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FY ‘07 BUDGET AND REAUTHORIZATION
PROPOSALS OF THE SBA

Wednesday, March 15, 2006

HOUSE OF REPRESENTATIVES
COMMITTEE ON SMALL BUSINESS
Washington, DC

The Committee met, pursuant to call, at 2:45 p.m., in Room 2360
Rayburn House Office Building, Hon. Donald Manzullo [Chairman
of the Committee] presiding.

Present: Representatives Manzullo, Bradley, McCotter, West-
moreland, Velazquez, Udall, Lipinski, Christensen, Bordallo, Bar-
row, Moore.

Chairman MANZULLO.Today, the Committee will examine the
President’s Fiscal Year 2007 Budget Reauthorization Proposals of
the Small Business Administration. The President’s Budget request
includes $624 million in spending for the SBA in Fiscal Year 2007.
This is about 37 percent less than what was spent on the SBA in
Fiscal Year 2001, while in the same time, the SBA served more
small businesses than ever in its history. The SBA certainly knows
how to do more with less and it ought to be commended. While the
President’s budget request for the SBA is generally sound and rea-
sonable, there are few notable exceptions particularly the proposal
to increase fees in the SBA’s finance programs to begin to cover
some administrative expenses and the idea to institute an adjust-
able interest rate for disaster loans in the fifth year.

However, I would be negligent if I did not remind my colleagues
and the small business community that the President’s budget re-
quest also includes the following key tax relief proposals of keen in-
terest to small businessmen and businesswomen.

1. Making permanent the tax cuts previously passed by Congress
including death or an estate repeal in which the average tax sav-
ings in 2005 was $3,235 per small business according to the U.S.
Treasury;

2. Making contribution to the Health Savings Account tax de-
ductible; and

3. Enacting an even higher and permanent small business ex-
pensing limit to $200,000.

The Committee is also in the middle of a comprehensive review
of all SBA’s programs which has not been done since 1995 in prep-
aration for reauthorization. In 2004, Congress passed a two-year
reauthorization bill that made a variety of significant changes to
the policies and small business programs of the SBA. The Com-
mittee is reviewing how the SBA has carried out the various pro-
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grammatic changes contained in the previous reauthorization and
ideas for further reform.

Two weeks ago, Representative Musgrave’s Subcommittee exam-
ined SBA’s entrepreneurial programs. Last week, Representative
Bradley’s Subcommittee reviewed SBA’s finance programs and be-
fore the March District work period, Representative Akins’ Sub-
committee will conduct an oversight hearing on SBA’s procurement
programs.

Today we’re honored to have the Administrator of the SBA, Hec-
tor Barreto testify before the full Committee to discuss his vision
of the direction of the SBA for the reminder of the administration.
Mr. Barreto is the second longest serving SBA administrator in its
history and I am pleased that he has taken the time to be with us
this afternoon.

Through the hearing process, the Committee has received input
from SBA stakeholders as to what should or should not be included
in the authorization package. About two weeks ago, the Committee
received the Administration’s legislative proposals for the SBA. The
purpose of the hearing today is to examine these proposals, particu-
larly in light of input we received from other SBA stakeholders.

I'm pleased the Administration included several provisions in
their reauthorization package that would further improve SBA’s re-
sponse to catastrophic disasters. The SBA has done an excellent job
already by approving a record $6 billion of low interest disaster
loans for over 86,200 Gulf State residents and business owners af-
fected by Hurricanes Katrina, Rita and Wilma at a rate twice as
fast as the nation’s previous largest disaster, the Northridge Earth-
quake in 1994.

The overall approval rate for SBA’s disaster loans in the Gulf re-
gion is 31 percent or 37 percent if you exclude withdrawn applica-
tion, not 15 percent as alleged by the minority. This is up 16 per-
cent from the last year. Why has this happened? SBA has hired
and trained 4,250 employees to process disaster loan applications,
doubled the size of their loan processing center, quadrupled the
size of their call center, doubled access to the loan processing sys-
tem, streamlined documentation for all business loans and sim-
plified approvals and processes for business loans under $100,000,
expedited loan approvals with credit scoring, created a new system
for tax verification with the IRS and launched the Disaster Loan
Partners Initiative designed to increase the role of private sector fi-
nancial institutions in recovery efforts.

The further reforms that the Administration seeks in the reau-
thorization include increasing the size of disaster loans, offer an
economic injury disaster loans to nonprofits and provide more flexi-
bility to allow business development centers to redeploy resources
and staff to assist disaster victims. This will require legislative
changes to the Small Business Act.

I'll also be working on initiatives to further improve and expand
the reach of SBA’s finance programs to serve more small busi-
nesses all with the context of a zero-loan subsidy rate and SBA’s
entrepreneurship programs as part of the SBA reauthorization
process. I'll yield to Ms. Velaquez in just a second. But as with is
our custom here and Mr. Barreto, if there is a question as to which
you would feel having a high level member of your staff answer the
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question directly, that person could just scoot up to the table, intro-
duce himself or herself for the record and answer that question.
That’s within your prerogative.

[Chairman Manzullo’s opening statement may be found in the
appendix.]

Mr. BARRETO. Thank you, Mr. Chairman.

Chairman MANZULLO. Okay. Ms. Velazquez.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. Over the past five
years, SBA’s budget has been cut nearly in half. Clearly, there are
many areas of the Agency’s budget we could delve into today. But
at this point in time, with thousands of Gulf Coast small busi-
nesses desperately in need of SBA assistance, the SBA’s Disaster
Loan Program needs the immediate attention of Congress.

Hurricane Katrina has been very telling of what the SBA has be-
come. There is no doubt that Hurricane Katrina was one of the
most massive disasters to ever touch down in the United States
and there was no way for the individuals that reside in the Gulf
Coast region to avoid its path.

But what could have been mitigated? What we do have control
over is the response. SBA’s lack of planning and foresight in this
disaster response shows that something has gone terribly wrong in
this agency’s ability to assist small businesses. The fact that they
implemented a brand new loan processing system at the height of
the hurricane season is indicative of the Agency’s foresight for deal-
ing with disasters. To compound the difficulties, the Agency dras-
tically reduced their disaster employees as part of a work force
transformation to only have to turn around at the last minute and
rehire a brand new group of workers.

The worst part is that this Agency does not seem to have learned
from its mistakes. SBA has been through two massive disasters
over the past five years. Yet they have no plan of action and they
have done nothing to show that they have taken steps to avoid this
type of mistakes in the future.

Instead, the Agency has chosen to make decisions on a whim.
From their Go-Along Program which was supposed to make mil-
lions in loans, but they have only administered 150 loans, these are
not solutions. Steps like these do not put loans into the hands of
those that needs most right now. Today nearly seven months after
Hurricane Katrina touched down, 65 percent of the loans have been
declined, less than ten percent of approvals have been paid out and
individuals are still saying that they are having to wait over three
months just to hear back from SBA. Rather than addressing these
downfalls, SBA has instead managed to throw out a myriad of rea-
sons for all of this. But the bottom line here is that the approval
rates should not be declining at such massive rates.

We are releasing today a report that shows for the last five years
approval rates have been historically lower for the disaster loans
when compared to previous administration. Where averages used
to be around 60 percent during the George H. W. Bush and Clinton
Administrations, they are now only around 35. These declining ap-
proval rates are a result of change in priorities. The goal used to
be to make this loan wholeheartedly, but now it seems the goal is
to make these loan on the cheek.
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We're going to hear from a real woman business owner from the
Gulf Coast region today, one woman that is representing thousands
of stories just like hers. I also want to share this video of Patrick
Kimber (PH) from the Gulf Coast as yet another example of the
hardships facing individuals in accessing disaster assistance
through SBA. It is clear that something is not working here and
it is about time we have some leadership that will get the job done
and enable the Gulf Coast to make a full recovery.

[Ranking Member Velazquez’s opening statement may be found
in the appendix.]

Chairman MANZULLO. Before you start that, could you pause
that just a second please? It’'s very usual to have a video tape as
part of a person’s opening statement because the opening state-
ment is to include the words of the person making the opening
statement, but I'm doing that to accommodate the minority and I
understand this tape is less than a minute. Is that correct?

Ms. VELAZQUEZ. That’s correct.

Chairman MANZULLO. And I also would ask if you would be will-
ing to have this person who testifies sign a privacy waiver so the
SBA can conduct its own investigation.

Ms. VELAZQUEZ. Absolutely.

Chairman MANZULLO. And also as to the witness, your minority
witness, we were just advised of that person a few hours ago,
would you be willing to have that person also sign a Privacy Act
waiver?

Ms. VELAZQUEZ. We'll get that to you, Mr. Chairman, on that.

Chairman MANZULLO. It’s important because we just had notice.
It’s usually 48 hours notice given to a witness and the reason for
that is so that—You’re willing to sign that?

Ms. VELAZQUEZ. She’s willing to sign that, Mr. Chair.

Chairman MANZULLO. Would somebody from our staff take it to
the witness and have her sign the Privacy Act? Okay. Is that the
wrong one? Just a second.

Ms. VELAZQUEZ. Can we play the video?

Chairman MANZULLO. Go ahead.

WITNESS. The biggest frustration with the SBA now is that is
seems like they are only giving it to what I would call the top ten
percent, all these people that already had one and it’s a govern-
ment program. Why aren’t they helping the little people as much
as they’re helping all of the big wigs. I pay my taxes too. I work
hard. I don’t default on any of my loans at all. I pay my house on
time. I had two brand new cars, paid them off before they’re ever
due. I've had loans even after the hurricane that I've paid off al-
ready.

The money that I have received to work on my house from my
insurance company I'm going to pay my mortgage company so I
don’t default on my loan. People like me who’s 26 years old, have
three kids and a wife, I'm just trying to live the American dream
and I do everything like everybody else. Why not me?

Ms. VELAZQUEZ. Thank you, Mr. Chairman.

Chairman MANZULLO. Could I have the name of the person who
made the tape for the record?

Ms. VELAZQUEZ. Mr. Chair, I could provide it. Sure.
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Chairman MANZULLO. Could your staff get it and provide it with-
in the next half hour or so?

Ms. VELAZQUEZ. Mr. Chairman, you can get it at the House Re-
cording Studio.

Chairman MANZULLO. Wait a second. You're the one that asked
to have this tape shown. As a matter of record, whoever testifies
or gives testimony before this Committee, I want to know who they
are.

Ms. VELAZQUEZ. The House Recording Studio, Mr. Chairman.

Chairman MANZULLO. Do you know the name of this person?

Ms. VELAZQUEZ. I could give it. Yes, sure.

Chairman MANZULLO. Why don’t you give it for the record?

Ms. VELAZQUEZ. I don’t have it now, Mr. Chairman.

Chairman MANzZULLO. Does anybody on your staff know who it
is?

Ms. VELAZQUEZ. I would be more than happy to submit it to you.
I don’t have it now.

gh?airman MaNzUuLLO. Would you do that before the hearing
ends?

Ms. VELAZQUEZ. Sure, Mr. Chairman.

[Ms. Velazquez didn’t provide the name of the person who made
the tape for the record.]

Chairman MANZULLO. All right. Thank you. Proceed please.

STATEMENT OF THE HONORABLE HECTOR BARRETO, U.S.
SMALL BUSINESS ADMINISTRATION

Mr. BARRETO. Thank you, Chairman Manzullo. Ranking member
Velazquez. Distinguished members of the Committee. Thank you
for inviting me here today to discuss the President’s Budget Re-
quest for the U.S. Small Business Administration and related legis-
lative issues. Since 2001, the SBA has been on a mission to deliver
more services to the nation’s small businesses as efficiently and ef-
fectively as possible. We are very proud of SBA’s success in that
quest and the Fiscal Year 2007 Budget reflects the continuation of
this goal.

Lending is at an all-time high. More clients than ever are being
served by our Entrepreneurial Development Programs and we'’re
improving methods to assist small businesses gain fair access to
government contracting opportunities. A number of different initia-
tives have been implemented to further that goal.

We realize that any time that you strive to be more results driv-
en as President Bush has directed us, there are going to be chal-
lenges. Nonetheless, we remain keenly focused on our efforts to
serve the needs of America’s small businesses by restructuring key
Agency operations and reengineering the Agency’s largest loan pro-
grams, the SBA has achieved record program growth while reduc-
ing its budget by 37 percent since Fiscal Year 2001.

The SBA has also improved the effectiveness of the taxpayers’
dollars supporting small business development. With these im-
proved efficiencies in 2007, SBA will be able to record record num-
bers of small business loans with a total budget request of $624
million.

SBA lending has seen record-setting growth in small business
lending in our Flagship Loan Programs. Since 2001, the number of
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loans has more than doubled on 7A and 504 loans. In Fiscal Year
2005, we made nearly 98,000 small business loans in our two pri-
mary lending programs compared to only 42,000 in 2001. In Fiscal
Year 2005, minorities received 31 percent and women received 17
percent of 7A and 504 dollars which we funded. The Fiscal Year
2007 request will support $28 billion in financing to the U.S. small
business community. This represents a 42 percent business lending
increase over Fiscal Year 2005 through the 7A and 504 and SBIC
Debenture Program.

In all of these programs, SBA will be able to continue to meet
the growing demand for loans in Fiscal Year 2007 without fears of
shutdowns or caps because all three programs will operate at zero
subsidy. Zero subsidy is still the best policy for the long-term sta-
bility and growth of SBA’s loan program and as you can see with
our results over the last year, it has not impacted our lending.

In addition to better results, we’ve also increased efficiencies in
lender oversight functions, loan processing and liquidating, saving
the taxpayer millions of dollars. Further consolidations and effi-
ciencies planned for Fiscal Year 2006 and 2007 will result in addi-
tional savings.

In keeping with these savings and efficiencies, the Administra-
tion is proposing an administrative fee for 7A and 504 and SBIC
financings for loans over $1 million. This fee will cover the cost of
making these loans and will save the taxpayers $7 million in Fiscal
Year 2007.

On the Entrepreneurial Development side of our mission, we con-
tinue to focus on making our programs more effective and efficient
as well. Key to this is a close collaboration with our resource part-
ners, the Small Business Development Centers, SCORE, the Coun-
selors to America’s Small Business and Women’s Business Centers.

With the help of these partners as well as through our extensive
online resources, we provided training and counseling to over 1.1
million clients. To reach new clients, SBA is encouraging our part-
ners to utilize online development and maximize the resources we
provide them to increase capacity and outreach. We're certainly
going to use technology at the SBA to the greatest extent possible
to reach additional clients.

With respect to government contracting and business develop-
ment, I can report that we now have 58 procurement center rep-
resentatives, PCRs, assisting small business with federal procure-
ment issues. SBA’s Office of Government Contracting and Business
Development has also instituted enhanced practices and techno-
logical improvements. These have provided many benefits and in-
creased efficiencies concerning government contracting opportuni-
ties and monitoring.

Strives have been made to maximize staff resources and monitor
contracting activities as well as to improve communication and
interaction with the small business community through the auto-
mation of many basic systems. SBA’s focus in Fiscal Year 2007 as
it has been since I became Administrator and also part of the
President’s small business agenda will continue to be to work to in-
crease small business participation and competition in the federal
procurement arena.
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I would also like to speak about our disaster response. To date,
we have received an unparalleled 389,000 disaster loan applica-
tions from homeowners, from renters and businesses. This is nine
times more than we received for Hurricane Andrew. More than
$6.1 billion in disaster loans have been approved to more 87,000
victims. In the last two and a half months, we've approved more
than $4 billion in disaster loans.

Let me put this in perspective. The SBA is already surpassed by
more $2 billion what was previously the largest response in his-
tory. That was the 1994 North Ridge earthquake in California. Fol-
lowing that disaster, it took one full year to process 250,000 appli-
cations which we received.

In this response to the 2005 Gulf Coast hurricanes, the SBA has
processing more than 251,000 applications in half that time. Our
response has been agency-wide from the thousands working in our
Office of Disaster Assistance to the hundreds of staff in our district
offices across the country who are helping to process loans. Ninety-
seven percent of the economic injury disaster loans have been proc-
essed. More than 286,000 damaged properties have already been
inspected. That’s 95 percent of all of the total inspections.

We're now focusing our efforts on loan closing and disbursements
so that we can put money in the victims’ hands and they can start
rebuilding. We've already made disbursements in more than 36
percent of the approved loans. I am proud of the hard work, the
dedication, the compassion and urgency our staff is demonstrating.
It’s important to reiterate that we make disaster loans with lenient
underwriting requirements. We do not provide grants. This is how
the SBA Disaster Loan Program model has worked for more than
50 years.

With respect to the Fiscal Year 2007, we’re proposing funding to
support $900 million for loans to homeowners and businesses
struck by natural disaster. That estimate is based on the five year
average. The Fiscal Year 2007 Budget proposes to continue pro-
viding preferential loan terms to victims of disasters.

However, in order to contain escalating costs of these loans, the
budget proposes to adopt a graduated interest rate for the Disaster
Loan Program. Without such an action, the subsidy costs of dis-
aster loans will increase to over 20 percent over this year’s rate.

During the first five years after a disaster, interest rates will re-
main deeply subsidized as they are currently structured, although
the interest rate caps would be eliminated. Thereafter, rates would
revert to a rate reflected of comparable Treasury instruments de-
termined on the approval date of the loan still below market rate.
This structure would continue to provide borrowers with deep in-
terest subsidy when they need them the most, immediately after a
disaster. And after five years, the subsidies would be reduced for
the remainder of the loan term.

The SBA operates like the businesses it helps to succeed by con-
tinually meeting challenges and evaluating cost effectiveness. The
SBA has succeeded in achieving record growth in its programs
while at the same time reducing the overall budget request through
focused, practical implementation of the President’s Management
Agenda, the PMA, and related initiatives.
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To maintain these trends and to build on the Agency’s achieve-
ments, the SBA budget reflects a commitment to improving man-
agement systems and processes, investing in new and upgraded in-
frastructure, improving the efficiency and skill level of our staff
and continuing transformation of Agency operations. The Agency is
committed to continuing our mission and legacy to develop more
services efficiently to the nation’s small businesses. The SBA’s 2007
Budget Request does just that.

Mr. Chairman, Members of the Committee, thank you again for
the opportunity to meet with this Committee today. I would be
happy to answer any questions.

4 [The Honorable Barreto’s testimony may be found in the appen-
ix.]

Chairman MANZULLO. Thank you. I have a series of questions
and maybe I won’t be able to have a chance to get them in during
this round. First of all, thank you for coming. I appreciate it very
much. Do you support allowing individual certified development
companies to process or contract out loan liquidations?

Mr. BARRETO. Now you’re talking about CDCs, processing dis-
aster loans.

Chairman MANZULLO. No. Just 504s.

Mr. BARRETO. 504s, absolutely. Obviously, that’s been the real
strength to our program is the incredible work that our certified
development companies do on that program.

Chairman MANZULLO. Do you support a higher $3 million max-
imum loan amount in the 7A Program?

Mr. BARRETO. That is something that we’re taking a look at right
now and analyzing. It’s something that we’ve discussed before. The
only thing that we want to understand a little bit more because as
you know the implications of the program are constantly changing.
So we’re looking at it right now to see how many people could ben-
efit from larger loans of that level and we’re very glad to continue
working with NATCO on that proposal.

Chairman MANZULLO. Appreciate that. With regard to the dis-
aster that occurred along the Gulf Coast, the equivalent of that is
a series of side-by-side tornados 100 miles deep running from Bos-
ton to Chicago. Most of us have no idea as to the enormity of the
damage that was done down there. In this particular disaster,
FEMA referred a lot more people to SBA than before and many
think that that’s one of the reasons for the high denial rate because
my understanding is that SBA became a gatekeeper not only as to
its own programs but also as to the FEMA grant programs. Would
you want to comment on that?

Mr. BARRETO. Yes sir. Thank you, Mr. Chairman. We’ve gone
back and we've reviewed this. Obviously, we’ve received millions of
referrals from FEMA on this disaster. I want to say that we’ve sent
out close to three million applications, fielded well in excess of two
million requests for loans, have received almost 400,000 loans.

When we went back and we looked at this in previous disasters,
it used to be that FEMA would refer to us somewhere around 35
to 40 percent of the people that were inquiring for assistance. In
this disaster, it’s been closer to 85 percent of the individuals that
have originally registered with FEMA that have referred to the
SBA. So that by itself created a tremendous, a huge volume.
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But one other thing that we’ve talked about before and some-
times I think people forget this is that many of the individuals that
apply for SBA are not looking for a loan. They're actually looking
for a grant. But the way that the federal disaster model is struc-
tured right now, SBA must make every attempt to determine
whether that individual could qualify for any kind of a loan. So far,
FEMA has done more than 1.7 million grants and the total amount
of those grants now totals close to $7 billion in grants.

Chairman MANZULLO. And those applications when people ap-
plied to you and were rejected by the SBA, then they qualified for
FEMA grants. Is that correct?

Mr. BARRETO. Yes, if they’re a homeowner they go back to FEMA
for the grant.

Chairman MANZULLO. Do you have any idea how many of those
people applied to SBA and then were rejected?

Mr. BARRETO. I can get you the exact number, but the majority
of them would have because FEMA has referred most of the indi-
viduals to the SBA and as I mentioned, FEMA has communicated
to us that they’ve done 1.7 million.

Chairman MANZULLO. So the fact that SBA rejected these people
does not mean that these people did not receive any help. Is that
correct?

Mr. BARRETO. That is absolutely correct.

Chairman MANzULLO. Okay. Thank you. Excuse me. And the
help they received would have been up to $26,000 from FEMA.

Mr. BARRETO. $26,200 is the maximum amount.

Chairman MANZULLO. So when you rejected them for a loan,
many or most of them actually got a grant of $26,200.

Mr. BARRETO. That is correct.

Chairman MANZULLO. Thank you. And as to those people that
got the grant, Mr. Barreto, a lot of times it’s because they simply
couldn’t qualify for a loan based on their credit history.

Mr. BARRETO. That’s what would have happened because of cred-
it history, no ability to be able to repay the loan. For a variety of
other reasons, they would not qualify for an SBA loan. We make
every attempt. We have very lenient underwriting and by the way,
the credit underwriting that we do for disaster loans has not
changed. It’s not more difficult in this disaster than it has been in
other disasters. We're very lenient as it is.

Chairman MANZULLO. All right. Thank you. And this is the last
question.

Ms. VELAZQUEZ. Mr. Barreto, regarding the Gulf Coast disasters,
can you please evaluate your performance today? What grade
would you give yourself as the Administrator of SBA for handling
this situation?

Mr. BARRETO. I'm not sure that I understand the question in
terms of a grade. I can tell you that we’ve done more than $2 bil-
lion in loans above the biggest disaster in history and $6.1 billion
in -

Ms. VELAZQUEZ. Let me tell you why I ask this. I ask this be-
cause the SBA implemented a new disaster processing system in
the heart of the 2000 hurricane season. The SBA paid for disaster
processing capacity that it did not receive. The SBA did not realize
it had nearly run out of money to make disaster loans until days
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before. The SBA centralized without a sufficient backup plan dis-
aster problem processing in Fort Worth which nearly was dev-
astated by Hurricane Rita. The SBA had insufficient workforce
plans which then led SBA to ask banks to volunteer their employ-
ees and now has SBA trying to get banks themselves to process
loans through convoluted and inefficient methods. So based on all
of this, Mr. Barreto, are you satisfied with your performance?

Mr. BARRETO. Well, one of the things I think that you said in
your opening comments, Congresswoman, is that this is the largest
disaster in U.S. history. There’s no doubt. Usually the SBA proc-
esses about 100,000 loans for every disaster that we deal with and
the SBA on a year to year basis may have as many as-

Ms. VELAZQUEZ. Mr. Barreto, I don’t have much time.

Chairman MANZULLO. I'm going to—

Ms. VELAZQUEZ. Mr. Chairman, this is my time.

Chairman MANZULLO. I understand that. I might give an extra
minute or so. But you asked a question and the witness is entitled
to answer the question.

Ms. VELAZQUEZ. And I want to clarify what exactly it is that I
want. I want to yes or no answer. Are you satisfied?

Mr. BARRETO. Well, I'm very satisfied with the response-

Ms. VELAZQUEZ. Thank you.

Mr. BARRETO. -of the Office of Disaster Assistance. I think
they’'ve done an incredible job during very difficult and trying
times.

Ms. VELAZQUEZ. You have been through two major hurricanes in
the last year which went well beyond the plans you have more typ-
ical disasters. In this hand, I have a 40 pages press plan to deal
with negative publicity about SBA’s response to the hurricanes.
This is from your agency. Why don’t you have a plan to deal with
infrastructure, networking and staff issues related to this type of
a typical super disaster?

Mr. BARRETO. Well, we do have plans to deal with disasters as
I mentioned. We respond to about 50 disasters every year. A lot of
times people forget that anytime that there’s a flood or a fire or an
earthquake or any of those things we’re responding to multiple dis-
asters at any given time.

The thing that we don’t have, Congressman Velazquez, is we
don’t have thousands of people sitting in offices across the country
waiting for the big one. It just would be not feasible for us to be
able to do that. So the way that the SBA works is that we have
an Office of Disaster Assistance that has a cadre of permanent em-
ployees and before the hurricanes, there was less than 900 employ-
ees in that disaster operation which was sufficient to respond to
the disasters that we have on a year-to-year basis. As you men-
tioned I believe, that since that time we’ve had to ramp up capac-
ity. We've hired more than 4,000 employees that are currently
working on responding to the biggest disaster in U.S. history.

Ms. VELAZQUEZ. Thank you, Mr. Barreto. I have seen what SBA
is calling a surge plan and it’s not a surge plan. It is simply a guide
for responding to run-of-the-mill disasters. It does not address what
the Agency will need to do to respond to large scale disasters. It
contains no detail for integration or implementation and it is a
complete mystery for how it will work.
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I’'ve been looking at SBA disaster plans and I have lots of ques-
tions about them. Why doesn’t this so-called surge plan contain
contingent arrangements with IT vendors for additional tele-
communications capacity? Why doesn’t it contain vendor arrange-
ments to secure additional land capacity? Why doesn’t the plan
contain contingent arrangements for additional commercial real es-
tate in Fort Worth and Sacramento? Why doesn’t it contain de-
tailed plans for how to hire additional staff? Why doesn’t it provide
instruction for specific training for search related staff? You know
what the General Accounting Office said. That is not a plan.

Mr. BARRETO. Well again, we for fifty years have responded to
every disaster in U.S. history. We responded to 9/11 and I had op-
portunity to work very closely with you on that response. But the
truth of the matter is that there has never been a disaster of this
scope and for an agency the size of SBA with less than 900 employ-
ees to be able to predict when the next big one is going to be, what
part of the country, what kinds of relationships we have, is some-
what challenging.

I'd be happy to provide you with the plans that we do have. I
want to make sure that you have all those and also I'd like to let
you know that after this disaster we learned that we need to have
a plan for the next big one. In other words, it’s not a question if
something like this could happen again. It will happen again and
we have to prepare for it.

Ms. VELAZQUEZ. But, Mr. Barreto, a search plan-

Chairman MANZULLO. The gentle lady’s time has expired.

Ms. VELAZQUEZ. You said you would give me an extra minute.

Chairman MANZULLO. That’s correct.

Ms. VELAZQUEZ. Can I finish my question?

Chairman MANZzZULLO. You already have been given extra min-
utes but go ahead. That’s fine.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. A surge plan doesn’t
mean a chart that will tell your staff how many staff it will take
to make a loan and that is all you have in your surge plan.

Mr. BARRETO. And again, one of the things that we need to do
is we need to do a combination of things. As you probably know,
we sent out a request for information because we want to work
closer with the private sector. And by the way, one of the parts of
the story that’s not told is we’ve done about $1.5 billion in disaster
loans for businesses, but we’ve also done about $250 million in
business loans through our banks.

So we do have a relationship with the private sector working on
a number of different fronts. But now what we’re looking at is in
the future whenever you have this kind of volume, basically what
is five or six years worth of work in a few months, one of the things
that we’re also going to have to do is not just do this internally,
but we're also going to need to look for ways that we can work with
the private sector. And again, we have to be very flexible because
we don’t know where the next disaster is going to occur.

Chairman MANZULLO. Mr. McCotter.

Mr. McCoOTTER. Thank you, Mr. Chairman. Can you follow up on
that coordination with the private sector?

Mr. BARRETO. Sure.
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Mr. McCOTTER. Because in many ways the response to Katrina,
the aftermath, was much better by the private sector than by the
government and I would be curious as to what you’re talking about
and what specifically.

Mr. BARRETO. I'm talking about the work that we do every day
with the private sector. One of the things that we realized is, and
by the way, let me take a step back. I think there’s often times
some confusion about what kind of loans the SBA can do. The SBA
has only one type of disaster loan. It is a long-term, rebuilding and
reconstruction loan for physical damage to residences and physical
damages to businesses.

