total U.S. population. :

Additional evidence of SBA’s efforts to reach Native Americans through our
resource partners is found in their respective program announcements. Providing
assistance to the Native American population has been in the SBDC announcement
since March 1997 and in the SCORE Notice of Award beginning in FY 2002. The
WBC program announcement provides that grant applicants must address how they
will serve “a representative number of socially and economically women” in its
target populations.

How much has the SBA spent as a result of cosponsorship agreements for each of the past
three years? For each cosponsorship event, please list the date, amount spent by the SBA
(including trave] expenses), location of event, key speakers, the specific purpose of the
event, and groups cosponsoring, contributing, or associated with the event. Also note for
each entry if cosponsors or participants were charged a fee.

Please reference the attached information, headed “Cosponsorship Agreement.”

8.

What is the SBA's role in the Department of Labor’s GATE program? What SBA
resources have gone toward assisting in the GATE program? How is the GATE program
similar to the SBA’s SBDC program?

About 18 months ago, DOL approached SBA to discuss a collaboration that would
help increase awareness of microenterprise services through community outreach,
offer microenterprise training and technical assistance to individuals seeking help in
starting their own small business, and provide DOL resources to technical assistance

providers.
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SBA’s Microenterprise Development Branch was DOL's initial contact point,
meeting with DOL on several occasions and sharing information with other SBA
offices. Through a procurement process that included some input from SBA and
others, DOL selected IMPAQ International to administer what was named ""Project
Gate",

Project Gate is a 5 year research study regarding the impact of technical assistance
on the unemployed who choose self employment over re-employment. Although
initially SBA headquarters personnel served on the steering committee, IMPAQ has
added a number of small consulting firms to its contract and this group is now
working directly with local economic development organizations. Involved in the
study, which is limited to areas of Maine, Minnesota, and Pennsylvania, are SBA
resource partners (SBDCs, WBCs, and Microloan Program participants), other local
organizations and local unemployment offices.

» The Maine SBDC is under contract to IMPAQ, administering several -
contracts for them. Under those contracts, the Maine SBDC is assisting with
the development of an assessment tool and will do alt the counseling for
Maine's Project GATE participants. The Maine SBDC has contracted out the
training portion of Project GATE to SBA’s WBC, and other vendors.

» Two regional centers in the Minnesota SBDC network (Duluth and St.
Thomas) are participating through a direct contract with IMPAQ. They are
providing all services ranging from the assessment to training, counseling and
identifying funding opportunities, in that locality.

»  SBDC personnel at Duquesne University in Pittsburgh, PA, are also involved
in Project Gate although the involvement is limited to one or two SBDC staff
who are reimbursed for their efforts.

How many loans were made through the USEACs in the past three years? Please list by
year, number of loans made by each SBA-backed USEAC, dollar amount of loans made
by each SBA-backed USEAC, and total loans and dollar amount for all SBA-backed
USEACs.

See attached chart

10.

Taking inflation into account, how many women’s business centers are receiving less
funding from the SBA this year than last? Please list by state.

Under the current FY 2003 appropriation, three regular and thirty-three
sustainability WBCs received less funding than in the previous FY 2002 project year.
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Regular WBCs
The three recipients of regular WBC awards that requested less Federal funds than

the previous FY 2002 project year were:

1. Midway College Center for Women, Diversity & Leadership (Midway, Kentucky)
2. Queens County Overall Economic Development Corporation (Queens, New York)
3. North Careolina Institute of Minority Economic Development (Durham, NC)

Sustainability WBCs

In FY 2003, sustainability funds were awarded on a three-tiered approach (i.e., at
$120,000, $111,000 and $102,600) based on the number of clients each WBC trained
and counseled. The lists, by tier group, are provided below.

Seven sustainability centers are funded at $120,000

1. Women’s Business Development Center (Chicago, IL)

. Women Entrepreneurs of Baltimore (Baltimore, MD)

. University of the Sacred Heart, Women’s Business Institute (San Juan, PR)

. Fort Worth Business Assistance Center (Fort Worth, TX) E

. Salt Lake Chamber of Commerce, Women’s Bus Center (Salt Lake City, Utah)
. Community Capital Development (Seattle, Wa)

. Wisconsin Wowmen’s Business Initiative Corp (Madisen, WT)

SN DR W

Twenty are funded at $111,000

1. Women’s Business Assistance Center (Mobile, AL)

2. SELF-Employment Loan Fund (Phoenix, AZ)

3. Mi Casa Business Center for Women (Denver, CO)

4. National Women’s Business Center (Washington, DC)

5. Institute for Social & Economic Development (Des Moines, L)

6. Coastal Enterprises, Inc. (Wiscasset, ME)

7. Center for Women and Enterprise (Boston, MA)

8. Center for Empowerment and Economic Development (Ann Arbor, MI)
9. Minnesota Women’s Business Center (Fosston, MIN)

10. Mississippi Action for Community Education (Greenville, MS)

11. Women’s Business Center, Inc. (Manchester, NH)

12. Women's Venture Fund, Inc. (New York City, NY)

13. Women’s Economic Self-Sufficiency Team (Las Cruces/Farmington, NM)
14. Women's Economic Self-Sufficiency Team (Bernalillo/Albugquerque, NM)
15. Women’s Center of Fayetteville (Fayetteville, NC)

16. Ohio Women’s Business Resource Network (Celumbus, OH)

17. Women’s Business Development Center (Philadelphia, PA)

18. NAWBOQ, Nashville Chapter (Nashville, TN)

19. Women's Empowerment Business Center (Edinburg, TX)

20. Wisconsin Women’s Business Initiative Corp (Milwaukee, WI)
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Six are funded at $102.600

1. Anchorage YWCA Women's Fund (Anchorage, AK)

2. WEST Company (Ukiah/Fort Bragg, CA)

3. Women's Initiative for Self-Employment (Oakland, Ca)

4. Career Training Institute (Helena, MT)

5. Women’s Economic Self-Sufficiency Team (Santa Fe/ Taos, NM)
6. Southern Oregon Women’s Access to Credit (Medford, OR)

1. How many states and territories that received funding through the SBDC program in 2000
are receiving less in funding this year? Please list those states and territories and include
the difference in funding.

There are no states awarded funds in FY 2003 that fall below the FY 2000 level.

12.  How many veterans are counseled and assisted through the Veterans Business Qutreach
Centers (VBOCs)? Please list by each VBOC for each of the last three years.

See attached table entitled “Veteran’s Business Qutreach Centers Stats.™

13.  ‘Which states received SBIR FAST grants over the past three years? Please list by state,
recipient, and grant amount. Please include the number of SBIR and STTR awards

resulting from this assistance by grant recipient.

Attached is a spreadsheet detailing the states which received SBIR FAST grants for FY
2001 and FY 2002. We did not receive funding in FY 2003 for FAST.

SBA does not have data regarding the number of awards actually received as a result of the
assistance. The recipients typically report on the number of Phase I and Phase II proposals
thdt were submitted as result of the assistance but not the number of awards made. There
are & number of reasons why this information is not captured for the FAST report, with the
primary reason being that procurement cycles for the each Agency vary tremendously and
often, by the time the award is actually issued, the FAST project period of performance has

expired.

14.  Which states received SBIR Technical Assistance grants over the past three years? Please
list by state, recipient, and grant amount. Please include the number of SBIR and STTR

awards resulting from this assistance by grant recipient.

SBA primarily provides SBIR-related technical assistance through means of the Agency’s
FAST program grants. However, some of the Agency’s SBIR Rural Outreach Program
grants may include a technical assistance component. Therefore, we have included a
spreadsheet identifying the states that have received SBIR Rural Outreach Program grants
over the past three years. SBA does not award any other SBIR-related technical assistance
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grants.

15, What are the results of PRIME assistance in each of the past three years? Please list by
grant recipient, 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 number of startups
created.

The SBA does not currently have a management information system with the capacity to
collect that level of detail on small businesses assisted by each PRIME grantee.

16.  The SBA writes on page 6 of its FY 2005 Congressional Budget Submission
“Unfortunately, funding for these programs has been inconsistent -- provided some years
and not other years."” Please provide a chart of presidential requests versus congressional
appropriations for all non-credit, technical assistance and entrepreneurial development
programs for fiscal years 2002, 2003, 2004, and 2005.

See attached chart. SBA’s requests for most of these programs have no bearing on the
Agency’s contention that program funding is often inconsistent, as the Agency often
received line-items that weren’t requested at all. SBA’s point on this matter is that it is
difficult to plan from one year to the next when these line-items can fluctuate so
dramatically.

17.  With the on-going establishment of the 7(a) Loan liquidation and Purchase Center in
Herndon, VA, most or all field office liquidation staff have been eliminated. Given this,
a. How are 504 defauited loans being liquidated today?

504 loans in liquidation status remain in District offices for oversight of the liquidation
process. Loans that are in the Little Rock and Fresno Commercial Loan Servicing Centers
that are placed into liquidation status remain in those centers and are not sent to district
offices unless a District office has the capability to handle a case and local action is
necessary. In district offices with no liquidation loan specialists, the district counsel will
assume oversight responsibility for legal issues with assistance from the commercial centers
on credit matters.

b. How many SBA employees are liquidating 504 loans?

Because 504 and 7(a) liquidation functions are in a transitional phase and both district
offices and centers are involved, it is not pessible to determine the exact number of FTEs
currently liquidating 504 loans. However, we estimate approximately 27 FTEs have been
involved in this function. In a fully centralized 504 liguidation operation, which assumes
liquidation activities conducted directly by CDCs with oversight by SBA, we estimate that
10 FTEs could oversee the liquidation of all 504 loans nationally.
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c. Who is liquidating these loans?

SBA employees oversee the CDC liquidation processes on all 504 loans and in many cases
directly mapage the liquidation because the CDCs have no direct financial interest in the
loans (except for PCLPs). The emphasis going forward will be for the CDC to directly
manage the liquidation process with oversight by the SBA.

d. Where are these employees located?

The employees handling 504 liquidation are currently located in district offices and the
Little Rock and Fresno centers.

e. How many 504 loans are in liquidation?
Approximately 700
f. How many 7(a) loans are in liquidation?

Approximately 14,000

18.  Please provide the plan and the schedule of implementation centralized liquidation
throughout SBA’s centralized and field offices.

Instructions for centralizing 7(a) and disaster liquidations were sent to all SBA field offices
in January and February 2004. Almost all disaster-loan liquidation cases were sent by the
end of February to the disaster liquidation office in Santa Ana, and the 7(a) liquidations
cases were sent to the National Guaranty Purchase Center in Herndon. Field offices are
completing some liquidation cases that are nearly closed, and overseeing 2 smaller number
of unusual cases that require local handling such as ones involving SBA-conducted
litigation. 504 liquidations that were in progress at the time of the centralization of disaster
and 7(a) liquidations will remain at field offices until a centralized location to handle this
function is identified. When this occurs, the oversight of all 504 cases will be managed from
this location and coordinated with field offices for local action when necessary, such as
judicial foreclosures or other legal actions. New 504 liquidations are being handled by the
commercial loan servicing centers and coordinated with field offices when local action is
needed and staffing is available.

19.  The FY2005 Budget says “The SBA is consolidating back-office servicing functions,
allowing field office staff work to work more closely with their clients in the small

business community.”

a. How is that possible given that SBA got rid of all the liquidation employees and
therefore they don’t exist to retrain?
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First, the contention that the SBA “got rid” of any of its liquidation employees is an
improper generalization. What the Agency did, as the Committee knows, was
centralize its loan liquidation and processing functions in order to maximize
performance in this area. SBA’s pilot programs showed dramatic improvements in
the liquidation of these loans, and the same results now are being achieved with all
of SBA's loan liguidations.

At the same time, by removing the paperwork and processing functions from the
field, SBA employees in the district offices will be able to focus on reaching out to
their small business counstituents, rather than being confined to their desks doing
excessive amounts of paperwork.

b. 1s SBA pledging that no more employees will be relocated through directed
reassignment and will be retraining staffers to serve clients in our states?
No.

20.  The FY2005 budget goes on to say, “The Agency’s field offices are using technology,
outreach, marketing, and customer relationship management to better meet small business
needs.” The offices have hardly any budgets and have no resources td market or even
travel. Does the SBA plan to give these resources to the district offices? By what
percentage is the SBA increasing the budgets of district offices for FY20057

The statement that the district offices “have no resources to market” is simply incorrect, In
fact, the district offices are part of the SBA’s core infrastructure, and serve as a valuable
resource partner to small business.

As an example, SBA’s District Offices have hosted “Small Business Week” events across the
country, recoguizing the contributions of our Nation’s small businesses, while educating the
small business community on the resources available through the SBA.

The SBA’s budget submission includes a 10% increase in the operating budget of Regional
and District Offices.

2L In an email to the Committee last year, August 2003, the SBA said that it had 14,000 7(a)
loans backlogged in liquidation. How many loans are now in liquidation?

Approximately 12,000 7(a) loans in liquidation status are now located in the National
Guaranty Purchase Center in Herndon VA. The balance of the loans are in the commercial
servicing centers, and a smaller pumber of liquidation loans remain in the district offices
since they require complex litigation, local court appearances or the liquidation process is

nearly completed and is being closed out.

22, Are all the 7(a) loan liquidation files transferred? If not,
All district offices transferred their files by the end of February
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a. How many district offices have transferred files?

b. Provide a schedule, by district office, with the date of transfer or date of planned
transfer.

c. Wheo is handling the files not yet transferred?

d. Broken down by district, provide 2 list of SBA contacts, names and numbers, for

lenders when they have questions.
For all district office liquidation loans that have been centralized in Herndon, lenders may
call 703/487-9283, send faxes to 202/481-4674, email guaranty purchase questions to
sbapurchase@sba.gov or liquidation questions to Joanresolution@sba.gov, or get general
information from the National Guaranty Purchase Center website at

www.sba.gov/bapking/herndon. html

23.  Where are disaster loans liquidated?

Disaster business and home loans will be liquidated in SBA’s existing disaster liquidation
center in Santa Ana, CA.

24, With respect to bonuses for SBA’s political and career managers (anyone in the Senior
Executive Service) for FY2002, and FY2003:

L How many were given in each year?
FY 2002--19 FY 200315
2. How many employees received them each year?
FY 200219 FY 200315
3. What was the total for each year?
FY 2002—3376,000 FY 2003—8188,299
4. Provide the breakdown of the bonuses by grade or by political appointment, each
year.. -

FY 2002—-19 Career SES FY 2003---15 Career SES
5. Out of which account are bonuses funded?
Salaries and Expenses
6. When were bonuses awarded each fiscal year?
December 2002 December 2063

25. How is it decided which states get virtual offices?

We are unfamiliar with the term “virtual offices.”
26. Which states have virtual offices and when were they opened?
Again, we are unfamiliar with this term, and therefore cannot answer this question.

27. The SBA FY2005 budget says of “reduc{ing] fixed costs...rent is a critical piece....”
What relocations are in progress or planned for FY2004 and FY2005?
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In the current budget environment, the SBA recognizes the importance of minimizing
unnecessary fixed cost to ensure the availability of adequate resources to deliver mission
critical programs to the Nation’s small business community. In conjunction with its
ongoing transformation activities, SBA has identified a significant opportunity to reduce its
fixed cost by reducing leased space both at its headquarters location as well as among its
field offices.

During FY 04, the leases for nine (9) SBA field offices will expire. As a result, SBA will
either relocate these offices or enter into new leases in the current location. In each
instance, the new lease will be for less space than is currently being occupied. We are
estimating that these new lease arrangements will result in an annual cost savings of
approximately $436,000.

We have also identified seven (7) additional field offices with unused space that can be
released during FY 2004. Releasing this space will enable SBA to realize a further
reduction in its annual fixed rent cost approximating $626,000.

Also in FY 2004, SBA will reconfigure its Washington, DC headquarters space. Affected
offices will be relocated within the reconfigured headquarters space. This will allow the
Agency to reduce its leased headquarters space and realize an annual savings of
approximately $728,000.

During FY 20053, the leases for nineteen (19) SBA field offices will expire. Asin FY 2004,
SBA will either relocate these offices or enter into new leases in the current location. Again,
in each instance, the new lease will be for less space than is currently being occupied. We
are estimating that these new lease arrangements will result in an annual cost savings of
approximately $1,000,000.

28.  How many employees of the SBA had 25% or more of their job performing loan
liquidation? 303
a. How many of those employees still work at the SBA? 191
b. How many no longer work at the SBA? 112
¢. How many were offered voluntary reassignment? 118
d. How many were issued directed reassignments to Herndon? 114
e. How many now work at the 7(a) Loan Liquidation and Purchase Center in Herndon?
33

29. The SBA has proposed terminating the microloan and microloan technical assistance
programs for FY2005, in part because the SBA claims the borrowers can be served through the
SBA’s 7(a) program. At the same time, the SBA has proposed expanding the 7(a) SBA Express
program, mandating that all loans of less than $500,000 be made through the Express program
with a 50 percent guarantee. SBA’s Community Express program provides an 85 percent
guarantee for the smallest loans. Does the SBA propose to eliminate the SBA Community
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Express program in FY2003?

SBA’s legislative proposal would effectively eliminate the Community Express program
because it provides loans under $250,000 with up to an 85% guaranty.

b. ‘What is the guarantee on SBA Community Express loans?

Same as in regular 7(a) - the guaranty is 85% on loans under $156,000, and 75% for loans
over 3150,000.

c. What is the maximum term on SBA Community Express loans?
Same as in regular 7(a) - 25 years.

d. How many lenders made/make SBA Comumunity Express loans in FY2002,
FY2003, and FY2004?

FY2002 23
FY2003 -31
FY2004 - 28

e How many loans were made under the SBA Community Express progran
in FY2002, 2003 and so far in 20047

FY2002 - 686
FY2003-2,572
FY2004 - 1,578

f. What is the total dollar amount for each of those years?

FY2002 - $53.4 million
FY2003 - 371.7 million
FY2004 - $32.2 million

g How many of those loans have defaulted in each year, and what was the

total cost?
FY 2002 -0
FY2003 ~ 34 loans defaulted, SBA share $368,131
FY2004 ~ 89 loans defaulted, SBA share 81,170,172

h. What is the 30-day delinquency rate of those loans in each year?

| 30 Day Delinquency | Approved |  Approved | Approved J
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Rate FY02 FY03 FY04
Rate by : Rate by : Rate hy :
(Loans that are 1-30
days Past Due) # $ # A # 3
0.72% | 0.95% | 0.25% | 0.90% | 0.09% | 0.92%
i What is the 60 day delinquency rate of those loans in each year?
60 Day Delinquency Approved Approved Approved
Rate (30-60 past due) Fyoz FY03 FYod
Rate by : Rate by : Rate by :
(Loans that are 60
Days or more Past
Due) # $ # S # $
2.51% | 2.10% | 2.23% | 0.96% | 0.09% | 0.03%
iR For FY2002, 2003 and 2004, what is the total number and dollér_ amount of loans

of $50,000 and less that are made under the 7(a) Loan program, and of those how
many were made through SBA Community Express?

FY 04 - 1,578 loans for $32,229,191
FY 03 - 2,572 loans for §70,895,000
FY 02 — 686 loans for $53,437,119

k. What is the loan application fee for SBA Community Express loans?

There is no SBA application fee for 2 Community Express loanp, although lenders can charge
a reasonable fee for packaging Community Express loans or for other reasonable services.

L Who provides the technical assistance to borrowers who receive SBA
Community Express loans?

The technical assistance providers vary, depending on the lender, the target market, the
needs of the borrower, and the available TA providers in the market.

m. How many hours of technical assistance are provided per borrower, what
is the cost, and who pays the cost?

SBA does not currently have a reporting system that tracks the amount, type, or cost of the
TA provided by a Community Express lender.

n. Since the SBA can break out subsidy rates within the 7(a) loan program,
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what was the subsidy rate for the SBA-Community Express program in FY2002, 2003 and for
FY2004?

SBA has not yet developed a separate subsidy rate for SBA Community Express loans,
which comprise a very small percentage of the portfolio.

30. On February 6, 2004, the Committee asked the SBA to explain its statement that fnaking
microloans cost 97 cents on the dollar. In the response, the SBA said the following: “The direct
and indirect program costs associated with the Microloan program total $28.8 million, which is
97% of the total dollars lent of $29.7 million. The direct and indirect costs include program staff
working directly on the program as well as a proportional share of staff time for the other offices
and technical assistance delivery channels that support the program.”

a. Breakdown all of those costs by name of program or office and dollar
amount, specify what account funds it, such as salaries and expenses
account or business loans program account.

b. Does the SBA calculate the cost of all finance programé the same way?
c. Why or why not, broken down by loan or investment program?

The table below shows a breakdown of the costs of the Microloan program, which total
$28.8 M. This breakdown includes offices, the relevant appropriation account, and
amounts.

SBA calculates the total cost of all its programs through its activity based costing model.
The enclosed costs for Microloans are derived from that model. These costs are broken
down by program — whether loan program, technical assistance, contracting, or other type
of program.
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MICROLOANS FY 2003
{Dollars in Thousands)

Source of Funds Qffice or Source of Funds Amount

Salaries and Expenses Regional & District Offices 3 1,398
Salaries and Expenses Executive Direction $ 411
Salaries and Expenses Office of the Chief Information Officer 3 321
Salaries and Expenses Mgmt & Administration $ 204
Séalarles and Expenses Capital Access 3 3137
Salaries and Expenses Agency wide Costs $ 707
Salaries and Expenses Microloan Technical Assistance Grants $ 14,898
Salaries and Expenses Technical Assistance/Entrepreneurial Development  § 3847
Business Loans Loan Subsidy $ 3879

Total $ 28,802

31 What factors caused the 504 subsidy rate to decrease in FY20057

For the 2005 budget, SBA introduced 2 new econometric model for the 504 program which
allows the subsidy rate and fees to adjust more quickly to anticipated economic conditions.
The model also takes into account information on each individual loan’s characteristics.
Because this modeling process is much more specific regarding these items, a direct
comparison of the individual changes is difficult. The econometric model was not used for
the re-estimates.

In general, we can describe the changes which caused the subsidy rate to decrease by saying
that we project defaults will be lower, and recoveries will be higher. Defaults decrease
because of the economy and its effects on the loans, while recoveries increased due to
reclassification of accounting transactions. The projected recovery rate for the 504
program changed from 17.07% in FY 2004 to 44.27% in FY 2005.

32. Why wasn’t the econometric model used for re-estimates on the 504 Loan Guarantee
Program?

Following the approach used for 7(a) last year, SBA introduced the 504 econometric model
for the FY2005 budget. This creates a consistent approach with other models, and allows 2
better comaparison of the re-estimates to the original estimates, which is one of the
underlying functions of the Federal Credit Reform Act. We will be using the econometric
model for re-estimates in the FY2004 financial statements, and the FY2006 budget.



126

33. When will the SBA issue final regulations from the last three-year SBA reauthorization act?

SBA published final regulations for the majority of the statutory changes in the last three-
year SBA reauthorization act (P.L. 106-354) on August 28, 2003. SBA anticipates
publishing the remaining final regulations dealing with 504 liquidations soon.

34. In SBA’s budget, it states that eliminating funding for the 7(a) Loan Guarantee Program
“will result in savings of approximately $100 million.”
a. Please identify who will receive their savings.

Since approximately $100 million will not have to be appropriated to the 7(a) program, the
taxpayers will be getting the savings.

b. Please identify the impact on 7(2) small business borrowers and lenders.

Zero subsidy for the program means consistency and continuity for the program, which will
benefit both small business borrowers and lenders. O

35. With respect to SBA's new plan for the 7(a) program:

a. Before proposing its legislative change to increase lenders' delegated authority and
reduce the SBA loan guaranty to 50 percent across-the-board, did SBA consult
with the 7(a) lending industry, including various classes of lenders, and with
organizations representing small businesses so as to fully consider the possible
impact of the proposal? If so, which ones and when?

While SBA. did not schedule any meetings specifically to address the components of the new
proposal, it developed the proposal based on on-going discussions of the issues that were
raised by lenders.

b. Lowering the 7(a) loan guaranty to 50 percent across-the-board could reduce the
Agency's ultimate liability on defaulted loans, but it could also decrease the
Agency's 7(a) program fee income. Are fees a factor in the subsidy rate model?
If so, how are they weighted against the guarantee factor? Do you have tests or
models to show what the long-term impact will be on the subsidy rate'7 If so,
please provide the Committee with them.

Fees are a factor in the subsidy model. SBA’s econometric model takes into account fees,
guaranty percent, and other economic factors.
c. What assumptions regarding fee amounts and incomes were used to determine
that the 7(a) subsidy rate will be zero?

SBA assumed that the temporary fee reduction would sunset, as the statute called for.
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d. If the Administration’s proposal will take the program to zero, eliminating the
need for Federal funding/appropriations and reducing risk to the Federal
government, why didn’t the SBA request the full authorized program level current
law, $16 billion?

$12.5 billion is the estimated demand for the program.

e. On what does SBA base its projection that the program demand will only be $12.5
billion for FY2005 when the pace for FY2004 would indicate the program
demand was more than $13 billion before SBA shutdown the program and put in
place restrictions on loan size, aggregate amounts, and piggyback loans?

The estimated demand for FY 2004 and FY 2003 is $12.5 billion.

f The Agency's press release states that if the legislative proposal is enacted
immediately "the current lending cap of $750,000 will be removed from the loan
program." How does SBA breakdown its projection for program use at the $12.5
billion level — i.e., how many loans are projected by size category — over $1
million, $750,000-$1 million, $500,000-§750,000, $350,00-$500,000, $250,000-
$350,000, etc.?

82% of all SBA loans are under 5250,000, 50% of all SBA loans are Express, 5% of all SBA
loans are over $750,000. SBA assumes this trend will continue and estimated as such in the
budget process.

8. According to the SBA's press release, the Agency is projecting that a $12.5 billion
program level would support 90,000 loans in FY 2004. This equates to an average
loan size of slightly less than $140,000. Does SBA believe that this is the optimal
average size for an SBA loan?

SBA believes a low average loan size benefits the most small businesses.

b. Loes SBA's research support the conclusion that actual program usage will yield
an average loan size of $140,000 without a cap on loan size?

Yes.

i The SBA’s press release states that the legislative proposal will allow for a
"potential long-term reduction in borrower and lender fees.”
i. What assumptions were used to determine that borrower and lender fees

could be reduced if the "law is enacted immediately?”

If enacted immediately, SBA’s legislative proposal would increase lending authority by
approximately S3 billion. For FY2005, fees would be less than what they would be if they
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were allowed to return to their normal statutory level. Since the SBA Express program
runs at a lower subsidy rate, it would also require less fees to run at the same level as the
regular 7(a) program. Therefore, as the Express program is gradually phased into the 7(a)
program, less fees will be needed to achieve the same results.

il.

Is the projected reduction in fees a reduction from the fees currently
mandated by legislation, or a reduction from the higher fees that the
Agency asserts will be in effect after expiration of the legislatively
mandated reduction?

The fee reduction for FY 2005 is from the statutory level for FY 2003.

j- SBA is intended to be a gap lender with its loan guaranty used to help lenders
expand their capacity to lend to credit-worthy small businesses. Typically the
guaranty has been used to help lenders: allow longer loan repayment periods, thus
increasing the number of small business borrowers with cash flows adequate to

- repay their loans; make loans larger than their internal lending policies would
otherwise allow; make loans that are less fully collateralized; expand their risk
assessment criteria to allow more loans to start-up businesses; etc.

i. What effect will reducing the 7(a) guaranty to 50 percent have on
these policies?

These policies will stay the same.

ii. Will implementation of the proposed policy change cause a
reduction in access to credit for small businesses?

No, there will not be a reduction in access to credit.
iii. Will the changes disproportionately impact vatious classes of SBA

lenders -~ smaller lenders, rural lenders, lenders that do not
currently rely heavily (or at all) on credit scoring?

We believe that all lenders will be able to adapt to the program changes that SBA is
proposing and do not anticipate any one type of lender having a more difficult time

adapting.

iv. Please share your analysis of the overall impact that the proposed
change will have on access to credit for all small businesses
including projected dollars and numbers of loans as well as how
the Agency will assure that loans made under the 7(a) program
meet the diverse needs of various types of small businesses.

SBA believes that access to credit will increase with the proposal because it will be easier
and less expensive for lenders to do business with SBA.
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k. During FY 2003, many of the SBA’s-guaranty loans were processed in SBA's
field offices or under the Agency's LowDoc program.
i If the proposed change is enacted, will the small businesses that,
under current program authority, would have received credit
through these processes lose their access to credit?

No, SBA will continue to process loans in different locatious across the country. Credit
worthy small businesses will continue to have access to SBA financial assistance.

il. How will SBA assure that these businesses are not left without
options?

The primary point of contact for a2 small business seeking SBA financial assistance is the
participating lender. Very few small business loan applicants have any contact with the
local SBA office now. This will not change.

L Under the existing SBAExpress program SBA relies totally on participating
lenders to attach the SBA guaranty, and so lenders must be specifically approved
to participate in SBAExpress.

i Would this change under the 7(a) legislative proposal? If so, how will
SBA assure that participating lenders are competent to assess credit in
SBA's stead?

Participating lenders will continue to be required to meet certain performance requirements
and standards to participate in SBA’s lending programs. With respect to the lender’s
capacity to assess credit, while the SBA is confident that the proposed 50 percent guaranty
will ensure appropriate lender attention and diligence to sound credit standards, the Agency
will also continue to closely monitor lender performance to ensure adequate credit
assessment.
il. If not, will this mean that no new lenders will be eligible to participate in
SBA lending? Will this limit the availability of small business loans in
some areas?

There is no expectation that SBA will exclude new lenders from participating in the loan
programs.

m. In order to increase their liquidity, many SBA lenders sell the guaranteed portions
of their loans in the secondary market. With the SBA guaranty reduced to 50
percent, lenders that rely on the secondary market to increase their liquidity will
have smaller dollar amounts available for sale in the secondary market. Will this
have a detrimental effect on the lenders’ liquidity ~ and, consequently, on the
funds that they have available for additional small business lending? If not, why

not?
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We do not feel that the proposal will have a detrimental impact on lender liquidity. There is
a market for the unguaranteed portion of 7(a) loans now, and we anticipate the 50%
guaranty will cause this market to grow, providing lenders with liquidity.

n. SBA's press release states that enactment of its legislative proposal will reduce the
regulatory compliance burden to {sic] small businesses and lenders."
i. How will this reduction in the regulatory compliance burden be
accomplished?

By reducing the paperwork required for a small business loan under 7(a).

ii. What impact will the guaranty reduction have on lender regulation
requirements, e.g., will lenders be required to maintain larger loan
loss reserves?

The unguaranteed portion of SBA loans has a slightly higher capital requirement than the
guaranteed portion (1.6% vs. 8%). Therefore, lenders will have to maintain slightly more
capital due to the lower guaranty. This will be offset by the lower ongoing fee that will be
charged as the guaranteed portion will be smaller.

0. What impact will the increased lender authority have on SBA's lender oversight
function?

Having lenders assume more authority will not cause any changes in SBA’s lender oversight
system, which is designed to identify risk presented by each lender’s portfolio.

p. Will the reduced guaranty mean that fewer lenders will participate in the 7(2)
program? Why or why not?

No, the reduced guaranty does not mean that fewer lenders will participate. SBA will be the
only significant provider of credit enhancements for small business loans. The reduction in
the cost of doing business will be a positive development for lenders.

q. Where will SBA process loans if the proposed legislation is enacted?
Loans will be processed through SBA’s loan processing centers.

L. What role will the Agency's field offices have in 7(a) lending?
Field offices will continue to solicit participation by lenders, as well as provide a local
contact for lenders, both for training and assistance with general questions. Lenders will be

dealing with centers regarding individual loan processing issues, just as they have been with
PLP and LowDoc.
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s. Will SBA propose any exceptions to the 50 percent guaranty limitation, making a
higher guaranty available to meet special needs or programs, such as the current
practice of allowing 90 percent for export loans?

No, SBA believes 50% guaranty is adequate to induce lenders to provide credit to small
businesses that do not meet the bank’s standard credit policies.

36.  Inquestions sent to the SBA on February 6%, the Committee requested a breakdown of the
daily 7(2) lending allocations per district office and center for December 2003, January
2004, and February 2004. SBA replied: “We do not keep an electronic record of daily
District Office allotments. The system sweeps all the accounts at the end of the month and
then starts over with the first day of the month.”

a. What system is the agency referring to?
The loan accounting system is the Agency system that funds loan activity

b. The request was submitted on February 6, 2004, and the SBA could have provided
what was available for February. Please do so for March 2004 before it is deleted from
the “system” and continue to do so for the remainder of this fiscal year.
Funds are distributed to district offices based on individual loan requests (i.e. one D.O. may
request $1 million one day, but no funds for several days) — therefore, the information we
bave is the aggregate amount of loan requests made and funded at the end of the month.

¢. The districts keep this information. Please have them provide the Committee with that
information.
Information is kept on a loan by loan basis, not by individual District offices’

d. SBA’s reply says that it doesn’t keep this information “per district office.” The request
was for district office and centers. Does the SBA keep the information for the centers? If
s, please provide the information.

Information is kept on a loan by loan basis, not by each center.

e. Provide us with the daily lending approved in each district and center for “December
2003, January 2004, and February 2004,” as originally requested.
Information is kept on a loan by lean basis, not by individual District offices

37. Since October 2004, have the district offices and centers been instructed to hold loans for
any period of time before approving them? If so, please identify when this occurred.

Assuming the time frame you are interested in starts in October 2003, the answer is no.

38. What would the subsidy rate for the 7(a) program be for FY2005 if the fee changes and other
adjustments that would take it to zero were not assumed?
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If legislation were enacted allowing the fees to remain at the same level as in FY 2003 and
FY 2004, the subsidy would be approximately 0.95%.

39. What is the amount of appropriations that would be needed to make available $13 billion in
7(a) loan guarantees for FY2005 if the fee changes and other adjustments were not assumed in
order to take the subsidy rate to zero?

Approximately $129 million

40, On February 6, 2004, the Committee submitted to the SBA a question requesting to know the
program changes to the Master Reserve Fund/Second Market Guarantee Program that are
referenced in the SBA’s FY2005 budget. In part, the SBA replied, “SBA is beginning to explore
the options and will complete further analysis before reaching any conclusions.”
c. Is the SBA working with the industry to develop these “small administrative
changes”?

SBA is developing a series of options that it would like to fully research prior to meeting
with participants. When SBA has developed a list of possible options, it will seek input from
the industry to help determine the best available course of action.

d. Why couldn’t the Administration make the changes instead of imposing another
subsidy rate?

Because it has been determined that the Secondary Market Guaranty program is under
Credit Reform, we are required to estimate a subsidy rate for the program, even if the rate
is zero.

41, What is the subsidy rate for the 7(a) Secondary Market Guarantee (SMG) before taking into
consideration assumptions that would take the program to zero subsidy rate?

Without making any changes to the program, SBA estimated a subsidy rate of .78% for
FY2005.

42, Under what conditions would the new subsidy rate for the SMG require a fee from
participants?

SBA is exploring a variety of non-fee options for reducing the cost of the SMG. As such, we
have not identified any specific conditions that would require a fee to be charged. However,
as previously stated, before any changes are made, SBA will be discussing some of the
options with our constituency.

43. Is the $10 billion limit on the Master Reserve Fund for FY2005 or for total outstanding
secondary cornrnitments?
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Credit reform requires annual limitations for zero subsidy credit programs. Trust
certificates are for 7a loans sold in the secondary market. 510 billion is well above the
annual amount of certificates issued.

44, With respect to the Disaster loan program, what is the “loan-level disaster credit subsidy
model”? Is it an econometric model? If not, why not?

The disaster credit subsidy model calculates cash flows for individual loans and then
aggregates the cash flows to be discounted. The model operates in two stages. First, we use
a set of matrices to estimate the currency status of each loan at the end of the year. To
develop the matrices, disaster loans were divided into subgroups (e.g. home vs. business,
large loans vs. small) with separate probabilities calculated for each group. Regression
equations were used to validate the predictiveness of the probabilities. In the second stage,
regression equations were used to predict the amount of underpayment in a period of non-
performance, the amount of overpayment in a period of performance, and the amount of
recoveries after a charge-off.

The term “econometric model” generally refers to any statistical model that employs
regression techniques, which the Disaster model does. However, it is worth nothing that
although economic variables (e.g. GDP, unemployment rates) are commonly used in
econometric models, many regression modeis do not include them. The Disaster model does
not include economic variables because we did not find that the national level economic
statistics available to us for forecasting were useful in predicting borrower repayment
patterns.

45. Are asset sales of disaster loans included in the disaster loan subsidy rate model? Why or
why not?

The loan sales conducted in 2000-2003 resulted in losses that were fully recognized in the
most recent reestimates of subsidy cost for the disaster assistance program. SBA’s
treatment of the losses followed the requirements set for in the Federal Credit Reform Act,
OMB Circular A-11, and the financial standards published by the Federal Accounting
Standards Advisory Board (FASAB).

Because further sales are not anticipated, SBA excluded losses on past loan sales from the
estimated subsidy cost of new loans and the reestimated subsidy cost of existing, unsold
loans.

46. The Administration is imposing a second subsidy rate on the 7(a) loan program for loans
sold in the secondary market. Even though the SBA is eliminating the sale of disaster loans
going forward, there were seven sales over the years, and those loans sold have terms of up to 30

years. Why are the two programs treated differently?
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Under the secondary market guarantee program, lenders sell their interests in the
guaranteed portions of the 7(a) loans to investors. At the time of the sale, SBA provides a
new guarantee of timely payment of principal and interest to purchasers of the pooled
guaranteed portions of loans. It is this additional, new guarantee that SBA has classified as
a distinct credit program (the Secondary Market Guarantee Program). Under credit
reform, each program must have its own subsidy rate and SBA’s budget reflects that. With
respect to loans whose guaranteed portions are not sold, the 7(a) loan gaarantee also
remains in place and the lender can call on SBA’s 7(a) guarantee if the small business
borrower does not make the agreed upon loan payments.

In the case of the Disaster loan program, SBA held loan sales to sell its interest in the loans
to private purchasers. No additional guarantees or credit were extended in the loan sales.

The cash flows associated with the loan sales are inberently part of the performance of the
Disaster loan program and are therefore incorporated directly into the subsidy cost of the

program.
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47. What is the net re-estimate of the SBIC debentures program given an upward re-
estimate of $127 million for FY2004? How much are actual losses?

For the SBIC Debentures, the cumulative net lifetime re-estimates were -$17.2
million, meaning that this amount is the total returned to the US Treasury since
1992. Since 1992, the account has recorded approximately $2 million in actual
losses, although to date SBA has recovered only $3 million on approximately $122

million in defaults.

48. What is the net re-estimate of the SBIC participating securities program given an
upward re-estimate of $1.8 billion for FY2004?7 How much are actual losses?

For the SBIC Participating Securities, the cumulative net lifetime reestimates were
$1.818 billion, meaning that this amount is the net total received from the US
Treasury since 1994. Since 1992, the account has recorded no actual losses,
although to date SBA has recovered only $7.6 million on approximately $772 million

in defaults,

49. On February 6, 2004, the Committee asked the SBA to explain what caused the
SBIC debentures subsidy rate to increase, which the Agency attributed to “a change in
discount rates applied in the OMB subsidy rate calculator.” Explain the change in
discount rates.

As the chart shows below, we compared the cashflows by discounting at the rates
used in the 2004 budget and the 2005 budget. Although each cashflow is discounted
using a different time period, the chart shows that the present value of the total
cashflows is less due to using the 2005 discount rates, resulting in a negative
cashflow or a positive subsidy.

Cashflows Present Present
(Undiscounted) Value Value
using using 2005
2004 Rates
Rates
Upfront Fees 16.47 15.47 15.47
Annual Fees 39.40 32.62 32.41
Defauits -125.00 -99.57 -98.67
Recoveries 75.00 51.55 50.17
total Cashflows 4.87 0.07 -0.82

“* represents a cash outflow
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50. ‘What are the SBA’s program changes to the SBIC Participating Securities program?

Given large current and expected future losses in the program, SBA proposes to
amend the SBIC Participating Securities program and reduce risks to taxpayers

through structural program changes. The existing program provides inequitable
returns on investments for SBA. The participating securitities program does not
have an equal balance of risks and rewards between private investors and SBA.

While SBA can provide up to two-thirds of capital for SBICs, it only receives about
10% of any profits from investments under the existing participating securities
structure. SBA's proposal would increase the SBA's profit share to one-half of its
pro-rata share of invested capital, up te a maximum of 33% of total profits when
SBA has provided two-thirds (66%}) of a fund’s eapital. :

Under the current structure, SBICs distribute profits equally between the Federal

*_government and private investors if SBA’s share of the SBIC’s capital is more than
50%. If SBA’s share of the SBIC’s private capital is less than 50%, then the Federal
government’s profit share is reduced to roughly 9%.

SBA proposes to extend the 50-50 split of profit distributions to include SBICs that
have less than 50% SBA fands. This will cause the Federally-guaranteed
participating securities to be paid down faster generally, which should reduce SBA's
exposure. This change in profit distributions applies only to companies licensed on
or after the effective date of the Act.

Lastly, SBA's proposal would change the distribution policy so that whenever
private investors receive distributions equivalent to their paid-in capital, the SBIC
would be considered profitable and would need to commence repaying to SBA the
prioritized payments — the payments made by the government on behalf of the
SBIC to cover interest on the guaranteed debentures.

a. Does the industry support the SBA’s proposal?
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We are working with the industry to reach consensus.

b. When will the Committee receive the Agency’s official legislative
proposal?

