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If you were to veto the bill, this could be construed as
indicative of Administration disregard for the interests
of small businessmen and farmers,

The concerned executive agencies oppose the bill and argue
for a veto primarily because the bill:

- Authorizes Federal guarantees for tax-exempt bonds
issued to finance pollution control facilities for
small businesses. This combination of a Federal
guarantee and tax-exemption is strongly opposed as
an unnecessary interference in capital markets and
a bad precedent,

- Extends the eligibility for SBA financial assistance
to small agricultural enterprises which are already
adequately helped by the Farmers Home Administration
and other farm credit agencies.

Congressional Situation

This bill has broad support in Congress. Different versions
initially passed the House by two-thirds vote under suspension
of rules and the Senate by 69 to 5. The conference report
passed the House by 392 to 0 and the Senate by voice vote.
Given this situation, if you decide to veto the bill, it is
planned that the Administration will propose alternative
actions which are responsive to Congressional, small business
and farm concerns:

- Transmit legislation containing the acceptable
provisions of S. 2498 and other desirable amendments
to SBA programs.

- Support legislation now pending in Congress that would
provide increased USDA financial aid to small agricultural
enterprises.

Max Friedersdorf indicates that it will be virtually impossible
to sustain a veto in the House and very difficult in the Senate.

The veto message (which has been cleared by Doug Smith)

at Tab E incorporates these initiatives, Legislation will
be ready for transmission to Congress if you decide to veto.




Agency and Staff Recommendations

The SEC, EPA, the Counsel's Office (Lazarus) and I recommend
that you sign the bill.

Max Friedersdorf recommends that you let the bill become
law without signature (his memorandum is at Tab B)

The SBA, the Departments of Agriculture and the Treasury,
Jim Lynn, Alan Greenspan, and Bill Seidman (Porter) recommend
veto.
DECISIONS
Sign S. 2498 at Tab C.
Approve y Disapprove
Approve signing statement at Tab D.
Approve Disapprove
Let the bill become law
Approve Disapprove

Veto S. 2498 and sign veto message at Tab E

Approve Disapprove






EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C._ 20503

MAY 29 1976

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 2498 - Amendments to Small Business

and Small Business Investment Acts
Sponsor - Sen. Morgan (D) North Carolina

Last Day for Action

June 4, 1976 - Friday
Purpose

(a) Authorizes small business to obtain Federal guarantees of
tax-exempt industrial revenue bonds to finance pollution con-
trol facilities; (b) states congressional policy that the
Small Business Administration (SBA) should provide financial
and management assistance to small agricultural enterprises;
(c) increases the allowable share of Federal matching funds

to Small Business Investment Companies (SBICs); (d) increases
the maximum loan limit per borrower for certain SBA business
loan programs; (e) standardizes interest rates for certain SBA
disaster loan programs; (f) provides increased authorization
for the SBA surety bond guarantee program; and (g) expands the
duties of SBA's Office of Advocacy, authorizes a $1 million
appropriation for the Office, and requires that the Chief
Counsel for Advocacy be appointed by the President with Senate
confirmation.

Agency Recommendations

Office of Management and Budget Disapproval (Veto
message attached)

Department of the Treasury Disapproval (Veto
message attached)

Small Business Administration Disapproval (Veto
message attached)

Department of Agriculture Disapproval (Veto

message attached)
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Council of Economic Advisers Disapproval (Veto
message attached)
Federal Reserve Board Does not support
Federal Deposit Insurance Corporation No objection
Farm Credit Administration No objection
Environmental Protection Agency Approval
Securities and Exchange Commission Approval
Discussion

S. 2498, an omnibus bill affecting a number of SBA programs, con-
tains several provisions which have been either supported or not
opposed by the Administration; these are described in an attach-
ment to this memorandum. Other provisions are undesirable; some
are so objectionable as to warrant disapproval of the bill, as
discussed below.

Provisions Forming Basis for Veto Recommendations

Sections 102 and 103 would authorize SBA to guarantee leases
entered into by small business to finance pollution control
facilities. A State or local body would issue tax-exempt in-
dustrial revenue bonds secured by the SBA guaranteed lease.

A revolving fund would be established to administer the program
with an appropriation authorization of $15 million.

The legislative history of this proposal indicates congressional
intent that small business should have "equal" access with large
corporations to the industrial revenue bond market in order to
finance required pollution control facilities. It would give
small business preferred access to this market by facilitating
the pass-through of a Federal guarantee directly to tax-exempt
industrial revenue bonds.

The combination of a Federal guarantee and a tax exemption is
the least desirable method of providing a subsidy primarily
because the subsidy is inefficient since tax losses (i.e., bene-
fits to the investor) exceed the interest savings to the borrower
by substantial amounts. Because Federal guarantees of tax
exemptions create a security superior to all other tax-exempt
securities issued by State and local governments, it would also
increase their costs of financing other essential public faci-
lities such as schools, roads and hospitals. The executive
branch has fought consistently for more than a decade to hold
the line against guarantees of tax-exempt financing and the
Congress has generally supported this policy through enactment
of at least twelve separate statutes since 1970 that preclude
guarantees of tax-exempt securities. VQ_foka
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Moreover, SBA currently has authority to make water and air
pollution control loans up to $500,000 per borrower at subsi-
dized interest rates (6 5/8%). These loans are less costly
than the financing mechanism in the enrolled bill and insure
that small business receives the full benefit of the Federal
subsidy. Although these loan programs, enacted in 1974, are
too new to have been utilized extensively, SBA plans to make
them more accessible to small business by working with the
Environmental Protection Agency (EPA) to reduce the loan certi-
fication and processing time, clarifying and promoting the pur-
pose of the program, and providing necessary technical assistance.

Section 112 states that "It is the declared policy of the Congress
that the Government, through the Small Business Administration,
should aid and assist small business concerns which are engaged

in the production of food and fiber, ranching, and raising of
livestock, agriculture, and all other farming and agricultural
related 1ndustries..." Current SBA law provides that the agency
"shall not duplicate the work or activity of any other department
or agency of the Federal Government..." Section 112 exempts SBA
from this provision of the law by directing it to provide manage-
ment and financial assistance to small agricultural enterprises
even though the Farmers Home Administration (FmHA) in the Depart-
ment of Agriculture and the Farm Credit Administration can already
assist such concerns. The conference committee report on the
enrolled bill expresses the hope that the Department of Agricul-
ture will more aggressively pursue programs that serve small
farmers and eliminate the need for assistance from SBA. However,
it also states that such small agricultural enterprises "shall

not be excluded from assistance by SBA."

The legislative history of this proposal indicates the following
congressional concerns:

a. Small agricultural enterprises are generally unable
to find suitable financing to meet Federal pollution
control requirements.

b. FmHA farm operating and farm ownership loan limits
($50,000 and $100,000 respectively) were considered
too low to meet the current credit requirements of
small agricultural enterprises.

c. FmHA's programs generally are not authorized to pro-
vide credit assistance to organized partnerships and
farm corporations.



We share the congressional concern about the need for adequate

financial support for small business to meet pollution control

requirements but believe that there are better means to achieve
this purpose: Specifically,

-— as noted earlier, SBA currently can make water and
air pollution control loans;

-~- adequate credit assistance is normally available from
the Farm Credit Administration (FCA) lending system
and other agricultural lenders to meet the needs of
farm partnerships, corporations, and most other com~
mercial farming enterprises; and

—-- legislation now pending in Congress, which the
Administration can support, would provide increased
loan assistance to small agricultural enterprises
by the Department of Agriculture (described in more
detail later in this memo).

Finally, we believe the effect of this legislation will be to
establish overlapping programs between SBA and the Department

of Agriculture. 1In its views letter on the enrolled bill,
Agriculture states that "These changes would place SBA in direct
competition with the FmHA since SBA would be able to make loans
to the same individuals eligible for FmHA loans. This direct
competition of Federal agencies in the agricultural credit field
would result in confusion because loans of each Agency would
have different terms, interest rates, and security requirements."

Other Undesirable Provisions

Section 113 would increase the appropriation authorization for
the SBA surety bond guarantee program from $35 million to $56.5
million. This program provides bonding assistance to small and
minority contractors who are unable to obtain bonding in the
private sector. The proposed authorization would be used pri-
marily to meet bond guarantee defaults and is intended to permit
an increase in new bond guarantees from $833 million to $983
million in fiscal year 1976. Since defaults on new bond guaran-
tees are generally incurred after one year, the provision is
unnecessary to make additional bond guarantees in 1976. Moreover,
we have recently permitted SBA to make an additional $45 million
in new bond guarantees available by the end of 1976 to meet the
resurgence of small business activity in the construction industry.
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Sections 201-208 would revise the duties of SBA's Office of
Advocacy, establish an annual appropriation authorization of

$1 million for this Office, and require that the President
appoint, subject to Senate confirmation, the Chief Counsel for
Advocacy. The primary role of the Chief Counsel would be ex-
panded from small business counselor and ombudsman to a director
of special studies of small and minority businesses. The Chief
Counsel would have to submit a report to the President and the
Congress, with legislative proposals, no later than one year
after enactment of this bill. The report could not be submitted
to OMB or any other Federal agency prior to its transmittal to
the President and the Congress.

These provisions are objectionable, because they would generate
confusion over the authority and responsibilities of SBA's
Administrator and the Chief Counsel for Advocacy, bypass normal
executive office staff reviews, and place responsibilities in
the Chief Counsel that are more appropriately conducted by other
SBA offices at the direction of the Administrator.

Recommendations

EPA recommends approval of the enrolled bill since it would pro-
vide aid to small business to lease pollution control facilities
and EPA supports any provisions that will assist in cleaning up
the environment. SEC also recommends approval because "the
Commission strongly supports legislation that would assist small
businesses."

SBA, Treasury, CEA and Agriculture all recommend disapproval of

the enrolled bill. Treasury objects to the lease guarantee pro-
vision (sections 102 and 103), Agriculture to SBA's duplicative
authority to aid small agricultural enterprises (section 112),

and CEA and SBA object to both provisions. In addition, SBA

also opposes the revisions in the Office of Advocacy (sections 201-
208). We agree that the bill should be vetoed.

There was broad support in the Congress for this bill; the dif-
ferent versions passed the House by two-thirds vote under sus-
pension of rules and the Senate by 69 to 5. The conference report
passed the House by 392-0 and the Senate by voice vote. Given
this situation, we believe that the Administration must propose




alternative actions that are responsive to congressional concerns
if a veto is to be sustained. Accordingly, we propose:

-- transmittal of legislation to the Congress containing
the acceptable provisions of S. 2498 (as set forth in
the attachment) together with other desirable amend-
ments to SBA programs (we are working with SBA to pre-
pare such legislation for SBA transmittal following a
veto); and

-- support of legislation now pending in the Congress that
would provide increased aid to small agricultural
enterprises by the Department of Agriculture, specifically:

. H.R. 10078, a bill which would provide Federal
farm loans for purposes of government-mandated
pollution control, and

. S. 3114, a bill which would increase guaranteed
farm operating loan limits from $50,000 to
$100,000 and farm ownership loan limits from
$100,000 to $200,000.

Finally, as an additional response to the legitimate congressional
concern over the impact of pollution control requirements on small
business, we propose that you request EPA to devote special atten-
tion to pollution regulations which the small business community
believes excessively burdensome or inequitable.

Attached for your consideration is a proposed veto message which
states the reasons for disapproval of S. 2498, describes what you
propose to request the agencies to do administratively under
existing law and indicates the legislative initiatives the
Administration proposes to take.

James T. Lynn
Director

Enclosures



Attachment

Provisions in S. 2498 Supported or Not
Opposed by the Administration

Section 101 would require the President to undertake a com-
prehensive review of all Federal disaster loan authorities
and submit a report to Congress, not later than December
1976, with recommendations on the most effective and effi-
cient delivery of disaster relief.

Sections 105 through 107 would amend and improve the Small
Business Investment Company (SBIC) program without altering
the Government liability in the program. Specifically,
they would:

. 1lncrease the permissible guarantee by SBIC's of
small business loans, from 90 to 100 percent of
the loan amount;

. authorize unincorporated firms to be licensed as
SBIC's; and

. permit banks to increase ownership from 49 to 100
percent of a SBIC.

Section 108 would permit SBA to make loans to State and local

development companies for acquisition of existing plant
facilities, and extend maturity of a regular SBA business
loan for plant acquisition or construction from 15 to 20
years.

Sections 109 through 111 would increase the maximum individual

loan limit for the following SBA loan programs:

From To
($ in thousands)

Economic Opportunity Loan 50 100
Development Company Loan 350 500
Regular Business Loan 350 500

These proposed loan limits would not adversely impact the
approved loan levels for fiscal year 1977..

Section 114 would require a uniform interest rate for SBA

disaster loans with the exception that certain disaster loans

would be made at a standard interest rate in effeqyfat the

time of the occurrence of the disaster. e a\
)

ot



2

Section 104 would increase the allowable share of matching
Federal capital which can be provided to Small Business
Investment Companies (SBICs). This would provide additional
incentives for private sector investment in SBICs and in-
crease the SBIC investments in small business. This change

can be implemented within the approved program level for
fiscal year 1977.