That’s the only kind of disaster loan the SBA can provide and
what we know 1s there’s a lot of folks out there that that’s not
going to be enough. They're going to maybe need a smaller loan.
They’re going to need something that is more of a short-term cash
infusion. They may need loans to buy equipment, etc. And that’s
really where we engage the private sector.

I mentioned to you that we’ve already done approximately a
quarter of a billion dollars in additional loans through our lenders,
in other words, lenders working with us to approve small busi-
nesses in the Gulf area. If you put that $250 million with the $1.5
billion, you’re getting pretty close to $2 billion so far that we've
been able to do for small businesses.

The other thing I want to remind folks is that more than 90 per-
cent of the applicants are not small businesses. That’s one of the
things that makes this disaster very, very different. Usually you
have a ratio of two or three to one which would be normal. The
ratio here is nine to one homeowners to small businesses.

Mr. McCOTTER. You also mentioned grants. Would you please ex-
plain the difference between a small business loan and a grant?

Mr. BARRETO. Sure. Small business loans must be paid back.
Grants do not need to be paid back. SBA has no authority to do
grants. We must underwrite loans and ensure that there is some
opportunity for that loan to be paid back. That is something that
our Oversight Committee also expects us to do is to be good shep-
herds of the taxpayer’s money and we’re endeavoring to do that.

There is a balance though. We must do everything that we can
to help the victims and as I mentioned, we’ve done $6 billion in
loans so far. But we also have to ensure that there’s some oppor-
tunity that that loan may be paid back.

Mr. McCoTTER. How quickly are you able to turn around? Say
someone believes that they file for a small business loan, but
they’re in turn actually more eligible for a grant which does not
have to be repaid. How quickly does that happen?

Mr. BARRETO. What happens is that it’s going to be one or the
other. In other words-

Mr. McCOTTER. The determination, how quickly is the deter-
mination?

Mr. BARRETO. Right now, it’s running a little over sixty days.
We'd like it to be half that much and by the way, I want to state
for the record that we have processed 95 percent of the loans to
businesses which are referred to as economic injury loans. We've
processed almost 90 percent of the physical damage awards to
small businesses and we’ve processed over 70 percent of the home-
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owner loans. By the way, one of the key indicators is also inspec-
tions. We’ve done 95 percent of the inspections of all the properties
that we need to inspect.

Mr. McCOTTER. I appreciate the statistical recounting of that.
My question is that one of the problems, the concerns, that the peo-
ple have is given the size of the disaster is that there are many
people who are unable to receive help for the circumstances in
which they find themselves, circumstances which in many ways
were exacerbated by human failings both in the inception of the
disaster and its aftermath and then the effort to recover much of
the livable state the people had. My question is how many people
are out there trying to get help either through a small business
loan or through a grant that have to be processed.

Mr. BARRETO. Well, we’ve processed close to 300,000 of the appli-
cations and we receive applications every single day. In fact, I
think you may be aware that the deadline-

Mr. McCoOTTER. Can you give me an estimate of the number of
people who are out there that are still trying to receive help? I
think that was the point of Mr. X’s video.

Mr. BARRETO. I would be glad to do that, to tell you. We have
something approximating 8,000 applications that are still in some
form of processing for small businesses. That represents approxi-
mately ten percent of what we received.

Mr. McCOTTER. And if these people do not receive satisfaction of
a small business loan or are not eligible for that, are they then di-
rected where they can go get grant money?

Mr. BARRETO. No. The only folks that are eligible for grant
money would be homeowners, if those individuals have homes and
they’re not eligible for, that there is no other remedy for a small
business person through our program, if they do not qualify for the
disaster loan.

Mr. McCOTTER. But they can be directed elsewhere. I would
think it would speed the process when you talk about a recovery
plan to clearly delineate between what is a grant, what is a small
business loan, so the people who are not eligible for your loans can
still go get the assistance they need somewhere else and relieve the
burden upon your administration.

Mr. BARRETO. I'm not sure I completely understand it. If they’re
a homeowner that are going through our process, they have to be
turned down by us before they can qualify for a grant from the
Federal Government.

Mr. McCOTTER. My point would be, and I know my time is up,
is to make sure that if theyre ineligible is that these poor people
don’t spend their time trying to get something theyre not entitled
to, but are instead directed to the proper place in the first place.
That’s all.

Mr. BARRETO. Understand.

Chairman MANZULLO. They would be directed to FEMA.

Mr. BARRETO. If they’re a homeowner. If they're a small busi-
ness, we have to underwrite them to determine if they’re eligible
for a loan.

Mr. McCoTTER. Okay.

Chairman MANZULLO. Dr. Christensen.



14

Dr. CHRISTENSON. Thank you, Mr. Chairman. I'm really glad that
we're having this hearing. I thank you and the Ranking Member
for it. Welcome, Administrator Barreto.

Mr. BARRETO. Thank you.

Dr. CHRISTENSEN. I've been to New Orleans several times. I've
met with your disaster staff by phone and I hear your testimony,
but the slow processing and the record low approval rates, low and
slow disbursement even after approval, it’s the same slow response
that is represented by the entire response of the Federal Govern-
ment in the face of what everyone agrees is the worse disaster this
country’s experienced. And it has been and remains an emergency
and I'm extremely disturbed that people and businesses are con-
tinuing to be left to languish even though it’s seven months later.
And there is so much rebuilding to be done.

I'm particularly concerned as you would imagine by the lack of
responsiveness to the health care sector. And that’s what my meet-
ing was about. It seems like all other businesses are being treated
like business is usual and in the face of such a catastrophe, I would
think that the government would respond appropriately accordingly
to the amount of disaster that’s there, not business as usual which
is what I'm seeing.

How many health related businesses have you approved eco-
nomic injury loans for? I'll tell you that I applied twice and didn’t
get it.

Mr. BARRETO. I can tell you, and I would be happy to go back
and research exactly the number, but we have approved 2,388 ap-
plications for economic injury disaster loans. That represents 95
percent of all of the applications that we received that we've al-
ready processed.

Dr. CHRISTENSEN. Let me just ask you also. Does SBA see restor-
ing the health infrastructure in the Gulf region as being a priority
and is there any coordination between the SBA and Department of
Health and Human Services or any other agency to meet this pri-
ority need in the area?

I'm going to tell you what I heard from SBA and every other
agency as we’ve been trying to address is people are not coming
back, that kind of an attitude, and I was definitely not satisfied.

Mr. BARRETO. People not coming back to the Gulf, New Orleans?

Dr. CHRISTENSEN. Yes.

Mr. BARRETO. Well, there’s no doubt about it.

Dr. CHRISTENSEN. People are back. They are seeking health care
in almost pre-Katrina numbers.

Mr. BARRETO. Right. Our understanding is, and I've been down
there five times and in constant contact with our folks, something
in the order of 60 percent plus of the individuals that lived there
before are not there right now and that’s something that’s also af-
fecting a lot of the small businesses about whether or not they can
come back. Can they get employees? Will there be customers? What
are the conditions on the ground for them?

Dr. CHRISTENSEN. But the question was given the enormity of
the disaster and its devastating impact on health care and affecting
private providers as well, has SBA worked with the Department of
Health and Human Services or any other agency to address this
dire need in the area?
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Mr. BARRETO. Well, we’re in regular communication with them.
It’s kind of coincidental, but I have two meetings scheduled with
senior people in HHS next week at their offices to discuss this
issue and we’re in regular communication with them. I know that
they’re putting a lot of focus on it and one of the individuals is the
Surgeon General of the United States who has been down there
and is working on a number of different initiatives. So we’re look-
ing at ways that we can do that.

I don’t know how many, and I'll find out for you, people in the
health care industry have applied for economic injury assistance,
but we've received very few over all applications so far. We've re-
ceived very few.

Dr. CHRISTENSEN. Or any kind of loan to help them restart their
business, I would appreciate the data.

Mr. BARRETO. Sure.

Dr. CHRISTENSEN. You know I'm one of the districts that loans
were sold and you know the problems we've had and I want to
know if after the people who are so devastated received the loan,
can they expect that SBA is going to continue to hold those loans
or are they going to be sold and have you learned from any of the
past experience on how to do that better?

Mr. BARRETO. We've learned a lot and I appreciate the oppor-
tunity to have worked with you on some of these issues. As you
know we’ve had a moratorium on selling any loans for a couple of
years now and we have-

Dr. CHRISTENSEN. Yes, that’s because my Chairman and Ranking
Member have supported me on that.

er. BARRETO. And we have no plans on selling any loans. No
plans.

Dr. CHRISTENSEN. Thank you.

Chairman MANZULLO. Mr. Bradley.

Mr. BRADLEY. Good afternoon, Mr. Chairman. Mr. Barreto, good
to see you.

Mr. BARRETO. Good to see you.

Mr. BRADLEY. I apologize for being detained before I could get
here. The subcommittee that I chair on Taxes, Finance and Export
held a hearing last week on looking at SBA finances and the Rank-
ing Member participated and Congresswoman Millender-McDonald.
So I certainly appreciate that.

I'd like to focus in for a moment on the 7(a) loan program. I have
to admit, Mr. Chairman, I supported you in my first year in Con-
gress in voting to continue the 7(a) subsidy and then continued to
support that in my second year and now according to the testimony
of your witnesses last week as well as some of the other panel
members, I think it was a split view on the effectiveness or the ne-
cessity if you will for the subsidy for the 7(a) loans.

And so you're here and I certainly would like to get you impres-
sion. I'm pretty sure I know what it’s going to be and why. But if
you could illuminate a little bit on what your prepared remarks
were on why you don’t feel it is necessary and why we can do with-
out it.

Mr. BARRETO. Well, let me approach that question in two dif-
ferent ways. One of them is that some of the concern before we had
zero subsidy was that lenders were going to leave the program, the
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average loan size would go back up, minorities would get no loans
and just a complete erosion of what we’d accomplished over the
couple years before that.

Now we didn’t believe that that would happen and since last
year when we were testifying on this, now we have the facts to
prove it. Last year was the all-time high for loans at the SBA in
its 53 year history. We did close to 100,000 loans. That’s double
what we were doing four years ago. We guaranteed almost $20 bil-
lion worth of capital for small businesses. That’s more than twice
of what we were doing four and a half years.

And one of the things that we knew because our lenders were
telling us this and our small businesses were telling us this is they
said “Look. The most important thing for us with the 7(a) program
is for it to be continuous, for there not to be starts and stops. We
don’t want to hear that you don’t have your budget approved by the
beginning of your fiscal year and that you’re feeling pressure on
the loan program and that you’re going to have to put a cap on the
loan program and if you really run tight, you may even have to
close it down.”

Lenders were very, very concerned about this. They said to us,
“Look. You got us excited about doing loans to small businesses
through your program and now we dedicate a lot of resources to
small business lenders, millions of dollars, a lot of personnel. So we
can’t afford for you to put a cap on the loan for one day and we
certainly can’t afford for you to close down the loan program for
one day.”

So now that there is continuity, consistency. Now that there is
more stability in the program, not only have we not lost lenders.
We have new lenders that have come on board. So we’ve very opti-
mistic about our prospects. We believe that this is going to be an-
other banner year. So we’re able to do both those things, meet the
needs of small businesses and save the American tax payer close
to $100 million in appropriation that is not necessary to be able to
support that program.

Mr. BRADLEY. Perhaps you could illuminate for me at least or
other members of the Committee why with the 7(a) subsidy is it
that it creates the stops and starts that you were talking about be-
cause I remember in 2003 I called you directly because I had a con-
stituent that was trying to close on a loan and buy a business that
he had a purchase and sale on and it was capped. Why is it that
subsidy leads to a capping?

Mr. BARRETO. Well, I think probably a better reason for that has
to do with the fact that if the beginning of the fiscal year we don’t
have our budget approved which we never have since I've been
here, then we’re operating on a continuing resolution and that con-
tinuing resolution is basically an estimate, not an estimate, but it
is an amount similar to what happened in the year before.

When your loan program is growing as fast as our program is
growing, I mean our program was up 30 percent last year, the 504
loan program is up 30 percent this year, it puts a tremendous
amount of pressure. I know of liken it to a small business owner
who you would say to them, “Look. You need to run your business
and you need to write checks. But I'm not going to tell you what
you have in your bank account ” and a small business owner would
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say “That’s impossible.” And I would say, “Sometimes that’s kind
of the way we had to run the SBA 7(a) loan program in past.”

So now that we do not have a subsidy, that’s not an issue for us
anymore. That program is self-sufficient. The lending authorities,
the critical aspect, this budget that we submit for 2007 has $28 bil-
lion in lending authority. For a lot of small businesses and lender,
that is really the bottom line.

Chairman MANZULLO. Thank you. Ms. Bordallo.

Ms. BorDALLO. Thank you, Mr. Chairman and Ranking Member,
I want to thank you for holding this important meeting on SBA’s
disaster loan programs and disaster response and welcome, Mr.
Barreto. The response to the hurricanes not only by SBA but other
Federal departments certainly everybody will agree in this room re-
mains a source of ongoing significant concern. I represent the terri-
tory of Guam. The people of Guam are no strangers to natural dis-
asters, Mr. Barreto. We are in Typhoon Alley. We have super ty-
phoons, in one instance, six months apart with 200 an hour mile
winds. So we certainly know how to deal with these typhoons and
this is why the Government of Guam, the military on the island,
all government agencies and SBA meet quarterly to discuss disas-
ters.

So it is my question to you, planning is everything and without
it, any response effort is certainly doomed to fail. So I would like
to know. Can you comment on whether the SBA would implement
a program aimed to coordinate with local governments, chambers
of commerce, your SBA office, to discuss disaster program response
and could you conduct it or would you be able to conduct it in a
regular basis?

We wouldn’t be caught like we were and this is why Guam is so
successful. We don’t have debts. Our homes are built strong to
withstand these winds and I'm just wondering if somehow you
could get the word out. Your people would be ready. Everyone
would be ready when these disasters come about.

Mr. BARRETO. I think it’s an excellent recommendation and I
mentioned before that we're in the process right now of putting to-
gether a comprehensive plan for another large scale event. Not to
belabor the point, but it’s just that never anything like this has
ever happened before and that’s not an excuse. It’s just what hap-
pened.

And I mentioned before that for us to be able to respond to a dis-
aster immediately, we literally would have to have assets deployed
all over this country and in Guam and other places ready for that
disaster. Now we don’t have those type of resources. The way that
the SBA works, we have a small cadre of disaster employees, before
this last disaster, less than 900 employees. We have 4,500 employ-
ees now working in the disaster operation.

Now what will happen after we finish responding to this disaster
if there’s not another one right after it and we don’t know when
the next one will be, but we now have thousands of individuals who
are going to be part of our network. We have like our own reserve
corps and whenever there’s a disaster, we bring up experienced
people that have worked with us before that know our program.
One of the benefits, if you want to call it a benefit, is the fact that
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we have now identified thousands of people. We've trained them.
We’ve equipped them and they will be part of our reserve corps.

Now I totally agree with you with regards to the communication
because a lot of times people are not clear. If you've never gone
through a disaster, you have a lot of experience with this, but if
you’ve never gone through a disaster, never filled out an SBA dis-
aster application, you could be lost. You may not understand what’s
going on. You're almost in a state of shock. I mean we saw small
business people in a state of shock months afterwards.

So what I would like to explore is utilizing our network of SBA
district personnel across the country and for that matter in Guam
and other places to assist us in communicating that and to be in
relationship. It’s one of those things that they always talk about.
You need to develop a relationship before you need that relation-
ship and I think that that is very important and I would like to
work with you on that and to include that kind of ongoing inter-
action with the assets that we do have every single day, working
with the local folks that are responsible for disasters.

Ms. BORDALLO. Thank you, Mr. Barreto, and I hope you will be
able to implement it. And if I have any time left, Mr. Chairman,
I would like to yield it back to the Ranking Member.

Chairman MANZULLO. You have 39 seconds left.

Ms. VELAZQUEZ. She’s yielding to me?

Ms. BORDALLO. Yes, I did.

Ms. VELAZQUEZ. Oh okay. Thank you. Mr. Barreto, the SBA re-
cently went through a work force transformation where it reas-
signed as well as eliminated employees. As a core Federal disaster
response agency, why didn’t you take this opportunity to create a
full-time disaster planner within the SBA?

Mr. BARRETO. I’'m not sure I understand the question. When you
say “disaster planner,” what are you specifically referring to would
be the responsibilities?

Ms. VELAZQUEZ. Someone to put together a plan that will re-
spond to the disaster.

Mr. BARRETO. Well, the person that would be responsible for that
is the Director of the Office of Disaster Assistance.

Ms. VELAZQUEZ. Is he a planner?

Mr. BARRETO. He has 30 years worth of experience dealing with
every disaster.

Ms. VELAZQUEZ. But isn’t he the person in charge of the disaster
loan program?

Mr. BARRETO. Well, he’s responsible for all aspects of disaster re-
sponse. Everybody that works in disaster reports up to him and I
will tell you. We're fortunate to have him because he’s somebody
as I said with 30 years experience working at the SBA, working in
the disaster operations. So there is not a disaster that he doesn’t
have experience with and understand.

Chairman MANZULLO. The gentle lady’s time has expired. Mrs.
Moore.

Ms. MOORE. Thank you, Mr. Chairman. It’'s always good to be
here with you and thank you, Mr. Barreto, for appearing today.
When I walked in the door, you were bragging and talking about
how proud you were of the 97 percent loans that were processed
and then it went down to 95. But all that being said, I guess I'm
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curious about what processing these loans means. Since I voted for
all this disaster money, you've only disbursed about $440 million.

Sixty percent of the businesses down, affected, by Katrina have
had to close their doors forever. And I just want to know what’s
the major reason. Like this processing, it’s almost seems like they
go to the circular file. I think I'm going to process some of the junk
in my house like that, just throw it away. Is that credit score or
lack of ability to pay or what would be the reasons? You're brag-
ging about processing them, but the fact is that these businesses,
we're not helping to regenerate businesses in the area by merely
processing them into the circular file.

Mr. BARRETO. Okay. There are a number of different points to
that question I would like to address for you. Please know that
we're not bragging. I'm not bragging. We’re not done yet with the
response and until we finish with the response, we will not be sat-
isfied. I'm simply letting you know what the current production
rates have been and remember that we do three different kinds of
loans.

Actually, I think you could say we do the economic injury dis-
aster loans and that’s the one that had approximately 90 percent
processed. We do physical damages to small businesses and there
we've processed about 90 percent of the applications. We do home-
owners that have had physical damage. There we processed about
70 percent of the applicants. We do personal property loans for peo-
ple that don’t own a home or a business. We can do those loans
up to $40,000.

Also remember that the percentage is constantly changing be-
cause we're always getting more disaster applications in. And in
fact, the disaster deadline has been extended now for another
month.

Ms. MOORE. Thank you, Mr. Barreto. I think you’ve clarified the
point because when I came in, you were talking about how proud
you were and it just didn’t fit with the pictures that I see. I'm from
Milwaukee, Wisconsin. Thank you. The UEP is going to be the
sixth city.

I'm wondering since you say that this is such a wonderful fund-
ing strategy. To zero fund, all the programs that would help minor-
ity businesses, the 7(a) loan program you were telling Mr. Bradley
about that. The SBDC, the Women’s Business Centers, these
things have been flat funded, cut and I'm going to yield the balance
of my time to the Ranking Member because I guess I just don’t get
it, how less money is going to help minority businesses. I do under-
stand what you shared with us in terms of the funding cycle, but
overall, I think more money would help since we’ve seen a steady
decline of minority business lending and resources available to us
in Milwaukee. How are you going to fund the UEP?

Mr. BARRETO. Sure. Well, great questions and I would love to
talk to you about that. First of all, when I talk about the zero sub-
sidy for 7(a), all we’re saying is that those loans now are self-suffi-
cient. They don’t require additional money.

Ms. MOORE. We don’t need-We need more money.

Mr. BARRETO. No, the lending authority is all time highs. What
I'm proposing in this budget is $28 billion in lending authority, $28
billion and last year you probably might know this-
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th. MOORE. I want to yield my time to her. So thank you for
that.

Mr. BARRETO. But last year, we did almost 40 percent of those
loans to minorities. So minorities are benefitting now more than
ever before and then the UEP is a public/private partnership and
the funding comes from several different sources. One of the key
sources is the Kaufman Foundation who is a large underwriter of
that program. We work very closely with Kaufman, with the Urban
League and with other partners in that initiative.

Ms. MOORE. Okay. Now, Mr. Chairman, please don’t take-Please.
I wanted to yield it to the Ranking Member because I was satisfied
with his answer.

Chairman MANZULLO. You can use your ten seconds plus we’ll
give her an extra couple of minutes.

Ms. MOORE. Okay.

Ms. VELAZQUEZ. Thank you. Mr. Barreto, we have heard that the
decline rates associated with Hurricane Katrina are an anomaly,
but that is not the case as we see in this chart. We have heard the
excuse that it is due to computer system changes, but it is not. In
fact, SBA’s response to hurricanes since you have been in office has
actually been very similar with nearly all hurricanes having an
SBA loan approval rate of 50 percent. The big difference is that
major hurricanes that occurred in previous administrations had
much higher approval rates, often near 60 percent, Andrew 50 per-
cent, Opal 58 percent, George 61 percent, Charley when you were
there 47 percent, Frances 36 percent, Ivan 53, Jeanne 37, Katrina
37, Rita 15, Wilma 13 percent. Why is SBA under your administra-
tion approving loans as a percentage of applications, percentage,
then previous administrations?

Mr. BARRETO. Well, first of all, I think it’s important to do an ap-
ples-to-apples comparison. The approval rate is different in every
disaster. I have some approval rates here for Allison and Frances
which were 32 and 24 percent, respectively.

But one of the things that is also important to note is that a few
months back, we were talking about an approval rate of about 14
percent and the reason again is because most of the folks that were
applying for us ended up being grants, not loans. And by the way,
many of those didn’t want a loan. They would say to us “I don’t
want a loan, but I'm going to go through process so that you can
turn me down and I can go back to FEMA and get a grant.” That’s
why FEMA has done $1.7 million grants for over $7 billion.

Ms. VELAZQUEZ. So you're telling me that when George, Andrew
and all those during George H. W. Administration and Clinton’s
Administration, they didn’t apply for grants. They approved for
home loans and disaster because the loan approval was 60 percent.

Mr. BARRETO. No, they definitely would prefer to grant. Most
people would rather not pay the money back. They would definitely
like a grant, but they weren’t able to go get a grant because if we
could do a loan for them, in other words, if they qualified for a
loan, they have the option to go back for a grant.

And one of the things that you’re seeing this disaster is that the
income levels of the individuals, this has been said over and over
again, some of the folks that were effected were in some of the low-
est incomes area in the country. So they’re not going to be able to
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qualify for a loan immediately. We do everything that we can to ap-
prove them.

By the way, the approval rate since the very beginning now has
more than doubled and we thought that was going to happen and
it’s going to continue to go up because a lot of the individuals that
applied in the beginning who really didn’t want loans and ended
up getting grants, they’re out of the system now. So most of the
folks that we’re looking at right have higher credit scores. They
have higher repayment ability. They have much more means to be
able to qualify for a loan.

Chairman MANzZULLO. Thank you.

Ms. VELAZQUEZ. You know that is not what the data.

Mr. BARRETO. Well, it’s not an apples-to-apples comparison and
one last thing I want to make sure that you do understand is that
in the past when we received applications-

Ms. VELAZQUEZ. It is a hurricane and another hurricane-

Chairman MANZULLO. Let the witness answer the question.

Mr. BARRETO. I will explain this, Ms. Velazquez. You may not be
aware of this, but for all the disasters in the past what would hap-
pen is there was no system and so applications would come in, a
lot less applications would come in. Somebody would look at the ap-
plication and say “That’s never going to become a loan ” and that
would never appear in the system. What we do now is everything
that we receive goes into DCMS, everything, and that’s one of the
things that also skewing the percentage of approvals.

Chairman MANZULLO. Thank you, Mr. Barreto. Appreciate your
being here. Ms. Smith, if you would like to take the stand. You're
excused, Mr. Barreto. Thank you very much.

Mr. BARRETO. Thank you very much. I appreciate the oppor-
tunity to testify.

Chairman MANZULLO. Mr. Mitchell, you’re going to stick around
in case we need you. Thank you. Would somebody get Ms. Smith
a glass of water there, a fresh glass? There you are. Ms. Smith, we
welcome you to our Committee. The first thing I want you to do
is take a sip of water and take a deep breath.

Ms. SmiTH. How did you know?

Chairman MANZULLO. And then normally the time is five min-
utes. We could give a little bit more than that. I just want you to
be relaxed and you’re here to tell your story.

Ms. SMITH. Okay. Thank you.

Chairman MANZULLO. Please proceed. Thank you.

STATEMENT OF PATRICIA SMITH, PEMBA LIGHTING AND
AUTOMATION

Ms. SmiTH. I did try to get it down to five minutes though for
you, actually less hopefully if I don’t elaborate too much and to do
that, I'll try to read it more.

Chairman Manzullo, Ranking Member Velazquez and Members
of the House Small Business Committee, I am Patricia Smith. I am
a co-owner of my business, along with my husband, of PEMBA
Lighting and Automation in New Orleans, Louisiana. PEMBA is a
small business with five to seven employees. We’ve been in busi-
ness for eight years.
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Before Katrina hit, our business was doing well. In fact, we were
expanding. My husband and I were relying on PEMBA to be the
family’ primary source of income. The day that Hurricane Katrina
hit our city, the livelihood of our business came to a sudden halt.
The building was flooded. We had no electricity for a month. No
phone or internet services for months. The city’s whole economy
stopped. It seemed as if our business was doomed.

Today I would like to share with you our experience in trying to
get assistance from the SBA and recover our business after the dis-
aster. But the truth is that my experience is not unique. You could
bring in hundreds of small business owners from the Gulf Coast re-
gion and these ordeals would be echoed.

Within a few weeks after the hurricane, I placed calls and I vis-
ited the Disaster Recovery Center to meet with the SBA personnel.
They strongly, they the SBA strongly, encouraged me to apply for
both a personal and business loan. On September 19, 2005, I hand-
delivered my complete SBA loan application including tax returns.
I had questions about the process obviously and I was told that
someone would contact me within three weeks and I could ask
questions then.

While waiting to hear if our loan was approved, we continued to
struggle with the mounting losses of our business. We could no
longer pay salaries and had to let employees go. My husband had
to get another job for us to be able to pay the bills. Work continued
to come in, but with lack of staff, we were not able to handle the
work load.

I waited over two months to hear the status of my loan applica-
tion. In late November, I was told that the SBA did not have all
of the information needed to file my request. They could not locate
my tax returns. My heart sank.

About a week later, I received a phone call from another SBA
employee telling me that he had all of my information and did not
know why I was asked to refax the tax information. I did begin to
wonder about the organization and thoroughness of the SBA loan
process.

Again, about a week later, I received a request regarding the de-
preciation method used on our property in 2004. An SBA employee
contacted me to tell me that we may not be able to get a loan since
our property, the property that had been flooded, had been depre-
ciated by 50 percent.

December 9th is when this sad reality sunk in. We were denied
a loan for both our home and business. We had insufficient collat-
eral and therefore, were denied any possibility of getting an SBA
loan. This was devastating news and it did not seem appropriate
criteria for a loan after such a natural disaster. Of course, we had
problems with our assets. They were flooded. After hearing from
friends and associates that everyone was being denied assistance
from the SBA and that people were beginning to appeal those deci-
sions, I went on a letter-writing campaign to get the SBA to con-
sider my loan.

On February 16th, I faxed a letter of appeal to the SBA. I point-
ed our creditworthiness, number of years in operation, company
growth and that we were indeed responsible individuals who pay
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our bills, things which you would expect to be important with a dis-
aster loan.

On February 24th, I was able to confirm receipt of my appeal let-
ter.

On March 3rd, I received a message to call the SBA. It took me
two days to get through and leave a message for the person who
called me. I received a call back later that day and was asked to
send an updated profit and loss statement. Frustrated by how sim-
ple communications take enormous effort, I lectured that SBA em-
ployee. I was amazed how the delays affecting the livelihood of my
small business did not seem to be important.

This process began for me and my husband on September 19,
2005. Time is critical in these situations and today nearly six
months later, we're still waiting for assistance from the SBA. The
fact of the matter is that there are thousands who have also been
denied but they haven’t gone on a letter writing campaign to get
the agency’s attention.

I am a registered Republican. So I'm not here to play politics. 1
don’t care. I'm here to represent the needs of thousands of small
business owners just like me in the Gulf Coast. We need assistance
now and we need a champion for our interest. The SBA has not
been that champion.

Instead throughout the ordeal, the Agency, while it has a lot of
good people has been wasting my time. I can tell you from first-
hand knowledge, the assistance they talk about is not reaching the
people that need it.

Thank you very much for allowing me to appear before the Com-
mittee today and letting me share my story. At this time, I would
greatly appreciate it if you would ask me questions. Feel free to
challenge my story and allow me to respond by what is truly hap-
pening and providing suggestions about improving the process for
small businesses like mine. Your Committee is the only hope for
small businesses whether it be from the Katrina disaster or future
ones. Thank you.

