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FULL COMITTEE HEARING ON
DISASTER RELIEF AND
ACCESS TO CAPITAL LEGISLATION

THURSDAY, MARCH 8, 2007

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to call, at 10:00 a.m., in Room
2360 Rayburn House Office Building, Hon. Nydia M. Velazquez
[chairwoman of the Committee] presiding.

Present: Representatives Velazquez, Jefferson, Gonzalez, Bean,
Moore, Altmire, Clarke, Sestak, Chabot, Akin, Musgrave, West-
moreland, Davis, Fallin, Buchanan and Jordan.

Also Present: Representative Melancon (LA).

OPENING STATEMENT OF CHAIRWOMAN VELAZQUEZ

Chairwoman VELAZQUEZ. Good morning. I am pleased to call this
hearing to order.

First, I want to thank each of the witnesses that will be testi-
fying today presenting their views and comments regarding the
proposed legislation that we have before this Committee.

This morning’s hearing will discuss two very important and dif-
ferent roles that the Small Business Administration plays. Access
to Capital and Disaster Assistance.

This Committee has held two hearings on these topics and today
we will review legislation that attempts to address many of those
issues brought up during those discussions. The Disaster Loan Pro-
gram was created for the purposes of providing financial assistance
to entrepreneurs. However, as most of you recall Hurricane
Katrina tested this initiative and uncovered many problems. After
the storm the effected small businesses were brought down with
paperwork and substantial delays in receiving much needed aid.
There is no question that this cannot happen again and that our
small businesses better.

For the SBA to assist entrepreneurs they must have a disaster
plan in place. Processes need to be streamlined and tools should be
available to provide relief in a faster, more efficient matter. We
also need to move away from the current one size fits all approach
and broaden the type of aid for small businesses.

This includes using vehicles such as bridge loans and grants to
respond to the diverse needs of the experience. The disaster relief
legislation being reviewed today, the RECOVER Act of 2007 does
just that.
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Clearly small businesses do not just need capital following a dis-
aster. They need each and every day to start and expand their ven-
tures. The SBA loan programs, while valuable, could be doing so
much more. They were first developed to provide long term financ-
ing. For these initiatives to live up to their original intent, we need
to make them more affordable and accessible for small business
owners.

The Small Business Lending Improvement Act of 2007 intro-
duced by Ms. Bean and Mr. Chabot will reduce the financial and
regulatory burden placed on small businesses. Most importantly, it
will make loans more economical while providing long term ability.

HR 1332 will accomplish a number of important public policy
goals. This legislation provides incentives for medical professionals
to locate to low income areas and establishes a rural lender pro-
gram to attract small lenders back into the program.

Also, veterans returning from Iraq and Afghanistan will be able
to secure funds to further expand their funds should they choose
to do so. After all they have done for our country this is the least
we can for them.

This bill touches all aspects of the SBA lending initiatives, in-
cluding 504.

One thing about this program that has always stood out are the
ties between local CDCs and the community. The Small Business
Lending Improve Act of 2007 strengthen these ties by making
much needed and long overdue changes. It also keeps the initiative
affordable by enabling CDCs to improve the liquidation process al-
lowing fees to remain reasonable.

Today’s hearing will provide members with an opportunity to
provide input and fine tune these proposals in preparation for next
week’s markup. This country’s 26 million small businesses must
have the ability to secure affordable capital in order to continue
spurring economic development and job creation. It is not only im-
portant that they are able to start their businesses, but if effected
by a disaster such as Katrina, entrepreneurs must be able to re-
ceive reliable and efficient aid.

I believe the legislation being reviewed today strengthens: The
Disaster and Access to Capital Programs giving small businesses
the tools they need to be competitive and success. And I look for-
ward to hearing the witnesses testimony.

And now I will recognize Mr. Chabot for his opening statement.

OPENING STATEMENT OF MR. CHABOT

Mr. CHABOT. Thank you, Madam Chair. And I'd like to thank
Chairwoman Velazquez for holding this hearing in which we’ll re-
view access to capital and disaster legislation.

I also want to thank our witnesses for taking the time to share
their thoughts and experiences regarding these important issues.
And T especially want to thank David Main, a constituent from my
District Cincinnati, and the President of the Horizon Certified De-
velopment Company who I will be introducing shortly for making
the trip from Cincinnati today.

Already this Congress, this Committee has held hearings on the
SBA’s response to the Gulf Coast hurricanes as well as the SBA’s
primary loan programs, the 7(a) and the 501 programs.
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During these hearings the Committee has had the opportunity to
hear the experiences of a cross section of witnesses who use and
participate in these important programs. After hearing these per-
sonal stories it became apparent that some adjustments need to be
made to make these programs better.

For instance, I strongly believe we need to evaluate ways to ex-
pand the 7(a) and 504 loan programs to provide opportunities to
small business owners in rural areas and urban areas. However, I
believe this should be accomplished without reverting back to the
days when the viability of these important lending programs was
dependent on receiving appropriations.

Furthermore, I feel that veterans who choose to open a business
deserve every opportunity to be successful entrepreneurs in their
new lives as private citizens. And the SBA should be able to assist
them. While this should also be done in a fiscally responsible man-
ner, the terms of 7(a) loans for veterans should reflect their selfless
contribution to defending our nation.

Also of great interest to I think many of us, and I am sure every
member of this Committee is rethinking the procedures used by the
SBA to respond to a future national disaster, one that may or may
not be similar to Hurricane Katrina’s devastation. I would certainly
that we do not have a repeat of that anytime in the near or distant
future because of the devastation that that caused.

Reevaluation of disaster plans, including SBA coordination with
FEMA and the mobilization of a standby personnel force to process
disaster loans is crucial who will need help from the SBA Disaster
Loan Program in the future.

The legislation we will discuss today is critically important for
existing small businesses, Americans who dream of starting their
own business and those who may have the misfortune of having to
pick up the pieces following a national disaster.

I look forward to listening to today’s testimony and working with
Chairwoman Velazquez in finding ways to improve these important
loan programs.

And I yield back the balance of my time.

Chairwoman VELAZQUEZ. Thank you, Mr. Chabot.

And I now I recognize Mr. Jefferson for an opening statement.

OPENING STATEMENT OF MR. JEFFERSON

Mr. JEFFERSON. Thank you, Madam Chairlady. And I want to ex-
press my appreciation to you as well for the leadership you are pro-
viding in this area and to Mr. Chabot in support of the work.

I would like to also welcome Richard Baker from my home State
who we will hear from just a minute and who is co-authoring one
of the important bills under consideration.

I will just limit my remarks to the disaster issues. In the Gulf
Coast region SBA received about 422,000 disaster assistance appli-
cations for the Gulf Coast hurricanes. Of these applications,
159,000 or 38 percent were subsequentially approved and funded
in the amount that just exceeds $10.8 billion. 193,751 applications
were denied, and nearly 70,000 applications were withdrawn by the
borrower for various reasons for complications and the rest.

Of the funds approved for victims of these hurricanes, just under
$5 billion has been dispersed as of January 22, 2007.
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The SBA also lacked adequate service and support for its infor-
mation and telecommunications systems making it difficult to con-
tact perspective borrowers and for them to communicate with the
agency.

We had in the Gulf Coast, of course, the kind of experience that
no one has ever seen before where you had people who were both
homeowners and business owners out of both places at the same
time and trying to qualify and provide records and information to
the SBA that they were not just prepared to provide any flexibility
for. And that is a big set of issues.

I want to make two other small points, Madam Chair, if I can.

There will be some discussion today bout the SBA lending pro-
gram and its coordination with the so called Road Home Program
that we are trying to use CDC money to get people back in their
homes and to whether some of the efforts that we are pushing now
to get some relief for small business people for homeowners, par-
ticularly is double dipping.

I just want to say to you that for most people back home the big
problem is they have a mortgage on their house they have to pay.
They get an SBA loan and the question is whether they can qualify
for it because they may or may not have their jobs back in place.
And the Road Home Grant comes along and they have to pay off
the SBA loan, and they are just about where they were when they
started out. And so we have got to make some sense out of that
because no one wants to have our folks double dip with the Federal
Government, but you also want to make some real sense out of
what is happening to people in real a life situation.

The other issue that we will talk about a little later, and Mr.
Alford testifies perhaps I will ask him about, is the 8(a) program
that is authorized by the SBA statutes. And what basically has
happened there is that there is a nine year life for 8(a) contractors
to enjoy the opportunities that the program presents. That life was
interrupted by the storm. And so the question is to what extent are
we going to extend that so that the program participant who was
there in 2005 in August gets the same length of time and enjoy-
ment of the 8(a) status as anyone else would. And so we think it
may be reasonable to extend it by 15 or 18 months. And I hope we
will have the cooperation of the Committee to get that done.

Madam Chairlady, I will yield back.

Chairwoman VELAZQUEZ. Thank you, Mr. Jefferson.

And now I have the pleasure to welcome Mr. James Baker to the
Committee. And he represents one of the most impacted area on
the Gulf Coast. Richard. I'm sorry.

Mr. BAKER. I respond to a lot of things, Madam Chair.

Chairwoman VELAZQUEZ. Do not get insulted by that.

Mr. BAKER. No, no. Not at all.

Chairwoman VELAZQUEZ. You know, I am called Nardia, Nydia
and it is just I know that it is an expression of love.

Mr. BAKER. Thank you. When Howard Baker became Reagan’s
Chief of Staff I got letters congratulating me.

Chairwoman VELAZQUEZ. And I want to thank you for the input
and feedback. In fact, you worked closely with the Committee in
crafting the legislation that we are considering today.
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Mr. Baker, I believe that there are two challenges that are going
to be before us. And that is the grant provision and the Road Home
Grant provision. And I would like for you to address those in your
statement, if you can do that.

STATEMENT OF HON. RICHARD BAKER (LA), CONGRESSMAN,
U.S. HOUSE OF REPRESENTATIVES

Mr. BAKER. Thank you, Madam Chair, Ranking Member Chabot,
Members.

I am pleased to be here. And I know you have a distinguished
panel of witnesses to follow, so I will be as brief as possible. But
I have deeply held convictions for a conservative Republicans who
has deep and abiding faith in markets. But we are facing a recov-
ery problem in Louisiana that the free markets cannot simply ad-
dress today. And let me explain how.

First, the Road Home Program, which is constructed at the State
level and funded by the generously of the Members of Congress
provided in rough terms about $10 billion for assistance to indi-
vidual homeowners, not to exceed $150,000 per residence. As of
February 1 of $10 billion, $31 million has been paid out to indi-
vidual recipients at an average per household figure of $68,000.
Something is not working. At that rate it will take 42.6 years to
expend $10 billion. We don’t have 42.6 years. So we are needing
some extraordinary diversion from the current set of rules that ap-
pear to be constraining.

The subject matter of the bill before the Committee today in one
regard is with regard to SBA benefits. For example, an individual
engaged in the restaurant business prior to Katrina entered into a
$200,000 SBA loan. Landfall of Katrina, Road Home calculation,
the person is entitled to assume, let us assume for the purpose of
this illustration, $100,000. All $100,000 of that loan must go to-
ward resolution of the SBA obligation, although it had nothing to
do with Katrina, has nothing to do with the viability of the ongoing
business enterprise. And whether than concern ourselves with dou-
ble dipping, in this case there is no dip. There is nothing.

The money goes from the Road Home Program, which is Federal
dollars, back to repayment of a Federal lending obligation. The
homeowner, the business person is right where they started: Zero
with demolished properties on their real estate.

And herein is the difficulty of the recovery. We were all to imag-
ine ourselves as individual homeowners all living in this commu-
nity in this room together. If I had all the resources in the world
and I were to come back today to this community in which every
structure, every fire station, every school, every hospital, every
home, social order as we know it is now gone, do I want to spend
by $200,000, $300,000, $400,000, $500,000 on this tract of land to
rebuild my house not knowing whether my children will have a
school, whether there will be a fireman on the corner or whether
there will be a grocery store at which I can shop. You will not do
it.

And so much of the indecision in the recovery process today is
that we lack a systemic ability to create a market opportunity.

In Financial Services yesterday we took a very big step to pro-
vide an initiative for that type of recovery. And what do I foresee?
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One of the elements would be for an aggregating entity, in this
case it is the New Orleans Recovery Authority, of which Mr. Jeffer-
son is familiar, will be permitted to take control of various assets
and aggregate them into a contiguous block. We will clean that
property off, environmentally secure it and then sell it back into
the market. So that the role of Government in this instance is to
provide a mechanism where free market forces may work, where
today they simply cannot.

As part of that effort to provide an environment of restoration we
also need to do one of the things that the Chairlady has mentioned
that is contained in this legislation. And that is to set aside the
SBA repayment requirement out of assistance provided to home-
owners for rebuilding of their residences. And for that, I cannot ex-
press deeply enough my appreciation for that approach.

Why is that so essential? That will then give individuals the tools
once the recovery has begun, once we have property ready to put
back into the market to have the assets to rebuy property either
where they used to live or in another location.

It also is important from a small business perspective to realize
that even if the small businessman was not adversely affected; I
had a radiator shop guy, been in business for many, many years,
quite successful. His problem is he does not have any customer. So
we cannot build the radiator shop, we cannot just build the house.
We have to have a systemic recovery plan where disparate and var-
ious governmental resources are brought to bear simultaneously,
which I have to report to you today, Members, is simply not hap-
pening. And that is why you will continue to see the recovery lag
until you take the extraordinary steps that is being proposed in
this legislation.

And I wish to make clear I do not believe the remedies being
posed in this legislation should be ordinary and customary business
practice. They should be very significantly constrained to instances
which are multi-State, cover thousands of square miles in which all
basic services are lost. So that we set in motion only an extreme
remedy for an extreme adverse event.

In many communities that suffer a partial loss of residences or
public service delivery assets, they still have operating utilities,
they still have grocery stores, they still have people on with their
lives and you can build out from that back into the area of distress.
In this case, St. Bernard Parish, a community of 67,000 people, six
months after the storm made landfall there were 231 operating
utility meters.

Now, when you lose 66,000 plus individuals and all the resi-
dences, how do you start the free market?

And that then leads me to the discussion of what I know will be
controversial to some of my colleagues, the grants proposals.

First, it would be limited and constrained by the administrator’s
judgment as to whether it is appropriate.

Secondly, I suggested and the Chairlady adopted, a proviso that
it be made only available to those businesses that were in existence
and successfully operating continually for a period of two years pre-
ceding the storm.
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Thirdly, that the amount and whether the terms of that should
be left solely to the administrator to decide, and the taxpayer best
interest, how those resources can be utilized.

Go to the French Quarter. There are restaurants which have
been operating literally for well over a 100 years. They are in ter-
rible circumstance. They do not have customers. Now how do we
expect the tourism industry to come back if we continue to lose our
marquee restaurants and facilities that are the magnet to bring
people to the French Quarter?

Believe me: People of Orleans want you out of their backyard.
We want our lives back. We want our grocery stores to work. We
want our kids to go to school. And we want to get on with growing
our own prosperity. But in the short period of time where we are
trying to build housing to get the customers of the restaurant back
in the city, there may be a necessity for bridge loans for viable pre-
viously existing successful business enterprises to continue with
some special assistance during this period of recovery.

It is extraordinary. I would never have thought myself in this po-
sition, six months ago, a year ago, two years ago. But I have come
to the conclusion that these extraordinary measures which you
should restrict in the most significant way possible are absolutely
essential for the recovery of this community and this part of our
economy.

Why is it important? The oil and gas activity, the seafood mar-
ket, the port system which between Baton Rouge and New Orleans
is the largest in the country. There is economic necessity for people
to live in this part of the world and do what we do.

Therefore, we must find a way for recovery to proceed in the
most taxpayer responsible manner possible. And that comes from
a marriage of governmental essentials married to economic free
market recovery, which I believe we can move this program for-
ward. But we certainly need this Committee’s assistance and guid-
ance. And we will be happy to work with you in any way possible
going forward.

And for this time, I am most appreciative.

Chairwoman VELAZQUEZ. Thank you, Ms. Baker.

And I would like to add regarding the grant program. That is not
opened ended and it just solely for this instance, the Gulf Coast
disaster.

Mr. Chabot, would you like? Any Member who would like to—

Mr. BAKER. I will take answers, too.

Chairwoman VELAZQUEZ. Well, thank you very much, sir.

Mr. BAKER. Thank you very much.

And now I will welcome the next panel to please take your seats.

PANEL I: HERBERT L. MITCHELL, ASSOCIATE ADMINISTRATOR
FOR DISASTER RELIEF, SMALL BUSINESS ADMINISTRATION;
JAMES LEE WITT, CHAIRMAN AND CHIEF EXECUTIVE OFFI-
CER, JAMES LEE WITT ASSOCIATES, A PART OF GLOBAL OP-
TIONS GROUP, INC.; HARRY C. ALFORD, PRESIDENT AND
CEO, NATIONAL BLACK CHAMBER OF COMMERCE; MARGOT
DORFMAN, CEO, U.S. WOMEN’S CHAMBER OF COMMERCE

Chairwoman VELAZQUEZ. Our first witness is Mr. Herb Mitchell.
He’s the Associate Administrator for the U.S. Small Business Ad-
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ministration Office of Disaster Assistance. He is responsible for ad-
ministering, planning, developing all aspects of the SBA Disaster

Loan Programs.
Mr. Mitchell?

STATEMENT OF Mr. HERBERT L. MITCHELL, ASSOCIATE
ADMINISTRATOR FOR DISASTER RELIEF

Mr. MITCHELL. Good morning, Chairwoman Velazquez, Ranking
Member Chabot and the distinguished Members of the Committee.

Thank you for inviting me to discuss the legislative proposals ef-
fecting the SBA Disaster Loan Program. My name is Herb Mitch-
ell, I'm the Associate Administrator for Disaster Assistance at SBA.

Under Administrator Preston’s leadership we are well on our
way to fixing the many problems experienced by disaster victims
following Hurricane Katrina. The agency is seeing benefits of these
new procedures in most recent disasters where over 98 percent of
all the applications are currently being processed within 14 to 16
days.

We continue to focus on enhancing our training, improving our
IT infrastructure, improving our systems and improving our plan-
ning process.

We are currently providing the States, both Louisiana and Mis-
sissippi, with information to support their community development
block grant funded programs. We are completing the process of re-
engineering the loan underwriting process, the loan closing and
disbursement process. We are finalizing the search plans of how we
would respond in the future to catastrophic events. We are explor-
ing ways to work with the private sector to provide more effective
support.

We hope through the legislative avenues of this Committee we
can reach out to other disaster victims that the SBA currently is
unable to assist with working capital. By granting SBA the author-
ity to provide economic injury disaster loans to nonprofit entities,
the agency would be able to help groups and such organizations
whose main focus is to help others.

The Administration has no significant objections to Title I of the
draft bill. However, the Administration does believe the creation of
the Associate Administrator for Disaster Planing is unnecessary
and also limiting the reserve core staff to no more than 30 percent
in any one region may adversely impact our recruiting efforts and
unnecessarily increase the cost of the program.

The Administration does have reservations with the second title
of the bill as it relates to the lending aspects of the program. Sec-
tion 203 would create a bridge for financing program where bor-
rowers would likely pay higher fees and interest rates on the short
term financing, and the Federal Government would then have to
pay administrative costs for two programs to deliver the same as-
sistance for short term loans, later refinanced through the regular
disaster program.

Section 204. Providing for noninterest deferment period of up to
four years would require a massive subsidy in order to cover the
interest subsidy costs during this period.

Section 205. The Administration already has the flexibility to ad-
justing repayment terms and can offer deferments up to two years
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or more. Mandating that SBA set payments below what is afford-
able and use specific deferment period will unnecessarily increase
the cost of the program.

The Administration has similar concerns regarding Section 206
and the disbursement process. Making disbursements without re-
gard to the amount of funds actually needed at the time may in-
crease the risk of misuse of those funds.

Section 207. The Administration would appreciate further infor-
mation regarding this provision. As we understand it, the intent is
to allow business loans under $100,000 to be made without allow-
ing SBA to use the borrower’s personal homes as collateral. This
prohibition would limit collateral and, of course, increase losses and
effect the subsidiary costs of the program.

Section 208. SBA believes there is a role for the private sector
in assisting SBA in processing disaster loans in times of a major
or catastrophic disasters and will continue to work with the bank-
ing community to find a beneficial solution. We are concerned that
mandating the use of private sector in specific situations would
limit our flexibility. The Administration would prefer language al-
lowing the Administrator to use these service at his discretion.

The Administration is opposed to Section 210. This is duplicative
of existing programs within the Federal Government. In fact, the
State of Louisiana is currently providing grants to small business
through the HUD CDBG funding program. SBA would be estab-
hS&ligIg a new program to duplicate assistance already being pro-
vided.

The Administration objects to Section 211. If a disaster victim re-
ceives an insurance payment or grant to assist in rebuilding a dam-
aged property for which a disaster loan was provided, the Agency
has an obligation to the taxpayers to ensure that Federal assist-
ance does not exceed the amount of the losses. Under this provision
a disaster victim could receive as much as twice the amount of Fed-
eral assistance for the same loss.

In regard to the increase in the maximum loan amount in Sec-
tion 212, the Agency feels that it is not necessary. Our data shows
that only 600 applicants exceeded the $1.5 million threshold in
their damage assessments. The Administration is also worried that
increasing the subsidized loan amount will lessen the incentive for
those businesses to acquire sufficient insurance.

In Section 213 the Administration understands the need to allow
businesses to recover from disasters and our lending is based on
that premise. However, SBA also believes that once a business has
recovered it should repay the loan as soon as possible and minimize
the cost to the taxpayers.

While we certainly have some concerns with the legislation in its
current form, we hope we can work closely together with you and
Members of the Committee and your staff to make sure that in the
future the problems that SBA faced in response to Hurricane
Katrina certainly will not happen again.

We look forward to your questions, and thank you for the oppor-
tunity to appear today.

[The prepared statement of Mr. Mitchell may be found on page
47 of the Appendix.]

Chairwoman VELAZQUEZ. Thank you, Mr. Mitchell.
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And our next witness is Mr. James Lee Witt. Mr. Witt is cur-
rently Chairman and Chief Executive Officer of James Lee Witt As-
sociates, a public safety and crises management consulting firm
that provides disaster recovery and mitigation management serv-
ices to state and local governments, educational institutions, the
international community and corporations.

Mr. Witt has over 25 years of disaster management experience,
including 9 years of service as Director of the Federal Emergency
Management Agency.

Mr. Witt, welcome. And I am personally very grateful that you
are spending some time with us this morning.

STATEMENT OF JAMES LEE WITT, CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, JAMES LEE WITT ASSOCIATES,PART OF
GLOBAL OPTIONS GROUP, INC.

Mr. WrtT. Thank you, Madam Chair and Members of the Com-
mittee.

Thank you for giving me the opportunity to share with you some
success stories as well as some thoughts and ideas that may be
helpful to this Committee as you move forward.

When I was Director of FEMA we depended on SBA. SBA was
joined with us at the hip. All 350 disasters that we responded to,
SBA was at our side responding to that community with us.

SBA and FEMA even had cards that shared information for SBA
on one side on their disaster programs and FEMA disaster pro-
grams on the other side. We worked very closely together because
it was important that the people that we were trying to serve saw
that the Federal Government was responding and meeting their
need and helping them, not only in the short term but the long
term recovery efforts.

And I really appreciate all the hard working folks at SBA who
sacrificed their personal time with their families during disasters
that I was there to make sure that we did provide the kind of cus-
tomer services that the American people expected.

Small businesses recovery is critical for community recovery, par-
ticularly in short and long term. Small businesses in this country
provide the most jobs in local communities.

The SBA programs are a very important tool of Federal Govern-
ment’s tool chest disaster recovery work.