THE WHITE HOUSE

WASHINGTON

June 2, 1976

MEMORANDUM FOR: STAFF SECRETARY
FROM: MAX FRIEDERSDOR?{&/
SUBJECT: S.2498, Small Business Act & Small Business Act of 1958

Bill on its merits should be vetoed. However, expectation of sustaining
veto in House appear hopeless and slight to fair chance in Senate.

Senate passed bill by 69-5 and conference report on voice vote. House
passed bill on voice vote and conference report, 392-0.

Although enrolled bill action memo cites duplication and conflicting standards
arising from authorizing SBA to make farm loans, additional budget damage,
if any, is not mentioned.

Legislation passed with overwhelming support ofS.2498 indicates Congress
believes current program not adequate and needs expanding. With such
strong Congressional support, despite almost unanimous agency and
department opposition, veto could appear acrimonious and unduly provocative.

Despite concilitory veto message containing recommendations for new
legislation and support of pending legislation, we expect quick efforts to over-
ride veto.

Supporters of the legislation have also raised spectre of veto creating political
issue with farmers.

Another option would be to let the bill become law without signature and issue
immediate and strong instructions to Agriculture and SBA to undertake crash
program to promulgate regulations and guidelines to minimize overlap and
duplication loan program to farmers.

I am concerned about a veto on Friday impacting on farm vote in Ohio,
New Jersey and California.

If bill is vetoed we will attempt to build on five opposition votes in Senate with

28 absentees and possible switches among 69 who voted for bill, we es‘firﬁéi{g\\
the most Senate votes we could expect to vote to sustain, counting friendly -
absentees and switches, total 22 -- 12 short of 34 needed to sustain, i}
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

OFFICE OF THE
GENERAL COUNSEL

May 21, 1976

The Honorable James T. Lynn
Director

Office of Management and Budget . —

Executive Office Building
Washington, D.C. 20503

ATTN: Mrs. Crayton
RE: S. 2498
Dear Mr. Lynn:

In response to your request of May 19, 1976, we have considered
S. 2498 to amend the Small Business Act and the Small Business Investment
Act. The bill contains a number of amendments to these Acts and the following
comments relate only to those parts of the bill within the jurisdiction or
concern of this Commission. However, the Commission strongly supports
legislation that would assist small businesses.

Section 107 of the bill would amend Section 301(a) of the Small
Business Investment Act of 1958 to expand the definition of small business
investment company ('"SBIC") to include not only corporations but limited
partnerships thus providing the benefits of the Small Business Investment
Act to such partnerships.

Generally speaking, SBIC's, in addition to being subject to regu-
lation by the Small Business Administration, are required to register with
the Commission under the Investment Company Act of 1940 unless they have no
more than 100 security holders and do not propose to make a public offering
of their securities. SBIC's which make a public offering of their securi-
ties must also register such securities under the Securities Act of 1933.

Of approximately 350 SBIC's which are presently licensed by the
Small Business Administration, 45 are currently registered with the
Commission as investment companies.

All of the SBIC's presently registered under the Investment Company
Act are organized as corporations. On the basis of the above figures,
most SBIC's are not under the regulatory jurisdiction of this Commission
and most newly organized SBIC's, if organized as limited partnerships,
will not encounter any difficulties under the Investment Company Act of
1940. With respect to the few that might organize as limited partnerships
and become subject to the Investment Company Act, it is important to note
that limited partnerships typically encounter substantial difficulties %/,w

complying with the provisions of that Act relating to voting rights of

securities holders, structures of board of directors or similar manage gnt C

approval of advisory contracts, and changes of investment policy. 2ﬁ g7
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The Honorable James T. Lynn
Page Two

However, Section 6(c) of the Investment Company Act authorizes
the Commission to exempt investment companies from provisions of the Act
if such exemption is ''mecessary or appropriate in the public interest and
consistent with the protection of investors and the purposes fairly
intended by the policy and provisions [the Act]". The Commission has
recently exercised this authority in granting an order to a non-small
business investment company organized as a limited partnership where
under the applicable state law it was possible to give the public limited
partners voting and other rights substantially equivalent to those given
to shareholders of investment companies organized as coporations. The
Commission would, of course, favorably consider similar applications
filed by an SBIC organized as a limited partnership.

Sections 201 through 206 of the bill would establish within the
Small Business Administration an Office of Advocacy which would be
managed by a Chief Counsel for Advocacy appointed by the President with
the advice and consent of the Senate. The Office of Advocacy would study
the role of small business in American economy and, among other things,
the effectiveness of federal regulation, the costs and effect of govern-
ment regulation of small business, the ability of financial markets and
institutions to meet small business credit needs, and the efforts of
financial agencies, buiness and industry to assist the minority
enterprises.

Among other functions, the Office of Advocacy would (1) serve as
a focal point for the receipt of complaints, criticisms and suggestions
concerning the policies and activities of the Administration and any
federal agency which affects small business, (2) develop proposals for
changes in the policies and activities of any agency of the federal
government which will better fulfill the purposes of the Small Business
Act and communicate such proposals to the appropriate federal agencies
and (3) represent the views and interests of small businesses before other
federal agencies whose policies and activities may affect small business.

Finally, Section 205 of the bill provides that each department, agency
and instrumentality of the federal government is authorized and directed to
furnish to the Chief Counsel for Advocacy such reports and other information
as he deems necessary to carry out his functions under the bill.

The Commission welcomes the opportunity to cooperate with the Small
Business Administration in re-examining present regulatory provisions with a
view toward removing unnecessary regulatory burdens from small businesses.
In this connection, the Commission will continue to carry out the recent
Congressional mandate in Sectiom 23(b)(4)(J) of the Securities Reform Act




The Honorable James T. Lynn
Page Three

of 1975 to report to Congress annually on (i) the effects the Commission's
rules and regulations are having on the viability of small brokers and
dealers, (ii) its attempts to reduce any unnecessary reporting burden

on such brokers and dealers, and (iii) its efforts to help to assure the
continued participation of small brokers and dealers in the United States
securities markets.

Also, the Commission has recently established an Office of Small
Business in its Directorate of Economic Policy and Research and we expect
that through this Office the Commission would give full cooperation to the
Small Business Administration.

The authority given to the Chief Counsel for Advocacy under Section
205 to require other federal agencies to furnish reports and information
appears to be extremely broad and if not used with restraint could impose
substantial burdens on this Commission. However, we assume that the Chief
Counsel will exercise his authority reasonably. We also assume that in
supplying information to the Chief Counsel, we could condition or withhold
his access to such information in order to preserve the confidentiality
of matters properly kept confidential by us under applicable provisions
of the Privacy Act and the Freedom of Information Act, such as information
relating to enforcement matters, trade secrets and commercial or financial
information which is privileged or confidential.

Sincerely,

7

arvey L. Pitt
General Counsel



. DRAFET DLM
May 25, 1976

Draft Language for Inclusion in a Possible Veto Message on S. 2498

S.2498 seeks to help small business make investments in pollution
control facilities., The act would do this by producing Federal guarantees
for tax exempt revenue bonds.

I do not believe that Federal guarantees are the appropriate way of
providing the necessary assistance to small business. Fedefal guarantees
of tax exempt bonds are not free. When a tax exempt bond is issued, the‘
U.S. Government gives up revenues that it would otherwise receive. This
lose in revenue is a burden on all taxpayers. Furthermore, only a part of
the reduction in government revenues results in lower costs for small
businesses. The larger part of the lose in revenue goes to the benefit of
those who purchase the bands. This is an expensive side effect that does
not contribute to the purpose of the guarantee, which is to help small
business, nc;t to help the purchasers of bonds. Ibelieve that Congress can,
and should, find much less costly ways to help small business invest in
pollution control facilities.

S.2498 would also extend the Small Business Administration's mandate
to include agricultural small business. The Department of Agriculture
currently administers programs for agricultural small business that

parallel most of those of the SBA., If existing programs for agricultural
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small business are inadequate, Congress should change those programs.,
It is not appropriate to seek a solution by extending the SBA's activities to‘
agricultural small business, as this would create a massive duplication

of effort.

I would call your attention in this connection to S.2925, introduced in
February by Senator Muskie. Among other things, this Act would require
the President to identify overlapping and duplicative programs, and suggest
appropriate remedies., S.2812 introduced by Senator Percy and Senator Byrd
last December speaks to similar problems. S.2498 would create exactljr
the sort of overlapping and uncoo;'dinated efforts that these two Acts seek

*

to correct.



FAM QEDIT ADMINISTRATION 490 L'ENFANT PLAZA, SW. WASHINGTON, D.C. 20578

May 26, 1976

Director, Office of Management and Budget
Executive Office of the President
Washington, DC 20503

Attention: Assistant Director for
Legislative Reference

Subject: Views on enrolled bill S. 2498

This is in response to your request of May 24, 1976, for the views of the
Farm Credit Administration on enrolled bill S. 2498 "To amend the Small
Business Act and Small Business Investment Act of 1958, to provide addi-
tional assistance under such Acts, and to create a pollution control
financing program for small business, and for other purposes.”

Our concern is with regard to that provision of the bill that would amend
section 7 (a) (1) of the Small Business Act (15 U.S.C. 636 (a) (1)) so as
to read: ‘

No financial assistance shall be extended pursuant to
this subsection unless the financial assistance applied
for is not otherwise available on reasonable terms from
non-Federal sources. (Underlined language is being
added by S. 2498.) ‘

Under the present language of section 7 (a) (1), it has been considered
that financial assistance by SBA to small business concerns for facili-
ties, equipment, or working capital was not available if such financial
assistance was otherwise available through institutions of the Farm Credit
System. We do not believe that the bill changes this. However, the addi-
tion of the words "from nmon-Federal sources” in section 7 (a) (1) may be
thought by some to indicate an intention of Congress to equate financial
assistance by a Farm Credit institution with that, for instance, by the
Farmers Home Administration and, thus, to make SBA financing available
even though financing is otherwise available on reasonable terms from a
Farm Credit institution.

These institutions are the Federal land banks, Federal land bank associa-
tions, Federal intermediate credit banks, production credit associationms,
and banks for cooperatives. All of them are privately capitalized and

owned by their borrower-members. The United States does not, in any way,




2-Director, Office of Management and Budget

guarantee or insure the loans the institutions make nor the bonds the
banks sell to obtain loan funds.

We believe the words "from non-Federal sources" to be added to section 7
(a) (1) are not intended to put the SBA into competition with Farm Credit
institutions any more than with any other privately owned financial
institution. We would so interpret S. 2498, However, in the Real Estate
Settlement Procedures Act, the term "federally related mortgage loan' was
defined to include one “made in whole or in part by any lender regulated
by an agency of the Federal Government.” Since the Farm Credit institu-
tions are regulated by the Farm Credit Administration, their housing loans
were considered to be federally related mortgage loans.

RESPA seemed to give a Federal program identification to financing by the
Farm Credit institutions. Whether or not that was intended under RESPA
we do not believe that such was the intention of Congress in connection
with the amendment of section 7 (a) (1), and we would hope and expect
that the Small Business Administration, in administering the Small Busi-
ness Act, as amended, will interpret section 7 (a) (1) so as not to
include the Farm Credit institutions as Federal sources of financial
assistance.

Sincerely,
NI ‘

Governor
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

May 26, 1976

Dear Mr. Frey:

This is in response to your request for our
views on S. 2498, an enrolled bill "To amend the
Small Business Act and Small Business Investment
Act of 1958 to provide additional assistance
under such Acts, to create a pollution control
financing program for small business, and for
other purposes.”

Our comments are limited to Sections 102 and
112 of Title I of the Act. Section 102 seeks to
help small business meet required environmental
standards. This would be done by providing Federal
guarantees for tax exempt revenue bonds sold to
finance investment by small business in pollution
control facilities. It is argued that such guarantees
are necessary to provide small business with the
same access to tax exempt revenue bonds currently
enjoyed by large business.

Federal guarantees of bonds is not the appro-
priate way to correct any inequities that are thought
to exist in the present situation. While there are
several important arguments against loan guarantees,
we would point particularly to their inefficiency.

In reducing small business costs to some extent,
guarantees provide significant, and unwarranted,
benefits to purchasers of tax exempt bonds. The
same aid to small business can be provided in
other ways at a much smaller cost to taxpayers.

Section 112 of the Act in effect extends the
Small Business Administration's (SBA) mandate to
cover all of agricultural small business. If
existing programs for agricultural small business
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are judged to be inadequate, those programs should
be changed. Extending the activities of the SBA
to non-agricultural business would create a
massive and unnecessary duplication of effort.

We believe that the defects that have been
noted are of major importance and accordingly
recommend that the President be advised to veto 852498,

Mr. James M. Frey
Assistant Director

for Legislative Reference
Office of Management and Budget
Washington, D. C. 20503
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OFFICE OF THE
ADMINISTRATOR

Dear Mr, Lynn:

This letter is in response to your enrolled bill request
dated May 24, 1976, on S. 2498, "To Amend the Small Business
Act and Small Business Investment Act of 1958 to provide
additional assistance under such Acts, to create a pollution
control financing program for small businesses, and for other
purposes." While we defer to the Small Business Administration
and the Department of the Treasury on technical matters
encompassed by the bill, there are several points we wish to
address in support of the legislation.