The Committee received the proposal in June of 2003.

51. Since the Administration wants the SBA’s lending and investment programs to be
self-funding, why doesn’t it propose legislation to change credit reform and allow
revolving loan funds, even if it were to propose only a pilot limited to the 7(a) Loan
Guarantee Program?

SBA does not feel it is necessary to change credit reform to achieve a self-funding
7(a) program - the proposal that was sent up accomplishes self-funding through
fees and guaranty percentages.

Questions Submitted by Senator Evan Bayh

L. What impact on manufacturing of SBA’s decision to prohibit “piggyback” loans?
What is the impact of the $750,000 loan cap on manufacturers who need an SBA
guaranteed loan?

The primary impact of the prohibition on piggyback loans as well as loans that
exceed §750,000 will be on those businesses constructing substantial facilities. SBA
has no reason to believe that manufacturing concerns will be disproportionately
affected. Based on the enactment of H.R. 4062, SBA has eliminated the cap.

2. Historically, what has been the average size SBA guaranteed loan made to
manufacturers?

$200,446

3. Before proposing its solution to the current 7(a) funding crisis, did SBA consult

with any lenders to determine the impact of its proposal on borrowers or the
lending community? Before developing its legislative proposal, did SBA meet
with any representatives of the manufacturing community to determine the
possible impact of the proposal on manufacturers who are potential borrowers?
If so, please provide a list of the dates meetings were held, lenders or
representatives of the manufacturing community, and with whom they were held.

While SBA did not schedule any meetings specifically to address the components of
the new proposal, it developed the proposal based on on-going discussions of the
issues that were raised by lenders.

4. What does SBA project to be the impact on manufacturers of its proposal for
solving the 7(a) funding crisis?
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The SBA does not anticipate that its 7(a) proposal will have any greater impact on
manufacturing concerns than other types of small businesses.

Questions submitted by Senator Conrad Burns

L. The SBA played in an integral role in rehabilitating the post-9/11 economy.
With the recent suggestions that the 7(a) loan program operate with zero subsidy,
will the SBA’s ability to help spur small business growth be hindered if another
terrorist attack or severe harm to economy occurs?

Actually, by operating at a zero subsidy rate, the 7(a) program would allow
Congress to utilize well in excess of $100 million annually to fight terrorism, instead

of paying for 7(a).

2. In the FY2005 budget, both the Federal and State Technology and the Rural
Outreach programs were eliminated. Why?

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 thereis 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.

Rest assured, the Agency remains committed to the goals of these programs.

3. 1 also understand that the SBA will be moving toward much greater expansion of
the Express loans, rather than the traditional 7(a) loan paperwork. However, I
have heard some estimates that the 80 percent of the Express loans are done by
only 20 percent of banks. What participation level among community banks is
expected with the increased use of the Express program? Will smaller banks
participate? Additionally, if the SBA’s guarantee rate is reduced from 75 percent
to 50 percent, therefore exposing banks to greater liability, why would these
smaller banks continue to participate?

The top 25 SBAExpress lenders produced 29,085 Express loans for 88% of the total
Express loans. SBAExpress loans represent 77% of these lenders’ fotal SBA T(a)
loan portfolio. The average SBAExpress loan size is $40,145. 775 lenders have
signed up for participation in the SBAExpress loan program, including 346 within
the last year and a half. 433 lenders have made more than 33,000 SBAExpress loans
in FY03. 75% of SBAExpress lenders are considered small by industry standards.
SBA believes that smaller banks will participate because the cost of doing business
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U.S. Small Business Administration
ANNUAL APPROPRIATIONS
NON-CREDIT PROGRAMS

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004

7(j) Technical Assistance Program § 3600 § 3600 $ 3800 $ 1500 $ 2000
Advocacy Research 1,100 1,100 1,100 1,100 1,100
Business Information Centers 500 §00 500 475 - 400
BusinessLINC 0 7.000 2,000 2,000 0
Drug-Free Workplace 3,500 3,500 3,000 2,000 1,000
HUBZones Program 0 2,000 e 0 2,000
Microloan Technical Assistance 23,200 20,000 17,500 15,000 15,000
National Ombudsman 500 500 500 500 500
Natiorral Women's Business Council 600 750 750 750 750
Native American Qutreach 0 0 0 2,000 2,000
New Market Venture Capital 0 30,0001 0 0 0
One Stop Capital Shops 3,100 3,100 0 ¢ g
PRIME Technical Assistance 0 15,000 5,000 5,000 5,000
Pro-Net - ; 500 500 0 0 0
SBOC Grants 84,500 88,000 88,000 83,000 89,000
SBIR - FAST 0 0 3,000 . 0 2,000
SBIR Technical Assistance 500 5,000 500 - b} 250
SCORE Program 3,500 3,750 5,000 5,000 5,000
Systems Modernization 0 8,000 0 9 0
USEAC Program 3,100 3,100 3,100 0 1,500
Veterans OQufreach 615 4,000 750 750 750
Women's Business Census 790 694 694 0 0
Wamen's Business Centers 9,000 12,000 12,000 12,500 12,500
Workforce Transformation 0 2,000 0 0 0
Rescinded Appropriation 02 a3 04 {896)5 (147916

Totat $ 138805 5 214004 $ 146994 S 136679 8§ 139271

{ Appropriated funds from FY 2001 were carried over into FY 2002, FY 2003, and FY 2004,

2 There was no rescission applied to the FY 2000 appropriations.

3 The rescission was 0.22% but was not applied to individual line item appropriations.

4 The rescission was 0.38% but was not applied to individual line item appropriations.

5 The rescission 0.65% and was applied to individual line item appropriations. The amounts shown are prior to the
rescission.

6 The rescission 0.465% plus 0.59% on the remaining balance and was applied to individual tine item appropriations.
The amounts shown are prior to the rescission.
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VETERAN’S BUSINESS OUTREACH CENTERS STATS (2001-2002-2003)

2001
Outreach Center Total Trained Total Counseled Total All
Florida 1,857 1,994 3,851
New York 1,123 1,428 2,551
TEP 606 478 1084
Texas 3,220 833 4,053
Total All 6,806 4,733 11,539
2002
Outreach Center Total Trained Total Counseled Total All
Florida . 1,764 2,274 . 4,038
New York 989 1,505 2,494
TEP 606 478 1,084
Texas 985 885 1,870
Total All 4,344 5,142 9,486
2003
Outreach Center Total Trained Total Counseled Total All
Florida 2,736 2,527 5,263
New York 1,160 1,379 2,539
Texas 824 1,53% 2,363
Total All 4,720 5,445 10,165

Note: Veteran’s Business Outreach Center in California was funded Sept. 30, 2003. No stats
available at this reporting time.



141

007

Ad

weadosd PESNNQ [eInY WIS

{3r1ENd) STHVYMY Z HYZA NOLLIO WYHOONd HOVIHLNO TYANY 200Z A4



142

(D118N4) SQUVMY Z HYIA NOULJO WYHD0Hd HOVIRLNO TYHNY 2002 A4



143

616 (299) ££98¢ SN "Ausssaiun ‘Buiping Ansiuayd pio §Z1 ' L06
X0 ‘Q'd ‘Swieifoid paiosueds pue yoieasay Jo aou0 ‘sweibold
pa:0suodg pue Y21easaYy J0) JOJSOUBYD SJIA “HEID "W 01y

2181-vib ($0%) Xvd 801aWIWOY JO JUBWHEdS( BUEJUOW 0L00-4-66-OHVES
‘LEY-YRY (POF) OZOBS LN Budial ‘anuaay g yZpl ‘uoisIng
JUBLLICOIBAR(E DIUICU0DY '19pueig Bpur 10 uojdwe uAqoy
1069619 (Y1€) 'XV4 ‘8069618 (V1€) 100U2g 81ENpRIO 8L00-4-66-DHVES
‘LIZZ-B01E ‘OW 'SIN0T 1S 'ONUDAY Nied 1SBI04 LyOY ‘UNCSSIN JO] - INOSSIN JO ASIaAlun B} JO S10jBIND
ANSIOAIUN UILIPY UOJESSBY J0108II(] SJBI0SSY ‘UOUWIS "H WENIM
2252616 (299) :Xvd '28vL ddississiy Jo Asisaun £000-4-66-OHVES

8YGE-Zv6 (L0Z) XV '68£9-2¥6(L0Z) "LOYP0 IN “obueg
‘a08ld PUBPAGLUNG Sug) 18jua)) JuaLudoeas(] 1B ‘1Y 18d

181U80) WBLIKO[PAS(] BURI

Z2L00-4-66-DHVES

68€5-2vE (522)] 0O J9jsuesl Aojouyoa | euBISING|  8000-U-66-DHVES YNVISINO1
XV 8L¥5-2vE (G22) 1080L V1 ‘@bBnoy uoyeg jeang aouel
10} quewWwdoeAsg JIWLoL0I JO JuspRdaq UBISINOT “18119) Aoy
9860652 (6G8) Xvd uonewodisd]  G000-Y-66-DHYES ASISAINTN
122 X9 ‘206€-££Z (668) ‘6P0L-8850F AN 'uojbuIXe 02y SUNg ABojouyoa pue sausiog Aonjusy
F 1901 BUIA ISBM 00Z 40 6¥01 X0 "O'd "IUBPISAI “Jouiy "M SUM
BLG6-¥6Z (§16) X4 ¥Poy-v6Z (G16) ' 1P0E-1 L00S Vi 'sawy "peoy enmol juswdopasQl  8000-Y-66-DHVES S|
HOUDS G161 '2# DSV 151 alldoess ABojouYoR § pRouBADY ABOIOULDS . PEOUBADY JOj J9jUBD
10} J8JUDD "ANSISAIUN SIBIS EMO| JO19SH( WA ‘'0ZUSINE™] YIBN
0.28-669 (218} XV ¥629-658 (218) vOPLY NI ‘LOBULLOOIE Ays1anjun euBIpu| £100-4-66-DHVES VNVIGNT
‘G0} BUNG - }82AS LOLIOW ULON 406G ‘ANSIoAu BURIpY|
‘WERIB0Id UOSES Yorasay [BUISNPU| 1000 "UOSUYOr ASUPIS AA
118¢-9zy 00881 - AsieAun SjeIg eslod]  6L00-H-66-DHVES GHVAl
(802) XV 0¥94-92¥ (802) '5591-G2.L€8 QI 95108 'aAUQ Ayssemun
0161 "suoiosuuoD ABojouyds | HOES OUED| 'UOSPIUN Ling
L1261 DIeMEOQ HIEMIN BIEMEIR(] JO AJISIBARIN "YIOMBN 0200-4-66-DHVES EETTICRED]
‘1O BUNG - LOGRACUUY BUQ) "I0108NICT B181S "SawA L uoD]  Jejual) Juawdoleasq ssauisng jews
Z624-¥42 (106) L0566 BYSEIY "abRIOYOUY "00L Jejua) ABojouyos] ByselY 1Z200-9-66-DHVES WASVIV)
NS - BNLBAY YJUSADS 1SBM OCT J010841Q SIRIS 'Syouepaid uer
Jov58iiq 130101d USTEZIUEBI( JUDIa195Y J0 SWEN ‘ON GUVMY S3IVIS

1007 XA Sjuedsd weadodd gowannQ jeiny J19S




144

10697126 (S0%) :XVd ‘6€Z 1@ LGEL-¥S (S0P) ABojouynal pue s3usps Jo 6000-Y4-10-DHVES VWOHY IO
‘EEYE-GOLEL MO "D BUIOUENIO “91 4 SHAS - ‘DA VIO YHON ay} 10j B o]
S¥SY *1SYI0 'uoising ABoouynay openq Aeppag 'S uAays
1196-666 (808) XV 'PLBE-BES (808) 22896 1H ‘MnloUcH {DULH) UoReI0dIod]  PEOU-Y-LO-DHVES IVMVH
‘004 NG - AL UMBIPOO DDBZ "DOLH 'O1eM 'S aouer wawdoaag ABojoupe ], ybiH
XV "£Y06-vEE (L0G) ‘6601 00 9N e sesuey J0 Ayisiaaun 8000-4-10-OHVES' SVENVIRIV
-b0ZTL MY P0Y BT "sRusAY Ausisaun NS 10T HaueD)
juswdopAaag) SsouIsng JBWS SESURYIY J0WaliQ BIBIS "aAN 18uep!
5281-2¥5 (202) '€000T ou} B 2100-4-66-0HVES 3G 'NOLONHSYM|
00 ‘uoiBUSEAA ‘L # - IS 19948 3 606 19U saboouyda | 3, Buil woBu Al
uoibul ‘030 B uapIsald "SWeHIA (loieq|
0249-062 (/84) X3 mvm;ﬁ EE ‘ezie O304 OpANg 3O ASIBAUN]  2000-4-66-DHVES| 0O0iE GIyang
10 '0000-05Z {£82) 'YEEE-LE600 ¥d “uenp ueg ‘voyels Ausioaun - ) ABojouLOd |
WELEZ XOH "O'd ‘001 OWBRY JO AUSIBARIT ‘BIDARY :>.m>m mE pue \Ewaci enyayieiu] Jo WO
90¥E-992 {£08) Xv4 £200-4-66"DHVES SNINOAM
‘GDGE-992 (LOE) ‘91228 AM “PUSIID ‘ZOY SUNS - dnusAy analiD| IO Aisidiun aa)
HINOg 722 ‘aMEl] MBS BUOAm JOJBUIPX0D MIES “SUi i)
1210 Jspe) wowdopAad  9100-d-66-DHVES VINISIIA LSM]
966 (+0€) "XV 0962-85G (SOE) 'SOESZ "AM woisepeyd Xaidwon SSOUISNE II2WS BIBAA 1SOM
tondes zgg wooy - 9 Buppng osng alels eAes Asuo)
10S0-02950 LA ‘1aiediuoi 02 wowdoenad|  1100-4-66-OHVES IROWHIA
somel() BuIpENg 9j'} IPUOKEN 1010031 108[03d ‘BBUQ IS BvEBl DUUOLODT} JO JUBLILEUB(] JUOULIBIA

5555-062 {509} ‘200G OF ‘UOSIPEW IEH
Aot ‘eniany UOIBUIYSEAR YLION 029 "AHSIBAMUN S1BIS BIoNR(]
“12U80 HIFS BIONEQ WiN0S 100810 1081014 Jinoquieydsy Aseg)

JBIUed WIAS BI0NEQ Wnos

100-4-66-OHvES

VIOMY(d HINOS|

€0vv-442 (€08) "XV 206¢-24L€08) OS "BIQUINOD ‘ssautsng
4O 100YOS D100 BHEQ BYL "DAYSDS HORBAG ARG "Pua uyor,

sauay waudo@aaq ssauisng
Hews BUROIED YINOS JO AHISISAUN

G100-4-66-OHVES

YNIIOAVD HLAOS

2012-222 (10¥) X4 1002222 (10v)
'£0620 1Y "I0UBPINGIY 1Fans abuByoxd 1sem ouQ ‘uoneiodio)]
1awido[eAS(Q JOUCIT 1 'OV LY 000N ‘S usH

wetboig
wawdopasg) ABOjOUYDR S, PUElS] 3poUY

$000-4-66-DHVYES:

ONYISE 3A0HY

1% %4
422 (302) XA 2e16-22£ (L02) '22E8-2079G ON "SHI04 pueig)
‘ZLES X0 ‘UOnEADULY 1O J2UB) QNN H0)08s( ‘Binof sonig

EIONE( HUON
10 RSIPAIUN - UDIRAOUL JO} Jjua))

22004 86-DHVES

V1OMVQ HINON

2EEV-¥8L (S22) XV

epeAsN

21484 (GLL) 25568 AN OUSY 280 - v

30 AjisIanun - Jsal 30

10 3BBH07) *0UBY - BPRASN JO AjISIaAln ‘.Q:mo Q
SSauiSNg RIS BPEABN “Joang Wwalold ‘seen wesg

L HewS epeaaly ‘weiboig
Foursissy Juswdopasg ABoIOUYOS | |

1000-8-66-DHVES

(621921 (Z0Y) sesheid vaydars) coeg-2.y (20v) "0£¥0
-88589 IN *ujoour ‘SUIPING UOREASIUIWPY £0E "WNWISH PIEVOQ

LOOUIT - BYSEIGRN JO ANSIBAILN

9000-4-66-DHYES




145

Snoneg Xep Jo1euas j00°000'08% snjw elEs@JepueIg)
SWING PeILOD Jojeuas swraeIs@uoiduseys

Biaqyuay Y shueg vewssaibuod
uBYBLIR) UBS[ JOJRUSS |00 000 0rS Bi0'yosbuibewsDzyeww

puog Jaydojsuyy) Jojeuss
Jousiny "0 Auudy UBWSSAIBUOD

610 yoaSublaws@uounsq

UBJYDOD) PRy JOjeuss
10T JuSILIOjRUSS
10jke] BUSY uBLSSAIBUOD

00°000°0v$

npa-ssiwajo@umoiqgd
npa’ssiWoPAsIOA

SUKOD uesng 10jBUaS,
amoug eldwAlg Jojeusg
U1y “H Sewoy L uewssabuod

00'005°25%

Bio-opus@ispuexajel
pioopwa@aocud

nappue AW JOjeuss
XNESI ULOT I0IBUSS
Javeq ‘H DIBYDR UBWISSAIBUOD)|

00°000'08%

sn'eyoleis papidalese))

OO UosiEr
{euoissaibuoD woy djepdn Suipusd

00°000°0¥$

wWoo0}SHD LN

AISSBIO ¥onyD Jojeuss
UBPEH WO J0jeuas
1oMSOg PIRUOET UBtLSSBIBU0D

00°000°08%

npoajeseidosselboy
10 npaojeisedozusing;

SoWO oSl
jeuoissaibuoy wioy ayepdn Buipusd

00°000°08%

npa euRpUIDUUAY
10 NP BUBIPUIDUOSUYOM|

80O vosier]
feuotssaiBuon wou sjepdn Sulpusd

00°006°46%

1oa@sboyl

npesy

Jadies) sewoy} Jojeuss
“ar 'uapig ydesor Jojeuss
apseD "N [PBYOIN UBWISSAIBUOD

00°006'26$

npaepN@osAA Y

IISMONINY Yues jojeuag
SUBABIS PR JOBUSS
BunoA uoQ uewsssibuo)d

00°000°08$

18uroRoEDDE)E|

UIGWIW TVNOISSIHONOD

ANNOWY
QUYMY | HYIA NOLLJO 1002 Ad

SSIUOAY UVA-3




146

00'000'005°4$
SBINOIN Uo( JOIEURS [00°000 088 SH0"81R1S 1SEI0UOINP]
BJOlY] SIS JOTRUSG SN0 9YEIS 1SE00DApPNSS
SEONT @ Ui Uewssabuosy
BYeNY (alue() J0jeuss 00 000°08% Bio-opy@eoluel
BANOUY JBIIBQ) JOHBUSS
GUICIZIBAY [ION UEWSSBIBUOD
YO UOSIEITING 000°0VS npa-yenelsyieddwut
1euoIssabunsy wioy ayepdn Bupusy, npo yenieluwl
SQUYMY MIN 100Z A
00°000'00€ 1§
00°000°0v$ WO dUDMD) IBLED
YO VOSIITO0000°0Y$ adudor i
1eU0iSSIBU0Y Wiy alepdn Bupuadg ad- udnwepe@ukene
sewoyy Brers 1012ueS 00°000'08% WY USATDRE a
12U SN I01eURS
uignD) eleqieg uewsssaituoy
YO VOSIEITIN0'005 253 Bl0'opasmmBsausely
|euoissaiBucs woy syepdn Buipuay! 6307 0pg!
Ayeat woued J01IRUSS00'000'08% SHAajels Bop@ebuois]]
SPIOOP SPUIRS IOJBURS
SI9PUBS PIEUIAE UBWSSBIBUOD)!
OWO UOSIBITHO0 00S' LGS nps pIy AreD
jeuoissasbuosy wol sjepdn Buipuad,
SBUOH 159U JOJRUBS I00°006° /68 npa-os JedsDA0OIN!
PUCLLLINY | WIONS JOTRIDS
JUBORA - uBSSABUO)|
S2YI0 VOSIENINO 000°0YS oD
euoissaibuey) wosj siepdn Buipuad:
200 uosiEN|G0 00008 ousiojerouuldydass!
1euoissaiBuos woy sjepdn Buipuad 10 13U SI0)eACUUIDBOMIG
Y ALEH JOIRUSS00°000' 0VS 1ourABipoId@pieqey:
UBISUZ WOE 10)eUsS 10 NP3 sundsejeur|
SUOqUIS Wi URWISSaIBUOT
BAYO UOSIBITHO0 000'0VE npa uniiasieys]
ot 00 wioy sjepdn Supuad




147

FY 2001 FAST
NAME OF PROJECT E-MAIL AWARD PROJECT
STATE ORGANIZATION |DIRECTOR ADDRESS [AMCUNT DESCRIPTION
Russelt Moore,
Project Manager,
ALABAMA 401 Adams Avenue,
DEPARTMENT QF|P.0. Sox 5690, Training workshops,
ECONOMIC & Montgomery, proposal preparation,
COMMUNITY Alabama 36103- russelim@ad newsletters, brochures,
AFFAIRS 5690, (334) 242- eca.state.al.u website, mentoring
ALABAMA [{ADECA) 5294 s 5100,000.00  |network
Jan Fredericks, State
Director, 430 West Technical assistance,
Saventh Avenue - development of network,
ALASKA SMALL  |Suite 100, Phase 0, outreach and
BUSINESS Anchorage, Aiaska promotion, prasentations,
DEVELOPMENT 99501 {907) 274- anjaf@uaa.al conferences, workshops
ALASKA CENTER 7232 aska.edu $100,000.00 and meetings
Workshaps/forums,
REGENTS OF Karen L, Eye, training, proposal
THE UNIVERSITY (Director, 5353 assistance, "
OF COLORADG - [Manhattan Circle, commercialization
CUBUSINESS  |Suite 202 Boulder, assistance
ADVANCEMENT [CO 80303 (303)554- jeye@colorad
COLORADQ |{CENTER 9493 ext. 13 o0.edu $100,000.00
Training and education
DELAWARE programs, website,
SMALL Clinton Tymes, State counseling, praposal
BUSINESS Director, One preparation, patent
DEVELOPMENT  {innovation - Suite searches, assistance in
CENTER 301, Newark, Tymesc@ud administrative and
DELAWARE [NETWORK Deiaware 19711 el.edu §100,000.00  linfrastructure efforts
Jeff Sanford, Director]
of Program
Developrment and Consulting, training,
UNIVERSITY OF |Quality Assurance partnerships, networking,
GEQRGIA SMALL }1180 £. Broad technical assistance,
BUSINESS Street, Athens, GA workshops, technology
DEVELOPMENT 130602-5412, (706) |isanford@sb . and commercialization
GEORGIA |CENTER/ 583-0606 deuga.edu 1512500000 |assistance
Janice S. Kato,
Manager, Federal
Programs, Research
& Information 2800 Commerciatization
HIGH Woodlawn Drive - assistance program,
TECHNOLOGY Suite 100, Honoluly, conferences, courses,
DEVELOPMENT |Hawaii 96822 (808) [janicek@ntd seminars, technology
[HAWAIL CORPORATION |538-3814 c.org $125,000.00 transfer, matching granis
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CENTER FOR Barbara K. Lograsso,
ADVANCED Project Director,
TECHNOLOGY 255C ASC #2, 1915 [lograsso@ia Conferences, courses,
DEVELOMENT/O |Schoil Road, Ames, |state.edu; seminars, counseling,
WA STATE lowa 50011-3041, [faurenzo@ia technical assistance,
1OWA UNIVERSITY (515) 204-9938 state,edu $100,000.00 presentations, website
Conferences, worksheps,
and seminars,
LOUISIANA counseling/technical
BUSINESS &  |Roy Kefler, Project assistance, outreach
TECHNOLOGY  {Directar. South centers, proposat writing
CENTER/ Stadium Drive, Baton assistance, Phase 0
LOUISIANA Rouge. LA 70803- grants awarded
STATE §100, (225)578-  rkeller@attgl
LOUISIANA [UNIVERSITY 7555 cbal.net $150.000.00
Rt tecteth
Qutreach~—seminars,
Or. Janet Yancey- workshops, and training
Wrona, Director, One| sessions, mentoring
Church Street, network,
MAINE Gardiner. Maine commercialization
TECHNOLOGY 104345, (207) 582-  [iyancey@gwi . wor}(shop, technical
MAINE INSTITUTE 4780 net $150.000,00  |assistance and raining
Or. Renee Winsky,
Deputy Director of
Technology Transfer,
MD TEDCO, 5575
Sterrett Place - Suite
240 Columbia, MD
21044 (410} 740-
9442
Margan Aliyn,
_ }Program Manager. rwinsky@ma
MARYLAND Federal Research  |rylandtedco, Technical assistance and
TECHNOLOGY Funding org; training,
DEVELOPMENT |Opportunities (410) |mallyn@mar outreach—announcement
CORPORATION  {715-4165; (410) 740{ylandtedco.o s, mass media,
MARYLAND |(TEDCO) 9442 . g $125,000.00 inetworking
Qutreach, technical and
Robert G. Kispert, financial information,
Director of Federal proposal assistance,
Programs, 75 North business planning
MASSACHUSETT {Drive, Westbarough, assistance,
MASSACHU |S TECHNOLOGY |MA 01581-3340 kispert@mtp commercialization
SETTS COLLABORATIVE {(508) 870-0312 c.org $100,000.00 |assistance
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MICHIGAN SMALL

BUSINESS
DEVELOPMENT
CENTER/STATE {Carol Lopucki, State
HEADQUARTERS/| Director; Grand
GRAND VALLEY |Valley State
STATE University, Seidman
UNIVERSITY & School of Business, Training, database
MICHIGAN 510 West Fulton, tacking system, website,
ECONOMIC Grand Rapids, Ml newsletter, proposal
DEVELOPMENT ]49504, (616) 336~  |lopuckic@gv review, counseling,
MICHIGAN |CENTER 7480 su.edy $100.000.00  jworkshops
Workshops and training
sessions, technical
assistance, client
assessment, business
Pat Dillon, M.B.A. and technology
Director FAST, assessment, propasat
Technology development and review,
innovation Center, assistance with graot.and
111 Third Avenue contract administration,
South, Suite 100, commercialization
MINNESQOTA Minneapalis, MN assistance, corporate
PROJECT 554(11-2551, (612)  {pdillon@mpi. partnering and industry
MINNESOTAIINNOVATION, INC|347-6751 org $125,000.00 jand university partnership
Dr. Cecil O. Burge, Database of potential
Assodiate Vice companies, conferences,
President for newsletters, workshops,
Research, Box 5157, technical and business
THE UNIVERSITY |Hattiesburg, MS planning,
OF SOUTHERN  139406-5157, (601) [Cecil.Burge commercialization
MISSISSPP IMISSISSIPRY 266-5116 @usm.edu  1$125,000.00 assistance
One-on-gne counseling,
;Tsx\égRU?ql:’Y OF technical and markeﬁng
CUTREACH Max E. Summers, research, prqposal rev.lew
EXTENSION/MISS|State Director, 1205 and preparation. website,
OURISMALL  {Univerisity Avenue - promotionaf and
BUSINESS Suite 300, Columbia, |summersm educational matenal
DEVELOPMENT  IMissouri 65211, @missouri.e -
MISSOUR| [CENTERS (573) 882-1348 du $100.000.00
MONTANA SMALL -
BUSINESS Ms. Robyn Hampton,
DEVELOPMENT |[State SBDC Director,
CENTER & 1424 Sth Avenue,
MONTANA P.Q. Box 200508, Phase 0 infrastructures
DEPARTMENT OF|Helena, MT 59624~ |thampton@s designed, proposal
MONTANA [COMMERCE 0505 {406) 444-3797 ltate.mt.us $100,000.00 review, counseling
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LeRoy Singleton,
interim Project
Director, 108 E.

THE NEVADA Proctor Street,
COMMISSION ON {Carson City, NV
ECONOMIC 89701, (775)687-  |bobs@bizop Phase 0, workshog,
NEVADA DEVELOPMENT 1813 p.state.nv.us {$100,000.00  |counseling, training
NH SMALL
BUSINESS
DEVELOPMENT
CENTER,
UNIVERSITY OF
NEW HAMPSHIRE|Mary E. Coffins, Project Tracking, awards
-WHITTEMORE  |State Director, 108 Mary.collin application assistance,
SCHOOL OF McConnell Hall, —— technology support,
NEW. BUSINESS & Durham, NH 03824 |S@unh.ed commercialization
HAMPSHIRE ECONOMICS 3593 (603)862-2200 |U $100,000.00 planning
Randy G. Harmon,
NJSBODC Director of
Technelogy Conferences, proposal
STATE OF NEW {Commercialization, writing consultants,
JERSEY SMALL {49 Bleeker Street, commercialization and
BUSINESS Newark, New Jersey {rgharmon@a technology workshops,
NEW DEVELOPMENT |07102, 1-800-432-  |ndromeda.rut marketing and businass
JERSEY. CENTER 1832 gers.edu $100,000.00 |pians -
NEW YORK Jason H, Doling,
STATE OFFICE  |RTDC Program Commerciafization
QF SCIENCE AND{Manager, 30 South assistance, transition
TECHNOLOGY Pearl Street, 11th C assistance, workshops
AND ACADEMIC  {Floor, Albany, New Ld—m and conferences, client
RESEARCH vork 12207 (518)  |ystar.state information resourcas and
NEW YORK |(NYSTAR) 292.5700 Ny.us $125,000.00 database, website
Lenzie Harcum,
UNIVERSITY OF |Project Director,
NORTH Technology
CARQLINA Deveiopment & tharcum@sbt
SMALL Commercialization, idc.org; Workshops, training
BUSINESS & West Hargett Street, |fast@sbtdc.o sassions, conferences,
TECHNOLOGY Suite 600, Raleigh, jrg: counseling, technical
NORTH DEVELOPMENT |NC 27601-1348, sdaugherty@ assistance, website,
CAROLINA |CENTER (SBTDC)|(919) T15-7272 sbide.org $125,000.00 newsletlers
Commercialization
Assistance, State
Karen Shauri- outreach—-conferences
Harsch, Associate and meetings, internal
Director of Special management, financial
Programs, Ohio management, and
SBOCs - Lead accounting and reparting
Center, Ohio R systems
Department of kshauri@
Development, 77 1odod.state
OHiO _ |southHigh Street, | op ug:
DEPARTMENT OF|27th Floor, P.O. Box [~ -
DEVELOPMENT - |1001, Columbus , | 221000500
TECHNOLOGY |oH 43216-1001,  |@odod.st
QHIO DIVISION {614) 466-1876 ate.oh.us }$150,000.00
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Sherlyn S. Stickley,
Director, Technology

Pre-proposal reviews,
workshops and briefings,
one-on-one counseling,
Technalogy

THE OKLAHOMA D.e\./e‘!opment Commercialization
CENTER FOR Division, 4545 N. Assistance Voucher
THE Lincoln Boulevard - Program
ADVANCEMENT |{Suite 116, Oklahoma
OF SCIENCE AND|City, OK 73105- sstickley@oc
TECHNOLOGY  |3413, (405) 524- ast.state.ok.
QKLAHOMA [{OCAST) 1357 ext. 239 us $150,000.00
UNIVERSITY OF
SOQUTH
CAROUINA - THE .
FRANK L. Stan Smith, SC Lenti@daria. Technical,
RODDEY SMALL [FAST Program badm.sc.edu commerciatization and
BUSINESS Director, (803) 732- |, financial assistance,
SOUTH DEVELOPMENT 2308, (803) 777- janksmith@s workshops and
CAROLINA |CENTER 4942 c.rr.com $100,000.00  |conferences, counseling
£, Alien Carrigo, i, Coun§eling. qatabase.
NORTHWEST  |Ph.D., Director of technical assistance,
TEXAS SMALL Region Operations, braining
BUSINESS 2579 South Loop
DEVELOPMENT 1289 - Suite 210,
CENTER - TEXAS {Lubbock, TX
TECH 79423,(806) 745-  |a.carigo@n
TEXAS UNIVERSITY 3973 wisbdc.org  15100,000.00
Dr. Paut O, Hale, Phase 0 program,
Exectuive Director, proposal writing and
Vermont 106 Carrigan Hall, commercialization
Technology Burdington, Vermont assistance, innovation
Council - University| 05405, (802-656- Paul Hale@ and technology forums,
VERMONT |of Vermong 3119 Uvm.Edu $100,000.00 {websites,
Conferences, workshops,
company database,
proposal development,
Thomas P. technology development,
Weithman, Project commercialization
Director, Director, - assistance, advisory
Entrepreneurship service, market and
Programs, Virginia's capital access assistance,
Center for Innovative business development
VIRGINIA'S Technology, 2214 assistance
CENTER FOR Rock Hilt Road,
INNOVATIVE Hemdon, Virginia .
TECHNOLOGY  |20170, (703) 689- |Iweithma .
VIRGINIA  |(CIT) 3000 n@cit.org 1515¢,000.00
Mr. Tab Wilkins,
Director of
Operations, Canferences, proposal
THE Washington writing assistance,
WASHINGTON Technology Center, website, “Eye-of-the-
TECHNOLGY 300 Fiuke Hail, Box investor” Program.
CENTER ~ 352140, Seattle, WA {tabw@excha technology counsaling,
|WASHINGT IUNIVERSITY OF |98195-2140 (206)  [nge.watechc innavation assessment
ON WASHINGTON 543-4116 enter.org $100,000.00 sessions
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UNIVERSITY OF
WISCONSIN
EXTENSION, Erica Kauten, State
WISCIONSIN Director, 432 N. Assistance netwark,
SMALL Lake Street, outreach pragrams,
BUSINESS Madison, Wisconsin, website,
DEVELOPMENT [53706-1498, (808} [kauten@adm commerciatization
WISCONSIN{CENTER 263-7794 in.uwex.edu {$100,000.00 assistance
Dr. Willlam A, Gem,
Vice President for
Research, Old Main Phase 0 program, training
305, Laramie, programs,
THE UNIVERSITY {Wyoming 82071, willger@uwy commercialization
WYOMING |OF WYOMING (307) 766-5353 o.adu $125,000.00 assistance

$3,450,000.00
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USEAC Participation in 7(a) Lending

USEAC FY2001 FY2002 FY2003
S # 3 # $

Atlanta 8[S 2,720,000 12185 5,322,582 455 13,411,222
Baltiomre 181§ 8,043,600 2015 10122333 80 | S 11,201,500
Boston 37]S5 11827911 455 18,134,111 167 | S 34,048,725
Charlotte 1315 3,937,500 141§ 4,765,790 27 |5 10,357,900
Chicago 283 12,613,333 25]8 10,763,333 78 1§ 33,850,264
Cleveland 201% 9,297,250 2318 7,230,000 74 1S 18,754,000
Dallas 5218 17,956,791 58 1% 23243914 157 |'S 44,223,230
Denver 1715 7,361,973 21 ]S 10,309,000 53 [ § 22,453,800
Detroit 718 1,475,000 51% 2,876,000 22 'S 10,477,000
Long Beach 59 30,344,700 73| $ 40,144,011 356 | $ 118,037,860
Miami 16 3,680,500 171$ 6,434,063 140 [ S 24,448,000
Minneapolis 121§ 6,866,333 518 8,016,666 33135 15,319,999
NYC 40 (S 12,621,853 46 | $  13,928592 136 | S 39,487,275
New Orleans 18| $ 9,814,544 1118 6,003,000 54 [ § 23,960,725
Philadelphia 21 1% 10,094,111 2118 10,379,111 4115 14,341,111
Portland 61$  2271,000 1018 4,320,000 43 1S 11,182,900
San Jose 813$ 4,450,000 718 6,867,000 74 |5 11,847,000
Seattle 413 348,000 618 1,450,000 3115 6735200
St. Louis 39{$ 11,816,886 393 15026700 8315 26,247,522
TOTAL 423 3 167,541,285 468 $§ 205,342,206 1679 $491,285,233
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ZIONS BANK®

February 23, 2004 idrun

Chtgf Eemntloe COfficer

The Honorable Olympia Snowe
Chairperson

Senate Committee on

Small Business and Entreprenenrship
U.S. Senate

154 Russell Senate Office Building
Washiagton, D.C.

Dear Senator Snowe:

At Zions Bank we focus on small business lending. We have been lending to small businesses for over
130 years. As you know the small business community is a significant creator of jobs. Over the years we
have extended credit 1o small bustuesses, which in turn have crcated thousands of jobs and boosted their
local economics. Our affiliate banks in seven western states have also been serving the small business
community for many yeass.

In order to be successful at smali business lending, we rely on the varions SBA programs: 7a, SBA
Express, and 504 programs. With the current condition of the local und national economy, we should not
do anything that will hamper the smali business community.

We are greatly concerned about the recent funding issues.and proposed changes related 10 the 7a program.
Tt is fmportant 1 have consisient and dependable funding for the 7a program. The udministration has
proposed changes that will significautly change the 7a program and reduce our ability to serve the small
business market, Reducing the guarantee 10 50%, eliminating the “piggyback”™ provision, and reducing -
the loan caps will significantly reduce our ability to serve our small business customers. A better solution
would be 1o restore the 7a program to its original struciure. This includes a 73% loan guarantee. a
“piggyback” provision, and a higher loun cap.

We have found the various SBA programs address the different needs of our customers. To negatively
change any of these programs would udversely impact our ability 1o serve our smsll business customers
differing needs.

We hope you will work to stabilize the SBA 7a program, but not change its original structure. If we can
provide additional information for you and your committec, please don't hesitate to contact me.

Sincerely,

Y2
A. Scott Anderson

ASA/ap

ce: Senator Orrin G. Hatch
Senator Robert Bennett

One South Main Sweer, Salt Lake City, Ueah 84111 | Teleplone (301) 524-4838
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The Honorable John Kerry February 11, 2004
Senate Commitree on Smal] Business Enwepreneurship

304 Russel] Senate Office Bldg,

Washington D.D., 20510

RE: Hearings on SBA’s 2005 Budget — U.S. Export Assistance Centers
Dear Senator Kerry,

In reviewing the recent 2005 budget request submitted by the President, I noticed some disturbing things in
reference to SBA's deliverance of assistance 10 smail business exporters in America. The SBA’s 2005
budget request has eliminated the line iter funding for its participation in the U.S. Export Assistance
Centers (USEAC). The narrative in the budget makes it clear that SBA intends to deliver trade finance
assistance to small business exporters and lenders desiring to learn how to participate in SBA’s trade
finance guaraniee programs through Small Business Development Centers, Women's Business Centers,
SCORE and the SBA District Offices. We feel the elimination of SBA'y participation in the USEACs
and the climination of SBA’s International Trade Finance Specialists providiag technical asxistance
to lenders and exporters would adversely impact access to capital by American cxporters.

District Export Councils (DEC) are organizations of leaders from the Iocal busincss community,
appointed by the Secretaries of Commerce, whose knowledge of international business provides
a source of professional advice for local firms.

United States Export Assistance Centers (USEAC) are multi-goveriunent agency offices housing
two of more government agencies, which have programs to assist U.S. small and medium sized
exporters (SME) in gaining entry to or expanding their cxport markets. The main agencies in
these offices are the Commercial Service of the Department of Commerce, the SBA, and in some
cases Ex-Im Bank. This onesstop shop approach to assisting exporters has been very successful
and has made for easy access to the all the main export agencies by American exporters.

The DECs have worked hand in hand with the government agencies housed in the USEACs to
assist American companies in entering or expanding their export markets. The SBA USEAC
representatives assist SMEs in obtaining essential working capital to facilitate exporting. They
arc also experts in other government and private sector financing and will make the appropriate
referral. In FY 2003, SBA USEAC Representatives facilitated $488.0 million in loans to over 1600
American exporters. Those exporters have reported over $1 billion in export sales.

Small Business Devclopment Centers (SBDCQ), SCORE, and Women's Business Centers, and even
SBA District Offices may provide useful technical assistance as business generalists, but
unfortunately they do not have the skill set or technical expertise in trade finance. Even SBDCs,
which specialize in International Trade, lack personnel trained in trade finance. And, the limited
budgets of these organizations would not provide sufficient funds to supplement their resources
in this area.

1034 Explorer Street * Duncanville, Texas 75137 « U.S.A. * Tel. +972 298 5719 Fax +972 709 6191
URL:http://www afstexas.com
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The North Texas District Export Council feels it would be a tragic mistake to eliminate SBA’s
Trade Finance Specialist and the SBA participation in the USEACs. We are asking for your
support in retaining the funding for SBA’s USEAC participation.

Access to working eapital is more difficult for small business exporters. Today the U.S. has 4
record breaking trade deficit. More than 96% of the U.S. exporters are small or medium sized
businesses. It is essential that the U.S. government provide assistance to SMEs to increase
exports, which in turn, creates jobs and assists with the trade imbalance. The SBA USEAC Trade
Finance Specialists are highly trained and focused on providing that sorely needed access to
capital needed by small business exporters.

Thank you for your consideration of this matter.

Sincergly,

o bzos
0. Jeo-orre—~ .
bt Tt 1750
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BAY AREA ASSOCIATION OF GOVERNMENT GUARANTEED LENDERS

March 1, 2004
Via Facsimile (202) 224-8525

The Honorable John Kerry
304 Russell Senate Office Building
Washington, D.C. 20510-2102

Dear Senator Kerry:

The Bay Area Association of Government Guaranteed Lenders (BAAGGL) is a non-profit corporation headquartered
int Northern California that is dedicated to advancing the development and growth of the SBA Loan Programs.