And I see the current situation for SBA has been very similar to
what we faced when I was the FEMA Director. It is kind of like
a deja vu all over again. I believe that many of the solutions for
repairing SBA currently are very much like the ones that were
needed at FEMA during the time that we started in 1993: Expe-
diting assistance to victims; cutting red tape; better budgeting and
planning; training and empowering. Empowering employees to
make decision to be able to do their jobs.

Congress and the oversight committees play a very critical role
in the reinvention of FEMA. So I am glad to contribute to your
work today.

Leaders like Congressman Louis Stokes, Congressman dJerry
Lewis, Senator Barbara Mikulski, Senator Kit Bond; all that had
played a very, very critical in helping us to reinvent and refocus
FEMA by providing not only support and policy and revolutions
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and changes, but also funding. Make sure that we had the funding
to do what we needed to do and had the tools to do our job within
the Agency and working with states and local governments. And it
was a bipartisan effort.

Partnership between the Administration and Congress allowed
us to look at legislative changes and clarifications, which we did.

Prepositioning resources before disaster every happened, which
was unheard of.

Creating a Federal coordinating officers cadre, expanding the dis-
aster reserve cadre, providing the funding to expand it to all FEMA
ten regions and funding the training and maintaining that training
and certification of these employees.

We did not want to go through a response like FEMA had gone
through with Hugo and Andrew. We wanted to make sure we had
the people and resources in place to be able to respond to meet that
need, no matter what the size of that need was.

We did cross training of nondisaster program employees. We
used technology to improve inspections and to improve our re-
sponse to individual needs, particularly individual family grant
programs and temporary housing programs.

I mention my experiences at FEMA not to relive those days, but
to offer some hope and encouragement, and possibly a blueprint to
maybe to help you as Members of the Small Business Committee
and SBA to begin working on it together.

I believe the legislation that the Committee has drafted is what
is needed to sorely improve the SBA Disaster Program. I agree that
SBA must have comprehensive disaster response plans in place
that incorporate an all risk, all hazard approach. SBA is training
and exercising these plan with all of its partners at the Federal,
State and local level ahead of time. And it is critical for the agen-
cy’s readiness. And I know that SBA also has a reservist corps. But
it is important to keep these folks involved and trained so they re-
main part of the disaster cadre.

SBA and FEMA had ten regions. And if you look at those ten re-
gions and if you look at the highest risk reasons, and if you maxi-
mize the amount of disaster reservists that you could have in the
highest regions, but also have them in all ten regions to support
that area when you have an event like Katrina or the four hurri-
canes in Florida, to be able to deploy them to support that event,
it is very important. But it is important to keep these people
trained. You cannot respond to an event without trained people.
And you cannot train people on the ground in the middle of a re-
sponse and be effective.

Cross train employ some other agencies, which we did, was a
huge help for us. We would go out to Federal agencies and said do
you have employees that we can cross train to help us in a disaster
operation center or help us in the field. And they were more than
willing to allow their employees, particularly employees that were
on a career path to get that experience, that knowledge and that
capability.

Also if SBA is not doing it already, they should do a cost analysis
of what were the five most costly years in an SBA disaster declara-
tion. With the exception of Katrina and Rita, your most costly. But
what was the five year average cost per year of an SBA disaster
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cost. And they probably already have that. But what we did and
what worked so well with Congress and with OMB was we were
able to use that five year cost analysis to set up a contingency fund
that was under OMB that was budgeted, that you did not have to
go back for supplementals every time you had a disaster declara-
tion. And then all we would do then is go to OMB and say we have
a Presidential disaster declaration that’s going to cost $400 million.

Our per year average for FEMA over five years was $2.5 billion.
That might be helpful. I do not know. It is just a suggestion. It
worked extremely well for us.

When I was at FEMA we worked so closely with SBA. And one
of the most important things that we did with SBA is when we set
up the 1-800 teleregistration system at Hyattsville, Maryland and
Puerto Rico and Denton, Texas and Mount Weather. Even Amer-
ican Airlines as the backup system to us on teleregistration taking
applications for people calling in.

SBA was in that teleregistration center. We got a call from a
small business that came to one of our teleregistrations people,
they would just automatically switch it to SBA in that teleregistra-
tion center.

Let me just say this: During the time of the eight years that I
was there I saw not only FEMA that was able to get individual
checks to people that were eligible within seven days. I saw SBA
that were able to take loan applications, process it and have it
closed out within 30 days.

They did a great job. But I want to say this in closing. You have
to empower the SBA Administrator and the career people at SBA
to be able to do their jobs and do it well and fulfill their role and
responsibilities. And my hope is that with your help and with your
legislation you can help create that atmosphere where that they
can move forward, and they can cut the red tape and they can
make sure that small business in this country and homeowners re-
cover much fuller and must faster.

We did a survey with SBA back, I cannot remember the year
that we did this, particularly after some of the major disasters.
And we found in even small, medium or large disaster, that small
businesses that were effected by a disaster, up to 30 percent of
those never recovered or never reopened. When that happens you
lose the heart of a community. And I think SBA is in a position
to help maintain not only the viability of a community, but also
help in the long term recovery efforts far greater than any other
Federal agency.

So thank you, Madam Chair.

[The prepared statement of Mr. Witt may be found on page 52
of the Appendix.]

Chairwoman VELAZQUEZ. Thank you, sir.

Our next witness is Mr. Harry C. Alford. Mr. Alford is the Presi-
dent and Cofounder of the National Black Chamber of Commerce.
The National Black Chamber of Commerce is a nonprofit, non-
partisan business association that represents over 95,000 black
owned businesses and advocates on behalf of more than 1 million
black owned business.

Welcome.
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STATEMENT OF HARRY C. ALFORD, PRESIDENT AND CEO,
NATIONAL BLACK CHAMBER OF COMMERCE

Mr. ALFORD. Thank you Madam Chairwoman, distinguished
Members of this very important Committee.

I appreciate the opportunity to discuss a few things that I can
get off my chest.

I notice the timers working now on me. The previous two did not
have a timer.

But, yes, Mr. Witt, those were the days. I remember my first
meeting with Mr. Mitchell in 1994. The National Black Chamber
of Commerce had maybe 18 chapters. And the SBA have over a
staff of over 5,000 well trained individuals. They had a budget of
$860 million. They were the resource for small business.

Since 1994 small business has boomed. The African-American
segment of the small business community has grown from 1997 to
2002, according to the Census Bureau, a growth of 42 percent.
There are over 1 million black owned businesses today doing very
much and doing well.

The State of Louisiana had the 11th highest population of black
owned businesses in the nation.

Since 1994 the SBA has been increasing and shrinking and
shrinking each budget cycle less, less, less. It was set up to the
point that a disaster was going to come, and Katrina presented
that opportunity.

We are faced with an ever competitive global market and yet we
have dwindled the SBA to a point of anemia. Our readiness has
been depleted and the SBA became a disaster waiting to happen.
Eventually the challenge submerged at the start of Katrina. Yes,
it was the greatest natural disaster in our recorded history, but the
worse came with the response that could not even attempt to be
adequate or meet the demand.

I welcome the proposed legislation as improvement and as
progress, and perhaps a turnaround to the attempts of many to do
away with the SBA, to the point of it being almost lifeless.

In terms of planning, the SBA should be required to develop, im-
plement and maintain a comprehensive written disaster response
plan based on the intensity of Katrina. Office space staffing system
complete with coordination scenarios with applicable Federal agen-
cies should be established as soon as possible. This plan should be
tested through drills and exercises that would simulate a major
disaster. These plans should be realistic with proper resources and
not designed as blue skies.

There should be a position established to administer the project,
and an associate administrator for disaster planning should be cre-
ated to coordinate with the SBA associated administrator for the
Office of Disaster Assistance, FEMA and other Federal, State, local
disaster planning offices as necessary.

This officer will report directly to the Administrator and will be
responsible for planning for and leading the agency’s annual train-
ing exercises. It should go without saying that this person’s back-
ground will be consistent with the duties assigned. In other words,
let us not have a simple political appointment without rhyme or
reason, Michael Brown, who will have a meltdown during the first
crises.
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In regards to lending we must have a comprehensive program
that will significantly increase legislative limits on business loans.
The process for personal and business lending should be stream-
lined to expedite funding and a system that is punitive to the bor-
rower in terms of repayment period and subsidies. We can enhance
the lending authority for our preferred lenders so that they can
originate, process and disperse home disaster loans for a small fee.

Short term loans similar to the bridge financing provided by the
Mississippi State Legislature should be provided so that businesses
can get started immediately with the rebuilding while they wait on
the traditional disaster loan process.

Grants for certain conditions can also be considered in order to
jump start local rebuilding of businesses that provide jobs to the
effected areas.

The SBA should have adequate funding for outreach and mar-
keting. Businesses within our communities rarely know what the
SBA is and its programs. I dare say that the majority of the over
1 million black owned businesses in this nation do not know the
address of the nearest SBA district office or the district manager
and the applicable staff. Whether they are a mile away or 100
miles away, there’s no adequate interaction. SBA where are you?

Thank you, Madam.

[The prepared statement of Mr. Alford may be found on page 60
of the Appendix.]

Chairwoman VELAZQUEZ. Thank you.

And our next witness is Ms. Margot Dorfman. She is the founder
and CEO of the U.S. Women’s Chamber of Commerce, an associa-
tion that advocates for economic policy and community interest on
behalf of women owned businesses.

Welcome.

STATEMENT OF MARGOT DORFMAN, CEO, U.S. WOMEN’S
CHAMBER OF COMMERCE

Ms. DORFMAN. Chairwoman Velazquez and Ranking Member
Chabot, Members of the House of Small Business. My name is
Margot Dorfman. I'm CEO of the U.S. Women’s Chamber of Com-
merce.

And I am pleased to be here today to share the U.S. Women’s
Chambers of Commerce strong support to the RECOVER Act of
2007, an important piece of legislation that will give small business
owners the security of knowing that the Small Business Adminis-
tration will have an effective plan in place to meet their needs in
times of crises.

The 2005 Gulf Coast hurricanes had a dramatic impact on the
small business members for the U.S. Women’s Chamber of Com-
merce. But as much as they were alarmed by the damage the
storm caused to their communities, they have also been shocked by
how badly managed the disaster response has been.

Time is of the essence in these emergency situations. For many
of our members timeliness proved as important as receiving the as-
sistance itself. It was clear that the SBA was completely unpre-
pared to deliver disaster assistance on the scale that was de-
manded. And certainly not on a time frame that would have expe-
dited recovery. Instead of executing a plan that was already in



15

place, the Administration reacted to events on an ad hoc basis,
ramping up employees in locations as the demand grew. Unfortu-
nately, that meant that by the time additional resources were
added small business owners were already experiencing the terrible
customer service that came to characterize the SBA’s handling of
the response to the 2005 Gulf Coast hurricanes.

The U.S. Women’s Chamber of Commerce enthusiastically sup-
ports the RECOVER Act of 2007 because it requires the SBA to
look ahead to future disaster and plan for a variety of possibilities.
Readiness is the key to delivering timely, effective disaster serv-
ices.

This year communities around the country have called on the
SBA to respond to a variety of nonhurricane disasters from ice
storms in Iowa to tornados in Florida. It is vital that the strategies
be in place to respond effectively to the needs of small businesses
regardless of the location, size or the type of disaster.

In addition to creating comprehensive disaster readiness plan,
the RECOVER Act also requires the SBA to maintain those strate-
gies over a long period of time. At the U.S. Women’s Chamber of
Commerce we believe that this is a critical function of this legisla-
tion. Although many people are still struggling to recover from re-
cent disasters today, it is important that the SBA’s disaster readi-
ness not be allowed to atrophy in the future when conditions for
victims of the 2005 Gulf Coast hurricanes have improved.

Ten years from now we hope to see the SBA with a robust, agile
disaster loan program that has comprehensive and practiced plans
for a variety of disasters.

This legislation also makes important updates to the SBA’s dis-
aster lending process, systems that the 2005 Gulf Coast hurricanes
demonstrated were badly in need of modernization. By providing
solutions to problems that the SBA had in processing and approv-
ing and dispersing loans in a timely manner, the RECOVER Act
will increase legislation recognizes that assisting small business
owners after a major catastrophe is not a one size fits all propo-
sition. It will give the SBA more tools to provide small businesses
with relief depending on their individual circumstances, including
bridge loans and grants.

This legislation will allow the SBA to get private lenders in-
volved to provide timely and effective service to business owners in
these disaster situation. Entrepreneurs will have access to the
same affordable SBA loan with low interest rates and long repay-
ment terms, just at a different location serviced by a bank in their
community.

In closing, I want to thank the Members of the Small Business
Committee for actively addressing the problems so many business
owners experience after the hurricanes in 2005. It is critical that
we learn from those experiences the kinds of stories we are still
hearing from our U.S. Women’s Chamber of Commerce members 18
months later and make the needed changes that will ensure that
if such a terrible disaster happens again, the SBA will be in a bet-
ter position to help entrepreneurs get back on their feet.

I thank you again for your time today. And I welcome any ques-
tions that you may have.
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[The prepared statement of Ms. Dorfman may be found on page
64 of the Appendix.]

Chairwoman VELAZQUEZ. Thank you, Ms. Dorfman.

Mr. Witt, the Administrator of the Small Business Administra-
tion has said that oversight and legislation was not needed to ad-
dress the problems in the disaster program and that operational
fixes in the Agency’s internal policies and procedures offer a better
solution. Would you agree with that perspective?

Mr. WiTT. Well, it would be hard for me to determine whether
or not I would agree or disagree with them. Of course, I have not
looked at SBA at a long time. But after looking at the legislation
that you have put forward, I think the SBA working with this
Committee on that legislation would be an advantage to them to
improve the services and the capability of SBA for the future.

So, you know, just based on what you are going forward with I
think should help SBA substantially in their processes and what
they do everyday.

Chairwoman VELAZQUEZ. Mr. Mitchell, last month I asked Ad-
ministrator Preston for the specific time as to when the agency will
have implemented a comprehensive written disaster plan with data
from disaster simulations. We are now one month closer to the next
hurricane system. What can you tell us?

Mr. MiTtcHELL. Well, the Agency had made substantial progress
in getting a plan in place. The Deputy Administration has been
designated the point person on this, and she has all of the Agency’s
resources available.

I can tell you just this week there have been at least eight or
nfi‘ne people working pretty close to four to six hours a day in terms
O —

Chairwoman VELAZQUEZ. When are you going to have a plan, sir?
Our concern here is—

Mr. MITCHELL. I understand. And the Administrator has charged
the Deputy with getting that done.

Chairwoman VELAZQUEZ. He is going to charge the Deputy?

Mr. MiTcHELL. She has already been tasked with getting that
plan done and presenting him with a draft to start the internal re-
view process. )

Chairwoman VELAZQUEZ. The Administrator was before this
Committee close to a month ago. And I think that we all saw what
happened with the inefficient, ineffective response coming out of
the Small Business Administration. Here we are a month before
the next hurricane season and you are telling me that just the Ad-
ministrator charged the Deputy to come up with it?

Mr. MITcHELL. A lot of work has already been done in terms of
developing the service plans, developing scalability models, looking
at the forecasting data, pulling all of the information together in
terms of how we are going to coordinate with the districts.

Chairwoman VELAZQUEZ. Are you telling me 18 months later
a{ter? Hurricane Katrina touched down, the SBA does not have a
plan?

Mr. Witt, in its most recent report the General Accounting Office
recommended that the SBA consider using disaster simulations
and catastrophic models in its disaster planning process. In his tes-
timony before the Committee, the SBA Administrator said that
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these tools are cost prohibitive. In your experience what is the
value of these values relative to the cost?

Mr. WiTT. Well, I think probably, you know, we used to does this
all the time, and I know they still have this as FEMA as a mod-
eling tool.

We did a simulation on Miami with a category 4 hurricane hit
in the city of Miami using the model. And the estimated losses
there at that time, back in the ’90s, it was like $85 billion just for
the city of Miami.

So you can take any of the Federal agencies that has the mod-
eling capability, whether it is SBA or FEMA or Corps of Engineers
or DoD. You can utilize those existing modeling simulations and ca-
pabilities to do what you need to do and looking at all your high
risk states or local communities and come up with a simulated cost
of what you particularly have in case they were hit.

Chairwoman VELAZQUEZ. Are there more cost effective ways to
integrate these tools into the disaster planning process?

Mr. WITT. Absolutely. In Lafayette, Louisiana, the University of
Lafayette, and at many universities in the United States are doing
modeling, just as we speak, and has the capability to link into any
Federal agency.

Lafayette University has the third largest super computer in the
world. You can give them a simulation or a different scenario, they
will plug it in that super computer and they can spit you out a
model instantly. And any Federal agencies or any local govern-
ments can access this. And it’s very cost effective.

Chairwoman VELAZQUEZ. One other thing that we gathered from
the hearings that we conducted regarding the disaster relief lack
of planning and inefficient response is that the disaster planning
is decentralized and fragmented. The Agency delegates planning to
local agency officials. And their reason is that these individuals are
in the best position to estimate the Agency’s needs.

The Agency maintains a variety of documents detailing the SBA’s
policies and procedures for responding to a disaster. In your experi-
ence is this approach adequate to fulfill the need for comprehensive
disaster planning?

Mr. WITT. I am just basing this on my experience in what we
have seen and done.

It is very important whether you are a local government, a State
government or a Federal agency in the Department of Federal Gov-
ernment that you have a plan that is in sync with not only at the
national level, but also in all the district and local levels. And that
plan is not only exercised and tested. Because if you just have to
do the planning and the exercising in the region or the district
level, then if you have an event and have to respond, there is no
way that the national and the local and the region is going to be
in sync. So you really need a national plan for a Federal agency
that is linked to the national response plan.

Chairwoman VELAZQUEZ. Thank you, Mr. Witt.

Mr. Alford, you heard the testimony from the Administration’s
position regarding the disaster, the RECOVER Act. And they say
that the grant program under this legislation is duplicative of other
programs in the Federal Government like the CDBG program.
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Based on what you have heard from your members why is not this
program duplicative of any other grant program that exists today.

Mr. ALrFORD. Well, first the Community Development Block
Grant money is not reaching our businesses in terms of Louisiana
and New Orleans, it is good for home ownership and it is good to
pay off some federal debt. You know, it is HUD covering the back
side of the SBA loan program. It is doing nothing for individual
businesses.

Secondly, the whole administration of this Road Home Program,
John Gotti could not have written a better picture where you have
got D.C. grants, D.C. contracts going to people who have to clue of
how to manage this program. And they are raking the money off
of the top. They were trying to give out home loans without ap-
praisals. And people were being lowballed because they were not
adequately appraised. So after all the complaints they come up
with a group of appraisers from California to come to Louisiana. I
think Congressman Jefferson will tell you, there are plenty of good
appraisers in Louisiana. But that message is sent that this is about
grilbfbag money, it is not about business development or disaster
relief.

And for the SBA to say that is good enough when they should
be the experts at providing grants to businesses and have a data-
base of businesses and know the ones that have a good chance of
recovery with a little grant money, why are they walking away
from that? Why are they shying away from that? Why are they not
embracing that idea?

Chairwoman VELAZQUEZ. Thank you.

Now I will recognize Mr. Chabot.

Mr. CHABOT. Thank you, Madam Chairwoman.

Mr. Mitchell, if I could start with you. I just wanted to state for
the record that we share the concern of the Majority on preparing
a disaster plan, getting it done. You know, we certainly do not
want something hastily thrown together just to get it done. It
ought to be done right. But it certainly should be a priority of the
SBA. And I would assume that it is a priority?

Mr. MiTcHELL. Well, we wholeheartedly agree and this Adminis-
trator is committed to getting it done.

Mr. CHABOT. Okay.

Mr. MiTCHELL. Certainly committed to getting it done.

And on the area in terms of catastrophic risk modeling, we are
looking at the data. We have already met with the folks from
FEMA. We have access to their information. And our plan is to
Eake that data and those models and test our plan against that

ata.

Mr. CHABOT. Thank you.

Let me follow up. Has the SBA estimated the cost of performing
an annual disaster simulation exercise?

Mr. MiTcHELL. Well, we have looked at various models in terms
of, you know, do we do a full scale exercise, do we do tabletops, do
we exercise certain portions of the plan. For example, the field op-
erations. And, obviously, there could be a myriad of things that you
could do. It could range, our estimates, anywhere from as low as
$50,000 to a million dollars.

The plan is to have a series of exercises over a period of time.
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Mr. CHABOT. All right. Thank you.

Mr. Witt, let me turn to you if I can.

What role should business interruption insurance play in a busi-
ness disaster preparation?

Mr. WITT. A very important role. You know, if a business has
business interruption insurance, it is much easier for them to re-
covery much faster.

I also want to speak just a moment about the grant program that
we were speaking of real quick.

Mr. CHABOT. Okay.

Mr. WiTT. The grant program for a small business that has been
approved for a small business loan, particularly acting as a bridge
to be able to get that recovery effort moving, particularly in cata-
strophic events like Katrina is really, really critical.

You know, Governor Blanco set up a bridge loan to the parishes
because they had zero revenue. And these communities right now,
these small businesses, they cannot go back and get started back
without some bridge of some help. But many times, and Herb will
tell you this, he went with me many times to many events. But the
business interruption losses, a lot of small businesses across the
country do not have this. They cannot afford it. And so they are
in a situation of providing jobs for 5 people or 10 people and keep-
ing their businesses open, and they have to cut costs everywhere
they can. You know, it may be health insurance, it may be others.
But a lot of them cannot afford that and stay in business.

Mr. CHABOT. Thank you.

Mr. Alford and Ms. Dorfman, in the time that I have remaining
I would like to ask you all a couple of questions.

Both of your organizations had members effected by Hurricane
Rita and Rita and Wilma. How many of those members, if you
know, are still not fully operational relative to the businesses?

Mr. ALFORD. I would guess 70 percent.

Mr. CHABOT. Seventy percent are still not operational?

Mr. ALFORD. Not operational. And the ones who are operational
were just very exceptional individuals. Strong individuals with
some good strong savvy and could go to the President of Shaw or
Bechtel and come out with some business. But those relying on the
SBA to get them contracts in this rebuilding, they have not re-
ceived anything.

Mr. CHABOT. Ms. Dorfman?

Ms. DOrRFMAN. I would say the majority of ours have, as well,
they are still in challenging situations. Many of our members actu-
ally moved out of the area so they could start business again. Many
of our members have not received loans to date. So there is still
an ongoing problem in the region.

Mr. CHABOT. Okay. Thank you.

Yes, Mr. Alford?

Mr. ALFORD. If I could say, the President of the New Orleans Re-
gional Black Chamber of Commerce has a cement company. And he
was the first black contractor to be utilized in the Katrina disaster
by way of the Corps of Engineers stealing $300,000 worth of his
sand that he had warehoused at the New Orleans Air Port. And
that was two years ago, just about, a year and a half. He has not
been paid for that $300,000 yet.
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Mr. CHABOT. And finally, how hard is it for your members to
plan recovery in areas that were effected by Hurricane Katrina
when they do not know whether the area will have sufficient resi-
dents to support their businesses? And that was mentioned by Mr.
Baker, Congressman Baker in his testimony. But I would like to
hear from you all, if we could.

Ms. DORFMAN. Well, it is very difficult. Some of the challenges
that our members had when the hurricanes first hit was I have one
member who when I spoke with her, she had lost her home, she
had lost her business and she lost her mother. So we are talking
devastation that is unthinkable. And now she has to think about
how do I find an SBA loan? How do I actually go about it?

When they finally got her the paperwork she was overwhelmed
and she could not even continue forward. And I think that is what
we are looking at. It is more then, gee, there is an issue and we
have to get a loan. There is a great deal of trauma and grief that
is going on. And those businesses who are having trouble just keep-
ing their heads up, let alone where is my paperwork because my
computer system 1s down, so I don’t have the documentation to file
to get a loan. That is where the grants are going to be so important
to come in to help in that interim while they are trying to pull that
information together so that they can actually apply for a loan and,
hopefully, get one.