S. 2498 contains a number of new sections, however
sections 102 (pollution control) and 112 (farming and agri-
culture related industries) are of primary interest to the
Environmental Protection Agency. Section 102 provides for the
Federal guarantee of rental payments and other qualified
contracts for pollution control facilities by small businesses.
The availability of such a guarantee is intended to assist
small businesses in efforts to comply with pollution control
laws. The Environmental Protection Agency favors broad
Federal assistance for the planning, design, and installation
of pollution control equipment. S. 2498 provides needed
Federal guarantees in this area. We also approve of the
definition of "pollution control facilities" eligible for
this assistance under section 102 of the bill since its
coverage spans a wide range of pollution problems. If this
bill were enacted, we would expect that the Small Business
Administration would consult with EPA to define further the
term "pollution control facilities."

Finally we believe that section 112 of S. 2498 is an
important addition to the Small Business Administration's
statutory authority. Congress has clarified its intent that
farming or other agricultural operations should be considered
on equal footing with other small businesses by the SBA.
Section 112 (b) expresses the intention that the existing =
R 0,
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provision of the statute which precludes a duplication of
effort by Federal agencies should not apply in the case of
applications from farmers. We hope that the enactment of

S. 2498 will make the appropriate resources of both the

Small Business Administration and the Department of Agriculture
available to agricultural operations for the control of
pollution. Rural air and water pollution and waste disposal
problems are of great concern to the Environmental Protection
Agency. Consequently we would favor enactment of S. 2498.

Sincerely yours,

c;%ussell E. Train

AétinAdministrator

Honorable James T. Lynn

Director, Office of
Management and Budget

Washington, D.C. 20503



| EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

MAY 29 1976

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 2498 - Amendments to Small Business

and Small Business Investment Acts
Sponsor - Sen. Morgan (D) North Carolina

Last Day for Action

June 4, 1976 - Friday
Purpose

(a) Authorizes small business to obtain Federal guarantees of
tax-exempt industrial revenue bonds to finance pollution con-
trol facilities; (b) states congressional policy that the
Small Business Administration (SBA) should provide financial
and management assistance to small agricultural enterprises;
{(c) increases the allowable share of Federal matching funds

to Small Business Ihvestment Companies (SBICs); (d) increases
the maximum loan limit per borrower for certain SBA business
loan programs; (e) standardizes interest rates for certain SBA
disaster loan programs; (f) provides increased authorization
for the SBA surety bond guarantee program; and (g) expands the
duties of SBA's Office of Advocacy, authorizes a $1 million
appropriation for the Office, and requires that the Chief
Counsel for Advocacy be app01nted by the President with Senate
confirmation.

Agency Recommendations

Office of Management and Budget Disapproval (Veto
message attached)

Department of the Treasury - Disapproval (Veto
' message attached)

Small Business Administration Disapproval (Veto
, message attached)

Department of Agriculture Disapproval (Veto

message attached)
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Council of Economic Advisers Disapproval (Veto
S message attached)
Federal Reserve Board Does not support
Federal Deposit Insurance Corporation No objection
Farm Credit Administration - No objection
Environmental Protection Agency Approval
Securities and Exchange Commission Approval
Discussion

S. 2498, an omnibus bill affecting a number of SBA programs, con-
tains several provisions which have been either supported or not
opposed by the Administration; these are described in an attach-
ment to this memorandum. Other provisions are undesirable; some
are so objectionable as to warrant disapproval of the bill, as
discussed below.

Provisions Forming Basis for Veto Recommendations

Sections 102 and 103 would authorize SBA to guarantee leases
entered into by small business to finance pollution control
facilities. A State or local body would issue tax-exempt in-
dustrial revenue bonds secured by the SBA guaranteed lease.

A revolving fund would be established to administer the program
with an ‘appropriation authorization of $15 million.

The legislative history of this proposal indicates congressional
‘intent that small business should have "equal" access with large
corporations to the industrial revenue bond market in order to
finance required pollution control facilities. It would give
small business preferred access to this market by facilitating
the pass-through of a Federal guarantee directly to tax-exempt
“industrial revenue bonds.

The combination of a Federal guarantee and a tax exemption is
the least desirable method of providing a subsidy primarily
because the subsidy is inefficient since tax losses (i.e., bene-
~ fits to ‘the investor) exceed the interest savings to the borrower
by substantial amounts. Because Federal guarantees of tax
exemptions create a security superior to all other tax-exempt
securities issued by State and local governments, it would also
increase their costs of financing other essential public faci-
lities such as schools, roads and hospitals. The executive
branch has fought consistently for more than a decade, {0 Q.
the line against guarantees of tax-exempt financing dnd thée
Congress has generally supported this policy throughjenactméh
of at least twelve separate statutes since 1970 thatﬁprecludé
guarantees of tax-exempt securities. . R4
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Moreover, SBA currently has authority to make water and air
pollution control loans up to $500,000 per borrower at subsi-
dized interest rates (6 5/8%). These loans are less costly

than the financing mechanism in the enrolled bill and insure

that small business receives the full benefit of the Federal
subsidy. Although these loan programs, enacted in 1974, are

too new to have been utilized extensively, SBA plans to make

them more accessible to small business by working with the
Environmental Protection Agency (EPA) to reduce the loan certi-
fication and processing time, clarifying and promoting the pur-
pose of the program, and providing necessary technical assistance.

Section 112 states that "It is the declared policy of the Congress
that the Government, through the Small Business Administration,
should aid and assist small business concerns which are engaged

in the production of food and fiber, ranching, and raising of
livestock, agriculture, and all other farming and agricultural
related industries..." Current SBA law provides that the agency
"shall not duplicate the work or activity of any other department
or agency of the Federal Government..." Section 112 exempts SBA
from this provision of the law by directing it to provide manage-
ment and financial assistance to small agricultural enterprises
even though the Farmers Home Administration (FmHA) in the Depart-
ment of Agriculture and the Farm Credit Administration can already
assist such concerns. The conference committee report on the
enrolled bill expresses the hope that the Department of Agricul-
ture will more aggressively pursue programs that serve small
farmers and eliminate the need for assistance from SBA. However,
it also states that such small agricultural enterprises "shall

not be excluded from assistance by SBA."

The legislative history of this proposal indicates the follow1ng
congressional concerns:

a. Small agricultural enterprises are generally unable
to find suitable financing to meet Federal pollution
control requirements.

b. TFmHA farm operating and farm ownership loan limits
($50,000 and $100,000 respectively) were considered
too low to meet the current credit requirements of
small agricultural enterprises.

c. FmHA's programs generally are not authorized to pro-
vide credit assistance to organized partnerships and
farm corporations.




We share the congressional concern about the need for adequate

financial support for small business to meet pollution control

requirements but believe that there are better means to achieve
this purpose: Specifically,

-- as noted earlier, SBA currently can make water and
air pollution control loans; :

-- adequate credit assistance is normally available from
the Farm Credit Administration (FCA) lending system
and other agricultural lenders to meet the needs of
farm partnerships, corporations, and most other com-
mercial farming enterprises; and

-- legislation now pending in Congress, which the
Administration can support, would provide increased
loan assistance to small agricultural enterprises
by the Department of Agriculture (described in more
detail later in this memo).

Finally, we believe the effect of this legislation will be to
establish overlapping programs between SBA and the Department

of Agriculture. 1In its views letter on the enrolled bill,
Agriculture states that "These changes would place SBA in direct
competition with the FmHA since SBA would be able to make loans
to the same individuals eligible for FmHA loans. This direct
competition of Federal agencies in the agricultural credit field
would result in confusion because loans of each Agency would
have different terms, interest rates, and security requirements."

Other Undesirable Provisions

Section 113 would increase the appropriation authorization for
the SBA surety bond guarantee program from $35 million to $56.5
million. This program provides bonding assistance to small and
minority contractors who are unable to obtain bonding in the
private sector. The proposed authorization would be used pri-
marily to meet bond guarantee defaults and is intended to permit
an increase in new bond guarantees from $833 million to $983
million in fiscal year 1976. Since defaults on new bond guaran-
tees are generally incurred after one year, the provision is
unnecessary to make additional bond guarantees in 1976. Moreover,
we have recently permitted SBA to make an additional $45 million
in new bond guarantees available by the end of 1976 to meet the

- resurgence of small business activity in the construction industry.




Sections 201-208 would revise the duties of SBA's Office of
Advocacy, establish an annual appropriation authorization of

$1 million for this Office, and require that the President
appoint, subject to Senate confirmation, the Chief Counsel for
Advocacy. The primary role of the Chief Counsel would be ex-
panded from small business counselor and ombudsman to a director
of special studies of small and minority businesses. The Chief
Counsel would have to submit a report to the President and the
Congress, with legislative proposals, no later than one year
after enactment of this bill. The report could not be submitted
to OMB or any other Federal agency prior to its transmittal to
the President and the Congress.

These provisions are objectionable, because they would generate
confusion over the authority and responsibilities of SBA's
Administrator .and the Chief Counsel for Advocacy, bypass normal
executive office staff reviews, and place responsibilities in
the Chief Counsel that are more appropriately conducted by other
SBA offices at the direction of the Administrator.

Recommendations

EPA recommends approval of the enrolled bill since it would pro-
vide aid to small business to lease pollution control facilities
and EPA supports any provisions that will assist in cleaning up
the environment. SEC also recommends approval because "the
Commission strongly supports legislation that would assist small
businesses."

SBA, Treasury, CEA and Agriculture all recommend disapproval of

the enrolled bill. Treasury objects to the lease guarantee pro-
vision (sections 102 and 103), Agriculture to SBA's duplicative
authority to aid small agricultural enterprises (section 112),

and CEA and SBA object to both provisions. In addition, SBA

also opposes the revisions in the Office of Advocacy {sections 201-
208). We agree that the bill should be vetoed.

There was broad support in the Congress for this bill; the dif-
ferent versions passed the House by two-thirds vote under sus-
pension of rules and the Senate by 69 to 5. The conference report
passed the House by 392-0 and the Senate by voice vote. Given
this situation, we believe that the Administration must propose




alternative actions that are responsive to congressional concerns
if a veto is to be sustained. Accordingly, we propose:

~-— transmittal of legislation to the Congress containing
the acceptable provisions of S. 2498 (as set forth in
the attachment) together with other desirable amend-
ments to SBA programs (we are working with SBA to pre-
pare such legislation for SBA transmittal following a
veto); and

-- support of legislation now pending in the Congress that
would provide increased aid to small agricultural
enterprises by the Department of Agriculture, specifically:

. H.R. 10078, a bill which would provide Federal
farm loans for purposes of government-mandated
pollution control, and

. S. 3114, a bill which would increase guaranteed
farm operating loan limits from $50,000 to
$100,000 and farm ownership loan limits from
$100,000 to $200,000.

Finally, as an additional response to the legitimate congressional
concern over the impact of pollution control requirements on small
business, we propose that you request EPA to devote special atten-
tion to pollution regulations which the small business community
believes excessively burdensome or inequitable.

Attached for your consideration is a proposed veto message which
states the reasons for dlsapproval of S. 2498, describes what you
propose to request the agencies to do administratively under
existing law and indicates the legislative initiatives the

Administration proposes to take.
;.'.

Lynn

James T.
Director

Enclosures




Attachment
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Provisions in S. 2498 Supported or Not
Opposed by the Administration

Section 101 would require the President to undertake a com-
prehensive review of all Federal disaster loan authorities
and submit a report to Congress, not later than December
1976, with recommendations on the most effective and effi-
cient delivery of disaster relief.

Sections 105 through 107 would amend and improve the Small
Business Investment Company (SBIC) program without altering
the Government liability in the program. Specifically,
they would:

. lincrease the permissible guarantee by SBIC's of
small business loans, from 90 to 100 percent of
the loan amount; :

. ‘authorize unincorporated firms to be licensed as
SBIC's; and

. permit banks to increase ownership from 49 to 100
percent of a SBIC.

Section 108 would permit SBA to make loans to State and local
development companies for acquisition of existing plant
facilities, and extend maturity of a regular SBA business
loan for plant acquisition or construction from 15 to 20
years.

Sections 109 through 111 would increase the maximum individual
loan limit for the following SBA loan programs:

" From ' - To
($ in thousands)

" Economic Opportunity Loan 50 100
Development Company Loan 350 500 .
Regular Business Loan 350 500

These proposed loan limits would not adversely impact the
approved loan levels for fiscal year 1977..

Section 114 would require a uniform interest rate for SBA
disaster loans with the exception that certain disaster loans
would be made at a standard interest rate in effect at the
time of the occurrence of the disaster.
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Section 104 would increase the allowable share of matching
Federal capital which can be provided to Small Business
Investment Companies (SBICs). This would provide additional
incentives for private sector investment in SBICs and in-
crease the SBIC investments in small business. This change
can be implemented within the approved program level for
fiscal year 1977. ~




TO THE SENATE

I am returning today without my approval S. 2498, an omnibus
bill which affects a number of Small Business Administration (SBA)
programs.