The current SBA proposal to modify the SBA 7(a) loan program will:

* Reduce SBA lending volume

e Reduce SBA lending activity by community and rural banks

+  Have a greater negative effect on the smaller businesses which already have the hardest time accessing capital
s Result in higher program costs that will be passed along to the small businesses

The key component of the SBA proposal is to fully fund the program by moving the 7(a) program to a zero subsidy model.
The primary method to accomplish this would be to reduce the guaranty on 7(a) loans to 50%. In order to gauge the impact
of the SBA’s proposal to reduce the guaranty on the 7(a) loan, BAAGGL recently conducted a survey of our 85+ members
to determine the impact that some of the proposed changes would have on their ability to deliver the SBA 7() loan. Based
on the vesults, it is highly likely that some of the proposed changes would severely impact the ability for Northern
California lenders to provide access to capital for the region’s small businesses.

Recent Lender Survey:

Based on a survey conducted over the past week, our members say that the businesses that currently have the toughest time
accessing capital would be the same business that would be hardest hit if a reduced guaranty were in place. In addition, the
perception that lenders are ‘abusing’ the program by forcing borrowers into using a more lender-lucrative piggyback loan
structure is incorrect. Finally, increased costs to the program will be passed on 1o those borrowers that can least afford it.

Our lenders stated that:

»  For the smaller Joans ($250,000 and less) that they funded last year, they would have turned down over 70% of
them if the guaranty had only been 50%

Of the loans over $250,000, the banks would have declined approximately 45% of them with a lower guaranty.
Only 25% of the lenders made use of the piggyback loan program last year

Of those lenders that did use the piggyback program, approximately 20% had a formal bank policy to use the
program only for loans less than a certain doliar amount or when the request was not eligible for a 504 loan

The vast majority of the surveyed lenders (78%) used the 7(a) program primarily for non-Real Estate transactions
Half of the respondents stated that the current uncertainty within the program has haited any expansion of their
SBA lending activity

vVvyY

vV

Lower Guaranty = Increased Loans?

The SBA believes that by reducmg the guaranty on 7(2) loans, more loans will ultimately be done. Based on our

with both y banks and nationwide ienders, this does not seem to be the case. Currently one of the
nation’s largest SBA lenders, an active user of the Express program, will not process loans over $150,000 - even though
those loans are already SBAExpress cligible. It does not seem plausible to believe the lenders will continue to remain as
active in the program even though the risks increase for the bank.
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John Kerry
March 1, 2004

The banks that are the most active in the SBAExpress program are primarily the nationwide banks that process this SBA
pilot program using credit scoring models. Smaller community banks have neither the market share nor the resources
1

available to properly administer a credit scored program. However, it is these same smaller community banks that have
remained active users of the traditional SBA program year in and year out.

Also, the credit scoring models work best on safer consumer-type borrowers, namely those that already have a steady
income, good credit and a proven track record. This type of borrower does not require an 85% guaranty in order to get their
loan approved. However, the businesses that are just starting off and trying to grow their company or may have had a
rockier start, simply will not qualify for a 50% guaranteed loan. If we want to continue providing capital to the underserved
community, a full guaranty is necessary.

At a lender roundtable session held with Ronald Bew in San Francisco on February 26, 2004, the lenders were consistent in
their comments that a reduction in the guaranty on the loan would severely limit their usage of the program with one lender
stating unequivocally that they would discontinue their 7(a} lending program.

Increased Fees to Small Businesses

The SBA states that their proposal would result in a reduction in fees to the borrowers and the lenders. Based on our
understanding of how the subsidy model is calculated, we believe that the proposed changes would actually result in a
higher fees. The subsidy model is ultimately a function of losses within the loan program and these losses are impacted by
both default rates and recovery rates.

As evidenced by the success of the zero subsidy 504 loan program, real estate loans have by nature a lower loss rate since
they are generally made to more seasoned businesses and have a more substantial collateral position. While BAAGGL
applauds SBA'’s success at reducing the average size of the SBA loan program, we feel it is vital to remember that it is the
fees and the lower loss rate realized on the larger 7(a) loans that assist in subsidizing the 7(a) program. By reducing the
number of larger loans, which not only pay a disproportionate higher Joan fee but also tend to have lower default rates and
better recovery rates, higher fees will have to ultimately be charged in order to fund the program.

Qur survey points out that these higher fees will most likely be passed along to the small business. If lenders are unable to
pass the cost along, they will simply stop doing 7(2) loans as they become cost-prohibitive for the bank.

As Ronald Bew pointed out in his testimony to Congress last year, the SBA 7(a) loan program is a key producer of jobs in
the US economy with a new job created for every $32,000 lent. With our economy still in a jobless recovery, continued
Congressional support of one of this vital program is critical.

Attempts for short-term fix of the problem at the expense of the long-term viability of the program will cripple a
government program that just had its 50™ Anniversary celebration. The administration is proposing that drastic changes be
considered without significant analysis, debate or discussion with the public or its lending partners. The pending proposal
is vague on the time frame and magnitute of the changes.

Please do not allow the program to be crippled. BAAGGL is asking that you not support a 50% guaranty program. In
addition, while some increase in fees might be warranted to assist in further subsidizing the loan program, the SBA 7(a)
program is vital to the nation’s small businesses and should not become a zero subsidy program. We need o make sure this
program is around long after our waich of the program has ended.

Sincerely,

Ralph Barnett
President
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Small Businens Lending Diviston
628 5, Giny Hreeet, Sulte 450
Knosviife, TN 37502

Fhone: (6S) 5461176

Buxs (463) 846-9736

February 24, 2004

The Honorable Olympla J. Snowe

Chalrman .

Senate Small Business and Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

Attn: Sarah Martin
VIA FACSIMILE 202-224-4885

Dear Senator Snowe:

Please find below my statements for the record on why it s Imperative that SBA reinstate the 7(a) program to
its historical structure and provide adequate funding to meet increasing loan demand:

1, The 7(2) program Is much more flexible than the 504 program and provides not only fixed asset financing but
alsa critical working capital and refinancing funds where the 504 program cannot.

2. The capping of T(a) loans 2t $750M has a definite negative impact on small businesses In need of access to
capital for real estate acquisition and expanslon purposes,

3, The capping of 7(a) loans also has a negative Impact on a borrower's abllity to refinance tis debls to provide
Internally generated working capital for future growth. By being able to refinance debt through the SBA, a
barrower will often times save up to 40% an it monthly cashflow, This is cash that can be poured back into the
business to fund future growth and jobs,

4. The loan volume that was denled when SBA shut the program down In January, 2004 repertedly excerds
$500MM thereby demanstrating the demand for access ta pigayback loans and loans over §750M.

8, If the Administration moves forward with the propesed overhau! of the 7{(a) program into ons which closely
resembles the SBAExpress prograrm with 50% guaranties, the small business communliy wilf be grossty
underserved as the major 7(a) lenders will move out of the program leaving it to the large national banks (Bank
of America, Wells Fargo) and super-reglonals who are only Inferested in funding very small SBA loans to meet
CRA requirements, These Institutions are In SBA lending one day and out the next. Therefore, the program and
Its reciplents become very vulnerable to the credlt whims of the large banks,

6, We utilize the 7{a) program for startup companies, growth companles and mature-declining companies who
are resinventing themselves. Furthermore, we use the 7(a) program for single-pumose properties such as
motels, convenlence stores and car washes—Industries that struggle for access to loan funds. In general, these
loans exceed $750M.

7. The lending institutions that have devoted the time and manpower over the years inte leaming and supporting
the SBA and its programs are the very ones that are being penalized by the proposed changes, Furthermare,
every small business in America Is going to be effected by the restriction of access to capital.
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8, The 7(a) program is one of the few govemment programs that generates a measurable impact on the growth
of small businesses nationally, all for a 1.06% subsidy.

9, The lenders are not opposed in general to a zero subsidy or reduced subsidy program; however, it must be

done in a manner that maintains the integrity of the program and the marketabliity of the program for the lenders
to its customers.

Thank you for being such an advocate for small businesses everywhere.

57.

Dwight Bateman
Executive Vice President
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February 24, 2004

The Honorable Olympia J. Snowe

United States Senate ViA FAX: 202-224-1946
154 Russell Senate Office Building

‘Washington, D.C. 20510-1903

RE:  Statement for the Record — SBA FY 2005 Budget Hearing
Small Business Administration 7(a) Loan Program

Dear Senator Snowe:

{ am writing in concern about the recent actions of the SBA and the proposed
changes to the SBA 7(a) loan program for FY 2005. The SBA claims it has run out of
money for its flagship 7(a) loan program, when in fact, the shortage is due to the
Administration’s inadequate request for funding for the 2004 FY. Knowing that loan
demand was $11.3 billion in FY 2003, even with a loan cap of $500,000 for nearly half
the year, the administration only requested a program level of $8.3 billion. Why? Is this
how the administration wishes 1o destroy one of the most suceessful loan programs for
small business? Has anyone truly but a number on the return that this program hes
provided to this country in the form of jobs, tax revenues, growth, etc.? It would be hard
to measure. But regardiess, the Administration is trying to continue the damage with the
proposed changes to the program for FY 2005. With the proposal 1o raise guaranty fees,
lender service fees and directing all Joans through the Express Program (maximum
guaranty of 50%), small business will be seriously impacted in their ability to access
capital. As a result, fewer lenders will participate in the program and the ability to sell
1oans into the secondary market will be greatly impacted. How can this Administration
be “pro business™ when it is continually cutting the one program that gives back so much.
Tt is time for the Administration to get it right. Restore the 7(a) loan propram to the
appropriate loan demand for the 2004 and 2005 FY.

I request your support in restoring the SBA 7(a) loan program to the appropriate
levels and to keep open the access too much needed capital for our small businesses.

Thank you for your time with this matrer.

J. Frayn€ Be
Senior Vice President

Lawrencevifle Johns Creek Embry Hills
2230 Riverside Parkway 6600 McGinnis Ferry Road 3310 Henderson Mijl Road
Lawrenceville, Georgia 30043 Duluth, Georgia 30097 Adlanra, Georgia 30341

770-237-0007 770-476-9797 770-611-9797
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The . .
. Martin A. Berkowitz
Veterans Corporation C00 & Interim CEO

11 February 2004

Committee on Small Business & Entrepreneurship
428A Russell Building
Washington, DC 20510

Chairman Snowe, Ranking Member Senator Kerry and Committee Members

It is the position of The National Veterans Business Development Corporation that the Small Business
Administration’s Office of Veteran Business Development has performed their mission in an
exemplary manner. The position of the Associate Administrator for Veterans Business Development
was established by the same law that created the Corporation and we have worked closely together on
numerous veteran issues and services, ever since,

Our strong relationship has been evidenced by our participation in several joint veteran outreach
efforts. We have partnered to sponsor scholarships for Veterans enrolled in the Veteran '
Entrepreneurial Training program and to fund SBDCs in providing similar training efforts.

The same law also established the SBA Advisory Committee on Veterans Business Affairs that reports
to the President, the Congress, the Administrator of the U.S. Small Business Administration and the
Associate Administrator for Veterans Business Development. The committee was formed this year and
has appointed sub-committees. In fiscal year 2004 we will begin developing with them a
comprehensive plan for joint public-private sector efforts to facilitate growth and development of
Veteran small business concerns. We look forward to working with the committee on this worthwhile
effort.

Mr. William Elmore, the Associate Administrator for Veterans Business Development and his office
are very dedicated and responsive to Veteran needs and in our view deserve your continued support.

Very respf:ctfully, )
A  Berlinirs—

Martin{Berkowitz
COO & Interim CEO

THE NATIONAL VETERANS BUSINESS DEVELOPMENT CORPORATION
1800 Diagonai Road e Suite 230 e Alexandria, Virginia 22314
(703) 299-4390 voice e (703) 299-4394 fax
www.veteranscorporation.com



169

==t AGLEBANK

A NEW PERSPECTIVE ON BANKING

v

February 24, 2004

The Honorable Clympla J. Snowe

Chairman

Senate Small Business & Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Racord

Dear Madam Snows:

Pieage aflow ma to axpress our concems ag they relate to the administration of the SBA 7(a) loan program.
In fight of current and projected loan demand, the recent program suspension was simply a bad business decision.
From & hanking perspoctive, it increases the risk exposure for financial institutions and from a consumer perspective
it demonstrates total disregard for the growing role small businesses play in the success of our national economy.

The smiail business market has become a significant contributor to the prosperty of our nation dus o ever-
increasing sales and profits. Hf the abllity for this market to continue expanding through the means of 2 $750,000
lnan cap and/or higher borrower fees is denied, the foundation of sconamic strengih upan which we are rebuilding
our ecanomy will erode thereby i g the likeflhood and ing the ming of the next recession,

Furthermare, the founding principle behind the program is the govarnment's lavel of commitment which is
refigcted through the guarantes. Any praposal to reduce the cument 75% guarantee to 50% should be viewed as an
unacceptable retraction of the govamment's commitment both to the banking industry and small business market.

These proposals fo change the SBA 7{3) loan program wilt have widespread regative impact well past what
we currently see before us. As a community banker and as 2 consumer, | urge you nat to support thess proposals.
Thank you for your consideration,

Sincerely,

i Tl
Jennifer Blasetti
St. Vice President

8 Senator John Kenry, Massachusetts
Reprasentative John Markey, Massachusetls

466 Broadway
Everett, MA 02148
17.397-5110

fax 617.37-3383
veww.eaglebnk com
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Billy Bowers
6960 Westerly Winds Road
Knexville, TN 37931
Y. 865-947-1689

February 23, 2004

The Monorable Olympia J. Snowe (Via Fax)
Chairman

Senate Small Business Entrepreneurship Committee
Washingtan, DC

RE: Small Business Administration (SBA)
Ms. Snowe:

T arm writing to you regurding the recent issues with the SBA, Particularly, the recent
implementation of 2 $750,000 cap on SBA loans and the elimination of piggy back
transactions.

The past 3 years of my banking carcer has been with lenders that are devout SBA lenders.
My current employer is also 2 big SBA lender and 1 work in a department with over 25
employees solely devoted to SBA lending. Qur borrowers/clients are various small
business owners and entrepreneurs Jocated in the eastern half of the United States. Asa
result, the recent chanpes in SBA policies has created a hardship on myself, my
associates and our small business customers,

Most of our clients are owners/prospective owners of single purpose properties such ag
motels and convenicnce stores which have a high stccess rate with SBA. Many big bank
lenders will not finance these types of businesses so the borrower must resort to other
types of financing which typically involves the SBA. These loans are generally in excess
of $750,000.

We have been cncouraged to use the SBA 504 program for these large transactions but
this poses many other problems. The 504 program is for fixed asset financing only with
1o allocations in the project for short term noeds guch as inventory, franchise [ges or
working capital, Furthermore, the 504 program does not allow for refinancing of long
term debt which prevents the existing business owner from expanding their business. For
some borrowers, the savings from refinancing are lurge and can be plowed back into the
business for needed capital and growth, In addition, a 504 loan has an cxtremely larpe
prepayment penalty (10 year deelining prepayment penalty) which again huris the
business owner and 504 customer when expansion funds are needed. These large
prepayment fees tend to keep the borrower from refinancing or expanding duc to the
cxpense invelved.



171

The large amount of SBA demand has been skewed somewhat lately duc to the
emergence of the SBA Express product. This is a popular product for many large bunks
who generally use the program for loans that could be granted on a conventional basis.
This requires much of the allocuted and budgeted SBA dollars, Additionally, these loans
only require o guaranty fec from the barrower of 1% for loans up to $150,000 (where the
majority of loans fall under SBA Express), My bank previously had an average loan in
execss of $750,000 which generates a 3.5% fee to the SBA. Therefore, the SBA Express
product hay increased the number and dollar of Toans but genemtes u lower fee, The SBA
[Express product is goad for small business but is hurting the other small business owners
of single purpose propertics who need access to capital as well.

The non-piggyback structure that is currently in place also hurms these single purpase
borrowers as most loans are in excess of the $750,000 cap and the $1,333,333 limit that
maost lenders use, This $1,333,333 is the maximum SBA loan amount a lender can make
and still attain the 75% SBA Guaranty. The piggy back structure is nccded to allow
access o Hrst morigage capital in conjunction with SBA 7(x) loans, Otherwise, these
borrowers would not be able to obtain the funds needed for their special projects that can
casily excecd $2,000,000,

Ms. Snowe, the small business community has been the backbone of America for many
years and employs more individuals than the largest of U.S. corporations. If the job of
Washington is to keep the economy headed in the right direction, why then cut back
Tunding for the small business scetor? This hurts business expansion und employment,
which in turn hurts the cconomy.

Please do everything within your power 10 sce that the SBA 7(a) loan cap is lifted along
with the piggy back moratorium that is currently in place. The SBA Express and 504
programs are zood programs but are not udequate Tor all types of small business owners,
The 7(w) propram needs to be reinstated to normal levels to make this happen, Please feel
free to contact me should you have any questions or wish to discuss these issues further.

Sir;ccrcly,

==,
RBilly | s

865-947-1689 (home)
865-546-1176 (ext. 227) (office)
865-679-1689 (mobile)
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Statement of Sen. Conrad Burns
Senate Committee on Small Business and Entrepreneurship
February 12, 2004

I first would like to thank Chairwoman Snowe for her leadership on this
Committee. It is important to remember to the mission of the Small Business
Administration is to encourage and promote small business growth and development.
However, I must admit that the recent actions taken by the SBA does not appear to me to
be consistent with that mission.

I know that many Montanans benefit from the SBA presence in the state, and I
appreciate all of the hard work of their employees. However, the actions taken by senior
leadership lead me to question the overall intent of the SBA. For example, the recent
decision to move all liquidation officers to Herndon, Virginia angered not only the
employees affected, but also several banks who had continually worked with them. 1
look forward to seeing the SBA’s savings from this move. My instinct tells me that the
dollars saved is minimal in comparison with the negative reputation the SBA gained from
this transaction.

1 am troubled by the SBA’s FY2005 budget, which drastically changes or totally
eliminates essential programs. The request for funding SBDCs is lower than what was
granted last year. The Federal and State Technology and the Rural Outreach programs
were zeroed out. I will continue to examine these decisions, and I look forward to
working with Administrator Barreto as we develop a workable SBA budget that keeps the
goals of the SBA in mind.
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Senator Cantwell’s Comments
For the Committee on Small Business and Entrepreneurship’s
Small Business Association (SBA) Budget Hearing

Thursday, February 12, 2004
9:30 a.m.

Thank you Madam Chair and thank you Administrator Barreto for joining us this
morming,.

Small businesses form the backbone of my state’s economy and their success is critical to
the economic growth of this country. Indeed, our nation’s small businesses are
responsible for generating seventy-five percent of all new jobs in this country.

As a proud member of this committee, which is dedicated to helping small businesses
create jobs, I am a strong supporter of the federal government working as a partner to
support small businesses in this country.

As we all know, starting a business is often a daunting task. Finding capital, developing
markets, and accessing procurement contracts is difficult for many entrepreneurs,
particularly from those communities that have been historically disadvantaged.

I am a strong believer in the mission of the U.S. Small Business Administration and its
work as a lending partner and its other programs to provide various products and services
to America’s small businesses and entrepreneurs, including assistance to women,
minorities and veterans.

History has demonstrated that the funding that we have provided for SBA to support
small businesses has been one of the better investments that our government has made,
contributing to the small business growth and sustainable jobs around the country.

Indeed, our continued support for the successful SBA programs is exactly what our
country needs to encourage strong growth.

Mr. Barreto, I have repeatedly heard this Administration maintain its support for small
businesses, and highlight the priority of economic growth.

That is why I find it so utterly baffling that this Administration continues to send SBA
budget requests to the United States Congress that seem determined to eviscerate the
principal federal agency focused on providing assistance for this nation’s job creators,
small business.

This budget request for Fiscal Year 2005 is an affront to small businesses and
entrepreneurs around the country that depend on the SBA and its programs for assistance.
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Altogether, the Administration’s budget proposes a fifteen percent cut in SBA’s budget,
which is the fourth year in a row that the Bush Administration has proposed cuts to this
important agency — during the Bush Administration the SBA budget has been decreased
24.7%.

This reduction is a brutal attack on the SBA mission, particularly in its loan and
investment programs, its Women Business Centers, its Native American programs, its
export assistance activities and its procurement assistance operations — all of which
provide valuable help to small businesses getting off the ground.

7(a) Loan Guarantee Program

As we all know, the 7(a) program is, in many cases the only option that many of our
country’s entrepreneurs have in accessing the capital necessary to get their small
businesses off the ground. However, in this budget, the Administration is not
strengthening the program; in fact, it is weakening it.

Although this Administration claims a thirty percent increase in program levels and a
funding structure that will add stability and independence to the program due to its self-
sufficiency and independence from annual appropriation, the real effect of the budget is
found in the fee increase of $133 million on small businesses and small business lenders
(based on last year’s subsidy rate of 1.06%).

This is simply wrong and it will preclude many small businesses from being able to
access capital — preventing job growth.

Yet, I must say it is not surprising. The Administration has, unfortunately, demonstrated
a pattern that is undermining this important program.

In Fiscal Year 2002, the President eliminated all funding and shifted the cost to
borrowers and lenders; in FY2003 the President cut the program in half; and in FY2004
the President under-funded the program, leading to a shutdown of the program and the
turning away of over 2,000 small businesses seeking financial assistance with their
endeavors. Further, the Administration’s decision to change the subsidy rate from 1.02%
to 1.06%, precluded $375 million in loans, cutting out as many as 1,500 small businesses
from access to working capital.

As if that were not enough, the Administration is now proposing to double fees for the
business community due to a separate and additional subsidy rate for loans sold on the
secondary market, which was proposed in the FY2005 budget request. Although the rate
is set at a “zero subsidy rate” for FY 2005, this rate could increase over time and there are
no assurances that the Office of Management and Budget will be transparent or
straightforward in designing and establishing the subsidy rate in future years.

Microenterprise
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I was also particularly concerned that the Administration is demonstrating such a
disregard for the SBA’s microcredit programs, which provide funding to the most needy
small businesses. In the FY 2005 budget request, all three programs for micro-enterprise
have been eliminated (Microloans, Microloan Technical Assistance, and PRIME). This
is a mistake, particularly with regards to the Microloan program of loans and technical
assistance, since SBA’s mission is to fill the financing gaps of the private sector, and
provide technical assistance, these programs are still greatly needed.

Non-credit Programs and Entrepreneurial Development

I am also concerned about this Administration’s apparent commitment to eviscerating the
programmatic functions of the Small Business Administration. Of the twenty of these
SBA programs funded in FY2004, half of them (ten) have been cut in FY2005, including
the U.S. Export Assistance Centers and the Native American Outreach Program. Three
programs received cuts, including the Women's Business Centers. And the remaining
seven programs have been flat-funded in FY2005.

Women’s Business Center (WBC) Programs.

I am very disappointed that the President’s budget continues to deprive the Women’s
Business Center program of the funding necessary to continue its important work in
reaching out to women and other disadvantaged communities.

This budget proposes cutting the Women’s Business Center (WBC) program from its
fiscal year 2004 level of $12.5 million to $12 million - $1.5 million short of projected
funding needs for FY2005 — projections based on the Senate-passed SBA reauthorization
bill, which would extend the existing centers and fund the centers the SBA opened last
year.

Furthermore, this budget fails to address the sustainability grants crisis. If this program is
not extended, many centers may be forced out of the program, with fewer centers forced
out/running on close to a 50%-cut in grants. And, in spite of the flat-funding, the SBA
expects the WBCs to take on several new tasks — and absorb the clientele of ten non-
credit programs terminated by the SBA’s proposed budget. My state of Washington has
two WBCs — one that is already in sustainability — and I will be working hard to increase
funding for this important program.

Native American Outreach

The SBA has also played an important role in assisting small business growth for
entrepreneurs in our tribal communities, who have historically been disadvantaged in
accessing capital and markets.

Yet, this program has been cut and the Administration expects that the Women’s
Business Centers will take on this program — yet this expectation is ridiculous given the
fact that the WBC’s are already overworked and the Administration cuts the WBC
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funding for Fiscal Year 2005. Ijoin the Native American Business Network in opposing
this proposal and urge the Administration to reconsider its position and will fight to
increase funding for this program.

U.S. Export Assistance Centers

I am also extremely disappointed that the Administration is proposing to eliminate the
U.S. Export Assistance Center (USEAC). The future of the global economy is in foreign
markets, and small businesses need to develop in-roads into these markets to sustain
strong business growth.

As we all know, small businesses face particular challenges in developing and accessing
export opportunities, which is why the USEAC centers have been so important in
promoting small business growth, In FY2004, this program received $1.5 million. In
FY2005, this program will receive no funding, essentially removing the program - am
personally committed to making sure that this does not happen.

Small Business Procurement Assistance

In the past, a traditionally valuable source of small business revenues have come through
federal government procurements. This committee has worked hard to ensure that our
small businesses, especially disadvantaged businesses, are given a fair shot at federal
contracts — particularly as we have seen the dominance of a small number of prime
contractors seem to squeeze out small businesses.

Yet, instead of helping small businesses in this area, the Administration seems dedicated
to cutting those programs that support small business access to government procurement.
The SBA has cut the 7(j) Technical Assistance, which provides much-needed technical
assistance to 8(a) minority-owned companies, by approximately 25% (a reduction of
$479,000); the HUBZone program funding has been reduced if not eliminated. (FY2004:
$1.979 million); and the small disadvantaged business (SDB) program has been flat-
funded, which translates into a funding cut because there is no adjustment for inflation.

Also, this budget provides no additional funding for the procurement center
representatives (PCRs). Instead, the SBA wants to implement an on-line screening
process, thus removing PCR’s ability to conduct “on site” visits and inspections and will
remove their local knowledge of their niche in the marketplace. This action runs counter
to the SBA reauthorization legislation passed by the Committee and the full Senate
requiring each state to have its own PCR, in addition to the current 47 center
representatives.

Conclusion

Altogether, Madam Chair, [ believe that this committee has a lot of work to do to fight
the Administration’s budget proposals in a way that actually help our country’s small
businesses.

We cannot sit by and let this important agency and its small business programs melt away
due to a failure to provide adequate funding and direction.

Our nation’s small businesses and our country’s economy depend on it.
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4
TEXAS MANUFACTURING
ASSISTANCE CENTER

February 11, 2004

Honorable John F. Kerry

Ranking Member of Senate Committee on
Small Business & Entreprensurship

424B Russell Bldg.

Washington, DC 20410

Dear Senator Kerry:

We have been advised that there is a Committee hearing on Thursday, February 12™to
consider the SBA's BusinessLINC program. The Texas Manufacturing Assistance
Center (TMAC), the NIST/MEP affiliate in Texas, partners with the Fort Worth Business
Assistance Center (BAC) and its Women's Business Center (WBC), administrators of
our local BusinessLINC program. TMAC accepts referral customers from the BAC and
the WBC, participates annually as a sponsor in their Enfrepreneur Expo and in all
procurement business matchmaking events.

We find BuslnessLINC o be a valuable tool in matching small business owners with
corporate mentors in the areas of budget, finance, marketing and procurement. This
past week we disseminated a listing of BusinessLINC matchmaking mentor
participants to our small business mailing lists and the have received a large number of
requests for more Information on how to participate. BusinessLINC, for the second
year, is an Integral component of the Fort Worth Women'’s Businass Center's
Entrepreneur Expo (see attachment regarding both the 2003 and 2004 events).

The success of BusinassLINC has bean demonstrated through its positive results.
Within the first nine months of the program, BusinessLINC-Fort Worth had achieved:

26 new contracts totaling $30,510,841

129 new customers

40% increase on total revenues of $4,053,000 which was a 30% increase over
the goal

created 246 new jobs

20% produectivity increase with 55 new marketing plans completed
15% profitability increase

20% financial performance improvement

$28,838,034 in small business loans

450 participating small businesses

50 participating large businesses

281 minority owned participating companies

VVVVYVVVYY VYVY
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Total performance to date is even more impressive. A single performance measure —
contracts awarded to small businesses — demonstrates over a $254 to $1 return on
investment! In addition to the time contributed by the corporate mentors, the program
has generated over $200,000 in in-kind donations from local businesses. Small
businesses are now enabled to partner with major corporations in the DFW Metroplex
and include companies such as Lockheed Martin Aeronautics, Bell Helicopter/Textron,
Burlington Northern Santa Fe Railroad and Pier 1 imports. All are pleased with the
success and have agreed to continue their participations.

BusinessLINC plays a key role in promoting opportunities for small businesses. We
hope the Committee will favorably consider SBA reauthorization of this highly effective
and efficient government program.

Sincerely,

Drew'Casani
Director, Texas Manufacturing Assistance Center

The Unlversity of Texas at Arlingion
Automation & Robotics Research institute
7300 Jack Nowsll Bivd, South, Fort Worth, Texas

pitpdariivtaady * 817-272-5022 < (F)817.272-8977 *  www.imac.org
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BUYER: Northrop Grumman Mission Systems
PROJECT INITIATION: 3/5/02
PROJECT(s): Request for S. AZ vendors to supply cables and

harnesses, hardware kitting, and metal fabrication for
the FBCB2 Project. Subsequent projects required
vendors in the areas of shipping pallets, armor plate
fabrication, and assembly.

PROJECT STATUS: [ X 1InProcess [X]1Ongoing [ ]Complete
TOTAL POTENTIAL: $ 20MM+ (all projects)

CONTRACT AMOUNT: $ 1,349,372 (to date)

VENDOR PROFILE: Prefer established companies with proven experience

in military product production. N-G (originally TRW)
is very price conscious and has well-developed
relationships with vendors of record.

VENDORS SUBMITTED: 35 (to date)
VENDORS CONTRACTED: 3 (several follow-on contracts)

DESCRIPTION: TRW (now Northrop Grumman) learned of BusinessLINC in its infancy.
Most of its suppliers for these projects listed were in California. The Company wanted to be a
good corporate citizen and sought to source some of its supplies from Southern Arizona.
TRW searched for cable and harness manufacturers in S. AZ and found one. BusinessLINC
identified five. Two were selected including the one that TRW found directly. The second,
Cybernetic Research Labs, Inc. has become a major vendor to N-G and is considered one of
their most responsive suppliers. CRL provides cables, hamesses, metal fabrications, and
assembly services. ’

Continued expansion at the Sierra Vista site of N-G has fostered an ongoing relationship with
BusinessLINC which is expected to expand in the future due to anticipated orders from the
US government. N-G has acknowledged BusinessLINC for its role in helping N-G secure
government orders.

Global economic forces have caused delays in the authorizations of many of the projects N-G
has been awarded. As authorizations are obtained, additional requests will come to
BusinessLINC. There has been discussion of exploring additional precision machining
vendors with numerous firms submitted. We hope to have more S. AZ shops replace current
California suppliers in the coming months.
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BUYER: Pima County Information Technology Department
PROJECT INITIATION: 713102
PROJECT(s): Request for ad hoc IT consultants in 15 different areas

of specialty including: system security, databases,
programming, GIS, equipment and setup, networking,

reporting, etc.
PROJECT STATUS: [X1InProcess [X]Ongoing [ ] Complete
TOTAL POTENTIAL: $ 750K+ (all projects)
CONTRACT AMOUNT: $ 385,000 (to date)
VENDOR PROFILE: Local businesses of any size willing to entertain

projects of unspecified duration and under $35K (to
stay under the threshold for sealed bids).

VENDORS SUBMITTED: 101 (to date)
VENDORS CONTRACTED: 23 (35 contracts to date)

DESCRIPTION: The Pima County IT Dept. was referred to BusinessLINC by a local
cluster representative. The anticipation of success was considered minimal. The IT Dept had
not created its own database of suppliers specific to their needs. BusinessLINC requested
specifications for the projects and proceeded to identify area enterprises that met the
requirements. 69 vendors were submitted in the first round in October of 2002. 101were
submitted in July of 2003 for the second round.

The IT Dept Director indicated that many of the vendors submitted were unfamiliar to him. In
addition, many of the firms contacted by BusinessLINC said that they had attempted to offer
their services to Pima County but were unable to make a connection. The project was so
successful that the IT Dept decided to use the list of vendors submitted by BusinessLINC as
their official RFQ list. Then, the Dept began telling their established vendors to register with
BusinessLINC in order to be a part of the Pima County IT vendor RFQ database.

New contracts are about to be awarded for the current round with awards expected in the same
range as last round ($385,000). The Dept will continue to use BusinessLINC referrals and
will add new specialties as the needs arise (a request for a MIVA software consultant was
added recently).
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BUYER: Adroit Automation, Inc.
PROJECT INITIATION: 9/22/03
PROJECT(s): Request for validation of appropriate vendor mix to

justify relocation of the Company from the Denver
area (Charlotte WV, and Las Vegas NV were also
strongly considered). Search was focused on
Structural Steel, Metal Fabrication, Powder Coating,
and Staffing services. Other projects will be listed.

PROJECT STATUS: [X]InProcess [X]Ongoing [ ]Complete
TOTAL POTENTIAL: $ 70K+ (all projects)

CONTRACT AMOUNT: $ 0 (to date)

VENDOR PROFILE: Local established vendors with a quality reputation.
VENDORS.SUBMITTED: 23 (to date)

VENDORS CONTRACTED: 0 (located Tucson 12/15/03)

DESCRIPTION: Adroit was submitted to BusinessLINC by GTEC as a potential locate
from Denver. The Co. was strongly considering Charlotte, NC and Las Vegas. GTEC
indicated that their decision would be based solely on the availability of a suitable vendor
pool. BusinessLINC was asked to submit vendors qualified in several specialties. The client
reviewed the list and felt a trip to visit selected vendors was justified. Based upon the
discussions with these firms, Tucson was selected as the new site for the plant. The move was
anticipated in November, but was not accomplished until 12-15-03. Vendor selection should
occur during January and February of 2004.
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BUYER: Destech Corporation
PROJECT INITIATION: 2127102
PROJECT(s): Request for Jocal vendors that could machine

compressed sand cores, with precision, for the oil
drilling industry. Destech developed this new core
material that could revolutionize the manufacture of

large drilling bits.
PROJECT STATUS: [ X]1InProcess [X1Ongoing [ ]Complete
TOTAL POTENTIAL: $ 1 MM+ (all projects)
CONTRACT AMOUNT: 57,179 (10 date)
VENDOR PROFILE: Local established vendors with a quality reputation.
VENDORS SUBMITTED: 5
VENDORS CONTRACTED: 1

DESCRIPTION:  BusinessLINC approached Destech to participate in the database as a
vendor of its materials lab R&D. In the process, the need for machining of the sand cores was
discovered. In addition, a need was expressed for engineering design services to optimize the
production line used to create the sand cores. Several job shops were submitted and all but
one was eliminated. The shop selected was able to provide both the machining as well as the
engineering services. Destech’s customer was pleased with the output, but the economy had a
devastating effect on the demand for the new cores. It is anticipated that demand will again
increase. At that time, it is speculated that the new cores could replace the use of the
traditional graphite cores. Volume could be extremely high validating the estimate of $1 MM
above.

Destech was using a machine shop in Denver as no others were able to produce acceptable
parts. Destech found BusinessLINC to be invaluable in its ability to identify potential
vendors.
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BUYER: TSE Brakes — San Luis Rio Colorado, Sonora

PROJECT INITIATION: 4/9/03

PROJECT(s): Request for Southern Arizona region vendors to
supply triple wall corrugated packaging and other
related packaging materials.

PROJECT STATUS: [X]InProcess [X]Ongoing [ ]Complete

TOTAL POTENTIAL: $ 400K (all projects)

CONTRACT AMOUNT: $ 120K (to date)

VENDOR PROFILE: Established vendors with a quality reputation.

VENDORS SUBMITTED: 2

VENDORS CONTRACTED: i

DESCRIPTION: Whitmark Packaging of Tucson is the current vendor of packaging supplies
including poly bags, strapping supplies, corrugated materials and labels.

BusinessLINC has worked with Whitmark for several years now and the corpany has an
excellent reputation for customer service. During our April *03 buyer visit to San Luis, we
were informed by Pedro Cruz, Purchasing Manager for TSE Brakes, that he had been
approached by another San Luis maquila for a recommendation for a packaging supplier.
Pedro said he recommended Whitmark because of the excellent customer service he
experienced from the Whitmark representative. Whitmark was subsequently asked to quote
on materials to supply packaging materials to Plasticam del Norte, a garage door
manufacturer. Whitmark has been informed that their prices are good and that once current
inventories are at the low point, they will be considering the Whitmard quotes.
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BUYER: Steward Electronics - Nogales, Sonora
PROJECT INITIATION: 8/1/03
PROJECT(s): Request for existing Tucson printing and labels vendor

to be ISO 9000 certified in order to comply with new
Steward quality requirements, thereby meeting
supplier eligibility standards for continuing business.

PROJECT STATUS: [X]InProcess [X1Ongoing [ ]Complete
TOTAL POTENTIAL: $ TBD (all érojects)

CONTRACT AMOUNT: $ 12K certification cost and continued business
VENDOR PROFILE: Local business in jeopardy of revenue loss
VENDORS SUBMITTED: N/A

VENDORS CONTRACTED: 1

DESCRIPTION: During a BusinessLINC program presentation to the Nogales, Sonora
magquila association, Mr. Juan Pedro Giron, a buyer for Steward Electronics, staied that he
was currently purchasing labels and other printed materials from Miles Label Co., Tucson,
for their products. Mr. Giron stated that their client company was pressuring them to get
their suppliers ISO certified in order to keep the business contracts, and asked what we
could do to help Miles get their certification.

We then contacted B.J. Smith, manager of the city’s workforce development program who
was able to qualify Miles for a training grant, thereby drastically reducing the cost of
obtaining the ISO Certification. The certification is in process and the quality assurance
consultant has informed Miles’ customers that the corpany is in the process of obtaining the
certification. We have stayed in touch with Steward and Mr. Giron has said that e
appreciates our efforts in working with Miles.
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BUYER: Ethicon Endosurgery, In¢. - Div of Johnson & Johnson
PROJECT INITIATION: 12/1/03
PROJECT(s): Request for second-source vendors in the Tucson area

offering: Stamping, Precision Machining, Coining,
Metrology Services, Engineering Design, Specialty
Labels, Mold Making, MIM, LIM, Tube Fabrication,

and Knife Edge Forming.
PROJECT STATUS: [X]InProcess [X]Ongoing [ ]Complete
TOTAL POTENTIAL: $ 120MM (all projects)
CONTRACT AMOUNT: $ 0 (10 daie)
VENDOR PROFILE: Prefer established companies with $2 10 $5 MM in

revenues, ISO compliance, and minority or women-
owned status. SDB certification a big plus.

VENDORS SUBMITTED: 12 (to date)
VENDORS CONTRACTED: 0 (10 date)

DESCRIPTION: Ethicon has decided to optimize the production of their industry-leading
surgical tools by identifying additional sources of manufactured components. They have
decided to focus on the Tucson area due to its proximity to their two assembly plants in
Juarez, Mexico. Their plastic injection molding is already done in Tucson by two suppliers
{one of which recently located here on Ethicon’s request). The Company learned of
BusinessLINC from a City of Tucson Official at the opening of the newly located plastic
supplier.

Russ Weybright of Ethicon contacted BusinessLINC to explore the potential of visiting
prospective vendors during a three-day stay (12- 8, 9, and 10 of 2003). This was arranged and
exceeded the satisfaction of Ethicon representatives. Three Jocal firms were considered
possible “prime contractors”. Others were found 10 have capabilities useful to Ethicon.
Vendors were selected from the BusinessLINC database using very brief descriptions.
Specifications for vendors were refined during the three days of site visits. Searches continue
using the database and recruiting new vendors to the database. In addition, the SBA has been
asked to provide assistance to vendors interested in becoming SDB certified.

The timetable for this project will likely extend well into 2004. It may take 3 to 4 months (o finalize contracts
with vendors, although some projects appear to have near term expectations.
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February 20, 2004

The Honorable John F. Kerry

U.S. Senate Committee on Small Business and Entrepreneurship
428 A Russell Senate Office Building

Washington, DC 20510

Dear Senator Kerry:

I understand that there are ongoing discussions in DC of doing away with
USEAC offices of SBA. This would mean that people like Jack Nevell at
USEAC-SBA Chicago, Pat Hayes in Cleveland and John Dunn in Miami,
would no longer be able to assist us with export financing in their respective
regions.

I mention those three individuals because we have established mutually
rewarding relationships with each over the past 15 months. In late 2002, as
a result of Mr. Nevell's several presentations to our institution, we decided as
a bank to avail ourselves of the Export Working Capital Program (EWCP) as
well as the International Trade Loan (ITL) programs. Since then we have
booked four facilities in excess of $2.1 million in total and we have two
more in the amount of approx. $1.5 million that are just about to be
finalized.

All those transactions are providing pre-export working capital to companies
that would otherwise be unable to fulfill the export purchase orders they
receive. USEAC offices have provided vital assistance in the completion of
those transactions.

I strongly urge you to leave those offices at the disposal of the small
exporters and the few trade financiers that are willing to look at low $-size
transactions.