Mr. CHABOT. Thank you very much.

Ms. Alford?

Mr. ALFORD. Yes. You really have to admire the resilience and
the creativity of a lot of the people, particularly in New Orleans.

There is a barber who put up a tent at a gas station, on the
grounds of a gas station and got a generator and reopened his bar-
ber shop in that tent. Last month he moved into a building.

There is a lady who waits tables at the W Hotel who was realtor
prior to Katrina. She and her sister moved in together and they
rented out the lower level of their house, which was gutted. They
rented out the lower level to a contractor who will bring spare
parts and pieces and drywall and start reassembling their house.

But it is that kind of resilience that are making them stand on
their feet and get back together. It is a shame they are their own
though. It reminds me of my grandfather during the depression.
Have we not come beyond that?

Mr. CHABOT. And that is why I want to commend the Chair-
woman for holding this hearing. Because with the resilience of the
people and what they have done to try to bring their lives back to-
gether, it is unfortunate that the Government was not up to the
task, and we need to learn those lessons and do much better the
next time.

Thank you.

Yield back. Thank you, Mr. Chabot.

Mr. Jefferson.

Mr. JEFFERSON. Thank you, Madam Chair.

It is hard to know where to begin with the questions.

Let me ask you about the small business loans and how they
have affected your members.

Well, let me just make a statement. The CDBG money that is
available to small business is very, very small. Out of the money



21

that the $10.5 billion has been allocated, as I am sure the Com-
mittee members know, only $168 million has been available to
small businesses and small business grant. Of that amount, there’s
a limitation. No small business may receive more than $20,000.

So if you receive a $20,000 grant and then you are lucky enough
to get an SBA loan, you pay that $20,000 to the SBA when no one
would claim ever that it is enough to get your business going.

So how is it a duplication? The only way it could ever be a dupli-
cation is if you got enough to fully recover your business, and this
is on top of that. That is not happening.

So the argument that this a double dip for people in Louisiana
is quite misplaced and I really wish the Administration would
think about that and try to help us find solutions and maybe tone
that idea down.

The same would apply to homeowners. And I just got to ask you
about this. So Mr. Mitchell, you would agree with me that in a case
where the Road Home Program — not Road Home, the CDBG is
only $20,000, there is hardly any chance for a duplication. Would
you not agree with that?

Mr. MiTCHELL. Well, there is a great deal of flexibility when you
are working with small business. And what we are really talking
about here is working capital and what the purpose of that grant
fund is.

Obviously if it is going to repair, replace the same thing that we
have made the loan for in terms of the physical loan, obviously we
have to take a look at that. But I would suspect that most of these
cases it is going to operating capital. And in most cases we are able
to determine that there is additional injury or additional recovery
period. And I would dare say in the majority of these cases there
would be no duplication.

Mr. JEFFERSON. I would think not. I would think hardly any of
it there would be duplication. And just to put people through all
these hoops to go and explain it that it is not duplication, it just
delays process. We need to find some more mays of dealing with
it.

Mr. MiTCHELL. Right. Understand. We have a team of folks that
are working this. Our average turn around time right now on all
of the grant program is three hours. Once we get the information
the state—

Mr. JEFFERSON. What is it now?

Mr. MiTCHELL. Three hours.

Mr. JEFFERSON. Three hours.

Mr. MiTCHELL. We are able to basically do that process, get it
done in three hours and get them the information back the next
day.

Mr. JEFFERSON. Well, I would like to see the report on that, you
know, that sort of experience. Because it is not what we hear.

And let us talk about the Road Home Program money.

Mr. MITCHELL. Yes.

Mr. JEFFERSON. It is equally problematic. And I think you should
understand how it happens. Here is a reading from the “Times Pic-
ayune” from which I do not read all that much, but nonetheless
here is what I think is worth reporting to you.
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“If you receive an SBA loan for personal property,” this is quoted
from a resident there. “The way the SBA loan reads is if someone
comes along and gives you some other money for this, you got to
pay the SBA back” this Ms. Alan Langhorn says. This is a resident
whose home flooded with about five feet of water. They say oh, that
is duplicate funds, so they demand their money back.

With the Road Home Program what happens, he asked. If a per-
son gets $150,000 from Road Home Program but SBA already gave
that person $90,000, suddenly you only got $60,000 the person
says.

Clearly this is an extraordinary circumstances. So the normal
standard SBA contract everyone is signing right now should be dis-
regarded.

Tell me how you would deal with that. Here is a person, the only
again this would ever be a duplication, that the person got enough
to fully bring the house back. And here is the reason why they do
not. Most people have a mortgage on the house and they are trying
to pay the mortgage payment. They go to the SBA and they say
I want a loan. The SBA, they may go out assess the damage and
say you need a loan for, let us say, %200,000. But you are already
paying a note, so therefore you cannot afford the whole amount. So
this is all that is available to you.

So you make a decision and you do what you can, and you get
a $100,000 when you know it takes $200,000. Road Home Program
comes along and they never give you 150. Forget that. The average
grant amount is 68. But that is also skewed. Because the folks that
are getting them now are the people who have the better houses
and who are able to make their case better than the folks who have
the less good houses. So you are going to see that $68,000 figure
go down and down over time.

But bottom line is no one is getting from the SBA, hardly any-
one, is getting what they need to build back because they cannot
prove they can pay the loan back. And consequently, they are just
getting what they can and then hoping that Road Home Program
will fill in the gap. But then Road Home Program comes along and
it is just taken away, and they hardly ahead and they cannot get
back home.

So do you not agree that there is need for some way to get after
this differently than just saying it is double dip?

Mr. MiTcHELL. Well, I think you have to start with the premise
that the laws that are in place prevent us from providing assist-
ance for the same loss using Federal dollars.

So if the loss to the property, let us say, is $100,000 and we
make a loan for 100,000 and that home is rebuilt with that
100,000, next they get a grant for a 100,000. The grant goes and
it is for the purpose of repairing and replace that home, it goes to
pay down the loan. The net result is, yes, that individual still had
a mortgage but they had a mortgage predisaster. But they end up
in a situation where they have their home repaired with no doubt.

Now, in doing the calculations if in fact the amount that we have
determined is not sufficient, we simply increase the eligible amount
which then allows them access more to the grant funds.

Mr. JEFFERSON. I am afraid that is not how it is happening.
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Mr. MITCHELL. I can tell you that we have processed over about
3600, and only about 20 percent of these actually end up being du-
plications. But we are required to look at it, at least look at it.

Mr. JEFFERSON. But what is happening to folks back home is
they are having to pay these loans off and they are getting small
1glran‘cs and they are not getting enough to get back into their

omes.

So now you say in both cases that the people can come and
present the evidences, then they can get relief. It is an awfully
hard process. You say three hours. God, I wish it were three hours.
I hope it is. But we do not find that to be the case.

Here is what we need from you.

Mr. MITCHELL. Yes.

Mr. JEFFERSON. Some ideas about how to make this work. If you
do not like Section 211, give us something other than just an objec-
tion it is duplication. That does not help. Because people really are
suffering through this.

Mr. MiTcHELL. Understand.

Mr. JEFFERSON. And it does not really help to have a case-by-
case review.

Now the big problem is people are not qualified both on the busi-
ness side and the homeowner side for what they need to build back
their homes. That is the fundamental problem. They do not qualify
because they have another, in the case of a homeowner, another
mortgage. In the case of a small business, he cannot prove he is
going to have customers or he cannot make projections on the busi-
ness as he normally could. So they are both in terrible positions.
And it just absolutely does not work to treat it as a normal cir-
cumstances.

Mr. MiTcHELL. The only thing I would really suggest, I mean
part of the challenge here is figuring out if you are going to struc-
ture a program how they do not duplicate and you still meet the
peoples’ need. I mean, if you start from that basis—

Mr. JEFFERSON. I am asking you to help us do that.

One last thing, Mr. Alford, I want to ask you this question. I
have talked—and I do not know whether this is the place to do it,
Madam Chairlady, in this bill. Maybe in a stand alone we would
find some way. But we have 8(a) contractors back home who nor-
mally enjoy nine year life on the program. They had their enjoy-
ment of that privilege interrupted, as well as anybody in small
business down there. So they got 7° years, as you say, with the
year on top of it instead of nine. Do you not think it is fair that
we find someway to extend the life of the 8(a) contractor? Not to
extend it past 9 years, of course, but extend it up to 9 years to the
extent that they—let us say we had another 18 months just to the
enjoyment of the program if they were in the New Orleans area or
the St. Bernard or any other place that was effected. So that they
may have the same privileges anyone else in the 8(a) program?

Mr. ALFORD. Absolutely. And in fact during this recovery, 8(a) ac-
tivity, real 8(a) activity, small minority businesses in the 8(a) has
been cut off. Alaska Native corporations, large white owned, white
managed male owned with a little paper transaction subsidiary to
a tribe in Alaska, they have garnered over 80 percent of the con-
tracts let by the Federal Government in the disaster recovery.
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I cannot get from the SBA the latest procurement report that
would list the 8(a)s doing business, because they know I am going
to go analyze and make phone calls and travel down there that see
that these 8(a) firms are not even active in the contracting mix.

So, yes, it should be stretched for those who are out of business.
And for those who are actually in business now who have been fro-
zen out of the Federal procurement process.

Mr. JEFFERSON. Madam Chairman, do you think that some way
this Committee can ask this information that Mr. Alford and others
cannot get. Just to see how much 8(a) has been utilized now in this
recovery effort?

Mr. ALFORD. Madam, I personally asked Administrator Preston
about six months ago, and he informed me that he was get it right
to me. That was six months ago.

Chairwoman VELAZQUEZ. Mr. Jefferson, we are going to be look-
ing at the contracting practices.. And we will be holding a hearing.
We are planning to hold a hearing in the Gulf Coast.

I now will recognize Ms. Clarke.

Ms. CLARKE. Thank you very much, Madam Chair.

And thank you all for your testimony here this morning.

It is really troubling, Mr. Mitchell, to see that this issue of plan-
ning seems to be stuck in a rut. Everyday life goes on and we do
not know what disaster will bring. Can you say today what time
frame we are talking about, not only for the plan—

Mr. MITCHELL. Sure.

Ms. CLARKE. —but its implementation?

Mr. MITCHELL. Sure. Well, clearly the intent is to have the plan
in place before the next hurricane season. But I can also tell you
that parts of the plan area already—

Ms. CLARKE. But with all due respect, hurricane season begins
next month.

Mr. MITCHELL. June 1st.

Ms. CLARKE. June 1st. So you are saying June 1st we should ex-
pect a plan?

Mr. MITCHELL. The plan will be in a place. But I can also tell
you that parts of the plan are already in place and we are using.
We are using the forecasting models. We are using the scalability
models everyday. You know, in terms of the plans dealing with how
we upgrade the systems in space, we have already implemented
those things.

You know, it is a matter of pulling all of this information to-
gether to come up with a final product. But components of the plan
are in place and being used everyday.

Ms. CLARKE. And do you believe that its implementation is effi-
cient at this stage? Where would you rate implementation?

Mr. MITCHELL. Absolutely.

Ms. CLARKE. That is the critical piece. We can plan from here to
eternity, it is how we implement it.

Mr. MITCHELL. And that is a good point. I mean, and part of the
challenge here will be once the plan is in place to use the plan is
in place to use the scalability models and the exercises to test it.

And, obviously, we have not had the type of events. But I can tell
you in all of the disasters since Katrina, implementing some of the



25

changes that we have made, we are at 98 percent of applications
being processed in 14 to 16 days.

Ms. CLARKE. And so this Committee can expect to have a plan
in place by June 1st?

Mr. MITCHELL. The commitment of the Administrator is that the
Agency will have a plan in place prior to the hurricane season.

Ms. CLARKE. And we should be able to receive that plan?

Mr. MITCHELL. It is an Agency wide plan. And, you know, the
Administrator is committed to getting that plan done.

Ms. CLARKE. Thank you very much, Mr. Mitchell.

I yield back the rest of my time, Madam Chair.

Chairwoman VELAZQUEZ. Ms. Bean, you do not have any ques-
tions at this point.

Now I will recognize Mr. Melancon.

Mr. MELANCON. Thank you, Chairwoman Velazquez. And I want
to thank you and the Ranking Member for you all to waive the
rules to allow me to sit with you today on the dais.

Mr. Mitchell and Mr. Jefferson went into a few of the things. I,
too, would like to see that 3° hour process. My last numbers that
I understand that has been approved, is what, 38 percent of the
loans that have been applied for in Louisiana or in the Gulf Coast.
I'm not sure whether it is the Louisiana Gulf Coast have been ap-
proved.

What I found about the military during the immediate aftermath
of the storms is they are a can do organization. What I find of SBA,
it is a cannot do organization.

As you are aware, we had an applicant that was a going busi-
ness. The problem that they had every time they came in and we
tried to appeal, there is a different reason for declination. The final
we came in with was there was a program available by SBA that
they qualified for, which they needed the more money and this pro-
gram specifically allowed for more money. But for whatever reason,
the department chose not to implement or use this program be-
cause it would have set a precedent. What is the precedent? The
precedent was set when the storms came in.

So why do you not use the tools that have been given to you to
help the people that have suffered this catastrophic events?

Mr. MiTcHELL. Well, obviously, I cannot discuss the specifics of
the case. And obviously we have talked about this particular case.
This was a case of whether or not the business qualified as a major
source of employment. And I guess the issue centered around
whether or not they qualified based on their projected activity as
opposed to where they were predisaster. And that was basically
issue.

Mr. MELANCON. Yes. Well, you know, we went through that for
the better part of a year and every time we went in there was a
different reason why they could not qualify.

Mr. MiTCHELL. But I do want to clarify the 3° hour turn around.
I was talking specifically about the grant process and not about the
processing the loans. In terms of when we get the information from
the States of Louisiana, Mississippi in terms of whether or not
there is a duplication of benefits, that process is taking about 3°
to get done.
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Mr. MELANCON. Well, and let me ask you this because I have
been told by several people that the SBA offices in the New Orle-
ans metropolitan area that have been open have summarily been
closed about every six weeks, the phones disconnected and no for-
warding phone numbers or addresses given. Can you explain that
to me?

Mr. MiTcHELL. That is the first I have heard. I have to look into
that whether or not that is the district office or the disaster recov-
ery office, or—

Mr. MELANCON. I would expect disaster recovery because it is in
the city area.

Mr. MITCHELL. Both of those are in the same building. But I can
check into that.

Mr. MELANCON. I wish you would.

Mr. MITCHELL. Yes.

Mr. MELANCON. Mr. Jefferson touched on some of the things
about the SBA paydown. And I agree with him. I think it is abso-
lutely ludicrous. We are trying to help people recover. A loan is a
loan and they have got to pay it back. A grant is a grant and that
is going to help them get back on their feet. And to tell then they
have got to give money back because it is Federal money, all we
are doing is sending money from this end of the Government and
then sending it back from the other end of the Government. And
you are not doing them any good. Government is just getting its
money circulated around.

But with the bridge financing, you mentioned that the Adminis-
tration has concerns over the Section 203 of this bill would create
a bridge financing program in SBA. And I am aware that there was
one major problem experienced by our business post Katrina. They
waited six to eight months for SBA disaster loans, even longer for
disbursements. And had to wait ten months for large scale state
bridge loan financing.

I understand that the position of the Administration is that state
funded bridge loans are state programs financed by Community
Development Block Grants funds are the solution. Not having SBA
provide immediate short term financing to keep business afloat
after a catastrophic disaster.

Why would the SBA oppose being given additional tools that
could be used following another catastrophic disaster?

Mr. MiTcHELL. Well, I think the issue here is whether or not we
would have to basically fund both sides of it, the administrative
costs on both the guarantee side and also doing it direct. I mean
there is no question that there is a need for direct immediate as-
sistance. The question is, you know, how do we come up with a so-
lution that basically does not increase the cost of the program?

Mr. MELANCON. So SBA is not about helping Americans get back
on their feet after a disaster. They are about worrying about the
program costs. And, of course, I look at what has happened right
now with Dumas, Arkansas. They are not getting much better
treatment.

The Administration believes that the States and not the SBA
should be the conduit for the bridge loans, is that what you are
telling me?
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Mr. MiTcHELL. Well, I think in looking at this proposal the ques-
tion is how can we basically come up with a solution that mini-
mized the cost of the program and provide the assistance to the
small businesses that they need. This is one of the reasons why the
Administrator is so focused on the operational side that we can
eliminate some of the problems and delays and provide that assist-
ance1 through the program and through the process that we have
in place.

Mr. MELANCON. Mr. Jefferson touched on, and I will go back and
ask, why would the SBA oppose providing more tools to itself to
help the people after disasters?

Mr. MITCHELL. I do not think SBA’s opposed to having additional
tools. I think the focus is how do we come up and identify solutions.
I mean we agree that there is a problem that needs to be solved.
The question is how do we work through and come up with a solu-
tion that balances both sides of it, from a costing standpoint and
what the small business actually needs.

Mr. MELANCON. Well, we have been 18 months. We have not
come up with a solution, have we?

What I hope to accomplish and with the help of the Members of
Congress that have been willing to give us the help is to prevent
anybody in any part of this country from having the experience
that the people in the Gulf Coast have had with SBA, with FEMA,
with all the agencies. And I would plead with you to go back to
your agency and implore that they make this operation work for
the people and quit giving them the run around. Americans don’t
deserve that.

Thank you.

I would yield back my time.

Chairwoman VELAZQUEZ. Thank you.

I have two more questions, if I may.

Mr. Witt, in your testimony you described the SBA disaster loans
as being tools in the Federal Government’s tool chest assisting dis-
aster victims. Carrying this analogy further, do you believe that
the SBA should have a variety of financial assistant tools to meet
the diverse needs of disaster victims in the wake of a disaster?

Mr. WITT. Absolutely. You know, the FEMA programs under the
Stafford Act are not programs designed to help people for long
term. They are designed for short term, 18 months or a little longer
to help people to get a roof over their head and their family, tem-
porary housing, individual family grants up to 10,000 or so if they
can make their home habitable.

SBA’s loans for homeowners and small businesses are an essen-
tial process of short long term recovery. I think the grant program
is interesting, particularly if it is going to help a small business to
recover much faster and make a taxable income back into that
community much faster.

Also, let me just share if I may. I was in New Orleans at 9:00
at night meeting with three of the African-American bank presi-
dents at 9:00 at night. These bank presidents were sharing with
me, said you know here we are no deposits coming in. Here we are
with mortgages on several churches. And how are we going to fore-
close on this church when FDIC tells us we are going to have to
foreclose on that church?
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You know, and Congressman Baker’s new legislation and looking
at that and talking with her a little bit. But I think it is a novel
idea with local banking and local lending institutions being a big
part of a disaster, SBA disaster loan program. I really do. Because
they know the local business. They know the local homeowner.
They do business there. And you know what? It would help put de-
posits back in that local bank.

Chairwoman VELAZQUEZ. Do you believe that the bridge loan can
play a role in the SBA disaster loan programs?

Mr. WITT. I think it is needed in catastrophic events. I do not
think it is needed in every event.

Chairwoman VELAZQUEZ. Thank you. Thank you.

Mr. Alford, you testified in support of the creation of Association
Administrator for Disaster Assistance. And the SBA said that is
unnecessary. Based on your experience—

Mr. ALFORD. I think we need to give some proper attention to
major disasters. And you need someone who focuses full time on
this event. It confuses me that they feel they have no need after
Katrina and Rita and Wilma. I think it is almost insane. It is fight-
ing reality.

Chairwoman VELAZQUEZ. Thank you.

Now we are going to take a break, a recess, and come back. For
the second panel we will be back in the next half hour.

And I want to take this opportunity again to thank all of you for
taking time to come here, express your views and your assessment
as to where we are a month away from the next hurricane season.
Thank you very much.

(Whereupon, at 11:33 the Committee recessed to reconvene this
same day at 12:09 p.m.)

Chairwoman VELAZQUEZ. I call the Committee back to order.

And we will continue with this second panel. I want to welcome
all the witnesses, and I thank them for taking time to be here with
us this morning.

We are going to discuss access to capital legislation, how to mod-
ernize and improve some of the small business loan programs
under SBA.

PANEL II: MR. MICHAEL HAGER, ASSOCIATE DEPUTY ADMINIS-
TRATOR FOR CAPITAL ACCESS, SMALL BUSINESS ADMINIS-
TRATION; KATHLEEN ROTH, DDS, PRESIDENT, AMERICAN
DENTAL ASSOCIATION; JEFFREY RODMAN, CEO OF ACTORS’
FEDERAL CREDIT UNION, ON BEHALF OF CREDIT UNION NA-
TIONAL ASSOCIATION; DAVID MAIN, PRESIDENT, HAMILTON
COUNTY DEVELOPMENT COMPANY, INC., ON BEHALF OF NA-
TIONAL ASSOCIATION OF DEVELOPMENT COMPANIES.

Chairwoman VELAZQUEZ. Our first witness is Mr. Michael Hager.
Mr. Hager is the Associate Deputy Administrator for Capital Ac-
cess at the United States Small Business Administration. The Of-
fice of Capital Access manages the Administration’s business loan
programs and performs lender oversight functions at the SBA.
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STATEMENT OF MR. MICHAEL HAGER, ASSOCIATE DEPUTY
ADMINISTRATOR FOR CAPITAL ACCESS, SMALL BUSINESS
ADMINISTRATION

Mr. HAGER. Thank you very much. And good afternoon. No
longer good morning, but good afternoon, Chairwoman Velazquez,
Ranking Member Chabot. He is not here. And distinguished Mem-
bers of the Committee.

Thank you for inviting me to discuss the legislative proposals
that you have indicated that effect business and our lending pro-
grams at the SBA.

The SBA has experienced, as you know, significant growth in our
programs over the last five years, more than doubling the number
of 7(a) and 502 loans funded. The zero subsidy policy that has been
adopted for both the 7(a) and the 504 has allowed the Agency to
meet the financing demands of small businesses without the need
for loan caps or suspension.

Subsidy issues are very significant to the SBA. Zero subsidy has
provided stability in the program, which is of the utmost impor-
tance to the lenders across the country who participate in our pro-
grams and deliver much needed financing to America’s entre-
preneurs.

We understand that the Committee is considering legislative
changes to the SBA programs, particularly relating to taxpayer
subsidy, lender participation and application processes and tar-
geted products for veterans and businesses in low income commu-
nities. But I want to comment, however, before 1 specifically talk
about these issues, I would like to share a few of the proposals
from the SBA.

To lead off with, national preferred lending program, the SBA al-
ready has a national program for approval and renewal. But we
would like and appreciate statutory authority this activity.

Lender oversight. The ability to charge the community develop-
ment companies for the cost of reviews. It would provide the SBA
with the means to conduct these reviews and to carry out the
SBA’s responsibilities in this regard.

Enforcement authority for small business lending companies. The
SBA proposes language to reinforce the SBA’s authority to regulate
and examine the SBLCs.

A few other items. Real estate appraisal harmonization, leasing
policy harmonization, use of systematic alien verification for enti-
tlement programs. And finally secondary market guarantee fee.

I would like to comment on the proposals recently forwarded to
us by the Committee. To begin with, Section 101 fee reductions, the
Administration remains opposed to the reintroduction of taxpayer
subsidy for the 7(a). Reintroducing subsidy will have the effect of
destabilizing the program and risking loan caps and temporary
shutdown of the program due to appropriation process delays and
shortfalls as we experienced a few years ago.

Further, we believe it would not be consistent with the Federal
Credit Reform Act and its requirements of agencies obligate the
cost of loan guarantees based on current assumptions.