Some provisions of this bill would improve the prograﬁs
of the Small Business Administration, but sever?l are incompatible
with the goals of controlling the growing costs of Government
and avoiding needless duplication of Federal programs.

Section 102 would authorize the Small Business Administration
to guarantee leaces entered into by small business to finance
pollution control facilities. To finance these facilities,

State or local public bodies would issue tax-exempt obligations
secured by the SBA-guaranteed lease.

I am strongly opposed to the combination of a Federal
guarantee and a tax-exempt security. Federal guarantees of tax-
exempt bonds are not free. When a tax-exempt bond is issued,
the U.S. Covernment gives up revenues that it would otherwise
receive. This loss in revenue is a burden on all taxpayers.
Furthermore, only part of the reduction in government revenues
results in lower costs for small business. The larger part of
the loss in revenue results in benefits to those who purchase the
bonds. This expensive side effect does not contribute to the
purpose of the guarantee, which is to help small business, not
to help the purchasers of bonds.

Federal guarantees of tax-exempt obligations also create a
security which is superior to all other tax-exempt securities
issued by States and local governments, and add to the pressures
on the municipal bond market. This would result in higher
borrowing cost to States and local governments in financing their

own schools, roads, hospitals, and other essential public

exempt securities over the past five years.
v




I share the Congressional concern that small business needs
Federal assistance to cohply with pollution control requirements.
But this is not the way to do it. A better method to provide
small business with access to financing for pollution control
facilities is through the Small Business Administration's water
and air pollution control loan programs. Although these relative-
ly new programs have been adequately funded in fiscal years 1976
and 1977,'small business has not yet had the opportunity to fully
use them. I am therefore directing the Small Business Administra-
tion to take prompt and vigorous action to insure that these loan
programs are made fully accessible to the small business community
by working with the Environmental Protection Agency to reduce
the loan processing and certification time, clarifying and
promoting the purpose of the program, and providing necessary
technical assistance.

I am also requesting that the Environmental Protection Agency
devoée special attention to pollution regulations which the
small business community believes excessively burdensome or
inequitable. The EPA has already promulgated less stringent
effluent guidelines for small plants in éeveral industries
including dairies, electroplating, leather, seafoods, textiles,
meat processing and rendering.

Section 112 of this bill would make all small food and fiber
producers, ranchers and raisers of livestock, aquaculturists and
all other small farming and agriculture related industries
eligible for financing and management assistance from the SBA.

SBA does not now consider applications for financial assistance
made by small agricultural concerns on the basis of the statutory
prohibition against duplication by SBA of the work or activity

of other departments or agencies of the Government. on 112




establishes that this would no longer be the case.

I will not be a partner to the pro%ulgation of overlapping
and proliferating Federal programs.

The Department of Agriculture through the Farmers Home
Administration (FmHA) has ample legal authority to extend
financial assistance to small business enterprises. ' The changes
to be made by section 112 would result in duplication of efforts,
needless costs and senseless bureaucratic growth in the Federal
Government. These changes would place SBA in direct competition
with the FmHA, since SBA would be able to make loans to the
same individuals eligible for FmHA loans. This direct competition
of Federal agencies in the agricultural credit field would result
in confusion because loans of each agency would have different
terms, interest rates, and security requirements.

The legislative history of this proposal indicates that
Conggess was concerned with the difficulty of small agricultural
enterprises obtaining loans from the Farmers Home Administration.
Adequate credit assistance is normally available, however, from
the Farm Credit Administration to meet the needs of farm partner-
ships, corporations and most other commercial farming enterprises.

Moreover, small agricultural enterprises can be better assisted
through amendments to the Consolidated Farm and Rurai Development
Act which would:

. provide Federal credit assistance for meeting pollution

control requirements, and

. double the loan limits for farm operating and ownership

loans.
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I ‘urge the Congress to enact H.R. 10078 and S. 3114 which
would make the required changes in the Consolidated Farm and
Rural Development Act.

The final provision of the bill which I consider inad-
visakle is the statutory reassignment of duties for SBA'Q
Office of Advocacy. The bill would require Presidential
appointment with Senate confirmation of the Chief Céunsel for
Advocacy, expand the role of the Chief Counsel from small
business counselor to a director of special studies of small
and minbrity business and require the Counsel to transmit
reports to the President and Congress which could not bhe
reviewed by other Federal agencies prior to their transmittal.

This provision would generate confusion over the authority
and responsibilities of SBA's Administrator and the Chief
Counsel for Advocacy, place responsibilities in the Chief
Counsel that are more appropriately conducted by other SBA
offices at the direction of the Administrator, and bypass
normal executive branch staff reviews which assist the President
in carrying out his responsibilities. The proposed studies can
be performed by SBA without this legislation and with whatever
outside consulting and research assistance may be required.

I recognize that other provisions in this bill would
benefit the small business community. Therefore, I am direcé;
ing SBA to transmit legislation to the Congress as soon as
possible which incorporates the needed authorities of S. 2498,
together with other desirable amendments to SBA programs. I

urge prompt consideration of this legislation by the Congress.




I believe that this legislation and the other actions I
have described constitute a responsible and effective response
to the needs of the small business community and avoid needless

duplication of Federal programs and unwise financing provisions.
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THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

MAY 2 61976

Director, Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Reference is made to your request for the views of this Department
on the enrolled enactment of S. 2498, "To amend the Small Business
Act and Small Business Investment Act of 1958 to provide additional
assistance under such Acts, to create a pollution control financing
program for small business, and for other purposes."

For the reasons stated in the enclosed Treasury Memorandum which
provides language concerning section 102 of the enrolled enactment for

incorporation into a veto message, the Department recommends that the
enrolled enactment not be approved by the President.

Sincerely yours,

General Counsel

Richard B, Athrestt

Enclosure



TREASURY MEMORANDUM

Proposed language discussing section 102 of the enrolled enactment

of S. 2498 to be used in a veto message:

"Section 102 would authorize the Small Business Administra-
tion to guarantee leases entered into by small businesses and State
or local public bodies to finance pollution control facilities. To
finance these facilities, the State or local public bodies would
issue tax—exempt obligations secured by the SBA—-guaranteed lease.
I am strongly opposed to Federal guarantees of tax—exempt securities.
Placing the credit of the United States behind an obligation that
is exempt from Federal taxation would create a security which would
be superior in the market to direct obligations issued by the U.S.
Treasury, and is counter to the purposes of the Public Debt Act of
1941 which prohibits the Federal Government from issuing tax—exempt

obligations directly.

"Federal guarantees of tax—exempt obligations also create a secu-
rity which is superior to all other tax—exempt securities issued
by States and local governments, and adds to the pressures on the
municipal bond market. Thus, the enrolled enactment would lead to
a deterioration in the relative position of other municipal securities.
This would result in higher borrowing costs to States and local gov-

ernments in financing their own schools, roads, hospitals, and other

. . R. F
essential public facilities. W ofo~
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"Finally, since the tax loss to the Treasury exceeds the interest
savings to the issuer of tax-exempt obligations, Federal guarantees
of tax-exempt obligations are a most inefficient means of providing
Federal credit assistance for small business or other purposes deemed

by the Congress to be of high national priority.

"For these reasons Federal guarantees of tax-exempt obligations
have been rejected by the Congress and by the Administration in other
guarantee programs. On at least twelve occasions since 1970 the Con-
gress has enacted legislation with the approval of the Administration
which specifically prohibited Federal guarantees of tax—exempt obli-
gations and provided other, more efficient, means of subsidizing

municipal borrowings."




U.S. GOVERNMENT
SMALL BUSINESS ADMINISTRATION
WASHINGTON, D.C. 20416

OFFICE OF THE ADMINISTRATOR

Mr, James M. Frey

Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D. C. 20503

Dear Mr. Frey:

This is in response to your Enrolled Bill request asking
for the views of the Small Business Administration with
respect to S. 2498, a bill "To amend the Small Business
Act and Small Business Investment Act of 1958 to provide
additional assistance under such Acts, to create a
pollution control financing program for small business
and for other purposes.”

We recommend that the President veto this legislation
for the reasons set forth in our enclosed draft Veto
Message. Also enclosed in this transmittal is a draft
copy of the legislation proposed as an Administration
alternative to be introduced in lieu of S. 2498 together
with a Section-by-Section Analysis. This Administration
draft legislation incorporates those features of S. 2498
and H.R. 13567, as reported May 15, 1976, which we
believe will provide Congress an acceptable alternative.

Sincerely,

“utbladd

&61 Mitchell P. Kobelinski
Administrator

BEnclosures




VETO OF SMALL BUSINESS ACT AND

! SMALL BUSINESS ACT AMENDMENTS
i B

I am returniag, without my approval, S. 2498, ‘a bill which would
prove disruptive of ;Lhe overall Government programs to assist small
businesses and small agrioulturalAenterprises. Any attempt at reor-
ganizing Federalprograms for both business and agricul‘tnral enter-
prises deserves Government's best ‘a-ttention and planning. This leg-
islntion cannot Ee said to be Government's best effort and in fact does
not-car.ry forwa:*d in all féspects the intentions of the‘ Manageré on the

i

e and the Senate as expressed in the Joint Explanatory
L] .

part of the Hous

Statement of the Committee of"Conference. This leads to the conclusion
\ .

that in certain éﬁspects it is bad law. There is, however, much in the

bill which would prove beneficial to small businesé and small agricultural

concerns if the tanguage of the legislation is redrafted to accomplish

its stated purpose. .

Section 112 >f fhe bill would take a new direction in Government
assistance to agricultural enterprises by making it the declared policy
of Congress that thn Small Business Administr»'ati‘on’s loan programs
and services Wguid be available to agricultnral operations. P’resently,
the Farmers -Hc"m.e Administration in the Department of Agriculture
has the predom:nant statutory authority to service this segment of

the small busin:ss community.

E
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I appreciat: and‘ share Congress' concern for the small farmer.
‘HOWever, in the intérjest of good Government, shortfalls in assistance
available froni the Départment» of Agrkicultur»e should be’ corrected
through amend .ﬁer‘;ts to the legislation governing prograrhs for that

Departiment.

The obvious effect of the present legislation will be to provide
, i . .

an alternate scurce of assistance to small farmers and increase the
demand for SBA loans. This legislation provides no additional resources

or loan authorizat;ions for SBA; it is without a comparabl‘e decrease’
| _ ' -

in resources or loan authority for FmHA prograrhs.

“-g

, Unfortunatezsly‘bwith no increase in SBA resources or loan authority,
aﬁy loans madei: to farming operations would reduce the loan availability
for the 9, 400, 000 small busineéses which are currently dependent on
SBA for support. While agricultural enterpris es might benefit from
passage of the 'legi-SIation as now written, it w-ouid be at the sacrifice

of small business.

The Joint Explanatofy Statement of the Committee of Conference

states:




"Individuals who are applicants for the amounts within the
maximum provided by Farmers Home Administration and
who wo1ld be eligible to use FmHA should do so; however,
if satisTactory financial assistance is not available due to
‘lack of FmHA funding or for any other reason, such small
businesses shall not be excluded from assistance by SBA
. on the excuse that they are agricultural enterprises."

(Emphasis supplied)

Yet the statutory language clearly indicates SBA would be an-

optional source for assistance. The Small Business Act would be

13

modified to make agricultural enterprisés eligible for all SBA
H ’

programs including loans. However, there is no modification to the

r
FmHA legiSIatfion and therefore FmHA would become the lender of -
: g .
last resort. SEA could not refuse a loan or services because there

H] B

were resouréegs available from FmHA, but FmHA could refuse the

w «

loan or servicv(j. if it could be obtained from SBA. This could result

in duplicativé a;lpplications being made to SBA with obvious confusion
‘and overlap. I;believe the House and Senate Committees on Agriculture,
‘neither of whicvh gave éonsideration to this proposal affecting programs
under their jurisdiction, should consider the advisability of any re-
.structuring of éaid to small agricultural enterprises. Therefore, I am
directing the Department of Agricultﬁre to study this problem and to
work with C-ong“;ress ink furtherance of the purposes of legislation

!
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such as S. 3114, a bill to amend the Consolidated Farm and Rural
Development Act to increase the maximum loan amounts on certain
programs, to revise the interest rate for certain loans, and to -provide

‘for congressional authorization of program levels.

At this tim2, SBA is operating with limited funds. Any shift of farm
loan demand from FmHA to SBA will drain monies Congress previously

intended for small nonfarm businesses. There is certainly a lack of

3

logic and efﬁcjg‘f_ent management ’conqepts‘ in placing responsibility with

H

SBA for programs that have already been authorized within the framework
| , :

of the Department of Agriculture's authorities.