Sincefolt:

@@%ﬂ%v
T
Jomeph Chevalier, SVI
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. National Bank P.O. Box 169, Middlebury
Vermant (57530159

; 1 of Middlebury o nationalbanimiddichury.com
E pin B Phone: 502384582 Fax: 300.388.6077

Putting You Firgt Since 1831 Sarah AP, Cowan, Vice President

February 11, 2004

The Honorable Jokn Kerry
itree on Small Business and Entrep hip
US Senate

Washington DC
RE: ‘US Export Assistance Center Funding

Dear Senator Kerry:

T am writing in support of continuing funding of the US Export Assistance Centers s  valusble resource in meeting

frade fi peeds. The cxpertise required in developing Snancing facilities is not slways available
at individual banks, nor do the borrowing coxnpanies have this type of expertise on their staffs. Without the aid of
the Export Assistance Centers, the ability of providing working capital to small businesses will be impaired. Spuall
‘businesses and their banks turn to these offices because of their expertise in international rade. The working capital
Lines that result are important contributors to the growth end success of these small businesses.

Case inpoint. 1have worked closely with the Boston office to secure SBA guarantied export lines of eredit for s
business which, given lack of capital and other limiting factors did not  qualify for conventional financing. The fact
that the working capital was to be used to fund production while awai Hection of forexgn
prevented the bank from providing 2 traditional ine of credit, We needed the pertise of an ional fi
specialist to advise uy in crafting & line that would include a credit enhancement to the bank, as well as their
assistance to facilitate the loan application prosess. This company is now poised to grow over 100%, from
$2.8Million to over $7 Million in gross revenuss in it's cusrent fiscal year given signed contracts with overseas
cumpames Such growth can not be funded without high levels of working capital The export line of credit was
in giving the business owner the confidence that they could meet their working capital needs to secure
and perform under these contracts.

‘The company o which | have referred has benefited from the Expon Assistance Office expertise for over 5 years.
thout the nfﬁce £} assxsumce it is likely that we, as this company’s bank, would have been reluctant 1o provide a

k as we would have not had the confidescs that it was 2 prudent and well-
structured fncxh!y for the compmy- and the bank. We hope that yon will take this under advisement as you consider
an appropriate level of funding in order to assure the continuation of this valuable resource. Providipg this expert
assistance will support our nation’s small businessss as they look for opportunities to grow in a global economy.

Vice Present

Offices on Main Streel, Seymour Street, and Route 7 South, Middlebury, and on Main Street in Bristal, Vermont
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STATEMENT
by
The National Association of Development Companies
on

The Small Business Administration

504 Loan Guaranty Program Status,
Proposed FY 2005 SBA Budget,
& SBA Performance Plan

Submitted to the
COMMITTEE ON SMALL BUSINESS & ENTREPRENEURSHIP

UNITED STATES SENATE

by

Mr. Christopher L. Crawford
President & CEO

February 12, 2004
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The National Association of Development Companies (NADCO) is pleased to provide a
statement to the Senate Committee on Small Business and Entrepreneurship concerning the SBA
budget proposed by the Administration for FY 2005. 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 2003. 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.

504’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 1,100,000 jobs, as the 504 program has done. This
mission is more important today than ever before, with our economy stuck in a “jobless”
recovery. 504 is a critical economic stimulus program designed to assist growing businesses
create jobs and invest in their communities.

NADCO would like to thank Chairman 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 have three objectives in providing this statement to the Committee. First, NADCO
would like to update the Committee on our current program status for 2004.

Secondly, we comment on the FY 2005 SBA budget. This includes the Administration’s
504 authorization level, as well as the proposed borrower fees and subsidy model assumptions by
SBA.

Third, we will comment on several program issues noted in the SBA’s Performance and
Management Assessment.

STATUS OF FY 2004 PROGRAM AUTHORIZATION

With no agreement between the House Committee and the Administration on SBA’s
reauthorization bill, H. R. 2802, this Committee acted decisively to insure continuation of the
504 program in November by passing a temporary program reauthorization bill. Unfortunately,
those provisions expire on March 15, 2004, barely four weeks from today.

NADCO recognizes that this Committee passed 8. 1375 late last year in order to
reauthorize many SBA programs, including 504. We appreciate this action by the Senate.

504 is unique among SBA lending programs, in that it receives no Congressional
appropriation, and is thus not covered by the recently passed Omnibus spending bill. Without
immediate action by Congress to pass a reauthorization bill, 504 will shut down on March 15
This will close the door on access to almost $8 billion in long-term capital to America’s small
businesses.
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504 has a long history of bi-partisan support for its job creation mission. Since the mid-
1980s, we have added well over 1,100,000 new jobs to our economy. To keep this program
going during the current *jobless” recovery, it must be reauthorized. NADCO urges quick
Congressional action to move a reauthorization bill that includes 504, or take up a separate bill to
continue the program. Otherwise, 504 will soon cease operations.

PROPOSED SBA FY 2005 BUDGET

1. 504 PROGRAM AUTHORIZATION LEVEL

SBA proposes an authorization level for 504 of $4.5 billion. We are concerned that this
is insufficient and we support a level of $5.5 billion. As the program continues to fund itself
through borrower, CDC, and first mortgage lender fees, there is no cost to the Federal
government, nor any Congressional appropriation. Program growth continues at a rapid pace this
year, after growing 27% in FY 2003. Our expectation is for even more growth into, and beyond,
FY 2005. We are concerned that, should banks continue their tight credit for small businesses
into 2005, 504 demand may simply outstrip available authority.

The benefits to the country are numerous. New 504 projects provide new jobs in their
communities by expanding the plants, equipment, buildings, and employment levels for our
borrowers. In turn, this expansion leads directly to new tax bases, including:

» City & County real estate taxes from new construction projects

> State & local sales taxes from increased business revenues

» Federal & State income taxes from new and expanding businesses
» Federal & State payroll taxes from new employees.

It is clear that businesses assisted by this no-cost program are contributing to the tax
revenues received by all levels of local, State, and Federal governments. We encourage this
Committee to stand by its own higher authorization level during this economic recovery when
every job we create is putting an American back to work.

2. 504 BORROWER FEE DECREASE

SBA’s proposed FY 2005 budget decreases the annual fee charged each 504 small
business borrower from 0,393% to 0.288%, a decline of 27% in fees for our borrowers. We
appreciate this decline in the borrower fee, as it demonstrates that the subsidy model work of
SBA is headed in the right direction.

This “subsidy” model is actually a program cost model. There is no Congressional
appropriation needed to provide a 504 subsidy. The fees paid by borrowers, our CDCs, and our
first mortgage lenders offset completely the program loan loss expenses. Thus, except for the
small SBA staff required to maintain and implement program policy and oversight, this is a no-
cost program for the taxpayer.

Two significant factors influence the program cost model, which leads directly to the
annual borrower fee. This year’s calculations indicate good news for both factors.
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Loan Default Rate:

OMB budget documents state that the 504 loan default rate increased from 7.52% to
8.28%. However, the SBA CFO has just provided a correction to NADCO. The loan default
forecast for 2005 actually DECLINES; going from 7.52% down to 6.89%. This likely reflects the
strong economic conditions during which these loans will be made, resulting in lower expected
defaults in the future.

Loan Recovery Rate:

SBA’s forecast of recoveries on defauited loan collateral improves — to a net rate of 44%
from last year’s forecast of only 17%. We believe this to be a much more accurate projection of
future recoveries for the 504 program. 44% is much closer to the actual recoveries of the
Congressionally-mandated 504 liquidation program, for which actual recoveries averaged better
than 50% for the twenty CDCs in the pilot.

NADCO appreciates the efforts by the Administration and particularly the SBA Chief
Financial Officer to implement the new econometric model! for 2005 forecasting. A brief meeting
to review this more sophisticated model indicates it may well result in much improved
forecasting of critical portfolio performance factors. Given a projected reduction in defaults and
an increase in recoveries for FY 20085, it is clear that the result will be a savings of millions in
guaranty fees for several thousand small business borrowers over the twenty-year life of their
new 504 loans. We hope to receive further information on this model from SBA shortly.

PERFORMANCE & MANAGEMENT ASSESSMENT

504 PROGRAM P.A.R.T. RATING:

The Office of Management & Budget last year devised a means of evaluating Federal
programs in order to report on progress on the President’s Management Agenda. This
methodology is called the Program Assessment Rating Tool, or “PART™. This system looks at
the following areas:

» Program purpose & design weight: 20%
» Strategic planning weight: 10%
» Program management weight: 20%
» Results/accountability weight: 50%

T am pleased to report that OMB has improved its rating of 504 from “results not
demonstrated” to “adequate”. While NADCO believes the impact of 504 to be far better than
Jjust adequate, we recognize that this rating process primarily evaluates internal SBA
management, planning, and accountability — issues that do not affect the financing impact on our
borrowers. Qur industry hopes that OMB will continue to view 504 in a positive maaner,

However, a key criticism of the program concerns PART question 1.3: Is the program
designed so that it is not redundant or duplicative of any other Federal, state, local, or private

effort?
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Answer: NO,

Explanation: There is potential overlap between SBA's 504 and the 7(a) programs. While
both may provide long-term loans for fixed asset purchases, the programs have different
financing structures. The 504 program provides fixed rate lending with the government in a
second lien position. The 7(a) program, which also can finance working capital requirements,
provides financing at variable rates with lenders and the government sharing risk as first lien
holders.

We find the “NO” answer intriguing, since the PART itself goes on to highlight several
of the significant differences between these two SBA loan programs.

NADCO believes that the programs are not redundant. In fact, the two programs are
fundamentally very different from one another — as to purpose and to financing structure. The
intent of 504 is economic development through job creation. 7(a) provides access to capital.

The 504 program exclusively involves financing long-term fixed assets, and its primary
goal is providing community economic development through job creation. 504 does not provide
short term or working capital loans. The 7(a) program can meet a variety of financing needs for
small business, and its primary incentive is to induce private lenders to offer credit to borrowers
who do not meet their regular lending criteria. Thus, 504 generally makes job creation loans to
healthy, growing small businesses, while 7(a) may make loans to businesses with generally
weaker credit that banks would not normally finance. Note that the results of these characteristics
may be seen in the different default rates of the two programs. This demonstrates that each
program is addressing its intended audience.

Additionally, the two programs provide very different credit structure to borrowers.
Given the deposit volatility for most commercial banks, they will almost always provide variable
rate small business loans, often tied to “bank prime”. With today’s prevailing interest rates, this
is attractive to borrowers. However, banks cannot usually maintain such low rates as their cost of
funds increases when overall market rates go up. Thus, the annual cost of a variable rate loan is
almost certain to increase in the future, creating further risk for small businesses in planning their
debt service requirements. To mitigate this risk to both the borrower and the lender, banks will
usually provide shorter term Joans.

On the other hand, the 504 loan provided by CDCs is always a fixed rate, ten or twenty-
year loan. Given its length, businesses use 504 to acquire either expensive heavy equipment or
buildings and real estate to house equipment that provides new jobs — the Congressional intent of
504, Further, 504 is viewed by our bank lending partners as an “inducement program”. That is, in
providing the SBA guaranteed 504 second mortgage, lenders are more favorably disposed to
provide attractive terms to borrowers through their 50% first mortgage. They have a better loan-
to-value ratio, and thus are taking less risk. This translates directly to improved borrower credit
pricing by the bank lender. The result of this “blended” financing package is that a smaller, non-
subsidized Federal guaranty leads to a lower borrower cost and potentially less overall risk for
the business.

It is clear that neither the terms & conditions, the program structure, or even the
Congressional program objectives are the same for both programs, NADCO believes it makes no
more sense to consider combining these programs than putting together 504 and FHA-guaranteed
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residential lending. We urge rejection by this Committee of any attempt by the Administration to
combine the 504 and 7(a) loan programs.

SBA INTEGRATED PERFORMANCE PLAN

Here are several of our recommended program and processing enhancements from last year:

Set specific 504 loan production goals for all SBA District Offices.

Streamline the loan approval and loan closing processes.

Take advantage of twenty-first century computer and communications technologies to
speed up the loan-making and loan closing processes, improve service to borrowers, and
reduce SBA staff time commitments.

Shift at least some 504 processing to more consistent loan review operations at several
centralized loan processing centers,

Update the job creation ratio to one job per $50,000 of 504 loan provided to a business.

NADCO and our many members must congratulate the Administrator and his

management team for making substantial progress towards several of our recommendations.
Among SBA’s achievements and opportunities are:

1.

Under its new 504 regulation, SBA has recognized the impact of years of inflation on our
financing projects, and moved the job creation ratio to one job per $50,000. This will
enable many more small businesses to utilize 504 for expansion capital.

1t is our understanding that SBA is beginning to set specific performance goals for their
District Offices for 504 lending. This action appears to have focused the attention of
many more field managers and District Directors on serving the needs of their customers:
America’s small businesses. This achievemnent alone has likely aided hundreds of new
504 borrowers.

While SBA has not yet moved to take advantage of technology for the loan approval and
closing processes, it appears to be making a quantum leap in the audit and oversight
arena. Its new lender oversight procedure, utilizing information from both Dunn &
Bradstreet and Fair Issacs financial databases, promises to both improve and speed up the
identification of problem loans and even substandard lenders. NADCO awaits its final
results.

Through a very promising centralized loan processing pilot in Sacramento, our industry
hopes that both loan approval time and paperwork burden will be reduced, resulting in
improved service to both small business borrowers and lenders. If anything, we believe
this pilot should be more quickly expanded to all District Offices, given the budgetary
constraints for FY 2005 and the decline in available field staff. However, as with any
critical program process, we are very concerned with having only a single source of SBA
504 loan processing. Such configuration greatly increases business risk for any entity in
the event of a catastrophic failure. We urge SBA to return to its previous critical business
model by immediately establishing a second east coast processing center for 504.
NADCO believes that the Administration should more quickly move to further streamline
the loan closing functions within the agency. There appears to be antiquated closing
paperwork and field office review that is completely unnecessary and burdensome for
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borrowers and lenders. This costs everyone, including SBA, both time and money and
significantly reduces service level to small business borrowers.

6. Finally, the 504 loan liquidation responsibilities must be both centralized and
increasingly privatized. SBA’s shrinking and over-burdened field staff has simply not
been able to keep up with the maintenance required for the rapidly growing 504 loan
portfolio. This change appears to be moving forward for the 7(a) program, which has
resulted in the departure or reassignment of many field office portfolio management staff.
The unfortunate by-product is a greatly reduced effort to liquidate or work out the 504
loan defaults. We are concerned that this interim period until 504 liquidation is
centralized may provide an opportunity for substantially higher loan losses. We urge
quick action to establish a new liquidation process for 504 within SBA.

Given the substantial progress we see in many processing and lender support areas, we
should recognize two critical and unsung SBA managers that have organized and are leading
these efforts. Many of these projects are being directed and supported by Mr. Ron Bew, Deputy
Associate Administrator for Capital Access. We also recognize one of his career department
managers, Mr. James Rivera, Associate Administrator for Financial Assistance. Much of the
time-consuming and difficult planning and execution work of this massive reorganization is
falling to Mr. Rivera. We believe these two able managers are accomplishing much with the
leadership and support of Administrator Barreto. We hope their actions will advance SBA’s loan
guaranty support departments into a new era of enhanced service to small businesses, lenders,
and the American taxpayer.

SUMMARY

Qur Certified Development Company industry remains focused on meeting today’s
critical capital access needs by small business. CDCs are closely tied to their communities
through their membership, their volunteer boards of business, community, local government, and
financial leaders. Industry success is based on this local CDC board and member involvement, in
partnership with both first mortgage lending institutions and SBA staff.

QOur CDCs are non-profit, so every dollar of their 504 servicing income goes right back
into their communities to build stronger local economies and create more new jobs for
Americans. Job creation is the ONLY focus for every CDC.

However, all of these entities, CDCs, first mortgage lenders, and SBA, can succeed only
with the leadership and legislative support of Congress and the Small Business Committee. The
504 program, Federal government’s largest and most successful economic development tool,
today is dependent on Congress for its reauthorization for the remainder of FY 2004, and into the
future. Without quick action by the Congress, the program, and small business access to almost
$8 billion in long-term capital, shuts down on March 15, 2004. NADCO urges the Committee
and the Congress to act by passing a program reauthorization bill as quickly as possible, even as
it considers the President’s FY 2005 SBA budget.

Thank you for allowing us to provide our comments. NADCO is pleased to work with the
Committee and the Administration to improve the 504 program and help America’s small
businesses create more jobs.
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e 4dsciutions

329 East 2™ St.
Boyertown, PA 19512
Phone: 610.369.5962
Fax: 610.369.2957
www.4dsolutions.com

January 22, 2004

The Honorable Arlen Specter
United States Senate

120 Russell Senate Office Building
‘Washington, DC 20510

Dear Senator Specter:

I am writing to you regarding my SBA loan guarantees and the recent CAP that SBA elected to place on
the 7(a) loan guarantee program, which the lender says was due to a lack of Congressional funding.
This recently imposed CAP will have devastating consequences to small businesses like ours as well as
many throughout the country. Please allow me to explain in the hope that this CAP may be repealed for
the small businesses like ours as well as other exporters through out the country that heavily rely on this
crucial government program.

I have three specialized Export Working Capital Program (EWCP) loan guarantees through the SBA’s
representative, Robert Elsas, located at the Philadelphia U.S. Export Assistance Center (USEAC). Two
of these guaranteed loans were in-process for renewal, (as they have a one year maturity), when
suddenly SBA upper management decided to CAP the 7(a) loan program to $750,000.00. My two loans
combined with the other EWCP and SBA Export Express, exceed the $750,000.00 CAP. If these loans
cannot be renewed due to a CAP, they would be subsequently un-guaranteed and the lenders would
undoubtedly call them in, effectively putting us out of business.

The EWCP loans have been the life blood of my firm. As a matter of fact, it gave us the ability to win
the Pennsylvania Governor’s Exporter Excellence Award in 2001. My firm provides mission critical,
interactive, computer-based training to the Saudi’s Royal Air Force. Not only does this CAP hinder my
firm’s ability to provide the essential cash flow for operations, but goes a step further, sending a clear
message to the Saudi Royal Prince we work with, that the United States is putling back on their financial
support of international business relations with Saudi Arabia. The Prince has been able to detect my
delay in committing to additional work orders due to my lack of funds to cash flow sensitive
deliverables. Having a unique understanding of U.S. — Saudi relations, I would have to say that the last
thing our Nation needs after 911 is to send this kind of message. Our contracts have very high visibility
within the Saudi Royal Family and our firm has a tremendous track record of trust built up with them.
As you probably know, this trust can be rare and is invested over years of working together.
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1 therefore believe it is critically important for Congress to provide SBA full funding of the U.S. Export
Assistance Center and the removal of the CAP. We have examined all of the other options, including
EXIM Bank but they cannot legally finance military projects. As a result, my bank and the SBA are my
ONLY resource. You can see now why the full funding and the removal of this CAP have become so
critical that I felt compelled to write this letter!

As a measure of this CAP’s impact to the Federal Government, if this funding, God forbid, does not
become available to our firm, the Federal Government could run risk of endangering the existing
Federally funded loans our firm has retained, to include a SBA disaster loan.

The general condition of our great economy is growing; in part, I believe due to growth in exports. This
international sales growth, as [ see it, can be attributed to SBA programs that help small businesses
explore and succeed in the global market place. If anything, Congress should be dumping resources into
the SBA’s division of International Trade and the U.S. Export Assistance Center’s across our country,
not reducing support or “Capping” the limits that are available in which to operate a small global
business.

In conclusion, I believe my tax dollars have been very well spent in SBA’s international trade finance
programs. At a time when America is Josing its isolationist way of doing business and expanding our
great economy globally, it just does not make logical sense to drop the funding to a program that has
made a huge impact on my firm’s ability to expand internationally. Please expedite the funding of
SBA’s funding and especially the funding of the division of International Trade and USEAC’s across
the country.

Thank you in advance for your attention to this matter.

Sincerely,

fot 0. (o

Robert Culver
Chief Bxecutive Officer
4D Solutions Inc.

CC:

Senator Rick Santorum
Representative Jim Gerlach
Representative Curt Weldon
Administrator Hector Barreto
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NATO EXPANSION ENGINEERING &
| PROGRAM MANAGEMENT CORPORATION

575 D Virginia Drive Tel: (215) 542-9660
§ Fort Washington, PA 19034 Fax: (215) 542-9691

USA e-mail: zacymerman@natoexpansion.com

11 February 2004

The Honorable John F. Kerry

Ranking Member

Committee on Small Business and Entrepreneurship
U.S. Senate

Washington, DC 20510

Subject: Information regarding SBA 7 () loans that the Senate Small Business Committee
should consider

As CEO of NATO Expansion Engineering & Program Management Corporation (NEE &
PMC), I am pleased to submit the following for your consideration during your hearings on
the subject matter on 12 February 2004:

1. While SBA in News Release Number: 04-08 is proposing to remove the current Jending
cap of $750,000 that has recently caused much pain and anguish to US companies
exporting their products or services overseas and reinstate it to the previous $2,000,000
fimit, I believe that the $2,000,000 limit should be increased to at least $3,000,000 or
possibly $5,000,000 because:

(a) Large businesses normally do not look at foreign projects unless they are usuaily over
$10,000,000 — this situation creates a niche for small businesses to pursue these jobs

{(b) Most of our foreign contracts are multi-million dollar and multi-year contracts and we
are looking at future growth markets for our services in other Central European
countries but to grow and employ more people, the $2,000,000 ceiling and lending
guarantee, once reinstated, still will not be enough to sustain such growth.

{c) EXIM Bank will not support any company that is exporting anything that deals with
military. This exclusion is not only to weapons, systems, etc... but has affected us in
negative fashion because we are doing Architect & Engineering (Civil Engineering)
work for Polish Ministry of Defense under contracts paid for with NATQ funds, thus
we are ineligible for EXIM Bank support.

(d) There are many US companies in the same or similar situation and since the EXIM
Bark can not support us in anything that even hints of military, the SBA EWCP is the
only government program that can support such needs of our Small Business
Exporting Community.

(e) If the SBA lending and guarantee ceilings were increased to $5,000,000, then I expect
to see at least a 50% increase in revenues for our company in the next two years which
would translate into significantly many more jobs for Americans.
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2. My experience with the SBA and in particular the US Export Assistance Centers is most
positive. I am alarmed however that the SBA Administration has recently submitted a
proposal to change the USEAC process by centralizing it and to assimilate that
organization’s budget within the overall SBA budget. 1 most strongly disagree with that
action. We need the USEACs to continue doing their superb work under the same process
as they previously have been working under and that they remain as a separately and fully
funded organization within SBA under the previously approved Congressional
authorizations and appropriations. The success of thc USEAC program is the main reason
why many US Small business companies are starting to successfully compete and win
contracts overseas, because those small businesses have individual attention from lending
experts that know our businesses, the lending programs and know the lenders so that
CEOs of those companies know up front what support they can receive in financing their
new projects overseas. Please do not change the USEAC Program — leave it as it was — do
not fix what is most definitely not broken - you can only damage a success story of our
government.

3. If you are looking at suggestions on how to improve efficiency and save money for the
government and taxpayers then think about this ~ if most of our foreign contracts are more
than a year in duration and multi-million dollars in value, then, why do we have to renew
the financing guarantees every 12 months. If it’s because of the lending fees/rates
schedules, then improve on those and allow for more time in between renewals. In our
case we have some contracts with periods of performance from 2000 through 2006, that
means that during the life of those contracts we will have to go through 6 renewals. That
means that six times the SBA, the USEAC, the lenders and my personnel will be involved
in administrative handling/processing of the paperwork, paying loan fees and signing off
on many legal documents. Why don’t you ask the USEAC experts on how to improve this
situation so that this process can be more efficient. There must be a smarter and beiter way
of doing renewals of loans without killing the small businesses with high loan fees. Maybe
these renewals can be made for more than every year (i.¢. contract period of performance
plus 3-6 months for final payment or every two years, as long as the contract is still in
force, or some other smart way).

1 thank you for your attention to this matter and should have any questions, please do not
hesitate to contact me at 215-542-9660.

Sincerely, -
NEE & PM j
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Martin, Sarah (Smail-Business)

From: DiFrango, Jerry
Sent: Tuesday, February 24, 2004 9:57 AM
To: Martin, Sarah {(Small-Business}

Subject: FW: SBA Funding and Staffing Levels
importance: High

February 23, 2004
Dear Ms, Martin

tam emailing regarding our concern over the lack of sufficient funding for the SBA's 7(a} loan guarantee program
and the dramatic staffing reductions.

SMC Business Councils ("SMC”) is a smali business trade association of approximately 4,000 members in
Western and Central Pennsylvania. Our mission is to help small businesses pool their collective resources to help
create a better business environment for these smaller entities. Where as, large business concerns readily voice
their issues via their lobbyists, the small business community’s voice is rarely heard or heeded.

However, this SBA issue has been openly discussed in our Board of Directors and Executive Committee
meetings and we are perplexed. it is a known fact that the smali business community spearheads economic
comebacks but the administration and Congress have decided to curtail a crucial funding source for these same
smalt businesses that will be point for our current economic recovery.

in my capacity as Controiler for SMC, | have dealt with the personnel of the Pittsburgh office of the SBA and have
first hand knowledge of the commitment of the SBA’s Pittsburgh staff. | have referred our members to both the
SBA and the SBA’s Small Business information Center. | am sure that other communities in our great nation wish
they had the resources of the Pittsburgh SBA...but these communities will now never be served and our Greater
Pittsburgh/Western Pennsylvania community will now be under-serviced due to shortsighted politics in
Washington.

Please understand that | fully agree that cuts must be made in our Federat budget to not jeopardize the future for
our younger generation and { can understand why the administration and Congress have made staff reductions in
the SBA. Some degree of reductions had to be made and | concur. Many of cur SMC member companies have
made the same difficult decisions on staff reduction. However, the current proposals would gut the SBA and leave
the lending to only the large banks that already have full staffs in place to completely service the needs of their
small business SBA loan-seeking customers. Based on what | have heard, these large banks are turning down all
but the most credit worthy customers for SBA loan guarantees. Wow.. .that will really heip entrepreneurial smail
businesses. But...how about all the many small banks that retied on the SBA for technical support in filing the
appropriate paperwork for their customers? It is my understanding the new SBA requests will be processed
through some service center in Virginia. Without some degree of local SBA support, the Jocal small banks will
probably discontinue processing SBA loans and where do you think the entrepreneurs will then go...the large
banks will not be an option. If the intent of the administration and Congress is {o gradually eliminate the SBA, then
they are doing a fine job.

{ could rant about the considerable waste throughout the Federal government but | know that would be a waste of
time...I could complain that other projects that receive Federal largesse should not be rated higher...but it comes
down to this...how many jobs did the SBA loan guarantees create in the past few years.._.how many more tax
dollars were created due to SBA loans. Now...compare that to the outiays for the many Federal outlays that are
always touted in the news and only create an outlay of Federal funds with nothing “inbound”.

Thank you for listening...

Sincerely

Jerry DiFrango, CPA
Controfler

SMC Business Councils
1382 Beulah Road
Pittsburgh, PA 15235-5088
Voice: 412.371.1500 x238
Fax; 412.371.0460

Email: jerry@sme.org
Web Site: www.smc.org
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North Shore Bank

Commercial Lending Group
FAX (978) 538-7070

Fax

To: Sarah Martin From: RayDugdale, V.P.
Fax:  202-224-4885 Phone:  (978) 538-7052
Pages: 1 Date:  2/24/04

Re: Proposed SBA FY 05 Budget CC: Sen. Kemy

[0 Urgent [ ForReview [ Please Comment [ Please Reply O Please Recycle

e Comments:
Dear Senator Snowe,

As a career SBA lender, T have been witness to the tremendous impact of SBA programs. To
discourage banks from making SBA. loans by lowering the guarantee percentage, or to disconrage
small business start-up or expansion by raising fees, there would be a negative impact on small
business communities. Please keep the guarantee percentage the same as it has been for the last few
years, and please reduce the guarantee fee burden on the applicants. The administration’s proposals
would just further weaken a slow economy.

Sincerely,

- fngu.dw 4. (anﬁé —
Raymond W. Dugdale
Vice President
North Shore Bank
32 Main St

Peabody, Ma. 01960
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ResourceBank

3720 Vieginia Beach Blvd, = Virginia Beach, Virginia 23452 « PO. Box 61009 » Virginia Beach, Virginia 23466 + (757) 463-2265 « Fax (757) 498-3658

February 25, 2004

The Honorable Olympia J. Snowe

Chairman

Senate Small Business and Entrepreneurship Committse
SBA FY 2005 Budget Hearing

Statement for the Record

Atin: Sarah Martin
Via Fax: 202-224-4885

Dear Senator Snowe:

As a vary active community bank SBA lendar, | would ilke to submit the foliowing Information in support of
full funding of the SBA 7A loan program by Congress and the negative impact the proposed changes
made by the SBA will have to small businesses,

Resource Bank is a statewide community bank located in Virginia with $860 million in assets. The Bank
has PLP status for the Richmond and Wasghington, D.C, offices of the SBA. The Richmond District Office
has recognized us as the most active community bank lender for the past four years. We have also
received the highest rating from the SBA audits of our foan portfolic for the past three ysars.

We have bean making SBA loans for ten years, and over that period wa have approved and funded 250
foans totaling $53 milfion.

Our current portfolio of both 7A and Express foans totals $30 million with 160 active loans fo 120 smali
business customers. The following is a synopsis of our portfolic of existing lcans:

Ownership: 24 minority owned
32 women owned
12 veteran owned

Loan Purposa: 30 business acquisition leans
41 buginess gtart-up loans
41 capital expansion loans
1 community development losn
5 loans to businesses located in enterprise zones

Job creation: 300 new jobis
172 jobs retainad

Why SBA? Resource Bank has utllized the SBA loan program, and specifically the 7a loan program,
to allow for the development of smali businesses within our markat areas. We can lend based on what's
possibie rather than just what has happenad in the past. Bankers fraditionally base loan declsions on
historical financial resuits. The SBA allows us to base decisions on the future. The SBA allows us to make
loans with lower equity requirements than for standard commereial loans. it also allows us to make loans
to highsr-risk industries such as restaurants and convenience stores. it aliows us to finance start-ups
with no historical financial results and with limited o t gouress parsonal
guarantses, stc.), and provide longer repayment terms.
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Senste Smalt Business and Entrepreneurship Committes
SBA FY 2005 Budget Hearing

Statement for the Record

February 25, 2004

Qur Perspective on the impact of Proposed Changes:

. it is our understanding that there Is a series of changes proposed by the current administration that
cause us great concarn,

. Of the 250+ loans we have approved, fully 200 (80%) were dene so with a guaranty percentage
higher than 50%.

. Qur greatest concern Is the proposal to reduce the § g y pe ge to 50%.

. We would NOT be willing to accept the risk of financing star-ups, acquisitions, and expansions
without placing additional approval restrictions such as addlitional equity, more collateral, and other
guarantees.

. Net effect would be we would reduce SBA loan volume by af least 50% or more,
. This transiates Into the loss of over 100 existing jobs and the loss of over 180 new Jobs.

. The proposed fee changes will /8o have a chilling effect on the availability of credit due o the
higher costs that would b borne by tha borrower.

. Access to affordable capital I8 a critical concern for smali businesses, and higher fees would fimit
their access to capital that 3 affordable and could possible stall the econemic recovery.

In conclusion, Resource Bank as a community bank SBA lender believes that we use the 7(e) program ss
it is intended to be used, that we are not & spacialty "niche” lender deing exclusively larger loans, nor do
we provide just SBAExpress ioans, We help create jobs, and more importantly, we heip people achieve
the American dreern of owning businesses. Wae couid not do this to the level we have without the
assistance of the SBA's loan guaranty program.

We implore you to do what you can to preserve the program s it now stands. The aliternative wilt have 2
chilling effect on smali business owners and wii especially hurt current and fulure generstions of small
businesses throughout the nation. Smail business is one of the sngines that drive the American aconomy
through Job growth and business expansion. Please help ansure that 2 vital part of that engine is not
legislated Into extinction.

Sﬁ
—

William C. Gill
Vice President



January 20, 2004

The Honorable

Brian Baird

13.8. House of Kepreseptatives
120 Union Avenue, Suite 105
Olympia, WA 98501

Dear Congressman Baird,

1 am writing to thank you for your continued support and inform you about the opgoing activities of the U.S.
Export Assistance Center in Portland and its efforts in support of Southwest Washington firms in international
markets. As a combined office of the U.S. Department of Commerce’s U.S. Commercial Service and the U.S.
Small Business Admipistration, we work closely with small to medium sized firms throughout Southwest
‘Washington and Oregon to assist their international marketing activities and trade financing needs.

In FY 2003, our efforts with companies in our database of over 1700 Oregon and Southwest Washington firms
resulted in our office facilitating export transactions worth more than twenty-five million dollars and arranging
four million dollars of SBA guaranteed financing which supported an additional eight million dollars in export
sales. Our clients include companies in your district ranging from Harmony Soap Works in Pacific Beach to
CPDI in Vancouver. While Washinglon’s economy continues to recover, export-related production bas
continued to support growth and jobs in communities throughout the state, We are always ready to provide our
counseling, market research and trade financing services to interested companies and would welcome the
opportunity to work with your office on any type of outreach activity to alert the business community to
international opportunities and our agency resources.

As you are all too well aware, the impact of intemational trade in Wuhmgton is very often negatively
perceived. To assist in countering this § ion, we have attempted to recognize small companies throughout
the state with an Export Acbievement Certificate that informs the community that local companies can be
successful in international markets. We had the honor of your participation in a ceremony recognizing
Harmnony Soap Works in Pacific Beach last yesr. We would hope to work with your officc and one of our
-partners, the Export Council of Oregon and SW Washington, to identify additional potential rectp:ents in your
district. If your schedule permitted, we would also hope to request your (or staff) participation in an award
ceremony in cooperation with the recipient.

T would like to wish you all the best in the New Year and look forward to working with you in support of
Washington’s exporters,

Sincerely,

Seott Goddin -
Director
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UNITED STATES SENATE COMMITTEE ON SMALL BUSINESS AND
ENTREPRENEURSHIP
Hearing: "The President’s FY2005 Budget Request for the SBA"
February 12, 2004 at 9:30 a.m.

Testimony Submitted By
TOM HAMPSON, EXECUTIVE DIRECTOR
ONABEN -~ A NATIVE AMERICAN BUSINESS NETWORK
11825 SW Greenburg Road, Suite B-3
Tigard Oregon 97223

Madame Chair, Ranking Member Kerry, and Members of the Committee:

Thank you for the opportunity to once again provide testimony to the Senate Committee on Small
Business and Entrepreneurship.

On behalf of the Board of Directors of ONABEN - A Native American Business Network, I am writing to
express our concerns regarding the Bush Administration’s proposed 2005 budget for the Small Business
Administration. In May of 2003 I had the honor of providing testimony to your committee on the Native
American Small Business Development Act.

During that hearing, I was impressed with the testimony of SBA Associate Deputy Administrator for
Entrepreneurial Development, Kaaren Street, in which she articulated the agency’s expanded vision for
serving Native American entrepreneurs. In her testimony she announced the intention to appointment a
National Director for Native American Outreach and said, “I'm certain we all agree there is a definite
need for additional economic development services within the Native American Community.” Ms. Street
stated the SBA had a vision for .. .providing the appropriate tools to promote self-sufficiency and job
creation in our Native American community.” The initiatives that the agency supported as part of this
outreach effort were being done because the agency recognized that the Native American community was
a “traditionally under served segment.”

We do not need to review the record documenting the truth of which Ms. Street spoke. Together we have
worked to try to fill the existing gaps in service delivery to Indian Country with 8BA and through our
work with your committee on the Native American Small Business Development Act. The needs of the
Indian community and the fact that the SBDC’s, SCORE, and other core SBA programs are not able for
resource and cultural reasons to fill those needs is well documented in the record and does not need
restatement.

What is worth repeating is that SBA has been a critical part of our efforts at ONABEN - one of the few
programs that exist today to serve the entrepreneurial needs of Indian Country. At various times over the
last fourteen years, ONABEN has availed itself of the 7-J, PRIME, Women’s Business Center, SBDC
programs and has received strong SBA staff support at the District, Regional, and National levels. While
the funds that support these programs have never been consistently available in amounts sufficient to
meet the needs, without them, ONABEN likely would not have survived. This is the reason the Native
American Small Business Development Act is so critical to addressing the existing service gaps.
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Testimony of Tom Hampson, ONABEN
February 12, 2004

We find it quite puzzling, if not hypocritical, that the Administration would now suggest that these
initiatives be abandoned and that the agency could backfill these services with programs that were, by
their own admission, inadequate to serve Indian Country. It is especially ironic given that the
Administration is proposing to make even fewer resources available under the 2005 Budget.

It is imperative that we work together to keep the Native American Outreach program in tact, return the
TBICS, fully fund existing programs, and implement the new initiatives outlined in the Native American
Small Business Development Act. This must be done if SBA is to keep their word and if we are to keep
the momentum in programs in which ONABEN and other programs have shown will result in extremely
positive returns for funds invested.

Thank-you.
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Eebruney 24, 2004

The Honorable Olympis I, Snowe, Chuirmun

Senate Small Business and Entreprencurship Commitize
SBA FY 2005 Budget Hearing

Smtement for the Record

Dear Chairman Snawe;

1t i very impostunt that the SBA 7(1) progrum be relnstated a8 it was before the program wag shut down and the cap
was placed in January, The shut down and cop have greatly impacted our borvowers and their businesses, When the
shut down occurred we were within hours of having several Joans approved by several SBA District Offices, These
tonng were nzeded 1o purchuge new busi s weell ay refi exivting debt whish would gremtly Improve cash
flaw for our borrowers and to allow them to expand their businesses. By being ablc o refinunce debt through the
SBA, a borrower will often save up 10 40% on Its monthly cash flow, Some of these laans we have been nble to
place in the 504 program but there are some which were not eligible for 504 financing, Therefore these loans have
hud (o be declined,

The ioan volume reportedly exceeds S600MM which thereby demonstrates the demand for pecess 1o pigeybaek loans
and loans over $750,000.

1§ the Adminfsration moves forward with the proposed overhaul of the 7(a) program Into ane which closely
resembles the SBAExpresy program with 4 50% yuuranice, the smull businesy community will be greatly impacted as
the major 7(a) fenders will move out of the program lenving It largely to natienal banks who are only Interested In
funding very small SBA loans o meet CRA requirements, These institutions sre not interested in SBA lending for
the long term, snd the progrem boeomey very vitlnerablc to the eredit whims of the urge banks,

‘The lendlng institutions that have devated the time and manpower aver the years Inta learning and supporting the
SBA and Its programs are the ones that are belng penalized by the proposed changes. We utilize the 7(a) program
for startup companies, growth companies and matre-dectining companies who are re-inventing themselves, We nlso
use the 7(x) program for single-purpase propertics such ag molely, canvenience slored und cur washey ~ indusiriey
thut struggle for secesy to loan funds and usually exceed $750,000.

The lenders are not opposed in genera! to 4 zero subsidy of reduced subsidy progrum; but it must be done inu
manner that malntins the integrity of the program and the marketabliity of the program for the lenders 1o Its
borrowsrs, The 7(4) progrum is enc of the fow governmmcnt progeams that generate a mersurable impact on the
growth ol smull businesscs nationally; uli for only v 1,06% subsidy.

Please consider the negative impact the overhaul of the 7(a) program will have oo small business awners, borrawers
and lenders alike. We ask that you consider the reinstatement of the SBA 7(0) program to fts arigina! state, remaving
the cap of §750,000 and allowing the reinstatement of piggyback loans,

Respectfully,

e s

SBA Processing Maneger
Comimunky South Bank
Knoxville, Tenncsses
B65-54641176
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625 5, Gay Srreet, Sulte 450
Kneneville, TN 37902
Phine: (865) 546-1176
Fox: (865) 546.9726

February 23, 2004

Seaarar Olympia J. Snowe
Chairmin, Seaate Small B

iness and 15 hip C

2 ¥

Res SBA FY 2005 Budger Hearing
Dear Seoator Snowe:

Tam w:icmg 10 express smous goncern 1o the recent changes to the SBA 7(0) program, and slio
t the proy hanges goiag f d. As you ure swwze, the seqent 7{) shuidown and subscquent
rarstorism on piggybnck Gnancing has seversly limited access to capital for innumcsble small
business owners throughout the countsy, The restrictions to the 7() program have coused smudl
business ownees and lenders alike to shift focus to other gavernment guarunteed rograms. The
problem is the vast majodty of other faancing programs de not meer small business owners' needs
Iikc the 7(:) progeam could, Capping the 7(1) progeams at §750,000 hny had # dircer and absolute
negatve impact for small business swners in gcod of finuncing for renl esmiz ucquisitions,
pausions, and tefinancing, woong sevesil ather purposes. Other programy, such s the 504, have
much more tostricdve lending guidefines aud complemly provent smull business owsers from
obmining working capital ncemss. In addision o p ing amall business owncrs from ebining
capital, progeims such 18 these lnvolve & much more cumbersome progess and ate ot aearly as
prafimble from 5 lending standpoint,

Although the zeeent shurdown to the 7(0) progmnt denied 8 reported $600,000,000 o oall
business owners, my cosenzn les with the changes to the progmm poing forwnrd, 1If the
Adminjstmtion maves forwnrd with the proposed overhaul 1 the progoum whereas guamnties will
be reduced to 50%, it will force many lenders away Gom the program almost immedintely, a3 the
small 1o intormediare lenders eannot risk this of e Furt the leading
iosdmtdons that will pzoc::d withi 2 50% guacanty will choose 50t 1o make loans of any sipnificant
size, effcetvely somatag the same problem thut we altcady have, The Icndmg institations that have
devated the tme and respurces through the yeas ine lmmnb xmd supporiag SBA and its progeums
are the very ooges that axe being penalized by the prop ges. | do not sec the proposed
chitnges a8 any type of solution, At somc poiar, cvery small business thzoughonr the gouniry is
going to be affeeted by the restreton of necess to cnpital.