[Ms. Smith’s testimony may be found in the appendix.]

Chairman MANZULLO. Thank you, Ms. Smith. Ms. Velazquez and
I also belong to Financial Services Committee. So if you see us get
up and leave, it’s because we have some votes that are pending
there. 'm going to try to get through some questions here. First
of all, thank you for coming up from New Orleans. I appreciate it
very much.

Besides the SBA, could you tell us what other agency or what
other individuals you contacted?

Ms. SMmITH. Right. Good question. Actually, I contacted a lot of
people.

Chairman MANZULLO. Okay.

Ms. SmITH. FEMA is obviously the first contact.

Chairman MANZULLO. Could you give the order that you did it
in? Your house was flooded?

Ms. SmiTH. No.

o kChairman ManzULLO. Or the business was flooded that day?
ay.

Ms. SMITH. My commercial property was flooded.

Chairman MANzZULLO. Okay.
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Ms. SMITH. My house was damaged, but it was livable.

Chairman MANzZULLO. Okay. Go ahead.

Ms. SmITH. First contacts, and I didn’t apply until we got back
to see the damage. We couldn’t even get to the commercial property
because that was just a restricted area. But to the home, we could
get there.

We applied with FEMA, let them know I had both a business
and home losses and they told me at that time to go ahead and
apply through them. They could help me with the application for
the residential side, but that I would have to speak and contact the
SBA for any help with the business losses.

So that’s what I did. I went through the process of contacting the
SBA which just like anything else when we say I called someone
on the phone, it’s not what you and I think about calling someone
on the phone. That might take me two weeks. So these ordeals
when I'm telling you it’s taking me time to get through to FEMA
or it’s getting me time through that and it’s not necessarily a fault
of theirs. It’s a disaster issue.

So I get through with the SBA and filed that application.

Chairman MANZULLO. That was your first contact with the tele-
phone call. Is that correct?

Ms. SMITH. Yes.

Chairman MANZULLO. Go ahead.

Ms. SMITH. And so I contacted them. Actually, when I contacted
them, I was also trying to get internet service up and running and
trying to find out where to go. But I understood that, okay, this is
what you need to do. You need to fill out an application. I
downloaded an application and then I went over to a disaster re-
covery center.

Chairman MANZULLO. And you met with an individual there?

Ms. SMITH. Yes, and I have to tell you. I was very pleased when
I met with that individual.

Chairman MANZULLO. Was that in Baton Rouge?

Ms. SMITH. No, that was actually in Bell Chase, Louisiana which
is Plaquemines.

Chairman MANZULLO. Okay. Go ahead. That’s where my dad is
from.

Ms. SMITH. Oh, really.

Chairman MANZULLO. Yes. He was born in Donaldsonville.

Ms. SMITH. Not Plaquemines, Louisiana. Plaquemines Parish.

Chairman MANZULLO. Okay. And then he moved there to-but go
ahead.

Ms. SMmITH. But the SBA person told me that not only should I
apply for a business loan, but that I should apply for a loan for my
home and I said I don’t really need one for my home. I really want
to focus on getting help for my business. He said, “No, no. Trust
me. Apply for both of them. You don’t know that you might not
need it.”

These days I'm not so happy that everyone’s being told to apply
for a loan whether you need it or not, but I went through that proc-
ess and I applied for the loan. He told me to fill out the application.
It told you a lot of attachments you needed to have. I had four
years history of the company showing the growth. He told me to
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make copies of all of my three years tax returns because it would
make the process go faster.

So I did that. I took all of that over a period of days while I'm
trying to get my business going and pay bills. I brought that back
to him. He checked my packet over and said he would overnight
that I think through the Baton Rouge office. So that was my next
contact.

Chairman MANZULLO. Do you recall what the date was?

Ms. SMITH. September 19th.

Chairman MANZULLO. Okay. Go ahead.

Ms. SMITH. So at this point, I can tell you. We were very, I guess,
hopeful thinking we were depressed, we were overwhelmed, but we
were hopeful. It’s a real mix. I heard someone say that it was real-
ly months that businesses were really maybe not back, what to do,
still overwhelmed. It’s true. It really was true.

Truthfully, I don’t think that the SBA needs to be in there Day
One because you're not ready. But when they do get contacted,
they need a fast response. Because when they told me three weeks,
I said, “Okay. That’s difficult, but I can plan my business around
a schedule.” Understand. He’s not just talking about a home, but
I have employees that I had to let go and I was trying to decide
do I keep them. These aren’t employees that just work in a retail
establishment. These are 30 year engineering people. These are
people with electronics and audio-video skills. These are not just
something that you just find. A business like mine, key employees
and losing them is important.

So after about four weeks, I called, I tried to call the SBA. I
could get them. I actually emailed them to find out the status.

Chairman MANZULLO. It was the same individual you tried to
contact.

Ms. SMITH. You don’t have an individual. There isn’t anybody
that, there’s nobody assigned to your case which is the problem of
not having a champion. You don’t get somebody assigned. You just
get different people.

Chairman MANZULLO. The person that took your application
didn’t tell you to check back with him. Was that it?

Ms. SMITH. No, in fact you can’t. There’s a number you're told
to call which is very busy. You can reach it. So I was eventually
able to send an email. I did have a nice lady that called me back
and told me, yes, they had the application.

Chairman MANZULLO. Did you apply to any other agencies in the
state, any banks for any bridge loans or anything?

Ms. SMITH. No, I didn’t apply. There was a $25,000 bridge loan.
The problem is, and you all know this, is that $25,000 bridge loan,
I would have to pay that back. Well, I already had mortgages that
I had to pay back and we were worrying about the continuation of
the business. I have lost my property. I had mortgaged my home
to buy the property.

Chairman MANzZULLO. You had to pay back the SBA loan also.

Ms. SMITH. Right.

Chairman MANZULLO. Was the bridge loan paid back faster?

Ms. SMITH. I don’t really know the terms, but it wasn’t enough.
Anyone that knows about borrowing, you borrow not just the min-
imum amount needed.
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Chairman MANZULLO. Just wasn’t enough to take care of you.

Ms. SmiTH. Right.

Chairman MANZULLO. Okay.

Ms. SMITH. So why have to turn that around and pay that back?
It didn’t handle it. But I did apply for grants. I was reading a lot
about anyone that had any kind of loan. I contacted Louisiana
Business and Industry, applied for grants with them.

Chairman MANZULLO. I need to interrupt you because I want Ms.
Velazquez to have some time here before we're called off for some
votes and hopefully we’ll get the rest of your story out here. Thank
you. Ms. Velazquez.

Ms. VELAZQUEZ. Thank you. Thank you, Ms. Smith, for sharing
your story with us. I would just like to ask you. If you have gotten
this loan in the first three weeks like you were originally led to be-
lieve, how would things have been different for your business?

Ms. SMITH. I would not have lost those key employees. I really
could have continued and planned. I have a backlog of workload.
I can’t keep up with it. I don’t have those people. You can’t just
say “Oh, well maybe TI'll be able to keep you on.” You can’t just say
“Hang in with me and don’t make any money.” I needed to know
the plan and I needed some help with that or either I had to decide
to let them go.

Ms. VELAZQUEZ. So you were here and you listened that Adminis-
trator said that they are meeting the challenges in responding to
Hurricanes Katrina, Rita and Wilma. Do you agree?

Ms. SMITH. No, he doesn’t understand the challenges and I'm not
being ugly because truthfully I listened to a lot of what he said and
you know I think he means well. I really, really do. I wanted to
give him some feedback, but he’s not. And I heard a couple people
ask questions that have been there, that have seen as you call your
constituents. But he almost doesn’t have a clue.

We look at it as the SBA has all the wrong measures and goals.
The mission of the SBA, truthfully I'm not sure what it is and I'm
not sure that he has a clear understanding. Probably if we went
around this room here, we might all think of it for different things.
If you don’t have a clear mission, then you’re not going to be able
to succeed. Well, you asked a lot of other questions that I could
comment on.

Ms. VELAZQUEZ. What sort of specific reasons did SBA provide
you regarding your denial?

Ms. SMITH. Okay. It was a little confusing because first of all,
they started with looking at the depreciation method used on my
property which was flooded. So it wasn’t a valuable asset anyway,
but since my accountant had taken a 50 percent depreciation the
year prior because our income was up enough, so from a tax stand-
point, we needed to take that depreciation. So he told me that if
I had not taken a 50 percent depreciation on that building, that I
could have gotten a loan.

But he then followed up and said “You’re going to receive a letter
saying that you’ve been denied for lack of repayment ability ” and
that’s what I've gotten in the letter.

Ms. VELAZQUEZ. And what follow-up did SBA do after they de-
nied you?
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Ms. SMITH. Oh, well, they didn’t do anything, but they mistak-
enly told me to go apply to FEMA for a grant. At that point, I'm
thinking maybe this was a blessing. Maybe this is a good thing. So
I had to get paperwork in order for them because they want to
compare with what’s going on in your insurance. I contacted FEMA
to find out. FEMA doesn’t do anything for businesses. They were
like “Are you crazy? Who told you that?” I said, “The SBA told me
to come see you.” And they said, “No, we can’t help you with that.”

Ms. VELAZQUEZ. SBA’s Collateral Policy in 13 CFR 123.11 states
that SBA will not decline a loan if the applicant lacks a particular
amount of collateral as long as it is reasonably sure that you can
repay the loan. With this standard in mind, do you believe that you
were treated fairly?

Ms. SmITH. Not on purpose. I don’t know if it’s because they
brought new people in. But they didn’t discuss with me pledging
any type of collateral. That was not something that was discussed
at all. In fact, that’s the problem until this day is that no one has
talked to me about what do we need to get this loan to get the help.
There is no one out there doing that. They keep handling paper-
work and getting one or two more questions answered.

But as far as the whole collateral side of that, there’s a lot of
things that we have. I mean you could ever do a pro forma. In gen-
eral business loans, you could do a pro forma. But I have IRAs. I
may and I probably will end up taking my IRA money.

Ms. VELAZQUEZ. What is your perspective on SBA’s encouraging
individuals to apply for loans?

Ms. SMmITH. That to me, and I heard this a lot about the number
of individual loans applied for, during a disaster is not the time
necessarily to be doing that. Okay. What they've done is that
they've created a large queue of people that are waiting for assist-
ance and there’s no real separation between business and how it’s
affecting economy versus someone that wants to improve and
change the siding on their house so that it will withstand the next
hurricane and there’s clearly a difference between those two. And
they continue to encourage more and more people to this day to
apply for SBA loans.

Ms. VELAZQUEZ. So would you say that there was a lack of plan-
ning for a large disaster like the one that we encountered here?
| Chairman MANZULLO. I think her answer is obviously. Mr. Brad-
ey.

Mr. BrRADLEY. Thank you very much. I'm having somewhat of a
difficult time understanding how in a disaster situation the depre-
ciation schedule is assumed to be a non disaster situation I guess
and well, maybe comment on that first.

Ms. SMmITH. The word-

Mr. BRADLEY. Because isn’t that your problem? Isn’t that key
problem why you were denied?

Ms. SMmiTH. Confusion is the key problem in some cases because
at first, that’s what I thought. But then it says lack of repayment
is the idea and collateral versus lack of repayment could nec-
essarily be the same, but is not necessarily the same and we all
know that. They related the two as they are one and the same. I
could not, and I challenged the guy when he told me this. I said,
“I don’t understand what the paper depreciation of my business
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that’s flooded has anything to do with a disaster loan.” And his an-
swer was, “I'm sorry. If you hadn’t done that, we could have given
you a loan.”

Mr. BRADLEY. So to go from your case to the larger case here and
generalize it and where we can go from here because I think that’s
why you're here, SBA has to show more flexibility on the box, to
begin with just the depreciation. Right? Wouldn’t that be No. 1?

Ms. SmiTH. I think that’s true because if we all look at what a
true disaster means it’s almost nothing left. Right? So in that
sense, you have to be looking at what the future or the potential
holds and not necessarily what the current assets are.

Mr. BRADLEY. Because it’s all based on repayment schedules in
the future and your potential earnings capability.

Ms. SMmITH. Exactly.

Mr. BRADLEY. Which you were able to prove based on your eight
year track record.

Ms. SMITH. That’s what I would have assumed.

Mr. BRADLEY. Right.

Ms. SMITH. But that’s the point they never discussed.

Mr. BRADLEY. And it seems like, Ms. Smith, listening to your tes-
timony that one of the real significant problems that you had was
that there wasn’t one person to help you, walk you, through the
process and that you kept banging up against brick walls not only
in terms of like the box of how your loan was going to get looked
a}i; but?one person to help you through the maze of problems. Is
that it?

Ms. SMmiTH. That is very much correct. In fact, what you heard
is a portion of the story. I may have talked to a dozen SBA people
at different times for different things. It really gets a whole lot
worse than I painted.

Mr. BRADLEY. And you said a couple of different times that you
had to wait a couple of weeks just to get a phone call answered and
didn’t have internet capabilities. I don’t know if that was on your
end or on the SBA end, but either way there was not one person
and seemingly incapable to being able to communicate quickly.

Ms. SMITH. Yes. You know the point is that you try to tell people
“Just keep trying. Just keep calling them and you’ll eventually get
through.” So you go “Okay. Am I sitting around doing nothing? No,
I'm not. I'm trying to succeed on my own. I'm trying to handle my
customers. I'm trying to do my payroll. I'm trying to do my taxes.”
So you’re constantly trying at different times and it takes quite a
while and the internet service down was on our part. Internet was
months before it came back.

Mr. BRADLEY. In the couple of minutes that I have remaining,
are there any other issues that you think would improve the situa-
tion out of your experience in how you interacted with the SBA?

Ms. SMITH. The champion you keyed on, I think that’s key. That
is very key, but it’s not just one person there. I think whoever
heads the SBA needs to be a champion for business. Okay. I really
do, you all. They can’t be a champion for themselves so they look
good. All right. And people don’t do that because they’re trying to
beat the system or do a bad job. They just don’t want to fail. But
the problem is he has to measure his success by the success of the
businesses.



29

I heard someone say “You’re giving me, you're bragging on statis-
tics and the loans.” Would it be nice if we’d heard him bragging
about the number of businesses they helped to bring back? That’s
probably the key.

And then I've heard things about the planning process. That lack
of planning process is evident. It is clear to me. I can see that.
They don’t have processes. They don’t have measures. You know
they don’t have the right goals. So that’s why we can sum up that
there isn’t the correct mission statement for that company.

Disaster planning, which I have a background in by the way be-
cause I'm on the IT side, isn’t something that is not easy to do and
I understand that. But I guess I expect it of a government agency
and the problem is that we have to quit saying how wonderful
we're doing and saying “Oh, gee. I'm trying to do good” and let ev-
erybody admit “Okay. I'm trying to do good, but we can’t handle
disasters.” But let’s use that and learn from that for the future.

Mr. BRADLEY. I just have one more quick question, Mr. Chair-
man. I think you said in your initial testimony that by no means
were you the exception to the rule, that your story is very similar
to-

Ms. SMmITH. It may be similar. It might actually be better. I'm
still there. Many aren’t.

Mr. BRADLEY. Okay.

Chairman MANzZULLO. Thank you, Ms. Smith. I'm going to ask
Herb Mitchell to take the stand up there and you can stay there,
Ms. Smith. You're sitting next to the man in charge there if that’s
okay with you. Could you please state your name and your capacity
at the SBA.

Mr. MiTcHELL. Herbert Mitchell. I'm the Associate Administrator
for Disaster Assistance at SBA.

Chairman MANZULLO. And you've been there for how long?

Mr. MiTCHELL. I've been with the Agency for a little over 28
years, been in the Office of Disaster Assistance for ten, been head
of the Disaster Loan Program for five.

Chairman MANzZULLO. Okay. Mr. Mitchell, you've heard Ms.
Smith’s very compelling testimony. Is there anything that you want
to add to that?

Mr. MITCHELL. First of all, I certainly apologize for some of the
confusion and one of the challenges in every disaster is that for the
first part of it, and this is what a lot of people don’t understand,
most of the time when you go to buy a house or buy an automobile,
we don’t fill out applications in this country in terms of our loan
process. It’s the real estate agent or the finance folks working with
us and recognize that. What we try to do is to make sure we have
customer service representatives in the disaster recovery centers,
in the field locations, to help people through that process. We try
to enlist the aid of the Small Business Development Centers to
help people through that process.

But it is challenging. I've gone there and I've seen the expression
on people’s face in terms of just the confusion of what does all of
this paperwork mean, what does it mean that I can’t use the
money that I got from my insurance recovery to pay off my mort-
gage and if I do that, I'm not qualified for an SBA loan. It can be-
come very confusing.
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Just quickly. Congresswoman Velazquez is absolutely right.
There is no requirement. There is a requirement for collateral only
best available. If you have no collateral, you should not be declined
and nobody in SBA should tell you that, one.

If the issue, and I'm not sure what the issue around depreciation
schedule, the primary factor in getting an SBA disaster loan is
cash flow. One of the things that has to happen is that the loan
officer needs to evaluate how much cash flow is available to make
the loan. So if youre reporting a net income of let’s say $100,000,
but you've written off say $50,000 in taxes, they only need to know
that depreciation amount because that amount gets added back to
the cash flow to determine how much is available in terms of ac-
tual cash. That should be happening in the process.

I haven’t had a chance to take a look at your application. I know
that the credit history is excellent. I know that there may be some
challenges in terms of how the cash flow is being calculated. You
have my personal commitment that I plan to personally take a look
at that application to make sure that it’s done correctly.

But I certainly apologize if there was any confusion around the
fact that that somehow you’re being declined because of the 50 per-
cent depreciation. That is not the case and should not be the case.
It’s only a matter in terms of finding out that number to determine
what the exact cash flow is available to repay the loan.

Chairman MANZULLO. Thank you. Ms. Velazquez, do you have
any questions you want to ask?

Ms. VELAZQUEZ. Mr. Mitchell, will you do that with the other 60
percent that has been declined?

Mr. MITCHELL. I can tell you this. This past weekend I have per-
sonally answered 12 emails. On the average I get probably about
anywhere from 15 to 20 cases referred to me personally every day.
I will try my best to make sure that those cases are reviewed prop-
erly and make sure that people get a response.

Ms. VELAZQUEZ. Thank you. And I hope that you understand my
frustration. My frustration is that too many families are suffering
that lost their businesses. She was lucky because she is still there
standing. But you know that they made a mistake because contrary
to the statute, they’re saying that she needed collateral. How many
others were denied for the same reason?

Mr. MITCHELL. I'm not acknowledging a mistake. What I'm say-
ing is that if she was declined for lack of repayment ability, that’s
the reason. If there was any communication around the fact that
you were declined because of lack of collateral or the 50 percent de-
preciation rule, then that’s miscommunication and that’s what I
plan to clarify.

Chairman MANZULLO. I think Ms. Smith wanted to add some-
thing. Ms. Smith, go ahead please.

Ms. SMITH. Thank you very much. When I was listening to your
explanation, it also goes back to the right measures in trying to
help businesses through disaster and I'm hoping maybe we’ll get a
chance to talk because you can apply not only for your loss of prop-
erty, but an economic injury loss. Now I'll ask you this. Why 1s
there on the form for the SBA that you can apply for an economic
injury loss as well as for your loss of assets when what they're say-
ing is that “Okay, you lost your assets. Maybe it shouldn’t be that
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we're looking at your loss of assets but as long as you show repay-
ment.” From what they looked at for repayment for us was that im-
mediate “okay, we don’t have any income.” And I know we didn’t
have any income. We had applied for economic injury loss also at
that time.

So I think while I know we’re trying, I think someone needs to
revisit that with the spirit of what we want businesses to succeed.
I mean if you look at the overall success for me, the taxpayer, what
I really would like to see is the economy grow. And do I agree that
you can invest money? Yes. Do I agree that you should throw it
away? No. So I think there needs to be some procedure, but at the
same time, we're talking about disaster loans for getting businesses
back and up and I think there is a lot of confusion and even maybe
within the SBA about that.

Ms. VELAZQUEZ. Ms. Smith, we have, the Committee, to reau-
thorize the Disaster Loan Program. Based on your own experience,
what would you tell us that we need to do to fix how the program
has been run?

Ms. SMITH. I would bring in a few people that truly understand
the problems. All right. I would not just bring in this disaster plan-
ning expert that they referred to earlier because they don’t really
see the impact. Let’s look at this just like you might take any proc-
ess to try to fix this and say what is the outcome that we want to
try to achieve. Have a team of people that sit there and develop
a plan. Let them start with a mission statement and I think this
Committee probably should approve that mission statement and
give them some guidelines on how to proceed.

I think we need a revamping of the whole SBA process if you
should think that the SBA should be involved in disaster loans.
Now maybe you make the decision that they shouldn’t be involved
in disaster loans.

Ms. VELAZQUEZ. If you allow me. When I address the issue of
having a planner in charge of the natural disaster and then the
Administrator said that Mr. Mitchell is the person in charge, I said
he is running the Disaster Loan Program. That is not the same to
be the person in charge of planning the response.

Ms. SMITH. Where I come from, every department has their own
disaster plan. Every company, every department, has that. The
head of that department should be responsible for its disaster plan
and being able to succeed in its mission. Just the fact that you say
that someone else handles disaster planning doesn’t mean that
that is going to effect how the SBA should operate.

Ms. VELAZQUEZ. Thank you. Thank you, Mr. Chairman.

Chairman MANZULLO. Did you want to respond to that?

Mr. MitcHELL. Well, just a couple things. There’s no question
that throughout the Federal Government there have been lessons
learned and we need to do a better job of planning and doing con-
tingency planning. But the SBA already has a lot of flexibility al-
ready built in to terms of how we respond to disasters.

We have special authority in terms of how we hire and how we'’re
able to get people on board quickly. We have contracts in place that
allow us for example. We not only hired an additional 4,000 people,
but we were able to equip them, get space. We have special ar-
rangements with GSA in terms of how to do that. I have special
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authority in getting priority for telecommunications equipment. So
we have a lot of that.

The question is what do we need to do to deal with catastrophic
events beyond what we currently have in place to deal with.

Chairman MANZULLO. Anybody else have any questions or com-
ments? Good. Mr. Akin.

Mr. AKIN. Thank you, Mr. Chairman. I've been trying to be a
good listener here and I guess I sense a little bit of kind of almost
two different stories about what’s going on. I'm not quite clear. The
first thing that I got the impression of, Patricia, was that you gave
us the impression that there were lots and lots of small businesses
that needed help and needed loans and couldn’t get them. Is that
fair to say?

Ms. SMmITH. It’s correct. It’s too difficult and it’s not timely
enough. You have to make a decision to keep your employees and
let them go. You can’t wait months.

Mr. AKIN. So you're saying that perhaps the specific reason that
you didn’t get your loan may have been more unique. But what is
not unique is that there is lots and lots of small business that
needed loans in a disaster situation and couldn’t get them. Is that
a fair summary of what you said?

Ms. SMITH. That’s a very fair summary. In fact, one of the things
that I've heard is there’s a statistic that very early in the process
a number were denied and theyre saying that was given artifi-
cially, I was quoting a Rich Carter who is a spokesmen, high rejec-
tion rate. I thought if you read that, he’s expecting that they're
going to have some rejections early on because the businesses
aren’t back and going again.

Mr. AKIN. Okay. I just want to make sure I wasn’t putting any
words in your mouth. This is what I'm trying to reconcile. Now
what I think I heard you say, Herb, was that the fact that the busi-
nesses in a disaster situation and that threatens their ability to
repay the loan is not in and of itself a reason to deny a loan. Is
that correct?

Mr. MiTcHELL. That’s exactly right.

Mr. AKIN. Let me try and do it one thing. I'm kind of slow at
working through this. Be patient with me. So if that’s not a reason,
now next of all, would you say that it’s true that there are lot of
people that wanted loans down there that you weren’t able to give
them loans?

Mr. MiTcHELL. I don’t know the exact figures for the decline rate
on the business side but I would say it’s probably well over 50 per-
cent that have been declined. Yes.

Mr. AKIN. So if you have people who are applying for loans and
50 percent of them were told no, then that would corroborate what
Patricia is saying, wouldn’t it, to some degree?

Mr. MiTCHELL. Well, there’s no question. First of all, I think we
sent out over 300,000 applications and we've gotten back a little
over 50,000. So obviously, there’s a gap between those who initially
expressed a need and those who actually applied and there being
a lot of reasons of why they didn’t apply.

Mr. AKIN. Okay. So there is a need for these loans. Now is part
of the reason why they’re denied just because you’re buried down
there because you talked about personally you met with all these
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people. Are you just overwhelmed by the demand or is the fact that
50 percent of them were denied. Why would the other 50 percent
be denied?

Mr. MITCHELL. The primary reason for denial is lack of repay-
ment ability. You don’t have sufficient cash flow to repay the loan
or the unsatisfactory credit history. Those are the two primary rea-
sons for declines.

Mr. AKIN. So your lack of ability to repay, I would think that
storm damage would be the main thing that would effect that.
You’re saying you don’t put that into the equation and they still
couldn’t repay. In other words, if we went to a time before the
storm and they asked for a loan, you're saying they wouldn’t get
one then either.

Mr. MiTCHELL. The disaster program-

Mr. AKIN. Is that what you’re saying?

Mr. MiTCHELL. No. The Disaster Program is very unique in that
regard. We're taking the risk and we'’re basing the repayment abil-
ity on predisaster financial condition.

Mr. AKIN. Okay.

Mr. MITCHELL. So we’re not holding anything that impacted
them as a result of disaster against them. It’s all predisaster.

Mr. AKIN. So you're saying of these businesses that have applied
for loans then, the situation is that prior to the hurricane half of
them financially were shaky enough that you just couldn’t give
them a loan based on the parameters that you either grant or don’t
grant loans.

Mr. MitcHELL. If they had cash flow prior to the disaster and
their credit history is satisfactory prior to the disaster, they qualify
for a loan.

Mr. AKIN. Okay. So that may be an explanation. Now in your
particular case, Patricia, you could have gotten a loan beforehand,
couldn’t you?

Ms. SMITH. Well, that’s a good question. I took out a loan when
I bought my property and I borrowed against my home in order to
buy my property. So in that case, would I say I could go out and
get another loan? No, but I didn’t need it. My business was oper-
ating fine. I was expanding just on current cash flows. I was using
day-to-day cash flows just to make my expansions happen.

Now could I have afforded to go and get a loan? No. I didn’t see
any revenues coming in for that. The whole issue was this was a
disaster. I lost my building and now I needed help. Prior to the dis-
aster, I didn’t need help. That’s the difference and maybe that’s a
measures issue.

Mr. AKIN. So we’re talking this is where the two trains seem to
be passing each other a little bit. On the one hand, you said I can
run my business, but I might not have qualified for a loan before
the hurricane. After the hurricane, I can’t run my business without
a loan and I'm hearing SBA, Herb, saying the parameter we're
using is you had to qualify ahead of time and that could explain
half of the places where we’re not able to help. That sounds like
something we probably should focus a little attention or energy on.

But see that little red light. You know they have a shocker in
our chair if we go beyond the time.
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Chairman MANZULLO. Let Mr. Mitchell go ahead and respond to
that.

Mr. MITCHELL. And what you're raising is the challenge in every
disaster. Obviously, there is a disaster and certainly businesses
and individuals have been impacted and the federal design right
now is the loan program. So there’s a balance between the two and
obviously, certainly we’re taking risks that no other lender would
take. We have very lenient criteria, but at the end of the process
it is a loan program.

Chairman MANZULLO. I just have one question. You’ve been very,
very patient, Ms. Smith, and I appreciate your time. Did the person
that gave you this 50 percent, whatever, depreciation, I don’t un-
derstand it because when my brother ran his restaurant he didn’t
depreciate anything because he had all used equipment that had
been paid for for about 40 years. Did that person tell you or did
the documents say that you had the inability to repay the loan and
that’s why you’re being turned down?

Ms. SMITH. The document that I received said lack of repayment
ability.

Chairman MANZULLO. And then if you had gotten the loan, how
much had you asked for?

Ms. SMITH. At that time, I have to tell you I haven’t reread the

aperwork, but it was $250,000 in property losses and I think
glO0,000 in economic injury losses.

Chairman MANZULLO. And did you have the ability to repay that
$350,000 if after the disaster the business picked up to where it
was prior to the disaster?

Ms. SmiTH. Well, when I applied for the loan, I said I don’t just
want to apply for a loan. I want to talk about terms. I want to talk
about repayment schedule and that was the first thing and that’s
when they told me just fill out the paperwork and in three weeks
someone will call you. I've never had that discussion.

Chairman MANZULLO. So no one told you how long it would or
any terms.

Ms. SMITH. No, I eventually found out that you have 12 months
to repay it and then that’s when I told them, I said, “You under-
stand right now”-By the time I got, that’s in November now, many
months after. I said, “Do you understand now if I start fixing that
building back, the construction process, construction is crazy right
now in New Orleans, that construction process may take longer
than that.” So now in November, I told them, “I'm not sure that
I want the loan.”