Section 102 rule lender outreach, we share your commitment to
ensuring participation of lenders in rural areas. And we continue
to see the number of these loans increase in the market, substan-
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tially I might add. However, such a program would need a struc-
ture to avoid duplication of existing urban programs that have
been developed by the USDA.

Section 103 making Community Express permanent. We support
making the program permanent, however, we do oppose the provi-
sion requiring that loans under $25,000 have no collateral. We
think in the long term this hurt the entrepreneur. Such a blanket
policy may actually result in certain borrowers being left out of the
program.

Section 104 medical professionals. We believe that the borrower
and lender subsidy included in the Committee’s legislation would
have a significant upward of impact on the subsidy rate.

Section 105 veterans participation. The Administration shares
the Committee’s desire to make the benefits in the 7(a) program
more available to veterans. However, we must point out the pro-
posal will have, again, a significant upward impact on the subsidy
due to the elimination of fees as proposed.

Section 106 the alternative size standard recognized the Commit-
tee’s desire to adopt a simpler method for determining whether a
business qualifies as a small business under the Business Act.
However, we have concerns about the potential for misapplication
to borrowers who are large businesses. The Administration looks
forward to working with you to develop a better alternative size
policy for our business financing programs.

With regard to the 504 program, the Administration largely sup-
ports the provisions that focus 504 as a local economic development
program. However, there are few provisions that we would like to
express our concerns.

Refinancing—

Chairwoman VELAZQUEZ. Mr. Hager—

Mr. HAGER. Yes, Madam.

Chairwoman VELAZQUEZ. You are a regular in this Committee.
You know what the red light means.

Mr. HAGER. I failed to look.

Chairwoman VELAZQUEZ. But how much time? If you could sum-
marize.

Mr. HAGER. One minute.

Chairwoman VELAZQUEZ. Thank you.

Mr. HAGER. Finally, maximizing eligibility. The Administration
must express its opposition to this provision. It would permit loans
up to $6 million. We feel that the program that we have in the
SBIC debenture program would be a better fit for that.

And finally, Madam Chairwoman, we share the Committee’s de-
sire to support small business development and continue the vital
contributions that small businesses have made to the economy in
the U.S. And on behalf of the SBA Administrator, Steve Preston,
we look forward to working with the Committee to ensure that en-
trepreneurs have access to capital necessary to start, grow and
strengthen their businesses.

And I will look forward to your question.

[The prepared statement of Mr. Hager may be found on page 66
of the Appendix.]

Chairwoman VELAZQUEZ. Thank you.

Mr. HAGER. I'm sorry I went over.
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Chairwoman VELAZQUEZ. Thank you, Mr. Hager.

Our next witness is Ms. Kathleen Roth. Dr. Roth is the President
of the American Dental Association, the world’s largest and oldest
professional association of dentists. The ADA represents over
153,000 members, many of whom are members of the small busi-
ness community.

Thank you.

STATEMENT OF KATHLEEN ROTH, DDS, PRESIDENT,
AMERICAN DENTAL ASSOCIATION

Dr. RoTH. Thank you, Madam Chairwoman and Members of the
Committee.

I am the President of the American Dental Association, but I am
also a practicing dentist. I have a family practice, a private practice
dentist in West Bend, Wisconsin, which is just north of Milwaukee,
Wisconsin.

I am pleased to offer the ADA support for your legislation that
would establish the medical professionals in the designated short-
age areas in Section 7(a) of the Small Business Act.

The ADA represents 72 percent of our dental profession. Our as-
sociation and all of our members believe that Americans all deserve
access to quality oral health services. Unfortunately, than one in
every five children that live in underserved populations sees a den-
tist even once a year.

In Wisconsin we have been expanding our dental students’ clin-
ical experiences to include opportunities to provide care not only at
Marquette University School of Dentistry, but also in the rural
communities of Wisconsin. Sometimes five or six hours north of
Milwaukee the students will go off site and they will spend a pe-
riod of about two weeks living in a hotel while providing com-
prehensive dental services to community health centers, sometimes
privately owned large dental clinics.

We feel very strongly that given the exposure to communities in
severe need located in settings that most dentists graduating don’t
commonly think about as establishing their practices in, will open
the possibilities for these new graduates to consider establishing
their practices in underserved areas.

We have had some success with the new graduates going to these
undeserved areas. And we could be much more successful with
some increased financial incentives for establishing their practices
in these locations.

There are a number of barriers to increasing access to oral care.
But one of the key barriers is the simple fact that the distribution
or the location of dentists in some states and some local commu-
nities makes it very difficult for patients to seek care.

Your legislation could play a very important role in overcoming
that barrier. The overwhelming majority of dentists are small busi-
ness people who would directly take advantage of the improve-
ments in this Small Business Act. Any enhancements to the loan
program could have a positive effect on oral health care access by
irﬁﬂuencing the locations of those choosing to locate their practices
there.

In fact, over 90 of all practicing dentists are private practice sec-
tor. And the vast majority of our private practice dentists operate
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independently owned, small solo practices or two dental practice of-
fices. We employ on average 4.8 employees by each dentist.

The SBA medical professional and designated shortage program
is targeted at just the right people when we are looking to answer
yet one more solution for access to care.

In closing, Madam Chair, I would like to make suggestion for
change in the legislation, something that we believe would
strengthen this proposal. We believe that the bill could have a
greater impact if the fees on the loan for the medical professionals
under Section 104 were eliminated, just as they have been elimi-
nated for the veterans in Section 105.

We understand that the suggestion would add a little cost to the
program, but we believe it is very warranted when are looking to
answer some of the access problems and address the financial bar-
riers to dentists who might really be looking to establish their prac-
tices in these underserved areas.

So, I want to thank you very much. Thank you Members of the
Committee for listening to me and allowing me to testify on behalf
of the American Dental Association. And I look forward to your
questions.

[The prepared statement of Dr. Roth may be found on page 71
of the Appendix.]

Chairwoman VELAZQUEZ. Thank you, Dr. Roth.

And our next witness is Mr. Jeff Rodman. Mr. Rodman is the
CEO of Actors’ Federal Credit Union, a cooperatively run bank and
institution in New York, New York. Mr. Rodman represents the
Credit Union National Association, the primary national trade as-
sociation serving America’s credit unions.

Thank you and welcome.

STATEMENT OF JEFFREY RODMAN, CEO OF ACTORS’ FED-
ERAL CREDIT UNION, ON BEHALF OF CREDIT UNION NA-
TIONAL ASSOCIATION

Mr. RoDMAN. Thank you.

Good afternoon, Chairwoman Velazquez and Small Business
Committee.

Thank you for inviting me to appear to express the support of the
Credit Union National Association for the small business access to
capital, Act 1332.

CUNA would like to thank Representative Bean, the Chair-
woman and the Ranking Member for sponsoring this important leg-
islation.

As stated, I am the President of Actors’ Federal Credit Union in
New York City. We are located in the heart of New York’s theater
district. Actors’ has over $86 million in assets and serves over
16,000 members in the entertainment community.

Founded in 1962 by members of Actors Equity Association, Ac-
tors’ serves some 75 different groups involved in theater, dance,
music, television, motion pictures as well as behind the scene work-
ers in makeup and hair, studio mechanics, camera, lighting and
theatrical wardrobe.

Actors’ serves its members with a broad array of financial serv-
ices, including a small business lending program that responds to
the unique needs and circumstances of our diverse membership.
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For example, Actors’ has made over $2 million in small business
loans for financing musical instrument. Madam Chairwoman, al-
though Actor’s is an active small business lender, we do not cur-
rently participate in SBA’s 7(a) program. We have received many
inquiries about 7(a) loans from members seeking larger unsecured
loans to purchase equipment for a production company or costumes
for theater groups. Unfortunately, we have found the process for
qualifying as an SBA lender and the requirements for underwriting
and servicing individual loans to cumbersome and time consuming
to recoup the expensive for the small size or number loans we
might make.

Recent increases in both lender and borrower fees only add to
our concerns. The 7(a) program could be too expensive for both our
credit union and many of our potential borrowers.

Let me begin my formal testimony by commending the Chair-
woman for her past leadership in offering amendments to appro-
priation bills to restore subsidy funding for the 7(a) program.
CUNA was pleased to be part of a coalition of 20 business groups
advocating for these important amendments.

I would also like to personally thank the Chairwoman for her
tireless efforts to push for all credit unions to participate in SBA
programs at a time when there were only five credit unions partici-
pating. Today there are over 250 thanks to your efforts.

While CUNA has actively supported increasing 7(a), its member
credit unions have not been major participants in the program.
Currently even with over 250 credit unions, there are still less than
2 percent that offer SBA loans to their members. And several fac-
tors have discouraged larger number of credit union from partici-
pating as 7(a) lenders.

The Credit Union Membership Access Act of 1998 capped the
amount of business loans any credit union can make at 12.25 per-
cent of total credit union assets. The cap has discouraged many
credit unions from initiating business lending programs, including
ours, and limited the program of qualified credit union lenders able
to participate in the 7(a) program.

Another factor which I have already mentioned is the burden-
some paperwork of the 7(a) program, which added to the cost of
hiring experienced lending staff or consultants make it almost pro-
hibitive for smaller credit unions to even consider starting a 7(a)
program.

The move to a zero subsidy for the 7(a) program in 2005 has cre-
ated further disincentives by forcing borrowers to pay substantially
higher fees. As Chairwoman Velazquez noted last year, this has
meant additional fees for smaller to mid sized loans ranging from
$1500 to $3000.

How can Congress address these problems and make the 7(a)
more affordable and accessible for both small business borrowers
and small lenders? I have four points to make.

First, CUNA strongly supports initiatives that will permit SBA
to reduce borrower and lender fees for the 7(a) to the greatest ex-
tent possible. We urge this Committee and also the Appropriations
Committee to approve the possible fiscal year 2008 funding levels
for the 7(a) program.
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Second, CUNA urges support for provision in HR 1432 to restore
and expand the 7(a) low documentation program, otherwise known
as Low-Doc. Low-Doc made the 7(a) process more cost efficient for
lenders to make smaller loans, and also to make smaller numbers
of loans.

Third, we support permanent authorization and expansion of the
Community Express Loan Program which targets 7(a) loans to
lower income communities and to minorities, veterans and other
under represented groups.

Given the historic mission of credit unions to meet the credit
needs of all individual groups not adequately served by other finan-
cial institutions, the Community Express Program is a logical vehi-
cle for increasing credit union participation in 7(a).

Fourth, CUNA urges the Committee to consider other innovative
programs to streamline 7(a) loan document of processing for credit
unions and other small lenders. A possible approach might be cre-
ating a new prequalification program specifically targeted to small
lenders rather than specific borrowers that would permit local tech-
nical assistant intermediaries to prequalify potential borrowers,
match them with qualified local lenders and expedite final loan
processing.

In closing, I want to thank the Committee for this opportunity
to discuss some of the recommendations included in my written tes-
timony, and welcome the opportunity to answer further additional
questions.

Thank you.

[The prepared statement of Mr. Rodman may be found on page
78 of the Appendix.]

Chairwoman VELAZQUEZ. Thank you.

We are going to recess for like two or three minutes. We are just
waiting for the Ranking Minority to come. He is like two minutes
away.

(Whereupon, at 12:27 p.m. a recess until 12:29 p.m.)

Chairwoman VELAZQUEZ. Calling back to order.

And T'll recognize, Mr. Chabot, for the introduction of his wit-
ness.

Mr. CHABOT. Thank you, Madam Chair.

I would like to introduce someone from my District, David K.
Main. He is the President and CEO of Horizon Certified Develop-
ment Company, HCDC, which started back in 1983.

While the SBA 504 program is HCDC’s flagship of economic de-
velopment lending activity, HCDC also administers the Ohio Re-
gional 166 Loan Program, Community Reinvestment Fund USA
Program, the Hamilton County Economic Development Office and
the Hamilton Business Center, a 70,000 square foot business incu-
bator.

Prior to joining HCDC Mr. Main served as a loan officer, staff
attorney for Citywide Development Corporation in Dayton, Ohio,
legal advisor for the Department of Community Development in
Rockford, Illinois and commenced his economic small business de-
velopment career as the first economic coordinator of the city of
Xenia, Ohio.
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Mr. Main holds a juris doctorate, a doctor of Juris prudence and
a bachelor of arts degree from a very fine institution, the Univer-
sity of Cincinnati.

And we welcome him here this afternoon.

Thank you, Madam Chair.

STATEMENT OF DAVID MAIN, PRESIDENT, HAMILTON COUNTY
DEVELOPMENT COMPANY, INC., ON BEHALF OF NATIONAL
ASSOCIATION OF DEVELOPMENT COMPANIES.

Mr. MAIN. Thank you, Congressman.

I am here today to represent NADCO as a Board member and
the more than 260 certified development companies across our
country that provide financing to small businesses under the SBA
504 loan guarantee program.

I would like to thank Chairwoman Veldzquez, Ranking Minority
Member Chabot and the entire Committee for giving me the oppor-
tunity to provide remarks on this important legislation, and for
your continued support of the SBA 504 loan program and the CDC
industry.

The 504 loan program represents a unique public/private part-
nership which includes private lenders, and in our case recently
credit unions, the U.S. Small Business Administration and more
than 260 CDCs which provide much needed financing for small
businesses for their expansion and growth.

For over 25 years this national network of CDCs has worked
with private lenders, the SBA and the small business concerns in
structuring projects and approving loans on behalf of over 94,000
small businesses.

During the first year of the SBA 504 loan program in 1986, the
CDC industry approved merely 487 loans, totaling over $115 mil-
lion, which leveraged a total of $287 million in new business in-
vestment. However, during the most recent fiscal year in Sep-
tember 30 of 2006, just under 10,000 businesses received SBA 504
financing, totally over $5.9 billion, which leveraged over $14 billion
in new small business investment.

I joined HCDC in 1983 as its first Executive Director and Presi-
dent when the predecessor to the 504 program, the 503 program
was acted. Since then HCDC has approved over 828 SBA 504/504
loans totaling over $214 million, which has leveraged over a half
billion dollars in small business investments.

You may recognize some of the companies that HCDC has funded
with 504 loans, including AE Door and Window in Forest Park, Ex-
ercise and Leisure in Columbia Township, LaRosa’s Pizzeria on
Boudinot and Hanky Winery over in Westwood.

The legislation that the Committee has drafted for the first time
in the history of the 504 program would define in statute the spe-
cific legislation framework as to how the 504 should be best struc-
tured and how the 504 program can best operate. The impact of
this bill will be historic, and we look forward to offering comments
on the following dramatic impacts of the legislation.

First, for the first time the economic development mission and
the value that CDCs bring to small business, the SBA into the
community we serve would be defined in statute. This legislation
recognizes that CDCs do more than merely process 504 loans. In
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essence, they marshal resources to help small businesses expand
and to implement community economic development.

Second, the legislation also recognizes that CDCs should be lo-
cally based economic development organizations that are connected
to the communities they serve. It is also critically important to the
CDC industry that the legislation impose high ethical standards
that would prohibit one individual or his immediate family or her
family with affiliates from controlling multiple CDCs, and we hope
to continue in our work with your Committee on this important
issue.

Third, this bill also provides an opportunity to allow the 504 pro-
gram to do more for companies located in lower income commu-
nities, which are disproportionately located in urban core areas and
rural areas of our country. We hope to continue our work with the
Committee in devising the best ways to make this happen.

Fourth, although historically the SBA program has experienced
a very low default rate, the bill recognizes that all CDCs should be
required to either directly liquidate or contract with third parties
liquidate defaulted loans in view of the decreased liquidation staff
within the SBA. We heartily support that. However, we vehemently
oppose charging CDCs for oversight fees with audits similar to
what is being proposed and is being charged for banks and for reg-
ular 7(a) lenders. We are nonprofits, we support economic develop-
ment and our fee structure is such that we cannot support the im-
position of such oversight fees for outside audits and that.

We also feel that refinancing could be a valuable addition to the
504 program where we might have a more effective financing struc-
ture for small businesses and their expansion.

Finally, we applaud you in this proposed historic legislation that
will set the course for the future and clearly define the purpose and
role of the CDC industry as a not for profit financial intermediaries
that deliver small business programs and services in the best way
possible for these businesses and for the economic development of
their communities.

We look forward to continue to work with the Committee on en-
actment of this bill. Thank you for your support.

And I would be pleased to answer any questions regarding CDC
or the 504 loan program.

[The prepared statement of Mr. Main may be found on page 83
of the Appendix.]

Chairwoman VELAZQUEZ. Thank you, Mr.Main.

Mr. Hager, I want to address my first question to you. In your
testimony you suggest that Section 101 of the Small Business
Lending Improvements Act violates principle of credit reform. Mr.
Hager, the Clerk is handing you a copy of the Credit Reform Act.
Could you please point to the provision that says that the SBA can
only make performance estimates on an annual basis?

Mr. HAGER. We believe, and historically we have always—

Chairwoman VELAZQUEz. No. I am asking if you could point to
the statute that you have in front you. You make reference to it.
But I could save you time. Mr. Hager.

Mr. HAGER. Yes, Madam.
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Chairwoman VELAZQUEZ. You will find a provision in 2 USC 661
that conflicts with this bill. In fact, nothing in the Act will preclude
the SBA from making the contributions specified in this legislation.

Mr. JEFFERSON. Yes, Madam. We believe, and I will be glad to
get back to you with my assertion. We still believe there is a con-
flict here.

Chairwoman VELAZQUEZ. Mr. Hager, I am telling you there is
not such conflict.

Mr. HAGER. And I will—

Chairwoman VELAZQUEZ. Not only I will save you time, I will
save you an embarrassment if you start looking line-by-line be-
cause you are not going to find in any lines of the statute that it
specifically prohibit.

Mr. HAGER. I—

Chairwoman VELAZQUEZ. Let us go to the next question. But if
you do in your office, send it to us.

Mr. HAGER. I would like to do that.

Chairwoman VELAZQUEZ. Mr. Hager, in your testimony you sug-
gest that the proposal to make the Community Express Program
permanent may have constitutional ramifications. Would you
please tell me and tell this Committee which court opinion you
based your comments on?

Mr. HAGER. The original Community Express Program was set
up to favor certain communities. We believe that bias would be un-
constitutional.

We are making recommendations to pull that particular feature
out for the future to where it is within the Constitution.

Chairwoman VELAZQUEZ. Well, you raised the constitutionality
ramifications of this—

Mr. HAGER. Yes, Madam.

Chairwoman VELAZQUEZ. Of the Community Express Program.
You know that there is no court decision has ever considered the
constitutionality of this program, has it?

Mr. HAGER. None has been rendered at this point.

Chairwoman VELAZQUEZ. Okay.

Mr. HAGER. But my point is the way it was originally structured
we believe presented constitutional issue.

Chairwoman VELAZQUEZ. As I recall Mr. Hager, the Supreme
Court has considered and upheld the constitutionality of SBA pro-
grams that help minorities. The 8(a) program. Does the SBA have
any constitutionality concerns with the 8(a) program? Do you have?

Mr. HAGER. I do not know any concern about the 8(a) program.

Chairwoman VELAZQUEZ. Well, you know what? I find it quite
convenient for the SBA to raise constitutionality concerns when-
ever it suits your policy positions.

Mr. HAGER. Yes, Madam. I have raised this issue on one plat-
form. And again, I believe going forward we will have no exposure.

Chairwoman VELAZQUEZ. Mr. Hager, in your testimony you state
that the medical professionals and veterans loan programs violate
Federal credit policy because the loan guarantee percentages ex-
ceed 80 percent. Where in Federal law is this requirement?

Mr. HAGER. I will specifically point out the reference that I made
in my testimony, and I will present that to you.



38

Chairwoman VELAZQUEZ. There is nothing in Federal law. In
fact, it is or it might be an Administration policy?

Mr. HAGER. I would be happy to clarify that issue.

Chairwoman VELAZQUEZ. Now I recognize Mr. Chabot?

Mr. CHABOT. Thank you, Madam Chair.

Mr. Main, let me start with you, if I can.

Do you have any comments on anything that should be included
in your opinion in the legislation that may not have not been? Are
there any changes that you would suggest in improving the bill?
Anything along those lines.

Mr. MAIN. In my 25, really 30 years with the 504 program, this
is probably the best piece of legislation as far as the program and
improvements in the industry that I have seen. And my feelings
are there may be some details that need to be worked out, that we
need to work out with the Committee. But this is one of the finest
pieces of legislation dealing with the 504 program.

Mr. CHABOT. Okay. Thank you. You mentioned some programs
that and projects that you were involved in in Cincinnati. What are
you proudest of relative to what you have been able to deal with
at the various levels that you have been involved in this area back
in our community?

Mr. MAIN. There is probably three things. The first one is the
SBA 504 program, because that is where we got our start and that
has been our hub and our focus. It is an economic development pro-
gram, but that enabled us to: (1) Set a culture where we are look-
ing to deal with real businesses, real people, real money where we
have to make loans, we have to approve, we have to fund, we have
to close and we have to have loans repaid. And it has happened.
And that set the culture.

The second thing was probably our Hamilton County Business
Center, the business incubator, which is the largest incubator in
the State of Ohio and probably in the midwest with nearly 50 com-
panies. We had over 200 that have gone through the program.
Some of our graduates have taken advantage of SBA 504 loans.
There is a wide array of tech-based business, minority businesses.
Just a wide number of them.

And I guess the third area would be the Economic Development
Office and able to work with our local communities in order to
bring in new investment and put together a number of economic
development tools, be it loans from the SBA, loans from the State,
maybe some other Federal types of support in order to make
projects happen that otherwise because of the purse marketplace
would not happen.

Mr. CHABOT. Okay. Thank you very much.

Mr. Rodman, if I could turn to you next. How much of the loan
documentation associated with the 7(a) loan is necessitated by SBA
regulation and how much is required because those loans are sold
in the secondary market and required by purchasers of the loans.

Mr. RODMAN. You probably missed my testimony, but I am not
a 7(a) lender now. So I can’t speak to really critically specifically
on those issues. But I know CUNA will get back to you on that.

But I will say it was one of the things that has been deterrent
for us to get into the program because when we talk to other credit
union lenders who are in the SBA program, they have made it
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clear to us that we would have sufficiently a staff that would be
able to handle this type of information.

Under an SBA guarantee my understanding is that if the loan
goes bad, that is only when you find out if the guarantee works or
not. In other words, you do not get the prequalification prior to it.
It is when the loan goes bad, then they look at the documentation
and say well, you know what you did not dot that I and you did
not cross that T and we are not paying on this one. So you are
going to take the whole bill on this.

Therefore, for us to get into the program, look at us for example.
We are credit union with 30 employees. If I want to add one SBA
lender who has the sufficient technical expertise, I am going to
have to pay something like $60,000/$70,000. Now in my culture
that is probably going to add about close to almost 10 percent of
my salary increase. Now I am looking at increasing my salaries of
my HR budget by 10 percent. And I have to do that in order to pro-
tect myself on the back end on this loan. Because if I do not have
somebody that knows exactly where the Ts are to cross and where
the dots are to dot, it is like I am going to be trouble if that loan
goes bad on me.

And then in addition to that, the other thing is working against
the 12.25 percent asset cap that is mandated by the Credit Union
Membership Access Act of 1998. I have got about $9 million in
loans right now out in business loan. I have got a cap of about $11
million. Now that means I got $2 million in there that I can lend
to.

Now I am going to hire somebody for $70,000 that I can only put
$2 million into. It stops making sense for me.

See, these are where the problems come in.

I know that Chairwoman Velazquez is talking about is taking
that nonguaranteed portion so I can go over my cap and not have
it applied to my cap. If that were to happen, that would make a
whole new Belgium just there. That would be a great new Belgium.
Because then I would say, okay, I can make as much SBA lending
as I want to. It does not fit into my cap anymore. Okay. Now we
1e’llre starting to talk in a place where I can really get the business

ere.