, Making farmers eligible for SBA loans could set an unfortunate pre-
¢ R

cedent fof pro{;ram duplication and "comf;arison shopping' among Federal
agencies. Thé.i'Administration does notbwant an agency to duplicate the
wofk oir activit.y of any othe‘r department or agency of the Federal Govern-
ment. It'woult‘l be acceptable for SBA to adOpt’ a policy whereby if loan
applications oré reque.stéd services are being refused or loans denied by
any othef depa;‘tment .of agency responsible for such work or activity due

to administrative withholding from obligation or withholding from apportion-

ment, or due to admiﬁistratively declared moratorium, then, for purposes

?

T
i



of this legislation, SBA would decide no duplication shall be deemed to

have occurred, :ind that a loan or service could then be processed.

Should SBA recelve this new mandate it would redmre additional per-
isor.mel’. However, with no.corresponding change in FmHA not only would
duplica:tioﬁ resu'lt but the nurréber of Government personnel would be unnec-
essarily increased. Agricultural enterprises would be subjected to another
maze of agency ’regulations and policies. This is counter producﬁve and

against the Administration's policy of reducing‘big Government and stream-

lining Governme::nt operations.
.
POLLUTION CONTROL FINANCING

R

Sections 102§ and 103 of S. 2498 would authorizé SBA to guarantee,
either directly r:)r 1n cooperation with a qualif‘ied surety company or
other qualified ;:ompany through a participation agree‘men‘t with such
company, the full payment of rentals or other amounts due under

quahfled contracts" (including financing by means of revenue bonds
issued by s‘tgte:_; or politipal subdivisions thereof, or other public bodles);

- where SBA detqrmines that small business concerns are, or are likely

to be, at an operating or financing' disadvantage with other business




— e

concerns with respect to the planniing’, design or installation of
"pollution conﬁ‘ol facilities, ' or the obtaining of pri;fate financing
therefor. The 1S.BA guarantee would issue only if' the small business
i.would ndt be akle to obtvaibn financing through the use of _industrial

revenue bonds without SBA's guarantee.

Despite the case that might be made for this financial assistance

by Governmentj guarantee of tax-exempt obligations other approaches

should be sou‘g]‘tlt. The Administ‘ration has consistently maintained a

credit policy p(%)sition opposing Federal guarantees of tax-exempt

financing, and fhas had the c‘o’opveration and suppoft of a wide variety

of CongresSion:al committees on this. At least a dozen statutes in the
4 [

past five years, either bar such guarantees, or make all such guar—

- anteed securiti:es taxable. Additionally, enactrnenfcs of other proposals

for such f'inanc"mg have generally been forestalled. The reasons for

these policies include the following:

Guarantees of tax-exempt securities create a class of securities
superior to Treasury deébt issues; guarantees make them direct sub-

stitutes for Treasury securities for most regulated taxable investors.

-
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This increases the diffiévulties of mafketing and managing the more than
$400 billion of Federél debt sold to the public, and increases interest
costs on the Federal debt. The approach takes on major significance

i.f new preéedents are permitted to erode policy, inviting demands for
éimilar treatmént. on behalf Iof equally worthy causes of unlimfted number

and unlimited sppetite for capital subsidies.
Moreover, ‘:the device circumvents the 1941 Public Debt Act -- which
bars the Federal Government from issuing tax-exempt securities -- by
! ‘

accomplishing ;'Lndirectly what is prohibited vdirectly.
!

1

¥ .
~ Guarantees of tax-exempt securities automatically expand the de-
] . -

;.
mand by borrowers for tax-exempt financing} thus increasing erosion

of the Federal itax base, while also increasing the difficulties and costs

of financing St’ajte and local debt in this limited market sector.

While tax e;(emption is ’currently available on a general basis, es-
tablishment of an explicit Government prégram of targeted financial
assistance obligat_es the Government to deliver such assistance by the
most efficient Ineans. Express use of tax exemption in a Federal

program is the least efficient method of providing a subsidy, since

3
®
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tax losses invariably exceed the interest savings to the borrower by

substantial amounts.

Federal guarantees in themselves are substantial subsidies.
; Doubling up of both forms of subsidies further hides their costs and

benefits, while bypassing both budget and appropriation controls.

‘The bill also has many technical defects which would make its ad-

ministration.c}iaoltic. Some of these defects are enumerated hereafter.

%

The Conference Report describes the new lease guarantee program

for pollution control equipment as "self-sustaining through the collection
} .
of a lease guar;antee fee." The bill, however, sets.a maximum fee of

3-1/2%. The eduipment, in almost all cases, will be custom-built ina
N .
changing technjlogical‘environmenf and permanently installed. It will
o : '
v i ,
therefore haveblittle or no resale value. For this reason the 3-1/2%
limitation is tco restrictive to allow the program to be self-sustaining.
Also, the C,fonfefence Report describes a provision:
""which authorizes the SBA guarantee only if the small
business would not be able to obtain financing through

the use of industrial revenue bonds unless such an SBA
guaraniee of the lease on the property was given. "

No such provis‘ion is contained in the bill.

s vn
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' The s\élf-’sustaining pdwer of thé program will be further crippled by
the bill's se‘em‘i‘ng restricfi_on on SBA's authority to minimize risk to
equ‘ib'ment leases, Wﬁﬂe other forms of acquisition (''loan agreement,
installment sales coﬁtr{act, or sifnilar‘ inétrument") are aufhorized to
be gu.arantee‘d Dy SBA without the corresponding pfovisioﬁs to minimize

risk. Therefore, SBA's ability to reduce risk will be severely hampefed

and thus its losises could increase.
e
More fundamentally, this

¢

program would be more burdensome on the
§ ' ) : .
small businessman than a program which is available now. Under Section

'%(b)(S) of the S;na’ll Eusiness Act, SBA is authorized to make low-interest
loans of ﬁp to :f;, —ye‘ar maturity to small concerns which must conform to
Federal réquir*%ements, State or local law or regulations issued pufsuant
g . ;
to Federal 1aW;, An expansion of the assistance offered by this provision
: |
is a preferablejT solution to’the problem of all.eviating the burden of pollution
éontrol on smaill concerns. This is but one of the alternatives which the
Administration throﬁgh the Ecbnomic Policy Board is now-cohsidering

and which would make the proposed pollution control provisions of S. 2498

unnecessary. 1 also am asking Congress to enact legislation similar to

H.R. 10078, a bill to amend the Consolidated Farm and Rural Developmen;c

Act to provide for Federal farm loans for the purposes of Government-

mandated pollujtion control.
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| in addition; [ am convening a panél of Government and private
organizations to stﬁdy the problem of pollution control financing for
small business und small agricultural concerns. This initeragency
;pvanel cbnsisting of the Small Business Administration, Départment
of Agriculture, Treasury Dei)artm.ent_, the En\?ironrnental Protection
Agency and interested private organizations is to report its recommen-

dations to the Chngress in 60 days.
i
i _ :
This panel will be charged with the responsibility for determining

' o
guidelines for aisistance to small enterprises in their efforts to meet

: ! .
new environmental obligations. At present, the primary objective of

the Small Businkss Administration‘s: envirohmental program is to

<

develop a financing and management program that will enable small

firms to attain f)arity with large companies.

‘We must re{:ognize that pollution control expenditures are having a

large negative impact on the growth and even survival of small business.
There are four causes: it costs small business more per unit of output

]

to "clean up;" () environmental engineering and management skills are

‘scarce in the typical small business; small business does not have access
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to low-interest rate,v long-term financing that is available to big
busiriess; and »ank financing, even with SBA guarantees), is voften _
not available hecau’sebthe equipment does n(;t enhance the value of the
. éompan'y - fur;*:hér, because of the type of eiquipment required, it

has little collateral ‘value. .

Alfernatives to the type 6f financing mandated by S. 2498 will
take into consideration three existing SBA programs: SBA guarantees
of commercia};, bank loans; SBA participation in commercial bank |
loans; and dirgct SBA loans.

However, !We must recognize the possibility that none of these
approaches wi;ll attain parity‘for small business compared with big
business. Bah;_k guarantees, whille involving‘minimal reliance on
Federal exp‘enfditureé, will}not prévide long-term, low-interest rate
finéncing. Bax;lk participati(.)nsv are éubject to the same objections as
those for bank guarantees; ‘the.y are probably less desirable than bank
guarantees be;cau*se the imi)act on Federai expenditures would be
greater. Dire?t loans would providé low-interest, long-term

financing; but they would be a substantial drain on Federal expen-

ditures. In addition,. they inevit’ably involve a centralization of
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decisionmaking ‘n Washingtoln'. Some type of pollution control revenue
bond may be ‘che"prv"eferredi method of finénéing environmental equipment
needs. For sma.‘.ler.needs and for social and economic reasons (suéh
as high unemplo;',rment), I will not.rule out the use of the other financing

techniques previously outlined.

SMALL BUSINE3S INVESTMENT COMPANY PROVISIONS

i :
The Conference Report states that the bill would authorize:
i : : ;

". . . limited p:lrtnerships with a corporate general partner to be

licensed by SBA’as small business investment companies.' The bill-

‘merely authorizges the licensing of limited partneréhips, but is silent
s .

about the corporate general partner,
§ .

L3

The bill is a;lso aeficient in conforming amendments for the en-
forcement provifsionsv of Sections 312, 313 and 314 of the Small Business
Investment Act. ':Which are geared to corporations. SBA will therefore
be aeprived of the ixse of fhese provisions in the clas‘e of limited part-
nerships. Secti:mé 302(b) and (c.)\of the Small Business Investment

Act are also in need of conforming amendments.
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TITLE II - STUDY OF SMALIL BUSINESS

Section 5(e) of’the Small Business Act mandated fhe appointment,
, ioy the Admiriist}'*a'tO‘r and subject to his direc’éibn, of a Chief Counsel
for Advocacy within the Small Businéss Administration. This office
1s presently performing ‘thé duties outlined in Sectio;l 203 of S. 2498.
The study requi:g?ed by Title,vII of th‘is legislation could bé performed
in a better and 1:nore_ efficient manner. |
)
It would not Ebe advisable ‘to statutorily establish a separate SBA

Advocacy Office as set forth in the proposal. It would create con-

fusion over the ?re,spective authority of Administrator and head of

this new office.’ Moreover, it would be an anbmoly that this new
office director yould be a Presidential appointee while his

superior, the D‘eputy Administrator is not.

Section 206 forbids prior submission of the study conducted under
this Title to OMB prior to transmittal to Congress and the President.

This would be an invalid restriction of executive authority.
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Title II is aliso unacceptable ‘becauée it places the primary role of
the advoqate as ‘a‘spokesman for small businéss in a secondary position '
,9uring thé oné—y'eaf periéd o»f the study. Study functions-aésigned to
the New Offi_ée cf Advocacy would duplicate the present activities of thé
Agency's Office of 'Advocacy, Planning and ﬁesearch's pre’sen‘t. The
Administration prefers that the advocate for small business conéentraté

H

on his present S‘tatutory‘ duties at this crucial period when small business
. 3 . | .

' - 3 l b, -
“needs advocacy's assistance before the Executive Branch and Congress.

The one million:dollars allocated for the purposes of Title II would be

. o 5 4

inadequate to carry on either the Advocacy Office's present or newly-
": .

mandated activijies.
[

! ]

The Adminis;traﬁon supports the concept of the use of §1 million
]

for the pﬁr-pose&j of the St‘udy as outlined in S. 2498. However, this

authority should be given to the Small Business Administration with

the understanding that the Administrator will contract for this study"

using to the extent practicable private sources rather than increasing
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SBA's staff. The indeﬁendent findings should be made available to
Cdngress and thz Agency report should be transmitted directly to

Congress.

In summar&, I believe thi’s bill will fail in its most worthwhile
objectives. I recognize the need for continuing aséistance to achieve
these objectives, and pledge fhe resourcesy of this Administration to
secure the goals:. of this législation. Therefore, I am returning this

)

legislation, and in its place I am proposing amendments to the Small
! : ' :

Bus‘iness Act an;d Small Business Investment Act which should meet

13

Congressional cpncern as expressed through recent legislative efforts

in both the H-ods:e and Senate.




SECTION BY SECTION ANALYSIS

ETLE I - SMALL BUSINESS DEVELOPMENT

Section 101 - Transfer of Disaster Relief Authority

Provides that thé President shall undertake a comprehensive review
of all Federal cisaster loan authorities and shall rr;éke a report to the
Congress, not later than Decembér 1, 1976, containing such recom-
mendations vand; legislative proposals, including possible consolidation
of Federal disairster loan authorities, as may be demonstrated to be

necessary and appropriate to assure the most effective and efficient
. _

delivery of dise‘,ster relief. Such study shall give particular emphasis
H .

to alleviating al;ly extraordinary burden the,manag;ement of Federal

disaster loan programs may impose on an agency.
: = ;

.

Section 102

"~ This bsectio1~1 increases the limit of Section 7(i)(1) loans (formerly
EOL loans) fron $50, 000 to $100, 000;. The current $50, 000 limitation
appears to contribute to the number of cases where inadéquate financial

assistance is pyovided.