I said, “You know you have to understand. It was important to
me when I had my key people on board. I've let people go now and
now you're talking about a loan. I have to plan this. I can’t say I’ll
take the money. If you'll award me that loan, I have to relook at
this.” And that was an issue for me of how to repay that back. But
no one said, “You qualify for X number of dollars.” No discussion
with that. That’s what I would have expected in a disaster loan.

Chairman MANZULLO. So you were turned down based on inabil-
ity to pay $350,000 but if you would have gotten perhaps $150,000,
you would have been able to do that.

Ms. SMITH. Probably get the building corrected.
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Chairman MANZULLO. I think you probably needed somebody to
talk to to walk you through it.

Ms. VELAZQUEZ. But, Mr. Chairman-

Chairman MANZULLO. In that case, you may not even have de-
cided to take the loan. That would have been your option at that
point.

Ms. SMITH. It would have been my option. Right.

Chairman MANZULLO. Okay.

Ms. SmiTH. I would have probably matched it with my IRA
money to it easier on myself.

Chairman MANZULLO. Okay.

Ms. VELAZQUEZ. You said that an employee told you that you
have only 12 months to repay.

Ms. SMITH. Yes. Before you start paying the loan.

Ms. VELAZQUEZ. Okay. But isn’t it true that you have up to 30
years to repay?

Mr. MITCHELL. Yes, the maximum term can be up to 30 years.
What we do is for this disaster we've already authorized a 12
month deferment period before payments start. On an individual
basis, that can be extended based on how long it takes to actually
rebuild that particular business. So the field can extend up to 24
months in terms of the first payment due.

Ms. VELAZQUEZ. Isn’t it true that it can be deferred up to two
years?

Mr. MiTcHELL. Under current process, the field office can defer
payments for two years. Anything over that comes to Headquarters
and certainly we can take a look at that on a case-by-case basis.

Ms. SmiTH. That would have been helpful.

Chairman MANzZULLO. Well, thank you very much. Maybe you
can help out the folks at SBA with some planning. You've certainly
had a lot of experience. Are you operating now, Ms. Smith?

Ms. SMITH. Yes, I am.

Chairman MANZULLO. How did you get up and going?

Ms. SMITH. That’s hard to say. We eventually just started getting
customers calling, saying they needed. We're somewhat in the con-
struction industry, but we were new construction. Our market has
changed severely, but they now have people that are trying to
bring their houses back and in that case, we do the lighting and
automation and all the control systems in there. So you would
think they would want it fixed. In addition to that, now people
while they’re fixing their homes, maybe they want to put some of
those systems in. They want to improve the lighting. They want
the home theaters to come in. So we're getting that work.

It’s just I'm struggling because I don’t have my key people back
fully yet until I can kind of plan all of that. I'm a planner. Okay.
I want to plan my strategy out and that’s why I've been asking to
sit down, in the queue applying for my loan. How can we work?
What kind of repayment schedule? So I can kind of get this next
phase because right now, I'm out of pocket for the work I'm doing
on my building.

Chairman MANZULLO. Okay. Thank you very much for coming. I
appreciate it very much.

[Whereupon, at 4:45 p.m., the Committee was adjourned.]
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Today, the Committee will examine the President’s Fiscal Year 2007 budget and
reauthorization proposals of the Small Business Administration.

The President’s budget request includes $624 million in spending for the SBA in
Fiscal Year 2007. This is about 37 percent less than what was spent on the SBA in Fiscal
Year 2001 while, during the same time, the SBA served more small businesses than ever
in its history. The SBA certainly knows how to do more with less and it ought to be
commended. While the President’s budget request for the SBA is generally sound and
reasonable, there are a few notable exceptions, particularly in the proposal to increase
fees in the SBA’s finance programs to begin to cover its administrative expenses and the
idea to institute an adjustable interest rate for disaster loans in the fifth year. However, I
would be negligent if I did not remind my colleagues and the sroall business community
that the President’s budget request also includes the following key tax relief proposals of
keen interest to small business:

1) Making permanent the tax cuts previously passed by Congress, including
“death” tax repeal, in which the average tax savings in 2005 was $3,235 per
small business according to the U.S. Treasury;

2) Making contributions to Health Savings Accounts tax deductible; and

3) Enacting an even higher and permanent small business expensing limit to
$200,000.

The Committee is also in the middle of a comprehensive review of all SBA
programs, which has not been done since 1995, in preparation for reauthorization. In
2004, Congress passed a two-year reauthorization bill that made a variety of significant
changes to the policies and small business programs of the SBA. The Committee is
reviewing how the SBA has carried out the various programmatic changes contained in
the previous reauthorization and ideas for further reform. Two weeks ago, Rep.
Musgrave’s subcommittee examined SBA’s entrepreneurial programs. Last week, Rep.
Bradley’s subcommittee reviewed SBA’s finance programs. And after the March district
work period, Rep. Akin’s subcommittee will conduct an oversight hearing on SBA’s
procurement programs.
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Today we are honored to have the Administrator of the SBA, Hector Barreto,
testify before the full committee to discuss his vision of the direction of the SBA for the
remainder of the Administration. Mr. Barreto is the second-longest serving SBA
Administrator in its history and I am pleased that he is taking the time to be with us this
afternoon.

Through the hearing process, the Committee has received input from SBA
stakeholders as to what should or should not be included in a reauthorization package.
About two weeks ago, the Committee received the Administration’s legislative proposals
for the SBA. The purpose of the hearing today is to examine these proposals, particularly
in light of input we have received from other SBA stakeholders.

I am pleased that the Administration included several provisions in their
reauthorization package that would further improve SBA’s response to catastrophic
disasters. The SBA has done an excellent job already by approving a record $6 billion in
low-interest disaster loans for over 86,200 Gulf State residents and business owners
affected by Hurricanes Katrina, Rita, and Wilma at a rate twice as fast as the nation’s
previous largest disaster, the Northridge earthquake in 1994. SBA has hired and trained
4,250 employees to process disaster loan applications; doubled the size of their loan
processing center; quadrupled the size of their call center; doubled access to the loan
processing system; streamlined documentation for all business loans; simplified
approvals and processes for business loans under $100,000; expedited loan approvals
with credit scoring; created a new system for tax verification with the Internal Revenue
Service (IRS); and launched the Disaster Loan Partners Initiative designed to increase
the role of private sector financial institutions in recovery efforts. The further reforms
that the Administration seeks include increasing the size of disaster loans, offer economic
injury disaster loans to non-profits, and provide more flexibility to allow Small Business
Development Centers to redeploy resources and staff to assist disaster victims. This will
require legislative changes to the Small Business Act.

I will also be working on initiatives to further improve and expand the reach of
SBA’s finance programs 1o serve more small businesses, all within the context of a zero
loan subsidy rate, and SBA’s entrepreneurship programs as part of the SBA
reauthorization process.

I now yield for an opening statement from the ranking minority Member of the
Committee, Representative Nydia Velazquez of New York.
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SMALL BUSINESS ADMINISTRATION

Since 2001, the Administration:

Supported nearly $86 billion in small business loans through 2005;

Provided tax relief of more than $80 billion annually to 25 million small businesses
since 2003. The average tax savings in 2005 was $3,235 per small business;,
Signed free trade agreements and provided trade promotion services that help small
business exporters sell their products to the world; and

* Reduced Small Business Administration staffing by 24 percent while improving
customer service and making record numbers of Government-backed loans.

The President’s Budget:

* Provides $28 billion in Government-backed small business loans for 2007, the highest
level ever for the Small Business Administration. This will help create and retain an
estimated one million jobs;

* Proposes modest fee increases on very large loans {o cover the administrative costs
associated with providing Federal Government guarantees on these loans; and

* Reforms Disaster Loan program interest rates to ensure that borrowers receive
generous benefits after a disaster event while reducing taxpayer costs.

279
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280 SMALL BUSINESS ADMINISTRATION

FOCUSING ON THE NATION’S PRIORITIES

Small businesses provide more than half of existing private sector jobs, two-thirds of new private
sector jobs, and more than half of the United States’ Gross Domestic Product. The Small Business
Administration’s (SBA’s) mission is to promote small business development and entrepreneurship
through business financing and technical assistance programs. SBA also works with other Federal
agencies to reduce regulatory and paperwork burdens on small businesses.

In addition to SBA’s programs,
the Administration is championing
small business interests through tax
[Wihen the tax cut hit the paychecks, our revenue went up. cuts and health care reform. The

In fact, it saved us last year... [Wje were not having a good President’s jobs and growth agenda is
year last year, and we were looking at some retrenchment creating the right economic conditions

and stopping our growth. When the tax cut hit, we imme- foe " innovation and th b
diately began the move up, and had a strong fall, got back 0 Encourage innovalion anc growtn by
to even, which was good. small busmgsses. The Admmlstram.on
. has taken important steps to assist
) ) ) Scott George small businesses and the people they
Mid-America Dental and Hearing Center, Kansas City employ by reducing taxes, encouraging
investment, and removing obstacles to

growth.

As a result of the Jobs and Growth Tax Relief Reconciliation Act of 2003, 25 million small busi-
nesses and their owners received tax relief averaging more than $3,235 each in 2005. The lower
marginal income tax rates have assisted more than 90 percent of small businesses that pay taxes at
the individual income tax rates.

Reduced Taxes Help Small Businesses

Recently enacted free trade agreements help small and medium-sized businesses (those with fewer
than 500 employees) sell their products to the world, as these entities represent 97 percent of all
exporters.

Continuing regulatory relief efforts ensure that Federal regulations do not unduly handicap
America’s entrepreneurs. Regulatory and paperwork requirements can be especially burdensome
on small businesses. An SBA study found that small businesses with fewer than 20 employees
spend an average of $7,647 per employee complying with regulations as compared to $5,282 per
employee for firms with 500 or more employees. SBA works with Federal agencies to minimize the
burden of new regulations. As a result of the Administration’s efforts since 2001, SBA estimates
that small businesses have been spared over $41 billion in regulatory costs by filtering out
unnecessary, over-burdensome, or duplicative requirements prior to finalizing new regulations. In
2007, SBA efforts are expected to save $6.16 billion in forgone regulatory costs. SBA also launched
www.business.gov as the official Federal business portal to reduce the amount of redundant data
and forms submitted to the Government. This reduces the burden on small businesses.

The Administration also supports legislation enabling creation of Association Health Plans, which
will allow small businesses to band together and purchase insurance at lower rates, and making
insurance premiums associated with Health Savings Accounts tax deductible. In addition, the
proposed comprehensive reform of the Nation’s medical liability laws will make insurance costs
more affordable and reasonable for small businesses.
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THE BUDGET FOR FISCAL YEAR 2007 281

Helping Small Businesses’ Capital to Grow

SBA Helps South Central Los Angeles Business Expand

Abel Diaz is a true local success story. After graduating from Inglewood High School in 1970, he went to
work as an apprentice at Inglewood’s Kream Krop Bakery. During 10 years of learning the bakery business,
he moved up the ladder and was named the firm’s general manger in 1980. Diaz spent the next six years
managing the company before he struck out on his own and opened Lupita’s Bakery in South Central Los
Angeles in 1986, Diaz’s 16 years of experience in the bakery business served him well, His well-managed
business grew by leaps and bounds, aflowing him to open a second bakery in South Central Los Angeles
in 1990 and a third location in Huntington Park in 1996. Ever alert for new business opportunities, by 1998
Diaz became conscious of the fact there was a definite need for a banquet and restaurant facility in the
community served by his bakeries that could also accommodate weddings and farge group functions. He
turned to SBA for assistance. Thanks to 8BA-backed financing through Banco Popular, Diaz opened his
Fiesta Mexicana Family Restaurant with available space for a banquet hall. It is strategically located next
to Lupita's Bakery and is continually booked, busily providing a valuable and popular community gathering
place. “Abet Diaz is a perfect example of how SBA financing can facilitate growth for an Emerging Market
community,” Los Angeles SBA District Director Alberto G. Alvarado said. “He has succeeded in both the
bakery and catering businesses thereby creating new jobs in a historically underserved area. | congratulate
him on his success”

To meet the demand of the growing small business sector, the Budget supports $28 billion in
small business lending. SBA’s 7(a) program, which received an Adequate rating under the Program
Assessment Rating Tool, is being increased to support $17.5 billion in guaranteed loan volume in
2007, the largest level in the history of the program. This will provide financing to entrepreneurs
who could not obtain affordable loans without a Federal Government guarantee. SBA’s Section 504
loan program will support an additional $7.5 billion in guaranteed loans for fixed-rate financing of
fixed assets such as land, equipment, and buildings. SBA will also supplement the capital of Small
Business Investment Companies with $3 billion in guaranteed long-term loans for venture capital
investments in small businesses.

Providing Technical Assistance

SBA and its partners provide technical assistance programs, including training, counseling,
mentoring, and information services to more than four million existing and potential entrepreneurs
annually. SBA provides grants to a network of over 950 Small Business Development Centers; 389
SCORE chapters, which match executives with entrepreneurs for business counseling; and over 80
Women’s Business Centers. The Budget requests $104 million for technical assistance programs
in 2007.
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282 SMALL BUSINESS ADMINISTRATION

RESTRAINING SPENDING AND MANAGING FOR RESULTS

The 2005 Budget included a proposal to eliminate the subsidy cost of the 7(a) guaranteed loan pro-
gram, which was successfully implemented. The program assisted more small businesses in 2005
than the previous year and this trend is continuing in 2006. In addition to saving taxpayers $100
million per year, this budgeting change has brought stability to the program. Lending in the 7(a)
program grew from $9 billion in 2003 to $14.3 billion in 2005. Whereas 2003 and 2004 shortfalls in
appropriations required SBA to suspend program lending in several instances, the current zero sub-
sidy has enabled lending to grow and not be interrupted by funding lapses. The 2007 Budget builds
upon this success by proposing authority for $17.5 billion of 7(a) lending, with borrowers covering
the costs of administering Federal guarantees on business loans greater than $1 million. This will
make these loans self-financing and further reduce the need for taxpayer support.

Since 2001, the demand for SBA loans has grown significantly. At the same time, the Administra-
tion has maintained budgetary discipline in delivering small business services. During the period
there was a 24-percent decrease in agency staffing but a rapid increase in agency services. For exam-
ple, lending under the flagship 7(a) program increased from 43,000 to 89,000 loans per year, yet the
cost of providing these services has dropped dramatically. In 2001, SBA programs cost $1 billion in
appropriations. The 2007 Budget will provide expanded services while only costing taxpayers $624
million, a 38-percent cost decrease.

The Budget supports $3 billion in new guaranteed venture capital investments for small businesses
through the Small Business Investment Company Debenture program. However, with realized and
projected losses exceeding $2 billion in the Participating Securities program, which provided eg-
uity-type venture capital financing, the 2007 Budget does not support new guaranteed investments
in this program. Rather than make new investments through this program, SBA will continue to
improve efforts to monitor and mitigate risk in the outstanding $6 billion Participating Securities
portfolio.

The 2007 Budget proposes to continue
providing preferential loan terms to victims of
disasters. However, to contain the escalating
costs of the loans, the Budget proposes to
adopt graduated interest rates for the Disaster
Loan program beginning with disaster events
occurring in 2007. During the first five years
after a disaster, interest rates will remain deeply
subsidized, as they are currently structured,
although interest rate caps would be eliminated.
Thereafter, rates would graduate to those of
a comparable-maturity Treasury instrument.
As a result of the unprecedented damage caused in the Gulf area This Stmcn}re Wou}c,l continue FO. prov1de
from Hurricanes Katrina and Rita, SBA received a record number of ~ POTTOWers with deep interest subsidies when
disaster loan applications. they need them most—immediately after a

disaster-—and after five years the subsidies
would be reduced for the remainder of the loan period. This proposal would not affect loans made
for recovery from disasters occurring before 2007.

Consistent with the President’s Management Agenda, SBA is administering its programs more
efficiently to improve customer service and reduce program costs. Building upon its success in con-
solidating loan liquidation functions from 69 district offices to a single location, SBA is also working
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to consolidate loan guarantee processing and other management functions. While providing admin-
istrative cost savings, these changes ensure that loans are managed more consistently and efficiently.
The consolidation of loan liquidation activities in 2004 reduced agency costs for this function from
$32 millien in 2003 to $7 million in 2005.

SBA seeks to target assistance more effectively to credit-worthy borrowers who would not get loans
from the commercial markets in the absence of a Government guarantee. SBA is actively encouraging
financial institutions to increase lending to start-up firms, low-income entrepreneurs, and borrowers
in search of financing below $150,000. Preliminary evidence shows that SBA’s outreach for the 7(a)
program has been successful. Average loan size has decreased from $232,000 in 2001 to $160,000 in
2005, while the number of small businesses served has more than doubled during the same time.

SBA has also begun monitoring and managing its portfolio risk through the Loan Monitoring Sys-
tem. The implementation of this system enables the Agency to track the performance of lenders
relative to the credit scores of borrowers in their guaranteed loan portfolio. This provides SBA with
a tool to identify lenders that pose the greatest risk to Federal taxpayers and to suggest intervention
when necessary to avoid further risk.

The 2007 Budget reproposes termination of the Microloan program, which has been excessively
expensive relative to other programs. The 7(a) program is capable of serving similar clientele through
the Community Express program at a much lower cost to taxpayers.

The Budget requests additional administrative funding for SBA’s critical investments in informa-
tion technology. New investments include web-based data reporting and processing systems, which
will expedite and facilitate the use of agency programs and allow growth in program usage while
maintaining streamlined staffing levels.

Update on the President’s Management Agenda

The table below provides an update on SBA’s implementation of the President’s Management
Agenda as of December 31, 2005.

Competitive Financial Budget and
Human Capital So p:;i“ Performance E-Government | Performance
urcing Integration
Status
Progress

To improve service to the public, SBA assessed its staff’s skills, contracted for training, increased accountability
of managers, and conducted competitive sourcing competitions in 2005. As the leader of the Business Gateway,
SBA launched the website www. Business.gov, which helps small business owners easily find, understand, and
comply with Federal regulations. SBA is working with other Federal agencies to reduce the paperwork burden
on businesses. in the area of Budget Performance and Integration, SBA has also made progress in developing
new estimation modeis to improve financial management and more accurately measure the cost of providing
credit to small businesses. In 2005, SBA received an unqualified opinion on its financial statements, although
one repeat material condition remained.
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RESTRAINING SPENDING AND MANAGING FOR RESULTS—Continued

Initiative Status Progress

Faith-Based and Community Initiative

Eliminating improper Payments

The Agency established a faith-based center that works with community and faith-based groups to ensure
access to SBA technical assistance grants. SBA continues to assess its loan programs for improper payments,
particularly its 7(a) program.

SBA will participate in the new credit initiative because it has a portfolio of $3.8 billion in outstanding direct
toans, $63 billion in outstanding foan guarantees, and $681 million in delinquent debt. This initiative will

be included in the scorecard beginning in the second quarter of 2006. SBA is developing new strategies to
improve performance and outcomes in these areas. The Ageney has also implemented a best-practices lender
monitoring system that tracks performance through the use of credit scores.

Small Business Administration
{In millions of dollars)

2005 Estimate
Actual 2006 2007
Spending
Discretionary Budget Authority:
Salaries and Expenses 318 306 281
Business Loans Administration 126 121 121
Disaster Loans. 111 — 195
Office of the Inspector General 13 14 14
Surety Bond Guarantees Revolving Fund 3 3 3
Unrequested projects 39 a0 —
Total, Discretionary budget authority 610 534 624
Memorandum: Budget authority from enacted supplementals ............. 929 446 _—
Total, Discretionary outlays 850 1,744 630
Total, Mandatory outlays 1,652 ~556 -25
Total, Outlays 2,502 1,188 605
Credit activity
Direct Loan Disbursements:
Direct Di Loans 995 3,532 692
Direct Business Loans i8 i8 5
Total, Direct loan disbursements 1,014 3,550 698

Guaranteed Loan Commitments:
Guaranteed Business Loans 18,551 24,490 22,940
Total, Guaranteed loan commitments 18,551 24,490 22,940
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For 2007, the Budget requests $624 million in new budget
authority for the Small Business Administration (SBA). SBA’s
continuing operations will provide more than $28 billion in
new loans to small businesses, funding for non-credit pro-
grams, and funding for the disaster loan program.

Federal Funds
General and special funds:
SALARIES AND EXPENSES

For necessary expenses, not otherwise provided for, of the Small
Business Administration as authorized by Public Law £108-447]
109-108, including hire of passenger motor vehicles as authorized
by 31 USC. 1343 and 1344, and not to exceed $3,500 for official

and [$313,029,000} $303,550,000:
Pruvzded That the Administrator is authorized to charge fees to
cover the cost of publications developed by the Small Business Admin-
istration, and certain loan [servicing} program activities, including
fees authorized by section 5(b) of the Small Business Act: Provided
further, That, notwithstanding 31 U.8.C. 3302, revenues received
from all such activities shall be credited to this account, to fbel
remain available until expended, for carrying out these purposes with-
out further appropriations: Provided further, That the sum herein
appropriated from the general fund shall be reduced up to the amount
of $7,000,000, as the fees assessed and collected under the authority
of section 5(B)(I2E) of the Small Business Act are received, and
any fees received in excess of $7.000,000 shall be available until ex-
pended: Provided further, That [$89,000,000} $87,120,000 shall be
available to fund grants for performance in fiscal year [2006] 2067
or fiscal year [2007] 2008 as authonzed Provided further, That
the Small B is d to award grants
under the Women's Business Center Sustainability Pilot Program
established by section 4(a) of Public Law 106-165 (15 U.8.C. 656(1):
{Provided further, That, of the amounts provided for Women’s Busi-
ness Centers, not less than 41 percenc shall be available to continue
Women's Busi Centers in ility status}.

(RESCISSION)

1 1 hal

o under this heading,
{83,000,0001 $6,100,000 are rescinded. (Science, State, Justice, Com-
merce, and Related Agencies Appropriations Act, 2006.}

Program and Financing (in millions of dofars)

Ientification code 73-0100-0-1-376 2005 sotval 2006 est 2007 est.
Obligations hy program acti

0601 Executive Direction 42 4 42
8002 Capital Access 4t 41 44
00.03  Gov. Contracting/ P 19 18 21
60.04 i Deve!avment 3 & H
80.05 15 15 8
0006 Office of Chief Information Officer .. 5 2

8007  Regional & District Offices 124 124 127
D008 Agency Wide Costs 8 47 48
2008 Non Credit Programs 135 127 106

00.18 Congressional Iniati
09.00 program
1000 Total new oblgations ..

Butlgetary resotrces available for abligation:

2140 Unobligated balance caried forward, stat of year L 43 8
2200 New budgat authority (gross) L34 il 356
2210 Resources available from recaveries of prior year cb(r

gatiors ...
3350 Total budgetary resources available dor obligation 1076 1076 640
2395 Total new obligations .. 726 —88 - 562
2338 Unabligated halgnce expiring or -

2440 Unobligated balance rarried farward, end of year 343 8 ”®
few hudget authority {(gress), detail:
Discretionary:
40.00 i 382 404 291
4033 Approprigtion permanently reduced (P.L 109-148)
4035  Appropriation permanently reduced
40.35 Unabligated bialance permanently reduced
4380 fhatal
Spending authority from offsstting collection:
£8.00 Offstting colfections {cash} . 877 138 15t
68.00 Difsetting collections {cash) 186 14
£8.90 Spending authority from offselting collections
(totat discretionary) 325 265
7066 Total new budget suthority (grass} ... 1,034 nt 556
Change in obligated hatances:
7240 Obfigated balance, start of year 387 303 21
7310 Total new obligations 7% 586 562
73.26 Total outlays (gross) —68% - LO75 -602
7340 Adjustments in expired accouats (net)
7345 Recoveries of prior year obligations
7440 Obligated batanca, end of year ......
Butlays (gross), detail:
86.30  Butlays from new discretionay authority . 520 543 4
86.93  Outlays from discretionary bajsnces 185 532 178
87.00  Total outlays {gross ..... 68% 1075 682
ffsets:
Against gross budget authority and cutlays:
Offsetting collections (sash} from:
88.00 Payments from business loan program account ~125 —124 - 126
88.00 Payments fom disaster loan program account ~539 - 188 ~H4
83.00 Federal saurces . ~10 -1z -1
88.80 Business Loan Fees -
8345 Nor-Faderal sources
8850 Total, offsetting coltections {cash} ... —677 325 ~265
et budget autharity and outlays:
83.00  Budget suthority 352 386 21
90.00 Outiays . 2 750 337
The appr for this is y to cover
he administrative for SBA headquarters and the

field and for non-credit programs. Appropriations for the ad-
ministration of the Disaster direct loan and business loan
programs are merged with this account. In addition, this ac-
count funds technical assistance grant programs.

Bhject Classification (in millions of doflars)

Hentification tode 73-0100-0-1-376 2005 actval 2006 est 2007 est
Direct obligations:
Personne! compensation:

i Fuli-time permanent 188 161 i
n3 Gther than full-time permanant il ] w0
15 Other personnel compensation .. 3 3
13 Total personne! compensation . 130 174 83
121 Civifian personnef benefits ... 5 4 47
219 Travel and transportation of persons 5 3
31 Rental payments to G3A . 32 35 35
233 G icati ol

chacges 5 6 7
28 Printing ant reproduction 1 1 1
252 Gther services ... 33 “ 51
53 Other purchases of goods and services from Gov-

ernment accounts {Disaster Administretive Ex-

penses) ... . 23 437 105

1091
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General and special funds—Continued

Butlays (gross), detaitc

8530 Qutlays hrom new discretionaty authority 13 1% i
Satarips AND ExpENsEs—Continued 8633 Outteys from discretionary balances . 1 1 2
RESCISSION»—Continued G100 Tolah utags (OS5 v it " i
Ohject Classification (in millions of dollars)—Continued o
Igentfcatin cade 73-D100-0-1-376 L . L - Ag%‘;’,ﬁ;ﬁ‘:ﬁC@;‘:gzgs:‘?g”m\”i‘r‘érg:”‘;?;;mls fom
%0 Supplies and materals . 3 4 disaster loan program accounl ....... ~1 -2 -1
0 Equipment ... 5 7
410 esanfs subsidies, and sontbutions 2 W, Boms ::ggf; :";;‘,‘:{,"V and autla " " "
999 Direct sbfigations ... " L2 550 9000 Oudays ... 13 15 18
999 Reimbursable obligations 3 1 il
The Budget proposes $14.3 million in new budget authority
993 Total new abigations . % 95 5% and $0.5 million transferred from the Disaster Loans Program
account for a total of $14.9 million for the Office of Inspector
Personnel Summary General (OIG) for 2007. This appropriation provides funds
\eatficaton cot 73-0100-0-1-376 b mwer  ape  L0F agency-wide audit, investigative, and related functions to
9 " promote and efficiency in agency operations and to
Direct: X prevent and detect waste, fraud, and abuse.
1001 ivitian full-time equivatent employest ... 4030 5122 2360
Reimbursable:

2000 Civitian ful-time equivalent employment . il it g

OFFICE OF INSPECTOR GENERAL

For necessary expenses of the Office of Inspector General in car-
rying out the provisions of the Inspector General Act of 1978,
{8183,900,000) $14,355,000. (Science, State, Justice, Commerce, and
Reloted Agencies Appropriations Act, 2006.)

[For an additional amount for the “Office of Inspector General”
for necessary expenses related to the consequences of hurricanes in
the Gulf of Mexico in calendar year 2005, $5,000,000, to remain
available until expended: Provided, That the amount provided under

i a

Ohject Classification (in millions of dottars)

this heading is d as an requirement

to section 402 of H. Con. Res. 98 (109th Congress), the concurrent
resolution on the budget for fiscal year 2006.1 (Emergency Supple-
mendal Appropriations Act to Address Hurricanes in the Gulf of Mex-
ico and Pandemic Influenza, 2006.)