Mr. CHABOT. Thank you.

Chair, I am not sure if I have any time or not. I do not want to
oppose on — )

Chairwoman VELAZQUEZ. You have time.

Mr. CHABOT. Okay. Dr. Roth, given the amount of dental school
debt and the average salary nowadays for a dentist, would the pro-
gram set forth in Section 104 be sufficient incentive to entice a
der})tist to establish a practice in an underserved area in your opin-
ion?

Dr. RoTH. Well, certainly alone, no. But it is one more tool that
would make a dental student who is graduating look at an under-
served area very seriously.

You know, they do have a lot of debt. A dental student might be
getting out $200,000 in debt. And to look at establishing a practice
in an underserved area where your basic patient base will be Med-
icaid or Government funded programs, there is a lot of risk there
for a new dentist to create their lifestyle and live with their prac-
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tice there. But I see this program as offering one more piece to that
opportunity that could really make a difference there.

Dentists and dental students do want to go home and practice a
lot of times where they grew up. And if we can give someone the
incentives and the financial viability to make that a strong possi-
bility, I think it will make a difference.

Mr. CHABOT. Thank you very much.

And finally, Mr. Hager, and if you have already comment on this
I apologize, but could you comment on how much overlap there is
between the Community Express loans and the micro loans?

Mr. HAGER. There is significant overlap. I have got some mate-
rials that—and if I cannot pull it out instantly, I will send it to
you. But essentially between the Community Express program,
SBX Express Program, if you look at Low-Doc 5/6 years ago and
look at the loan volume, carry it forward to today, which dropped
to zero, you will see an incredible increase in Community Express
loans where the volume has increased substantially. And the same
thing in Community Express.

So we believe the Low-Doc was completely consumed by certainly
the combination of Community and Express, and largely by the
Community Express because of the features of the programs match
very closely.

Mr. CHABOT. Thank you very much. I yield back, Madam Chair.

Chairwoman VELAZQUEZ. Thank you.

Dr. Roth, can you comment on why conventional 7(a) loans are
inadequate to encourage medical professionals to open offices in un-
derserved areas? Are lenders simply reluctant to make these loans
due to increased risk or are your members discouraged from taking
these loans because of the cost?

Dr. RoTH. In my opinion I do not take they are discouraged from
taking the loans because of the cost. I think there is not a signifi-
cant difference in a commercial loan that is available to a new
graduate. They have to have a very clear reason to take the small
business loan and to practice in an underserved area.

Dentists, quite honestly, are really not a bad risk in the financial
world. They are a very low risk for paying back those loans and
creating a solid dental practice. But when you do that in an under-
served area, the reimbursements for their practice base are so low
it makes it a very tenuous line to walk for a profitable business
and a touch and go.

So I see this as a significant additional piece that would really
influence someone to that tipping point where, yes, I can make my
practice work in that inner city of Milwaukee or downtown Chicago
where the need is clearly there, and we want to address the access
issue for all patients. But it still has to be a solid economic model
for a small business to provide and continue their life there.

Chairwoman VELAZQUEZ. Thank you, Dr. Roth.

Mr. Rodman, this legislation will enable the SBA to reduce the
fee burdens on small businesses and lenders in the 7(a) program
and will do so without disturbing the stability created under the
current zero subsidy rate. How will this approach benefit credit
unions?

Mr. RopMAN. Well, I think it would be highly beneficial. I mean,
in our relationship with our borrowers, with our members, every
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dollar counts, every fee and dollar counts when it comes into lend-
ing. I mean when we are talking about lending, we are talking
about, you know, we are talking about $50,000, $60,000, $70,000.
If you are talking a $100,000, if you get into the 3 percent range
or something like that, you are all of sudden, you are starting to
talk about 3 percent of the loan.

So these costs are actually significant. They are significant car-
rying forward as that member moves into their business and starts
working with their business. I mean these are not small—you
know, I mean up here I know they look like small dollars. But
when you are going out and buying inventory or whatever you are
doing, these are significant dollars.

Chairwoman VELAZQUEZ. The Small Business Lending Improve-
ment Act will establish a rural lender average program to increase
lender participation in the 7(a) program, particularly among small
banks and community lenders by reducing application burdens for
borrowers and lenders and streamlining the lending process. Would
this program also encourage more credit unions to participate in
the program.

Mr. RODMAN. Absolutely. Anything that can reduce the paper-
work trial will help a great deal. Again, going back to a credit
union our size, which we are relatively typical, you know 86 mil-
lion, we are about in the middle where everybody stands. When I
look at myself and I look at the jobs that are taking place of people
on the ground, we work full tilt all day long. I come along and I
have so many new things that have to be together. I have to keep
with the debit card program and add rewards to my debit card pro-
gram, et cetera. And then you come and you bring an SBA program
in and you say, okay, and here is the SBA program. And all of a
sudden you look at it, and it is blindingly big and you go like let
me put that one off until tomorrow. And that is what happens.

And then we start looking at—and I have talked to people about
the lending process for one or two loans and the difficulties they
have to go through. And I think like I have got a loan officer that
has to get mortgages out, has to get home equities out, have to get
credit cards out, has to get car loans out, has to get personal loans,
has to get secured loans and they have to do deal with all those
loans. And I say now I am going to take their energies and try to
cram that much more time, I got to a new person, et cetera.

So, yes, streamlining this would make an incredible difference.

Chairwoman VELAZQUEZ. Thank you.

Mr. Chabot, you have any other questions?

Mr. CHABOT. Madam Chair, if I could just ask one question.

Chairwoman VELAZQUEZ. Sure.

Mr. CHABOT. On behalf of one of our colleagues who was here
earlier but had to go to another meeting and wanted to ask this
question.

Mr. Hager, it would be addressed to you. If I own a franchise and
cannot get the franchisor to pay my debts, would it be fair to say
that most people would assume the franchisee and franchisor are
independent?

Mr. HAGER. I would like to get back with you with a statement.
And I will consult with our legal department and get you an an-
swer to that.
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Mr. CHABOT. That is fine.

Mr. HAGER. If that is okay?

Mr. CHABOT. That is fine. Thank you very much.

Chairwoman VELAZQUEZ. Okay. Well, with this concludes this
hearing.

I want to thank you again for being here for answering our ques-
tions.

And the Chair would like to ask unanimous consent to enter into
the record opening statements of Members that are not present at
this moment.

And with that, we are adjourned.

[Whereupon, at 12:53 p.m. the Committee adjourned.]
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1 am pleased to call this hearing o order,
First, I want to thank each of you for being here today.

This moming’s hearing will discuss two very important but different roles the Small
Business Administration (SBA) plays—access to capital and disaster assistance. This
committee has held two hearings on these topics, and today we will review legislation
that atiempts to address many of the issues brought up during those discussions.

‘The disaster loan program was created for the purpose of providing financial assistance to
entrepreneurs.  However, as most of you recall, Hurricane Katrina tested this initiative
and uncoversd many problems. After the storm, the affected small businesses were
bogged down with paperwork and substantial delays in receiving much needed aid. There
is no question that this can never happen again—-or that our smali businesses deserve
better.

For the SBA to adequately assist entrepreneurs they must have a disaster plan in place.
Processes need to be streambned and tools should be avalable w provide veliel in a
faster, more efficient manner. We also need to mwove away trom the current one size fits
all approach and breaden the types of aid for small businesses.  This includes using
vehicles such as bridge loans and grants o respond to the diverse needs of these firms.
The disaster relief legislation being reviewed today, the RECOVER Act of 2007, does
just that.

Clearly, small businesses do not just need capital following a disasier, they need it each
and every day 1o start and expand their ventures. The SBAs loan programs. while
vatuable, could be dong so much more.
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They were first developed to provid . long-term financing. For these mitialives o Hve up
to their original inient. we need to aake them more affordable and accessible or smali

DUSINESSCS OWNETS,

The Small Business Lending Improvements Act of 2007, introduced by Ms. Bean and
Mr. Chabot, will reduce the finar 2 ' and regulatory burden placed on small businesses.
Most importantly, it will make I .ns more economical while providing leng term
stability.

H.R. 1332 will accomplish a numt - of important public policy goals. This legislation
provides incentives for medical professionals to locate to low income areas and
establishes a rural lender program to attract small lenders back into the program. Also,
veterans returning from Iraq and Afghanistan will be able to secure funds to start or
expand their firms should they chosc to do so. After all they have done for our country,
this is the least we can do for them, ’

This bill touches all aspects of the SBA’s lending initiatives, including 504. One thing
about this program that has always stood out is the lie between local CDC’s and the
commumity. The Small Business Leading Improvements Act of 2007 strengthens these
ties by making much needed. and long-overdue, changes. It also keeps the initiative
affordable by enabling CDC’s to improve the liquidation process, allowing fees to remain
reasonable.

Today’s hearing will provide members with an opportunity to provide input and fine tune
these proposals in preparation for next week’s mark-up.

This country’s 26 million small businesses must have the abihity to secure affordable
capital in order 10 continue spurming economic development and job creation. It is not
only important that they are able to start their businesses, but if affected by a disaster
such as Katrina, entrepreneurs must be able to receive reliable and efficient aid. 1believe
the legislation being reviewed today strengthens both the disaster and access to capital
programs, giving small businesses the tools they need to be competitive and successful.

1 look forward to hearing the witnesses’ testimony.

Thank you.
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Opening Statement
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House Small Business Committee March 8, 2007

I would like to thank Chairwoman Velazquez for holding this hearing in which
we’ll review access to capital and disaster relief legislation. I also want to thank our
witnesses for taking the time to share their thoughts and experiences regarding these
important issues. 1especially want to thank David Main -- a constituent from my district
and the President of the Horizon Certified Development Company -- for making the trip
from Cincinnati to be with us today.

Already this Congress, this committee has held hearings on the SBA’s response to
the Guif Coast Hurricanes as well as the SBA’s primary loan programs: the 7(a) and the
504. During these hearings, the committee has had the opportunity to hear the
experiences of a cross-section of witnesses who use and participate in these programs.

After hearing these personal stories it became apparent that some adjustments
need to be made to make these programs better. For instance, [ strongly believe we need
to evaluate ways to expand the 7(a) and 504 loan programs to provide opportunities to
small business owners in rural area and urban areas.

However, I believe this should be accomplished without reverting back to the days when
the viability of these important lending programs was dependent on receiving
appropriations.

Furthermore, I feel that veterans who choose to open a business deserve every
opportunity to be successful entrepreneurs in their new lives as private citizens. And the
SBA should be able to assist them. While this should also be done in a fiscally
responsible manner, the terms of 7(a) loans for veterans should reflect their selfless
contribution to defending our nation.

Also of great interest to me — and I'm sure every member of this committee -- is
rethinking the procedures used by the SBA to respond to a future national disaster — one
that may or may not be similar to Hurricane Katrina’s devastation. Reevaluation of
disaster plans -- including SBA coordination with FEMA and the mobilization of a ‘stand
by’ personnel force to process disaster loans -- is crucial for those who will need help
from the SBA disaster loan program in the future.

The legislation we will discuss today is critically important for existing small
businesses, Americans who dream of starting their own business, and those who may
have the misfortune of having to pick up the pieces following a national disaster.

1 look forward to listening to today’s testimony and working with Chairwoman
Velazquez in finding ways to improve these important loan programs.
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Thank you, Madam Chair, for holding this hearing today on two
important pieces of legislation, the Small Business Lending Improvements
Act and the RECOVER Act. These bills will give the Small Business
Administration the ability to better perform its mission of helping small
businesses grow, prosper, and in the event of emergency, recover.

I thank the distinguished witnesses for being here to testify today. 1
look forward to hearing from all of you on what SBA can do to better serve
its small business constituency.

The natural disasters that hit the Gulf Coast in 2005 were
compounded by the federal government’s fundamental failure to adequately
prepare, plan, and respond. While we are powerless to prevent natural
disasters, it is morally incumbent upon us to do all we can to mitigate their
effects as best we can and reduce the human suffering that they bring.
Government must anticipate and plan for the worst. Chairwoman
Velazquez’s bill, the RECOVER Act, will go a long way towards ensuring
that future disasters are better handled than Hurricanes Katrina, Rita, and
Wilma.

The other legislation we are considering today, the Small Business
Lending Improvements Act, will allow SBA to better serve small businesses
by improving their access to much-needed capital. I am pleased by the bill’s
commitment to veteran entrepreneurs. One of the unfortunate byproducts of
the War on Terror has been its effect on untold numbers of small businesses
that are impacted when owners are called into active duty. Tragically, these
businesses often are unable to survive. Returning veterans deserve all the
capital assistance we can give, and I am happy to see legislation that begins
to address this issue.

Thank you, Madam Chair. I yield back the balance of my time.

# # #
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HEARING REGARDING
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Testimony of

Associate Administrator Herb Mitchell

Good Morning Chairwoman Velazquez, Ranking Member Chabot and
distinguished members of the Committee. Thank vou for inviting me to discuss
legislative proposals affecting SBA’s Disaster Assistance Program, and victims of
Hurricanes Katring, Rita and Wilma, as well as what more can be done to better serve
disaster victims i the Tuture. My name is Herb Mitchell, and T s the Associate
Administrator for the Office of Disaster Assistance at the US Small Business
Administration,

After Kawrina hit, the Agency processed over 420,000 loan applications, and
addressed the unprecedented nature of this disaster by expanding capacity in three areas:
information systems, people and facilities.

Under Adnunistrator Preston’s feadership we are well on our way 1o fixing the
problems experienced by disaster victims following Hurricane Katrina, We have dug
into the issues to understand why these things happened, and what we can do to prevent
them from occurring in futore disasters. First, we listened to our customers. Next, we
listened to our employees to get thelr perspective. Then we dug into the operational
processes where we found a number of issues leading to high error rates, steep backlogs
in critical processes and decision-making bottlenecks. With this information. we began
W re-engineer the program to address them.

Ag a pilot, we also moved 1,300 staff and changed our entire work flow, from a
production Hoe with inadequate coordination and communication between {unctions, to
1 S-person integrated teams where each function is represented, with authority and
competency to make decisions, ensure accountahility, and manage for results. This
process and outreach to our borrowers enabled us to build a data base 1o wack the issues
our customers have and to address them better.

The Agency is seeing the benefit of this new process in more recent disasters
where 98 percent of our loan applications are being completed within 14 to 16 days.

Do we still have hurdles? Yes, However, the feedback the Agency is getting
from legislators, local leadess, employees and most importantly, the disaster victims we
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are siriving 1 help. is very positive. We continue 1o focus on enhanced training for ODA
crmplovees so they can better serve our customers, We continue to improve our {1
infrastructure, as well as update, expand our phope systems and improve our planning
process. We bave put metrics and mechanisms in place to identify issues and address
them as they arise. But most importantly, we have methods in place for greate
interaction with our customers.

Irr the coming months, our elforts are focused on a number of activities:

1. Ensuring we are responsive in providing the states with information o support their
Community Development Block Grant funded programs. We have weckly
conference calls with the Mississippi Development Authority and the Louistana
Recovery Authority to make certain they are getting all the information they need
fromy us and visa-versa o ensure delivery of needed aid.

™

Completing the process reengineering and continuing o improve automation 1o
ensure that itis fully in place for future disasters. This includes developing an online
application for future disaster victims. We strongly believe that the mere we can
automate the intake of all the necessary documentation, the more efficiently and
accurately we can process loans and get the much needed money to rebuild into the
kands of disaster victims sooner,

Tad

Finalizing detailed surge plans, so that we have clear, well-documented road waps
and implemeniation models in place, based on the size and nature of the catastrophe.
The Depary Administrator 1s spearheading this undertaking, and we hope to have the
opportunily 1o present our plan o the Committee in the near futere.

And:

4. Exploring ways to work with the private sector to provide more efficient and effective
support 1 cortain clroumstances.

Additionally, we hope through the fegislative avenues of this Committee, we can
reach out to other disaster victims that the SBA currently is unable to assist. By pranting
SBA authority to provide economic injury disaster assistance loans 1o non-profit entities,
the Agency would be able to help groups and organizations whose main focus is to help
others.

I'would also Hike to provide the Committee with some comments relaied to the
draft legislation under consideration by the Committee. The Administration has no
i ections to Title 1 of the draft bill. However, the Administration does

unnecessary. As mentioned above, SBA's Deputy Administrator is overseeing this and
her feudership is adequate to ensure completion of the proposed improvements along with
oversight of future eftfors. Also, limiting the Reserve Corps staff to no more than 30



49

percent in any one region may adversely impact our recruiting efforts and unnecessarily
increase the cost of the prograny.

The Administration does have serious reservations with the second Title of the
bill as it relates w the lending aspects of our program.

Section 203 would create a bridge-financing program, for loan guarantees up to
$10.000 for businesses affected by a disaster, to be repaid with the proceeds of any
regular disaster assistance loan subsequently made. This provision would likely increase
costs 1o both the borrower and Federal Government. Borrowers would hikely pay higher
fees and interest rates on the short term financing, and the Federal Government would
have to pay administrative costs for two programs to deliver the same assistance {or
short-term loans later refinanced through the regular disaster loan program. The
Government would alse incur additional risk as some borrowers might take out
puarantecd loans that are not later refinanced through 7(b) loans. Moreover, this
provision is counier 1o Federal Credit Policy, which requires that lenders of Federally
guaranteed loans assume at least 20% of the risk.

Section 204 providing for a non-interest bearing deferment period of up to 4 vears
would require a massive subsidy in order 1o cover the interest subsidy costs during this
period. SBA already has the ability w defer repayment, & sthough interest does accrue.
Generally, the first payment is deferred from 3 10 24 months depending on the extent of

the disaster. Additonally, borrowers may request an extended disbursement pmmi
’(’scmﬂd the 24 months based on thelr individual Circumstances. Our experience is that the
P month deferment period is sufficient for the vast majority of our borrowers, and a
very reasonable benefit in lght of taxpayer costs.

Section 203 - the Administration already has flexibility for adjusting repayment
terms, and as | stated above, can offer deferments of up o 2 vears. 1 a borrower needs
an addinonal deferment because dishursement has been delayed, SBA Is already able to
offer assistance. Mandating that SBA use specilic deferment periods {or each
disbursement will unnecessarily imcrease the cost of the program,

The administration has similar concerns regarding section 206 and revising the
disbursement process. SBA currently offers borrowers an mitiad disbursement of $10.000
with further disbursements based on receipt of collateral and progress with the rebuilding
effort, This works in the same fashion as a commercial construction loan. SBA has
concerns that making disbursements without regard 1o the amount of funds actually
needed or the progress of the project may increase the risk of misuse of funds or the
potential for cost everruns that may result in projects mot being completed or borrowers
having to borrow more funds. This provision may have the unintended affect of
eliminating full disbursements when warranted. While we would certainly like to ensure
disaster vietims receive their loans in a timely basis, we feel the way section 206 is
written requiring disbursements 1o be done in three stages is not prudent.

Lad
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Section 207 ~ The Administration would appreciate further information regarding
this provision, As we understand R, the intent is 10 aliow business loans under $100,000
to be made witheut allowing SBA 1o use the borrower’s personal home as collateral, it
available. SBA generally uses the best available collateral in any lending situation. This
prohibition would {imit collateral and. of cowrse, increase losses and affect the subsidy
cost of the program.

Section 208. SBA believes there is a role for the private sector in assisting SBA
in processing disaster loans in times of major or catastrophic disasters, We have reached
out to the private sector by way of a Request for Proposals and we received no bids from
the financial services community. However, we are continuing our efforts to work with
the banking community in an effort to find a beneficial proposal. SBA would suggest that
this provision be mmended by removing paragraph {b). We are concerned that mandating
the use of the private sector in specific situations would Hmit our flexibility and that
waiting until a 30 day backlog arese would create problems for borrowers. The
Administration would prefer language allowing the Administrator to use these services ot
his discretion.

The Administration must strenuously oppoese section 210 reguiring the Ageney to
provide grants (o small businesses. This is dupheative of existing programs within the
federal government. o fact, the State of Lonixiana is currently providing grants to smail
businesses through HUD's CDBG funding. Under this provision SBA would be
establishing a new program to duplicate assistance already being provided,

The Administration alse strongly objects 1o Section 211, I a disaster victim
FeCEIVES an INSUrance Payout or a grant to assist in rebuilding a damaged property for
which a disaster loan was provided, the Ageney has an obligation to the taxpayver o
ensure that federal assistance is egual to the amount of fesses. not placing the borrower in
an improved position. Under this provision a disaster vietim could recelve as much as
twice the amount of federal assistance for e same loss, requiring taxpavers w pay for
the same damage twice.

In regard 1o the increase in the maximum loan amount in section 212 the Agenty
feels this is pot necessary. Our data shows that enly roughly 600 loan applications
exceeded the $1.3 million doliar thresheld in their damage sssessments, and many of
those were not-for-profit institations or businesses that qualified as major sources of
emplovment. The Administration is also worried that increasing the subsidized loan
amount will lesson the incentive for those businesses from acquiring sufficient insurance
e cover their losses. the Administration is also concerned that prohibiting net carnings
Clauses could resuit in a higher subsidy cost for the program,

Section 213 - the Administration understands the need 1 allow businesses ©
recover from disasters. and our lending s based on that premise. However, SBA also
believes that once a business has recovered 1 should repay the SBA as expeditiously as

possible and mintmize taxpaver funded subsidies. and that increasing the loan Hmitwo
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riskier borrowers to a level higher than that which applics under the 7(a) program may
not be pradent.

Chaireoman Velazquer while we certainly have some concerns with the
legislation in its current form, we hope o work closely with the committee members and
vour staff to ensure that future disaster victims are well served by the Office of Disaster
Assistance at the SBA.

Thank you again for inviting me today, and I leok forward to your questions.

(Y
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Statement of James L. Witt, CEO, James Lee Witt Associates, a part of Global Options
Group Inc. &
Former Ditector of the Federal Emergency Management Agency (FEMA)

Chairman Velazquez and distinguished members of the commuttee, thaok you for inviang
me to participate in today’s hearing, @ appreciate the opportunity to come before you to
share my thoughts about the Committee’s proposed reforms to the Small Business
Administration’s {SBA) disaster recovery programs currently under consideration. My
testimony has been shaped by my perspective of workang on these 1ssues n both the public
and the private sector and ar all levels of governmenr - Federal, State, and local government,

The Small Business Administration’s essential role in Disaster Recovery

During my tenure as Director of the Federal Emergency Management Agency (FEMAJ 1
viewed our Federal partners at SBA as critical to our efforts for helping communites recovet
following a major disaster. SBA’s disaster loan programs for individuals generally provided
greater financial resources for an indwvidoal or fanaly looking o rebuild or repair thair home
than was available through FEMA grant programs. SBA’s loans to small business owners
were essential for making sure thar disaster-ampacted communities were able to retain the
small businesses that emplovyed their residents; that provided vital goods and services; and
that sustained the tax base for municipal government.

Addinonally, SBA was frequenty able offer its disaster loan assistance 1o communities that
experienced disasters which did not meer FEMA’s criteria for a major disaster declaration,
These were disasters where there were significant losses, but where the state and local
resources were not so overwhehmed as to warrant a major disaster declararion, While 1
oversaw more than 350 disasters durtng my years as FEMA Director, SBA was involved with
a good number more than that. A not oaly supported the Federal effort in those 350
major disasters, but also processed loan applications for the disasters that were declared
under SBA’s own declaration authority. SBA disaster loans ate an essential tool in the
Federal government’s toolkit for assisting disaster victims following a natural disaster or
terrotist maident,
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Creating the Environment for Reform

I see the current predicament for SBA as being similar to the FEMA that [ inherited. In
getting ready for my testimony this morning, I reflected on my time as FEMA Director since
1 see the solations for repair of SBA as analogous to the kinds of reform that was required
for FEMA at that ime. T also am remunded of the erincal role thar Congeess and our
oversight committees played in the re-invention of FEMA.