Thank you for giving lenders sueh as myself an opporiunity to voice concern,

J AL
Alin ], Hice
Ausn, Vige President

Sincerely,
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Statement of Pete Homer Jr., President/CEQ
National Indian Business Association
Washington, DC

Statement to the Senate Committee on Small Business and Entrepreneurship
"The President's FY2005 Budget Request for the SBA”

February 12, 2004

Thank you, Mr. Chairman and members of the Senate Committee on Small Business &
Entrepreneurship and the Senate Committee on Indian Affairs. On behaif of the National Indian
Business Association (NIBA), I would like to thank you all for the opportunity to testify today
on this very important legislation, the “President's FY2005 Budget Request for the SBA”. NIBA
looks forward to working with this Comumittee to ensure that the critical programs and initiatives
authorized and supported by this body are funded at levels which will ensure their long term
effectiveness.

My name is Pete Homer, Jr., a Mojave Indian, enrolled member of the Colorado River Indian
Tribes of Arizona. I serve as the President and CEO of the National Indian Business
Association, a National Trade Organization established in 1992 to promote Native American
Business development through education, communication and advocacy. NIBA represents
24,000 Native American owned businesses nationwide. Our mission is to stimulate business
development, job creation and economic activity within Native American communities.

On February 2, President Bush proposed a $2.4 trillion budget for FY 2005 that included level
funding and numerous decreases for Indian programs, including the proposed elimination, for the
second year in a row, of Native American outreach programs at the SBA. In 2002, the Bush
administration dismantled SBA’s only Native American outreach program — the tribal business
information centers (TBIC’s) — and for the last two years has proposed to eliminate all Native
American outreach at the SBA.

As you are aware, socio-economic statistics pertaining to Native Americans remains grim. Even
today, many Native American businesses are still without adequate training and technology to
compete and do business with the private sector and the federal government. Yet in spite of this,
there are some bright spots on the horizon for Native American Business development. The
explosive growth and demand for information technology and business e-commerce continues.
Overseas businesses often fill the void in US based information technology businesses, while the
potential resources of Native American businesses on and off Native American reservations are
overlooked. Among the problems cited by Native American businesses is that there are few
training and technical assistance centers, mentor or incentive programs that focus specifically on
assisting the development of Native American businesses. It is this void that drives NIBA to
bring this issue to the forefront.

Sustainable small business development in Indian Country remains as the engine for new job
creation and economic growth. Given the current fragile state of the economy, this is no time to
further weaken much needed small business resources. Increasing funding for outreach programs
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for Native American can create a bright future for Indian Country, if given a chance. It will
increase Native American participation in SBA programs such as Tribal 8(a) and HUBZone
programs. The current jobless rate in Native communities is between 45 percent and 80 percent,
incomparable to the U.S. national average of 5.6 percent. The earning capacity of Native
Americans lags behind that of other Americans, and in this day in age this should never happen.
NIBA strongly believes that job creation through small business development is the key to
lowering this jobless rate. If there are no outreach programs at SBA, that service the Native
American population, then how are these aspiring entrepreneurs supposed to compete? If there
is no money set aside in the President’s FY 2005 budget for these programs, then there will be a
major disservice to Indian Country and its aspiring entrepreneurs and current small business
owners.

The re-establishment of Tribal Business Information Centers (TBIC’s) in Indian Country would
serve as the central focal point for training, technical assistance, education, e-commerce
development programs and technical assistance services with the goal of expanding the number
of Native American businesses and creating jobs for Native Americans. To cut or reduce
funding for Native American outreach programs at SBA, is to lower the chances in Indian
Country for job creation and self-sufficiency.

Chairman Kerry and Senator Snowe, we thank you, and other members of the Commitiee.
Thank you for allowing me to present testimony on behalf of NIBA. NIBA appreciates the
Committee’s consideration of its views. 1 would be glad to respond to any questions the
Committee may have.
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HUBZ

CONTRACTORS NATIONAL COUNCIL

February 23, 2004

To: U. 8. Senate Committee on Small Business and Entrepreneurship
Subject: For the Record Comments on the SBA’s FY 2005 Budget

The SBA’s FY 2005 budget submission continues the trend of inadequately funding the
HUBZone Program. During these times of the “jobless recovery” from the recent recession,
HUBZones have been hit harder than the more prosperous areas of our Nation. This Council
cannot understand why the Administration has proposed $6.6M for FY 2005 which is down from
the FY 2004 level by 7%. We understand in times of fiscal restraint all spending must be closely
controlled. However, we note that several other SBA Procurement Opportunities Programs
received significant increases for FY 2005. These are shown in the table below.

Program FY 2004 ($M) FY 2005 (SM) % Increase
8(a) Program 34,794 37,636 8.2
Small Disadvantaged Business 5,061 5,383 6.3
Subcontracting Program 6,493 7,070 8.9
BusinessLinc 139 149 7.2

Just as troubling as the continued downward trend in HUBZone funding is the absolute value of
HUBZone funding. Today there are over 9,000 certified HUBZone firms. The FY 2005 budget
proposes only $740 per HUBZone certified firm. Similarly, today there are only 7,309 certified
8(a) firms. The FY 2005 budget requests $5,149 for each 8(a) certified firm! Accordingly, the
SBA spends seven times more on each 8(a) firm than it does on each HUBZone firm!

The SBA is willing to spend seven times more on 8(a) firms than on HUBZone firms while year
after year the Federal Government misses its statutory minimum level of HUBZone contract
awards. The HUBZone goal for FY 2003 and beyond is 3% of total contracting dollars.

FY 2002 is the most recent year for which data has been published. In FY 2002, the Government
achieved .71% in HUBZone contracts--less than one quarter of the current goal—yet HUBZone
funding is reduced in FY 2005. The HUBZone Program is about jobs! It is about jobs where we
need them most—where unemployment is particularly high or wages paid are particularly low
and poverty persists decade after decade. By targeting Federal HUBZone contract awards to
America’s HUBZones, we can make a big difference and dramatically improve the quality of life
for millions of Americans!

We urge the Congress to increase HUBZone funding to $15M for FY 2005.

3213 Buena Vista Terrace SE, Suite 1, Washington, DC 20020
(703) 963-7595 (240) 465-0418 fax
www.hubzonecouncil.ora hubzonecouncil@aol.com
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THE JSH GROUP, INC.
P. O. Box 1164
PARKER, COLORADO 80134

JAN SANDHOUSE HURSY, PRESIDENT
303-813-1744

ssHeoLusa@aoL.com

February 11, 2004

The Honorable John F. Kerry

U.S. Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

Washington, D.C. 20510

Dear Senator Kerry:

In reviewing the recent 2005 budget request submitted by the President, | was disturbed by a
change in reference to SBA's deliverance of assistance to smail business exporters in the U.S.
The SBA’s FY05 budget request has eliminated the fine item funding for SBA Trade Finance
Specialists in the U.S. Export Assistance Centers (USEAC). 1strongly feel the elimination of
funding for SBA's international Trade Finance Specialists, who provide critical technical
assistance to lenders and exporters, would adversely impact access to capital by
American exporters and thereby diminish their competitiveness in foreign markets. Having
nearly twenty years of experience in trade finance, { can assure you that it is a highly specialized
area, and one not likely to be effectively filled by personnel without extensive knowledge of its
specialized characteristics.

The narrative in the budget makes it clear that SBA intends to deliver trade finance assistance to
small business exporters and lenders desiring to learn how to participate in SBA’s trade finance
guarantee programs through Small Business Development Centers, Women’s Business Centers,
SCORE and the SBA District Offices. While Smaill Business Development Centers (SBDC),
SCORE, Women's Business Centers, and even SBA District Offices may provide useful technical
assistance as business generalists, unfortunately they do not have the necessary technical
expertise in trade finance.

United States Export Assistance Centers (USEACs) were established to assist U.S. small and
medium-sized exporters (SMEs) in entering or expanding in foreign markets by making it easier
for exporters to obtain necessary information and assistance. These offices house the
Commercial Service of the Department of Commerce, along with the trade finance specialists
from the SBA in several locations. This "one-stop " approach to assisting exporters has been
very successful and has made it easy for American exporters to access needed information in
one location. In FY 03, SBA personnel in the USEACs nationwide facilitated $488 million in loans
to over 1600 American exporters. Those exporters have reported over $1 billion in export sales.

District Export Councils {DEC) are organizations of leaders from the local business community,
appointed by the Secretary of Commerce, whose knowledge of international business provides a
source of professional advice for local firms. DEC members have worked closely with the
government agencies housed in the USEACs to supplement the resources available to American
companies that are entering or expanding their export market. As a result, DEC members can
verify that SBA personnet in the USEACSs are a critical component of the export process, as they
assist SMEs in obtaining essential working capital to facilitate their export saies.

Today the U.S. has a record trade deficit. More than 96% of the U.S. exporters are smali or
medium-sized businesses (SMEs), and access to working capital is more difficult for these
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exporters. it is essential that the U.S. government provide assistance to SMEs to increase
exports, and the current USEAC structure, including SBA's trade finance personnel, is the most
efficient source of the expertise needed to compete in world markets.

As Chair of the Rocky Mountain Export Council, as well as a trade finance professional, |
urge your support in retaining the funding for SBA’s continued participation in the
USEACs.

Sincerely,

Jan Sandhouse Hurst

President

The JSH Group, Inc./TradePros international

Chair
Rocky Mountain Export Council
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RJ Engineering Systems
]
Glsbal Tuduwstrial Selutions

Feb 12,2004

The Honorable John F. Kerry

Ranking Member

US Senate Committee on Small Business & Entrepreneurship
428A, Russell, Senate Office Building

Washington, DC - 20510

Tel:  1-202-224-8496

Fax: 1-202-228-1814

Sub:  Value of SBA, Expert Services

Dear Senator Kerry

We are a small business in Cedar Rapids, fowa. We are a 100% export company. We
offer custom solutions for oil and gas industry. Our core strengths are controls &
automation, special metals and process packages.

We are running into 7% year of our operation. We were also active with in the domestic
market in USA till 2001. We had to phase out our domestic operation because of the
soft economy. We then restructured into a 100% export unit.

We received enormous help from SBA in ouwr restructuring plan. The US Export
Assistance Centers have highly trained and accomplished individuals, They guided us
every step of the way to help secure our financing.

We have dealt with other agencies also in past such as SBDC, SCORE etc.. In our
opinion, USEAC possesses the skill set so essentially needed for our kind of business.

RJ Engineering Systems, inc.,
849, 33 Avenue, SW
Cedar Rapids, Iowa - 52404, USA
Tel: Day 319 396 5470, Eve 319 390 4322
Fax: Day 319 396 5464, Eve 319 390 3408
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s esrrear—
RJ Engineering Systems
[
Global Tndustrinl Solutioms

Feb 12,2004
To sum up, our business grew 50% in exports from 2002 to 2003 (Year 2003 revenue,
USD 2.275 million). We could not have done it with out the help of SBA, Export

Assistance Centers. Thank you, please feel free to ask if we can offer any additional
information.

Sincerely.

Rakesh Jain, President



215
. i m
pT ECH

Chairman
Oregon District Export Council
U.S. SBA: U.S. EXPORT ASSISTANCE CENTER
One World Trade Center, Suite 242
121 SW Salmon Street
Portland, Oregon, 97204 USA

Tuesday, February 10, 2004
RE: Export Finance Support

IPM Tech will celebrate our 10® year of being in business later this year. We specialize in the research and
development of insect pest management products. We are focused on developing technologies that manage
insects by manipulating their behavior. These products use pheromones and other attractants. IPM Tech is
recognized globally as a scientific leader in this field, and we have been awarded over $3.1 million since
1998 in Small Business Innovation Research grants from USDA, NIH and the US Army.

Like many technology companies, IPM Tech is very capable in science, and less skilled at the business of
business. The company is thinly financed and our business model does not easily {it the standard
framework required by the few banks that still work with small business. Our products target agriculture
and forestry markets with seasonal cash flow. Unlike many small businesses, IPM Tech is very active in
export markets and about 35% of our revenues are derived from foreign markets, including Europe and
Africa. These exports contribute significantly to the sustained employment of seven full-time and four part-
time staff in Portland, Oregon and two full time staff in Raleigh, North Carolina. The company is growing.

Since 1999, IPM Tech has been fully supported by the Export Finance Manager from the US SBA Export
Assistance Center in Portland. We have had one SBA-guaranteed Export Working Capital loan through
Key Bank in 1999, and two SBA-guaranteed Export Working Capital loans through Albina Bank in 2001.
These loans made it possible for IPM Tech to export over $400,000 of product to Africa and Europe. IPM
Tech would not have been able to get this financing without comprehensive assistance from the Export
Finance Manager. This SBA officer spent considerable time leading and helping both IPM Tech and each
Bank with the process. We had help in assembling the financing team, completing the forms, and
completing the package. With the second two loans, we were against a very tight delivery time table, and
the Export Finance Manager made sure that our application did not get lost at the Bank or within SBA. This
is the only project financing that IPM Tech has obtained to date.

There are very many small companies like IPM Tech. Companies that have technical excellence and less
experienced management. These companies are an important engine in today’s economy, and a critical
foundation to future economic growth. But these companies do not have skilled financial officers, or
business structures that facilitate easy financing. I cannot emphasize too strongly how important the SBA
Export Finance Manager has been to the ongoing survival and growth of my company. I strongly encourage
Congress and the SBA to continue funding this program.

Please feel free to call me at any time if you want to discuss this letter (503-819-2269, cell).
Sincerely,
Philipp Kirsch

President and Entomologist
pkirsch@ipmtech.com; www.ipmtech.com

4134 N. Vancouver Ave., Suite 105 Portland, OR 97217 503-288-2493 www.ipmtech.com
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February 10, 2004

The Honorable John F. Kerry

U.S. Senate Commitree on Small Business and Entreprencurship
428A Russell Senate Office Building

Washington, DC 20510

Dear Senator Kerry:

As a member of the Missouri District Export Council, I must confess that I was upset to leam that
there is consideration in Washington to remove the SBA offices from the U.S Export Assistance
Centers (USEAC). Simply put, this is a catastrophe waiting to happen. NO ONE knows sraall
business financial need like the SBA, and there is no greater “partnership” berween government
and small business than having the SBA’s resources available to businesses at the local USEAC
office.

1L Small businesses and small business groups utilize the U.S. Export Assistance Offices as a
meeting and focal point for international business development. Segregating the
international Finance Office from this activity would increase the burden to small business
and small business groups. Having a “one stop” shop or location increases the exposure of
business to our government agency partners and promotes the expeditious completion of
projects.

2. Small businesses typically do not have the resources or time t0 meander through the maze
of government agencies. The common shared location and efforts towards international
business development provides a more centralized means of coordinated project focus and
management. Segregaring these shared efforts will have a negative impact on small
business resource management.

3. From my experience, the US Export Assistance Office staff work closely with the SBA’s
International Finance Specialist to expedite timely information to ensure the successfil
completion of projects. Without this close internal working relationship, projects are
almost impossible to coordinate and complete.

4. Interpational Finance is completely different for the small business community than typical
SBA programs. Specifically, the Export Working Capital Program requires a specific skill set
and expertise that is not available with other business support groups within the business
community such as 8.C.O.R.E. Many of these organizations have great intentions.
Unformnately having great intentions does not necessarily place the small business exporter
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any closer to the reality of developing a business plan and then executing the crucial phase of
funding the projects.

5. The International Finance Specialist needs to be a part of the pulse of what is going on a
global, regional and local business level, The USEAC offices serve as a central command or
hub of information related to small business export opportunities. It is their day to day
interaction with the SBA’s international Finance Specialist that provides an environmeunt that
offers small business with crucial timely intefligence within the global economy.

6. Small businesses cannor afford the risk of meking poor decisions with their export projects
development. Neither can they afford making poor decisions regarding export financing. It is
the combination of skill sets provided by the USEAC and SBA offices in one location that
ensures that the small business owner is provided with the common support and assistance
they need to succeed in international business.

My company has been in business for 78 years!! My company utilizes and NEEDS the assistance
of the SBA, the U.S. Foreign Commercial Service and the U.S. Department of Commerce to help
us stay in business for the NEXT 78 years. The service provided by these agencies CANNOT be
replaced...period! Believe me, I have tried a number of other resources, but NONE have proved
as reliable or as effective.

Senator Kerry, I am not certain whether or not our government agencies really listen to the small
business community. I can tell you that in my personal experience, the USEAC and SBA

International Finance Specialist “team” does listen. They have been there to provide timely
support and information that has allowed us to make sound decisions.

Knight
PlayPower, Inc.
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412.231.8441

Basic o
Busitess | |

February 25, 2004

U. S. Senate Small Business Committee
Olympia Snow, Chairman
John Kerry, Ranking Member

Re: SBA Budget Hearing

Dear Senators:

Continued, sustained economic recovery depends on the health of srall business.
The health of small business requires a viable SBA Program. Viable means both
adequate funding and accessibility. This means an SBA Budget sud subsidy funding that
Support:
- Full 82,000,000 per borrower loan program at a 75% guarantee rate;

. Technical support services in regional locations;
. Fees and costs charged to the lenders and borrowers the same or less than they
were in 2003;
. Full restoration, to 2002 level, of all aspects of the 7A, 504 and Export
Lending guidelines.
As president of Basic Busi Concepts, Inc., a firm that provides a chief’

financial officer function to small companies, I work with as many as fifteen small
businesses at a time and hear their concerns. T am also part owner of a flashlight
manufacturing company in Pittsburgh, Pennsylvania.

Sincerely,

il biKomise.

Marilyn D, Landis

700 River Avenue, Suite 336 « Pittsburgh, PA 15212
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CALIFORNIA OAKS

TATE BANEK

February 19, 2004

VIA FACSIMILE
The Honorable Olympia J. Snowe 202-224-4885
Chairman
Senate Small Busi and P hip Co
SBA FY 20035 Budget Hearing
Statement for the Record

Attr: Sarah Martin
The Honorable Olympia J, Snowe:

California Osks State Bank is a small, independent comimercial bank with assets under
$100 million, We are located in Thousand Oaks, California, in Ventura County,
northwest of Los Angeles. I, personally, have been involved in SBA Lending for 30
years.

Last year (12 months through 9/30/2003), the Bank closed 25 SBA loans. This volume
included 11 LowDoo loans and 8 SBAExpress loans. Our average SBA loanis
approximately $150,000. Loan proceeds were used for start-up expenses, expansion,
working capital, machinery and equipment, and the acquisition of existing businessss.
None were used to purchase commercial real estate, which I consider a lower-risk type of
lending. Tn my opinion, we use the SBA programs for the purpose it is intended, to
provide capital to small business owners that is not available under traditional lending
Programs.

We chose to utilize the LowDoc program for the 11 loans closed due to the higher
guaranty (85%) available, rather than the SBAExpress program. Ofthe 11 LowDoc
loans, | can truly say that 6 would NOT have been made with a 50% guaranty. Ofthe 6
loans made, one was to a woman-owned business that started her own photography
business in Thousand Oaks.

1 would be in support of restructuring the SBA Loan Programs to achieve a zero subsidy
rate. However, I don't support a maximum 50% guaranty program. This would simply
be throwing the baby out with the bath water. It would close the door regarding an access
to capital for small business owners that truly need the assistance for non-real estate

purposes.

I believe that the SBAExpress program is being primarily utilized throughout the industry
to provide capital to small business owners based on a credit-scoring basis. In other
words, it is more character and high-credit score driven and available to a very small
percentage of the business owners that need it. 1t does not clearly represent an access to
capital for the average small business owner for the purposes listed prior.

5q WEST HILLCREST DRIVE, THOUSAND OAKS. CA 91360 TEL 66774 FAX

MEMBER FLIC
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My better idea would be to base the guaranty rate on the risk involved. For example, the
50% guaranty rate is fine for SBA Joans used for the acquisition and refinancing of

ial real estate. H , I strongly feel that we need the 85% rate for working
capital that is not real estate related, We are able to use a formula for determining the
maturity of SBA loans based on the use of proceeds; 1 am certain that we can use a
similar formula for determining 8 guaranty rate based on use of proceeds.

1 strongly feel that this type of stracture would still provide an adequate source of capital
for our small business corrumumity. Thank you for your time.

Sincerely,

CALIFORNIA OAKS STATE BANK
LR

Frank E. Lomel

Vice President

SBA Manager

Ce:  The Honorable Lois Capps  Via Facsimile 805-730-9153
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EXPORT COUNCIL OF OREGON
&
SOUTHWEST WASHINGTON

The Honorable July 7, 2003
Peter Delazio

U.S. House of Representatives

151 West 7%, Suite 400

Eugene, OR 97401

Dear Congressman DeFazio:

Tam writing as the Chair of the Export Councif of Oregon and Southwest Washington to request your assistance on aa issue of critical

to small and medinm-sized in the region. Specifically, I want to solicit your support for retaining a line item In
the Small Business Administration’s (SBA) 2004 budget that coptinues the funding for SBA export finance specialists in the multi-
agency U.S. Export Assistance Centers (USEAC’s) located throughout the United States,

Our Ccuncd vs madc up of leaders from the local business community, appointed by the Secretary of Cornmerce, whase knowledge of

ides & source of p jonal advice for local firres. In this capacity, owr Council members work closely
with the United States Expon Assistmee Ccntexs in Portland and Seattle to nssist American corpanies in entcring or expanding their
export markets, These ofﬁces contain representatives from the SBA and U.S. I of C ’s Ci ial Service that,
along with other ies, have p to assist small and medinm sized exporters. The SBA staff in these offices
support small expotters in the Pacific i from Alaska to M
One of the main agencies located within the USEAC is the Small Busi Admiaistration. Their specialists offer working capital and
trade finance programs that are often critical to smali busis for complering export i With i i lidation in
the banking industry and credit decisions made elsewhere, these programs and the ability of SBA rep to act us ad
for bankable “deals” with an SBA Tepayment guarantee serves a vital rofe for our local companies. The SBA rep ives are also

experts in other government and private sector financing and insurance options and, as such, offer a resource that enhances funher the
ability of our local firras t compete internationally.

The budget line item that we are seeking to have rejastated has been included in SBA’s budget for the past five years. In fiscal 2003,
this line jtem ($3.1 million) for SBA participation in the USEAC was elimirated in joint conference, despite being included in both
House and Senate budget proposals. Without the line item, it is our understanding that the SBA Representatives in the USEACs will
be retumed to the local SBA District Offices and assigned duties unrelated to trade finance. This will resull & in termination on the SBA
tole in the USEACs and impact adversely our smali business exporter’s access to capital.

With our record-breaking trade deficit and high unemployment, we should not work to further hamstring our most dynaniic, job~
creating enterprises, In FY 2002, SBA USEAC Representatives facilitated over $200 million in loans to American exporters, who
veported over $600 million in export sales — 2 worthy track record. In Orcgun aione, it zs esumawd that over five thousand firms are
engaged in exporting that meet SBA’s definition of a small to medi of this finc jtem will help 10
assure their continued success in global markets.

T hope that we might count on your support. Thank you for your consideration.

Sincerely,
A

o

Thomas Lowles
Chair
Export Council of Oregon and S.W. Washington

One World Trade Center 121 SW Salmon, Ste. #242 Portland, OR 97204
Phone; (503) 326-3001 Fax: (503) 326-6351
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KWAPLAH INTERNATIONAL, INC

Procurement & Int'l Development Consultant Services
425 S.W. Madison Avenue, Suite U, Corvallis, Oregon 97333 (USA)

ot Service Agent Telepbone (S41) 757-6546  Fax (541) 752-6432
Focuremant Service E-mail: Kwnphmmmom(l@mm.mm
February 10, 2004
The Chairman
Oregon District Export Council

US Export Assistance Program, SBA
One World Trede Center, Suite 242
Portland, Oregon 97204

Chaignan:

1 am the owner of Kwaplah International, Inc., a disad ged and minority owned small business
that provides international procutement aod development consulting services, predominantly to
African countries. I established this firm in 1993 while attending at Oregon State University. One
major obstacle that T faced over the years was the lack of sufficient working capital to finance export
procurement projects. | contacted several banks end almost all of them refused to provide significant
credit line to execute any meaningful projects despite the fact that these projects were funded through
the World Bank, UNDP and USAID. The lack of adequate working capital impeded our growth until
two years ago when I contacted the Export Finance Assistance Program in Portland, The SBA Team
came to my office and we discussed in detail what I needed to put in place in order to qualify for the
export assistance program. We identified potentisl banks thar have good historical working
relstionships with minority and disadvantaged startup businesses. Within couple of months, we were
able to obtain s commitment of $350,000.00 to finance our export operations. Copsequently, our
revenue grew nearly 300% last year and we employed three procurement assistants. We anticipate our
export revenue to exceed $1.2M dollars in FY04.

Therefore, the services provided by the staff of Export Assistance Center in Portland have been
extremely beneficial to business like ours. Without the assistance of this program in linking us with
the appropriate institutions and guiding us through these processes, our business would have failed. It
is vital that the Export Assistance Office in Portland remains opened. I am writing o appeal to the
Council to keep the Export Assistance Center in Portland opened. Thete are may startup businesses
that need the services provided by this office such that its closure with adversely impact them
specifically, but also the economy of Oregon at large.

1 hope that this appeal will be granted due consideration and if you need any further information,
please do not hesitate to contact me at your convenience.

Best regards.

Si ‘yours$
heflock B. Mahn
President

We Provide F & Intl D P
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ENTERPRISE
DEVELOPMENT
CORPORATION

February 10, 2004

Senator Jobn F. Kerry
Rankmg Member

ittee on Small Business and p hip
424B Russell Building
Washington, DC 20510

Re: Letter of Support SBA BusinessLINC Program

Dear Senator Kerry:

Tbank you fot the oppmnmty to submit this information concerning Enterprise Development Corporation’s
(“EDC*) i of the B LINC program in South Florida and to share with you the resulis of almost
three years of program impl ion. EDC leads & coaliti isting of many of the local economic development
O 1 and jons to provide BusinessLINC services to our area. As a non-profit

organization that facilitates the creation and growth of emerging companies, EDC is deeply committed to the growth
and economm v:abxlxty of our mgmn We are a public/private partership actively engaged with the Joca! business

ies such as Office Depot, Citrix, AstoNation, BeliSouth and KPMG who
serve as members of our Board of Directors. Alse serving on our board are bers of the acad

representing the local colleges and universities including Florida Atlantic University, Florida International University,
University of Miami and Nova Southeastern University. These members have played a larger part in BusinessLINC
by providing access to professors and students who assist the protégé company with product development through
their colleges of engineering, b and medi

We have been administering this program since September 2001 and were one of just a few organizations to
receive a third year of funding in September 2003. Through December 31, 2003 we have established 162 linkages
between mentors and protégés, Protégé panies have i d revenues $7.6M, created and retained 623 jobs,
raised 17.8M in capital, received 3 government contracts and 4 contracts have been entered into between mentors and
protégés for a total doilar value of $950,000. This information reflects traditional economic development indictors we
use 1o measure our program performance We also refer pmtégés to our local SBDC regarding 8(a) certification and
SBA loan apphcauons The pnmary goel of this initiative is 1o eﬁ'ecuvely reach out to the underserved, ceonomically

This coalition is comprised of many varied and geographically dispersed service
and educational organizations through out the South Florida area. Working together through this initiative we are able
to reach a broader and more diverse audicnce. Our protégé pool consists of entreprencurs from South Miami Dade
County throughout the Treasure Coast. Ofthe 162 linkages made, S1% arc disadvantaged businesses with 24% of
these located in Hub or Enterprise Zones. Of these disadvantaged businesses 40% are women-owned, 5% are Native
American owned, 24% are Black owned, 21% are Hispanic owned and 10% are Other minority owned.

To follow are some examples of aciual protégé performances throughout this program.

Contracts between Mentors and Protégés ( ali three sre minority owned)

*  Cornerstone Paving -The protégé was ded 2 with B d County through their minority
certification program totating $800,000 as 1 sub contractor to their mentor.

e J&J Lamar Construction ~ This protégé is located in an Enterprise Zone and through their mentor, Centex
Rooney they have become 2 subcontractor for one of their contracts totaling $150,000.

o Office Gap — This protégé is a Native American woman who has deyeloped software that assists larger
institutions such as hospitals and schools in the retirement of their assets. She entered the program fo receive
with Intell ! Property p jon for her product and on how 1o negotiate a software contract with a
third party. She also wanted a mentor from 2 hospital that could evaluate her software and provide pilot testing of

3701 FAU Boulevard Building Science and Technology Enterprises $61.620.8494
Suite 210 Fax: 561.620.8493
Boca Raton, FL 33431 www.edc-lech.org



224

her product. The North Broward Hospital district was assigned as her mentor. They have entered into an
2 and are impl ing her af & couple of their hospitals.

Capitsl Raised, Government Contract and SBIR
.

Nova Vision —This protégé company offers vision therapy to reduce blindness. They entered the program in
hopes of raising capital needed to open a clinic, hire empl and purch ip EDC made 2
introductions 1o potential funding sources Crossbow Ventures and Noro Mosely. Crossbow Ventures became
their mentor. Both sources submitted term sheets and in Q4 of FY03 they closed on $6M. As a result of this
funding NovaVision hired 12 eraployces and moved into larger office space.

VisionsEast ~This protégé developed robotic painting technology for large yachts snd ships. He had
interest from large ship builders in using his product, if he could get a prototype built for d i
Unformmately the protégé didn’t have the mongy to build a p pe. The protégé ded EDC’s E
Technology Business Showcase heid in November 2002 as a guest of EDC. The conference attendees include
local business leaders, service providers and investors. ‘While at this conference he was introduced by EDC to
Mark Kamp of Edwards and Angell, 8 VC law fimm and an EDC board member and mentor company. Mr. Kamp
has contacts in the shipping industry and was able to find an investor for the protégé. As a result in Q3 of FY03
VisionsRest was able to raise the $2M needed for the prototype. This protégé has aided other maritime related
tanning discassions and b

2és through P ducing them to his ¥

Interfuse Technology —This protégé received an order for 50 licenses of their product from Edwards Air Force
base in January 2003 for $600,000. In Q3 of FY3 they began working with an FAU professor for an SBIR
grant. Throughout Q4 they continued to work on the SBIR opportunity and received 2 contract worth $85,000
from the US AirForce and are working on opportunities at 13 other Alr Force installations. They are working on
becoming a part of the AirForce Common Operating Environment of COE. Success would mean having their
product Office Lock on every USAF PC. They have also been approved as a small business supplier to the
federal government and received a positive report from DARPA (Defense Advanced Research Projects Agency)
for participation as s security provider in Patriot Act programs.

AirTaxi Distribution is a technology company that has {oped a reservation system for private
airports and has received a commitment from the Federal Government for a contract in the amount of $100,000
with more to come. Through their participstion in this program and working with their mentor they were able to
compicts their product to make it sttractive to the government. Additionally as 2 result of their sbility to attract

Gow several i they have met either by direct EDC introduction or through rking at
EDC eveats have shown interest in i ing in their comp This i would ailow them to continue
product develop and p 1

The successes above could be measured numerically however there sre many other non-numerical benefits of this
program. In many cases protégé companies are in nead of business services that they cannot afford. Through this
program we arc able to assign them to mentors that provide their services free of charge. These service providers

include some of the most prestigious legal and accounting firms in the South Florida area. Other examples of protégé
activity include;

Zyaune Corporation — Zyanne Corporation (black woman ownsd 8(a) certified business) has invented 2 multi-
100} for the marine industry. The US Navy and Coast Guard have shown interest. But to become a GSA schedule
contract provider he had to have sales in excess of $25,000. Atbesthe hada maarginal prototype, no inventory, no
business plan and no capital to invest. Their mentor, The Langley Gronp, a consulting firm with ties to the
marine industry told the protégé that they needed & business plan immedistely. With no funds to hirs someonc to
write it for them, and through collaborative efforts of the mentor, EDC and SCORE, a business plan was put
together. Their mentor then found & manufacturer would produce 2 small quantity of the 100} gratis. They have
begua test marketing.

Perkins and Heuderson — This protégé is an American Indisn woman owned company that has invented a
conduit for electrical systems. The protégé needed help with their patent process and needed an attorney to
answer some questions and assist them with detesmining if there was snother patent that would prevent them from
filing their patent. Mentor Greg Nelson of Akerman Senterfift, a premier patent law firm in South Florids,
provided the services requested and required from the protégé in this regard. According to the agreement that
Mentors sign when they enter this program, they are only obligated to provide 15 hours of “frec’ service. Mr.
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Nelson provided at least 30 hours of time during this process. The billing rate for his time is $250 per hour. The
pmrégé received $7.500 worth of legal work for free. A couple of months later the protégé had some questions
the incorporation of ber company and Mr. Nelson answered these questions as well.

»  Front Seat This protégé is being d by lutions who ializes in putting together strategic
elliances. Front Seat has created technology for NASCAR that aliows fans to rent a PDA handheld devics and
watch the action through the cameras in the driver's car and also allows them different views. The protégé had
patented the technology and was entering into an agrecment with Motorola to provide some of the technology and
hardware. Their mentor was able 1o negotiate \vxth Hewlm Pnehrd to provide some needed hardware on a
contingency basis and also has been able to secure i . Heis lizing the inth
with NASCAR on the protégés behalf. This mentor hes provided dmost daily assistance to the protégé.

EDC and their coaliti have ds d the value of the BusinessLINC program and are proof of the
impact it has made upon the South Florida business community. We wixo!ehunedly believe that farther fanding
should be aliocated 1o this program so that South Florida can compete in the global marketplace. We see the success
everyday in large and small ways. We hope this information 2ids you in your endeavor to continue funding for this
program. EDC looks forward to continuing our participation in the BusinessLINC program on behalf of the
entrepreneurs of South Florida.

Kl

Director of Operations
Enterprise Developmeant Corporation
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Foothills Sanitation Recycling, Inc.
P. O. Box 2716

NORTH WILKESBORO, NC 28659

Phone: (336) 667-4432

Fax: (336) 667-9301

The Honorable John F. Kerry

Ranking Member

U.8. Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

washington, DC 20510

Dear Senator Kerry:

As a small business owner in NC with a Small Business Administration's
(SBA) Export Assistance Centers (USEAC's) 7A loan. with out this loan our
continued growth would be hard to do, now we can export our products and
market in a world economy as well as our own economy.

1. it has come to your attention that the SBA presence will be withdrawn
from the US Export Assistance Centers in the 2005 budget This does not need
to happen

2. This program with a budget of less than $3,000,000 cost less than
$60,000 per state. This is a very small price for small business assistance.

3 There is no way SCORE or SBTDC can deliver this program.and make it work
for the small businesses.

4. The one- size- fits- all school of lending does not work for small
businesses in Rural NC. ever small business differ in there own funding
needs

5. the SBA in the USEAC's generated over 1 billion dollars in export sales
last year. Look at these numbers had it not been for SBA USEAC a lot of
small businesses would have close there doors and cost a lot of jobs. the
SBA USEAC representatives help with Export questions and they know where to
go and get the answers to help small business grow. cutting the funding will
hurt the economy and the growth of business here in NC and else where in
the USA. we have been hurt with business leaving NC and the USA we don't
need the Government to but a cap on things that work for us.

As of September 30, 2003, the following outputs were achieved in
FY 2003 by SBA USEAC representatives:
4333 small business counseled on trade
336 training events held for 8685 small businesses on export
financing and technical assistance
243 training events held for 3810 lenders on export financing
199 trade events participated with 17893 small business
. 71 Export Trade Assistance Partnership (ETAP) programs initiated with
1006 small business participants
. 77firms recruited for trade shows/missions
1065 banks visited for outreach
181 borrower profiles compiled
90 success stories on small business exporters written.
Total export sales supported by: Loans= $1,020,574,900 Technical
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Assistance= $110,368,700 Total= $1,130,943,600

As you continue to work on the FY 2004 Commerce, Justice, State, and
Judiciary Appropriations conference report, we raguest your support to
maintain the Senate's $3.1 million appropriation for the Small Business
Administration's (SBA) Export Assistance Centers {(USEAC's). These centers
are critical to creating jobs and revitalizing our economy.

Funded since 1999, Export Assistance Centers are an interagency network of
one-stop centers specifically focused on assisting our small business
exporters by offering them several financing programs and by assigning 20
export finance specialists to the USEAC's to mentor these companies and
guide them through the export finance process. These centers have proven
invaluable to our small business community, the backbone of our economy.

In addition to producing 29% of the known export value in FY 2001, 97% of
all identified exporters are also small businesses. Unfortunately, while
other countries have made increasing exports their top national priority,
America is falling behind as many of our big banks choose not tco lend to
small business exporters. We nmust assist our small businesses in exporting
products overseas to keep jobs here in the U.S.

USEAC's $3.1 million appropriation supported 458 loans last year,
resulting in $616 million in export sales, nearly a 2,000% return on each
dollar spent. Because each $1 billion in exports generates an average of
14,000 U.S. jobs, USEAC's can be credited with creating over 8,300 high
quality jobs, paying on average 18% moxe then comparable wages at
non-exporting firms. The $3.1 million for our small business exporters is
a modest amount to invest in the economic future of America.

I therefore believe it is critically important for Congress to provide SBA
full funding of the U.$. Export Assistance Center and the removal of the
CAP.

The general condition of our great economy is growing; in part, I believe
due to growth in exports. This internaticnal sales growth, as I see it,
can be attributed to SBA programs that help small businesses explore and
succeed in the global market place. If anything, Congress should be
Qumping resources into the SBA's division of International Trade and the
U.S. Export Assistance Center's across our country, not reducing support or
"Capping" the limits that are available in which to operate a small global
business.

In conclusion, I believe my tax dollars have been very well spent in SBA's
international trade finance programs. At a time when America is losing its
isolationist way of doing business and expanding our great economy
globally, it just does not make logical sense to drop the funding to a
program that has made a huge impact on my firm's ability to expand
internationally. Please expedite the funding of SBA's funding and
especially the funding of the division of International Trade and USEAC's
across the country.

Pass this on to other senators

Jeffery Miller

NC small business
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February 19, 2004

‘The lonorable John F. Kenry

Ranking Member

U.8, Scnate Committee on Small Business and Entrepreneurship
428A Russcll Senate Office Building

Washington, DC 20510

Dear Scnator Kerry:

Pleasc accept this letter to confirm the International Trade Program is a resource used by
small banks to assist clients to grow their business by exporting products. On two
occasions T have used the services of John Joyce, Regional Manager for International
Trade Programs, to assist my customers to successiully begin exporting their products,
thus growing their busi and in both i creating jobs,

Rivergreen Bunk is a new community bank located in Kennebunk, Maine. As a
commercial lender at a small growing bank it is imperative that T have the resources
available to assist my clicnts, and The U.S. Export Assistance Center is a very important
service, to have available for my clients benefit.

Small business can no longer focus locally or even regionally und expect to maintain
strong growth and create quality jobs. Many small businesses have 1o look to the plobal
market to sell their products, The Infermational Trade program enables Rivergreen
Bank, a small community bank, to assist our clients in developing an export strategy as
well ay a vehicle (lxport Line of Credit) to put into action. The program has been a
tremendous benefit for Rivergreen Bank, our clients who utilize the service as well as
our community.

If you have any questions or need additional information feel free to call me at (207)
985-9222 or my cell phone (207) 468-5099.

Thank you,

/0“7’7%

David N. Moravick
Vice President
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February 23, 2004

The Hoporable Olympla J. Snowe

Chalrman

Senate Small Business and Entrepreneurship Committee
Attn: Sarah Martin

SBA FY 2005 Budget Hearing

Statement for the Record

Chaimman Snowe:

As a CPA, I'm concamed that many of the small businesses that are searching to expand, refinance exdsting
debt, or ara just In a startup phase are belng affected by the recent changes In the Small Business
Administration's programs and some proposals under cansideration, The $750,000 cap in the 7(a) program
limits small businesses that want to expand thelr existing {facllifes and are In a growth phase. As you know,
these businesses do not always have sieliar credit, which is why they depend on the SBA guarantee to assist In
obtaining financing for thelr expansion, Also, the cost of expansion and renovation can easily exceed the cap
and cause lenders to limit the avallability of loans to small business. in short, | don't think that $750,000 5
enough o give small business the opfions they need when they approach their lenders, Smaull businesses that
want to expand don't usually qualify for the 504 program, especially if they want to renovate cider faciliies and
bring thelr manufacturing processes up 1o date, Sometimes, thesa businesses neett working capital ta expand,
which isn't avallable through the 504 program. I'd fike to see the $750,000 cap revert back to $2,000,000.

When the $750,000 cap was put In place by the SBA, the explanation that | remember hearing was that the
program was too successful and that it couldr't be supported with the temporary spending legislation then in
place. It seems fo me that a successful govemment program that really supparts the private sector is tare these
days. Accordingly, the significant demand for loans could transiate into economic recovery for many small
businesses, small communities, and Jobs for our citizens, The SBA program requires limited govemment
subsidy and should be supportad strangly if we expect the country to rebound from Its economic woes.

| am also skeptical of the propesal to make the 7(a) program similar v SBA Express with a 50% guarantes.
Thera are many altemative sourcas for SBA borrawers today, but I'm eancemed that many of these saurces will
go away if the propesal is adopted. Many of the smalt SBA-specialty snders could opt to leave the business,
leaving the mega-banks fike Bank of America and the super-regional banks like SuriTrust (in our area) to make
some minimal loans o meet Community Relnvestment Act requirements. The altemative lending saurces for
small business could dry up and thereby hurt the very sectzr that the program wes designed o support.