Pragram and Financing (n miltions of doltars)

Mestifcats cude 13-0200-0-1-375 W05 acteal G et 2007 e
Ouigations by program activity:
0001 Augit . ” 3 7 3
80,02 i & 8 7
9083 Policy 1 i i
00.04  General Office/legal Counsel .. 1 i 1
10480 Tatal new obligations ... 13 17 i
Budgetary rasaurces availahie for sbiigation:
2140 Unobligated falance camried forward, start of year 4
2200 New budget authority {grass) ... 15
2390 Total budgetary resources avablable for uhhgz\mn 1 2 19
2395 Total new obligations ... ~13 -1 ~15
2040 Unobligated batance carried forward, end of year ... 4 4
New budget autharity (gross), detail
Diseretionary:
—_— 13 it 1
4636 Approptistions adjusted pursuant to PL 109~148
4300 Approprialion {fotal discretionany) ..... 13 18 4
800 Spending authorlty from offsetting collections: Off-
setting collections {cash) . 2 1
1000 Totat new budget autbority (gross) ... 18 21 15
Ehange in obligated balances:
7240 Qbtigated halance, start of year 2 z 2
7310 Total new obfigations 3 17 15
7320 Tota outiays tgross) . ~ -7 ~18
1440 Obligated balance, and of year 12 Z 1

Weptification cove 73-4200-0-1-376 2005 acwal 2005 es 2007 et
Direct obligations:
Personne! compensation:
1t Full-time permanent ... $ 3
X Other personnet compensation 1 1 i
na Total personnel compensation 9 0 0
JvA Civitian personnel benefits 2 2 2
232 Other services 1 4 2
3.4 Direct ohfigations . — 2 18 ]
9%.0 2 obligations 1 1 1
93.9 Totat new obfigations .... 3 17 15
Personnel Summary
ientification cate 73-0200-6-1-376 005 acteal  2WBest 2007 est
Direct:
1601 Civitian full-time equivatent ampioyment . 9% 107 67

Public enterprise funds:
SURETY BOND GUARANTEES REVOLVING FUNp
For additional capital for the Surety Bond Guarantees Revolving
Fund, authorized by the Small Business Investment Act of 1958,
as amended, [$2,861,000} $2,970,000, to vemain available until ex-
pended. (Science, State, Justice, Commerce, and Related Agencies Ap-
propriations Act, 2006.)

Program and Financing (in milfions of dollars)

Metifizaton code 13-4155-0-3-376 005 whdl 2005est 207 st
bfigations by grogram activity:
8381 abligations 3 1 ol
1960 Totat new obiigations fobject class 42.0) ... 8 1 1
Sudgetary resources available for ebligation:
2140 Unobligated batonce carsied forwad, Stast of year % 2
New budget authatity (grass) 3 g
2330 Total budgetary resources available for obligation 3 30
2385 Total new abligations ... . -8 -18
2848 Unobligated batance carried fonward, end of year Fil 2
New hudget authority {gross), detail:
Biscrationary:
4000 Appropriation ... 3 3 3
6300 Spending authority from offsetting collection: 0"4
satting coliections {cash) . . 3 $ §
7000 Tatal new budget authority {gross? .. k] 8 9
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Federat Funds—Continued

{Change in obligated balances:
7248 Obligated batance, start of year 3
7318 Total new abligations - . 10
7320 Total outlays {gross) .. -

In addition, for administrative expenses to carry out the direct
and guaranteed loan programs, [$125,307,000) $126,136,000, which
may be transferred to and merged with the appropriations for Sala-
ries and Expensesl: Provided, That, of the funds previously made
available under Public Law 105-135, section 50%(g), for the Delta

! 2 3 3
TASD  Otlgated balance, end of year Loan program, up to $500,000 may be transferred te and merged
Duttays {gross), detait with the appropriation for Salaries and Expenses].
8690 Outlays from new discretionary authority fls ? ? (RESCISSION)
86.33  Outiays from discretionary bafances ..... ) .
¥ " Of the bli; d  bal HE under this heading,
8700 Total outfays (gross) ... O — 7 $ 0 £$4,000,0001 $5,000,000 are rescinded. (Science, State, Justice, Com-
merce, and Related Agencies Appropriations Act, 2006.)
Offsets:
Against gross budget suihorily and outiays: Program and Financing (in millions of doltars)
8840 Offsetting coflections (cask} from:  Non-Federsl
SOUICRS ~6 -5 & iemfoatio code 73-1154-0-1-376 oS acta WS et 2007 est
Het hudget authority and outlays: Obligations by program activity:
89.00 Budget uthority 3 3 33001 Direct foan subsidy ..
9000 Outiays . ! 4 40002 Guaranteed loan subsidy

SBA is authorized to issue bond guarantees to surety com-
panies for construction, service, and supply contracts that
do not exceed $2,000,000 and to reimburse these sureties
up to 90 percent of the losses sustained if the contractor
defaults. SBA’s guarantees provide the incentive necessary
for sureties to issue bonds to small coniractors who could
not otherwise secure them and compete in the contracting
industry.

In 2007, the Budget proposes a $1.7 billion program level
that is anticipated to be sufficient to accommodate demand
from prior-approval and preferred sureties.

Batance Sheet (in millions of doflars}

0005 Reestimate of direct loan ..
0006 toterest on direct loan reestimation .
8007 Resstimate of Joan guarantee subsidy

G008 Interast on feestimates of loan guarantes Subsidy
00.0 istrative expenses
1080 Total new obligatios ...

Budgetary resources available for ohligation:

2140 Unobligated batance carried forward, stad of year 101 13 9
2280 Wew budget suthority {gross) ..... . 2,038 526 121
2210 Resoutes available fom recoveries of prior year obii-

Fations ........ . &
2390 Total budgetary resources available for obligation 2341 539 i
2385 Total new obligations .. - - 2,036 ~ 530 ~126
2398  Unobligated baiance expiring of withdraw -9

Hentiication code 73-4156-0-3-376 2604 actuat MSacwal 2440 Ynobligated bolance carried forward, end of year 13 $ 4
ASSETS: -
Federal assets: Hew budget authority (gross), detail:
101 Fund balances with Treasury . k] %5 Discretionary.
Investments in US securitie: X i
1106 Receivables, net 5 I Ex) Appropriation permanently reduced (P.L. 109-148)
4035 iation permanently reguced ..
1359 Total assels ... 8 28 4036 Unobligated batance permanently reduced
LIABILITIES: i
2201 Non-Federat fiabilities: Accounts payable ... 21 25 4300 Appropriation {total discretionary) ..
Tm——— Mandatory:
2993 Total liabiities . 2 % i 1,906 ey
NEY POSITION: Discretionary:
180 fated capital 1 1 6880  Spending authorty from offsetting collections: Off-
3300 Cumulative results of operations ... 6 3 setting colfections {cash) ... .
3303 Total net position . ! f 7000 Total new budget authority (gross) .
4998 Tota! Habilities and net position .... 28 2

Credit accounts:
BusinEss LOANS PROGRAM ACCOUNT
(INCLUDING TRANSFERS OF FUNDS)

{For the cost of direct loans, $1,300,000, ta remain available until
expended: Provided, That such costs, including the cost of modifying
such loans, shall be as defined in section 502 of the Congressional
Budget Act of 1974: Provided further, That subject] Subject to section
502 of the Congressional Budget Act of 1974, during fiscal year
{2006] 2007 commitments to guarantee loans under section 503 of
the Small Business Investment Act of 1958, shall not exceed {the
levels established under 20(eX1XBXil) of the Small Business Act]
$7,500,000,000: Provided {[further], That during fiscal year [2006]
2007 commitments for general business loans authorized under sec-
tion 7(a) of the Small Business Act, shall not exceed [the levels
established under 20(eX1)B)i) of the Small Business Act}
$17,500,000,000: Provided further, That during fiscal year [2006}
2007 commitments to guarantee loans for debentures under section
308(b) of the Small Business Investment Act of 1958, shall not exceed
$3,000,000,000: Provided further, That during fiscal year £2006] 2007
guarantees of trust certificates authorized by section 5(g) of the Small
Business Act shall not exceed a principal amount of $12,000,000,000.

Change in ohfigated batances:
Obligated balance, start of year
“Total new obigations
Totat outtays (gross)
Adjustments in expired accounts (net) ..
Recoveries of prior yoar obligations ...

7240
B0
7320
7340
7345

7440

Ohligated balance, end of year ...

Suttzys (gross), detalk

8690 OQutlays from new discretionary authority 128 21 121
8693 Outlays from discretionary balances .. 37 5
86.97  Outtays from new mandatory authorty 1,908
87.00 Total autlays (gross} ... 27
5
Against gross hudget authority and eutlays:
B840 Offsetting collections (cash) from:  Non-Federaf
SOUICES .. -3 .
Against gross budget autharity only:
8836 Portion of offselting collections {cash) credited to
expired accounls . H
Rt hudget authority and eutia
89.00 Budget authority 2632 5% 21
9000 Outiays 2,069 531 m
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Credit accounts—Continued
Busivess Loans PrROGRaM ACCOUNT—Centinued
RESCISSION-—~Continued

Surunary of loan Llevels, Subsidy Budget Authority and Outlays hy Program (in
ailligns of dallars)

Guaranteed loan downwaed reestimate Swbsidy budget
iy

237001 Microtoan guarantees
237602 genecal busisess 7ta) ...
237003 Generat busingss — 7(a)
237004 Section 504 .
237005 Section 504 -DELTA
23706 SBIC debentures .
237007 SBIC securities

errori

Ideatification code 73-11§4-0-1-376 005 actuai 2006 est. 2007 a3t
Direct foan levels supportable by subsidy hudgst author-
ity
115001 Micro foans .. 18

115901 Totat direct loan leveis ...
Dizect foan subsidy (in percent):
132001 Micro loans ..

132901 Weighted average subsidy rate
Direct Toan subsidy budget autharity
133061 Micro toans .

133901 Totat subsidy budget authority ..
Direct toan subsidy outlays:
134001 Micre loaas .........

134901 Total subsidy autfays ... N
Direct loan upwam eestimate subsldy mmge« authory
135001 MSC. 10805 v - o

135901 Tofal upward resstimate budget authority
Disect nan downward seestimate subsidy budgst authes-

ity
137008 Misc. foans ...

137901 Total downward reestimate hudge! authority ... -47

Guaranteed loan levels supportable by subsidy budget

authority:

215002 Generat business — Ha) 14284 17,600 17,508
215004 Section 504 ... 5000 7,500 7,500
215006 SBIC debentures 355 3,000 3,000
215010 Secondary market guaranige . & &
215018 General business 7{a} prior . 0

215901 Tatal foan guarantes levels ...
Guaranteed foan subsidy {in percent):

232002 General business — 7ia) 000 0.00 o.08
232004 Section 504 ... 900 0.00 0.08
232006 IBIC debentures 800 6.09 600
232010 Secondary marker guarantes ... 2.00 0.00
232011 General business J{a} priar . £.00 o
232901 Weighted average subsidy rate 280 000 6.00

Guaranteed Joan subsidy budget authori
233002 Geaeral busingss— 7(a)
233004 Section 504 ..
233008 SBIC debentures
233010 Sgeandary masket guatantes
23301) Generat husiness 7{a) orige .

233301 Total subsidy budget authority .

Guaranteed foan subsidy outiays
234062 General business — 7{a}
234004 Sectian 504
234006 3BIC debent;
234010 Secondary market guarantes
234011 General budiness {a) prios

234501 Total subsidy outlays
Guaranteed loan upward reestimale subsidy budget au-
o

235001 M»crolnan guarantees
235002 General usingss 7{a)
235003 Generat business — 7
235004 Section 504 ...
235005 Sectian 504-DELTA
235005 SBIC debentures .
235087 SBIC participating securities
235008 Hew Market Venture Capital .
235009 General business Ma) -DELTA
Q35010 Secandary market guarantes
235011 Generat business T{a) prior .
235012 SBIC 301(d) Ouarantee ...
235013 502 Local development companies

235901 Total upward reestimate budget authosly .. 1,967

237008 New Market Venture Capital .
237009 General vusiness 7{a)—DELTA
737010 Secondary market guasantee
R3T0LL General business 7(a) Prier .
237012 SBIC 3016) Guarantee .

237011 502 Local deveiopment compnies

237901 Total downward reestimate subsidy butget authosty ~476 - 950
Administrative expense data:

351001 Budget authority ... 125 127 1%

359001 Qutfays from new authority 125 124 120

As required by the Federal Credit Reform Act of 1990,
as amended, this account records, for this program, the sub-
sidy costs associated with the direct loans obligated and loan
guarantees committed in 1992 and beyond (including modi-
fications of direct leans or loan guarantees that resulted from
obligations or commitments in any year), as well as adminis-
trative expenses of this program. The subsidy amounts are
estimated on a present value basis; the administrative ex-
penses are estimated on a cash basis.

For 2007, the Budget proposes $126.1 million in new budget
authority for the Business Loans Program account, of which
$7 million will be repaid through administrative fee collec-
tions on loans over $1 million. No appropriations are required
to cover loan subsidy as fees are sufficient to offset losses.

The Section 7(a) program provxdes general business credit
d loan program level for
2007 is $17.5 bxlhon The Section 504 Certified Development
Company program is for long-term fixed rate financing and
the requested guaranteed loan program level is $7.5 billion
in 2007. The Small Business Investment Company (SBIC)
program provides credit to support venture capital invest-
ments. The Budget proposes a program level of $3 billion
for SBIC Debentures.

As part of the Secondary Market Guarantee (SMQ), SBA’s
fiscal agent pools the guaranteed portion of 7(a) loans and
sells the securities to investors. This mechanism provides li-
quidity to lenders participating in the 7(a) loan program, For
FY 2007, the Budget proposes a program level of $12 billion
in such securities. In addition, the Budget proposes fee au-
therity for the program to simplify program management.

Bhject Classification (in miflions of doffars)

Hdentification cade 73-1154-0-3-376 005 actest MG est 2007 est
252 Other services 125 124 1%
410 Grants, subsidies, and contributions 1911 408 .
93 Tatal new obligations 2538 53¢

Busmvess DIRECT LOAN FINANCING ACCOUNT

Program and Finanging {in millions of daflars)

Igeatificaton cod 73-4148-0-3-376 2005 acteal 206 est 2007 st

Obiigations by program activity:
MO1  Direct foans ..
0002 tntecest on Treasury borrowing
2091

0802
0804

18
10

%

Direct obligations—Subtotal ...
Payment of downward reestimate fo 3
Payment of interest on downward reestimate 1o 8

seceipt account .,

0851 Direct obligations——Subtotal ...
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1095

Federal Fynds—Continued

000 Tota) new obligations ...

Budgetary reseurses availabie for obligation:

2140 Unobligated balance camied forward, start of year 3 4 .
2200 New financing authorty (gross) ... 46 "
2210 Resources available from remvenes of prior year OD|K<
gations 7
2260 Podtion applied to repay del
2350 Total budgetary resources avaitable for ubhga(lun &9
2395 Totat new obligations .. 28 B .
240 Unobligated balance camied forward, end of year &
Hew tinanging authority (gross), detail:
Mandatay:
6710 Authority to borrow ... 19 2
Spending authority Trom nﬁsemng caliectior
Discrationary:
£8.00 Offsetting collections {cash} .. 28 53 12
68.10 Change in uncallected costomer paymen!s o
Federal sources {unexpiced) ...
53.90 Spending authority from Mismmg coliections
{total discretionary) ... z 8 12
78.00 Total new financing authority (gross} 46 i 12

{hange in abligated balances:

7240 Dbligated balance, start of year
7330 Total niew sbligations
7320 Total financing disbu
7345 Recoveries of prior yeat obligations
7400 Change in uncolfected custamer payments from Fed-
eral sources (unexpired) ...
7448 Obligated balance, end of year
87.00 Total financing dishursements (grossh 28 2 Ry
Difsats:
Against gross financing suthority and financing dis-
bursements:
Offsetting collections (cash) from:
83.00 Federal sowrces: Payments from program ac-
- ~2

88.00 Upward reestimate ..
3800 Interest on reestimate ..
8825 Interest an uninvested funds -5 &
8340 Repayments of principal, net ~21 -2 -1
840 Dther income ..
8890 Total, offsetting coflections {cash) .. -28 54 ~12

Against gross financing authority only.
8895 Change in receivables from program accounts ... 1.
8836

Pastion of affsetting caflections {cash) credited to
expired ccaunts ... B

Net financing authority and financing disbursements:
83.00 Financing authority ..
9000 Financing disbursements

13 2.
.. ~32 -

Status of Direct Loans {in millions of doflars)

identitication code 73-4148-0-3-376 2005 acwal 2006 est 2007 est.

Position with respect to apprapriations act fimitation
on obligations:

Il Limitaticn on direct loans
150 Totaf direct foan gbiigations 18
Cumutative batance of direct foans outstonding:

1230 OQuistanding, start of year 132 13¢ 134
1231 Disbursements: Dirert ioan dishursement ¢ 18 s
1251 Repayments: Repayments and prepayments ~12
1263 Write-offs for defauft: Direct ioans . ~2
123 Outstarding, end of year ... 125

As requ:red by the Federal Credit Reform Act of 1990,
d, this d t records all cash flows

co and from the Govemment resulting from direct loans obli-
gated in 1992 and beyond (including modifications of direct
loans that resulted from obligations in any year). The

amounts in this account are a means of financing and are
not included in the budget totals.

Balance Shest (in millions of dolfars)

Wentfication code 73-4148-0-3-376 2008 actuh 2005 actual
ASSETS:
Federal assets:
101 Fund balances with Treasury . 12 64
tvestments in US securities:
1196 Recelvatles, net u
1206  Non-Federal assets: Receivables, net 2 1
Net value of assels related to post~
1331 girect foans receivable:
1401 Direct toans receivable, gross . 132 138
1405 Allowance for subsidy cost &) 42 24
1493 Net present value of assets refated to direct foans .. 58 e
1999 Total assets . 134 199
LIABILITIES:
Federal labilities:
2103 Debt 191 154
2105 Qther 4
2207 Nen-Federal liabilities: Other . 2
2999 Total fishilities ..... 194 198
4359 Total liabifities snd net position .. 194 199
m——
BUSINESS GUARANTEED LOAN FINANCING ACCOUNT
Program and Financing (in millians of dollars)
sntification coda 73-4149-0-3-376 2005 wctual 2006 est. 2007 et
Dbligations By program activity:
00.01  Default clabms ... 1547 1,660 1,650
00.02 interest on Treasury borrowing 127 27 80
00.85  Qther Expenses ... 131 120 15
LR Divect obligations—Subtatat L8306 2,055 1315
08.02 Payment of downward reestimate to reseipt account 323 [
08.04 Payment of interest o dowaward teestimate to re-
caipt account . .
0891 Direct obligations—Subtataf .
1000 Total new obligations . 2215 3,008 1815
Butigetary resources available for ohligation:
2140 Unobligated balance canied forward, start of year 3072 2514 2343
2280 New financing authority {gross) 3713 2834 1925

2216 Resnumes available from recoveries of prior year nhlp

2250 Pudiml eophed 14 repay debt

2390 Totst budgetsry resources avsifable for Ubllga(mn 4,788 §,348 4268
2335 Total new obligations . —2275 - 3,005
2440 Unobligated batance carried forward, end of year 2514 2343 2353
Hew financing authority {gross), detait:
Mandatory:
6740 Autherity to Dorrow 47 950 L)
Spending authority from offsefting coliections.
Discretionary:

£8.00 Offsetting collections (cash) ., 3288 1884 1625
68.10 Change i uncollected customev payments from

Federa} sources (unexpired) . ~45
£8.90 Spending authority from offsetting coflections

{totat discrationary} .. 3,243 1,884 1625
7080 Total new financing authority {grass) .... 3 283 1928

Change in obligated balances:
7240 Obligated balance, start of year ~3% 16 1
7310 Total new obligations ... 2275 3,065 1915
7320 Total financing disbursements {gross) .. - 2255 - 2,750 — 2,180
73.45  Recoveries of prior year obligations ... -1 . .
7400 Change in uncoliected customer payments from Fed-
eral saurces {unexpired) .. . 45
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1096 fosen funts—consne THE BUDGET FOR FISCAL YEAR 2007
i o - i Investments in US secucities:
Credit aocounts—Continued . 1108 Recelvabies, nef ... 1783 354
BusiNESs GUARANTEED LOAN FINaNCING Account—Continued 1206 Nao-Federal assets. Recewables, net £ W
S N et value of assets selated o post~
Program znd Financing {in milfons of dollars)—Continued 1991 scquiced defaulted guaran-
teed loans receivable:
identification code 73-4343-5-3-376 a0l S et WTet 1501 Defaulted guaranteed foans receivable, gross . 7769 4204
1504 Foreclosed property 15
7440 Obligated bafance, end of year 1§ at 3 1505 Allowance for subsidy cost () Taas3 315
B7.00 other ... 2,25% 2750 2100 ——— e
1593 RMet present walue of assets related to defaulted
Dfsets: guaranteed loans 316 1065
Agam;:} g;a"s‘:n:rsnancmx autharity and Hnancing dis- T — PP St
: L
Qffseting calsctions (cast} from: AL, it
82.00 Payments from program account =35 .. . 203 Debt g 2497 a6
£8.00 Upwmard reestimate . — 1357 —329 205 Other ydxé 38
88.00 intesest on reestimate -5 Non o R
3800 Other lon-Federal fiabilities:
8825 Jnterast on u 2201 Accounts payable ... 3 ki
3840 Feos . 2204 Lishilities for foan guarantees 275 2143
8840 Regoveries - 2207 Dther -20 -2t
B0 ot P 299 Toat fabites . 5158 338
8890 Total, affseiting collections (cash --3289 1,884 -~ 1,625 4999 Total fiabilites and net position . 5158 395
Against gross financing authorty only:
8895 Change in receivables from program accounts .. 45 ..

9896 Portion of offseiting coflections {cash) credited m

expired accounts . 1o

Net financing authority and finascing disbursement
3300 financing authority .
3000 Financing dishursements .

49 958 300
- 1833 856 475

Busingss LOAN FUND LIQUIDATING ACCOUNT

Program and Financing (in millions of doliars)

Status of Guaranteed Loans (in millons of doflars)

Igentifization code 73-4149-0-3-376 2006 sctual 2006 est 2007 st

Fosition with respect fo appropriations 4ct lmitation
o commitments:
2111 Limitatioa on guaranteed ioans made by private fend~
e

25,938 38,500 40,000

2150 Total guaranteed loan cominitments .. 29,933 38,560 40,000
2189 Guaranteed amount of guavanteed foan cummttments 23.000 29,625 30,408

Cumulative batance of guaranteed toans outstanding
2210 Outstanding, start of year
2231 Disbursements of new guaranteed loans
2251 Repayments and prepayments ........

Adjustments:
261 Terminations for default that result in loans receiv-
able
2264 Other adjustments, net

56,982 72880 8870
18,851 24,490 2940
-1 ~ 12800 14700

~ 1,887 - 1,900 2100
10,262

2280 Outstanding, end of year ... 72,880 82670 28,810

Memotandum:
2239  Guaranteed amount of guaran!eed ioans w(slandwg,
end of yesr
Addendum:
Cumulative balance of defaulted guarasteed loans
thiat result in loans receivabie:

59,726 78,536 84,378

210 ODutstanding, Start of year .. 2769 4200 5219
731 Disbursements for guaranteed toan claims 1547 1906 2190
2350 Repayments of foans feceivable -4 el 730
261 Wrte-offs of toans receivable I R

264 Other adjustments, net ..

2390 Outstanding, end of year . 4204 5218 831

As required by the Federal Credit Reform Act of 1990,
as amended, this non-budgetary account records all cash flows
to and from the Government resulting from loan guarantees
committed in 1992 and beyond (including modifications of
Ipan guarantees that resulted from commitments in any year).
The amounts in this account are a means of financing and
are not included in the budget totals.

Balance Sheet {in millions of doliars)

identification cade 73-4143-0-3-375 2006 acton 2005 actuat

ASSETS:
Federal assets:
0L Fund bylances with Treasury .

3032 2352

Hgentification code 73-4134. 005 actial 2006 e 2007 ent

Dbtigations by program activity:

00.01 interest Expense to Treasury § 4 3

00.05  Guaranteed loan default claims 5 3 2

00.08  Other expenses ......... it 7 5

1000 Totat new abligations ... 2 i i
Butigatary rasoucces avaifable for obligation:

2140 Unobligated balance carried forward, start of year 93 I

2200 New budget authorily {gross)
2210 Resources available fom recaveries of prior year ohii-

gations ..
2240 Capital transfer to g

15

2260 Portion applied to repay dem [o 223 -7 -15 ~12
23.50 Tolal budgetary resturces available for obigation 100 u i
2395 Total new obligations - 22 ~14 - 10
2040 Unobligated bafonce cawied forward, end of year 7.
New hudget authority (gross), detaik:
Mandatary:

80.00 50 30 0
69.00 Sgendmg autherity fram n?fsmmg coflections: Dffset-

ting collections (cash) ... 85 48 3
7000 Total new budget authority (gross) .. 2k} 8 36

Change in obkigated batances:
7240 Obligated batance, start of year
7318 Total new obligations
7320 Votal autlays {gross}
1345 Recoveries of prior year bligatians

Ja 4 Obligated batance, end of year

Dutlays (grass), detaik:

85.97  Outisys from new mandatory authority 2 18 )53

L03n repayments:

Bisats:
Against gross hudget authority and outlays:
Offsetting callections (cash} from:
Loan repayments:

3840 Financing Investiment programs-principal -~37 ~25 -1
8340 Interest Income-Business & investment -8 -5 ~4
8840 Fees . -1 -1 -1
8840 Collection on FFB loans -i7 ~15 ~12
8 Other Income-both Business and lnvestment -4 ~2 -2
3836 Tatat, offsetting coflections (cash) ~65 ~48 —3
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SMALL BUSINESS ADMINISTRATION fetwl uncs—conines 1097
Net budget authority and outlay 4989 Total lisbifities and net position .. 284 29
83.00  Budget authority 38 gg gg
00 elys - - - Uhject Classification (in millons of dotiars)
Status of Direct Loans {in millions of dallars) idemtification code 73-4154-0-3-376 005 scteal 06 est 2007 est.
5 428 Insurance claims and indemnities 16 i 7
. - 4154-0-3- i W0Gest  2007ew,
Heatifcation cade 73-4154-0-3-976 2005 aowal 200 es B " H H ]
Comutative balance of direct fgons outstandia, e
1210 Outstanding, statt of year .. 4 9 4 %9 Total aew obligations _.... j} 16

1232

Dishursement
public
Repayments Repaymen\s and prepayrents
Write-ofs for default:
Direct loans
Other sdjustments, o

Purchase of loans assets fom the

1251

1263
1263

1290 Qutstanding, end of year .

Cumulative batance of direct loans outstandin
1218 Outstanding, start of year ...
1251  Repayments: Repayments and prapayments

1290

Qutstanding, end of year .....

Status of Guaranteed Loans {in millions of doflars)

itentification code F3-8154-8-3-376 2006 acteal 2005 est, 2067 est
Cumufative balance of guaranteed joans outstanding
2210 Qutstanding, start of year 531 377 %8
2251 Repayments snd prepayments - 150 - 108 -15
61 Adjustments: Terminations for defautt that result in
loans receivable . -4 -3 -2
2% Outstanding, end of year .. n 268 18t
Memorandum:
2793 Guaranieed amount of guaranteed loans outstanding,
end of year ... 1 211 168
Addendum:
Cumulative batance of defaylled guaranteed loans
that result in loans. mcemakﬂe-
2318 Butstanding, start of yea 5 58 4%
2331 Dishursements for guaranteed loan claims 4 3 2
2351 Repayments of loans receivable -2 ~-13 ~11
236¢ Write-offs of loans receivable -2 -1 ~1
2364 Other adjustments, net - B
3% Outstanding, end of year ... 55 44 34

As required by the Federal Credit Reform Act of 1990,
as amended, this account records all cash flows to and from
the Government resulting from SBA direct loans obligated
and loan guarantees committed prior to 1992. This aceount
is shown on a cash basis. All new activity in this program
in 1992 and beyond (including modifications of direct loans
or loan guarantees made in any year) is recorded in cor-
responding program and financing accounts.

Balance Sheet (in millions of dollars)

DisasTER LOANS PROGRAM ACCOUNT
(INCLUDING TRANSFERS OF FUNDS)

{¥rom unobligated balances under this heading, in fiscal year 2006,
not to exceed $9,000,000 may be transferred to and merged with
appropriations for Salaries and Expenses for indirect ad: ative
expenses, of which $1,500,000 is for the Office of Inspector General
of the Small Business Administration for audits and reviews of dis-
aster Joans and the disaster loan program and shall be transferred
to and merged with appropriations for the Office of Inspector Gen-
eral.] For the cost of direct loans authorized by section 7(b) of the
Small Business Act, $85,140,000, to remein available until expended:
Provided, That such costs, inciuding the cost of modifying such loans,
shall be as defined in section 502 of the Congressional Budget Act
of 1974. In addition, for administrative expenses fo carry out the
direct loan program authorized by section 7(b), of the Small Business
Act, $113,850,000, of which $495,000 is for the Office of Inspector
General of the Small Business Administration for audits and reviews
of disaster loans and the disaster loan program and shall be trans-
ferred to and merged with appropriations for the Office of Inspector
General; of which $104,445,000 is for direct administrative expenses
of loan making and servicing to carry out the direct loan program,
to remain available until expended, and which may be transferred
and merged with appropriations for Salories and Expenses; and of
which $8,910,000 is for indirect administrative expenses, whick may
be transferred and merged with appropriations for Salaries and Ex-
penses.