When President Clinton asked me to be his FEMA Director after he won his first elecnon in
1992, we were facing many of the same issues following Hurncane Andrew that FEMA and
SBA face today following the response and recovery assistance after Hurricane Katrina,

The response and recovery efforts had been slow and inadequare following Hurricane
Andrew in 1992 - only a few vears prior to my appOIEMEns as FEMA Director. From the
Senate floor, Senator Hnllmg« famously called FEMA the biggest busnich of jackasses he had
ever seen and often alked about how FEMA could not even lead a one car parade.

When I arrived in Washington, there were several bills in Congress to abolish FEMA. Some
proposals sought w break it up and give its responsibilides to numerons agencies and some
advocated turning everything over to the military following a disaster.

Thetre were several reasons why we were successful in trning FEMA around and making it
into a model agency, but it had everything to do with strong leadership and a committed
destre to change the system. It started with President Clinton and key members of Congress
who gave us a chance to make FEMA work.

Leaders ke Congressman Louis Stokes and Jerry Lewis and Senators Barbara Mikulski and
Kit Bond gave us the funds and the support we needed to get things wrned around and it

great statesmen and women for working
1A could become and how we could re-

was very much a bi-partisan effort. I credir thos
with us and not giving up on the vision of whae FIEN
make our nation”s approach 1o delivering disaster assistance and reducing furure losses
though prevention and mitigation programs,

Fixing FEMA really required a desire for the Clinton Administration to work with Congress
- to make Congress a parmner in the re-invention of FEMA; to give members of the House
and Senate the informadon being requested; and for us at FEMA o listen to the s
for improvements coming from Capitol Hill. It also required great patience and
comrmitment on behalf of Congress. Our oversight committees gave us the necessary
legislative dmngu and resources, but they also demanded ﬂccaunmbdm' and really held our
feet to the fire. There were numerous repotts on the status of the Disaster Relief Fund and
regular updates on the varous reform mitiatives that we had putin place. It was this kind of
pa;muslnp between the Executive and Legislative Branches that created the necessary
environment for an historic change at F EMA.

SUIONS

The partership berween the Administration and Congress allowed us o look at legislative
changes or clarifications thar made FEMA more offecuve at responding, This gave as better
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clatity abour the ability to pre-position resources even before a disaster oceurred and before
the President actually made the formal disaster declaration.

We created and trained Emergency Response Teams with the best and brightest members of
FEMA who could be ready ata moment’s notice and who could deploy within hours to a
disaster area.

We professionalized the Federal Coordinating Officer cadre and other disaster resetvists
through on-going credentaling and standardized waming intiatives. We cross-trained and
re-trained employees in the agency who had never had disaster responsibilities so that they
could help out in the field or could play support toles back in headquarters. It is not that
thev did not want to take on that responsibility, but rather that they had never been asked or
trained how to work in the disaster programs.

We made better use of technology to speed up the damage inspections in the field and the
processing of disaster assistance that exponentially increased the speed with which we issued
assistance to disaster vicums. We reduced the tme it took for disaster vietims to recetve
assistance from an average of three weeks to and average of seven days. Seven days was just
the average, it was frequently even quicker than that. We were able to make those changes
to the FEMA assistance delivery system in 1994, over a decade apo and before the internet
had become widely used, just imagine how technology could be keveraged today o expedite
assistance to disaster victims now.

We even got Congress to invest more in muigaton and prevention efforts by increasing the
amount of funding available following a disaster to mitgate futore risk and by creating the
first pre-disaster mitigation fund to address risk before a disaster occurred.

I'mention my experiences at FEMA not simply to relive the good old days, but to offer
some hope and encouragement and possibly a blaeptint for what the Small Business
Committee and the SBA are embarking on today. You have the power to impact so many
lives of our fellow Americans who experience great suffering following the ever-increasing
aumber of patural disasters that we experience each year and for whom there is constant
concern about future terronst attacks on US soil
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Legislative Fixes and the Blueprint for enhancing SBA’s role in Disasters

I have reviewed the legislarion that the Committee has diafted and believe that the bill is
what is needed to restore and improve the SBA disaster programs that are so critical to a
community’s recovery from disaster and resiliency w furure disasters.

T agree that SBA must have comprehensive disaster response plans in place that incorporate
a risk-based all-hazards approach. Training and exercising these plans with all of SBA’s
partners in disaster is essential. Federal, state, and local government must exercise togetiier,
bue it is also important 1o include the private secror and that plans address the need for surge
capacity duning a disaster. There are several states such as New Jersey, Texas, and Ilinois
that are building business mutual aid networks that can suppott both the public and the
private sector with resources duting a disaster. Tt is the business cards that are exchanged
and the relanionships that are developed through pre-disaster planning, training, and
exercising that lead to an effective disaster response and a quick recovery. Itis not only
prudent and appropriate for SBA to have such plans in place and regularly exercise with
partners in disaster, it is important for the Federal government to model what it 1s asking
individuals and families, businesses, states and municipal governments to do - be prepared.

Tt is always a challenge ro maintain an approprately sized disaster reservist cadre with well-
rrained mdividuals, but ir will cither make or break the quality of response and recovery
efforts following a disaster. When I was FEMA Director, 1 was abways amazed at the quality
of the individuals that we were able to recruit and train as disaster assistance emp!m'ee*

i%). Many of these people were retired CEOs, COQs, CFOs of Jarge organizations.
(Mzr disaster rescreists were senior, decorated military veterans; they were skilled architects
and engineers who had flexibility in their jobs or they had emplovers who recognized the
important role that temporary disaster assignments could play in the lives of their fellow
Americans both personally and professionally. There is so much talent in the communities
throughout our nation, and it is imperative that we rap into this wlent and direct the energy
and goodwill that exists when disaster strikes. The Committee’s bill steesses the importance
of just such staffing effores and 1 agree with your insights. [ would also suggest that you
consider offering health benefits for the remporary disasrer workforce. Maintaming a quality
disaster cadre can be difficult without the ability to offer health benefirs. When | was at
FEMA we were sought and recetved the authority for 2-year and 4-year term appointments
known as Cadre on-call Response Emplovees (CORIL. We created the CORE positions to
insure that we did not lose experienced folks in our disaster programs and to make sure that
we retained the employees in whorm we had invested so much training,

Another issue that T found difficult to get a handle on was the FEMA disaster budget.
Inially, T couldn’t get anvone to tell me exactly how much we had in the Disaster Relief
Fund (DREF} at any given point. Conseguently, it was difficult for FEMA to know how
much money to ask of Congress for the disaster programs. Planning for disasters s a lot
more difficultif you do not know how much of your resources are available. Addinonally, it
was ditficult for Congress to justify the amount of funding w appropriate to 1A We
tmmediate began working 1o establish the 5-year average for declared disasters, excluding the
1994 Northndge Farthquake in the Los Angeles Aren as the outlier, and came up with §2
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billion as the annual funding needed with some conringency funding ar the Office of
Management and Budger to allow for unespected emergencies.

As FEMA and SBA work to reform the manner in which their agencies operate and revise
their respective disaster programs to better meet the needs of disaster victims, it will be even
more Impottant to re-examine how the nwo organizations and their various disaster
programs work together. Tsuaspect that some of the previous goant levels for FEMA and
loan amounts for SBA should be reviewed o determine if they are condnuing to meet the
disaster needs of businesses and individuals. In addition 1o raising the caps on small
business loans, I would also suggest a review of the maximum loan amount for homeowners
as the $200,000 limit is no longer adequate in most real estate markets. Every disaster is
different so the programs require the necessary flexibility to address constanty changing
simations, but it i alse Important w have parameters and goals that keep in tact the over-
arching philosophy of Federal disaster assistance as a supplement to private insurance, state
assistance, voluntary organizations, and help from family and friends.

From my experience as FEMA Direcror, 1 found there to be a very close working
relationship berween the FEMA and SBA leadership that lead 1o 2 seamless Federal
approach to disaster assistance. A lot of times the coordination on disaster assistance
happened in a relatively low-tech way by having our SBA partners sitting in the FEMA
teleregistration and helphne phone centers so that when a disaster victim called with 2 SBA
loan issue instead of 2 FEMA inguiry, we were able to eastly re-direct the call to the SBA
staff that were sitting along side our staff. With the volume of applications and the unique
problems thar arose following Katrina, it s especnlly important that these close coordinaton
15 still raking place now while borh organizations are working ro respond ro the fulures
highlighted following Hurricane Katrina. The Committee may want to ask SBA, FEMA,
IRS, and others agencies 1o study ways 1o better share information of those applying for
assistance while sull respecting Privacy Act concerns. The abiliny for these agencies, and
others active In disasters, to share iformation will allow for expedited application and
review, better accuracy, and less frustranon on behalf of disaster vicums. The sharing of this
information will factlitate the veritication of addresses, social security numbers, and other
common data that all of the agencies collect separately; but that cach of them needs o
admimister their respective programs,

When we began working on the re-invennon of FEMA 1n 1993, the first priontics needed o
be improvements to the speed and accaracy with which we delivered disaster assistance.
After we completed that, we very guickly ramed our attention 10 some of the broader system
issues of the damage-repai-damage cvele that exsts. In doing so, we focused on promoung
prevention and sutigation of nsk. We recognized that it would give us the best return on the
fedenl investmenr. This Committee 1s beginning the reform of SBA by secking to correct
the problems with the SBA disaster assistance programs and delivery systems that were
uncovered through hearings, thar GAQ identified 1 its February report on the SBA
response to Katring, that dedicated and frustrated career civil servants are sharing because
they know SBA can do better and has done better in the past, and that small busines
individuals in the Gulf Swates are shasing about theiv experience since Hurrdcane Karrina

devastated that Region. While addressing and correcting the speed and accuracy fo
admanistering disaster loans is the front bumer issue wday, T would encourage vou and the
SBA leadership ro also look ar the larger systemic issues and 1o begin identifving how the
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SBA can also impact the damage-repair-damage cycle thar exists and how SBA can help
promote better preparedness and mitigation in our communities.

Another area that ] believe SBA can play an important role with in the future is io facilitating
regional public-private parmerships for security and sustainabilite. The Department of
Homeland Secutity (IDHS) has emphasized the impottance of regional planning and of
public-private collaboration, but has not shown much leadership to date in facilitating such
efforts. There are a number of organically grown imnanves that have sprang up but so far
DHS has done very linde ro provide any blueprint to guide such efforts, and technical
asststance, or any sced funding w establish regronal pubbe-private partierships that promote
preparedness and mitigation ctforts. | would ask that this Committee, together with SBA|
discuss whether and how SBA mught assume a leadership role m this area in the future, We
are reminded of the interdependent nature of the public secror and the private secror
whenever the often-quored statistic that 80-85% of the nation’s entical infrastructure I
owned or controlled by the private sector. Additionally, we need o look no further than the
incident that has resulted in our hearing today ~ Huenicane Karoina, Kartrina severely
disrupted thousands of businesses throughout the Misstssipps Gulf Coast Region and had a
significant Jmpact on our cconomy.

While there are many business suceess stortes following Hurrienne Kareina with larger
corporations such as Wal-Mart, Home Depor, and FedEx coming back onhine guickly and
beng open for business within days, you know all too well thut small businesses did not fair
as well. A study conducted tfor MasrerCard Internanional earlier this year found that 84% of
small business owners in the US are not wornied that a narural disaster will novaffect themin
the next 12 months; however, 77% of these owners admur that their businesses are not fully
prepared should one oceur. These findings strongly suppaort the need for better planning
and preparcdness that involves all of the plavers having a stake in the recovery process.
Businesses, non-profits, volunteer groups, federal, state and local governments need to come
together in a concerted effort. A th 1o address the unmediare reforms that are need
at SBA, please continue to consider an SBA role m addressing the longer-term needs of

MW

preparedness and mitigation.

The Time to Actis Now

It is human nature, and continues to be bome out by the acdons of corporations and

governments, that disaster programs are frequently cut during the short breaks in the natural
as 1 elose
st such g

disaster activity or in hght of new or emerging rhreats such as weerortsm. However
my testimony today, I ofter a few observations that suggest we would be wise to o
nararal tendeney to ket our guard down or o roli the dice with the programs we have 1o
assist our fellow ciuzens following a disaster.

The recent trdogy of international catasteoplue disasters that included the South Asa
Tsunamg fate in 2004, Hurnicane Karrina m 2005 and the 2005 Kashmir earthquake,
demonstrated again the awesome and destructive power of nature.  These mega-disasters
were responsible for the toss of over 200,000 hves i the tsunami, 73,000 lives in the
carthquake, and 1,200 Iives in the hurrieane. In addinon o the previously nnimaginable Joss
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of Iife, these natural disasters each have had staggering long-term ceonomie, ceological and
social impacts on the cormmurities m which the catastrophes occurred.

Even duting vears without disasters of such histonc magnitude, the impacts of natural
disastets are becoming increasingly more costly and this trend is being tracked by global
insurance companies such as Swiss Re. Swiss Re's annual report that looks at the global
costs of disasters found that in 2003 human-caused and narural disasters resulred i 60,000
deaths and abour $70 billion i econermic losses. In addition, 11 15 estmated thar the
cconomic costs of such disasters threatens to double, reaching an average of $150 billion a
year in the next 10 years.”

The World Watch Insatute, in us publication Siaiz of the Worid 2007: .4 Repars or Progress
Toward a Sustainable Saciety, demonstrated the human cost of disasters by examining global
deaths by disaster type and found that floods were responsible for forty-nine percent of
deaths, that earthquakes or volcanoes were responsible for thirty percent of deaths, that
windstorms were responsible for fifteen percent of deaths and that all other disasters cansed
six percent of deaths. The World Watch report also notes thar floods alone cause nearly
one-third of all economic losses, half of all deaths, and seventy percent of all homelessness. -

Those communities that have taken steps 1o teduce their risks have realized sigmificant
returns on thei investments. [n fact, the World Watch Institute study found that every
dollar spent on disaster mitigation and preparedness saves seven dollars in disascer related
economic osses.”  SBA already is an important player in US disaster recovary efforts and
with the help of this Committee it can lead efforrs with the husiness community and
mumcipal leadership to make our communities safer and moze resithent.

Thank you and I would be gld 1 answer any of vour questions.

"Thomas Hess, Sigma No. 172004 Natural Catastrophes and Man-made Disasters in 2003 Many fatalities,
comparatively moderate nsured fosses Published by Swiss Reinsurance Company Economic Research &
Consulting pp. 3-14
? Janet Abramovitz, State of the World 2001: A World Watch Institure Report on Progress Toward a
§u5minable Society, 2001, World Watch Institute, pp. 123-142

Ibid
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Testimony of Harry C. Alford, President/CEQ, National Black Chamber of Commerce

Madam Chairwoman, distinguished members of this important Committee, I express my
gratitude in having the opportunity to address you about this very important subject —
Disaster Relief Programs of the SBA. Since that dreadful day in August, 2005, we have
been reeling from our inability to provide proper response and relief to a certain segment
of our population. The reality of our inability to properly come to the aid of fellow
Americans is a topic that demands our full attention and correction. God forbid if we
have to repeat the incompetence, arrogance and neglect exhibited before the world via
television. It was a shame directly attributed to the richest nation on earth.

The National Black Chamber of Commerce was founded in 1993. Its mission is to
promote entreprencurial growth and economic development in African American
communities and the Black Diaspora. According to the United States Census Bureau,
small business in America is booming. Leading that growth is the Black business
segment that has grown by over 42% during the period of 1997 — 2002. We have
numerous chapters and direct membership throughout the recent hurricane affected areas
of Texas, Louisiana, Mississippi, Alabama and Florida. Prior to Katrina, the State of
Louisiana had the eleventh largest population of Black owned businesses by itself. The
region accounted for the largest regional representation of Black owned firms.

Despite this vitality of growth and development, we have witnessed from budget cycle to
budget cycle the reduction of funding and resources to the US Small Business
Administration. As our numbers have grown, the services and manpower of the SBA has
been heading in a downward cycle. The current budget request from the SBA is $464
million dollars. 1recall the funding of over $860 million less than 10 years ago. How
does a nation that prides itself in small business growth, which provides 70% of all new
jobs, apply a “choke hold” on the SBA?

We are faced with an ever competitive global market. Yet, we have dwindled the SBA to
a point of anemia. Our readiness had been depleted and the SBA became a “disaster
waiting to happen”. Eventually, the challenge emerged with the start of Hurricane
Katrina. Yes, it was the greatest natural disaster in our recorded history but the worst
came with a response that could not even attempt to be adequate or meet the demand.

This great nation deserves a viable Small Business Administration. One that can
complete its mission and serve the needs of Americans and their small businesses, replete
with a 21% century disaster program. By simply transferring the costs of three (3) new F-
22 fighter jets we could double the budget of the SBA and return it to mid-1990’s levels.
Yes, we must think and plan better and meet the mission with more efficiency but you
cannot achieve this by eliminating basic funding. Time is of the essence and restoring the
faith of Americans is paramount.
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According to the SBA, on August 1, 2005, the Disaster program had 880 employees on
board; by December, the number of active personnel had grown to almost 4,000. The
new personnel had to be trained, and more than 400,000 square feet of work space had to
be acquired. The question now is this: Will we maintain levels that resemble the 4,000
employee level or do we revert back to the inferior staffing of 880?

This nation must be ready for the next Katrina. There was a painful lesson learned and
we must act accordingly. This is going to take more resources — staff, systems and
funding. We can no longer afford to keep our “heads in the sand”. What is at stake are
the lives of Americans, their jobs and businesses. A first world economy deserves a first
world disaster plan and readiness.

In terms of planning, the SBA should be required to develop, implement and maintain a
comprehensive written disaster response plan based on the intensity of Katrina. Office
space, staffing, systems complete with coordination scenarios with applicable federal
agencies should be established as soon as possible. This plan should be tested through
drills and exercises that would simulate a major disaster. These plans should be realistic
with proper resources and not designed as “blue skies™.

There should be a position established to administer the above project. An Associated
Administrator for Disaster Planning should be created to coordinate with the SBA’s
Associate Administrator for the Office of Disaster Assistance, FEMA, and other federal,
state, and local disaster planning offices as necessary. This officer will report directly to
the Administrator and will be responsible for planning for and leading the agency’s
annual training exercises. It should go without saying that this person’s background will
be consistent with the duties assigned. In other words, let’s not have a simple political
appointment (without rhyme or reason) who will have a “melt down” during the first
crisis.

In regards to lending, we must have a comprehensive program that will significantly
increase legislative limits on business loans. The process for personal and business
lending should be streamlined to expedite funding and a system that is not punitive to the
borrower in terms of repayment period and subsidies. We can enhance the lending
authority for our Preferred Lenders so that they can originate, process, and disburse home
disaster loans for a small fee.

Short term loans, similar to the bridge financing provided by the Mississippi State
Legislature, should be provided so that businesses can get started immediately with their
rebuilding while they wait on the traditional disaster loan process. Grants for certain
conditions can also be considered in order to “jump start” local rebuilding of businesses
that provide jobs to the affected areas.

The SBA should have adequate funding for outreach and marketing. Businesses within
our communities rarely know what the SBA is and its programs. I dare say that the
majority of the over 1 million Black owned businesses in this nation do not know the
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address of the nearest SBA District Office or the District Manager and the applicable
staff. Whether they are a mile away or 100 miles away there is no adequate interaction.

There must be proper oversight so that we are assured of readiness when the next major
calamity occurs. Congress should require the SBA to submit an annual report on Disaster
assistance program performance during the previous fiscal year. This report should cover
changes in staffing, technology, and a review of challenges encountered and overall
results. During times of long-term recovery, such as now, the SBA should make monthly
reports to Congress on the status of the program.

Madam Chairwoman, distinguished members, your consideration of these proactive
changes are greatly appreciated. We need a SBA that is equipped, trained and funded to
better serve the needs of the people of this great nation.
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Chairwoman Velazquez , Ranking Member Chabot, and members of the House Small Business
Committee, my name is Margot Dorfman and I am the CEO of the U.S. Women’s Chamber of
Commerce™ (USWCC). I am pleased to be here today to share the USWCC’s strong support of
the RECOVER Act of 2007, an important piece of legislation that will give small business
owners the security of knowing that the Small Business Administration (SBA) will have an
effective plan in place to meet their needs in times of crisis.

The 2005 Gulf Coast Hurricanes had a dramatic impact on the small business members of the
U.S. Women’s Chamber of Commerce. But as much as they were alarmed by the damage the
storm caused to their communities, they have also been shocked by how badly managed the
disaster response has been. Time is of the essence in these emergency situations. For many of
our members, timeliness proved to be as important as receiving the assistance itself.

It was clear that SBA was completely unprepared to deliver disaster assistance on the scale that
was demanded, and certainly not on a timeframe that would have expedited recovery. Instead of
executing a plan that was already in place, the administration reacted to events on an ad hoc
basis—ramping up employees and locations as the demand grew. Unfortunately, that meant that
by the time additional resources were added, small business owners were already experiencing
the terrible customer service that came to characterize SBA’s handling of the response to the
2005 Gulf Coast Hurricanes.

The U.S. Women’s Chamber of Commerce enthusiastically supports the RECOVER Act of 2007
because it requires SBA to look ahead to future disasters and plan for a variety of possibilities.
Readiness is the key to delivering timely, effective disaster loan services. This year,
communities around the country have called on SBA to respond to a variety of non-hurricane
disasters. From ice storms in Iowa to tornados in Florida, it is vital that strategies be in place to
respond effectively to the needs of small businesses, regardless of the location, size or type of the
disaster.

In addition to creating comprehensive disaster readiness plans, the RECOVER Act also requires
SBA to maintain those strategies over the long-term. At USWCC, we believe that this is a
critical function of this legislation. Although many people are still struggling to recover from
recent disasters today, it is important that the SBA’s disaster readiness not be allowed to atrophy
in the future when conditions for victims of the 2005 Gulf Coast hurricanes have improved. Ten
years from now, we hope to see SBA with a robust, agile disaster loan program that has
comprehensive and practiced plans for a variety of disasters.

U.8. Women's Chamber of Commerce™
The strategic force of the women's ownership movement.
1201 Pennsylvania Ave NW, Suite 300  Washington, DC 20004
www.uswomenschamber.com  888-41-USWCC
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This legislation also makes important updates to the SBA’s disaster lending processes—systems
that, the 2005 Gulf Coast hurricanes demonstrated, were badly in need of modernization. By
providing solutions to problems that the SBA had in processing, improving, and disbursing loans
in a timely manner, the RECOVER Act will increase small business owner confidence in SBA’s
disaster service. This legislation recognizes that assisting small business owners after a major
catastrophe is not a one size fits all proposition; it will give the SBA more tools to provide small
businesses with relief depending on their individual circumstances, including bridge loans and
grants. This legislation will allow the SBA to get private lenders involved to provide timely and
effective service to business owners in disaster situations. Entrepreneurs will have access to the
same affordable SBA loan with low interest rates and long repayment terms—just at a different
location, serviced by a bank in their community.

In closing, I want to thank the members of the Small Business Committee for actively addressing
the problems so many small business owners experienced after the hurricanes in 2005. It is
critical that we learn from those experiences—the kind of stories we are still hearing from our
U.S. Women’s Chamber of Commerce members 18 months later—and make the needed changes
that will ensure that, if such a terrible disaster happens again, the SBA will be in a better position
to help entrepreneurs get back on their feet. I thank you again for your time today,! and welcome
any questions you may have.