What happans fo the start.up businesses, the businesses that require special-pumpose bulidings, the mature
small businessas that are trying to retool and re-invent themselves when these lending sources are lmited or
worse yet, are forced to leave the business? It seems counterproductive to me that your commitiee would
cansider any course of action other than to expand the most flexible of the programs, the 7(a) program, and
increase the cap for small businesses.

Be aware that these decisions that your committee makes have significant impact on businesses and the
families that rely on those businesses. Don't take a highly successhul program and change # so dramatically that
it can't serve the country and its small businesses.

Thank you for your consideration and for your efforts on behalf of small business,

Sincerely yours,

Jim Myers, CPA

Knexville, Tennessee
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Michael D. Mynatt
1911 Cherokee Bluff Drive

Knoxville, TN 37920
{865) 609-7171

February 24, 2004

The Honorable Olympia J, Snowe

Chairman

Sennte Small Business and Entreprencurship Committee
SBA FY 2005 Budger Hearing

Statement for the Record

Ann: Sarah Martin
202-224-4885 (Tax)

Senator Snowe;

1 wish to vaite my displeasure with the recent interruptions in the Small Business Adminisiration™s 7(s)
lending program. i feel that this program has been very successful in the cultivation of new buginess and
cxpunding the entreprencurial spirit that makes America great. The program is critical to creating new jobs
in our country. The recent $750,000 cap on 7(n) loans places business expansion in great jeopardy, This is
atime for the creation of jobs und expunsion of our sconomy, nat a time to eliminate prograuns to help job
creation. Twould urge you to reingtute this veluuble tool so thut our cconamy will spark snd continue 1o
grow, not flicker and fall into reecssion,

Further making substantial changes such as the proposal ta overhaul the 7(a) program to resemble SBA
Express will cause lenders 1o pull away from the program. This will eausc the small business sommunity
much disservice and cause small business considerable less aceess 1o needed financing opportunities. The
7(a) program has been an exccllent tool Tor startup companics as well us mature compunies who are res
inventing themselves, This program is essential 1o provide funds Tor motels and convenience stores thit ure
not popufar with conventional lenders, Changing the propram will Hikely harm not only small business
people, but certuin scetors of smulf business in general,

The SBA 7(a) program is one ol the few government progrims that generates measurable impact on the
growth of small business and for that mutter the County. 1 hope that you will assist us in restoring this
valued propramit Ttis gaod for smull business and it is good for Americal

Mike Mynutt
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Banklag
insurance

’%‘ CFIRST Tt

tnanciat Management
Ommonwealth Invastments First Commonwealth Bank
Central Offices
Philadsiphia and sth Streets
P Box 400

Indiana, PA 157010400
www. febanking.cum

Fabruary 23, 2004

Tha Honorable Olympia J. Snowse, Chalrman

Senate Small Business and Entreprensurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

Dear Senator Snowe:

The stoppage of SBA funding in January was a severe blow to the customers of my bank, First
Commonwaesith Bank. Woe serve the central and western portion of Pennsylvania. Due to this
stoppage, it took my department and bank between five and six weeks to fund loans where the
normal turnaround time is one to two weeks. Cur SBA loans average only $100,000, and we
serve mastly rural Psnnsylvania.

it appears to me that the SBA is undoing all of the good work that my district has
accomplished in the years | have beon an SBA lender. Tha cap of $750,000; the exclusion of
piggyback loans; tha lowaering of the guarantee; and most importantly, the centralization of loan
processing will not only hurt small businesses but will be another hurdie for new or
inexperienced SBA lenders.

Banks go through cycles, centralize then decentralize, and it appears that SBA is going through
this mode as well. But as banks have found out, while you may be capable to churn out
greatar numbers, you lose touch with customers and their perspectives, Custorers are better
sarved if the SBA or lender can interact with them and possibly offer alternatives. By
centralizing, you remove yourssif from any "local knowledge® and the approval procass is Just
formula or ratio-based. The SBA will also discover that it is extremely difficult to regain trust
oncs it Is lost.

My solution would be to staff district offices properly and give them the authority to do their
job. 1f the SBA wants to expand the Expross program time, eliminste the $750,000 cap and
the plggyback exclusion, but don’t lower the guarantes on all 7a progtams.

Singetel

Patrick F. Nagle
Vice President

PRENitin
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‘'WOMEN IMPACTING PUBLIC POLICY

Statement of Ms. Terry Neese, President

On Behalf of
Women Impacting Public Policy
and
Coalition Partner
National Association of Women Business Owners

Submitted to

Senate Small Business and Entrepreneurship
Committee

"The President's FY2005 Budget Request for the SBA"

February 12, 2004

Women Impacting Public Policy
www.WIPP.org




233

Madam Chair, I am pleased to submit the views of Women Impacting Public
Policy (WIPP) on the proposed FY2005 budget for the Small Business Administration
(SBA). WIPP, a bipartisan nonprofit organization, represents 485,000 women in
business nationwide.

The SBA, in its budget submission, states that 2.1 million entrepreneurs received
business counseling and technical assistance through the SBA’s advisory and training
programs in FY2003. The SBA estimates that 106,000 individuals were helped by
Women Business Centers (WBC’s) in FY2003 and approximately 464,000 people
received assistance from the volunteers at SCORE. We find that number impressive.

Equally impressive are the loan amounts the SBA lent to small businesses—a
30% increase in the total amount of loans backed by the agencies and record lending. The
agency increased its loans to minorities by 32 percent, women business owners by 37
percent and to veterans by 22 percent.

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.

At the same time, however, we question how the SBA proposes to increase its
services while cutting its budget. While we agree that modernization is worthwhile and
may serve to cut costs, an estimated 10-15% cut in the FY 2005 budget seems to us to
exceed simply modernizing the agency and making the operations of the agency more

efficient.
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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. That being said, a small business
also keeps its successful “product line” essential to its core business and disposes of those
“products” which do not perform for the company.

We view Women’s Business Centers (WBC’s) as one of those SBA “products”
which are successful and part of its core business. Of particular concern is the future of
Women'’s Business Centers (WBC’s) with regard to funding. It is our understanding that
$12 million in funding is proposed for the centers in FY 2005. Yet, this Committee
passed in its SBA Reauthorization last year, and the Senate agreed, that successful
Centers now in existence should remain sustainable in addition to the new centers the
SBA has stated it wants to open.

Full funding for WBC’s in the 2004 SBA Reauthorization bill would require a
level of $14.5 million. We would like to echo the testimony of our Coalition Partner,
Association for Women Business Centers (AWBC). Ellen Golden, Chair of the
Association, estimates that an appropriation of only $12 million for FY2005 will result in
a cut in half of the grants available to Sustainability Centers—centers already in existence
and with a known track record.

The AWBC also estimates that the goals outlined in the President’s budget
submittal for Women’s Business Centers would require WBC’s to increase the level of

services delivered by roughly 18 percent. It seems to us that the SBA is proposing
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elements of a business plan destined to fail--an increase in services but decrease in
revenue.

While we can argue about numbers, the fact of the matter is that every woman
served by the Centers is much more than just a statistic. Maria Welch, one of WIPP’s
national founding partners and CEO of Respira Medical Services located in Baltimore
MD, is just one of many stories we can cite about the important services provided by
WBCs. The following is Maria’s story:

“Three years ago I applied to Women Entrepreneurs of Baltimore, Inc. (WEB), an
SBA funded Women’s Business Center, which is also funded by the SBA PRIME
program. Prior to entering the WEB program, I experienced difficulties including
domestic abuse, resulting in my becoming homeless. At that low point in my life I was at
a loss as to what to do to support myself and my family. I was searching my soul to find
meaningful work where I could make a difference in people’s lives.

Prior to becoming homeless, my father, Miguel Better, was dying of Chronic
Obstructive Pulmonary Disease (COPD). He was a career ironworker and was exposed to
environmental hazards such as asbestos, causing his COPD. COPD is a horrible disease,
which prevents one’s lungs from expanding and contracting and results in a long, slow
and painful death. The toll of this disease on the patient and caregivers is enormous. As a
result of assisting my mom take care of my dad, I realized my gift of caring for others
and the powerful difference between caring, qualified respiratory therapists and those
who were not.

Faced with the dual challenge of how to support my family and find meaningful

work, I decided to go into the home health respiratory care business so I could help
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people like my father and their caregivers, like my mom, enjoy a much higher quality of
life during the precious time they were still here with us.

When I applied to the WEB program, [ expected to learn how to write a business
plan and open a business. At that time, I was dealing with a lot of issues which affected
my self-confidence and self-esteem. Not only did I learn how to write a great business
plan and open my business, but I got the support, encouragement, resources and tools to
overcome my lack of self-confidence and to build my self-esteem.

I am happy to report that just three years later, I employ 24 individuals, have
cared for over 4000 patients, geographical coverage includes Maryland, DC, Northern
Virginia, Southern Pennsylvania, Northern Delaware, grossed over $1.4 million this past
year and have been honored with numerous awards, including the Small Business
Administration, Qutstanding Woman Entrepreneur.

1 can assure you that none of this would have been possible without the highly
effective and comprehensive program of WEB. There are no other programs that provide
the in-depth and comprehensive training that WEB provides.”

Alessa Sorrentino first learned about the Women’s Business Center in Oklahoma
City, the Terry Neese Center for Entrepreneurial Excellence, when she delivered one of
her “Bloomin’ Sweets” bouquets to a Center staff member. Feeling that she’d taken her
business as far as she could, Alessa came back to the Center for help with expansion.
Starting out with some basic business classes, Alessa soon graduated to a full-scale
business plan for taking her company worldwide. Armed with her plan for success,
Alessa had a good story to present to lenders for funding. Now Alessa is implementing

her “Bloomin’ Sweets” franchise concept over the internet to reach far beyond her
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corporate headquarters in Oklahoma City. She credits much of her business’ growth to
the Terry Neese Center for Entrepreneurial Excellence. “There’s just so much to know
about the business of business, I definitely recommend that any owner wanting to grow
ask for the help that’s available. And when you ask for help,” Alessa continued, “ask for
all the help you need, then ask and ask and keep asking!”

Both Maria and Allessa are creating jobs and revenue because of working with
the Women’s Business Center in their area. There are thousands of stories just like theirs
that reiterate the importance of sustaining the WBC’s already in existence and generation
of new centers in other geographical locations.

Another key component of SBA centers’ ability to offer technical assistance to
women business owners is SCORE—the corps of counselors available to small business
owners. According to SCORE, its outreach to entrepreneurs increased in FY2003 by 7
percent. More than 360,000 entrepreneurs and small business owners turned to SCORE
for free and confidential business counseling, training workshops and seminars. The
email counseling system, set a new record with 100,188 online counseling sessions, a 21
percent increase from the previous year. The FY2005 SBA budget request is level
funded at $5.0 million. At this level of funding, however, SCORE will continue to have
unmet needs, such as the re-development and enhancement of SCORE’s email counseling
capability, additional support for local chapters, enhanced marketing and public relations
outreach and for recruiting, orientation and training of new volunteers, as well as the
development of new tools to be used in the counseling process. Increased funding would
result in better quality service and services for more of America’s potential and existing

small business owners and we urge the Comumnittee to recommend increased funding,..
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Another “core product” at the SBA is access to capital. According to the National
Women’s Business Council’s (NWBC) study “Helping Women Business Owners Gain
Access to Capital,” only 18.4 percent of women business owners have working capital.
“Although the proportion of successful, emerging women-owned businesses is clearly
increasing, women-owned businesses continue to apply for and to receive a relatively low
proportion of funds from the financial industry.”

WIPP believes that many opportunities for financing from the financial industry
exist but not enough time or effort is made to communicate those opportunities to women
owned businesses.

SBA’s loan programs are, for many small businesses, the only way to obtain
capital. Yet we note that SBA has authorized $0 for its Microloan program and
proposing that the rest of its loan programs be funded through “user fees” rather than
appropriated funds and a lower loan guarantee. The SBA has stated in its budget request
that it wants to convert the 7(a) loan program into the model employed by the
SBAExpress loan program.

WIPP applauds the ability of the SBAExpress program to decrease the paperwork
and processing time associated with the loans. Our chief concern with a restructuring of
the program is that these changes will result in lower lending to women owned
businesses.

In particular, we are concerned about the budget proposal that lowers the amount
of the loan SBA will guarantee from the current level of 75% to 50%. While we
understand the rationale behind turning the SBA loan programs into a self sustaining

program rather than depending on the Congress for annual appropriations, we note that
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the burden shifts to the lenders and users. We look to the financial institutions who
participate in the SBA program to give us assurance that the proposed changes will result
in the current level of lending to women owned businesses.

Our recommendation to the Committee is that the additional fees from the
borrower should be permitted to be financed into the loan amount. Such broad changes
to the 7(a) program deserve further study before implementation of the program. We ask
the Committee to take into account how restructuring of the 7(a) loan program will affect
the ability of lenders to “piggyback” the loans. As the Committee knows, the SBA
placed a moratorium on this loan feature when it imposed its loan cap in January 2004.
We urge the Committee to fully investigate the proposed changes to ensure that the end

result is not a decrease in loans to women business owners.

Another concern with the SBA FY2005 budget is an issue that continues to be
ignored by the SBA—implementation of P.L. 106-554 — the Women’s Equity in
Contracting law passed in the year 2000, The law as passed would give contracting
officers the authority to designate 5% of federal contracts for “women owned” business
to bid. Currently, only 2.9% of all federal contracts go to women owned businesses,
which we find alarming and unacceptable.

Once again, the SBA has failed to meet its deadline with regard to implementation
of the law. The SBA last year promised women business owners in this country that by
December, 2003, it would complete a study on under representation by industry required
by the law. It seems highly unlikely that such a relatively simple study should take four

years to complete.
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But yet, women business owners, who are sustaining this economy, have been
denied the ability to compete for federal contracts because of the enormous barriers
erected by government agencies. Implementation of this law would allow those
businesses to compete for federal contracts and expand their companies even further.

We urge the Senate Small Business Committee to do everything within its power to move
forward with the implementation of this law. According to Rep. Nydia Velasquez, failure
to implement this law means a $5 billion loss in potential revenue for women business
owners.

In closing, we want to thank the Commiittee, and especially Chair Snowe, for her
support of women owned business. WIPP stands ready to answer any questions the

Committee may have with regard to this or any other small business issue.
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WES% JRATE

Economic Development Team

February 10, 2004

The Honorable John F. Kerry
Ranking Member

Committee on Small Business and
Entrepreneurship

Washington, D.C. 20510-6350

Dear Senator Kerry:

We are very concerned about the Small Business Administration’s proposal to zero out the
funding for the BusinessLinc program. I am writing today to ask for your continued support of a
program which has, for the past two years, played a critical role in Native American economic
development in New Mexico and Western Arizona. Since 2001, WESST Corp, the New Mexico
Community Development I.oan Fund, and the American Indian Chamber of Commerce have been
working together as the Coalition for Native American Business Growth, funded under the Native
American set-aside component of the overall BusinessLinc program.

The Coalition’s goals funded under BusinessLinc have been to encourage entrepreneurship,
business expansion, market access and financing opportunities for Native American businesses,
both on and off the reservation. In the first two years of the project (FY02-FY03), the Coalition
has produced the following results:

Extension of 26 loans totaling over $465,000 to Native American businesses;
Creation of over 200 jobs for Native Americans;

Facilitation of 85 business starts and expansions by Native Americans;

Direct market and business linkages for over 150 Native American businesses.
Development of a database comprising directory of Native-owned businesses in New
Mexico.

Provision of technical and business training for over 500 Native Americans,
Facilitation of new business contracts/procurement opportunities for 10 Native-owned
businesses,;

Recruitment of three national Native American organizations to hold their annual
conference in New Mexico, thereby providing excellent networking opportunities for
Native American businesses located in the region.

Albuquerque « Farmington » Las Cruces * Newcomb « Roswell » Santa Fe * Taos
www. WESST.crg « 800 GO-WESST « www. WesstArtisans.com



242

Quantifiable results from our BusinessLinc project tell only one side of the story. In order to
advance economic opportunities for Native Americans, Coalition partners have spent
considerable time and effort in establishing relationships with tribal and business leaders, building
trust among clients and community partners and bridging cultural differences. Our cumulative
goal of promoting business opportunities for Native Americans is being realized.

Edward Quintana, Navajo, is a great example of how BusinessLinc funding has been of critical
importance. His business ~ Quiniana’s Discount Frames in Gallup, New Mexico, purchases art
from Native Americans and builds custom frames for it. He then resells the art through local
retailers and his own gallery, thereby providing market access for 30-40 low-income Native
Americans and an opportunity to make a decent living in one of New Mexico’s poorest counties.
A loan he received from Coalition partner, the New Mexico Community Development Loan Fund,
financed the bulk purchases of the molding and matting materials with which he builds his frames.

Another BusinessLinc client, MobileAquaService.com provides auto detailing and oil change
services in Shiprock, New Mexico. Through technical assistance and funding provided under the
BusinessLinc program, the company’s on-site assistance saves Bureau of Indian Affairs employees
from making a 50-100 mile round trip for routine service and cleaning.

Finally, Vincent Gishi, Navajo painting contractor, recently completed a contract for the BIA in
Alcon, Arizona where he employed 8 people. Recognized as the Business of the Year by the
American Indian Business Associgtion, Mr. Gishi has successfully bid another job in Santa Rosa,
New Mexico. His business progress was facilitated by the great mentoring relationship with
another Native-owned business, sponsored under the auspices of the Coalition for Native
American Growth.

The loss of BusinessLinc funding would bring our successful project to a grinding halt.
Relationships that we have spent two years nurturing with clients and with Native communities
will be adversely impacted and erode the trust and credibility that Coalition partners have
established to date. Ultimately, the loss of BusinessLinc funding would reflect the kind of start-
stop initiatives that unfortunately niany Native Americans have come to expect.

On behalf of all of the Coalition for Native American Growth partners, we ask for your full
support for the continuation of the BusinessLinc program.

Best Regards.
Sincerely,

fies Noonan
Executive Director
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Statement of

The National Small Business Association
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National Siall Business Association’
Senate Committee on Small Business and EntrepreneurShip Hearing
“The President's FY2005 Budget Request for the SBA”

February 12, 2004

1156 15" Street, N.W., Suite 1100
Washington, DC 20005
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The Senate Committee on Small Business and Entrepreneurship
Russell Senate Office Building 428A
Washington, DC 20510

February 12, 2004

To:  The Honorable Olympia Snowe, Chair
The Honorable John Kerry, Ranking Member

Over the last two months, the Small Business Administration (SBA) has made some dramatic
decisions concerning the 7(a) loan guarantee program. As SBA’s most widely-used and highly
beneficial program, the National Small Business Association (NSBA) would like to urge both
appropriate funding and support of this economic growth tool.

As the nation’s oldest nonpartisan small business advocacy group, we reach more than 150,000
small businesses nation-wide and have been long-time supporters of the popular 7(a) program.
In short, the 7(a) program empowers banks to make loans to small businesses with the added
security of a government guarantee up to a certain amount of the loan. Historically, smali
businesses have a difficult time garnering bank financing for a number of reasons: many small
and start-up businesses may lack the assets necessary for a traditional bank loan, smaller loans
are generally less-profitable for banks, smaller loans typically have a higher default rate, etc...
As SBA celebrates 50 years of providing direct and guaranteed business loans, it is important
that the goal of helping small businesses gain access to capital not be hindered.

The issue with fully funding the 7(a) program is not a new one. When the administration’s
budget request for FY 2004 was released, many in the industry warned that the request would
not be sufficient to meet demand. FY 2003 funding was also inadequate, which led to a
$500,000 loan cap and a much needed transfer of funds from the STAR program in order to get
the program running at full capacity again. When December 2003 rolled around, SBA realized
that there would again be a shortage of funds by which to serve small business 7(a) requests.

On December 23, 2003, SBA sent the 15-day notice of an impending loan cap of $750,000 on
the 7(a) program to Congress. This led to an increase in loans larger than $750,000 rushed
through to get approved before it was too late. Then, on January 6, 2004, SBA announced a
“7(a) lending holiday” that put a stop to all 7(a) loan processing for one week. Applications
that were mot processed were returned to the lender and are now facing resubmission.
According to SBA, 456 loans were in the pipeline to be processed when the shut-down
oceurred,

Under the leadership and hard work of both Chairwoman Snowe and Ranking Member Kerry,
the SBA garnered approval from Appropriators to reprogram funds from un-used FY 2003
funds to authorize SBA an additional $470 million in loan guarantees with the hopes that the
omnibus appropriations measure would pass enabling SBA more funds to work with.
However, with a monthly demand for the 7(a) loans reaching just over $1 billion per month,
even the recently passed appropriations bill will not offer the long-term solution needed for the
beleaguered program.
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That infusion of cash allowed SBA to re-open the 7(a) program with a $750,000 loan cap and a
first-lien policy prohibiting the use of “piggybacking”. This method of financing allows
lenders flexibility with financing options for a small business, and such restrictions could
impair lenders ability to work with small businesses in the long-term. NSBA, while pleased
that the program is temporarily up and running at a lower-level than usual, is hopeful that this
situation served as a wake-up call to both the SBA and Congress. Demand for 7(a) loans has
been on the rise and doesn’t appear to be a temporary development. NSBA has advocated for a
strong, appropriately funded 7(a) program, and urges both Congress and the SBA to request
and appropriate funds adequate to meet the demand for the 7(a) program.

After the last months-worth of headaches for the 7(a) program a further blow came last week
when the Administration proposed further cuts for the SBA budget. The FY 2005 request by
the Administration is approximately $119.5 million below last year’s request level, and is an
overall 10 percent below the FY 04 budget authority.

In addition to the overall decrease in funding, SBA and the Administration have proposed to
zero-out the subsidy rate. The current subsidy rate, a new econometric model developed by the
Office of Management and Budget, calculates the rate of defaults for the 7(a) program. SBA
must keep on-hand a certain level of funding to account for those defauits, that funding comes
from appropriators and establishes the lending authority of SBA. This rate allows 99 dollars in
the private sector to be leveraged for every 1 dollar in tax-payer funds appropriated leading to a
multitude of benefits for small businesses and the economy overall. By proposing a zero
subsidy rate, the administration would cause the program to shift the burden of a subsidy rate
from the SBA to the lenders and borrowers through the increase of fees.

To further complicate matters, the expiration of PL 107-100 will increase the annual fees as
well as guarantee fees for lenders by as much as 100%. This law set temporarily lower fees for
a period of two years, and beginning in FY 2005 guarantee fees for loans less than $150,000
would increase from 1 percent of the guaranteed portion to 2 percent, or a 100% increase. The
guarantee fees for loans between $150,000 and $700,000 would increase from 2.5 percent of
the guaranteed portion to 3 percent, or a 20% increase in fees. Loans above $700,000 would
not see any increase to their 3.5 percent guarantee fees, but all loans would see their annual
service fees increase from .25 percent to .5 percent.

The Administration’s budget proposal accounts for this change in fees by both zeroing-out the
subsidy rate and increasing SBA 7(a) lending authority to $12.5 billion. While $12.5 request
for budget authority for the 7(a) program would finally but the administration’s request on-par
with demand, we are concerned with the negative effects increased fees could have. SBA
asserts that a zero subsidy rate would lead to stability in affording the program autonomy from
the appropriations process. However, the increased fees could lead to banks and lenders who
are less willing to do the work required and pay additional fees for smaller loans. Further
exacerbating the problem with small loans is the fact that the proposed budget eliminates the
Mircoloan program altogether and wraps it in with the traditional 7(a) loans. There are various
disincentives already at work against those seeking very small loan amounts and we worry that
this kind of policy change could further discourage banks from working with very small
businesses seeking small loans.
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SBA Administrator Barreto has made several references to a legislative proposal that would
achieve this increased budget authority without significantly increasing fees. Though this
proposal has not been made publicly available and NSBA has not been briefed on the issue, it
is our understanding that the SBA hopes to expand on the SBA Express loan program and
offering the 7(a) program only a 50 percent guarantee instead of it’s traditional 75 to 85 percent
guarantee.

Noting again that NSBA has not yet been privy to this document, we do see a couple of
potential problems with this kind of overall programmatic shift within SBA. While the SBA
Express is a great program for many small businesses, it is not a program that fits all the needs
currently served by the SBA. Using a credit-scoring method and significantly reduced
paperwork application process, SBA Express offers an average loan size of less than $50,000
with much shorter loan terms. Again, NSBA supports this program, but realizes its’ unique
ability for certain businesses.

Another proposal that has been discussed recently is usage of the 504 loan program. While the
504 program is an outstanding method of financing for real estate, it is highly complex with
strict rules on how the money can be applied. The 504 program is not suitable for those
businesses in contracting who go for up to 12 months and more before being paid for a project.
This loan program was designed specifically for long-term, fixed asset loans, not to provide
small businesses with working capital. The 504 program has a three-tiered lending process
which uses funds from the SBA, commercial banks and community development corporations.
Small businesses who wish to qualify for these loans must meet a variety of economic
requirements and must also identify their estimated economic impact in the community through
job growth or retention. 504 loans require two closings, the first of which must be completed
with the funds from the CDC prior to approval and closing of the loan from the commercial
bank and SBA. Finally, 504 loans entail a greater up-front cost than traditional 7(a) loans;
where a 7(a) loan is generally 10% up-front, a 504 requires 20% up-front. Again, NSBA fully
supports this program as a stand-alone community development program, but not as a
replacement for the 7(a) program.

NSBA strongly encourages both the Administration and Congress to fully support small
businesses as the true growth-centers of our economy. Small businesses create 75 percent of
net new jobs, according to the Office of Advocacy, and supporting that growth should be
paramount. Perhaps the one thing that nearly everyone in this debate can agree upon is the fact
that demand for 7(a) loans is strong. Instituting increased fees would not only reduce that
demand, it could significantly inhibit banks willingness to work with small businesses who
could only gain financing through the SBA program. According to the National Association of
Government Guaranteed Lenders, SBA is the largest single provider of long-term loans to
small businesses. For every $33,000 spent in the 7(a) program, one job is created or retained,
in 2002, 7(a) loans created or retained 370,000 jobs. SBA has an incredibly important role in
ensuring access to capital for small businesses, and NSBA is dedicated to working with SBA
and Congress to ensure a fully-funded, thriving 7(a) loan program that will meet the needs of
America’s small business owners. NSBA is pleased to be working alongside the Senate Small
Business Committee and applauds your diligence and dedication to these successful SBA
programs.



247

February 23, 2004

The Honorable Olympia J. Spowe, Chairman

Senate Small Business and Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

By Fax: 202-224-4885
Attention: Sarah Martin

I have worked in the SBA lending arena as a Vice President, Business Development Officer
since 1990 and am currently employed by Bank of the West, Prior to joining Bank of the
West, I served twelve years at Sacramento Commercial Bank under Jerry Smith, wheo was
one of the real pioneers of the SBA lending program. In my career, I have had the pleasure
of assisting over 200 borrowers in obtaining SBA financing of over $180,000,000. I am
proud, and thankful, that the success I have enjoyed in SBA lending has allowed me to
support my wonderful family of seven while also providing tremendous help to many small
businesses that are so integral to the economy of our country.

I traly enjoy the help I am able to bring te small business due to the SBA 7(a) loan
program, Because of the funding available in the program, many borrowers have been able
to buy their own buildings, instead of paying ever-escalating rents to their landlords. X have
alse helped many borrowers to refinance real estate debts that were harmful to their
business because of high interest rates and/or repayment terms that made monthly
payments so high that growth was impossible. Though the 504 loan program is great for
real estate financing--and is being pushed extensively as an alternative to 7(a) loans-- it is
not altowed for refinancing of existing debts, That is a significant reason why the 7(a) loan
is 50 valuable for small business. I've also had the satisfaction of funding business
acquisitions where loyal employees were able to enjoy the benefits of owning their own
business instead of remaining employees only. I've also financed new businesses that were
then able to offer employment opportunities where none would have existed without the
7(a) program. Again, I am proud that the SBA 7(a) funds I have provided have helped so
many businesses for so many years. Conversely, having spent 12 years in a community
bank lending environment, I know that most of these loan requests would never have been
approved without the benefit of the SBA loan guarantee.

In closing, I would humbly request that the 7(2a) loan program be returned to it’s former
limits of $2,000,000, again be allowed for piggy-back financing, and that the potential of
futore “shutdowns” be proactively addressed to mitigate the upheaval caused to small
businesses when planned for funding “disappears”. Though I consider myself a
conservative, somewhat “over-taxed” citizen, I am proud to be involved in a government
program that works so well and helps so many businesses, thus contributing to the very
backbone of the American society. You should be very proud of the program as well.
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Thanks again for your efforts for the small businesses of our country. These people are
part of what makes America so great, again validating the notion that if one is willing to
work hard the opportunities of our country are indeed limitless. Feel free to call with any
questions you may have or if I can be of any further assistance,

Sincerely,

Kevin Rappleye, Vice President
Bank of the West

1651 Response Road #100
Sacramento, CA 95815

916-561-6660 (work)

916-681-2930 (home)
916-709-1564 (mobile)

krappleve@bankofthewest.com
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11 February, 2004

The Honorable John Kerry

Senate Committee on Small Business Entreprencurship
304 Russell Senate Office Bldg.

Washington D.D,, 20510

RE: Hearings on SBA’s 2005 Budget - U.S. Export Assistance Centers
Dear Senator Kerry,

In reviewing the recent 2005 budget request submitted by the President, I noticed some
disturbing things in reference to SBA’s deliverance of assi e to srnall busi exporters in
America. The SBA’s 2005 budget request has eliminated the line item funding for its
participation in the U.S. Export Assistance Centers (USEAC). The narrative in the budget makes
it clear that SBA intends to deliver trade finance assi e t0 small busi exporters and
lenders desiring to leamn how to participate in SBA's trade finance gunarantee prograrms through
Small Business Development Centers, Women’s Business Centers, SCORE and the SBA District
Offices. We feel the elimination of SBA’s participation in the USEACs and the elimination of
SBA's International Trade Finance Specialists providing technical assi to lenders and
exporters would adversely impact access to capital by American exporters.

District Export Councils (DEC) are organizations of leaders from the local business community,
appointed by the Secretaries of Commerce, whose knowledge of international business provides
a source of professional advice for local firms.

United States Export Assistance Centers (USEAC) are multi-government agency offices housing
two of more government agencies, which have programs to assist U.S. small and medium sized
exportess (SME) in gaining entry to or expanding their export markets. The main agencics in
these offices are the Commercial Service of the Department of Commerce, the SBA, and in some
cases Ex-Im Bank. This one-stop shop approach to assisting exporters has been very successful
and has made for easy access to the all the main export agencies by American exporters.

The DECs have worked hand in hand with the government agencies housed in the USEACs to
assist American companies in entering or expanding their export markets, The SBA USEAC
representatives assist SMEs in obtaining essential working capital to facilitate exporting. Tk}cy
are also experts in other government and private sector financing and will make the appropriate
referral. In FY 2003, SBA USEAC Representatives facilitated $488.0 million in loans to over
1600 American exporters. Those exporters have reported over $1 billion in export sales.

Small Business Development Centers (SBDC), SCORE, and Women’s Business Centers, and
even SBA District Offices may provide useful technical assi as busi g lists, but

A Martel Elactonics Corporation Campany
l 2309 Springiake Foad, Suite 800, Dallas, Texas 75234 USA « Telephone +1 (372) 241-2200 + Fax +1 {872) 241-6752 » www.belacalibrators.com




Egypt - Y2K - USAID

Indonesia Oil & Gas -USAID

Romaniz - ESRG - USATD

Asia & other - SLUM - USAID

Nepal IT — USAID

Dominican Republic - USAITD

Moldova Weatherizaton-USAID

Afghanistan Review - USAID
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Conducted ive and detailed luation, system

testing and remediation of the Egyptian Elcetricy Holding Company’s

electric systern. Established an Incident C d M:

Methodology (JCMM) to deli ications path for technical and
management information and for decision making in event of a Y2K induced
event of national/system emergency or security event, 1998 & 1999

Drafted unprecedented sector policy, the country’s first draft oil & gas bill that
in Autormg 2001 was adopted into law by Pacliament. 1999

Provided technical assi: to G ofR ia on
ing and latory reforra. 1998-2001

Exarnini kpansion of electrcity for peri-urban settlements. Werk being donc
in Indis, Philippines, South America. Fall 2003

Providing short term IT expertise to Nepal Electricity Anthority to help
improve performance and meet development targets, Fall 2003

Assist the National Energy Commission (CNE) to design an encrgy
efficiency (E2) strategy which will address “growing pains™ associated
with the first generation of reforms. Fall 2003

Selected weatherization sites in Moldova, performed weatherization activities
using local energy service companies (ESCOs), provided local ESCO taining in
weatherization and energy efficiency techpiques, assesscd epergy savings,
August 1999 thru November 2002

Reviewed current & projected state of affairs in electricity, gas, coal, fuels and
repgwable cnergy sectors and in encrgy use in industrial, residential, conunercial
and government aveas in Afghanistan. Prepared paper asscssing the condition
and viability of using 3 diesel gencrators. Fall 2003

In addition to our USAID IQC II contract, we have continued work in Tndonesia and Armenia
under SBA . SBA Procurement 0101/03/309792, Energy Efficiency Pilot Projects, Armenia.
SBA Procurement 0101/02/203599 Energy Analysis & Policy Office Assistance (EAPO) IL

We strongly urge you to restore the funding for the program. It has both an impact on local and

global benefits.

Thank you for your attention to this matter.

Sincerely,

}o‘l_o’% € . ﬁelw

Dorothy E. Redmond
Director of Finance
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February 23, 2004

The Honorable Olympia J. Snowe

Chairman

Senate Small Business and Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

America’s small businesses represent 99.7% of all employers and create approximately 75% of
the net new jobs added to the economy. Therefore it is imperative that Congress do all that it can
to support the US Small Business Administration’s 7(a) loan guarantee program.

The 7(a) program is crucial to the nation’s small business lenders. It provides lenders the tools
necessary to accommodate the financial needs of growing small businesses while maintaining
sound credit policies. Further, the 7(a) program lends support to the low-moderate income areas
where typically financial institutions are challenged to provide loans to small businesses.

As the nation moves from an industrial to a service economy, small businesses will need to invest
more in human capital and less in capital equipment. This means businesses will have less
tangible assets to pledge as collateral for loans. Lenders wilf therefore be looking more and more
to the SBA’s loan guarantee program. Proposed changes such as the prohibition in ‘piggyback’
Jending and Jowering the guarantee from 75% to 50% will mean less projects get funded as more
loans fall ‘out of the box® in terms of lenders’ ¢redit requirements.

Reducing the maximum loan amount from $2 million to $750,000 is also a regressive step. While
the: apparent stimulation will support many smaller loans to smaller businesses, the immediate
impact will penalize those existing businesses, which require additional financing above
$750,000 to support job ¢reation and economic growth, It is precisely these larger projects that
provide the best prospects for new job creation.

We respectfully urge you to reject these proposed changes to the SBA’s 7(a) program.

Sincerely,

Senior Vide President
Smali Business Banking

Cc: Honorable J, Kerry

T. Duncan

One Eastern Place « Lynn MA 01901-1508
Connecting All Departments (781) 599-2100 « Internet Address www.easternbank.com
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National Institute for World Trade
Post Office Box 55

Cold Spring Harbor, NY 11724
Tel: 631-367-4608

Email: ross@mwt.org

February 11, 2004

The Honorable John Kerry February 11, 2004
Senate C ittee on Small Busi Entrep hip

304 Russell Senate Office Bldg.

‘Washington D.C,, 20510

Fax No: 202-228-1814

RE: 1. Hearings on SBA’s 2005 Budget - U.5. Export Assistance Centers
2. The Impending Staff Shrinkage of International Trade Administration Personnel Based Abroad

Dear Senator Kerry,

In reviewing the recent 2005 budget request submitted by the President, I noticed some disturbing things in
reference to SBA's deliverance of assistance to small business exporters in America. The SBA’s 2005
budget request has eliminated the line item funding for its participation in the U.S. Export Assistance
Centers {USEAC). The narrative in the budget makes it clear that SBA intends to deliver trade finance
assistance to sniall business exporters and lenders desiring 1o learn how to participate in SBA’s trade
finance guarantee programs through Small Business Development Centers, Women’s Business Centers,
SCORE and the SBA District Offices. We feel the elimination of SBA’s participation in the USEACs
and the climination of SBA’s International Trade Fi Specialists providing technical assistance
to lenders and exporters wonld adversely impact access to capital by American exporters.

District Export Councils (DEC) are organizations of leaders from the local business community,
appointed by the Secretaries of Commerce, whose knowledge of international business provides
a source of professional advice for local firms.

United States Export Assistance Centers (USEAC) are multi-govarnment agency offices housing
two or more government agencies, which have programs to assist U.S. small and medium sized
exporters (SME) in gaining entry to or expanding their export markets. The main agencies in
these offices are the Commercial Service of the Department of Commerce, the SBA, and in some
cases Ex-lm Bank. This one-stop shop approach to assisting exporters has been very successful
and has made for easy access to the all the main export agencies by American exporters.

The DECs have worked band in hand with the government agencies housed in the USEACs to
assist American companies in entering or expanding their export markets. The SBA USEAC
representatives assist SMEs in obtaining essential working capital to facilitate exporting. They
are also experts in other government and private sector financing and will make the appropriate
referral. In FY 2003, SBA USEAC Representatives facilitated $488.0 million in loans to over 1600
American exporters. Those exporters have reported over $1 billion in export sales.

Small Business Development Centers (SBDC), SCORE, and Women’s Business Centers, and even
SBA District Offices may provide useful technical assi @ as busi generalists, but
unfortunately they do not have the skill set or technical expertise in trade finance. Even SBDCs,
which specialize in International Trade, lack personnel trained in trade finance. And, the limited
budgets of these organizations would not provide sufficient funds to supplement their resources
in this area.
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On behalf of our New York District Export Council, Iam writing to you to let you know of
our strong suppoert for having SBA specialist s working hand in glove with our Department of
Commerce field staff personnel. It would be a tragic mistake to eliminate SBA’s Trade Finance
Specialists and the SBA participation in the USEACs. We are asking for your support in
retaining the funding for SBA’s USEAC participation.

Access to working capital is more difficult for small business exporters. Today the U.S. has a
record breaking trade deficit. More than 96% of the U.5. exporters are small or mediam sized
businesses. It is essential that the U.S. government provide assistance to SMEs to increase
exports, which in turn, creates jobs and assists with the trade imbalance. The SBA USEAC Trade
Finance Specialists are highly trained and focused on providing that sorely needed access to
capital needed by small business exporters.

In addition to this SBA matter, you should also know that our Export Council is very much
concerned about the fact that the Omnibus Bill passes to the Department of Commerce (DOC)
and other agencies the responsibility to fund security improvements at our overseas locations,
including the construction of new embassies.. The need for security for our personnel is evident.
However, no funds have been allocated to the DOC for this cfforl, We are advised that a large
personnel cut will now be necessary at DOC, which will erode our much needed export
expansion programs on behalf of Small and Midsized Enterprises. Our multinationals have been
operating abroad for many years and generally do not need the level of support required by our
SMESs..

Our District Export Councils nationally have contacted many Congresspersons and Senators on
this issue during the past several months with surprisingly little success. All in the Congress
seem committed to let the International Trade Administration wither on the vine. It is primarily
the Small Business Community which will be affected by this staff shrinkage.

We do hope that you can help on both of these issues, by :

1. Allocating the funds required to co-locate SBA international trade specialists within
USEAC offices.

2. Provide the additional funding required to create secure facilities for DOC/1TA
personnel who are living and working abroad.

1 will be pleased to provide any additional information you require on these two subjects.

Sincerely yours,

AL

Spencer Ross
Chair
New York District Export Council
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Sprir]gs Bank . National Association

Borregos

February 24, 2004
The Honorable Olympia J. Snowe, Chairman

May ! begin by expressing my gratitude for your demonstrated support of the SBA loan programs
and my concern for the future of this viable, economic vehicle which means so much to the
continued well being of our small business community.

The current SBA Administrations proposal is both short sighted and demonstrates their lack of
understanding of the “big picture”. The express loan program is widely believed to be a “give
away” program whereby the large commercial banks have used it as a dumping grounds for
those small business loan requests that do not meet their credit standards and/or are too small to
be profiiable, read CRA activity. The potential losses to be incurred from the express program
have not had sufficient time or program experience to be properly evaluated. Many of these
express loans are in the form of unsecured lines of credit which have no initial requirement for
principal repayment and thus the default rate has not been reflected as of yet. One issue thatis a
misnomer is that the express program by allowing a lender to use jit’s own loan forms is much
more cost effective to the Jender. As an SBA lender who has made an ongoing commitment 1o
support the program, we have the computer software that makes it no more costly forus to
prepare the minimal required SBA forms than to prepare normal commercial loan documents. I
would contend it is the unwilling attitude and lack of commitment from the large commercial
bank lenders to show the necessary support for the SBA program that makes this an issue.