(RESCISSION)

bai )

Of the bli; 4 under this heading,
$3,700,000 are rescinded. (Science, State, Justice, Commerce, and Re-
lated Agencies Appropriations Act, 2006.}

[UNCLUDING TRANSFER OF FUNDSI}

[For an additional amount for the “Disaster Loans Program Ac-
count” authorized by section 7(b) of the Small Business Act, for nec-
essary expenses related to hurricanes in the Gulf of Mexico in cal-
endar year 2005 and other natural disasters, $264,500,000, to remain
available until expended: Provided, That such costs, including the
cost of meodifying such loans shall be as defined in section 502 of
the Congressional Budget Act of 1974,

In addition, for administrative expenses to carry out the direct
loan program authorized by section 7(b), $176,500,000, to remain
avajlable until expended, which may be transferred to and merged
with “Salaries and Expenseq Prouuied That the amounts provxded
under this heading are desi s an pur.
suant to section 402 of H, Con. Res 95 (109th Congress), the concur-

Hentification cods 73-4154-0-3-476 2004 actuat 005 actuat
o rent lution on the budget for fiscal year 2006: Provided fur-
1101 Federal assets; Fund balances with Treasury ...... 108 3 ther, ’I‘hat“no funds shall be transferred to the appropriation for “Sala-
1206 Non-Fedoral assets: Receivatles, ret 3 ;  res and for indirect ative (Emergency
1601 Direct loans, gross . 133 104 Supplemental Appropriations Act to Address Hurricanes in the Gulf
1604 Direct toans and interest receivable, net .. 133 ji of Mesico and Pandemic Influenza, 2006,
1699 Value of assets related Yo direct foans 13 o4 Program and Financing (i miffons of dolars
1301 Other Federal assets: Other assets . 5 35
e dnfiCatOR 5008 73-1152-0-1-453 005 actosl W0G e 2007 est
1999 Total assets 84 28
LABILITES: Obtigations by program activity:
Fedzral tial 00.01  Direct loan subsidy 163
2101 N:cunms pamle 8 6 0005 Upward reestimate pral
203 Dett 58 41 00.06 Interest on upward reesnmates ui diect loars . 14
2105 Other Liabilt 18 156 0009 exper 540
HNon-Federal liabil Tm—
2201 Accounts paysble 38 4 1080 Total new obtigations ... 1048
2207 Other Liabilities u 22
2999 Total ishilities ., uigetary resources avaitable for obfigation:

284 228

21 40 Unobligated batance carded forward, start of year 23 386 4
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Credit accounts-Continued
DisasTeER LOANS PROGRAM ACCOUNT—Continued
{{UNCLUDING TRANSFER OF fUNDS)}—Continued

Program ard Financing {in millions of dollars)—JContinued

Idennfication sode 73-1152-0-1-453 205 actuat 2006 ast 2007 et
2200 New budget authosty (gOss) ... 37 st 195
2210 Resources avaiisble Fam secaveries of prior Yo7t ooH-

gations .. 3 Ed
290 Total budgetary resources avaitable for pbhgahon %2 2
2395 Tatal new obligations . ~%g -
2043 Unobligated batance caried forward, end of year 36 2

Hew budgat avthority {gross), detait:
Discretionay:
080 fation ... - TR 198
000 i 929 al
6033 Appmpration permanently reduced ..
4036 Unobigated balance permanently reduced
QB0 Appropration (totat discretionany)
33 8
7006 Total new budget authority (gross) .. 1377 s21
Change in obligated halances:

7240 Obligated batance, start of yeac 23 59 3
TLI0 Total new obligations 1040 a3 2
7320 Total outiays (gross) ~10 -9 15
7345 Recoveries af prior year abligations ~% -3 -3

7418 Change in uncoflected customer payments from Fed-
eral sources {expired) .

7440 Obiigated balance, end of year 5 3 i
Dutiays (gross), detail:
8690 Outlays from new discretionary authority 540 41 153

8653 Outiays from disceetionary balances .
8697 Qutiays from new mandatory authority

8768 Total outlays (gross) ..

359001 Dutfays from new authority _...... a3 170 8t

As required by the Federal Credit Reform Act of 1990,
as amended, this account records, for leans made pursuant
to Section 7(b) of the Small Business Act, as amended, the
subsidy costs associated with the direct loans obligated in
1992 and beyond (including medifications of direct loans or
loan guarantees that resulted from obligations or commit-
ments in any year), as well as administrative expenses of
this program. The subsidy amounts are estimated on a
present value basis; the administrative expenses are esti-
mated on a cash basis.

Disaster loans made pursuant to Section 7(b) of the Small
Business Act provide Federal assistance for non-farm, private
sector disaster losses. Through this program, SBA helps
homeowners, renters, businesses of all sizes, and non-profit
organizations pay for the cost of rebuilding and repairing
structures damaged by natural disasters. The program is the
only form of SBA assistance not limited to small businesses.
The program provides subsidized loans of up to 30 years
to borrowers who have incurred uninsured physical losses
or economic injury as the result of a natural disaster,

The 2007 Budget proposes to continue providing pref-
erential loan terms to victims of disasters. However, to more
appropriately tailor Federal assisatance to borrower needs
and contain the escalating costs of the loans, the Budget
proposes to adopt graduated interest rates for the Disaster
Loan program. During the first five years after a disaster,
interest rates would remain well below the Treasury’s interest
rate for most borrowers. Thercafter, rates would graduate
to a comparable-maturity Treasury instroument. This structure
would continue to provide borrowers with deep interest sub-
sidies when they need them most—immediately after a dis-
aster—and after five years, subsidies would continue at a
reduced level.

In 2007, the Budget supports $900 million in loans. The
subsidy rate is 13.18 percent.

Ohject Glassification {in miflions of doftars)

Net budget authority and outla
8300 Budgel authariy .........
9000 Outiays ......

13 521 195
1003 929 183

Summary of Loan Levels, Subsidy Budget Authority and Butlays by Program (in
wilions of doffats)

Mengfication cade 73-1152-0-1-453 2005 mtvel WS est 2007 est
D-rect Soan fevals supportable by subsidy budget author-

15801 Diszste( Loan .. 1271 4,587 S0¢

115301 Total direct losn fevels 127 4,587 300
Uirect foan subsidy fin perc:

132001 Disaster Loan ..... 1286 1464 318

132901 Weighted average subsidy rate . 1286 1a58 1318
Direct foan subsidy budgef aumomy

133001 Disaster toan 163 871 He

133901 Tolal subsidy budgel authorily ... 183 671 g
Direct loan subsidy uuuays

13406} Oisaster Loan ... wr &7 &

132981 Total subsidy sutiays . 27 871 89

Direct loan upward resstimate Subsidy  ui autharty
135001 Disaster Laan ...

337

135801 Total upward resstimate budget authorily ... 337

Direct foan downward teestimate subsidy budge! author-

ity
137001 Disaster Loan ..

137301 Tatab downward reestimate budgel authority ..

Administrative expense data:

351001 Budget authority ... 540 187 4

Tienttication cade 73-1152-0-1-453 2005 sl HGBest 2007 est
2.2 Other services 540 187 14
4190 Grants, subsidies. and costributions 500 751 18
993 Total new obligations . 1048 938 22
DisasteEr DIRECT LOAN FINANCING ACCOUNT
Program and Financing {in millions of dollars}
identifzation code 73-8150-0-3-453 2005 actual 26 est 2007 ext
Bhtigations by pragram activity:
00.01  Girect Joans ... L2 4,587 900
6002 faterest on T(easuw 408 600 308
80.03 Other ...
2091 Dicect ohfigations—Subtotal ... 1,763

1208
08.02 Payment of dowaward reestimate to 2 receipt account 2 .
0894 Payment of interest on downward seestimate to 4

receigt account .. 43
089t Direct obligaticas—Sublotal ... 0
1000 Tatal new obfigatians ... "T;]; 5,201 1,200
Budgetary resouces avaitatie for obigation:
2140 Unabligated batance carried fonward, start of year 2348 3,192

22.00 New financing authority (grossh
2210 Resources available from recovar

£8hiens ...
2260 Portion applied to repay debt

~am ~a Tl
2390 Tatal hudgetary resources avaitable for obligation 4,965 5,201 1200
23.95 Total new obligations ... -1 -5,20% ~ 5200
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2440 Unobligated balence cavied forward, end of year 319 .. Het vatue of assets refated to post-
1981 direct loans receivab 1618
—— . ’ 1401 Direct loans receivable, gross . 303 5
Hew "“'"““F authority (gross), detal 1405 Aflowance for subsidy cost -} 13 “ga9
6710 Authoriy to borrow ... kg 915 T8 1499 Mot present value of sssets related to direct toans . 2421 2929
Speading uthorty from offsetting collctions: )
Discretionary: 1939 Total assets ... 5933 6603
68.00 Offsetting collections {cash) 121t 1,805 i LIABHLITIES:
8818 Change in uncoffected cusiomer Federal Yiabilities:
Federai sources {unexpired) ... 16 Oebt 5,863 6,585
Other L] 8
6830 Spending authorly from G‘fSE“‘“E collctions 201 Non-Federal abilties: Accounts payadle ..... H
{totat discretionay) .. Lz 1,805 7
R— 2939 Total liabifities .. 5933
70086 Total new financing authodity (gross) ... 4,940 5720 149 e
4999 Total liabilities and net position . 5933

{Change in obtigated balances:
7248 Obligated balance, start of year
7310 Totai new cbligations ......
7320 TYetal financing disbursements {gross}
345 Recoveries of prior year cbiigation

enram——_—

DisasteEr LoaN FUND LIQUIDATING ACCOUNT

7400 Change in uncollected customer payme Program and Financing (in mitlions of dollars)
eral sources (unexpired) ... ~16
» . 7
TAAD Obtgatad bolancs, endof e P ot g1y Menticaton ot 73-4153-0-3-453 05 actual A est 2007 v
8700 Total financing disbursements (gross) .. 1475 5000 993 Qbfigatons by grogram activiy:
0181 Interest axpense to Treasuy 2 3 1
Dffsets: . - GLOI Other expenses .. 2
Against gross financing authoriy and financing dis- -
Dursements: 1000 Totat new obligations ... 2 § 3
Offsetting collections {cash) from:
Sg'ag ;37'“:" f";‘.“ program accoudt . - Budgetary resources avaitable for obligation:
SO0 Uit e i 2040 Unobiigated balence camed forward, start of year 61 8 .
8 interest on upward resstimate . 2200 New hudget authorty fom offsetting calizctions
8825 interest income from Treasury . [ M 2 12
8.0 Repayments of princinal, net Sl traneie _ _ -
10 o on o i b 2240 Capitat transfer to general fun 6l 8 9
850 Total, ofseting collctions (cash) ... S - oms 2% Tl e soutces avallble o bgation
Against gross financing autharity only:
8895 Change in meeivables from pmgram accounts ... -16 . %40 Unobligated batance camied forwasd, end of year
Het financing authorily and financing disbursements: N tharit :
8900 Financing autriy . M 39 18 O s uthrfty (ross, detal
9000 Financing disbursements - %5 319 B g : @ » 5
89.00 Spending autherity from affsetting coflections: Offset-
Statws of Direct Loans (in milions of doilars) ting coflections {cash) : w_o_u !
I Totat tharit 1
Heatificaton cote 73-4150-0-3-453 W e a0 Tl o hudgst autrly (goss 5 z i
Position with vespect to appropriations ast fimitation Changs in obligated bafances:
on obligations: 724G Obligated balance, statt of year 3 2 4
1L Limitation o direct loans ; 7310 Total new obligations . H 5 3
1131 Direct loan obligations exempt fram limitation Lan 7320 Total sutlays (gross) 3 ~3 —2
1150 Total direct loan obligations . ¥4 4587 90 7440 Obfigated balance, end of year 2 4 5
Cumulative balance of direct laans outstanding: Qutlays (grass), detait:
1210 Outstanding, start of year ..., 3034 3518 6530 8657 Outteys from new mandatory authority ... 3 3 2
1231 Dishursements: Dirsct loan disbussements . 995 352 633
1251 Repayments: Repayments and prepayments ~372 ~ 554 -~ 350 Stfsets:
g ol for defa Against gross budget authorty and suttays;
logr ot oo Offsetting coliections (cash) fro
Other adjustments, oet 8340 Loan regayments - -8 -3 -5
129 Outstanding, end of yea 368 s gay M4 Othercolection hid -2 -2
850 Tota), offsetting eotiections (cash) ~14 -1 -7
As requxred by the Federal Credit Reform Act of 1990,
as d, thig tary records all cash ﬂows et budget authority and outtay
to and from the Govemment resulting from direct loans obli- 8900 Budget authedty . 50 10 5
gated in 1992 and beyond (including modifications of divect %090 Outlas . -u —8 -5
loans that resulted from obligations in any year). The
amounts in this account are a means of financing and are Status of Birect Loans (in miions of dolars)
not included in the budget totals.
Wentifizaton coge 73-4153-0-3-453 W05 actual NG est 2007 et
Baltance Sheet (in millions of dolars) Cumulative balance of direct loans outstanding
1210 Quistanding, start of year .., 35 28 21
Hdentification code F3-4150-6-3-453 2004 actual 2005 actuat 1251 Repayments: Repayments and prepayments ~8 -6 ~5
RS Wiite-offs for cefa
Fodmal dssels: 1263 Direct oans
101 Furd blances it Treasury 3137 jggs (OB Other adustments, et
Investments in US securities 1290 Quistanding, end of yaar .. 23 2 17

1106 Receivables ... 375 78
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Federal Fonds—Cortinoed

THE BUDGET FOR FISCAL YEAR 2007

Credit accounts—Continued
InsasTER LoAN FUND LIQUIDATING ACCOUNT-—Continued

As required by the Federal Credit Reform Act of 1990,
as amended, this account records all cash flows to and from
the Government resulting from SBA disaster direct loans obh-
gated prior to 1992. This account is shown on a cash basis.
All new activity in this program in 1992 and beyond (includ-
ing modifications of direct loans or loan guarantees made
in any year) is recorded in corresponding program and financ-
ing accounts,

Balance Sheet (in wilfions of doltars)

Status of Guaranteed Loams (in millions of dollars)

identilication code 73-4147-0-3-176 2603 actual 2008 2st. 2007 est.
Cumuiatiwe balance of guarantesd loans Gutslanamg

2210 Outstanding, start of year 5 4 i

2251 Repayments and grepayments -2 -2 -1

Adjustments:
2261 Terminatioos for default that result

taans seceiy-

abte
Other adjustments, m

2064
209 Outstanding, end of yeat .. 4 1
Memorandum:
2299 Guaranteed amount of guaranreed foans nutsmmng
end of year .. 4 1

Cumylative batance of defaulted guarantesd foans
that result in loans seceivabl
Outstanding, start of year ...
2331 for guaranteed loan claims

0 2 %

2398 Outstarding, end of year .....

Public Law 94-305 established this fund to alleviate the
adverse impact of pellution regulations on small businesses.
As a result of the elimination of tax exempt financing associ-
ated with the Pollution Control Guaranteed program, no new
activity is anticipated for this program.

Henuficaton code 73-2153-0-3-453 2003 actuat 2805 actual Addendum:
ASSETS:
1301 Federal assets: Fond balances with Treasury 3] LR
1601 Direst toans, et . 35 2%
1698 Value of assets related to direct loans . 35 28 231 Write-offs of luans eeceivadle .
1908 Diher Federal assets: Other assets .. 3
1999 Total assets ... 102
UABILITIES:
Federal fiabilities:
201 Accounts pavable .o - 3 2
2105 Other 99 %0
2999 Total Habilities ... 102 2
4999 Tolal Habilities and net positian ... to2 2

Object Classification {in millions of dollars}

Yeenification sede 73-153-0-3-453 2008 setusl 2005t 2007 est

252 Other services ... 2
430 lnterest and dividends 1
99 Total vew obligations .. 3

PorLution CONTROL EQUIPMENT FUND LIQUIDATING ACCOUNT

Program and Financing (in mitlions of dollars}

hientheation code 73-3147-8-3-376 2005 actuat 2006 est. 2007 eet
Obligations by program activity:

0001 Disbursement for Guaraaty Loan Claim ... 3 3

1080 Total new obligations fobject class 42.) ... 3 3

Budgetary resources available for abligation:
2140 Unobligated balance camied forward, statt of year
2200 New budget authority {gross) ...
2240 Capitat transfer {6 general fund .

2380 Total hudgetary resources available for am.gamn
2395 Totat new abligations ... . ~3
246 Unotigated balance carried forward, end of yesr 1.
Hew hudw amhur«ly {gross), detail:
Mandator
60.08 . 3 3 3
Change in obligated balances:
T310 Totat new obligaticns 3 3
7320 Total outlays {gross) . ~3 -3
Outiays {grass), detaik
86.97 Outtays from new mandatory authority . 3 3
Het budget authority and autlays:
8900 Budgst authority . 3 3 3
$6.00  Outtays ...... 3 3

Balance Sheet (in millions of doflars)

\gentihicaton cads 73-4147-0-3-478 2004 actust 2005 actuat

ASSETS:
101 federal assets: Fund balances with Treasury ...
1603 Allowance for estimated uncoflectitle feans and mter~
2 ~15
1261 Defaulted guaranteed loans, gross .. 1% il

99 Totai assels 19 8
LIBILITIES:
2104 Federal Nabilites: Resources payable o Treasury ..... i 8
2993 Total fiabifities ... i g
4993 Total fiahilities and net position ... 19 8

[ -

ADMINISTRATIVE PROVISION—-SMALL BUSINESS ADMINISTRATION

Not to exceed 5 percent of any appropriation made available for
the current fiscal year for the Small Business Adwministration in this
Act may be transferred hetween such appropriations, but no such
appropriation shall be increased by more than 10 percent by any
such transfers: Provided, That any transfer pursuant to this para-
graph shall be treated as a reprogramming nf funds under seuhon
605 of this Act and shall not be available for or
except in compliance with the procedures set forth in that section,
(Science, State, Justice, Commerce, and Related Agencies Appropria-
tions Act, 2006.)

et

GENERAL FUND RECEIPT ACCOUNTS

{in miftians of dotlars)

2005 actual 2006 et 2007 est.
Offsetting receipts from the public:
73-272130  Disaster fan program, Downward reestimatss
of subsidies ... w u
73-272230 Business loan program, Downward reesti-
mates of SubSIgies ....... - . i 992

General Fund Offsetting ceceipts from the public ... 548 1,006 .
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Table 7-2. REESTIMATES OF CREDIT SUBSIDIES ON LOANS DISBURSED BETWEEN 1892-20051
(Budget authority and outlays, in milions of dollars)
Program 1995 1986 1997 1988 1999 2000 2001 2002 2003 2004 2008 2006
DIRECT LOANS:
Agricuiture:
Agricutture credit insurance fund -2
Fam storage facifity loans -1
Apple loans .. 3

Emergency boll weevil foan

G
Distance learning and telemedicine ...
Rural electrification and telecommunications foans
Rura} telephone bark ...
Rural housing insurance fund
Rural economic development loans
Rural igan program

Rural ity program2

PL. 480
P.L. 480 Title | food for progress credits

Commerce:
Fisheries finance

Defense:
Military housing improvement fund .....
Education:

Federal direct student loan program: 2
Volure reestimate ...
Other technical reestimate

College housing and academic facilities foans

Homeland Security:
Disaster assistance ...

interior:
Bureay of F

loans
Bureau of Indian Affairs direct toans .
Assistance to American Samoa ...

State
loans

Transportation:
High priority corsdor loans
Alameda corridor foan ..
Transportation infrastructure finance and innovatios
Railroad rehabilitation and improvement program

Treasury;
Community development financial institutions fund ...

Veterans Affairs:
Veterans housing benefit program fund
Native American veteran housing
Vocational iitation Loans

Environmental Protection Agency:
Abatement, contro! and compliance ...

International Assistance Programs:
Foreign mifitary financing ..

.8, Agency for infemationat Developme:
Micro and smali enterprise development
Overseas Private investment Comporation:
QPIC direet loan:
Debt reduction ...
Small Business Administration:
Business loans
Disaster loans

Qther Independent Agencies:
Export-Import Bank direct loans
Federat Ci ications Cormmi
LOAN GUARANTEES:

Agricuture:
Agriculture credit insurance fund ...

ire

30 76 =11

kig

-1

~107

157
-804

205

-897

-1

-7

~14

"7
92

40

-840
346

“Taa

=21
~47

25
589

-305
380

-2

-1
-11

-18
&1

=257
24

~162
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while borrowers are in school, during a six-month grace
period after graduation, and during certain deferment
periods.

The FFEL program provides loans through an admin-
istrative structure involving over 3,500 lenders, 35
State and private guaranty agencies, roughly 50 partici-
pants in the secondary market, and approximately
6,000 participating schools. Under FFEL, banks and
other eligible lenders loan private capital to students
and parents, guaranty agencies insure the loans, and
the Federal Government reinsures the loans against
borrower default. Lenders bear two percent of the de-
fault risk, and the Federal Government is responsible
for the remainder. The Department also makes admin-
istrative payments to guaranty agencies and, at certain
times, pays interest subsidies on behalf of borrowers
to lenders.

The William D. Ford Direct Student Loan program
was authorized by the Student Loan Reform Act of
1993. Under the Direct Loan program, the Federal Gov-
ernment provides loan capital directly to more than
1,100 schools, which then disburse loan funds to stu-
dents. The program offers a variety of flexible repay-
ment plans including income-contingent repayment,
under which annual repayment amounts vary based
on the income of the borrower and payments can be
made over 25 years with any residual balances forgiven.

Last year, the Administration worked to improve the
way the loan programs operate by eliminating unneces-
sary subsidies, expanding risk-sharing to reduce costs,
and improving the financial stability of the guaranty
agency system. In response, Congress passed reconcili-
ation legislation which will reduce excess subsidies in
FFEL and help make both the Direct Loan and FFEL
programs more effective. The reforms include a reduc-
tion in the percentage of Federal guarantee provided
against default in recognition of the strong repayment
record for student loans today and an elimination of
unnecessary and costly loan subsidy provisions that al-
lowed some loan holders to have exorbitant financial
returns on loans funded through tax-exempt securities.

Business and Rural Development Credit
Programs and GSEs

The Federal Government guarantees smal] business
loans to promote entrepreneurship. The Government
also offers direct loans and loan guarantees to farmers
who may have difficulty obtaining credit elsewhere and
to rural communities that need to develop and maintain
infrastructure. Two GSEs, the Farm Credit System and
the Federal Agricultural Mortgage Corporation, in-
crease liquidity in the agricultural lending market.

Small Business Administration

The Small Business Administration (SBA) helps en-
trepreneurs start, sustain, and grow small businesses.
As a “gap lender” SBA works to supplement market
lending and provide access to credit where private lend-
ers are reluctant to do so without a Government guar-
antee. Additionally, SBA assists home and business-

owners, as well as renters, cover the uninsured costs
of recovery from disasters.

The 2007 Budget requests $436 million, including ad-
ministrative funds, for SBA to leverage more than $28
billion in financing for small businesses and disaster
victims. The 7(a) General Business Loan program will
support $17.5 billion in guaranteed loans while the 504
Certified Development Company program will support
$7.5 billion in guaranteed loans for fixed-asset financ-
ing. SBA will supplement the capital of Small Business
Investment Companies (8BICs) with $3 billion in long-
term, guaranteed loans for venture capital investments
in small businesses. At the end of 2005, the outstanding
balance of business loans totaled $63 billion.

SBA seeks to target assistance more effectively to
credit-worthy borrowers who would not be well-served
by the commercial markets in the absence of a Govern-
ment guarantee to cover defaults. SBA is actively en-
couraging financial institutions to increase lending to
start-up firms, low-income entrepreneurs, and bor-
rowers in search of financing below $150,000. SBA’s
outreach for the 7(a) program has heen successful. Av-
erage loan size has decreased from $232,000 in 2001
to $160,000 in 2005, while the number of small busi-
nesses served has grown from 43,000 to 89,000 during
the same time period.

Improving management by measuring and mitigating
risks in SBA’s $63 billion business loan portfolio is
one of the agency’s greatest challenges. As the agency
del more responsibility to the private sector to
administer SBA guaranteed loans, oversight functions
become increasingly important. In the past few years,
SBA established the Office of Lender Oversight, which
is responsible for evaluating individual SBA lenders.
This office employs a variety of analytical techniques
to ensure sound financial management by SBA and te
hold lendi partners ble for performance.
These technigques include portfolio performance anal-
ysis, selected credit reviews, credit scoring to compare
lenders’ performance, and industry concentration anal-
ysis. The oversight program is also developing on-site
safety and soundness examinations and off-site moni-
toring of Small Business Lending Companies and com-
pliance reviews of SBA lenders.

To operate more efficiently, SBA has implemented
an automated loan origination system for the Disaster
Loan program. The system eliminates the paper inten-
sive processes that had been used for decades by the
Office of Disaster Assistance. Savings are projected at
approximately $5 million per year under the new sys-
tem. SBA is also transforming the way that staff per-
form loan management functions in both the 7(a) and
504 programs. In 2004, SBA implemented new proce-
dures for Section 504 loan processing. Results have
been positive with the average loan processing time
reduced from four weeks to only a few days. In 2005,
SBA streamlined its 7(a) guarantee processing function.
Similarly, SBA has also centralized its loan liquidation
functions for guaranteed programs resulting in a 78
percent reduction in related administrative costs. These
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efforts have allowed the agency to reduce staffing levels
while improving customer service.

The 2007 Budget proposes to continue providing pref-
erential loan terms to victims of disasters. However,
in order to contain the escalating costs of the loans
while matching borrowers’ assistance needs, the Budget
proposes to adopt graduated interest rates for the Dis-
aster Loan program. During the first five years after
a disaster, interest rates will remain deeply subsidized,
as they are currently structured, although interest rate
caps would be eliminated. Thereafter, rates would grad-
uate to those of comparable-maturity Treasury instru-
ments. This structure would continue to provide bor-
rowers with deep interest subsidies when they need
them most—immediately after a disaster—and after
five years the subsidies would be reduced for the re-
mainder of the loan period.

In addition, the 2007 Budget builds upon the success
of eliminating credit subsidy requirements for the 7(a)
loan program by proposing that borrowers cover the
costs of administering Federal guarantees on business
loans greater than $1 million. This will make these
loans self-financing and reduce the need for taxpayer
support by about $7 million.

USDA Rural Infrastructure and Business Develop-
ment Programs

USDA provides grants, loans, and loan guarantees
to communities for constructing facilities such as
health-care clinics, day-care centers, and water systems.
Direct loans are available at lower interest rates for
the poorest communities, These programs have very
low default rates, The cost associated with them is due
primarily to subsidized interest rates that are below
the prevailing Treasury rates.

The program level for the Water and Wastewater
(W&W) treatment facility loan and grant program in
the 2007 President’s Budget is $1.4 billion. These funds
are available to ecommunities of 10,000 or fewer resi-
dents. Applicant communities must be unable to finance
their needs through their own resources or with com-
mercial credit. Priority is given based on their median
household income, poverty levels, and size of service
population as determined by USDA. Communities typi-
cally receive a grant/loan combination. The grant may
be up to 75 percent of project costs; however, many
projects are viable with 70 percent or more of the
projects costs financed with a loan. The 2007 Budget
reflects a significant change in the method for deter-
mining the interest rate charged on such loans, from
a threetiered structure (poverty, intermediate, and
market) depending on community income to an interest
rate that is 60 percent of the market rate not to exceed
5 percent. This change is expected to substantially re-
duce the loan repayment costs for most communities,
at a lower loan to grant ratio. The community facility
program is targeted to rural communities with fewer
than 20,000 residents. It will have a program level
of $522 million in 2007.

USDA also provides grants, direct loans, and loan
guarantees fo assist rural businesses, including co-
operatives, and to increase employment and diversify
the rural economy. In 2006, USDA proposes to provide
almost $1 billion in loan guarantees to rural businesses
that serve communities of 50,000 or less. USDA also
provides rural business loans through the Intermediary
Relending Program (IRP), which provides loan funds
at a 1 percent interest rate to an intermediary, such
as a State or local government agency that, in turn,
provides funds for economic and community develop-
ment projects in rural areas. Overall, USDA expects
to retain or create over 73,000 jobs through its business
programs in 2007, primarily through the Business and
Industry guarantee and the IRP loan programs.

Electric and Telecommunications Loans

USDA’s Rural Utilities Service (RUS) programs pro-
vide loans for rural electrification, telecommunications,
distance learning, telemedicine, and broadband, and
also provide grants for distance learning and telemedi-
cine {DLT).

The Budget includes $3.8 billion in direct electric
loans, $690 million in direct telecommunications loans,
$356 million in broadband loans and $25 million in
DLT grants. The budget proposes blocking the manda-
tory broadband funding and providing discretionary
funding. The demand for loans to rural electric coopera-
tives has been increasing and is expected to increase
further as borrowers replace many of the 40-year-old
electric plants,

The Rural Telephone Bank is in the process of dis-
solving. All stock will be redeemed during 2006 and
no new loans will be provided. Loans approved in prior
years, but not disbursed will still be available for bor-
rowers at modified terms to reflect the bank’s dissolu-
tion.