LJ.S. Women's Chamber of Commerce™
The strategic force of the women's ownership movement.
1201 Pennsylvania Ave NW, Suite 300  Washington, DC 20004
www.uswomenschamber.com  888-41-USWCC
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HOUSE SMALL BUSINESS COMMITTEE
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Testimony of
Associate Administrator Michael Hager

Good Morming Chairwoman Velazguez, Ranking Member Chabot and
distinguished members of the Committee. My name is Michael Hager, and T am the
Associate Administrator for the Office of Capital Access at the US Small Business
Administration. Thank yvou for inviting me (o discuss legislative proposals affecting our
business lending programs at SBA,

SBA has experienced significant growth in our programs over the past live vears,
more than doubling the number of 7a) and 304 loans funded. In FY 2001, the loun
programs served about 42.000 small business borrowers, and by FY 2000. the number
Jumped o over 100,000 in our major business lending programs.

This growth is due, in farge part, o the zero subsidy policy that has been adopted
for both the 7(a) and 304 loan programs. Zero subsidy has allowed the Agency o
stabilize our lending programs and meet the Tinancing demands of small businesses,
without the need for Toan caps or temporary suspensions of program availahility due to
appropriations shortfalls, such as those which vecurred in 2003 and 2004,

While reaching more and more small businesses at an extraordinory rate. fees in
the 304 program have gone down significantly. and the uptront fees in the 7{a) program
are at the same fevel as 1997, Further, zero subsidy has provided stability in the program,
which is of utmest importance 1o the lenders across the country that pasticipate in our
programs and deliver much-needed financing to Amerien’s entrepreneurs.

We share the Conmunittee”s desire 1o support simall business development and
continue the vital contributions small businesses have made to America’s economie
growth in recent years. On behall of $BA Administrator Steven Preston, we look
forward to working with the Conumittee 1o ensure that entreprencurs have access o the
capital nccessary 1o stant, grow aid strengthen their businesses.

We understand that the Commitice is considering legislative changes to SBA
programs, particularly relating to taxpayer subsidy for onr business lending programs,
tender participation and application processes. and targefed products for veterans and
businesses in low income communities. Before 1 comment about these proposals, 1
would like to share a few proposals from the SBA.
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National Preferred Lender Program

SBA recognizes the need to make our products more user-friendly for the lenders
who participate in our programs and requests that a National PLP lender approval and
renewal process be authorized. SBA already provides this status but would appreciate
statutory authority supporting that activity.

Lender Oversight

SBA has a programmatic responsibility to aversee operations of all SBA lenders,
including Certified Development Companies {CDCs). The ability te charge CDCs and
retain fees for the cost of reviews would provide SBA with the means to conduct these
reviews, take necessary follow-up actions, and generally carey out SBA's programimatic
responsibilitics in this regard, This change paralicls the Small Busiuess Investment
Company (SBIC) and 7{a) examination/review fee language found i the Small Business
Investment Act and Small Busingss Aet, respectively.

Enforcement Authority for Small Business Lending Companies

SBA proposes a clarification 1o the definition of small business lending company
{SBLC)Y necessary to reinforee SBA's authority to regulate, supervise, and examine
SBLCs. Though the number of SBLCs is small, as a group they originate a high volume
of SBA guaranteed loans. Consequently, SBA's risk exposure is great with regard to this
group of lenders and it must be clear that SBA bas the anthority 1o regulate, supervise,
and examine them.

Muximizing use of electronic technologies

Increasing usage of such technologies will enable SBA and its partners to reach
small business clients at the times and in the places that are most convenient o them, and
will help to make the delivery of services more efficient and cost-effective. Explicit
authority mandating the use of electronic technologies, will give SBA greater leverage
with it resource partners and will also support SBA's effort 1o use Agency resourees (o
develop E-products and to provide services in an electronic enviromment.

Real Estate Appraisals

SBA wishes to harmonize the appraisal policy between the 7(a) and 304 programs
s0 that an appraisal by a state licensed or certifivd appraiser is required when the
commercial real property being financed is worth more than $250,000.

Leasing Policy

SBA also wishes to harmonize the leasing policy between 7(a) and 504 and seta
common standard allowing up 1o 40% of a facility to be leased for a new or existing
building. This would eliminate the current distinction between new construction and
existing property and address ambiguity in the current statute.
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Use of Systematic Alien Verification for Entitlement Programs

SBA also requests legislative authority for SBA to require that lenders use the
Systematic Alien Verification for Entitlement {(SAVE) program for the verification of
alien status. This will eliminate the current verification process, and would speed loan
transactions by using the SAVE program.

Secondary Market Guaranty

SBA requests authority to charge a fee on Joans sold in the sccondary market.
SBA has a responsibility to provide prompt payment on the pools of these loans separate
from the 7(a) loan guaranty. This fee would cover the potential future subsidy cost of
ensuring the payment of pool certificates. The fee would be payable by the investor in
the secondary market certificates. We estimate that in any given vear the fee will be
modest and no more that 6 basis points, This type of fee is alrcady used by the Ginnie
Mae secondary market program and eliminates the taxpayer subsidy costs for that
program.

I would now like to comment on the proposals forwarded to us by the Committee.

Section, 101, Fee Reductions

The Administration remaing opposed to reintroducing taxpaver-funded subsidy
for the 7{a) program. We are concerned that reintroducing subsidy will have the effect of
destabilizing the program for lenders and risking loan caps and temporary shutdown of
the program due to appropriations provess defavs and shortfalls.

Further, the Federal Credit Reform Act (FCRA) specifically requires that agencies
obligate for the cost of loan guarantees based on the “eurrent”™ assumptions, as defined in
the Balanced Budget Act: this means that obligations must be based on the economic and
technical assumptions used in formulating the President’s Budget. Loan type mix and
performance estimates for 7{a) are considered technical assumptions and are calculated in
advance of the year solely oo an annual basis. Revising the loan type mix on a quarterly
basis would not only be technically daunting, it would clearly be inconsistent with the
requirenents of the FCRA.

Section. 2. Rural Lender Qutreach

The Committee™s proposal includes language establishing a Rural Lending
Crutreach program. We share vour commitment 1o ensuring participation of lenders in
rural areas, and continue o see the number of foans increase in this market, However,
the Agency has experienced a loss of small bank lenders, particularly in rural areas. SBA
belioves that this initative, with proper credit underwriting standards can encourage the
use of the program by simaller lenders, However., it would need 1o be structured 0 avoid
duplication of the existing rural loan progrums of the USDA. Morcover, changes 1o
current limitations on low documentation loans and experience requirements for fenders
could raise program cosis.
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Section. 103, Making Community Express permanent

We support the coneept of making the Community Express program permanent.
The program provides an 85 percent guarantee on loans of up to $130,000 and 75 percent
on loans up to 230,000 and provides for management and techiical assistance to
entrepreneurs. Community Express allows lenders to use their own forms and loan
procedures, which is particularly imponant for those who only do a few SBA loans each
vear, However, SBA opposes the provision requiring that Joans under $23.000 bave no
collateral. SBA believes that this decision is best left with our lending pariners to assess
on an individual basis. We are concerned that a blanket policy may actually result in
many marginal borrowers being left out. SBA also has concerns over the potential
constitutional ramifications of the language. Paragraph (A1) appears to ¢reate a
statwtory preference for certain groups. SBA would prefer language that was focused
more on fow income and underserved communities which would offer service (o those
groups without implying preferences,

Section. 144, Medical professionals

SBA commends the Committee for recognizing the importance of expanded
health care access in fow income communities. We regularly do a significant amount of
lending to medical professionals who are seeking to establish practices. While the
Committee’s legislation includes a borrower and lender subsidy specifically for medical
doctors and dentists located in Jow income areas, we do nol believe that such a marginal
savings on loan payments due to a subsidy would create a significant impetug for medical
professionals to establish services in such areas.

We also believe that any such proposal will have a significant upward effect on
the subsidy rate. Finally, I must point out that both this provision and section 105 violate
federal eredit policy which dictales that loan guarantees should not exceed 80 percent.

Section. 103, Veterans Participation

The Administration shares the Comimittee’s desire to make the benefits of the 7(a)
loan more available o veterans. However, we must point out that this proposal will have
a significant upward effect on the subsidy due to the elimination of fees.

Section. 106, Alternative Size Standard .

We recognize the Committee™s desire to adopt a simpler roethod for determining
whether a business qualifies as a small business under the Small Business Act. However,
we have concerns about the potential for misapplication 1o borrowers who are farge
businesses, Thus, we ask that the legislation provide the Agency with the flexibility
necessary 1o ensure that the businesses utilizing our programs are true small businesses.
The Administration looks forward to working with vou to develop a better alternative
size standard policy for our business financing programs,

With regard to the 304 loan program provisions in Title 1], the Administration
largely supports the provisions that focus 5304 as a local economic development program,
Likewise, we have no significant concerns with provisions outlining the operating areas
for Certified Development Companies, There may be some technical concerns but we
appreciate the committee”s willingness o work with us on these areas. However, there
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are a few provisions about which the Administration must definitively express its
Concems

Section, 207, Refinancing

SBA wishes to express conceny that poorly performing debi not be refinanced into
the 304 program. We appreciate the need to relinance existing indebtedness in certain
circumstances but would sppreciate the ability to define those terms. We are also
concerned that any large seale refinancing could displace privaie credit, which violates
tederal eredit policy.

Section 211, Maximum cligibility

The Administration must express its opposition o this provision, 1t would
essentially permit up to 6 million dollars in financing to one small business, SBA firmly
believes that financing at that level should be refegated to the SBIC debenture program, &
program far betier suited 1o capital investments of this size.

Chairwonan Velazguez that concludes my testimony. | look forward 1o
answering any questions vou may have.



71

STATEMENT OF THE
AMERICAN DENTAL ASSOCIATION
TO THE
SMALL BUSINESS COMMITTEE
U.S. HOUSE OF REPRESENTATIVES
ON
CREATING INCENTIVES FOR HEALTHCARE PROVIDERS

TO ESTABLISH PRACTICES IN UNDERSERVED AREAS
USING SBA LOANS

SUBMITTED BY

KATHLEEN ROTH, D.D.S.
PRESIDENT

MARCH 8, 2007



72

My name is Kathleen Roth, president of the American Dental Association (ADA) and a
practicing dentist in West Bend, Wisconsin. Chairwoman Velazquez and members of the
committee, I am here to express the ADA’s support for your legislation that would
establish a new “Medical Professionals in Designated Shortage Areas Program” in
section 7(a) of the Small Business Act (SBA). This new medical professionals’ provision
would decrease the cost of obtaining SBA loans for physicians, dentists and other health
care professionals who open offices in designated health professional shortage areas by

reducing origination fees and increasing the guarantees offered to lenders.

Inadequate Access to Oral Health Care for Underserved Populations Needs to be
Addressed

The ADA, representing approximately 72 percent of the dental profession, strongly
believes that all Americans deserve access to quality oral health care services. The
Association is committed to working with all stakeholders to find solutions to providing
the care that is needed by underserved populations who suffer a disproportionate degree
and severity of dental disease. As U.S. Surgeon General David Satcher noted in his 2000
landmark report Oral Health in America, dental caries (tooth decay) is the most common
chronic disease of childhood — five times as common as asthma, and low-income children
suffer twice as much from dental caries as children who are more affluent. In fact, fewer
than one in five underserved children sees a dentist in any given year, according to data
collected by the Centers for Medicare and Medicaid Services. These children cannot eat
well, resulting in poorer health; they cannot study, reducing their performance in school;

and they do not want to smile. Their self-esteem is negatively affected. They grow up to
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be adults who continue to be affected by the oral disease they faced in their younger
years—often at a disadvantage in the job market due to poor oral health and appearance.
More important -- the recent, tragic death of 12-year old Deamonte Driver, of Maryland,
from a severe brain infection that may have resulted from a deplorable degree of
untreated dental disease, underscores the urgency for passage of legislation that will

enhance dental care access.

Charitable Care is not a Health Care System

In the absence of effective public health financing programs, many state dental societies
have joined with other community partners to sponsor voluntary programs to deliver free
or discounted oral health care to underserved children. According to the ADA4’s 2000
Survey of Current Issues in Dentistry, 74.3 percent of private practice dentists provided
services free of charge or at a reduced rate to one or more groups {e.g., homebound,
handicapped, low income). A total national estimate of the value of this care was $1.25
billion, or $8,234 per dentist. In 2003, the ADA launched an annual, national program
called “Give Kids A Smile” (GKAS). The program reaches out to underserved
communities, providing a day of free oral health care services. Give Kids A Smile helps
educate the public and state and local policymakers about the importance of oral health
care while providing needed and overdue care to large numbers of underserved children.
In 2004, approximately one million children received free dental education, screening,
preventive or restorative care from 38,000 dentists and dental staff volunteers. Through

GKAS and many other voluntary events, dentists demonstrate that they will create
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innovative ways to reach out to these underserved children. However, altruism alone will

not provide sustained access to care for the millions in need.

Barriers to Oral Health Care are Well Documented

As a result of numerous national reports and conferences, the barriers to accessing dental
care across the states and the causes of dentists’ reluctance to participate in public
programs have largely been identified. These barriers include:

» Low Medicaid reimbursement rates that are often less than what it costs dentists to
provide care.

« Excessive paperwork and other billing and administrative complexities.

» Lack of case management to assist patients in receiving care, which can lead to high
rates of broken appointments.

» Poor oral health literacy and awareness about the importance of oral health.

« The distribution or location of dentists within some states and local communities.

Improving the SBA Loan Program Potentially Targets the Vast Majority of Dentists
The overwhelming majority of dentists are small business people who could directly take
advantage of improvements in the Small Business Act. Any enhancements in the loan
program could have a positive effect on oral health care access by influencing the
location of some dental offices. In fact, over 90 percent of all practicing dentists are in the
private sector (totaling over 162,000) and the vast majority of private practice dentists
operate independently owned solo practices (85%) or two-person practices (11%),

employing on average of only 4.8 employees per dentist. So, the SBA “Medical
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Professionals in Designated Shortage Areas Program” is targeting the right people to

enhance access to oral health care services.

Safety net facilities such as dental schools, community-based clinics, migrant and rural
health centers, school-based or school-linked programs, and mobile vans that target
underserved populations primarily in inner-city and rural areas also are very important
but they employ relatively few dentists. Efforts to expand care only through safety net
facilities, including a significant new initiative by the Federal government to include
dental clinics in all new Federally Qualified Health Centers (FQHCs) or FQHC
expansions, face growing challenges because of difficulties in recruiting and retaining
dentists. Building clinics is relatively straightforward; staffing them is a decidedly more
difficult challenge, in light of the current workforce situation and levels of student
indebtedness. Significantly, the American Dental Education Association reported that
indebtedness for dental school graduates averaged $118,720 in 2003, with public school
graduates averaging $105,350 and private/State-related school graduates averaging
$152,525. This level of debt puts a great deal of pressure on young dentists to set up
private practices in relatively affluent areas to the exclusion of underserved areas.
Enhancements in the SBA loan program could help make it more feasible for such

dentists to also establish an office in an underserved area.

ADA Supports Legisiation with a Recommendation for Program Enhancement
We believe that the “Medical Professionals in Designated Shortage Areas Program” can

play a useful role in helping to make it financially feasible for dentists to serve
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underserved populations. However, we also believe the bill could be strengthened — the
fees on the loan for the medical professions under section 104 should be eliminated (as
they are under section 105 for veterans) not merely reduced by half. The Association
understands that this suggestion would add to the cost of the legislation but we believe
such a change is warranted given the extent of the access problems and the financial

barriers faced by dentists who desire to establish a practice in an underserved area.

Such an enhancement would improve the potential for expanding the number of dentists
participating in the loan program. As of September 30, 2006, there are almost 1,100
dental offices that utilize section 7(a) and section 504 active loans, averaging over
$330,000.00 per loan. That figure can be significantly increased with passage of a new
“Medical Professionals in Designated Shortage Areas Program,” particularly with a

waiver of the fees for the loan included as part of the provision.
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SBA 7a and 504 Active Loans in the Portfolio by NAISC a of 09-30-2006

Naics
721110
722110
621210
624410
447110
811111
621111
541940
811192
811121
541110
722211
541330
713940
524210
445110
621310
235110
531210
442110
441110

< Offices of Dentists

NAICS_Description
Hotels (except Casino Hotels) and Motels
Full-Service Restaurants

Child Day Care Services
Gasoline Stations with Convenience Stores
General Automotive Repair

[ Dffices of Physicians (except Mental HealthiSpecialists) -+

Veterinary Services

Car Washes

Automotive Body, Paint, and Interior Repair and Maintenance
Offices of Lawyers

Limited-Service Restaurants

Engineering Services

Fitness and Recreational Sports Centers

Insurance Agencies and Brokerages

Supermarkets and Other Grocery {except Convenience) Stores
Offices of Chiropractors

Plumbing, Heating, and Air Conditioning Contractors

Offices of Real Estate Agents and Brokers

Furniture Stores

New Car Dealers

Sum of all 7a and 504 loans
Sum of total loans

#
Loans
1,856
1,645

L1083

959
900
874

768

606
606
590
562
513
452
365
311
296
289
274
274
271
238

AppvGross
$1,520,116,500
$744,725,000
- $352,094,000
$344,566,799
$431,185,724
$233,990,400
| $365,049,100
$215,759,625
$239,803,111
$210,031,000
$201,613,100
$196,483,000
$196,224,000
$200,510,000
$112,785,000
$161,628,000
$68,454,000
$80,124,000
$117,491,000
$171,966,000
$167,609,000

$14,611,161,535
97334
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WRITTEN STATEMENT
OF
JEFF RODMAN
PRESIDENT
ACTORS FEDERAL CREDIT UNION
ON BEHALF OF THE
CREDIT UNION NATIONAL ASSOCIATION
BEFORE THE
SMALL BUSINESS COMMITTEE

U.S. HOUSE OF REPRESENTATIVES

MARCH 8, 2007

Chairwoman Velazquez, Ranking Member Chabot, and other members of the Small
Business Comumittee, I am Jeff Rodman, President of Actors Federal Credit Union in
New York City. 1 appreciate this opportunity to appear before the Committee on behalf
of the Credit Union National Association (CUNA) and to express the Association’s
support for legislation to improve the Small Business Administration’s 7(a) Loan
Guaranty Program and make the program more affordable and accessible to small
business owners and smaller lenders. CUNA is the nation’s largest credit union advocacy
organization, representing over 90% of our nation’s approximately 8,800 state and
federal credit unions, their State credit union leagues, and their 88 million members.

Actors Federal Credit Union, located in the heart of New York City’s theater district, has
over $86 million in assets and serves over 16,000 members in the entertainment
community. Founded in 1962 by members of Actors” Equity Association, Actors FCU
serves 75 different groups involved in theater, dance, music and motion pictures, as well
as behind-the-scene workers involved in makeup and hair, studio mechanics, camera and
lighting, and theatrical wardrobe. Some noteworthy facts about Actors FCU’s history
include giving our first mortgage to the late actor Jerry Orbach in the1960s and having
Angela Lansbury become our ten thousandth member in 1979.

In addition to providing an array of traditional financial services, Actors FCU offers an
unusual and unique small business lending program. Our loan products must respond to
the unique needs and circumstances of our members, many of whom would be considered
bad credit risks at local banks because of the periodic nature of their work or lack of
standard income documentation. We also make many loans that would be considered too
small for most banks to consider. For example, Actors has made over $2 million in small
loans for financing musical instruments.

Madam Chair, Actors has considered participating in SBA’s 7(a) program for some time
and believes it would both expand and enhance our business services to members. We
received numerous inquiries about 7(a) loans from members seeking larger loans to
purchase equipment for a production company or costumes for a theater group.
Unfortunately, we have found the process for qualifying as an SBA lender, and the
requirements for underwriting and servicing individual loans, to be too cumbersome and
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time consuming to recoup the expense for the small size or number of loans we would
make. Recent increases in both lender and borrower fees for the 7(a) program provide an
additional disincentive for initiating a full 7(a) loan program that many of our members
may find to costly to use.

Credit Union Involvement in SBA’s 7(a) Loan Program

CUNA is a strong supporter of the 7(a) loan program, which provides America’s 26
million small business owners with the capital and technical assistance needed to start
and expand their businesses. We view the 7(a) program as an essential tool for
achieving the credit unions’ mission of serving all the credit needs of members,
particularly low- to middle-income individuals and groups living in communities that are
not adequately served by other traditional financial institutions.

We want to commend Chairwoman Velazquez for her sponsorship in recent years of
amendments to the Science, State, Justice and Commerce Appropriations bills to increase
annual appropriations for the 7(a) program in order to reduce costs to both borrowers and
lenders. CUNA was pleased to be part of a coalition of 20 business groups advocating
for these important amendments. We also commend the Chairwoman for her recent
leadership in opposing the significant cuts proposed in SBA’s core programs in the
Administration’s FY2008 budget request.

While CUNA strongly supports the 7(a) program, its member credit unions have not been
major participants in the program. Currently, less than 2% of all U.S. credit unions offer
SBA loans to their members. While larger credit unions are more likely to be involved
with SBA loans, and business lending generally, only about 18% of larger credit unions
with more than $500 million in assets offer 7(a) business loans. While the number of
credit unions participating in the 7(a) program has increased steadily since 2003, SBA-
guaranteed loans represented only a smali portion (2.6%) of all business lending to credit
unions members in 2006.

Several important factors have discouraged larger numbers of credit unions from
participating as 7(a) lenders. First, Congress imposed overly strict limits on credit union
business lending as part of the 1998 Credit Union Membership Access Act (CUMAA).
From their inception in the early 1990s, credit unions had been active business lenders
with no limits on the volume of business loans they could originate or hold. CUMAA
imposed additional regulation on member business activity and a loan volume cap of
12.25% of credit union total assets. This arbitrary cap had no basis in either actual credit
union business lending or safety and soundness considerations. Indeed, a subsequent
report by the U.S. Treasury Department found that business lending by credit unions was
more regulated than other financial institutions, and that delinquencies and charge-offs
for credit union business loans was “much lower” than that for either banks or thrift
institutions.'

! Credit Union Member Business Lending. U.S. Department of the Treasury, January 2001.
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The effect of the 12.25% business loan cap has been to discourage credit unions from
initiating business lending programs. Given the added requirements and start up costs for
an approved member business lending (MBL) program, including hiring of experienced
staff, many credit unions fear that these added costs can not be recovered with a lending
limit of only 12.25% of assets. As a result, the number of credit unions offering MBL
programs has increased by only 350 over the past decade. Today, only one in five credit
unions have member business lending programs and aggregate credit union member
business loans represent only a fraction of the commercial loan market.

A second factor limiting credit union participation has been SBA policies that, until 2003,
limited credit union eligibility to participate in the 7(a) program only to credit unions
with geographic or community charters. Since the number of credit unions with
community charters still represented a small percent of all credit unions, this severely
limited credit union assess to the program. Fortunately, SBA issued a revised legal
opinion on February 14, 2003, removing restrictions on the types of credit unions eligible
to participate as 7(a) lenders. CUNA applauded the SBA and Administrator Hector
Barreto for this important change that now permits all credit unions that are able to meet
the SBA’s eligibility requirements to participate in the program. Today, as reported by
the SBA, over 250 credit unions offer SBA 7(a) loans.

While SBA’s 2003 policy change was good news for credit unions, it may prove to be
even more important for small businesses. As we understand from the SBA, many small
businesses have difficulty obtaining funding through banks or other lenders to start or
maintain their businesses, particularly when the small business is seeking a loan of less
than $150,000. Given the fact that the average size of credit union member business
loans is $166,506, and the average credit union SBA 7(a) loan is $87,600, this is a market
that credit unions are well suited to serve. And this is a market that credit unions are
cager to serve.

Credit Union Concerns Regarding SBA’s 7(a) Loan Program

CUNA is hopeful that credit union participation in the SBA 7(a) program will continue to
grow. However, credit unions will have a difficult time increasing participation when
faced with the current roadblocks of increased fees and inadequate funding of the SBA’s
programs.