- e v




Section 103

This seétic_m increases the ceiling for loans to State and Local
iDevelopment Companies under Section 502 of the Small Business

Investment Act of 1958 from $350, 000 to $500, 000.

‘Section 104
!
i

This sectior; would increase the maximum permissable amount
; , . o

of a regular buginess loan under Section 7(a) from $350, 000 to

© $500,000. |

Section 105(a)

- ot M

A

Would amen;d Séction 502 of the Small Business Act of 1958 by
inserting the W(f»rd- "acquisition”’after the word ''plant, " thereby
granting SBA a(ilditiorial authority to provide for loans for plant
acquisition ibrrerspective of the necessity for convérsion or

modification as is presently required.

i
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Section 105(b)

Would permit the use of 7(a) business loan funds for the purpose of

ivauiring real property in addition to the authority for the construction

of facilities which is now contained in Section 7(a)(4)(C). The term of
the maturity in the case of acquisitions or construction is extended from

15 to 20 year’s.

N

Section 106

. .
Amends S-ecﬁtion 7(b) of the Small Business Act in order to establish
' ' :

in the Small Business Act with a narrow exceptioﬁ, a uniform interest
' , : : :
rate on the Sme’:'ll Business Administration's share of any loan made
k ' .

under such secrt_ion \7(b); The exception pernﬁts natural disaster loans
i .

(made ,under. s‘eié-tion 7(b)(1) of the Act) and economic injury disaster

loans (made un{ler section 7(b)(2) of the Act) to be made at an interest

rate which dbesv‘hc;t exceed the rate of interest which is in effect at the

time of the occw;lrrence of the disaster with respect to which such loan

is made. This Eis the same language which is now in the Consolidated

Farm and Rural Development Act.




.

Section 107

The repeal of section 305(b) ends the 90 percent limit on guarantees

- by SBICs.

Section 108

Would authorize limited partn‘erships to be licensed by SBA as small

business investrhnent companies.
. .

] ‘ - .
Sections 109 - 113 make necessary technical conforming amendments

in the Small Business Investment Act to recognize the newly

{

~authorized lirmitad partnership SBICs.

}
: ! ' ,
Section 114 v ‘ .

‘Would permit banks, which are now restricted by the 50 percent

3

ownership limitgtion, to own 100 percent of an SBIC's voting common

stock.

Section 115

.
“Would amencl-Section 310(b) to_subject‘both the corporate general
pértner of a lim .téd partnership SBIC, and all SBICs, to annual SBA

§

Fr—
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examinations, but pérmit the Administrator to omit one such annual

‘examination eveiry second year.

Section 116

|

This section'increases the amount of financial. assisténce small
'busmess investment companies (SBICS) may obtain from the Gov-

~ernment from 200 to 300 percent of the SBICS private capltal
i
_also increases tne amount of financial assistance which venture

a

capital SBICs (1.~e s those SBICs which provide at least 65 percent
of the financing fwhich they make available to small businesses in

the form of ventire capital rather than loans) may ‘obtain from the
‘ , ‘

Government froin 300 to 400 percent of the SBICs private capital.
_ H .

It also extends these leverage increases to Minority Enterprise

Small Business 'nvestment Companies (i. e., those SBICs which
provide assistance solely'to small business concerns which are
owned by persons who are hampered because of social or

economic disadviantages) and establishes a maximum leverage

ceilings for all EH;'BICS of $35, 000, 000.
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TITLE II - MISCELLANEOUS CONFORMING AND TECHNICAL AMENDMENTS
Section 201

Amends Section 4(c) of the Small Business Act to provide that repay-
ments of water pollution control loans shall be paid into the disaster

loan revolving fund.
‘ i

Section 202
i

Amends Sef{tion 4(c)(5) of the Small Business Act to provide that
SBA's quarterly finaﬁcial reports shall be made to the House Small

Voo ’ .

Business Comrnittee rahter than to the House Banking Committee..
B
5
L] .

Section 203

Amends Se{:tion 10(b) of the Small Business Aét to provide that

SBA's annual report shall be submitted to the House Small Business

- Committee rather than to the House Banking Committee.

3

Section 204 .3

- Amends Section 10(e) of the Small Business Act to provide that

SBA'S records shall be available for inspection and examination by the
: .




Section 206

[

House Small Business Committee rafher than by the House Select

Committee on Small Business.

Section. 205

-Amends Section 10(g) of the Small Business Investment Act to
provide that the sealed report from SBA concerning investigations of
criminal allegcdtlons and audlts shall be submitted to the House Small

Business Comr‘nttee rather than to the House Banklng Commlttee.

e L L aa

§.

Amends Section 5316 of Title 5 of the United States Code to establish
SBA's Associale Administration for Minority Small Business as an
Executive Levei‘l'V position.

Section 207

Amends Section 10(a) of the Small Business Act to require SBA in

- its annual report to Congress to break out the proportion of loans and

3
§

other assistance provided to minority.concerns and to state the Ad-

ministration's goals for the next fiscal year and make recommenda-

//{'7’%

tions to improve assistance to minority concerns.

r?,;{o
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TITLE III - CEETIFICATE OF COMPETENCY

¥

Section 301

Amends Section ‘8(b) of the Small Business Act to expand the SBA's
certificate of co hpetency program by including within SBA jurisdiction

final determination of all elements of responsibility for purposes of a

%

small business concern bidding on a Government contract.

L

TITLE IV - AUVHORIZATIONS

!
Section 401 o
3

The total amount of loans, guarantees and other obligations or com-

i .
t

mitments heretcfore or hereafter entered intd by the Administration
which are o\uts.ta;ndir;g at any oﬁe time under Sections 7(a), 7(b)(3),
7(6), 7(i) and 8(;1)‘of fhe Small Business Act (under the buiness

loan and investnient revolving fun»d) is now liﬁited by 4(c)(4)(A) to

$6 billion. Section 501 would raise this subceiling to $8'. 5 billion.

§

Section 402

The total amount of loans, guarantees and other obligations or com-

mitments he'retc‘fore or hereafter entered into by the Administration which

.E . » . ' gﬁ

s
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are outstanding .at any one time under Title III of the Small Business In-
vestment Actvdf 1958 (under the business 10an and investment revolving
fund) is now llimg.ted to $725 million. Section 502 would raise this

éubCeiling to $1.1 billion.

 Section 403

The total amdount of loans, guarantees and other obligations for com-
14

mitments heretcifore or hereafter entered into by the Administration which
are outstanding gat'any one _time under Title V of the Sm_all Business Invest-
ment Act of 1958i (under the business loan and',investment fund) is now limited

to $525, 000, 000?. Section 503 would raise this subceiling to $575, 000, 000.
- i" . » . .

]

A ]

Section 404

&
H

N

‘The total am{oﬁnt of lbans, guarantees and other obligations or com-
mitfnents herétcifore or hereafter éntéred into by the Administration
which z:;ire outste;nding at any one time uﬁder Section 7.(i) of the Small
Business Act'(u;.lder the businesé loan and investment revolving fund)

is now limited t:> $450 million. Section 4‘04‘ would raise this sub-

ceiling to $550 raillion.

e .
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Section 405

This section authorizes an additional $53 million to be appropriated

for the surety bond guarantee fund.

TITLE V - VOLUNTEER PROGRAMS TO ASSIST SMALL BUSINESS

Section 501

i

Section 501 c,ff the bill sets out the additional Subparégraphs pro-
posed to be addeéd under Section 8(b)(1) of the Small Business Act

(15 U.S. C. 637(1%))(1)).
| |

(B) Rest;:ltes‘and codifies in the Small Business Act the

.

authoi'ity for the SCORE/ACE programs.
i v

(C) This“;is' simply a recodification of Section 8(b)(1)(B)(i)

of the Small.Business Act.

(1) deelares that such volunteers, while working on SBA
projects> or programs, shall be considered Federal
_.'err'.ployees for purposes of covérage regarding Federal

- tort claims and compensation for work injuries. This

!
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(ii)

(iii)

-

coci‘.ificetion confirms the current SBA practice of

providing for tort claims and FECA coverage.

authorizes the Administrator to reimburse

SCORE/ACE volunteers for transportation (in-

‘cluding parking .and; ‘mileage in the event of

. appropriate use of private automobile), meals,

telephone calls, and other out-of-pocket expenses
inqident to their service (including the cost of

&

negessary temporary secretarial services not
available from SBA, and attendance at official

workshops and meetings).
¢ :
i

5 .

prohibits SCORE/ACE volunteers from providing ’

ser*vices to an SBA client with a delinquent loan

L

ou1stand1ng except when speCLflcally requested by

suc h a client after the loan. has become delinquent.

¥

(D) Exenllpts paYments for supportive services or reimbursement

for out-of-p(imket expenses made to personsv serving in the programs

under Secfiofn '8,(b)(1) frem any tax or charge for the purposes of
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unemployme:t, temporary dis’abili;cy, retirement or similar
benefits of n‘onAe,tary Qalue received by subﬁ volunteers should
also be free from any suc‘h tax or charge." ‘This ‘sectior'l provides
that these payments shall“not be‘con‘sidered as‘ if their recipients
were a part of thé labor forcé: deductions shall not Be made for
purpoées of reducing Social Security benefit payments, for un-
.employment ;insﬁfanc e, | or similar ‘purpos es.

(E) authcrizes the Administrator, pursuant to regulations,

to assume thée legal expenses incidental to the defense of full-time

)
i

or part-time volunteers serving in programs under this Act.

I
T ‘
(F) would authorize the Administration to accept contributions

from SCORE;/ACE volunteers or other interested parties to further
the Agency's service to small business through its volunteer
assistance programs.

v

‘Section 502 ¥

o

| Completes the transfer of volunteer programs to assist small
business by (a) 1epealing the Title III of the "Domestic Volunteer Service

Act of 1973" and;(b) repealing Section 503 of the ''Domestic Volunteer
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Service Act of 1973" which authorizes appropriations for carrying
out Title III for *he National Volunteer Programs to Assist Small
Businesses and Promote Voluntary Service by Small Business

Proprietors for Fiscal Years 1974, 1975, and 1976.

TITLE VI - STUDY OF SMALL BUSINESS

Section 601 :
|
The Administrator is directed to submit a report and legislative

' : ,
recommendatiors to the President and Congress.

i
:
b A

Section 602

The study is. to include legislative and nonlegislative proposals
' ' .

on the following !subje cts:

(1) The p:ast-, present}, and potenti’al'contributions of small

business to ihe well-being of the economy;
.‘ . _

(2) The' gffectiveness and desirability of existing Federal

subsidy and assistance programs for small business;

3

P
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. —

(3) The costs and other effects of Government regulation on

small business;
t

(4) The i:gnpa‘ct‘of_ the tax structure on small business;

(5) ‘The ébility‘ of financial markets and institutions to meet

 small business credit needs and the impace of Government -

i .

demands foricredit on small business;
3 ' )
i
%

P

(8) Delivary of financial assistance to minority enterprise;

A R

(7) Federal and private efforts to assist minority business;

*

P
(8) Recornmendations to assist minority and other small

" business enterprise;

(9) The qualities necessary in an environment in which
small business Cé_ri compete and expand to full potential; and

(10) The vlieSirability of developing a set of criteria to

3

define small businesses.

GO O SU EY e e e
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Section 603

Authorizes the Administrator to draw upon the resources of

other Federal a’g;éncies for purpoSes of this title.

Section 604

Deadline for submission of the study is one year after
! _

enactment.

e a o T

Section 605

————— A

Authorizes the appropriation of $1 million to carry out the
\ :

H

provisions of this title.

§
$ .
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94th Congress '
2nd Session v

A BILL

AR

o g

A ]

To amend the Small Business Act and the Small Business Investment
‘g .

Act. t

Be it enacted by the Senate and House of Representatives of

America in Corgress assembled,

3




TITLE I - SMALL BUSINESS DEVELOPMENT _

Transfer of Disaster Relief Authority

Section 101. The President shail undertake a comprehensive review
of all Federal disaster loan authorities and shall make a report to the
Congress, not later than December 1, 1976, containing such recom-

P ' |

mendations and' legislative proposals, including possible consolidation

i
of Federal disa’ster loan authorities, as may be demonstrated to be

, ! : :
necessary and yppropriate to assure the most effective and efficient "

delivery of disa;ster relief. Such study shall give particular emphasis
to alleviating any extraordinary burden the management of Federal
ok - ’ .

disaster loan programs may impose on an agency.
R ¥
i

Economic Cpportunity Loan Limit

Section 102.' Section 7(i) of the Small Business Act is amended by
striking from paragraphs (1) and (3) thereof the figure ''$50, 000" and

inserting in liey thereof the figure "$100, 000. "

L

v .
f
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DevelOpmen‘t Company Loan Limit

Section 10‘3.,E Section 502(3) of the Small Business Investment Act
of 1958 is amenied by striking out "$350, 000" and insérting in lieu

thereof ''$500, C00. "

Regular Business Loan Limit
§

¢ .