The irony is that it is the small community bank SBA lender and the non bank lenders who
actually do far more to stimulate the economy than do the large commercial bank express
lenders. By selling the guaranteed portion and in some cases the unguaranteed portions of an
SBA 7A loan, these lenders are part of a large “food chain” that includes the small business
borrower, its employees, the lenders and its employees, the secondary market investor and its
employees, the fiscal transfer agent and its employees, and finally the end purchaser of the loan
pool security. These various entities and individuals are all tax payers and viable economic
merabers of our Country. Thus this group, the real SBA lenders, have a much more far reaching
economic impact than does the large bank who makes the express loan and fails to become a part
of the food chain. This does ot mean that the express loan program serves no purpose or should
be discontinuted, however, to hold this program up as the savior of the SBA. program as a whole
is ludicrous.

The reduction in the guaranty to 50% will impose a significant burden on the small community
banks which have historically been the back bone of the SBA lending program. The increased
exposure and decreased liquidity will in all probability result in many of these lenders exiting the
program. There are some who believe that the current SBA Administration would like nothing
better.

La Meza Executive Offices
7777 Alvarado Road, Suite 501 » La Masa, CA 91941 » Tet (819) 668-5159 » Fax (619) 403-5191
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Another fallacy that the SBA Administration has held for some time is that the 7A program
should not be used for real estate lending. There is no risk difference between a properly
underwritten 504 real estate loan and a 7A real estate loan. The prepayment penalties that are
required as a function of using a debenture sale to fund the 504 loan are often not in the best
interests of small business borrower, nor is the fixed rate feature necessarily a good choice. In
the event of a borrower default, the SBA incurs far more expense and liability under the 504
program than it does under the 7A program. If a 504 loan defaults the SBA bears the entire
expense of collection and liquidation and any deficiency becomes an SBA cost. This compares
to a 7A real estate loan where the lender not only has to collect and liquidate the loan, but also
has a minimum exposure of 25% of any costs and deficiency. The fees charged to both lender
and borrower on the larger 7A real estate loans also provide a significant cost offset to the
program. These facts seem to have escaped the SBA Administration.

In conclusion the SBA Administrations proposal is not acceptable and should not be approved. It
is imperative that with your continued support the SBA 7A program be properly funded and thus
allowed to be the viable economic vehicle that it has been proven to be over the years.

Respectfully,

W

‘Wmn. P. Ruhiman
President/COO
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% IBS-COMMODITIES

the global food source

FACSIMILE TRANSMISSION
TOTAL PAGES TO BE TRANSMITTED 152 1
IF YOU DO NOT RECEIVE ALL PAGES PLEASE NOTIFY US IMMEDIATELY, THANK YOU!

Date: February 16, 2004

To: Honorable John F. Kerry
US Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building
Washington, D.C. 20510

Fax: 202-228-1814
From: Karen Russell

Dear Senator Kerry,

I am writing you to express my strong support of the SBA program and the benefit it has provided my
company. IBS Commodities, a food commodities export company, was started in 1992; in 1998 1 bought
out the majority shares of my partner, Robert Hildreth, and became the sole owner of the company. 1
received a loan from Bank of Boston, which was guaranteed by an $833,000 export working capital
guarantee from the SBA. This was critical for me in order to continue financing my export shipments; if I
had not received this guarantee I could not have continued doing the same volume of exports and I
would not have been able to continue my business.

The SBA has also been a very valuable program for the nature of IBS's business, as it is a less restrictive
program than EXIM. Additionally, the USEAC of the SBA has provided me with valuable assistance in both
exporting and trade finance. There is no other US small business organization that provides this help for
those, such as myself, in the international arena of business. The bulk of our export business is shipping
US beans and rice to countries such as the Dominican Republic, Mexico and Haiti. To that end, the SBA
not only supports our company but the various farmers in the Midwest and the South where we source
our product.

I therefore hope that the SBA is allowed to continue the kind of service and financing guarantees that are
so important for companies such as IBS Commodities. As a woman owning a business, I find many
obstacles to compete successfully in the export business. The SBA has removed a huge hurdle and has
therefore, been a crucial support.

Please contact me should you have any questions or comments.
Sincerely,
Karen Russell

President
1BS Commodities, Inc.

697 Washington St., Suite 202, Newtonville, MA 02458
Tel 617-796-9700 Fax 617-796-9777
www.ibscommodities.com
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Ultima Bank Minnesota

February 18, 2004

The Honorable John F. Kerry

Ranking Member

U.S. Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

Washington, DC 20510

Dear Senator Kerry:

This letter is to inform your committee that Ultima Bank Minnesota supports the
International Trade Programs provided by the U.S. Small Business Administration in
Minneapolis. I personally work with Nancy Libersky, Regional Manager for the Export
‘Working Capital Program.

Nancy Libersky assisted Ultima Bank Minnesota in providing one of our customers with
{inancing for their export business. We were able to set up 2 meeting with Nancy and our
customer to discuss the pros and cons of the Export Working Capital Program. The SBA
program with Nancy’s assistance has been a great asset to our bank. Nancy is very
professional, pleasant and very knowledgeable in the International Trade Program and
that without her I feel Small Business Administration would feel a great loss.

Thank you for your consideration in this matter. If you need further information please
contact me at (218) 938-4144.

Sincerely,

/\\)Huuﬁa o ,Z{(rr?m_)

Theresa A, Simon
Vice President

Via fax: 202.228.1814

PO BOX 533 - HWY 2 EAST o ows it ourse - us out! PO BOX 9 - MAIN STREET
FUSSTON, MN 56342 ¥ o yaurself io check us ou WINGER, MN 56502
(218) 435-2265 (BOD} 421-2588 www.uliimabank cont (218 938-414¢ (800) 421-5322

FAX (218) 435-2266 FAX (218) 938-4170
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February 11, 2004

To:  The Honorable John F. Kerry
Senator from Massachusetts
Ranking Member of the Committee on Small Business and Entreprenuership
428A Russell Building
Washington D.C. 20510

From: Lee Smith
Program Director, BusinessLINC
City of Tucson / Office of Economic Development
P.0.Box 27210
Tucson, Arizona 85726 ~ 7210

Dear Sir:

1 am writing to express my concems regarding the loss of SBA BusinessLINC program funding and to
update you on the impact that this decision has had on the Southern Arizona BusinessLINC program.

Our program is designed to increase sales and exports for our businesses and as a result, create quality jobs
for our citizens. These jobs and the appropriate training of our workforce are critical to our community’s
economic sustainability and growth.

in October 2001, City of Tucson Office of Econdmic D pment was ded a SBA BusinessLINC grant to
support the retention and expansion opportunities for Tucsor’s existing manufacturing industries and affiliated
suppliers. The grant provided the foundation for what has been an extremely successful collaboration of public and
private sector efforts directed at building our Jocal economy through increased export sales of regional products and
services. This in turn has created new jobs growth in the manofacturing and/or industry associated sectors. As you
know, facturing jobs g ity pay better and offer wider ranges of career path development opportunities. The
grant also provided the financial catalyst to leverage additional program funding and support from state, county and
city partners. Through the prudent application of resources and through focused program implementation methods, the
Southern Arizona BusinessLINC program has delivered significant results:

Active website with hable database containing1,962 company profiles
$ 58.4 million in new sales contracts for Jocal businesses
680+ new or retained jobs

79 current active buyer / seller projects ($ 6.4 million estimated total value)
Several states are interested in the SAZ BusinessLINC program model
Sonora Mexico is interested in the SAZ BusinessLINC program model

oBoooo

Office of Economic Development
255 W. ALAMEDA CITY HALL 3*° Floor West * P.O. BOX 27210 * TUCSON, AZ 85726-7210
(520) 7915093 * FAX (520) 791-5413
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Another benefit of the SBA BusinessLINC grant, was the perceived opportunity to have five years of
potential funding support (based on funding availability and individual program performance) 1o build
toward sub ial private sector support of the program over the five year time frame. Loss of
federal program funding after year two has dramatically impacted the Souther Arizona program. Cut backs
in field staff were necessary due to negative budget adjustments. The reduction in field activity has affected
the number of projects that can be worked therefore reducing the overall sales deliverables. Morale of the
business community as a whole is lower because they understood and saw the potential of the program to
create new sales and jobs. The business community is shocked that the federal government would pull back
from a program that is producing real and tangible results.

When I testified before the House Committee on Small Business in Washington D.C., I returned home with a

sense that the comumittee bers in attendance sod the importance and potential of BusinessLINC.
My perception was supported by the fact that both Senate and House Small Business Committees
Tec ded r of the BusinessLINC program at full funding only to be amazed later that

appropriation for the program was not approved. A collective effort of state and local support to make known
the valie of the BusinessLINC program to our federal representatives apparently fell on deaf ears.

1 surely don’t understand why funding for the Southern Arizona BusinessLINC program was eliminated,
especially with the significant results we’ve had. T respectfully request that you and your colleges please
reconsider the issue of BusinessLINC program funding and reinstate the program for at least the full time
periad outlined in the initial proposal.

1f I can provide any assistance in this endeavor, please contact me. Thank you for your consideration and
help in this matter.

Lee/Smith

Office of Economic Development
255 W, ALAMEDA CITY HALL 3*® Floor West * P.O, BOX 27210 * TUCSON, AZ 85726-7210
{520) 791-5093 * FAX (520} 791-5413
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AzBusinessLINC Program Overview

Program Focus:

Retention and expansion of manufacturing business opportunities and
manufacturing associated jobs is a high priority for the entire Arizona/Sonora
economic region. The Southem Arizona AzBusinessLINC program administered
by the City of Tucson Office of Economic Development focuses on matching new
procurement and other B2B buyer needs with existing regional supply chain or
seller resources. In order to expand awareness of these resources, the
AzBusinessLINC.com website provides quick and easy on-line access to detailed
business and supplier information. Buyers may directly access the extensive
business profile database or request AzBusinessLINC staff assistance in
identifying procurement needs solutions.

Program Methods:
o Seek out and cultivate new local, national and international buyer/seller
relationships for Southemn Arizona businesses.

a Profile existing business products and services in an on-line searchable
business-to-business directory.

o Facilitate access to a broad range of business development support
organizations and "best practice” professionals.

Program Resources and Responsibilities:
City of Tucson/Office of Economic Development

a Program Manager (1x) — Responsible for all aspects of program delivery

Personnel Management

Task Assignments

Database Development

Strategic Partner Coordination

Outside/Inside Agency Interface

Marketing AzBusinessLINC

Training

Tracking and Reports

Program Impact Evaluation

Program Funding and Disbursement

o Administrative Assistant (1x) — Responsible for general administrative support
Record Keeping
Research
Reports
Staff Travel Activity Coordination
Customer Phone Interface
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Event Coordination

User Technical Support
Profile Intake Assistance
Profile Review and Approval

o Economic Development Specialist (3x) —~ Responsible for Field Interaction
Regional Business/Facility Visits
Company Product and Service Assessments
Coordination of Business Development Assistance
Buyer Needs Assessments
ldentification of “Procurement” Opportunities
Buyer/Seller Matching Efforts
Database improvement Recommendations
Project Development
Project Tracking and Reports

o Programmer (1x} ~ Responsible for development of database structure
Database Deveiopment
Trouble Shooting
Maintenance
Technical Support
Hosting

Strategic Partners
o Profile intake Partner ~ Responsible for “seller or supplier” participation
Marketing AzBusinessLINC
Encourage Business Database Participation
Assist Business in the Data Entry Process
Review Entered Data for Completeness
Approve Final Profile Data

Examples: Southern Arizona Tech Council, Regional Economic Development
Organizations, Chambers of Commerce.

o Business Assistance Pariners — Responsible for business development help

Business Coaching
Business Plans

Marketing Plans

Best Practice Applications
Quality Improvements
Process Improvements

Examples: Pima Community College Small Business Development Center, Micro-business

Advancement Center, Tucson Mexico Trade Office

o Regional Interface Partner — Responsible for direct program interface
Regional Buyer/Seller Activity
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Regional AzBusinesLINC Marketing

Examples: Arizona Department of Commerce, Grealer Tucson Economic Council, Yuma
Economic Development Foundation

o Program Awareness Partner — Responsible for regional program awareness
Community Business Interaction
Community Business Events
Community Representation

Examples: Safford Chamber of Commerce, Nogales Santa Cruz County Economic
Development Foundation, Procurement and Professional Organizations, Maquila
Assgociations
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June 9, 2003

Congress of the United States
House of Representatives
Committee on Small Business

BusinessLINC Perspective and Overview

Presented By: Lee J. Smith
Program Director, Southern Arizona BusinessLINC
City of Tucson/Office of Economic Development

I am excited and honored to have this opportunity to share my experience and insight
regarding the SBA BusinessLINC program. It is with great pride that [ speak on behalf of
the City of Tucson’s Office of Economic Development and my dedicated BusinessLINC
team and program partners.

Identifying and applying “Best Practice” methodology generally improves business
operational efficiencies and in most cases result in a more competitive posture in the
market place. Facilitating the exchange of knowledge and expertise between large and
small manufacturers is in itself 2 worthy goal of the SBA BusinessLINC program.
Without question, market competitiveness is a key element to business success. However,
small business owners face other equally important challenges such as advertising,
marketing and sales. In most cases, small businesses focus internal resources on delivery
of products or services and lack adequate capital, staff and expertise to effectively
address these other important areas of business activity. Being ready is not enough!

To more effectively respond to the unique needs and issues of Southern Arizona’s
manufacturing associated businesses; we expanded BusinessLINC program focus and
support to encompass all areas of business operations including: application of best
practices, advertising, marketing and sales. Our goal was to maximize small business
retention/expansion impact to the region through the leveraging of collective local, state
and federal economic development resources and the utilization of public and private
sector expertise to work in concert with this effort. We prioritized areas of program focus
and identified implementation tasks and associated resources that would be required to
support each area of focus. We developed an overall program coordination and
accountability system that includes the tracking and reporting of field staff activity and
deliverables for team “continuous improvement evaluation” and for “return on
investment” consideration. We engaged Southern Arizona economic development
community organizations to enlist program support and participation.
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Southern Arizona BusinessLINC Program Areas of Focus:

Mentor/Protégé
Goal: 1dentify and Apply Best Practices

Method:

>

>

Facilitate access to and utilization of public/private sector business
assistance expertise including: SCORE, SBDC, WBC, regional ED
organizations and business community volunteers

Create and document a “project” file describing area of need, resource,
timeline and expected outcome

Business Database
Goal: Maximize Product and Service Awareness

Method:

v ¥ ¥ ¥V ¥YVY

Identify and document available Southern Arizona products and services
Develop interactive internet accessible BusinessLINC website and
business profile database with extensive search capabilities

Partner organizations contact and encourage “Sellers™ to profile products,
services and a statement of capabilities in database

BusinessLINC field staff educates regional “Buyers” regarding awareness
and use of the database including Mexican manufacturing industry firms
BusinessLINC field staff conducts workshops regarding program benefits
and demonstrate the effectiveness of the website to participating groups
Utilize media coverage of program events or projects of interest when ever
possible to promote awarepess of available resources

Identify Needs
Goal: Pursue New Sales Opportunities

Method:

»

Survey regional manufacturing companies to identify what products and
services are currently purchased from Southern Arizona suppliers (2002
University of Arizona survey indicates 88% of local procurement goes
outside Southern Arizona region)

BusinessLINC field staff meets directly with buyers to identify specific
products or services not currently being purchased locally and to
understand reasons for decision (not aware of local resource, not cost
competitive, inadequate local production capacity, etc.)

BusinessLINC field staff interacts with the U.S. Department of Commerce
Export Assistance Center and the Arizona Department of Commerce
International Trade Office working leads and pursuing International sales
opportunities for Southern Arizona suppliers
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» BusinessLINC field staff regularly visit and assess Mexican
manufacturing plants to promote BusinessLINC database awareness and to
identify products and services that could be purchased locally

¢ Buyer Selling Matching
Goal: Facilitate New or Expanded Sales Contracts

Method:
> Direct buyer database access, search and maich
» Buyer requested BusinessLINC field staff search and matching assistance
» BusinessLINC field staff facilitate and promote collaborative business
response when no single match is found for unique need(s)
> BusinessLINC field staff network with partners to seek out needed
resources when those resources are not present in database

s Jobs/Sales

Goal: Generate New Tax Revenues

Method:
» Accountability and reporting of program activity and performance
» Deliverables { New jobs and sales)

The Southermn Arizona BusinessLINC team and partners have successfully facilitated
numbers of Mentor/Protégé relationships resulting in higher levels of business readiness.
BusinessLINC team efforts have effectively promoted expanded awareness of available
regional products and services. BusinessLINC team efforts have provided access to new
regional and international market opportunities and leads, many of which have produced
new sales revenues and jobs for rural and urban small businesses throughout Southern
Arizona including minority owned businesses.

Program Impact (18 months):

$ 54.2 million — New Regional Contracts

§$ 2.7 million — New International Contracts
680 — Estimated New and / or Retained Jobs
28 — Mentor / Protégé Projects Completions
1,550 — Business Profiles on Website

§ 3.1 million — Estimated New Tax Revenue

® & & * * o

I hope that my testimony today has provided you cause to consider the future possibilities
and potential of the BusinessLINC program. From my perspective, BusinessLINC is
certainly a program that can directly impact small business growth and economic stability
in many areas throughout our country and certainly merits continued funding.
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TESTIMONIALS

"Cybernesic Research Laboratories experience with BusinessLINC has been unparalleled in
both performance and results, exceeding onr expectations in every aspect. BusinessLINC
provided opportunities to our company that resulted in exvess of §375,000 in sales and
ereated 3 new jobs for our community. 1 bighty recommend BusinessLINC as an
unprecedented success."

John Rix, President

Cybernetic Research Laboratories, Inc.
Tucson, Arizona [Pima County)
"Seller and Protégé” Participant

"As a small business, 7t s often difficult to get in the door of the large companies. You, and
others, at BusinessLINC have certainly opened the door for that to change. The type of work
that we are talking aboyt with both TRW and Raytheon are high level engineering jobs
requtring bighly paid engineers to fulfill the contracts - exactly what is needed to keep Tucson's

economic engine moving forward.”

Jane Poynter, CEO

Paragon Space Development Corporation
Tucson, Arizona {Pima County]
"Protégé, Seller and Buyer" Pardcipant

"] just wanted to thank yox for referring Matt Pobloske of ACR o me. With ACR's belp,
we were able to submit a very complex proposal within a short period of time. 1 believe we
bave a good chance of being awarded the contract due in no small part fo the help we recesved
Sfrom ACR. The Mentor Resource Project [of BusinessLINC] is a terrific program and
provides a tremendous service to small businesses ke mine. Thanks again for your heip."

Sean Oseran, Director of Sales & Contracts
K-Tech Aviation, Inc.

Tucson, Arizona [Pima County]

"Protégé" Participant
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"“You introduced us to TRW - Sierra Vista who bad a pallet requirement. We have since
filled their pallet needs and have established a mutually beneficial relationship.”

Mike Wards, President

Paller Recyclers, 11L.C

Tucson, Arizona [Pima County]
"Seller" Participant

"I am writing to commend the BusinessL INC Program. . . . BusinessLINC has done a
great job connecting me with two conpanies (so far). I think the BusinessLINC program has
tremendous potential for matching up companies with revenue and profit-buzlding resources.”

Gary Baraff, Consultant
Tucson, Arizona [Pima County]
"Mentor" Participant

"BusinessLINC has been extremely instrumental in the identification and selection of
Arizona suppliers with capabilities to meet our product design specifications and
requirements.”

"The detailed information provided by BusinessLINC for local suppliers was highly nseful as
the basis for the initiation of a TRW Supplier Database. The information was organized
inta distinct supplier disciplines, with detailed data (e.g. phone numbers, websites, key
contacts, quality system, and core competencies) relative to each supplier.”

G. David McCaleb

Manager, Production Operations

TRW, Sicrra Vista, Anizona [Cochise County]
"Buyer" Participant

"BusinessLINC was able to align us with a company that we bhad previously called on with
no success. Reliance now has an opportunity fo do business that should yield six-figure sales.”

Lorena Valencia, President

Reliance Wire & Cable, LLC

Nogales, Arizona {Santa Cruz County]
"Seller" Participant
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"Thank you very much for your support and help in locating manufacturers, suppliers, and
all the components needed to get us up and walking. As you put it at the end of each meesing,
"Now, ket's go make some money". Now that we are getting a contract from QV'C, we
will"
Ken Dowers, President
Two Bro Industries, LLC

Tucson, Arizona [Pima County]
"Buyer and Protégé” Participant

"Without your program'’s efforts and support, we probably would not have been given the
gpportunity to bid. Although not suscessful this time, it has brought our company's name to
the attention of peaple in upper management [af that company].”

Bill Morris, President

Roadrunner Fastcning Systems, Inc.
Tucson, Arizona [Pima County]
"Seller" Participant

""The BusinessLINC program has pushed aggressively to connect suppliers with customers,
Their efforts heip retain and expand business in the plastics and advanced composite materials
industry, as well as all other bigh-tech industries in Southern Arizona.”

Wayne Lundeberg, President
Catalina Tool & Mold

Tucson, Arizona [Pima County]
"Seller” Participant

"This letter is to advise you of the positive effect BusinessLINC has had on oxr company,
The Software Firm, Inc. [Through BusinessLINC], a mentor with nationalf international
marketing expertise was introduced to mentor niy company, and assist us in finding solutions
tp marketing obstacles we bave faced with one of our product lines. After the time dedicated
as mentor, we offered fo contract [him] as our marketing/ communications company.”

""The Mentor-Protigé network provides many oppostunities for business
procurement/ contracting and protigé relationships throughout Southern Arizona. Please do
all you can to assure this funding does not end next year."”

Antonio Procopio, Vice President
The Software Firm, Inc.

Tucson, Anizona [Pima County
"Protégé and Seller” Participant
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1 just wanted to take a minute to thank jou for working so hard to tfry to help us get our
recent project done here in Tucson. I hope that you are able to continue your work, which has

been a great help in introducing us to several companies which we were unaware of before we
met you.”

Tim Kenyon, Chief Sr. Mechanical Designer
Sigma Technologies International, Inc.
Tucson, Arizona [Pima County}

“Buyer” Parricipant
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June 5, 2003

Mr. Lee J. Smith, Program Director
BusinessLINC Program

City of Tucson-Office of Economic Development
£.0. Box 27210

Tucson, AZ 85726-7210

Dear Lee,

It is a real pleasure to write a letter of support to you for the BusinessLINC
Program. The BusinessLINC Program is a weicome addition to our area. It has
made a positive impact on our economic development efforts for Safford,
Thatcher and Pima.

The BusinessLINC Program provides a critical link in developing relationships with
businesses in our community and the surrounding area. You and your staff have
been so helpful in providing business improvement and expansion resources by
means of your frequent personal visits to businesses in our community,

We look forward to your continued participation in the building of business for
our community in the future.

Sincerely,

Sheldon Miller, Executive Director
Graham County Chamber of Commerce



280

-
\/

June 5, 2003

Lee J. Smith, Program Director
BusinessLINC

Office of Economic Development
City of Tucson

Tucson, AZ 85701

Dear Mr. Smith:

The Greater Yuma Economic Development Corporation endorses the efforts put forth by the
BusinessLINC program. The communities in Yuma County, Arizona need this supply chain
development program to enhance the exposure of our manufacturing industry.

Furthermore, the BusinessLINC program has provided GYEDC with an opportunity to add this
tool to our Business Expansion and Retention efforts. The BusinessLINC program has played a
critical role in helping us develop stronger relationships with our manufacturers.

The staff of the BusinessLINC program is always looking to assist our staff and industry.
GYEDC maintains very high levels of communication and information sharing with the
BusinessLINC staff. Mr. Bourland from the BusinessLINC tear regularly visits our region and
has been instrumental in introducing GYEDC to maquiladora management in San Luis Rio
Colorado, Mexico. These “magquiladora” visits have produced the discovery of a number of
procurement needs that may be satisfied by Arizona companies. This is just an example of the
effectiveness of the BusinessLINC program.

GYEDC looks forward to continuing our relationship with the BusinessLINC team to further our
Economic Development efforts for Yuma County. BusinessLINC and the supply chain
development program will continue to play 2 major role in our efforts to attract new industry to
our area,

Sincerely,
Miguel Bravo Jim Ferguson
Business Development Representative President/CEQ

Greater Yuma Economic Development Corporation
377 S. Main Street, Suite 202 * Yama, AZ 85364 * (928) 783-0193 * FAX (928) 782-2551
www.gyede.org
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Vi4 E-MAIL
June 5, 2003

Mr. Lee Smith, Program Director

BusinessLINC Program

City of Tucson- Office of Economic Development
P. 0. Box 27210

Tucson, Arizona 85726~7210

Dear Mr. Smith:

The Nogales-Santa Cruz County Economic Development Foundation (“NSCCEDF”) is pleased to support your
program’s efforts and look forward to our continued collaboration. EDF is a private non-profit organization
charged with improving the quality of life for our residents through business retention, expansion and attraction
efforts. In this US-Mexico border and rural Arizona area where high levels of unemployment and poverty are
challenges to our economic growth, every new job d through busi pansion benefits the entire
cormumunity. The City of Tucson Office of Economic Development BusinessLINC program is a viable part of
our community’s efforts towards economic sustainability.

In the past two years, the BusinessLINC program has provided local busi with expansion oppor

that they would not have had otherwise allowing for additional capital ir to expand their busi and
creating additional jobs. As a major additional benefit, BusinessLINC has proven to be the most productive
too} for regional economic development, offering local companies to enter into business arrangements with their
regional counterparts.

Please also allow me the opportunity to commend you and your team members for providing us with such high
and diversified levels of expertise in areas of international trade, business administration and marketing, and
facilitation. You have allowed our community 1o receive the benefit of this professionalism for which we are
grateful.

1 look forward to our continued collaboration towards improving the regional economy.

Yours truly,

Sesen Crastes

Susan Clarke Morales
Executive Director
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PimaCommunityCollege

Smalt Business Development Center

June 9, 2003

Mr. Lee Smith, Program Director
BusinessLINC

City of Tucson OED

P. 0. Box 27210

Tucson, AZ 85726-7210

Dear Lee:

The Pima Community College Small Business Development Center is pleased to submit this
letter of support for the City of Tucson’s BusinessLINC program.

BusinessLINC, from its inception, has been a driving economic force in our community. The
program greatly facilitates regional business-to-business relationships, thereby increasing supply
chain activities and hence revenues for many of our local companies. As you are aware, the PCC
Small Business Development Center is a business resource center dedicated to helping
businesses in Pima and Santa Cruz counties succeed through business counseling and training.
Thanks to the collaboration that has taken place between our two staffs, we have been gble to
maximize our efforts in assisting our local businesses. The frequent referrals between the two
entities enable both programs to best coordinate limited resources and help businesses to grow
and prosper.

The PCC Small Business Development Center heartily endorses the continued funding of the
BusinessLINC program. It has truly been an economic success in our region, and serves as an
outstanding example of how federal doliars, when combined with local resources, can be utilized
to the maximum effectiveness.

Sincerely,
Nancy L. Russell

Director
Pima Community College SBDC
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June 9, 2003

Mr. Lee Smith, Program Director

BusinessLINC Program

City of Tucson- Office of Economic Development
P.0.Box 27210

Tucson, Arizona 85726-7210

Dear Mr. Smith:

The Sierra Vista Economic Development Foundation (SVEDF) is pleased to support your program’s efforts and
look forward to our continued collaboration. EDF is a private non-profit organization charged with improving
the quality of life for our residents through business retention, expansion and attraction efforts. The largest
employer in southem Arizone, Ft Huachuca, resides here in Sierra Vista and with it brings thousands of high
technology jobs within the defense industry. The Business Link program has directly impacted new high
Technology programs by providing cost competitive suppliers to these prime defense contractors that has
resulted in millions of dollars in new contracts for Southern Arizona. The partnership with the SVEDF and the
City of Tucson Office of Economic Development BusinessUINC program is a viable part of our community’s
efforts towards economic diversity and has been implemented into our fong range economic development
strategy.

Allow me to commend you and your team members for providing us with such high and diversified levels of
expertise in making this program a success through clear and measurable economic results.

1 1ook forward to our continued collaboration in building this new low cost environment that impacts the
emerging product lines that our soldiers and sailors are using today and in the furure.

Barry Albrecht
Executive Director/CEQ
Sierra Vista Economic Development Foundation
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U.S. Department of Commerce
Tucson Export Assistance Center
166 West Alameda Street
Tucson, Arizona 85701
Tel. 520-670-5540
Fax 520-791-5413

June 5, 2003

Mr. Lee Smith

Project Manager

BusinessLINC

City of Tucson Office of Economic Development
Post Office Box 27210

Tucson, Arizona 85726

Dear Lee,

On behalf of the Tucson Export Assistance Center, allow me to commend your team on the
continued success of the BusinessLINC program. In little more than a year, BusinessLINC has
not only come to be recognized by the local business community as one of the most innovative
and promising econormic development programs the region has seen in years, but the entire state
of Arizona has taken notice too.

The Tucson Export Assistance Center, a division of the U.S. Commercial Service, is dedicated to
helping local enterprises meet their international business development goals. We accomplish
this through a variety of programs and initiatives, including the targeted distribution of trade
leads. Since the launch of BusinessLINC, our organizations have successfully collaborated to
share a number of particularly promising international business leads with capable local
manufacturers. This included aerospace leads from Europe and a number of Mexican
opportunities. Moreover, BusinessLINC teamn members and I visit local companies on a regular
basis to counsel them about developing new supplier relationships, both locally and abroad. This
cooperative relationship makes BusinessLINC one of the Tucson Export Assistance Center’s key
strategic partners in southern Arizona.

1 look forward to helping BusinessLINC maintain its impressive momentum and working with
your talented team to support the expansion efforts of our local SMEs in Arizona and beyond.

Sincerely,

Eric Nielsen
Manager
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wrualer Lasa Grande Vailey
ECONOMIC
DEVELOPMENT
FOUNDATION

201 E. 8rd St

Casa Grande, AZ 85272
(520) 836-6868
1-888-211-6868

(520) 836-4898 FAX
casagmd@cybertrals.com

12 July, 2002

Mr. Lee J. Smith
Program Manager
BusinessLINC

City of Tucson

P.O.Box 27210

Tucson, AZ 85726-7210

Dear Lee:

Thank you for the opportunity to meet and discuss BusinessLINC with you and your
staff. During our meeting, I was particularly impressed with the depth of planning and
work that has already gone into the program.

After learning more about the program and your current activities, 1 believe business
opportunities for local corpanies in Casa Grande, Coolidge and Eloy could potentially
be enhanced through our cooperation and participation. BusinessLINC could have a
substantial positive impact to bring additional commerce to our tri-city area.

1 look forward to continuing our discussions and potentially increasing our involvement
in the program.

Sincerely,

ép\; e EM\.@(‘

Lori M. Gary, CED
Executive Director
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Parque industrial de Nogales
Catretera industrial de Nogales Kim, 8
Apariado Pogtal #76-A

Tel, (01182-631) 4.01-13

Fax (011-52831) 4.01-12

P.O. Box 833
Nogales, A2 85628

Tune 5, 2003

Mr. Lee Smith, Program Director

Business LINC Program

City of Tucson- Office of Economic Development
P.O. Box 27210-7210

Tucson, AZ.

Dear Mr. Smith:

Please accept these supportive comments on behalf of the Business LINC Program services.

Your program has served as a very helpful service to many of the major mamufacturers that are
members of our organization.

By introducing Business LINC supply chain resources to our local manufacturers, they are able
to consider and purchase more materials and services regionslly and thus help them take more

advantage of NAFTA benefits as well as assist in contributing to our regional and local
econormies.

We continue to look forward to working with your program and its representatives.

Sincerely, .
=L L ~Feahesfn_.
Luis P i

Executive Director President
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falas THE CITY OF DOUGLAS

RS 425 Tenth Street, Douglas, Arizona 85607 Telephone (520) 805-4047
Fax (520) 364-1585

J. Art Macias, Jr. Ci ity and E ic Develi Director

P

June 5, 2003

Mr. Lee J. Smith

Program Director

BusinessLINC Program

City of Tucson - Office of Economic Development
PO Box 27210

Tucson, AZ. 85726-7210

Dear Mr. Smith

This letter is to inform you that the City of Douglas supports your BusinessLINC Program.
The program has made a positive impact on the Economic Development efforts of the
community. It provides a critical link in developing relationships with businesses in the
community and the surrounding area. The BusinsessLINC staff is very helpful in providing
business improvement and expansion resources by means of frequent personal visits to
businesses in our community.

The Douglas community will gain many benefits from the BusinessLINC program, Please feel
free to contact me if we can provide you with additional assistance.

Sincerely,

Art Macias, Jr.
CED Director

AM:car

“Deuglas -~ the premier south tern bord ity”
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NORTHROP GRUMMAN
et
Mission Systems Sora Vit A2 8¢
February 11, 2003

Mr. James Keene

City Manager, City of Tucson
P.O. Box 27210

Tucson, AZ 85726

Dear Mr. Keene,

I wish to take this opportunity to commend the City of Tucson’s Office of Economic
Development and the BusinessLINC team for their help and support over the past year.
Each time that we requested assistance in identifying specific types of suppliers, your
BusinessLINC team came through for us. I am pleased to inform you that a number of
orders have been placed with several Tucson suppliers that your BusinessLINC team
matched to our needs. Future anticipated orders should involve even more local awards
due to the comprehensive list of suppliers provided through the BusinessLINC program,

The program’s innovative approach to conaecting buyers with sellers certainly appears, at
Jeast from our perspective, to provide an important service that expands awareness of
existing products and services available in Southern Arizona. Several months ago, while
in the process of preparing quotations for the Department of Defense, we were concemed
by our lack of knowledge regarding local suppliers needed to support the bid. I contacted
Barry Albrecht with Sierra Vista Economic Development and he referred me to Lee
Smith of BusinessLINC. Mr. Smith provided a list of regional suppliers that could
provide the expertise we needed. Several of these firms provided cost estimates that were
included in our proposals. Last year, we received in excess of $50 million Department of
Defense contract awards and I believe that the BusinessLINC support effort was a factor
in receiving the awards and sucecessfully performing on the contracts.

BusinessLINC certainly deserves our thanks for a job well done and we look forward 1o a
continued and valued relationship.

Re/spectﬁ;nji,

Kevin R. Goates
Manager, Finance & Business



CITY OF TUCSON

ROBEAT E. WALKUP OFFICE OF THE MAYOR 255 WEST ALAMEDA
MATOR TUCSON ASON: o
. A B5726-7210
July 11, 2002 Plr;ngE(: (520) 791-4201
: (520) 791-5348

Mir, Martin Gold

SBA Technical Representative

U. S. Small Business Administration
409 Third Street, SW — 8™ Floor
Washington, DC 20416

RE: The new BusinessLINC Program

Dear Mr. Gold:

As the Mayor of Tucson, my challenge is to cultivate a more vital and dynamic city that
provides for all of our people. It is particularly important that Tucson continue to
develop a strong commercial sector.

Many programs are developed to stimulate c fal expansi However, the new
BusinessLINC Program has proven that it “gets down to business” right from the start.
Mentorship opportunities are being fulfilled, large cc have been ded, and the
unique database is a reality. This is a very exciting new program for Tucson.

1 am elated that the SBA selected Tucson as a worthy grant site and look forward to
continued funding for BusinessLINC to maintain the of its
BusinessLINC is good for Tucson because it is good for business.

Respectfully,

M

Robert E. Walkup
Mayor
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2 AKILUNA DEPAKTMENT OF COMMERCE

'Y JANET NAPOLITANO GiLBERT JIMENEZ
GOVERNOR DIRECTOR
June 9, 2003
Mr. Lee Smith
Program Manager
BusinessLINC

City of Tucson Office of Economic Development
P.O. Box 27210 '
Tucson, Arizona 85726-7210

Mr. Smith:

I’m writing this letter on behalf of the Arizona Department of Commerce in support of the
BusinessLINC Program.

Governor Janet Napolitano has made the development of the supplier network a platform of her
Technology Advisory Council, a public/private alliance dedicated to driving the growth of
Arizona's technology sectors.

The ability for companies to source from one another is critical to fostering a thriving business
base and we believe that the statewide expansion of BusinessLINC will act as an important
catalyst to this end.

Not only is BusinessLINC a successful “buy local” initiative, but the program also has positive
national and international implications for Arizona. Buyers worldwide can receive real-time
information about Arizona’s suppliers to address their most unique product and service
requirements, further expanding our Jocal business base.

The bottom line for Arizona is a measurable increase in contract attainment and prosperity for
the state through potential job creation and enhanced local wealth.

Sincerely,

/|

Gilbert Jimenez

1700 WEST WASHINGTON STREET . SUITE 600 . PHOENIX, AZ 85007 . USA
PHONE 602-771-1100 . FAX 602-771:1200 . http//www.azcommerce cnm
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Capital Oy e

Capial Qne Services, Inc.
Atin: 120710410

11011 West Broad Street
Glen Allen, VA 23060

February 26, 2004

The Honorable Olympia I. Snowe

United States Senate

Chairman

Comunittee on Small Business and Entreprencurship
SBA FY 2005 Budget Hearing

Statement for the Record

Attention: Sarah Martin
VIA FACSIMILE
(202) 224-4885

Capital One Financial Corporation is a holding company headquartered in McLean,
Virginia, that operates through three principal subsidiaries: Capital One Bank, Capital
One, Federal Savings Bank (F.S.B.) and Capital One Auto Finance, Inc.

Capital One, F.S.B,, initiated its SBA guaranteed loan activity in early 2001 participating
in both the LowDoc and SBAExpress loan programs. In 2003 Capital One became the
sixth largest SBA lender in the nation, lending nearly $100 million to over 2,100
entrepreneurs.

Unlike many of our competitors, Capital One has focused on serving the needs of the
small and micro-business segment, with loan amounts ranging from $25,000 to $150,000.

We appreciate Chairman Snowe’s interest in hearing from lenders about these programs
and are pleased to offer Capital One’s perspective on recent activity around these two
programs. Specifically: (a) the recent suspension of the 7(a) program, (b) the concept of
a loan ceiling for 7(a) loaus, and (c) the Administration’s intent to take the 7(a) program
to zero subsidy in 2004-5 in part via fee increases and a comprehensive guaranty
reduction to 50%.

(a) The most important features of the SBA loan program are stability and
continuity. This is true for both funding and program delivery.

The suspension of the 7(a) loan program in early January negatively impacted
180 Capital One loan applicants. The vast majority of these applicants were
awaiting approval of their SBAExpress loans at the Sacramento
PLP/SBAExpress Center. When funding was resumed on January 13, the
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queue of loan applications was so long that SBA approval of the final
applicant was not received until the first week of February. That represented
nearly a four week delay in our ability to perform for our customers.

(b) Because Capital One provides loans up to a maximum of $150,000, the
concept of a $750,000 loan ceiling is not disruptive to our business.

(c) Because Capital One is already engaged in the SBAExpress program, we are
acquainted with managing credit risk with a 50% SBA guaranty. Ifnecessary,
we will expand that program to accommodate customer segments presently
served by our LowDoc loan program.

However, as a lender focused on the small Joan market, we can not support the
Administration’s proposal to significantly increase lender and borrower fees.
In the short term, they would precipitate a decrease in our SBA lending
activity; over the long term, we would likely stop participating in the
guaranteed loan programs entirely.

‘While Capital One is very cognizant of the budgetary constraints facing Congress, the
SBA loan programs are designed to provide incentives and facilitate the creation of new
small businesses and therefore jobs. These programs have been very powerful tools to
accomplish these goals, however the proposed modifications would likely make it
difficult for lenders to participate, especially for those of us that engage in smaller loans.

Thank you again for the opportunity to provide these comments and encourage you to
contact me should you have any questions. [ can be reached at (804) 284-1035.

Very truly yours,

Susan E. Streich
Capital One
SBA Relationship Manager
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UNITED PRAIRIE BANK

—— ——

Main Bank: 110 W, Rose * South Branch: 1801 5, Cedar « Owatonna MN 55060-0567

UNITED PRAIRIE Ph: 507.451.6300 + Fax: 507.451.6444
BANKING > LENOING * MORTGAGE Ernail; 4 om + < W sebank.com
INVEETMENTS * INSURANCE An Affiliate of Farmers State Corporarion

Febraary 17, 2004

The Honorable John F. Kerry
Ranking Member

U.S. Senate Commiutee on

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

Dear Senator Kerry,

I am concerned to hear word that the U.S. Export Assistance Center is in jeopardy of
loosing funding and valuable personnel such as Nancy Libersky, the regional manager
representing our bank.

Nancy and her office has been the link that has allowed our bank 10 finance companies
that might not otherwise have access to this kind of funding. For instance, a company
that I personally work close with, specializes in growing and producing non-GMO
soybeans to export to Japan, Thanks to our relationship with the U.S. Export Assistance
Center, we have been able to finance this business and the 1oday the company is thriving,
Even as a small company, they provide business for area farmers, employment to local
population, US Exports to Japan, and the domino effect of business generation from
trucking the beans to marketing the futures. As you can see, small businesses such as
this need specialized service, experience, and type of individual attention that Naney
provides - the type that large processing centers canoot match,

1 am requesting that the U.S. Export Assistance Center remain in ract as it curremtly is.
The ripple effect of decisions made in Washington ruly impacts the small businesses in
Minnesota, the same small businesses that the SBA program was originally designed and
implemented to assist.

Sincerely,
vid A. Thamert
Credit Analyst
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MAIN OFFIGE: ONE CONANT ST. DANVERS, MA 01923 + $78.777-2200 www.danverssavings.com

Danvers Savings Bank

February 24, 2004

The Honorable Olympia J. Snowe

Senate Small Business and Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

Dear Honorable Olympia 1. Snowe:

The purpose of this letter is to let you know the position of Danvers Savings Bank regarding the recent
changes implemented in the 7A Program by the U.S. Small Business Administration. Specifically, these
changes deal with the recently implemented loan cap of $750,000, the prohibition on “piggyback lending”
and the proposed reduction in the guaranty rate to 50% across the board.