Loans to Farmers

The Farm Service Agency (FSA) assists low-income
family farmers in starting and maintaining viable farm-
ing operations. Emphasis is placed on aiding beginning
and socially disadvantaged farmers. FSA offers oper-
ating loans and ownership loans, both of which may
be either direct or guaranteed loans. Operating loans
provide credit to farmers and ranchers for annual pro-
duction expenses and purchases of livestock, machinery,
and equipment. Farm ownership loans assist producers
in acquiring and developing their farming or ranching
operations. As a condition of eligibility for direct loans,
borrowers must be unable to obtain private credit at
reasonable rates and terms. As FSA is the “lender of
last resort,” default rates on FSA direct loans are gen-
erally higher than those on private-sector loans. How-
ever, in recent years the loss rate has decreased to
3.1 percent in 2005, compared to 3.4 percent in 2004.
FSA-guaranteed farm loans are made to more credit-
worthy borrowers whoe have access to private credit
markets. Because the private loan originators must re-
tain 10 percent of the risk, they exercise care in exam-
ining the repayment ability of borrowers. As a result,
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FY 2067 REAUTHORIZATION AND LEGISLATIVE PACKAGE

TITLE IWREAUTHORIZATION OF SMALL BUSINESS PROGRAMS.
',Se‘etinnil 01. Reanthorization of Small Business Progmms.
. Secticm 20 of the Small Business Act (15 U.S.C. 631 note) is amended as follows;
() subsections {b) and {¢) are deleted; ‘
»‘(b) subsections (d) and (€) are redesignated as (b) and (c), respecﬁi?ely;
‘(c} new subsections (d) through (g) are added as follows:
“(dy FISCAL YEAR 2007.—

*(1}- PROGRAM LEVELS.—-—-"I‘hc following program levels are
authorized for fiscal year 2007:

‘ “tA) For the programs authorized by this Act, the.
Administration is authorized to make $25,500,000,000.in deferred participation loans and
other financings. Of such sum, the Administration is authorized to make—

o i) $17,500,000,000 in general business loans, as
provided in section 7(a);, : k

@) %7,500,000,000 in certified deve}apment company.
fmaucmgs, as prevxdesd in section 7(5,){13) and as provided in section 504 cf the Small
Business Investment Act of 1958; and’

“(iii) - $500,000,000'in loans, as provided in section
Ta)21)

“(B} For the programs authorized by title IIl of the Small
Busmess Investment Act of 1958, the Administration is authorized to make
S_S,OOO 000,000 in guarantees of debentures.

“(C) For thé programs authorized by part B of title IV of the
Small Business Tnvestment Act of 1958, the Administration is authorized to enter into
guarantees not to exceed $6,000,000,000, of which not more than 50 percent may be in
bonds approved pursuant to section 411{a)(3) of that Act.

“(D) . The Administration is authorized to make grants or enter
info cooperatwe agreements for a total amount of §7,000, 000 for the Service Corps of
Retired Executives program authorized by section B(b)(1).
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“2)  ADDITIONAL AUTHORIZATIONS ~—There are authorized to be
appropriated to the Administration for fiscal year 2007 such sums as may be neccssary to
carry out the provisions of this Act not elsewhere provided for, including administrative
expenses and necessary loan capital for disaster loans pursuant to section 7{(b), and to
carry out the Smiall Business Investment Act of 1938, mcludmg salaries and expenses af
the Admxmstratxon

“{e) FISCAL YEAR 2008.—

“(1) PROGRAM LEVELS.—The following program levels are
-authorized for fiscal year 2008:

“{A} For the programs authorized by this Act, the
Administration is authotized to make $26,000,000,000 in deferred participation loans and
other financings. Of such sum, the Administration is atthorized to make—

“"(i) $t 8,000,000,000 in general business loans, as
provided in section 7(a); '

(i) S?,SOO 000,000 in certified development company
ﬁuancmgs ag'provided in section 7(a)(13)and a8 provxdud in section: 504 of the Small
Business Investment Act of 1958; and ™

“atiy  8500,000,000 in-loans, as provided in-section
Jai21). ' o

“(B) Forthe programs authorized by title 11 of the Smali
Business Inv estnent ‘Act of 1958, the Administration is a.uthorxzed to; ma}w
'$3,500,000,000 w guarantess of debemureq '

*(C) For the programs authorized by part B of title IV of the
Small Business Investment Act of 1958, the Administration is authorized to enterinto
guarantees not to exceed $6,000,000, 000 of which not more than 50 percent may be in
bonds appr oved pursuant to seclion 411{2)(3) of that Act,

“(I  The Administration is axxtlloriied‘to make grants or enter
into cooperative agreements for 2 total amount of $7,000,000 for the Service Corps of
Retired Executives program authorized by section 8(b)(1).

“2)  ADDITIONAL AUTHORIZATIONS,—There are authorized to be
appropriated to the Administration for fiscal year 2008 such sums as may be necessary to
carry out the provisions of this Act not elsewhere provided for, including administrative
expenses and necessary loan capital for disaster loans pursuant to section 7({b), and 1o
carry out the Small Business Invesiment Act of 1958, including salarics and expenses of
the Adminisgtration.

[~
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“(f) FISCAL YEAR 2009.—

“1) PROGRAM LEVELS.—The following program levels ‘are
authorized for fiscal year 2009;

“(A) For the programs authorized by this Act, the
Administration is authorized to make $27,000,000,000 in deferred participation loans and
other financings. Of such som, the Administration is authorized to make—

“G)  $18,500,000,000 in general business loans, as
provided in section 7(a);

“(iy  $8,000,000,000 in certified development company
-financings, as provided in section 7(a){13) and as provided in section 504 of the Small
"Business Investment Act of 1958; and

“{ili)  $500,000,000 in loans, as provided in section.
7{a¥(21).

“{B) For the programs authorized by title 11T of the Small
Business Investment Act of 1958, the Administration is authorized t6 make
+$4,000,000,000 in guarantees of debeéntures,

“(C)  For the programs authorized by part B of title IV of the
Small Business Investment Act of 1958, the Administration is authorized to enter into
guarantees not to exceed $6,000,000, ODO of which not more than 50 pment may bei in
bonds approved pursnant to section 41 1(a)(3) of that Act. ‘

“(D) The Administration is authorized fo make grants or enter
into cooperative agreements for a total amount of $7,500,000 for the Service Corps of
Retired Executives program authorized by section 8(b)(1).

*2) ADDITIONAL AUTHORIZATIONS . —There are authorized to be
appropriated to the Administration for fiscal year 2009 such sums as may be necessary to
carry.out fhe provisions of this Act nof elsewhere provided for, including admmlstran\ e
expenses and necessary loan capital for disaster loans pursuant to section 7(b), and to
carry out the Small Business Investment Act of 1958, inclading salanes and expenses of
the Administration.

“(g) FISCAL YEAR 2010.—

“C1) PROGRAM LEVELS.—The following program levels are
authorized for fiscal year 2010:

3
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“(A) For the programs authorized by this Act, the
Administration is authorized fo make $28,000,000,000 in deferred participation loans and
other financings. Of such sum, the Administration is authorized to make—

. , “() $19,000,000,000 in general business loans, as
provided in section 7(a);

“(n) $8,500,000,000 in certified development company
financings, as provided in section 7(a)(13) and as provided in section 504 of the Small
Business Investment Act of 1958; and

(i) $500,000,000 in loans, as provided in section

Fla}21).

“(B) Forthe programs authorized by title Il of the Small
Business Investment Act of 1958, the Administration is authorized to make
$4,000,000,000 in guarantees of debentures.

®(C} For the programs authorized by part B of title IV of the
Small Business Investment Aét of 1958, the Administration is authorized to énterinto
guarantees not 1o exceed $6,000,000,000, of which not more than 50 percent may be in
bonds approved pursuant to’ sectmn 41 I(A)(.’s) of that Act.

“(D) The Administration is authorized to make grants or enter
into cooperative agreements for 2 total amount of $8,000; 000 for the Service Cozps of
Retired Executives program authorized by section S(b)(1).

2y ADDITIONAL AUTHORIZATIONS —There are authorized tabe
appropriated to the Administration for fscal year 2010 such sums as may be necessary to
-carry out the provisions of this Act.not-elsewhere provided for, including administrative
expenses and necessary loan capital for disaster loans pursuant to section 7(b), and to
carry out the Small Business Investiment Act of 1958, including salaries and expenses of
-the Administration.”

Sec.'102. - Additional Reauthorizations.
(®  PAULD. COVERDELL DRUG-FREE WORKPLACE PROGRAM —
(1) Paragraph 27(g)(1) of the Smail Business Act{15U.5.C.
634(g)(1)) ts amended by striking *2005 and 2006” and inserting “2007 through 20107;

and

(2)  Paragraph 27(g)(2) (15 U.S.C. 654(g)(1)) is amended by striking
#2005 and 2006 and inserting “2007 through 20107,
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{b)  SBDC SERVICES.—Subparagraph 21{(c)(3)(T) of the Small Business Act
{15 U S C. 648(«:}(3)('1‘}) is amended by striking “2006” and inserting “2010.”

{c} ~ COSPONSORSHIP AND GIFT ACCEPTANCE AUTHORITY.—
Subsection 132(c) of PY. 108-447 (118 Stat. 2809-644) is amended by striking “2006
and inserting “2010.”

(d): HUBZONE.~—Section 31(d) of the Small Business Act (15 U.S.C.
657a(d)) is amended by deleting “2004 through 2006" and inserting “2007 through
20107,
TITLE IL. AMENDMENTS TO THE SMALL BUSINESS ACT,
Sec. 201. Repeals.

(2}  SBIR/STTR RURAL OUTREACH GRANTS,—Subsection 9(s) of the
Small Business Act (15 U.S.C. 638(s)) is repealed.

RL) BUSINESSLINC GRANTS AND COOPERATIVE AGREEMENTS o
Subsection 8(n).of the Small Business Act (15 U.S.C. 637(n))-is ropealed.

(c) L(}WDOC LOAN PROGRAM —Subparagraph 7(&}(25)((3) of the Sma!l
Business Act (15°US.C. 636(a)(25X(C)) is repealed.

(d). MICROLOAN PROGRAM —Subsection 7(m) of the Small Business Act
(15 U.8.C. 636(m)) is repealed

(e) ‘MICROENTERPRISE TECHNICAL ASSISTANCE AND CAPACITY
BUILDING PROGRAM (PRIME).—Sections 6901 through 6910 of Title I'§ U.S. Code,
are repealed.

{f) Subsectiong T(h) and 7(i) of the Small Business Act (15 U.8.C. 636(h) and
{i)) are repealed.

(g)  TREE PLANTING.—Section 24 of the Sruall Business Act (15 U.S.C.
651} is repealed.

(h)  CENTRAL EUROPEAN ENTERPRISE DEVELOPMENT.—Section 25
of the Small Business Act (15 U.8.C. 652) is repealed.

i FEDERAL AND STATE TECHNOLOGY PARTNERSHIP
PROGRAM.~—

{1 Section 34 of the Small Business Act {15 U.S.C. 657d) is repealed.
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{2y  -Section 35 of the Small Business Act (15 U.S.C..637¢) is amended
'b}’ﬁ—

(A}  deleting™; and” from the end of paragraph (a)(2) and

5% w

inserting
(B}  striking paragraph (a)(3); and
{€)  deleting the reference to FAST in paragraph 35(d)(1).

Sec. 202. Supervisory and Enforcement Authority for Small Business Lending
Cempanies Technical Correction.

Sub@ctwn 23(h} of the Small Business Act (15 U.S.C. 650(11)) is amended to read
as follows:

“(n INJUNCTIONS AND APPOINTMENT OF RECEIVERS —

“(1} Whenever, in the judgment of the Administration, 2 small business lcnding
company, a non-Federally regulated lender, or any other person has engaged or is about
‘to engage in any acts or practices which constitute or will constitute a violation of any
provision of this Act; ot any rule or.regulation under this Act, orof any order issuad
under this Act, the Administration may make application to the proper district court of
the United States or a United States court of any place subject to the jurisdiction.of the
United States for.an order enjommﬂ such-acts or practices, or for an order enforcing
compliance with such provision, rule, regulation, or order, and such sourts shall have
jurisdictiot of such actions and, apon a showing by the Administration that such small
business lending company, non-Federally regul atcé lender, or other person has engaged
or is sbouytto engage in any such acts or practices, a permanent or temporary injunction,
restraining order, or other order, shall be granted without bond.

- "(2) Tn any such injunction proceeding the court may take exclusive jurisdiction
of a small business lending company or a non-Federally regulated lender and appoint a
receiver to hold and administer the assets of the company or lender:

“(3) Upon request of the Administrator, the court may appoint the Administrator
as receiver under paragraph (2).

Sec. 203. Supervisory and Enforcement Authority for Small Business Lending
Companies Definition.

Section 3(r)(1) of the Small Business Act (15 U.S.C. 632(r)}{(1)} is amended to
read as follows:
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“1)  SMALIL BUSINESS LENDING COMPANY .—The term “small business
lending company™ means a finaneial institution approved by the Administration to enly
make loans under section 7 of this Act.”

Sec. 204. Paul D. Coverdell Drug-Free Workplace Program Technical Correction.

Section 126 of Division K of P.L. 108-447 is amended by:

(a) deleting “27(c)” in the first sentence and replacing it with “27(dy” and

{b) deleting *“*(c)y"™ and inserting instead "“(d}"’"

Sec. 205, HUBZone Definition Correction.

Section 3(pXAXD)(iv) of the Small Business Act {15 UL.5.C. 632(p)}4ND)({V)) is
amended by deleting “base closures of redevelopment”™ and inserting “base closures or
redevelopment™,

Sec, 206, Loan Po.iiey Board.

Section-4(d) of the Small Business Act (15 U.5.C. 633(d}} is amended fo read as
follows;

“(d) The Admmistration shall establish general policies (particularly with
reference to the public interest involved in the granting and denial of applications for
financial assistance by the Administration and with reference to the coordination of the
functions of the Administrition with other activities and policies of the Government)
‘which shall govern the granting and dendal of applications for financial assistance by the.
Administration.”

Sec. 207. Authority of Administration to Require Identification of Referral Agents
and Packagers,

Section 5 of the Sman Business Act (15U.S.C. 634) is amended as follows:

(1) striking *; and” at the end of paragraph (b)(13);

(2)  inserting ©; and™ at the end of paragraph (b)(14); and

{(3)  adding the following new paragraph (15}

*“(15) require referral agents and packagers, as those terms are defined by the
Administration, who provide assistance to small business concerns that apply for a loan
under section 7 of this Act, or a loan made under the amthority of Tifle V. of the Small

Business Investment Act of 1958, to provide their names, dates of birth and Social Security
numbers to the Administration.” h
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Sec. 208. Changes to Penalty Provisions.
{2) Section 16(a) of the Small Business Act (15 11.8.C. 645()) is amended by

(1), inserting after the word “false” the following: “or knowingly causes
another to make a false statement,”™;

(2)  inserting after the phrase “this Act,” the following: “or the Small
Business Investment Act of 1938, and

3y deleting “$5,000™ and inserting “$250,0007.
by Section 16(b) of the Small Business Act (15 U.S.C. 645(b)) is amended by:

(1) inserting after “being” the following: “an officer, agent or employee
of or”; and S ' " ' T

(2} deleting “$10,000” and inserting “250,000™.

{6} Section 16(c) of the Small Business Act (15 U.S.C. 645(c)) is amended to
read as follows:

“Whoever, with intent to defraud, knowingly conceals, removes, disposes of, or.
converts to his own use or to that of another, any property mortgaged or pledged to, or held
by, the Administration, or any property mortgaged or pledged as security for any ;
‘promissory note; or other evidence of indebtedness, which has been givenin order to obtain
A loan under this Act dr the Small Business Investment Act of 1958, shall be fined not more
‘than '$230,000 or imprisoned not more than five years, or both; but if the value of such
‘property doesnot exceed 35,000, he shall be fined not mere than $10,000 or imprisoned
ot more than oné year or both,” ' ‘ R

{d) Section 16{(d)}(2)(C).of the Smalt Business Act (15 U.S.C. 645((1}{: OY2y 1s
amended by inserting after “(or any successor regulation)” the following: ™, or as specified
in Part 145 of Title 13, Code of Federal Regulations,”

©® Title 18 of the United States Code is amended by:

(N Section 20 of Title 18 of the United State Code (18 U.S.C. 20} is
amended in paragraph (3), by inserting, after the words “in section 103 of the Small
Business Investment Act of 1958 {15 U.S.C. 662)", the words “or a small business
lending company subject to regulation by the Small Business Administration under
section 23 of the Small Business Act (15 U.S.C. 630)".

; () Section 1014 of Title 18 of the United States Code (18 U.S.C.
1014) is amended— 4
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(A) by striking “a small business investment company as defined in
section 103 of the Small Business Investment Act of 1958 (15 U.8.C. 662)”, and inserting
the words: ““‘a small business investment company or a development company as these
terms are defined in section 103 of the Small Business Investment Act of 1958 (13 US.C.
662), a small business lending company subject to regulation by the Small Business
Administration under section 23 of the Small Business Act (15 U.S.C. 650)™; and

(B} by striking, after the words “or the Small Business Administration
in connection with any provision of”, the words “that Act” and inserting the words “those
Acts”,

Sec, 209, Changes to Fee Provisions.
(a)  Section 5(b) of the Small Business Act (15 US.C. 634(b)) is amended—
(1) in subparagraph (12)(C), by striking “and™ at the end;

(2) by inserting at the end of subparagraph S(b)(12)(D) % and” and.
“adding the following new subparagraph (Ex

“E) tocover certain loanmaking actmum to be deposited jn the account for
salaries and expenses of the Administration—

“i)  forloans in an amount of more than $1,000,000 made under ﬂieauthoﬁt_y of
section 7(a) of the Small Business Act, which fees shall be payable by the borrowers;

(i) forioans made with the proceeds of debentures of inore than $1,000,000
‘made under the authority of Title V of the Small Business Investment Act of 1958, which
-fees shall be payable by the borrowers; and

“(iif) for SBIC commitments of more than $1,000,000 made under the authority
of Title I, Part A, of the Small Business Investment Act of 1958, which fees shall be
“payable by the small business investment company.”

(b) TIMELY PAYMENT OF 7(2) SECONDARY MARKET FEE.—~Section
5(2)(2) of the Small Business Act is amended by:

(1) renumbering the present paragraph as subparagraph (A); and
{2) adding a new subparagraph (B} to read as follows:
“(B) With respect to the Admjnistration’s guaranty of the timely payment of the
principal and interest on trust certificates issued under this subsection on or afier October

1, 2006, the Administration shall assess, collect and retain a fee in the amount and
frequency, as established annually by the Administration, as “necessary to reduce to zero
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the cost (as defined In section 302 of the Federal Credit Reform Act of 1990) to the
Administration of making this guaranty: Provided, That the fee shall be payable by ihé
holders of such trust certificates: and Provided further, that the fee shall not be charged to
-any borrower whose loan is represented in the secondary market by & trust certificate
authorized under subparagraph (A}, The Administration may contract with an agent to

carry out, on behall of the Administration, the assessment and collection of this fee. The
fee shall be deductod from the amounts otherwise payable to such holders of trust
certificates until the fee is paid in full”

()  LENDER OVERSIGHT EXAMINATION AND REVIEW FEES —
Section 5(b){14} of the Small Business Act (15 U.S.C. 634(b}(14}} is amended by inserting
after the phrase “of this Act™ the following: “and state and local development compaies
under Title V of the Small Business Investment Act of 1958 (15 US.C, 695 etseq)”.

Sec. 210, Real Estate Appraisals.

(a) Section 7(a)(29)(A) of the Small Business Act {15 1U.5.C. 636( a)(”9) }is
amended by adding at the end the following:

“The Administration shall periodically adjust the $250,000 amount in this
paragraph to take into-account the effects of inflation, but inne event will the amount 01’
any adjustment be less than $30,000.”

, (B)  Section 502(3)(E) of the Small Business Invesiment Act of 1958 (15 USC
JB96(3)(E)Y) is amended by adding at the end the following:

*“The Administration shall periedically adjust the $230,000 amount in this
paragraph o take into account the effects of inflation, but 1 no event will the amount of
~any adjustment be less than $50,000.”

See.211. Leasing Policy.

(ay  Section 502 of the Small Business Investment Actof 1958 (15 U.S.C.
BI6(3}EN 13 amended by—

(1)  deleting paragraph (5);
(Z)  renumbering paragraph “(6)" as *(3)"; and
(3} amendin ¢ paragraph (4) to read as follows:
“($) I the project is to acquire an existing facility or 1o construct a new facility,
the stmall business concern that is being assisted must immiediately use no less than 60

percent of the space in the project, and it may permanently lease to others no more than 40
percent of the facility’s space.”

10.
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()  Paragraph 7(2)(28) of the Small Business Act (15 U.8.C. 636(2)(28)) is.
amended fo read as follows:

“(28) Ifthe loan guaranteed under this subsection is to be used to acquire an
existing building or to construct a new building, the small business concern that is being
assisted must immediately use no less than 60 percent of the space in the building, and it
may permanently lease to others no more than 40 percent of the building’s space.”

Sec. 212, Use of Systematic Alien Verification for Entitlement Program (SAVE).
Section 3(b) of the Small Business Act (13 U.5.C. 634(b)} is amended—
(1) by striking “and” at the end of paragraph (12)(D});

(2) byinserting “and” at the end of subparagraph 5(b)12XE) and addmg the
following new subparagraph affer section 5 (B)(12HE) as follows:

“(Fy  With respect to any applicant for 2 loan guaranteed under section 7(a) of
this Act, or any applicant for a loan made under title V of the Small Business Investinent
Act of 1958, for whom the Administration verifies the alien status of the applicant through
the Systematic Alien Verification for Entitlement {SAVE) program, or any successor
program, the Administration shall collect a fee, which shall be payable by the parhcxpdnng
lender, or the development company, and may be charged to the borrower, to cover the
expense of such program. This fee may be changed from time to time in order to cover the
charges by such program and shall bé deposited in the account for salaries and cxpenscs of
the Administration.”

Sec, 213. Misuse of agency name, initials, seal and logo; authority of United States
Attorney to enjoin.

Section 4 of the Small Business Act {15 U.5.C. 633} is amended by adding at the
end a new subsection (1) as follows:

“(iy MISUSE OF AGENCY NAME, INITIALS, SEAL AND LOGO.—
*{1} No person or entity may—

“(A) knowingly use the words ‘Small Business Administration® or the Jetiers
‘SBA’, or any combination, variation, or colorable imitation of those words or letters;
cither alone or in combination with other words or letters, as a firm or business name in'a
manner reasonably caleulated 1o convey the impression that such firm or business has
some connection with, endorsement of, or authorization from, the United States Small
Business Administration which does not, in fact, exist;

“(B) knowingly use those words or letters in combination, variation, or
colorable imitation thereof either alone or in combination with other words or letters in

11
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connection with any product or service being offered or made available 19 the publicina
manner reasonably caleulated to convey the impression that such product or service has
‘the authorization, support, sponsorship, or endorsement of, or the development, use, or
‘manufacture by or on behalf of the United States Small Business Administration, which
does not, in fact, exist; or

C)  knowingly use the SBA logo or seal in connection with any business, firm,
product or service being offered or made avajlable to the public in a manper reasonably
‘caleulated 1o convey the Impression that such business, firm, product or service has the

authorization, support, sponsorship, or endorsement of the United States Small Business
Administration which does not, in fact, exist,

{2y Upon complaint by a duly authorized representative of the United States
Small Business Administration or whenever it appears to the United States Attorney that
any person is engaged in an act or practice which constitutes or will constitute conduct
prohibited by paragraph (1) of this subsection, the Unifed States Attormney may initiate a
civil proceeding in 3 district court of the United States to enjoin such act or practice.”

TITLE HI. AMENDMENTS TO THE SMALL BUSINESS INVESTMENT ACT OF
Lo , SM : I _ _

See, 301. Technicat Correction.

Section 308(h) of the Small Busmess Tavestment Act (15 USC 687’(b)) is amended
in the last: sentence by striking, “is licensed before October 1, 2004 and™.

Sec. 302. Debenture Monthly Payment Schedule.

~ Subparagraph 503(a)(4) of the Small Business Investment Actof 1938 (13 US.C
697(a)(4)) is amended by adding the following sentence at the end:

“Any such debenture that is issued may use a monthly payment schedule.”
TITLE IY. WOMEN’S BUSINESS PROGRAMS.
Sec. 4(11. National Women’s Business Council Reauthorization.

Subsection 411(a) of the Women’s Business Ownership Act of 1988 (15 U.S.C.
7110(a}) is amended by suiking “2001 through 2003” and inserting “2007 through 2010.%

Sec. 402, Women’s Business Center Program.
Section 29(k) of the Small Business Act (15 U.S.C. 656(k} is amended by:

(1)  ‘inparagraph (1), deleting subpamgmphs (A) through (D) and
adding new subparagraphs (A} through (C) as follows: -
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“A) 814,500,000 for fiscal year 2007,
“(B) 514,500,000 for fiscal year 2008;
CY | §15,000,000 for fiscal year 2009; and
“(D)  §15,500,000 for fiscal year 2010.”

(2)  in subparagraph (2)(B), deleting clauses (i) through (iv) and adding
new clauses (i) through (i) as follows:

“(iy  For fiscal year 2007, 1.6 percent.
“Gii)  For fiscal year 2008, 1.6 percent,
*(iii) - For fiscal year 2009, 1.6 percent.
“{ivj; For fiscal year 2010; 1.6 percent.”
TITLE V. DISASTER LOANS.
Sec. 501. Disaster Loan Program Amendment,
Section 843 of Public Law 109-163 is repealed.
Sec. 502, Disastér Laan;lntere}st Rates.

Séction 7(c) of the Small Business Act (15 US.C. 636(c)) is amended by inserting
new paragraph (8) as follows: '

8y Notwithstanding the provisions of any other law, the interest rate on
the Federal share of any loan made under subsection (b)(1) and (b)(2) on account of 2
disaster commencing on or after October 1, 2006, shall be—

“(A) in the case of a homeowner unable to secure credit
elsewhere, for the first five years of the loan the rate prescribed by the Administration but
not more than one-half the rate determined by the Secretary of the Treasury taking into
consideration the current average market yield on outstanding marketable obligations of
the United States with remaining periods to maturity comparable to the average
maturities of such loans plus an additional charge of not to exceed 1 percent per year as
determined by the Administrator, and adjusted to the nearest one-eighth of 1 percent, and
for the remaining term of the loan the rate prescribed by the Administration but not more
than the rate determined by the Secretary of the Treasury taking into consideration the
current average market vield on outstanding marketable obligations of the United States
with remaining periods to maturity comparable to the averagé maturities of such Joans;

13
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“(B) in the case-of a homeowner able to secure credit elsewhere,
the rate prescribed by the Administration but not more than the rate determined by the
‘Setretary of the Treasury taking into consideration the current average market vield on
-outstanding marketable abligations of the United States with remaining periods to
.maturity comparable to the average maturities of such loans plus an additional charge of
‘not'to exceed 1 percent per year as determined by the Admmistramr and adjusted to the
nearest one-eighth of 1 percent;

“C)  in the case of a business or other concern, including
agricultural cooperatives, unable to obtain credit elsewhere, for the first five vears of the
loan the rate prescribed by the Administration but not more than one-half of the lower of
«{i) the rate prevailing in the private market for similar loans, or (i) the rate prescribed by
‘the Admirustration as the maximum interest rate for deferred participation (guaranteed)
loans under section 7(a) of this Act, and for the remmaining term of the loan the rate
prescribed by the Administration but not more than the rate determined by the Secretary
“of the Treasury taking into consideration the current average market vield on outstanding
marketable obligations of the United States with remamnw periods to maturity
comparable to the average maturities of such loans;

“(D) inthe case of a business concern able to obtain credit
elsewhere, the rate prescribed by the Administration but not in excess of the lower of (i)
the rate prevailing in the pri\ ate market for similar oans; or (i) the rate prescribed by the
Administration as the maxitnum interest rate for deferred participation {guaranteed) loans
umnder section 7(a) of this Act. Loans under this subparagraph shall be limited to a_
maximum ferm of three years.”

‘Sec. 503. Ecopomic Injury Disaster Loans to Nonprofits.

(a)  Section 7(b)(2) of the Small Business Act (15 U.S.C. 636(b)(2)) is
amended by—

(1) inserting after the phrase “small business concern™ the following:
“, private nonprofit organization,”™;

{2y  inserting after the phrase “the concern” the following: *,
organization, “; and

{3} insubparagraph (D), after the phrase “small business concerns” the
following: ¥, private nonprofit organizations,”.

{b) Section 7(c} of the Small Business Act (15 U.S.C. 636(¢)) is amended
by—

(I3} insubparagraph (5)((‘) inserting © org'imzatmn” after “business™;
and. ’

14
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{2y  in subparagraph (8)(C), as added by section 502 of this-Act,
inserting *, organization™ afier “business™.