Section 104.; Section 7(a)(4)(A) of the Small Business Act is amended

by striking out |'$350, 000" and by inserting in liéu thereof "$500, 000:
Provided, that ipo such loan made or effected either directly or in

cooperation wit?h banks or other lending institutions through égreements
& ’ .
'to participate 02 an immediate basis shall exteed $350, 000, "
i
Loans for Flant Acquisition

1 .
Section 105.. (a) Section 502 of the Small Business Investment Act

os 1958 is amended by inserting "acquisition, " after '"plant. "
ded by g "acq P

(b) Section 7(va).~(4)(C) of the Small Business Act is amended to read

as follows: ”(C) no such loans including renewals and extensions thereof




S

maj be mka‘de fer a periodr or periods ’exceed.ing ten years, except that
such portibn of a'ioan made for the purpose of acquiring real property
or constru'cting‘ faéilities may have a ﬁaturity of twenty years plus
such additionalufpe_riod as is estimated may be required to corhplete
such construction. " |

Interest Rafe
¥

2

Section 106.

Section 7(b) of the Small Business Act (15 U.S.C. 636

L .
(b)) is amended. by striking from the first paragraph following paragraph

i

(8) of such section 7(b) the following: "NOtwithsténding the provisions
]

of any other law, and except as otherwise provided in this subs ection,
L] . b

the interest rate on'the Administration's share of any loan made under
P .

this subsection’shall not exceed 3 per centum per annum, except that

in the case of a'loan made pursuant to paragraph (3), (5), (6), (n, orv

(8), the rate of&interest on the Administration's share of such loan

3
e

shall not be more than the higher of (A) 2-3/4 per centum per annum;
or (B) the'aver,?ge annual interest rate on all interest-bearing obligations

of the United St:ates then forming a part of the public debt as computed




 w—i

)

at the end of the fiscal year next preceding the date of the loan and ad-

justed to the nearest one-eighth of 1 per centum plus one-quarter of 1

;per centum per annum, ' and inserting in lieu thereof the following:

"Notwithstanding the provisions of any other law, the interest rate
on the Administration's share of any loan made under subsection (b)
shall not ,exceecll the avé.rage annual interest rate on all interest-

bearing obligati"ons of the United States then forming a part of the
‘ § . :
) : N
public debt as computed at the end of the fiscal year next preceding

! ,
the date of the loan and adjusted to the nearest one-eighth of 1 per
i : : ’

) . .

centum plus on(;:—quarter' of 1 per centum: Provided, however, That
the interest ratga for loans made under paragraphs (1) and (2) hereof

shall not exceed the rate of interest which is in effect at the time of
i :

b
the occurrence of the disaster."

Small Business Investment Company Guarantees

Section 107.; The last senterice of section 305(b) of the Small

Business Invesiment Act of 1958 is repealed.

13
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Licensing c¢f Noncorporate Small Business Investment Companiés

Sectioh 108. (a)'Sect‘ion 301 bf the Small Eusiness Investment 4Act of
;1958 is amende\d by striki}lg_ out f'and" at the end of clau’Se‘ (6) and in-
serting in lieu 'thereof a semicolon, by striking out the period at the
end of clause ("”) and inserting in lieu ‘therevof a semicolon "'and, "' and
by adding at tht;a end the following: |

"'(8) the; term "articles" means articles of incorporation for an

incorporatesd body and means the functional equivalent or other

similar dociuments specified by the Administrator for other busi-
ness entitles, "

i |
] : S
(b) Section 301(a) of such Act is amended --
i _ ‘
1
(1) by sfriking the comma and inserting "'or a limited partner-

ship"' after?"incorporated body;"

(2) by inserting "or otherwise existing' after '"chartered;"

1

(3) by inserting "or partners' after ''shareholders;" and

[ FG&O
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(4) by striking the words "of incorporation. "

(c) Section 301(b) of such Act is amended by striking the words "of

incorporation.'
)

(d) Section 301(c) of such Act is amended by striking the words "of

incorporation"” wherever ‘they appear therein.
i

(e) Section 302(a) of such Act is amended by striking the words "of

?

incorporation. "

Section 109. :Section 302(b) is amended to read as follows:

T S R

"(b) Shares in small business investment companies including
; .

shares in the‘sirgenérél partners, shall beseligible for purchase
by national >b;anks‘,, and shall be eligible for purchase by other
‘member banks. of the Federal Reser\}e System and nonmember
insured bank:s to the-extent permitted .undef applicable State
law; except th’at in no ev‘ent may ahy such bank' acquire shares
in any srﬁallz'busines‘s investment company or the general
partner of Slf..Ch‘ compaﬁy“if, upon the making of that acquisition,
the aggregate ambunt of all such shares then held by the bank

would exceec. 5 percent of its capital and surplus. " Foy,
i . ’ 4
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Section 110. ‘Section 302(c) is amended to read as follows:

'A'.(.c) The aggregate amount of shares in any such Combany
or companiei3, or in any corporation or "corporations-which is
or are the general partner ovr_partners of such a company, |
which may be oﬁned bo'r cc;ntrolled by any stockholder or
partﬁef, or by any group of class of such 'pe'r‘sons,‘ may be
limited by th;e Administration.

|
Section 111. ‘Section 312 is amended by _inserting (1) the words

"of a corporation which is the general‘par"tnef of such a company"

ek

after the words 'small business investment co:mpahy, "(2) "or
¥

partners'' after “;'shareholders, "

»

and (3) "or partner'' after

A

""shareholder' wherever they appear.

/
i

Section 112. i(a) Section 313(a) is amended by inserting after the
word ”licensee”z.a comma, and adding the words "or of a corporation
which is the general partner of such licensee, ' (b) Section 313(c)
is amended by ira.serting after the word "licensee, 'f wherevér it
appears, a com‘lfna,' and t'hevwords "or of a corporation which is'

the general partier of such licnesee, .




‘Section 113. ‘Section 314(c) is amended by inserting after the word
"licensee" a comma, and the words "'or of a corporation which is the

general partner of such licensee, ".
] Lo .

Repeal of 50 Percent Limitation on Bank Investment

Section 114. Section 30'2(b) of the Small Business Investment Act of
| ‘ v

| 1958 is amendediby striking out all that follows "upon the making of
; : .

that acquisition,!” and inserting in lieu thereof the following: ''the

aggregate amourgtt of shares in small _busineés investment companies -

then held by the gbank would éxceed 5 perc.ent of its'capital and

surplus. "

o

 Audit and Exi'amihation

1 .

Section 115. ‘Section 310(b) is amended to read as follows:

"(b) Each small business investment compény and each

: ' .
corporation which is the general partner of such company shall

*

be subject to: examination made by direction of the Administration

by examiner: selected or approved by the Administration, and the

P
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cost of such»-_ex:aminations, including the compensation of the exér’n—
iners,v may i__n~..the discretibn of’t};e_jAdminiAs‘vcrationv Be assessed
against thé company or éorp‘oration eXa'fﬁ‘in.ed; a‘nd‘\';vhe.n' so assessed
shall be paid by su(i:h Cbmpany or Co'r.poration.l ,Each such’ éombany
and corpbraﬁori shall bé examined at‘léaét oﬁceteach year,y ‘except
- that fhe_'Adminisfrétor méy waive examination in the cése of a
~company or ‘:or"por'at'ion whose ope'rations' have been suspended by H
reason »Qf th«ie’ fact fhat the c*ofnpany is iﬁVOlved in litigation or is in
-receivershipé, ‘and the Administrator may also, in his discretion,
waive any Sjch annual exémination if such waiyer." will not cause
more -thari téwer;ty-’four months to .elapse bétwe_en successive
‘ e#aminatioris. - Every company and cofporation shali make such
reports to tghe Administraﬁon at such times and in such form as
- the Adminisétréﬁon'may require; except that the Advminiétration
is authorized to exempt frorﬁ »makingv such reports any suc.h
company.whéich is registerevd under the Investment Company Act

of 1940 to tke extent necessary to avoid duplic:ation in reporting

- requirements. "

- Small Busin:ess InveStment-‘.Company Leverage

'Sectiorn 116.- (a) Section 303(b)(1) of the_‘Small B‘USiness Investment

i

~Act of 1958 is amended -- % Fop

ERA
i 4[0
5(9\‘\
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i

(1) by strikin out 200" and inserting in lieu thereof ''300";
y g « g |

and

(2) by striking out ''$15, 000, 000"f and inserting in lieu thereof

"$35, 000, 00). "
(b) Section 303(b)(2) of such Act is amended --

(1) by striking out ""300" and inserting in lieu thereof
'"'400"; and . -
(2) by striking out "$20, 000, 000" and inserting in lieu
‘thereof '§$35, 000, 000"; and
R

(c) Se'c'tif:)n 303,(0)'of such Act is amended ~--
. : .

1) b;',i..strikmg out ""300" in clause (2)(iii) and inserting
in lieu tkereof '"400"; and
(2) byr ‘striking out ''200" where it appears in clauses

(2)(iii) and (4) and inserting in lieu thereof ''300".

TITLE II - MISCELLANEOUS CONFORMING AND TECHNICAL AMENDMENTS

.~ Section 201. Section"4(c)(2)’of the S'mall Business Act is amended . »
by str‘ikin’g out ' and 7(c)(2)" and by inserting in lieu thereof '"7(c)(2)
- ‘ . N ‘v . ) ) N . -

~and 7(g). "
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Section 202. ' Section 4(c)(5) of the Small Business Act is amended by

striking out '"Conmittees on Banking and Currency of the Senate and

House of Representatives'' and by inserting in lieu thereof ""Committee
on Banking, Housing and Urban Affairs of the Senate and the Committee

on Small Business of the House of Representatives. "

Section 203.7 Section 10(b) of the Small Business Act is amended by
] . . ‘

‘striking out "Ho*ilse Select Committee To Conduct a Study and Investi-

gation of the Prgblems of Small Business"" and by inserting in lieu

H

thereof"'Commié:tee on Small Business of the House of Representatives. "
¥

Section 204.% Section 10(e) of the Small Business Act is amended

by striking out "House Select Committee To Condut a Study and
- ,
Investigation of ‘he Problems of Small Business" and by inserting

in lieu thereof "Committee on Small Business of the House of

Representatives . "
§

¥

' L . : .
Section 205. Section 10(g) of the Small Business Act is amended
by striking out ”jBanking and Currency' and by inserting in lieu

thereof '"Small Fusiness.'"

»"*’-
P
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Section 206. . Section 5316 of title 5, United States Code, is
amended by strifcing from paragraph (11) the figure "(3)" and by

inserting the fivgqre "(4). "

1
. i

- Séction 207.’: Section 10(a) of the Small Business Act (15 U.S.C.
639(a)) is amended by adding at the end thereof the followiﬁg new
sentence: ,"Wi’chi réspect to minorify small business concerns, the
report shall inc];ude the proportion of loaps and other assistance

I
under this Act provided to such concerns, the goals of the Admin-

|

and re'commendz}tions for improving assistance to minority small

istration for the'next fiscal year with respect to such concerns,

business concerfis under this Act. "
¥

A\ ]

TITLE IIT - CElf:;‘.TI-F“ICATE OF COMPETENCY
S’ection 301. ?Section 8(b) Qf the Small Business‘ Act is amended by
striking paragré{ph (7) and‘by-inserting in lieu thereof the following:
"(7)(A) to certify to Government procurement officers, and officers ;
engaged in tlige sale and disposal of Federal property, with respect to -

all elements of responsibility, including, but not limited to, capa-

bility, compsatenc , capacity, credit, integrity; r-eServerance, and
P y , gr1 pres

.
*
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tenacity, of nny small business concern or group of such concerns

to receive and perform a specific Government contract. A Govern-

ment procur2ment officer or an officer engaged in the sale and dis-

s posal of Fed=ral pr"op‘erty may not, for any reason specified in the
precediﬂg se‘ri.tence, preclﬁde'any small business concern or group
of such concrerns from being awarded such contract without referring
Vfin.r,gml disposition to the Administration.

the matter for a
¥

B
~ '"(B) In ajy case in which a small business concern or group of
1 .
such concerys has been certified by the Administration pursuant to
L4

(A) to be a r%asponsible Government contractor as to a specific
Government contract, the officers of the Government having'pro-

H

disposal powers arerdirected to accept such

{ )
curement or'property
certification*as conclusive, and shall let such Government contract

L]

to such conczrn or group of concerns without requiring it to meet

any other rejuirement or responsibility.'