The loan cap of $750,000 will preclude this bank from financing the larger business acquisition loans and
real estate loans that are not eligible for conventional fimancing. Over the years, Danvers Savings Bank has
assisted in the financing of numerous small business acquisitions in eastern Massachuseits. These loans are
typically not viable as a conventional loan due to a change in ownership and in many instances the lack of
sufficient collateral, In regards to commercial real estate, prices in this section of the country have been
escalating steadily over recent years. A $750,000 cap is not a realistic number in this market.

This limitation is the first part of a “‘one two punch”, The imposition of the piggyback prohibition is the
“second punch”, and it is a curiosity. What does this have to do with the supposed funding issues? Of
particular concern is the impact this prohibition will have on the working capital needs of a business.
Where warranted Danvers Savings Bank has provided simultancous SBA guaranteed term loans and lines
of credit to borrowers. In some cases the term loans will have a working capital component, which is
intended to fund the permanent growth of the business whereas the line is to be used to meet the short term
funding needs. This type of simultaneous financing can no longer be done unless SBA gets first position on
accounts receivable and inventory. Historically SBA would subordinate on these trading assets. This aspect
of the prohibition is the most troubling of all.

Finally, the proposed lowering of the guaranty rate to 50% will simply result in fewer start-ups, fewer
business acquisitions and fewer expansion Joans being financed. The 25-percentage point reduction is
significant. There are numerous loans in this bank’s portfolio that would not have been made had the
guaranty rate in place been 50%.

1 hope these thoughts are helpful. Danvers Savings Bank is a strong advocate for SBA and was the first
Mutual Savings Bank in the country to receive the designation of Preferred Lender. It has been our
overwhelming experience that this Agency has played a very important role in helping people get into
business and expand their markets. The recent changes imposed by SBA will make it more difficult for
lenders such as Danvers Savings Bank to participate in this vital economic mission.

Scott C. True
Vice President

To deliver exceptional service
to employees, customers & the community.
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PRODUCTION
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Seattle

‘The Honorable John Kerry February 11, 2004
Senate Committee on Small Business Entrep hi
304 Russell Senate Office Bidg.

Washington D.D., 20510

RE: Hearings on SBA’s 2005 Budget — U.S. Export Assistance Centers
Dear Senator Kenry,

In reviewing the recent 2005 budget request submitted by the President, I noticed some disturbing things in
fe to SBA's deli of to small bust exporters in America. The SBA’s 2005
budget request has eliminated the line item funding for its participation in the U.S. Export Assistance
Centers (USEAC). The narrative in the budget makes it clear that SBA intends to deliver trade finance
assistance to small business exporters and lenders desmng to learn how to participate in SBA's trade

finance programs igh Small Business D P Centers, Women's Business Centers,
SCORE and the SBA District Offices. We feel the elimination of SBA’s participati m the USEACs
and the eli ion of SBA's I tional Trade Fi Speciali 3 i

to lenders and exporters would adversely impact access to caplu! by Amerlcln exporters.

District Export Councils (DEC) are organizations of leaders from the local busmess commumty
appointed by the Secretaries of C e, whose § ledge of international b P
a source of professional advice for local firms.

United States Export Assistance Centers (USEAC) are multi-government agency offices housing
two or more government agencies, which have programs to assist U.S, small and medium sized
exporters (SME) in gaining entry to or expanding their export markets. The main agencies in
these offices are the Commercial Service of the Department of Commerce, the SBA, and in some
cases Ex-Im Bank. This one-stop shop approach to assisting exporters has been very successful
and has made for easy access to the all the main export agencies by American exporters.

The DECs have worked hand in hand with the government agencies housed in the USEAGs to
assist American companies in entering or expanding their export markets. The SBA USEAC
representatives assist SMEs in obtaining essential working capital to facilitate exporting. They
are also experts in other government and private sector financing and will make the appropriate
referral. In FY 2003, SBA USEAC Representatives facilitated $488.0 million in loans to over 1600
American exporters. Those exporters have reported over $1 billion in export sales.

Small Business Development Centers (SBDC), SCORE, and Women s Business Centers, and even
SBA District Offices may provide useful technical assi ast lists, but
unfortunately they do not have the skill set or technical expertise in irade finance. Even SBDCs,
which specialize in International Trade, lack personnel trained in trade finance. And, the limited
budgets of these organizations would not provide sufficient funds to supplement their resources
in this area.

iLos Angeles Dallas/Ft. Worth Washington D.C. New York
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The North Texas District Export Council feels it wonld be a tragic mistake to eliminate SBA’s
Trade Finance Specialist and the SBA participation in the USEACs. We are asking for your
support in retaining the funding for SBA’s USEAC participation.

Access to working capital is more difficult for small business exporters. Today the U.5. has a
record breaking trade deficit. More than 96% of the U.S. exporters are small or medium sized
businesses. It is essential that the U.S. government provide assistance to SMEs to increase
exports, which in turn, creates jobs and assists with the trade imbalance. The SBA USEAC Trade
Finance Specialists are highly trained and focused on providing that sorely needed access to
capital needed by smail business exporters.

Thank you for your consideration of this matter.

Chairman, North Texas District Export Council
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From: Andy Weaver

Sent: Tuesday, February 10, 2004 1:41 PM
To: Martin, Sarah (Small-Business)
Subject: Lender's comment on 7a crisis

I am writing as a concerned taxpayer. I am deeply disturbed at the recent turn of events
at the SBA. To lenders it is starting to appear as if the administration is trying to
reduce or eliminate the S$BA and I pray this is not true.

Large corporations will be net losers of jobs for the foreseeable future as they continue
to outsource jobs and production to cheaper labor markets. America's small businesses on
the other hand are creating jobs. Further more I can tell you from past experience that
virtually 100% of entrepreneurs who come to me for small business loans got there
experience working for other small businesses. It is at a small business where one can
see all aspects of management and ownership, obtain the mentoring and experience needed to
become a business owner. Large corporations are too divisional, too segmented to foster
entrepreneurship. I am 100% certain the economic stimulus, the additional taxes, both
income and payroll, created by the recipients of SBA 7a loans exceeds the costs of the
program 10 fold.

We recently had to decline a loan request for a very successful former SBA borrower who
was to open a second franchise location. His first store employs over 30 people and was
made possible by SBA. He generates in excess of $150,000 per year of net profit from the
store and pays his taxes. The new store would provide more than 30 jobs, would stimulate
the local economy by providing a $1 million construction and equipment project and create
annual revenues of over $1.6 million per annum and an additional $150,000 in taxable
income for the owner. He is contributing $350,000 to the $2.1 million project. It cannot
be done as a 504 loan as the proceeds include working capital as well as furniture and
other costs excluded from eligible financing under 504.

The only way to do this leoan is a $1,000 first TD and a $750,000 SBA second TD which is a
"piggy-back" transaction and was recently prohibited by SBA in a policy notice. He would
need at least an additional $350,000 to do this on a

conventional or 504 basis, and he does not have that kind of capital. I have

many more customers in a similar situation.

I can further attest that based on my 15 years of $BA lending that larger loans are the
bigger boost to economic growth, they create more jobs and have a greater economic impact.
The smaller loans while also important, tend to be mom and pop operations with few if any
additional employees.

I implore you, please do everything you can to see that the SBA is fully funded as the
economy needs the job growth to ensure a lasting recovery. This issue needs bipartisan
support. Thank you for your consideration.

Sincerely,

Andreas C. Weaver
Senior Vice President, Gateway Business Bank {562) 403-6969

CONFIDENTIALITY NOTE: This message contains information which may be privileged or
confidential, or exempt from disclosure under applicable law. If the reader of this
message is not the intended recipient, or the employee or agent responsible for delivering
the message to the intended recipient, you are hereby NOTIFIED that any dissemination,
distribution, retention, archiving, or copying of this communication is strictly
prohibited. If you have received this e-mail in error, please notify us immediately by
return e-mail to the sender or by calling our office at (714) 972-3832.
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Smul} Buslness Lending Division
B8, Gay Stroct, Sulte 450
Knoxville, TN 37902

Phane! 1565) 54tk 1176

Yux; (HAS) S30-8726

February 25, 2004

The Honorable Olympia J. Snowe

Senate Small Business and Entrepreneurship Committee
SBA FY 2005 Budget Hearing

Statement for the Record

Dear Ms. Snowe:

As a employee of Community South Bank, I am writing to request assistance
with the current funding dilemma relating to the U.S. Small Business
Administration and its 7(a) Loan Guaranty Program. Under the current
order from SBA Adminstrator Barreto the maximum 7(a) program loan size
has been capped at $750,000 as compared to the previous $2 Million ceiling.
In addition lenders are prohibited from making “piggyback” 7(a) loans as
they have for decades in the past. I feel the problems with the 7(a) cap and
the halt of “piggyback” 7(a) loans need to be resolved as soon as possible. 1
have 9 argumentative points listed below, They are listed as Tollows:

1. The 7(a) program is much more flexible than the 504 program and
provides not only fixed asset financing but also critical working
capital and refinancing funds where the 504 program cannot.

2. The capping of 7(a) loans at $750M has a definite negative impact on
small businesses in need of access to capital for real estate acquisition
and expansion purposcs.

3. The capping of 7(a) loans also has negative impact on a borrower’s
ability to refinance its debts to provide internally generated working
capital for future growth. By being able to refinance debt through the
SBA, a borrower will often times save up to 40% on its monthly
cashflow. This is cash that can be poured back into the business to
fund future growth,

4. The loan volume that was denied when SBA shut the program down
in January, 2004 reportedly exceeds $600MM thereby demonstrating
the dernand for access to piggyback loans and loans over $750M.
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5. If the Administration moves forward with the proposed overhaul of
the 7(a) programs into one which closely resembles the SBAExpress
program with 50% guaranties, the small business community will be
grossly underserved as the major 7(a) lenders will move out of the
program leaving it to the large national banks (Bank of America,
Wells Fargo) and super-regionals who are only interested in funding
very small SBA loans to meet CRA requirernents. These are in SBA
lending one day and out the next. Therefore, rhte program and its
recipients become very vulnerable to the credit whims of the large
banks.

6. We utilize the 7(z) program for startup companies, growth companies
mature-declining companies who are re-inventing themselves.
Furthermore, we use the 7(a) program for single-purpose properties
such as motels, convenience stores and car washes- industries that
struggle for access to loan funds. In general, these loans exceed
$750M.

7. The lending institutions that have devoted the time and manpower
over the years into learning and supporting the SBA and its programs
are the very oncs that are being penalized by the proposed changes.
Furthermore., every small business in America in going to be effected
by the restriction of access to capital.

8. The 7(a) program in one of the few government programs that
generates a measurable impact on the growth of small business
nationally, all for a 1.06% subsidy.

9. The lenders are not opposed in general 1o a zero subsidy or reduced
subsidy program; however, it must be done in a manner that maintains
the integrity of the program and the marketability of the program for
the lenders to its customers.

Thank you in advance for your time and efforts,
Respectfully,

Tracy Iaeldon

Community South Bark
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SULTA MANUFACTURING CO.

P.O. Box 597 Sulphur Springs, TX 75483
Phone: (903) 885-2139 FAX:  (903) 885-5316

17 February 2004

The Honorable John F. Kerry

Ranking Member

U.S. Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

Washington, DC 20510

Dear Senator Kerry:

This administration is again proposing to eliminate funding for SBA’s United States Export
Assistance Center program. And to get directly to the point, we are seeking Senator Kerry’s
assistance in obtaining funding for the USEAC program in Congress’s final appropriations bill.

As a recipient of USEAC services and current exporter of U.S. manufactured goods, we can
readily attest to the value of the program to small and medium size businesses. Without the
assistance provided by our USEAC, we would not have a working capital line of credit to fund
our export orders. Small banks in the United States are not staffed (nor could they afford to be)
to finance international transactions without the assistance and services provided by a USEAC.

It appears reasonable to this U.S. citizen and Vietnam veteran that if the U.S. Government can

expend billions of dollars to invade Iraq and maintain an indefinite presence there, surely we can
fund a program that allows small U.S. companies to participate in a global economy.

Respectfully submitted,

L. D. Willmann
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Statement of
Donald Wiison
President, Association of Small Business Development Centers
February 12, 2004
Submitted to the

U.S. Senate Committee on Small Business and Entrepreneurship

Senator Snowe, Ranking Member Kerry, and Members of the Senate Smali Business Committee; I am
Donald Wilson, President and CEO of the Association of Small Business Development Centers
(ASBDC). ASBDC’s members are the sixty-three State, Regional and Territorial Small Business
Development Center programs comprising America’s Small Business Development Center Network.
SBDC programs are located in all fifty-states, the District 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 approximately 1,000 service centers
nationwide serving more clients than all other Small Business Administration assistance programs
combined.

Madam Chair, I would like to thank you and the Senate Small Business Committee 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 the Association to submit testimony for the record on the
Administration’s FY 2005 budget for the Small Business Administration. In light of the nation’s
current economic conditions, it is extremely important that this committee and the Congress focus
attention on what federal resources will be allocated in FY2005 to assist and support the small business
sector of the economy which represents fifty-two percent of the nation’s Gross Domestic Product
(GDP). And rather than simply focusing on what the Administration’s budget proposal means to small
business, we need to focus on what it means for our entire economy.

1 would also like to take a moment Senator Snowe to thank you, Ranking Member Kerry and the
members of this committee for all of your efforts on behalf of small business throughout the 108™
Congress. This committee last session reported out legislation to reauthorize SBA programs and
quickly moved a temporary reauthorization bill when that became necessary. You have worked hard
to help address the immediate crisis a few weeks ago in the 7(a) loan program which is eritically
important to so many small business owners and SBDC clients,

‘We hope members of this committee will work closely in conference with members of the House
Small Business Committee so that the SBA reauthorization bill can be finalized and sent to the
President. We would also encourage you Madam Chair to markup the National Small Business
Regulatory Assistance bill at the earliest opportunity. This committee overwhelmingly approved that
legislation in 2002. Tt has now passed the House three times by overwhelming bipartisan margins.
This committee needs to act on that legislation so that it can move to the full Senate. Small businesses
need regulatory compliance assistance and they need it now.
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Let me focus my comments for a few moments on the general state of the nation’s economy, the
overall SBA budget for FY 2005, and the contribution of small businesses to our economy. I will then
focus my remaining comments on the Administration’s proposal to reduce the federal funding level for
the SBDC national program to $88 million and what we believe is truly needed to adequately fund this
vital program.

Members of this committee are well aware that the general health of the nation’s economy, while
apparently improving, is tenuous at best. Current economic data demonstrates that the economy is
sending mixed signals. Fourth quarter GDP was a relatively strong 4.0 percent. However, that rate of
increase represented a sharp drop from the third quarter’s 8.2 % GDP growth. And many question
whether 4% growth is sustainable.

Productivity for non-farm businesses rose 2.7 percent in the fourth quarter. But that was down sharply
from the 9.5 percent growth in the third quarter. While productivity is up significantly during the last
six months, that rising productivity uncharacteristically is not being translated into wage growth.
Average hourly wages in December only increased from $15.47 to $15.49. Wage growth is crucial to
sustain consumer spending, which is so vital to this economy. Consumer spending rose only 2.6
percent in the fourth quarter of last year. That represents a sharp slowdown from the 6.9 percent gain in
consumer spending from last year’s third quarter.

Individual bankruptcy filings were up in 2003. Fortunately, in 2003, business bankruptey filings
stopped rising and actually fell by 5.2 percent to 37,182 from 39,201 in 2002. And the stock market
improved significantly during 2003.

But the real issue as always is jobs. The lack of job creation is of paramount concern to everyone,
especially the millions of Americans who are currently out of work. The nation’s unemployment rate,
based on the household survey, declined from 5.9 percent in November to 5.7 percent in December and
to 5.6 percent in January. Disturbingly, however, the number of initial jobless claims for the week
ending January 31 increased by 17,000 to 356,000. In December we know that the decline in
unemployment was directly attributable to the fact that more than 300,000 Americans gave up looking
for work during December and left the labor force. In other words, the civilian labor force actually
declined by 309,000 in December.

Despite significant economic stimulus from tax cuts that took effect last summer, the economy was
only able to create 16,000 new jobs in December, 149,000 below the consensus estimate. And October
and November payroll jobs were revised downward by 51,000, From the first of September through
the end of December, the economy created 278,000 net new private sector jobs, an average of 70,000
jobs per month, That’s an improvement compared to previous months. However, it is an
extraordinarily weak figure when compared to the average of 210,000 jobs created per month during
the period from January of 1992 through December of 2000. January job creation improved to 112,000
but that was 32% below the level anticipated by a consensus of leading economist.

In December, employment in retail trade declined by 38,000. Manufacturing employment, which [
know is of particular concern to you Madam Chair, was down by 26,000 in December. The nation’s
manufacturing sector lost 516,000 jobs last year and has shed 2.8 million jobs since July 2000, the last
month it recorded a gain. In January, the nation’s manufacturing sector lost another 11,000 jobs, the
42nd straight month of falling factory payrolls. Today, nearly 9 million Americans are unemployed.
Another 5 million are working part-time who would rather be working full-time. And 2 million
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Americans have been jobless for 26 weeks or more, the highest level of long-term unemployment since
1984,

And what is the reaction of respected economists to last Friday’s employment numbers? For example,
Dr. Lara Rhame, former Federal Reserve economist and now senior economist at Brown Brothers
Harriman said last Friday, “The report is certainly better than in December, but it just doesn't reflect
the level of job creation we'd expect to see at this stage of the economic recovery.” Richard
Yamarone, chief economist at Argus Research said, “Two and a half years into this recovery, and the
economy can only muster up 112,000 new jobs? That's a bad number, not a good number." 1 think Mr.
Yamarone’s comments reflect the reaction of most Americans. Last year at this time, the annual
Economic Report of the President predicted the economy would generate 1.7 million jobs during the
year. But the economy actually lost 53,000 jobs. On Monday, the newly released Economic Report of
the President predicted job creation for this year at 2.7 million. We hope that report is more accurate
than its immediate predecessor.

When Congress passed the Administration’s tax cut package last summer, administration economists
predicted those tax cuts would generate an additional 510,000 jobs by the end of 2003, above and
beyond the number of jobs that an economy two years into recovery would normally be expected to
produce. We now know that the 2003 level of job creation predicted to result from the tax cuts was not
achieved. The Council of Economic Advisors (CEA) projected 5.5 million new jobs overail from July
2003 through the end of 2004. In the six
months since the tax package was adopted, the
economy has generated less than 350,000 new
jobs. It is now evident that the level of job
creation which the CEA predicted to occur by
the end of 2004, and that we all hoped for,

NEW BUSINESSES AND JOBS
(created by SBDC in-depth counseling
clients in 2001)

will almost certainly not be realized. 50,000 - 46,688
When reflecting on these disturbing 40,000 -| 34,215
unemployment numbers, I hope the i

committeee will consider the findings of a 30,600 4

Census Bureau working paper released early ’

last year and authored by Zoltan Acs and

Catharine Armington of the Center for 20,000 12.872

Economic Studies. Their research found that !

“establishments that were less than two years 10,000 4

old accounted for all net job growth” in the

study period, 1995-1996. The working paper 04

went on to report that “although most people Businesses Jobs  Saved Jobs
work in older establishments, growth comes Started Created

primarily from new establishments.”
(Endogenous Growth and Entrepreneurial Activity in Cities by Zoltan J. Acs and Catherine

Armington, Center for Economic Studies, U.S. Bureau of the Census, Working Paper #CES-WP-03-2,
January 2003). Ishould also point out that the 2002 economic impact study of SBDC long term
counseling conducted by Dr. James Chrisman of Mississippi State University, (formerly with the
University of Calgary), reported that SBDC long term counseling clients generated 46,688 new jobs
in 2001. The Chrisman Study also reported that an additional 34,215 jobs were saved due to SBDC
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counseling and that the average change of employment rate for SBDC established business clients
was 8,4%, over ten times the rate of the average U.S. business.

This coramittee is aware that America’s small business sector employs 51% percent of non-farm
civilian workers, creates roughly two-thirds of all new jobs and contributes roughly 42% of treasury
receipts. This committee is aware that the small business sector of the American economy is
responsible for 52 % of the nation’s gross domestic product. But are you aware that the small business
sector of America’s economy is effectively the second largest economy in the world? Let me repeat
that statement if I may. The small business sector of America’s economy is effectively the second
largest economy in the world!

The World's Largest Economies
(in billions of dollars)

512,000
$10,000
$8,000
$6,000
$4,000
$2,000
50

$10,208

$5,308
$4,149

$1.847  $1.424  §1307 31,159

U.S.A. U.S.A. Japan  Germany United France  China
Small Kingdom (exc. HK)
Business
Sector

Our nation’s gross domestic product for 2002 was $10.2 trillion. The gross domestic product
generated by this nation’s small business sector in 2002 was just over $ 5.3 trillion. That figure is
larger than the entire Japanese economy. The GDP generated by America’s small business sector is
larger than the economies of Germany, France and Great Britain combined. Those three countries have
the world’s third, fourth and fifth largest economies. The gross domestic product generated by the
small business sector of America’s economy is larger than the total GDP of Canada, Mexico, Spain,
Brazil, India, Korea, the Netherlands, Australia, the Russian Federation, Taiwan, Argentina and
Switzerland combined! Those countries I just named are not third world undeveloped countries. Those
nations are twelve of the 20 largest economies in the world. And to assist and help sustain the well-
being of the 23 million American small businesses that are responsible for providing 52 % of this
nation’s GDP, our nation’s budgeters are able to find just $678.4 million for the Smali Business
Administration out of a $ 2.4 trillion dollar budget. Those who crafted the Administration’s FY 2005
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federal budget are overlooking the obvious importance of the nation’s small business sector to the
present and future economic well being of this nation.

Some will respond that, at a time when we are
fighting a war against terrorism, it is not Small Business Share of the Economy vs.
reasonable to expect a larger share of the SBA's Share of the Federal Budget
federal budget to be directed toward the needs
of the small business sector of our economy. {
would not presume to tell the Congress what S [ —
is a reasonable figure for the SBA. But what I 100%-1
can tell you Madam Chair is that, at the height
of the Vietnam War, Congress allocated two-
tenths of one percent (.2%) of the 1968
Federal budget to the SBA. As recently as
1980, the SBA budget represented three-tenths
of one percent of the federal budget. The
budget the Administration submitted to the
Congress on February 3 rd, allocates only
three-one hundredths of one percent (.03%) 52.000%
of federal resources to the SBA, And the
SBA budget essentially represents the federal
government’s resource commitment to small 0.028%
business. 1 cannot imagine that this 9
committee with its understanding of the
contribution that small businesses make to our
economy can possibly believe this stunningly
low figure represents a prudent allocation of federal resources.

50%

+
Small Business Share of  SBA's Share of the
the Econemy Federal Budget

With the economy continuing to struggle and with small businesses responsible for 70 percent of job
creation and 52% of GDP, it is difficult to understand why OMB would propose spending an SBA
budget for FY 2005 that is $119.5 million less than OMB proposed for SBA for FY 2004. That
amounts to a 15% cut in SBA funding. Surely, the nation’s small business sector deserves better.
Administrator Barreto has done a solid job at the agency, initiating creative and beneficial programs
like the Business Matchmaking program which SBA partnered with HP. But it is doubtful that any
SBA Administrator would be able to effectively meet the needs of 23 million small business owners
with the limited resources proposed in the Administration’s FY 2005 SBA budget.

The Labor Department’s disturbingly weak employment numbers tell us that while small business job
creation may be improving, it remains woefully inadequate. Attempted startups are increasing simply
because hundreds of thousands of Americans, discouraged because they cannot find jobs, are turning to
self-employment as a last resort to try and support their families. Many of these individuals have skills,
but most have no business management experience or training. The unemployed furniture plant
worker whose unemployment benefits have run out may be a fine carpenter. He or she may
theoretically be able to craft cabinetry in the garage at home to sustain the family until economic times
improve. But he or she likely has no experience in finance, marketing, developing a market niche, and
they certainly do not know how to develop a business plan if they need access to capital. By providing
displaced workers with the expertise and business management knowledge they need to be successful,
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SBDC’s help thousands of unemployed persons who, of necessity have become aspiring entrepreneurs,
to become successful business owners.

But America’s Small Business Development Centers are certainly not just serving unemployed
Americans who turn to self-employment out of desperation. The well regarded national survey on the
economic impact of SBDC counseling activities conducted every two years by Dr. James Chrisman of
Mississippi State University found that in 2000, fifty-three percent of SBDC long term counseling
clients were established businesses and forty-seven percent were pre-venture clients.

The latest SBA figures for the SBDC national program show that SBDC counseling cases and training
attendees combined increased from 650,000 in FY 2002 to 685,000 in FY 2003. Counscling hours
increased from 1.47 million to nearly 1.57 million. Training attendees increased from 384,000 in 2002
to 408,000 in 2003. Training hours increased from 1.58 million in 2002 to 2.08 million in 2003. These
figures clearly demonstrate that America’s small business owners know they need help and are
increasingly seeking it from the SBDC national network. ASBDC and the men and women who work
in the SBDC national program are proud of those increases in productivity. We hope this committee is
as well.

And who are these men and women who are SBDC clients seeking assistance? They are far more than
simply SBA statistics. They are hardworking men and women, with dreams like James M. McKim
President and CEO of Cee Tox, Inc. in Kalamazoo Michigan, Senator Levin’s state, Susan Wolfe
with Palomino Mercantile, in Forsyth, Montana, Senator Burns state, or Susanne Joyce, President of
Tech Guard Security in Chesterfield, Missouri in Senator Bond’s state; Theresa Hoffian a founding
member of Maine’s Indian Basketmakers Alliance in your state Madam Chair; Patrick and Julie Miller
owners of Razorback Feed & Supply in Searcy, Arkansas, Senator Pryor’s state, Edward Mitchell,
proprietor of Mitchell’s Barbecue in Wilson, North Carolina in Senator Edward’s state, Sushil Bhatia,
President of IMD Manufacturing in Framingham, Massachusetts, Senator Kerry’s state, and Carolyn
Sluiter, owner of Freeport Home Medical Equipment in Freeport, Illinois in Senator Fitzgerald’s state.
I would encourage every member of this committee to seek out business owners who have used SBDC
services to learn about the real difference the SBDC program is making in these people’s businesses
and in their lives.

SBA’s latest figures show that 41% of SBDC clients nationwide are women. Twenty-nine percent
of SBDC clients are minorities. Over 9 % of SBDC clients are self- identified veterans.

Those who crafted the President’s budget will no doubt argue that they cannot find additional
resources for SBA or the SBDC program because of a fack of financial resources. And federal
revenues today Madam Chair are significantly below what they were in FY 2000. In FY 2000, Gross
Federal Receipts were $ 2.025 trillion. Federal revenues have now fallen for three consecutive years to
$1.991 trillion in FY 2001, $1.853 trillion in FY 2002 and to $1.782 trillion in FY 2003. These
numbers are particularly concerning when you realize that there has not been a three year decline in
federal revenues since the 1920s. But providing additional resources to SBDCs is not a drain on the
Treasury. In fact, for every dollar appropriated to the SBDC national program, the program generates
a better than two to one return for the Treasury. And every dollar appropriated by the federal
government to the SBDC national program to assist small businesses to survive, grow, and create jobs
leverages at least an additional dollar in small business assistance. That is so because, as you know, to
secure a federal dollar, SBDCs must raise a non-federal matching doliar.
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The 2002 national survey on the economic
impact of SBDC long term counseling,
conducted by Dr. James Chrisman, reported FEDERAL COST vs.
that combined, the incremental performance REVENUE GENERATED
of SBDC established business clients and pre- . .

venture clients who started businesses, by SBDCs (m m!“mns)
generated $182.9 million in new federal $250 4
revenues in 2001 and an additional $192.3
million in state revenues. Comparatively, the
SBDC national program received a federal
appropriation of only $ 87.87 million in FY $200 $183
2001,

$192

More recent tax revenue figures from
individual states are similarly impressive. $150
Based on a 2003 survey of North Carolina
SBTDC clients receiving long term counseling
in 2001, Dr. Chrisman estimates that “the
incremental performance of established $100 4
business clients yielded $2.12 million in tax
revenues; another $4.24 million in tax
revenues were gained from pre-venture clients
who started new businesses. The total $50 1
amounted to almost $6.36 million in tax
revues, of which approximately $2.74 million
went to the state (North Carolina) and $3.62

million, went to the federal government.” $0 4

Please note that the North Carolina SBTDC Federal Cost of  Federal Reveaues  State Revenues
i : ) SBDCs Generated by Generated by

received § 2,248,292 in SBDC program funds SBDCsin 2001 SBDCs in 2001

from SBA in 2002,

Similarly in Missouri, based on a 2003 survey of SBDC clients receiving long term counseling in
2001, Dr. Chrisman estimates that *The incremental performance of established business clients
yielded $3.7 million in tax revenues; another $3.9 million in tax revenues were gained from pre-
venture clients who started new businesses. The total amounted to almost $7.6 million in tax revenues,
of which approximately $3.9 million went to the state (Missouri) and $3.7 million, went to the federal
government. Missouri in 2002 received $1,562,964 in SBDC program funds from the SBA.

And in Wyoming based on a 2003 survey of SBDC clients receiving long term counseling in 2001, Dr,
Chrisman estimates that “The incremental performance of established business clients yielded $1.04
million in tax revenues; another $1.04 million in tax revenues were gained from pre-venture clients
who started new businesses. The total amounted to $2.18 million in tax revenues, of which
approximately $0.77 miilion went to the state (Wyoming) and $1.41 million went to the federal
government. Wyoming in 2002 received $500,000 in SBDC program funds from the SBA.

And those numbers do not reflect what could be accomplished with a larger appropriation. Based on
historical performance levels, an SBDC appropriation of $125 million (the level Congress authorized
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for FY 2003) would allow the network to assist its clients in generating over 100,000 new full-time
jobs, and increase federal revenues by nearly $270 million and state revenues by nearly $400 million.

Madam Chair, 1 think this committee can readily see from the data ASBDC has provided that the level
of new federal tax revenues generated by SBDC counseling clients is substantially greater than the
appropriation the SBDC national program receives from Congress. And with the nation facing growing
federal deficits it seems only logical that Congress would increasingly want to direct scarce federal
resources to programs that have a positive return on investment (ROI). Unfortunately, that has not been
the case.

Twenty-four state SBDC programs, including llinois, New York, Missouri, West Virginia,
Pennsylvania, Ohio, New Jersey, and Indiana receive fewer federal dollars today than they did in FY
2002. The SBDC national program in FY 2004 will receive less in actual dollars than it did in FY2003
and OMB has crafted a budget for FY 20035 that proposes to reduce SBDC national program funding
even further.

The statistics, that I have shared with the committee today, demonstrate that the proposed FY 2005
Federal budget neglects the most critical job creating component of our economy, our nation’s small
and startup businesses. We can continue that neglect, but at what price? You need look no further than
the millions of unemployed, the historically low level of job creation over the last three years, three
years of declining federal revenues and record breaking budget deficits to know that we are not
effectively allocating federal resources. Small businesses understand that to survive they must invest in
those business lines that have a positive return on investment. Regretfully, the folks who prepared this
proposed budget do not seem to understand that principal, perhaps because they have never had to
meet a payroll.

The mixed economic data being released indicate that the economy is at a critical juncture. The Federal
Reserve has reduced interest rates to the lowest level in 70 years to try and stimulate the economy.

The Congress and the Administration have enacted significant tax cuts trying to stimulate the economy
at the risk of the largest deficits in history in actual dollar terms, (not as a percentage of GDP.) And
still the economy appears unable to generate jobs in significant numbers. I am certainly not wise
enough to suggest what changes in fiscal or monetary policy can improve the current situation. I can
tell you, however, that there is one smali program that gets big results. And that is the Small Business
Development Center Program.

This committee in 2000 authorized $125 million for the SBDC program for FY 2003. You did so
because you understood the needs of small businesses. If the Federal government does not allocate
resources to the SBDC program at a level approximating $125 million for FY 2000, the management
and technical assistance needs of tens of thousands of small firms will go unmet and thousands of
existing and prospective private sector jobs will likely be lost. My daughter graduated from college last
May. She was fortunate and found work relatively quickly. However, I have watched as many of her
classmates struggled to find jobs. My son graduated from high school last June. He was able to go on
to college. But tens of thousands of young men and women who graduated high school last June are
looking for work today. And some of them will be looking for work a year from now unless Congress
does more to help small businesses generate new jobs.
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Hundreds of thousands, if not millions, of small businesses are struggling to cope with skyrocketing
health care costs, rising energy prices, declining sales, etc. Some of our SBDCs are working with the
Health Care Leadership Council to develop tools to better educated small business owners about
available options for employee health care. Working with the American Public Power Association,
Energy Star for Small Business at EPA, the Department of Energy and Rebuild America, ASBDC has
produced Energy Efficiency Pays, A Guide for the Small Business Owner. That guide is available to
any small business owner on the ASBDC website. ASBDC and its members are working with the
Department of Veterans Affairs, the Veterans Entrepreneurship Taskforce and the Veterans
Corporation to launch a major initiative to provide long term entrepreneurial education to an increasing
number of our nation’s veterans. The Pennsylvania SBDC has introduced the Pennsylvania Material
Trader, a new on-line service that makes it easy for small businesses to exchange and reuse
traditionally discarded materials. Every day, SBDC counselors and center directors are developing
new ideas and methods to help their small business clients survive and grow. These clients are in
retail, service, and manufacturing. And reliable data demonstrates that SBDC counseling clients have a
better chance of success than the average small business.

Research conducted for the Pennsylvania SBDC, by Dr. Chrisman found that 84% of Pennsylvania
startup clients receiving counseling in 1992 were still in business in 2000. Seventy-five percent of
startup clients receiving counseling in 1994 were still in business in 2000 and eighty percent of startup
clients receiving counseling in 1996 were still in business in 2000. This data indicates that startup
firms receiving SBDC counseling have a survival rate approximately 35% higher than the
general population of new businesses in the U.S.

This committee has a unique insight into the needs of the small business coramunity. You also
understand better than most the contribution small businesses make to our economy. Madam Chair,
very shortly now, you will be submitting a letter to the Senate Budget Committee regarding the needs
of programs under this committee’s jurisdiction. If this committee will not speak up and ask the
Budget Committee to assure that the nation’s small business sector receives a fairer and more realistic
share of federal resources, who will? Congress needs to reassert itself in the budget process. OMB has
essentially set budget priorities the last three years and the economic results are less than required to
inspire continued confidence. And lest anyone think that T am being partisan and unduly critical of the
current administration’s budget office, I would remind this committee that in 1999 President Clinton’s
budget office recommended a $25 million cut in the SBDC national program for FY 2000.

On January 23" of this year, President Bush told the U.S. Conference of Mayors that “When
more people own a small business, when people are starting their own business, when people are
creating small businesses, they're creating jobs.” Ido not doubt that the President believes what he
said. Unfortunately, his views have not been effectively conveyed to those who crafted his budget. I
hope this comnittee shares the President’s view and that members of this committee will work with
your colleagues in the Senate to help the President translate his words into deeds.

Madam Chair, we are not talking large sums of money. Doubling the funding level for small business
non-credit assistance programs at SBA would be less than a rounding error at virtually every other
federal agency. A continued lack of jobs threatens the economic security of this nation just as surely as
foreign terrorist groups threaten our personal security. 1f Congress is in fact committed to stimulating
job growth, then continued neglect of management and technical assistance for small business should
no longer be viewed as a viable budgetary option for our nation. We believe the SBDC national
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program for FY 2005 needs to be funded at it’s currently authorized level of $125 million. America’s
small businesses need and deserve no less. In FY 2001 the SBDC national program was funded at
$87.8 million. The Administration’s proposed SBA budget calls for funding the program in FY 2005
at $88 million. That figure will not even preserve the program at its FY 2001 level in real dollar terms.
At an absolute minimum, we hope this Committee will advocate that the program be given enough
resources for FY 2005 to match what it received in FY 2001 in real dollar terras. That figure would be
$94.7 million.

In closing let me say that this committee has repeatedly spoken out against government policies that
were not in the interest of our nation’s small business sector. 1 hope all of you, regardiess of party will
speak out against what some fear is the gradual dismantling of the SBA and the continuing failure of
the federal government to adequately fund small business management assistance programs.
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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
February 10, 2004

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 2005 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 entrepreneurs and those that would like to start a
business. I will restrict my comments to SCORE and the proposed 2005 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. In the hundreds of communities
where they volunteer their time, they help people start new businesses or improve
existing one, putting money into the local economies and creating jobs.

As the Committee knows, SCORE is celebrating 40 years of volunteer service in 2004,
Since its inception, SCORE has provided assistance to more than 6.5 million businesses
and individuals. SCORE’s cadre of volunteers represents over 300,000 years of business
experience and donated more than 1.3 million hours of volunteer service in fiscal year
2003, In 2003 SCORE was awarded the first ever USA Freedom Corps Award by the
SBA and the USA Freedom Corps for outstanding volunteer service to America’s
entrepreneurs. Additionally, SCORE received a 2004 Award of Excellence from the
American Society of Association Executives “Associations Advance America” program
for providing business counseling. 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 40-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 email 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
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starting, growing or managing a small business. In fiscal year 2003, SCORE’s volunteers
counseled 224,152 businesses and individuals in 335,983 sessions and provided 6,576
workshops and seminars for more than 137,153 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 is partnering at the national level with
companies that also serve the small business community including, The Company
Corporation, the National Federation of Independent Business, Verizon, Ford Motor
Company, Bank of America and The Ewing Marion Kauffman Foundation. 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. Chapters also develop local partnerships with the
primary goal of reaching more small business owners and those that wish to start a
business.

SCORE is working diligently to increase the diversity of its volunteer counselor base.
Today SCORE’s counselor cadre includes 20 percent women and minority volunteers.
SCORE’s goal is to improve to 25 percent by the end of this fiscal year. To assist in this
valuable effort, SCORE has developed national relationships with the U.S Hispanic
Chamber of Commerce, the NAACP and has developing relationships with the National
Association of Women Business Owners and the National Association of Minority
Automobile Dealers. SCORE is also preparing to pilot a project to recruit
“E-volunteers.” E-volunteers will work with SCORE and SCORE clients only online.
SCORE believes that this type of volunteer opportunity will be appealing to a younger,
more diverse group of potential volunteers and will help SCORE to achieve its goals.
Locally, SCORE chapters have set goals for diversity depending on the diverse make up
of the markets they serve. SCORE continues to address the business case for diversity in
its communications, meetings and materials. SCORE’s client base is fairly representative
of the demographics of our country.

With only 14 paid staff members in the entire organization, SCORE is entirely managed
in the field by volunteers. Some chapters contract for temporary clerical support to offset
the increasing administrative burden that is required. While SCORE understands and is
supporting new SBA EDMIS data collection requirements, their implementation will
more than double the data entry requirements for SCORE chapters further increasing the
administrative burden.

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.



313

SCORE is level funded at $5.0 million in the SBA’s budget as proposed by the
administration. We consider level funding in a 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 1o further grow both the quantity and quality of the services it
provides. These unmet needs include: the re-development and enhancement of SCORE’s
ematil counseling capability, additional support for local chapters, enhanced marketing
and public relations outreach and for recruiting, orientation and training of new
volunteers, as well as the development of new tools to be used in the counseling process.
Increased funding would result in better quality service and services for more of
America’s potential and existing small business owners.

Madam Chairman, we appreciate the support of this committee and your personal support
of SCORE in our 40" year. We also appreciate the 40 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
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BOSTON PRIVATE BANK
& TrUST COMPANY

February 11, 2004

The Honorable Senator John Kerry

Commirtee on Small Business and Entreprencurship
304 Russell Building

Third Floor

‘Washingron, DC 20510

RE:  The President’s FY 2005 Budget Request for the SBA
Dear Senator Kerry:

In reviewing the proposed SBA 2005 Congressional Budget Submission for the U.S. Small
Business Adminisration, I was concemed to see that 2 15% funding reducrion is being proposed
along with the climination of the SBA’s Export Assistance Centers. The proposed ¢limination of
the Export Assistance Center is of significant concern. Although we have not had the
opportunity to utilize the Boston Center on a frequent basis, Boston Private Bank & Trust
Company does maintain a valued relationship with a client that maintsins a guaranty through the
Export Working Capital Program, This loan facility would not be possible without the guaranty
offered by the Program. The clients business is solely reliant on exports and the international
markets and would not be in 2 position to grow the business without access 1o the Center and the
Guaranty Program, let alone remain in business.

Additionally, with the elimination of the Program and the Center comes the loss of a very valued
resource. We are very reliant on phoning the Center for their expertise and quick response. It
would appear to me that the elimination of the Center would be cause for concern of where
lenders will go for the expertise we have come to know and value. If the Administration’s cure
for this is to have an alternative source such as SBDC, SCORE or some other economic
devclopment area within SBA handle, ] am not confident that the expertise exists 1o continue to
provide the level of service the lending and borrowing community has come to know and place
high value,

It is very important that the Administration reconsider the elimination of the Guaranty Program;
the Export Assistance Centers and especially the valued employees that staff the Centers with the
invaluable information and assistance each and every one provides 1o us.

T welcome the opportanity to discuss this at further length should you desire. Ican be reached at
#617-912-1944.
/
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