TITLE VL SMALL BUSINESS DEVELOPMENT CENTER PROGRAM.
Sec. 601. Small Business Development Center Awthorization of Appropriations.

Section 21{a){4)(CHvii) of the Small Business Act (15 U.5.C. 648(a)(4)(C)(vii))
is amended by deleting subclauses (I) and (11} and inserting the following:

1)  $135,000,000 for fiscal year 2007;
D $135,000,000 for fiscal year 2008;
“(ITy  $135,000,000 for fiscal year 2009; and
“(IV) $135,000,000 for fiscal year 2010.”
Bee. 602, Small Business Development Center Review Expenses.

Section 21{a)(#)C)¥)D) of the Small Business Act (15U.S.C. 648(3){4}(@(&)&)}
is amended by

{1y stiking the period at the end of 21@YENCH¥YDIbE) and inserling “; and™
and ‘

- {2} inserting a new (cc) as follows: “(cc) not more than 1 percent may be tsed
for financial examination and programmatic review expenses, centralized data collection,
and other costs related to monitoring and oversight.”

Sec. 603. Small Business Development Center Portability Grants,

Section 21(a)(4)XCYviii) of the Small Business Act (15 U.S.C. 648(a)(4)(C){viii))
is amended by:

(1) inserting at the end thereof the following:

“At the discretion of the Administration, awards in excess of the $100,000 Limit
Imposed above may be made to recipients to accommodate extraordinary occurrénces
having catastrophic impact on the communities” sraall businesses.”; and

(2} deleting the phrase “as a result of a business or government facility down
sizing or closing, which has resulted in the loss of jobs or small business instability.” and
inserting the following: “as a result of events that have, or will result in, busipess or
government facility downsizing or closing.”. S

15
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Sec. 604. Assistance to Out~0f~Statc Businesses.

Section 21(B)(3) of the Small Business Act (15 U.8,C. 648(b}(3)} is amepded by
adding the following sentence at the end: ’

“The Administration may also, at #ts discretion, authorize a small business
developmment center to provide such assistance to small businesses located outside the
State without regard to geographic proximity where the small businesses are Jocated in a
disaster area declared under subparagraph 7(b)}(2)(A).”

See. $05. National Small Business Development Center Advisory Board.

Section 21(1)(1) of the Small Business Act (15 U.S.C. 648(I(1)) is Vamendkedqu
read as follows: .

“(1)  There is established a National Small Business Development Center
Advisory Board (herein referred to as 'Board’) which shall consist of ten members
appointed from civilian life by the Administrator and who shall be persons of outstanding
qualifications known to be familiar and sympathetic with small business needs and ’
problems.. No more than four members shall be from universities or their affiliatés and .
six shall be from small businesses or associations representing small businesses., Board
members shall serve three-year terms with staggered appointments so that the entire:
comaposition of the Board completely turns over every three years.”
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Over the past five years, SBA’s budget has been cut nearly in half. Clearly, there are
many areas of the agency’s budget we could delve into today. But at this point in time —
with thousands of Gulf Coast small businesses desperately in need of SBA assistance ~
the SBA’s disaster loan program needs the immediate attention of Congress.

Hurricane Katrina has been very telling of what the SBA has become. There is no doubt
that Hurricane Katrina was one of the most massive disasters to ever touch down in the
United States — and there was no way for the individuals that reside in the Gulf Coast
region to avoid its path.

But what could have been mitigated — what we do have control over — is the response.
SBA’s lack of planning and foresight in this disaster response shows that something has
gone terribly wrong in this agency’s ability to assist small businesses.

The fact that they implemented a brand new loan processing system at the height of
hurricane season is very indicative of the agency’s foresight for dealing with disasters.
To compound the difficulties, the agency drastically reduced their number of disaster
employees as part of a workforce transformation, to only have to tum around at the last
minute and rehire a brand new group of workers.

The worst part is that this agency does not seem to have learned from its mistakes. SBA
has been through two massive disasters over the past five years — yet, they have no plan
of action and they have done nothing to show they are taking steps to avoid these types of
missteps in the future.

Instead, the agency has chosen to make decisions on a whim. From their GO Loan
program which was supposed to make millions in loans - but they have only
administered 150 loans, to their attempt to utilize bank employees as volunteers. These
are not solutions — steps like this do not put loans into the hands of those that need it most
right now.
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Today — nearly 7 months after Hurricane Katrina touched down — 65 percent of the
loans have been declined, less than 10 percent of approvals have been paid out and
individuals are still saying they are having to wait over 3 months just to hear back from
SBA!

Rather than addressing these downfalls, SBA has instead managed to throw out a myriad
of reasons for all of this. But the bottom line here is that the approval rates should not be
declining at such massive rates.

We are releasing a report today that shows for the last five years, approval rates have
been historically lower for disaster loans when compared to previous administrations.
Where averages used to be around 60 percent during the George H.W. and Clinton
administrations — they are now only around 35 percent.

These declining approval rates are a result of changing priorities. The goal used to be to
make these loans wholeheartedly, but now it seems the goal is to make these loans on the
cheap.

We are going to hear from a real women business owner from the Gulf Coast region
today — one woman that is representing thousands of stories just like hers. I also want to
share this video of Patrick Kimbrell from the Gulf Coast, as yet another example of the
hardships facing individuals in accessing disaster assistance through SBA.

This is the reality — and the truth is that there are far too many of these stories. It is clear
that something is not working here — and it is about time we have some leadership that
will get the job done and enable the Gulf Coast to make a full recovery.
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Chairman Manzullo, Ranking Member Velazquez, distinguished members of the
Committee, thank you for inviting me here today to discuss the President's FY 2007 budget
requests for the Small Business Administration (SBA) and related legislative issues.

Since 2001, the SBA has been on a mission to deliver more services to the nation's
small businesses. We are proud of the SBA's success in that quest and the FY 2007 budget
reflects a continuation of this goal.

Lending is at an all-time high, more clients than ever are being served by our
Entreprencurial Development programs, and improved methods to assist small businesses
gain access to government contracting opportunities have been implemented. These
accomplishments have had challenges, bul we have met the challenge to better serve the
needs of American small businesses.

By restructuring key Agency operations and reengineering the agency’s largest loan
programs, the SBA has achieved record program growth while operating more efficiently and
reducing its total budget by more than 37% since 2001. The SBA has improved the
effectiveness of the taxpayers' dollars supporting small business development.

With these improved efficiencies in FY 2007, SBA will be able to serve record
numbers of small businesses with a total budget request of $624 million.

SBA IS AN EQUAL ()P}‘()I'HTJNQ\’ EMPLOYER AND PROVIDER

Fesa s Benytios Frojas ‘&} Froes e R e L PEs
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SBA has supported record setting growth in small business lending. We have
significantly increased our loan volume since 2001, more than doubling the number of 7(a)
and 504 loans guaranteed, In FY 2005 nearly 98,000 small business borrowers received
financial assistance through the 7{a} and 504 loan pregrams, comparead to only 42,000 in FY
2001,

The FY 2007 request will support $28 billion in financing to the U.S. small business
comumunity. This represents a 42% business lending increase over FY 2003, through the 7
{a), 504, and SBIC debentures program. For the 7{a} program, the $17.5 Billion is 2 22%
increase over our final FY 2003 lending level and 38% more than FY 2004, Lending to
minerities increased by 23% and loans to women-owned businesses was also up by 39%
during that same period.

Approximately 40% of 7(2) loans are under $35,000, going to America’s “mom and
pop” businesses, making the costly Microloan program unnecessary.  The Microloan
program costs $0.95 for every dollay loaned in FY 2003 compared to the 7(a) program which
cost 173 of one cent for every dollar loaned. Through the 7(a) program alone, we plan to
guarantee loans to approximatety 98,000 businesses in FY 2007,

We are also requesting a $7.5 billion 504 program level, a 50% increase over FY
2005 and an SBIC Debenture program of $3 billion. Through all of these programs SBA will
be able to continue to meet growing demand for loans in FY 2007 without fear of shutdowns
or caps because all three programs operate at zero subsidy.

Zero subsidy is still the best policy for promoting the long term stability and growth
of SBA’s loan programs. This funding structure is having a positive effect on SBA lending.
Because of the current fee structure, the programs are stable, self-supporting and free from
the volume limitations imposed by a {inite annual appropriation. As a result, small business
borrowers can access credit through the SBA without having to worry about temporacy loan
Timits and periodic shutdowns caused by appropriations shortfalls.

With an cutstanding goaranteed and direct loan portfolio approaching $70 billion,
SBA has a critical role as a steward of the taxpayers' dollars. In addition to increased
efficiencies in lending processes we have improved our lender oversight funciions - allowing
us to not just operate leaner, but smarter.

We have been able to reach milestones of service delivery through more streamlined
and efficient processes such as consolidating 7{a) loan liquidation functions from almost 70
district offices to a single location. Consolidating the loan liquidation functions reduced
costs by $25 million from $32 million in FY 2003 to $7 million in FY 2005.

The result of the implementation of efficiencies is that the cost of funding a 7 (a) loan
dropped from $3.923 in FY 2001 to $5539 in FY 2005 - an 83% drop. The cost of funding a
504 loan decreased to 31,581 in FY 2005 from $3,101 in FY 2001 - a 51% decrease. The
SBA will continue to be good stewards of taxpayer money in FY 2007, Through further
consolidations and efficiencies planned for FY 2006 and 2007 will include annual savings of
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$5 million by FY 20608 for rent. Future plans to centralize 7(a) loan processing and 504 and
Disaster loan liquidation will provide additional efficiencies.

In keeping with these savings and efficiencies the Administration is proposing an
administrative fee for SBA's 7(a), 504 and SBIC loans over $1 million. This fee will cover
the cost of making these loans. Only 3% of 7 (a) borrowers will be affected, while taxpayers
will save $7 million in FY 2007.

SBA is also seeking the ability to cover subsidy expenses through new fee authority
pools of 7(a} loans sold in the secondary market and for administrative expenses for
oversight of Certified Development Companies in the 504 loan program. We are not
presently proposing a8 specific secondary market fee for this purpose, but support granting
SBA the statutory authority to charge such fees in the future would eliminate the chance of a
program shutdown,

The President's FY 2007 budget reflects the same commitment to successful lending
programs that have been attained since 2001,

Euntreprencurial Development

The Office of Entreprencurial Development manages a strong distribution network of
service centers for small businesses across the country. The services offered include
assistance in preparing business plans, loan applications, procurement assistance, marketing
plans, export advice, and competitive assessments.

SBA serves these clients through our three resource partners: Small Business
Development Centers {SBDCs), Women's Business Centers (WBCs}, and SCORE. In FY
2006, our resource partners trained and counseled over 1.1 million clients. In addition, since
1994 the Office of Native American Affairs (ONAA) has worked to address the unique necds
of America's First People. SBA provided almost $1 million in grants under the Drug Free
Workplace program. The Agency will continue to promote these grants through our partners,

We continue to focus on making our ED programs more effective and efficient. As
part of our strategic planning process, we sought to identify the characteristics of the small
business owners of the tuture,

Next, we focused on ensuring that all of our counseling programs use the same
performance measurement system. We now have consistent definitions across all programs
for counseling sessions, information transfers, online counseling, and training.

To collect this information, we updated and revised our Management Information
System. We have successfully completed the first comprehensive collection of data using
standardized definitions across all programs, using the EDMISII system which will allow us
to perform an analysis of services provided to clients and of client demographics.

Testimony of SBA Administrator Hector Barreto - March 15, 2006 - Page 3of 6
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To reach new clients, SBA is encouraging our partners {o utilize online development
and maximize the resources we provide them to increase capacity for outreach.

SBA and SCORE have pioneered online counseling. Approximately 34% of SCORE
total counseling is done online.  The Office of Entrepreneurial Development has been a
{eader in pursuing the use of the internet to expand its products and services. In addition,
311,000 clients registered for our 23 online courses through our Small Business Training
Network and 1.04 million accessed the SBA website. SCORE has indicated that a
combination of on-line and face to face counseling is the most effective approach.

In addition to the programs offered through the SBA Office of Entreprencurial
Development, in July 2004 the President announced the creation of a public-private
partnership between the Administration, the Business Roundtable, the Ewing Marion
Kauffman Foundation, and the National Urban League called the Urban Entrepreneur
Partnership (UEP). The UEP combines the resources of the private, public and non-profit
sectors in order to expand entreprencurship and jobs in historically neglected or economically
underperforming urban areas. Among specific actions undertaken by the UEP, it opened an
office in the Gulf region to help position minority-owned businesses for opportunities related
to the rebuilding of Gulf Coast communities following the devastation of Hurricanes Katrina
and Rita. In addition, centers have opened in Kansas City, Cleveland, and Jacksonville,
There are plans to open in Atlanta, Cincinnati, Milwaukee and Baltimore this year. The SBA
has become an active supportive partner in this initiative,

Government Contracting

SBA’s Office of Government Contracting and Business Development has 38
Procurement Center Representatives {PCRs) assisting small business with federal
procurcment issues. In Fiscal Year 2004, small businesses received contract awards totaling
a litile over $69 billion of the approximate $300 billion in total federal contract awards.

SBA's Office of Government Contracting and Business Development have also
instituted enhanced practices and technological improvements, In FY 2006, the SBA
developed a different approach to Agency goaling to bring more transparency to the process
as well as recognize the variances in procurement requirements among Federal agencies.
Technological improvements have provided many benefits and increased cfficiencics
concerning government contracting opportunities and monitoring.

Strides have been made to maximize staff resources and monitor contracting
activities, as well as to improve communication and interaction with the small busincss
community through the automation of many basic systems. Systems include the Electronic
Subcontracting Reponting System (ESRS), the 8(a) application and ennual review process,
the HUBZone Procurement Query and Reporting System, as well as the Central Contractor
Registration, the Federal Procurentent Data System - Next Generation (FPDS-NG), and Tech
Net among others. As technology is ever changing and improving, so are the efficiencies
enhanced by using these E-gov systems.
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The added benefit of these technological advances is apparent in the business
matchmaking efforts following the Gulf Coast Hurricane disasters. SBA’s field resources
were focused on providing procurement opportunities for these small businesses. Over 500
businesses registered for these procurement opportunities in the Business Matchmaking
database were certified as able to compete for Federal procurements. Electronic notifications
with updates to the projects, and follow-up calls were made by SBA procurement
professionals who provided further assistance. Each firm has had its profile uploaded to the
GSA electronic notification system to receive electronic alerts of procurement opportunities.
Each firm is eligible to participate in the Business Matchmaking Online. Of the $1.6 billion
in “Katrina” Federal contracts entered into the FDPS-NG, $1.1 billion was awarded to small
business, over $750 million to local businesses.

With the successful launch of the Electronic Subcontract Reporting System (eSRS) in
CGctober, 2005 more than 700 contractors have filed approximately 5,000 reports. This
system replaced the paper forms that prime contractors submitted to report on their
subcontracting. Enhancements to the sysiem to be implemented at the beginning of FY 2007
will allow SBA to determine which contractors are, and which are not, meeting their goals
for Small Business, Small Disadvanted Business, Women-owned, HUBZone, veterans and
service-disabled veterans.

In FY 2007 SBA will continue to work for fair and open access in the in the Federal
procurement arena.

Disaster Assistance

SBA's Office of Disaster Assistance has met the challenges brought by Hurricanes
Katrina, Wilma and Rita. Flooding and debris prohibited access to damaged or destroyed
property, delaying loss verifiers’ ahility to assess damage for weeks after Hurricane Katrina,
Victims being scattered across the United States after evacuation made the process even
more difficult. The unparalleled number of applications reached over 383,000, moere than 9
times Hurricane Andrew. Our response has been Agency-wide, from the 4,200 people
working in our Office of Disaster Assistance to the hundreds of staff in our district offices
across the country who are helping to process loans.

SBA has already surpassed by more than $2 billion what was previously the largest
response (in dollars approved) in its history, the 1994 Northridge Barthquake in California,
Following that disaster, it took one year to process 250,000 applications received. In its
response to the 2005 Gulf Coast hurricanes, SBA has processed more than 251,000
applications in only six months, More than 86% of business disaster loan applications and
97% of Economic Injury Disaster Loan applications received to date have been processed.
More than 270,000 damaged properties have been inspected.

Unfortunately, throughout the course of a “normal” yvear, numerous other natural
disasters occur. The FY 2007 Badget requests funding to support $900 million for loans to
homeowners and businesses struck by natural disaster, an estimate based on the 5 year
average.

Testmony of SBA Administrator Hector Barreto -~ March 15, 2006 - Page 5of 6
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.5, Smoll $usinass Adwinispration

B SBA DISASTER RECOVERY TESTIMONIALS

Your Sovall Businass Resovrce

1 would like to send my sincere thanks to the SBA Administration and Staff of all of the
help in doing the paperwork and processing of our SBA loan. It was very quick and easy
to do with all of the support here in Mississippi. This loan will be a very big help in
rebuilding our business.

We really appreciate the SBA Director for delivering our check in person to City Hall in
Guifport.

Thanks again for all you have done.

Rance & Poem Love
Gulfport, MS

We applied for an SBA loan in October after the storm. In about a week we had a call
from an SBA representative in Dallas. The next week we were contacted by Mr. Don
Bock. He was the nicest, most helpful man. Then we were sent downtown and a Ms
Patti Fair assisted with our loan closing. She was most helpful and considerate of our
needs.

When dealing with the government, it is a scary process. We cannot praise the SBA
enough for helping to ease our anxiety. Michael Lampton has called us and arranged out
meeting at City Hall to complete our loan process, and has checked on is various times to
be sure everything was going as planned. It has been a great experience dealing with all
the representatives and we really felt that they cared about our families and our business.
It has truly been a blessing to us, and we are most grateful for the SBA’s assistance in
this very difficult time.

Iris McBride
President
C.ILA, Inc.
Gulfport, MS

The SBA Disaster Assistance program is helping me to get my business back in
operation. They were helpful in assisting me to get the funds to help repair my
restaurant. :

I appreciate everything the SBA team of people is doing to help me and other people in
New Orleans and other hurricane affected areas of Louisiana.

Again, thank you.
Tommy Andrade

Tommy’s Cuisine
New Orleans, LA
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My name is Carlos Mitchell Ellis, co-owner of Mitchell Ellis Products, Inc. I am writing
in reference to the service provided to us by Carter Crouch.

I feel he has gone beyond his call of duty to provide excellent service fo disaster victims.
His genuine concern has been most impressive.

1 simply wanted to write a quick note to let you know how wonderful he was to work
with.

Many thanks,

Mitchell Ellis
Semmes, AL

I would like to take this opportunity to thank you for an excellent job your staff is doing
for the people of d’Iberville, Mississippi. Iam an advocate for the elderly and disabled
people of our small community. 1 work for a medical family practice and have contact
with most in our small town. Some federal agencies are not always polite, nor patient
with our elderly, but the people I have spoken with have only kind words to describe the
SBA.

One person I would like to recognize is my loan officer, Tobin Thompson. He has
answered so many questions and offered so many questions and offered such compassion
for our losses. He is highly efficient and most knowledgeable. He provides reassurances
that everything will end up for the best for me and my family and the people in our town.
He always makes time to listen to me and offers assistance with our concerns. His wit is
phenomenal, which puts the caller at ease, but he is always professional. SBA is
fortunate to have such a great employee like Mr. Thompson.

Thank you for being there for our community,

Gerald and Susan Burdine
d’Iberville, MS

I would like to thank you for your promptness. During this most difficult time when
most are homeless due to Hurricane Katrina, I was very impressed to have a SBA
investigator at my residence today. He was very prompt and courteous. He was also
encouraging and gave me and my family hope.

We are homeless. Our home was destroyed from the storm and people like SBA are an
answer o our prayers.

May God Bless you.

Susan and Gerald Burdine
D’Iberville, MS
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Hat’s off to SBA for a Great Job!

1 want to take some time to express my appreciation for the courteous, helpful, and
friendly help I received when applauding for my disaster equity loan. The team at SBA
made the process painless, and I felt, quickly handled.

I wish to acknowledge the team who processed my loan. They were helpful at each
stage.

Let me recount my experience. I was greeted at the field office in Galveston by a helpful
and efficient person who took my paperwork and reviewed it with me to ensure all was in
order — this was a very quick and professional process. Within ten days I was contacted
by Cindy Leather, who went over my application and asked me some questions to clarify
the application. Two days later she called to tell me my application had been passed on
with a recommendation to approve. Four days later Vanessa Bob called. She was getting
the documents together for closing. When she and I went over the documents, she noted
an error. She called back within ten minutes with a solution. I was contacted the next
day by John Schoenthaler who helped me by offering suggestions that would expedite the
movement of the documents. I supplied him with the documents he needed that day. The
next day all was in order and he sent my documents along to set up for a field closing.

With the large number of applications you must have, I put this as unbelievably fast and
efficient service. Great job SBA! Be proud of your efforts!

I'would conclude that the complaints I see in the media must come from people who have
not provided all of the information you need to process for their loan. On that account,
would offer the following: the web information was simple and easy to read. By
following the directions, I was able to collect the data and put the application together in
about four hours. I used the checklist to ensure that I had not left anything out. When
others complain, I think they should look at their preparation and take responsibility if
they have not followed the simple requests and directions.

I will never be able to thank you enough for your help. Your efforts have kept a twenty
year-old business, something I have worked to develop, from going away. You have
further preserved the jobs of others who have worked here for a long time. In a word —
thanks!

Appreciatively,
Vince Morvillo

Chardee, Inc. / DBA Sea Lake Yacht Sales
Kemah, TX

I just wanted to thank the SBA family for helping me.
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After hurricane Katrina struck the Gulf Coast, the first money I received came from the
SBA. When Allstate wasn’t there for me the SBA was. When FEMA wasn’t there for
me the SBA was. Even when someone from the SBA wasn’t there for me someone else
from the SBA picked up the ball and who was there for me? You guessed it... the SBA
was. When Allstate and FEMA said they wanted to help me and didn’t the SBA did.

I live in Ocean Springs, MS and the area’s around me look like a third world country. Of
the major organizations I’ve dealt with, only the SBA hasn’t treated me like a third world
citizen. Of course, everything hasn’t been smooth and easy with the SBA. There was a
glitch here and there in the beginning but they fixed it...and fixed it fast.

From where I sit, it’s easy to see the difference between the SBA and everyone else when
it comes to this “hurricane Katrina how can I help you” debacle. Plain and simple... the
SBA getsit. They figured it out. They didn’t just say they would help. They actually
DID help. The one thing the SBA hasn’t done that all the other major agencies and
organizations I’ve dealt with have done is give me a reason why the can’t help me. I'm
far from an expert on these things, but the SBA must not be as qualified to be
incompetent as the other agency’s organizations and businesses I've dealt with.

Sure it’s a loan. Sure I have to pay it back. Is it perfect? No. Is it the money my
insurance company owes me? No. It is a beginning to the end of the rebuilding? Yes.

To everyone at the SBA I want to say thank you. You did it right.

Billy Harrison
Unknown, MS

Small Business Administration assisted us with our business loan to open Unique
Imports. They have now come to our aid with a SBA disaster loan to help us over come
the economic injury caused by Hurricane Katrina and have assisted us with the disaster
clean up and repairs to our business.

We wish to thank the SBA/FEMA center in Ocean Springs, MS and the other SNA
officers that helped us with the necessary information to file our applications.

Emily Aycock
Unique Imports
Ocean Springs, MS

I have been approved for SBA assistance to repair my restaurant following Hurricane
Katrina. I was treated very well by SBA workers that helped me with my situation. This
was the first time I had to apply with SBA. A SBA lady in Dallas and in New Orleans
worked with me to get my application processed. [am very pleased. Thank you.

Agustin Lopez
Agustin Lopez-Smilie’s Restaurant
Jefferson, LA
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My name is Gail T. Marigny and I am a victim of Hurricane Katrina, the hurricane that
devastated Louisiana and Mississippi Gulf coasts. I lost all of my worldly possessions
and my home of 22 years in a matter of hours. Hope is what I needed and hope is what
M. Jeffery Passareli gave me.

Being devastated and distraught for months, I did not know what to expect. Mr. Passareli
went beyond his duty of assessing the loss of my home; he treated me like a2 human being
by being very considerate of my feelings. He should be commended on his
professionalism and sensitivity.

He is a great asset to your group and I hope he will continue to be there for a long time
and work in a capacity where he can show others to be compassionate.

Gail T. Marigny
New Orleans, LA

Thank you for your help, you are the only person, the ONLY person, that I have spoken
with in a number of agencies that was courteous, helpful, intelligent and professional in
dealing with my application for disaster assistance.

Thank you again,

Sincerely,

Riston and Elizabeth Arnold
Long Beach, Mississippi
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Testimony
of
Patricia Smith
Before the House Small Business Committee
Hearing on “SBA’s FY 07 Budget Request and Reauthorization”
March 15, 2006

Chairman Manzullo, Ranking Member Velazquez, and Members of the House Small
Business Committee, I am Patricia Smith, a co-owner, along with my husband, of
PEMBA Lighting and Automation in New Orleans, Louisiana.

PEMBA is a small business with five to seven employees. We have been in business for
eight years. Before Katrina hit, our business was doing well, in fact we were expanding.
My husband and I were relying on PEMBA to be the family’s primary source of income.

The day that Hurricane Katrina hit our city, the livelihood of our business came to a
sudden halt. The building was flooded; we had no electricity for a month, and no phone
or internet service for months — it seemed as if our business was doomed.

Today, I would like to share with you our experiences in trying to get assistance from the
SBA to recover our business after the disaster. The truth is that my experience is not
unique. You could bring in hundreds of small business owners from the Gulf Coast
region, and these ordeals would be echoed.

Within a few weeks after the hurricane, I placed calls and visited the Disaster Recovery
Center to meet with SBA personnel. They strongly encouraged me to apply for both a
personal and business loan. On September 19, I hand delivered my completed SBA loan
applications, including tax returns. I had questions about the process, but was told that
someone would contact me within three weeks and I would be able to ask my questions
then.

While waiting to hear if our loan was approved, we continued to struggle with the
mounting losses of our business. We could no longer pay salaries and had to let
employees go. My husband had to get another job for us to even be able to pay the bills.
Work continued to come in, but with the lack of staff we were not able to handle the
workload.

I waited over two months to hear the status of my loan application. In late November, |
was told that SBA did not have all of the information needed to file my request — and
they could not locate my tax returns.

My heart sank!  About a week later, I received a phone call from another SBA employee
telling me that he had all of my information and did not know why [ was asked to refax
the tax information. After already experiencing these delays, I began to wonder about
the organization and the thoroughness of the SBA loan process.
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About a week later, I received a request regarding the depreciation method used on our
property in 2004. An SBA employee contacted me to tell me that we may not be able to
get a loan since our property had been depreciated by 50 percent. December 9 is when
this sad reality sunk in, and we were denied a loan for both our home and business. We
had insufficient collateral and therefore were denied any possibility of getting an SBA
loan. This was devastating news and it did not seem like it acceptable criteria for
approving a loan after such a natural disaster. Of course, we had problems with our
assets, they were flooded.

After hearing from friends and associates that everyone was being denied assistance from
the SBA and that people were beginning to appeal those decisions, I embarked on a letter
writing campaign to get the SBA to reconsider my loan. On February 16, I faxed a letter
of appeal to the SBA. I pointed out our credit worthiness, number of years in operation,
company growth and that we are indeed responsible individuals who pay our bills -
things that you would expect to be important with a disaster loan. On February 24, [ was
able to confirm receipt of my appeal letter.

On March 3, [ received a message to call the SBA. It took me two days to get through
and leave a message for the person who called me. I received a call back later that day
and was asked to send an updated Profit and Loss Statement. Frustrated by how simple
communications take enormous effort, I lectured the SBA employee. I was amazed at
how the delays, affecting the livelihood of my small business, did not seem to be
important,

This process began for me and my husband on September 19, Time is critical in these
situations. Today nearly 6 months later, we are still waiting for assistance from SBA, and
we still have nothing!

The fact of the matter is that there are thousands who have been declined but have not
gone on a letter writing campaign. This is what we have to do to get the agency’s
attention? 1 am a registered Republican ~ I am not here to play politics — I am here to
represent the needs of thousands of small business owners just like myself in the Gulf
Coast.

We need assistance now — and we need a champion for our interests.  The SBA has
NOT been that champion ~ instead throughout this ordeal, the agency, while is has a lot
of good people, has been wasting my time. I can tell you from firsthand knowledge - the
assistance they talk about is not reaching the people that need it the most.

Thank you for allowing me to appear before the committee today and letting me share my
story. At this time, I'd appreciate it if you would ask me questions. Feel free to
challenge my story and allow me to respond by what is truly happening and providing
suggestions about improving the process for small businesses like mine. Your committee
is the only hope for small businesses, whether it is from the Katrina disaster or future
ones! Thank you.