TITLE IV - AUTHORIZATIONS

Business Logm and Investment Fund

Section 401. : Subparagraph 4(A) of Section 4(c) of the Small Business

| Act is amended 23y striking out ''$6, 000, 000, 000" and inserting in lieu
% Fo
/55 o,
g9

thereof ''$8, 500, 000, 000. "
: Y

|
]
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Small Business Investment Companies

Section 402. Subparagraph 4‘(B) of Section 4(c). of the Small Business
Act is am‘ended oy striking out "'$725, 000, 000" and inserting in lieu

thereof "$1, 100, 100, 000. "

State and Local Development Companies

Section 403.+ Subparagraph 4(C) of Section 4(c) of the Small Business

Act is amended §by striking out "$525, 000, 000" and inserting in lieu.

thereof "'$575, 000, 000. "
Economic’ Opportunity Loans
Section 404. . Subparagraph 4(D) of Section 4(c) of the Small Business

!
Act is amended by striking out "$450, 000, 000" and inserting in lieu

thereof "'$550, 000, 000. "

Surety Bond Guarantees

"Section ,405.; Section 412 of the Small Business Investment Act df

1958 is amended by striking out ''$35, 000, 000" and inserting in lieu
thereof ''$88, 000, 000. "

|
}
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TITLE V - VOL UNTEER PROGRAMS TO ASSIST SMALL BUSINESS

Section 501 : Section 8(b)(1) of the Small Business Act (15 U.S. C.
637(b)(1)) is amended by striking subparagraph (1)(B) and inserting in

lieu thereof the following subparagraphs:

(B) To gstablish and conduct, and to recruit, seléct, and
SR ' )
train volunteers for (or enter into contracts therefor), volunteer

#

Ap‘rograr‘ns, i;lc,luding a-Service Corps of Retired Executives
(SCORE) andg an Active Corps of Executives (ACE) for the

purposes of Section 8(b)(1)(A) of this Act.

H
i

3 ' . <.
(C) To a]alow"any individual or group of persons cooperating with
' : . ' )
it in furtherznce of the purposes of subparagraphs A and B to use

the Admi_nist;r‘ation's office facilities and related material and

services as the Administration deems appropriate.

(i) Such {zolunteers, while carrying out activites under
Section S(b)(l)' of this Act shall-be deemed Federal
‘ émp.l{)yees for the purpose of the Federal tort claims

provisions in Title 28, United States Code; and for

i

/ﬁ&o .
~ .‘S

%
-

] g
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the pirposes of Subchapter I of Chapter 81 of Title 5

USC ‘relative to compehsation to Federal employees

for work injuries) shall be deemed civil employees of .

" the United States within the meaning of the term

"emgloyee' as defined in Section 8101 of Title 5 USC,

and tae provisions of that subchapter shall apply except

that fn computing compensation benefits for disability
o , '

or de;ath,y the monthly pay of a volunteer shall be

deerr?ed that received under the entrance salary to a

grad(;a.GS<—7 employee.

i}

(ii) The Administrator is authorized to reimburse such

<

voluateers only for such necessary out-of-pocket

]

| :
expenses incident to their provision of services

unde;r this Act, or in connection with attendance at

meetings sponsored by the Administration, as he

shali,determihe’, in accordance with regulations

WhiC'h he shall prescribe, and, while they are

carr‘yin'g out such activities away from their homes

or rz2gular places of business, for travel expenses

¥

Ginl(o

4

.,
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-

(including per diem in lieu of subsistence) as
authorized by Section 5703 of Title 5, United States

Code, for individuals serving without pay.

(iii) SucE‘ volunteers shall in no way provide services to a
cIi'eil“c of such Administration with a delinquent loan
outs:tanding, except upon a specific request signed

"
by s:uch client for aséiétahce in connection with

i
suclk matter.

¥

(D) NOtwiithstanding any other provision of law, no payment for

) . ] . .
supportive services or reimbursement of out-of-pocket expenses
i .

H

made to pér?;ons_ ‘ser{ring pursuant to Section 8(b)(1) of this Act
shall be subiect =tc')» ény tax or charge or be treated‘és wages or
compensation for the purposes of unemployment, disability,
retiremént, fput;lic assistance, or similar benefit payments,

or minimum; wage laws.

i
(E) Notwtithstandingv any other provision of ‘1aW‘and pursuant to

regulations ‘which the Administrator shall prescribe, counsel may
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bé employed:éhd counsel fees, court costs, bail, and other ex-
penses incidzntal of the defense of volunteers may be paid in
judicial >Or afiministrative proceedings arising directly out of the
performance of activities pilrs;uant to Section 8(b)(1) of this Act,
as amended 15 US C. 637(b)(1§) to whiéh volunteers have been

made parties.
!

(F) In ca:'r‘rying out its functions under Subsection 8(b)(1) of
R 4 ,
! ‘ :
this Act, the Administration is authorized to accept, in the name
| )
of the Adrniri:istration, and employ or dispose of in furtherance of'

the purposes of this Act, any money or properfy, real, personal,
] v : .

or mixed, taéngible, or intangible, received by gift, devise,
1 . .

bequest, or pstherwise.
!
i

- Section 502.° (a) Title III of the "Domestic Volunteer Service Act
of 1973, 42 USC 5031 et seq., is hereby repealed.
(b) Section 533 of the '"'Domestic Volunteer Service Act of 1973,

ol

42 USC 5083, is hereby repealed..
i ,

L
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TITLE VI - STUDY OF SMALL BUSINESS

Section 601. (a) During the Bicentennial anniverséry‘ of the

American Revolition, the Congress recognizes the enormous

contribution whizh small business has made toward improving the

economic well-kteing of all Americans for over two hundred years.

(b) The Congress also recognizes that small business has
g - ,

1

“the

potential for ma;drig an equally large or larger contribution toward

improving ecOnomic well-being both at home and abroad in years

\ E
ahead. g .

(c) To insur(g that small business continues to have the oppor-
]

i

tunity to realize,its full potential, the Administrator of the Small

H

" Business Administration shall conduct a study pursuant to

&

Section 602 of th‘is title and furnish recommendations td the

President and the Congress with respect to small business.

12

(d) In additicn to utilizing the Agency's Office of Advocacy,

P

Planning and Research, the Administrator shall make such contracts

with private consultant, research, or study organiz(ations as he feels

are necessary t(g) accomplish the purposes of this title.

e tie
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Section 602. The Administration shall conduct a study which will;
(1) ‘exami.ne the rolé of small business in the American
economy’énd‘ the coﬁtribution which small business can rﬁake in
improving competition, encouraging economic and social mobility
for all citizens, fesffaining inﬂatién, spurbring production,
expanding er;élp'loyment opportﬁni_tie's, increasing pfoductivity,

promoting elports , stimulating innovation and entrepreneurship,
i ,
? :

and providiny an avenue through which new and untested products

_ \ )
and services can be brought to the marketplace;

|

(2) éssesfs the effectiveness qf existing Federal subsidy and"
assistance p?‘:;(‘)grams for small business and the desirability of
reducing theiembhasis on .,such exisﬁng programs and increasing
the émphasiEE' on general assistance programs designed to benefit

all small businesses;

(3) measfgire the d{irec:»t costs and other effects of Government

regulation on small businesses; and make legislative and non-

. legislative proposals for eliminating excessive or unnecessary

regulations of small businesses;

¥
3

o 2
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- (4) determine the iﬁlpact of th'e‘.tax’ structure on small busi-
nesses' and make legisiétive and o;cher prOposals‘f_or altéring the
tax Stx;uctqree to enable ‘\a.ll small businesses to fealiz_e their
potential for ¢ontributing to the impro’vemént of the Nation's
economic well-being; o |

(5) study,the ability of financial markets and institutions to
! ‘ ,

‘meet small Lusiness credit needs and determine the.impact of

a . .

Government demands for credit on small businesses;

(6) determine financial resource availability and to recommend
R ] : ; ’ .
methods for delivery of financial assistance to minority enter- -

1
§

prises, .including methods for securing ‘eqﬁity capital, for
; ' . ) R
generating markets for goods and services, for providing

effective business education, more effective management and -

technical assistance, and training, and for assistance in

complying with Federal, State and local law;
; .

.(7) evaluate the efforts of Federal agencies, business and

industry to assist minority. enterprises;

~ R. F
o ® %,
<
: & <)
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¥

(8) make such other recommendations as may be appropriate
to assist the development and strengthening of minority and other

small business enterprises;

(9) recommend specific measures for creating an environment
in which all businesses will have the opportunity to compete

effectively and expand to their full potential, and to ascertain the.
P : ‘

_common reajsons, if any, for small business successes and
; .

failures; and

g

3

(10) detelg-mine the desirability of developing a set of rational,

objective criteria to be used to define small business, and to de-
i v | _ )
& .

velop such c'iteria, if appropriate. .

Section 603.' Each department, agency, and instrumentality of

the Federal Govzarnment is ‘authorized and dirécted- to furnish to the
Administrator sach reports and other information as he deems

necessary to Carry out its functions under this Act.

: ; :
Section 604. The Administrator may from time to time prepare

and publish such reports as he deems appropriate. Not later than one

year after the dute of enactment of this title, the Administrator shall

i
!
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transmit to the (Congress and the President a full report confaini-ng his
findings and specific recommendations with respect to each of the
functions referred to in Sebtion 602 including specific legislative pro-

posals and recommmendations for administration or other action.

Section 605. There are authorized to be appropriated not to ex-
ceed $1, 000, 000 to carry out the provisions of this title. Any sums
: v : e

~so apprOpriatedfshall remain available until expended.

1
!

P




DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY

WASHINGTON, D. C. 20250

May 2 7, 1976

Honorable James T. Lymn

Director, Office of Management
and Budget

Washington, DC . 20503

Dear Mr. Lynn:

In reply to the request of your office, the following report is submitted
on the enrolled enactment S.2498, '"To amend the Small Business Act to
transfer certain disaster relief functions of the Small Business Adminis-
tration (SBA) to other Federal agencies, to establish a National Commission
on Small Business in America, and for other purposes.'" Section 112 of

the bill would make all food and fiber producers, ranchers and raisers

of livestock, aquaculturists and all other farming and agriculture

related industries eligible for financial assistance from the SBA. Our
comments are confined to the provisions of this section.

Based on our review of section 112, this Department recommends that the
President veto the bill. We defer to SBA for comment on the other
provisions of the bill. We have attached a proposed veto message which
is based solely on section 112,

At the present time, ordinarily SBA does not consider applications for
financial assistance made by farmers on the basis of the statutory
prohibition against duplication by SBA of the work or activity of other
departments or agencies of the Federal Government. The bill establishes
that this is no longer to be the case. However, the Conference Committee
in its report expresses its hope that the Department of Agriculture will
more aggressively pursue programs that serve small farmers and eliminate
the need for assistance from SBA.

The conference report further states that if satisfactory financial
assistance is not available from the Farmers Home Administration (FmHA)
due to lack of funds, or for any other reason, such small businesses
shall not be excluded from assistance by SBA on the excuse that they are
agricultural enterprises.



Honorable James T. Lynn 2

The USDA through the FmHA has ample legal authority to assist farmers,
ranchers and those engaged in the production of aquatic organisms under
controlled or selected environments. The FmHA has, through its supervised
credit programs, assisted 2,038,374 farm operating loan borrowers,

291,904 farm ownership loan borrowers, and 233,185 farm emergency loan
borrowers from its inception in the "thirties" through June 30, 1975.

The total amount of the loans was $16.3 billion.

The changes to be made by the bill would result in duplication of efforts
on the part of the Federal Government. These changes would place SBA in
direct competition with the FmHA since SBA would be able to make loans

to the same individuals eligible for FmHA loans. This direct competition
of Federal agencies in the agricultural eredit field would result in
confusion because loans of each Agency would have different terms,
interest rates, and security requirements.

FmHA currently has 42 State offices, 232 district offices, 1757 full-

time county offices, 33 sub-offices and 968 part-time county offices

serving farmers, ranchers and aquaculture operators. The FmHA has 6,797
full-time and 935 part-time employees for a total of 7,732. More than
6,800 of these employees are located in the field offices. 'In addition
there are more than 4,850 FmHA County Committeemen who determine eligibility
of farmer loan applicants. SBA has no such delivery system, expertise

or personnel trained in agricultural credit.

Experience has shown that agricultural leans to farmers who cannot
obtain the credit they need from conventional lenders require detailed
analysis and assistance to help assure success. The FmHA County Supervisor
is a trained agriculturalist. He assists applicants and borrowers in
working out sound farm loans that fit their needs. Such a plan includes
a projection of income and expenses, as well as the estimated credit
necessary to place the farm in a liveable and operable condition in the
beginning. Families receiving farmer pregram loans continue to receive
guidance in farm and home planning and farm management assistance from
year to year until such families are able to proceed on their own
through commercial credit sources.

Under the bill, farmers would not have to be turned down by another
Federal agency to obtain SBA financial assistance and thus SBA would not
be a lender of last resort. FmHA, on the other hand, is a lender of
last resort and cannot make a loan if the applicant is able to obtain
the credit he needs on reasonable terms from another lender. It could

*éfg'rofo\
< <,
b
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be argued that every applicant for an FmHA farmer program loan would
first have to contact SBA and obtain a "turn down" letter before FmHA
could make the loan. During the 1975 fiscal year, FmHA received more
than 118,000 applications for initial farmer program type loans.

The SBA and FmHA have had for many years a "Memorandum of Understanding"
which defines areas of responsibility of the two agencies. This memorandum
has worked well and avoided overlapping of Federal authorities.

The net result of the bill would be contrary to the public interest
because the cost of providing this additional service would be greater

than the benefits which farmers would derive from such duplication of
effort.

Sincerely,

WILLIAM H. WALKER, I
Assistant Secretary

Attachment
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