The decision in 2005 to provide a zero-subsidy for the 7(a) program has dramatically
altered the program. While intended to make the program self-sustaining and free from
the uncertainties of annual appropriations, the change has prompted SBA to increase the
maximum size of 7(a) loans and force borrowers to pay substantially higher fees. As
Chairwoman Velazquez noted last year, this has meant additional fees for smaller to mid-
sized 7(a) loans ranging from $1,500 to $3,000.

These higher fees, in combination with the paperwork burdens of processing regular 7(a)
loans, have discouraged many small to mid-sized credit unions, like Actors Federal
Credit Union, from participating in the program. Credit unions currently participating in
the program also complain that their members, and even many prior SBA borrowers, are



81

4

finding it difficult to accept higher fee 7(a) loans. Many are dismayed to see members
who have declined higher-fee 7(a) loans go to private lenders and venture capitalists that
offer loans with much lower fees, but at much higher rates and/or other loan stipulations
that cost the small business owner much more in the long term.

CUNA strongly supports legislative initiatives that permit the SBA to reduce borrower
and lender fees for the 7(a) program to the greatest extent possible. We urge both this
Committee and the Appropriations Committee to approve the highest possible FY2008
funding levels for the 7(a) program. Without this funding, the current zero-subsidy
approach of the 7(a) program will discourage credit unions from participating in the
program and force many participating small lenders out of the program. The result will
be a far narrower program that does not adequately meet the needs of America’s small
business owners.

Initiatives to Encourage Small Lender Participation

CUNA also supports a number of additional proposals to encourage increased
participation by credit unions and other smaller lenders in the 7(a) program.

Low-Documentation Loan Program: CUNA urges the Committee to direct the SBA to
reinstate the 7(a) low-documentation loan program (“Low-Doc™) that the agency
terminated in 2005. Following its creation in 1994, the Low-Doc program became one of
SBA’s most successful programs by reducing the documentation required for smaller
loans and streamlining the lending process. Low-Doc made the 7(a) process more cost
efficient for lenders to make smaller loans, and also to make smaller numbers of loans.
This is extremely important for credit unions, most of which continue to have restricted
fields of membership and, thus, are limited in the number of 7(a) loans they can make in
any year. Elimination of the Low-Doc program has forced many smaller lenders to leave
the program, reduced the numbers of smaller 7(a) loans, and shifted more loans to higher-
cost regional and national lenders. CUNA urges the Committee to authorize a new and
expanded 7(a) Low-Doc program.

Community Express Loan Program: CUNA also requests that any legislation provide for
permanent authorization and expansion of the Community Express loan program.
Initiated by SBA as a pilot program in 1999, the Community Express program has
operated as a development tool to target 7(a) loan assistance to small businesses located
in low- and moderate-income communities, and to individual business owners from
underrepresented segments of the population, including women, minorities, and veterans.
Borrowers benefit from lower documentation requirements, a streamlined application
process and free technical and management assistance. Given the historic mission of
credit unions to meet the unique credit needs of individuals and groups not adequately
served by other traditional financial institutions, the Community Express program offers
a logical vehicle for increasing credit union participation in 7(a) lending. CUNA requests
that the Committee not only provide permanent authorization for the Community Express
program, but expand the eligible lenders to include community development credit
unions and other qualified credit unions that serve underserved areas.
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Prequalification Programs for Small Lenders: CUNA urges the Committee to consider
innovative ways to further simplify current 7(a) loan documentation and processing
requirements for credit unions and other smaller lenders. A possible approach would be
to create a specialized prequalification loan program, structured along the lines of SBA’s
current prequalification programs for minorities, veterans and other target groups, that
would permit local technical-assistance intermediaries to prequalify potential borrowers,
match them with suitable local lenders, and expedite final approvals. At a minimum,
CUNA urges that the current 7(a) Prequalification programs for minorities, veterans and
other groups be expanded to encourage broader participation by credit unions and small
lenders, and that priority for funding prequalified loans be given to interested and
qualified local lenders.

Microloan Program: Many credit unions have extensive experience in making very small
loans to members to fund part-time or second businesses. CUNA would urge the
Committee to use this expertise by permitting qualified credit unions to serve as non-
profit community based intermediaries for purposes of obtaining funding under the
Microloan program and making loans to eligible borrowers. At a minimum, credit unions
should be able to serve jointly as intermediaries with other non-profit organizations,
quasi-governmental agencies or tribal organizations. We further urge that credit unions
that qualify as intermediaries be permitted and encouraged to assist all potential
microloan borrowers in the local area without regard to the credit union’s specific field of
membership.

Conclusion

In summary, I want to thank Chairwoman Velazquez and the Committee for providing
CUNA with an opportunity to express its supports for adequate funding for the 7(a)
program and for reforms to make SBA’s important loan programs more accessible to
credit unions and other small lenders. CUNA looks forward to working with the
Committee to ensure that the 7(a) loan program remains a viable and attractive option for
the critically important small business sector of our nation’s economy.
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My name is David K. Main, the President of Horizon Certified Development
Company (HCDC) located in Cincinnati, Ohio, and a member of the Board
of Directors of the National Association of Development Companies
(NADCO). I am here to represent NADCO and the more than 260 Certified
Development Companies (CDCs) across our country that provide financing
to small businesses under the U.S. Small Business Administration (SBA)
504 loan guaranty program.

I would like to thank Chairperson Veldzquez, Ranking Minority Member
Chabot, and the entire Committee for giving me the opportunity to provide
remarks on this important legislation and for your continued support of the
SBA 504 loan program and the CDC industry.

The 504 loan program represents a unique public/private partnership, which
includes private lenders, the U.S. Small Business Administration, and the
more than 260 CDCs who provide much-needed financing that small
businesses require for their business expansion and growth. For over 25
years, this national network of CDCs has worked with private lenders, the
SBA, and small business concemns in structuring projects, approving and
closing loans on behalf of over 94,000 small businesses.

During the first year of the SBA 504 program in 1986, the CDC industry
approved 487 loans totaling over $114 million, which leveraged a total of
over $287 million in new small business investment. During the most recent
fiscal year of 2006, just under 10,000 small businesses received SBA 504
financing totaling over $5.9 billion, which leveraged over $14 billion in new
small business investment.

1 joined HCDC in 1983, as its first Executive Director/President, when the
predecessor to the 504 program, the 503 program was active. Since then
HCDC has approved over 828 SBA 503/504 loans totaling $214.8 million,
which has leveraged over $537 million in small business investments.

The legislation that the Committee has drafted for the first time in the history
of the 504 program would define in statute the specific legislative
framework as to how the 504 industry should be best structured and how the
504 program can best operate. The impact of this bill will be historic, and we
would like to offer comments on the following dramatic impacts of the
legislation.
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For the first time, the economic development mission and the value that
CDCs bring to small businesses, the SBA, and to the communities we serve
would be defined in statute. This legislation recognizes that CDCs do more
than merely process 504 loans. In essence, they marshal resources to help
small businesses expand and to implement community economic
development.

The legislation also recognizes that CDCs should be locally based economic
development organizations that are connected to the communities they serve.
It is also critically important to the CDC industry that the legislation impose
high ethical standards that would prohibit one individual, their immediate
family, and affiliates from controlling multiple CDCs, and we hope to
continue our work with your Committee on this issue.

This bill also provides an opportunity to allow 504 to do more for companies
located in lower income communities, which are disproportionately located
in urban core areas and the rural areas of this country, and we hope to
continue our work with the Committee in devising the best ways to make
this happen.

The bill recognizes that, although historically the SBA Loan Program has
experienced a very low default rate, all CDCs should be required to either
directly liquidate or contract with third parties to liquidate defaulted loans, in
view of decreased liquidation staff within SBA.

We applaud you and this proposed legislation that will set the course for the
future, and clearly define the purpose and role of the CDC industry as not-
for-profit financial intermediaries that deliver small business programs and
services in the best possible way for these businesses and for the economic
development of their communities.

Thank you again for your support and I would be pleased to answer any
questions about CDCs or the 504 program.
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NAFCU
National Association of Federal Credit Unions

3138 10th Street North » Arlington, Virginia e 22201-2149
(703) 522-4770 = {800) 336-4644 e Fax (703) 524-1082

March 7, 2007

The Honorable Nydia Velazquez The Honorable Steve Chabot
Chairwoman Ranking Member

Committee on $mall Business Comunitiee on Small Business

1.8, House of Representatives U.S. Tlouse of Representatives

2461 Rayburn House Office Building B363 Raybum House Office Building
Washington, DC 20515 Washington, DC 20515

Dear Chairwoman Velazquez and Ranking Member Chabot:

I am writing on behalf of the National Association of Federal Credit Unions (NAFCU), the oniy trade association that
exclusively represents the interests of our nation’s federal credit unions, to expross our support for the Small Business
Administration’s (SBA}) 7(2) loan program.

As leaders on championing efforts to provide access to capital for our nation’s small business and entrepreneurs, your
roles bave been critical in ensuring the success and stability of programs admimstered by the SBA. NAFCU worked
ditigently with former SBA Administrator Hector Barreto to make all credit unions eligible to participate in the 7(a)
loan program and was pleased to see this come to fruition in February 2003. Today, hundreds of credit unions otfer
much necded capital o thew members so that the dream of owning a small business can be realized, filling a void that
has been ereated as some lenders have lef? the program. Credit union members all too often are unable to seeure 7(a)
loans through other lenders and turn to their credit unions to offer them 2 hand in their small business dream. This has
held especially true as credit unions have helped many small businesses in the wake of recent disasters, such as in the
Gult Coast region.

NAFCU is concerned that credit union members will be hardest hit due to the continuation of increased fees coupled
with the Administration”s ongoing reduction in budget funding requests for 7(a) program, Their loans are often
smaller than the average small business Joan. The SBA's access to capital programs will undoubtedly suffer,
programs vital to credit unions will become more expensive and the result will be less accessibibity and capital for
small businesses and Jenders, NAFCU requests your leadership in adequately funding the SBA 7(a) program so that
credit upions can continue to help their members and America’s small businesses can continue to Hourish and help
Erow our nation’s ceonomy.

We thank you for your attention to this issue, If we can provide you with additional information or answer any
questions about how credit unions are helping Ameri mall businesses. please do not hesitate w contact me or
NAFCU's Director of Legistative Affairs Brad Thaler at (703) 522-4776.

Sincerely,

B. Pan Berger
Sentor Vice President. Government Affairs

cet Members of the Small Business Commiitee

E-mail: nafeucinafcnorg & Web siter www.nafcuorg
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[DISCUSSION DRAFT]

To [to be provided]}

IN THE HOUSE OF REPRESENTATIVES

M. introduced the following bill; which was referred to the
Committee on

A BILL

To fto be provided]}

1 Be it enacted by the Senate and House of Eepresenta-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

4 (a) SHORT TITLE~—This Act may be cited as the
5« Act”.

6 (b) TABLE OF CONTENTS.—The table of contents for
7 this Act is as follows:

Sec. 1. Short title; table of contents.
TITLE I—PLANNING

Sec. 101. Comprehensive disaster response plan.
Sec. 102. Anmual disaster simulation exercise.
Sec. 103. Disaster reserve corps.

Sec. 104, Plans to secure additional office space.

£AV101030507\030507.132.xmi (36395619)
March 5, 2007 (2:13 p.m.}
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Hec. 105. Coordination of disaster assistance programs with FEMA.
Sec. 106. Associate Adwministrator for Disaster Assistance.

TITLE II—LENDING

See. 201. Incidents of National Significance.

Sec. 202. Information tracking and follow-up system.

See. 203. Immediate Disaster Assistance program.

See. 204, Subsidized deferment period.

Sec. 205, Revised repayment terms.

See. 206. Revised disbursement process.

See. 207. Revised collateral requirements.

Sec. 208. Enhanced lending aunthority for private lenders.

Sec. 209. Disaster processing redundaney.

Sec. 210. Grant program.

See. 211, Waiver of prohibition on duplication of certain henefits.

Sec. 212, Increase legislative imit.

Sec. 213. Net earnings clanses prohibited.

Sec. 214, Economie injury disaster loans to nonprofits.

See. 215. Applicants that will eonstitute a major souree of employment due to
changed economic cireamstances.

TITLE MI—OVERSIGHT

See. 301. Reports ou disaster assistance.
TITLE I—PLANNING
SEC. 101. COMPREHENSIVE DISASTER RESPONSE PLAN.
The Small Business Act is amended by redesignating
section 37 as 99 and by inserting after section 36 the fol-
lowing:
“SEC. 37. COMPREHENSIVE DISASTER RESPONSE PLAN.
“(a) PLAN REQUIRED.~—The Administrator shall de-
velop, implement, and maintain a comprehensive written
disaster response plan. The plan shall include the fol-
lowing:
“(1) For each region of the Administration, a
deseription of the disasters most likely to occur in

that region.

FAVI0\030507\030507.132.xmi {36395619)
March 5, 2007 {(2:13 p.m.)
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1 “{(2) For each disaster described under para-
2 graph (1)—
3 “(A) an assessment of the disaster;
4 “(B) an assessment of the demand for Ad-
5 ministration assistance most likely to occur in
6 response to the disaster;
7 “(C) an assessment of the needs of the Ad-
8 ministration, with respect to such resources as
9 information technology, telecommunications,
10 human resources, and office space, to meet the
11 demand referred to in subparagraph (B); and
12 “(D) guidelines pursuant to which the Ad-
13 ministration will eoordinate with other Federal
14 agencies and with State and local authorities to
15 best respond to the demand referred to in sub-
16 paragraph {B) and to best use the resources re-
17 ferred to in that subparagraph.
18 “(b) CoMPLETION; RBVISION.—The first plan re-

19 quired by subsection (a) shall be completed not later than
20 180 days after the date of the enactment of this section.
21 Thereafter, the Administrator shall update the plan on an
22 annual basis and following any incident of national signifi-

23 cance (as declared by the President or his designee).

£AV10\0305071030507.132.xmi {36385619)
March 5, 2007 (2:13 p.m.)



90

F\TAD\2007\SB\DISAST-1. XML H.L.C.

O = N L B W N e

[ T N S NG T N S N T N T e TN e Sy oviv Ui U UV Y S g
L L ” S T o e B o B« e  ~ ¥ TR U G T NG S O v

4

“{¢) REPORT.—The Administrator shall include a re-
port on the plan whenever the Administrator submits the
report required by section 47(a).”.

SEC. 102. ANNUAL DISASTER SIMULATION EXERCISE.

The Small Business Act is amended by inserting after
section 37 (as added by section 101) the following:
“SEC. 38. ANNUAL DISASTER SIMULATION EXERCISE.

“(a) EXERCISE REQUIRED.—The Administrator shall
conduct a disaster simulation exercise at least once each
fiscal year. The exercise shall include the participation of,
at a minimum, not less than half of the individuals in the
disaster reserve corps and shall test, at maximum eapac-
ity, all of the information technology and telecommuni-
cations systems of the Administration that are vital to the
activities of the Administration during such a disaster.

“(b) REPORT.—The Administrator shall include a re-
port on the disaster simulation exercise whenever the Ad-
ministration submits the report required by section
47(a).”.

SEC. 103. DISASTER RESERVE CORPS.

The Small Business Act is amended by inserting after

section 38 (as added by section 102) the following:
“SEC. 39. DISASTER RESERVE CORPS.
“(a) COrPS REQUIRED.—The Administrator shall

maintain within the Administration a disaster reserve

FAVIO\0305074030507.132.xmi (36395618)
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corps, the purpose of which is to perform the functions
of the Administration related to disaster response. The
corps shall consist of at least 1,000 individuals, each of
whom—

“(1) does not ordinarily have the duties of a
full-time officer or emplovee of the Admimstration;
but

“(2) 1s able to assume duties related to disaster
response when the Administrator so requires.

“h) TrAINING.—The Administrator shall ensure
that each individual in the corps receives training each
year in one or more functions relating to disaster response.
To the maximum extent practicable, the function in which
an individual is trained in one year shall be different from
the funetion in which the individual was trained in prior
vears.

“(e) GEOGRAPHIC DISTRIBUTION.—The Adminis-
trator shall ensure that not more than 30 percent of the
individuals in the ecorps reside in any one region of the
Administration.

“(d) REPORT.~—The Administrator shall include a re-
port on the corps whenever the Administration submits

the report required by section 47(a).”.
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SEC. 104. PLANS TO SECURE ADDITIONAL OFFICE SPACE.

The Small Business Act is amended by inserting after
section 39 (as added by section 103) the following:

“SEC. 40. PLANS TO SECURE ADDITIONAL OFFICE SPACE.

“(a) PLaNS REQUIRED.—The Administrator shall
develop long-term plans to secure additional office space
to accommodate an expanded workforce in times of dis-
aster.

“(b) REPORT.—The Administrator shall include a re-
port on the plans whenever the Administration submits
the report required by section 47(a).”.

SEC. 105. COORDINATION OF DISASTER ASSISTANCE PRO-
GRAMS WITH FEMA.

The Small Business Act is amended by inserting after
section 40 (as added by section 104) the following:

“SEC. 41. COORDINATION OF DISASTER ASSISTANCE PRO-
GRAMS WITH FEMA.

“(a) COORDINATION REQUIRED.—The Administrator
shall ensure that the disaster assistance programs of the
Administration are coordinated, to the maximum extent
practicable, with the disaster assistance programs of the
Federal Emergency Management Agency.

“{b) REGULATIONS REQUIRED.—The Administrator,
in consultation with the Director of the Federal Emer-
geney Management Agency, shall establish regulations to

ensure that each application for disaster assistance is sub-

FAV10030507\030507.132.xmi (36395613}
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7
mitted as quickly as practicable to the Administration or
to the Agency, whichever is appropriate under the cir-
cumstances.

“(e) CoMPLETION; REVISION.~—The initial regula-
tions shall be completed not later than 270 days after the
date of the enactment of this section. Thereafter, the regu-
lations shall be revised on an annual basis.

“{d) REPORT.—The Administrator shall include a re-
port on the regulations whenever the Administration sub-
mits the report required by section 47(a).”.

SEC. 106. ASSOCIATE ADMINISTRATOR FOR DISASTER AS-
SISTANCE.

The Small Business Act is amended by inserting after
section 41 (as added by section 105) the following:

“SEC. 42. ASSOCIATE ADMINISTRATOR FOR DISASTER AS-
SISTANCE.

“(a) IN GENERAL.—There is established in the Ad-
ministration an Associate Administrator for Disaster As-
sistance, appointed by the President by and with the ad-
vice and consent of the Senate, from among individuals
who have—

“(1) proven management ability; and
“(2) substantial knowledge in the field of dis-
aster readiness and emergenecy response.

“{b) DIRECTOR OF DISASTER PLANNING.—

fAV10V030507\030507.132.xm (36395619)
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1 “(1) APPOINTMENT.—There is established in
2 the Administration a Director for Disaster Planning,
3 appointed by the Administrator.
4 “(2) Duries.—Subject to the authority, direc-
5 tion, and control of the Associate Administrator for
6 Disaster Assistance, the Director shall—
7 “(A) develop and implement the Adminis-
8 tration’s plans for responding to disasters; and
9 “(B) direet the Administration’s training
10 exercises with respect to disasters.
11 “(3) COORDINATION.~—In carrving out the du-
12 ties under paragraph (2), the Director shall coordi-
13 nate with—
14 “(A) the Associate Administrator for the
15 Office of Disaster Assistance of the Administra-
16 tion;
17 “(B) the Director of the Federal Emer-
18 gency Management Ageney; and
19 “(C) other Federal, State, and local dis-
20 aster planning offices, as necessary.
21 “(¢) DIRECTOR OF DISASTER LENDING.—
22 “(1) ArPOINTMENT.—There is established in
23 the Administration a Director for Disaster Lending,
24 appointed by the Administrator.

£AVI0W030507\030607.132.xmi
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1 “(2) DuTIES.—Subject to the authority, direc-
2 tion, and control of the Associate Administrator for
3 Disaster Assistance, the Director shall direct all as-
4 pects of the disaster lending program under section
5 7(b).
6 “(d) RESOURCES.—The Administrator shall ensure
7 that the Associate Administrator for Disaster Assistance,
8 the Director of Disaster Planning, and the Director of
9 Disaster Lending have adequate resources to carry out the
10 duties under this section.”.
11 TITLE II—LENDING
12 SEC. 201. INCIDENTS OF NATIONAL SIGNIFICANCE.
13 (a) D1sASTER Loaxns 10 PRIVATE NONPROFIT OR-
14 GANIZATIONS. —Section 7(b)(2) of the Small Business Aet
15 (15 U.8.C. 636(b)(2)) is amended—
16 (1) in subparagraph (D) by striking the period
17 at the end and inserting ““; or”’; and
18 (2) by inserting after subparagraph (D) the fol-
19 lowing:
20 “(E) an ineident of national significance,
21 as deelared by the President or his designee, in
22 which case assistance under this paragraph may
23 be provided, suhbject to the other applicable re-
24 quirements of this paragraph, to a private non-
25 profit organization (as that term is defined in
FAV10\0305071030507. 132.xmi {36395619)

March 5, 2007 {(2:13 p.m.)



96

FATAD\2007\SB\DISAST-1.XML HILC.
10

1 seetion 29(a)(2)) that is located in an area af-
2 fected by the incident of national significance.”.
3 (b) MITIGATION LOANS TO SMALL BUSINESS CON-
4 CERNS.—Section 7 of the Small Business Act (15 U.S.C.
5 636) is amended by inserting after subsection (d) the fol-
6 lowing:

7 “{e) DISASTER MITIGATION LOANS.—

8 ‘(1) AuTioRITY.—The Administrator may
9 make or guarantee a mitigation loan to a small busi-
10 ness concern that receives a loan under section
11 7(b){(1)(A) for the damage or destruction, by reason
12 of an incident of national significance (as declared
13 by the President or his designee), of property owned
14 by the small business concern.

15 “(2) AMOUNT OF LOAN.—The amount of a loan
16 under paragraph (1) shall not exceed 20 percent of
17 the fotal amount of the cost of the damage or de-
18 struction referred to in paragraph (1). The total
19 amount shall be caleulated without regard for any
20 costs for which the small business concern is reim-
21 bursed under any insurance policy or otherwise.”.
22 {¢) APPLICABILITY FOR FISCAL YEAR 2006 To TIUR-
23 RICANES KATRINA, RiTA, AND WILMA.—

24 (1) Ix GENERAL—For fiscal year 2006, the
25 Administrator—

FAV10030507\030507.132.xmi
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1 (A) may carry out subsection (e} of section
2 7 of the Small Business Act (as added by sub-
3 seetion (b) of this seetion) with respect to a pri-
4 vate nonprofit organization that was located, as
5 of August 28, 2005, in a hurricane-affected
6 area; and
7 (B) may carry out such subsection (e) with
8 respeet to a small business concern that was lo-
9 cated, as of August 28, 2005, in a hurricane-
10 affected area, for damage or destruction by rea-
11 son of Hurricane Katrina, Hurricane Rita, or
12 Hurricane Wilma.
13 (2) HURRICANE-AFFECTED AREA DEFINED.—In
14 this section, the term “hurricane-affected area”
15 means a county or parish in the State of Alabama,
16 Florida, Mississippi, Louisiana, or Texas, that has
17 been designated by the Administrator of the Small
18 Business Administration as a disaster area by rea-
19 son of Hurricane Katrina, Hurricane Rita, or Hurri-
20 cane Wilma under disaster declaration 10176,
21 10177, 10178, 10179, 10180, 10181, 10203, 10204,
22 10205, 10206, 10222, or 10223.

£AV10\030507\080507.132.xmi
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SEC. 202. INFORMATION TRACKING AND FOLLOW.UP SYS-
TEM.

The Small Business Aet is amended by inserting after
seetion 42 (as added by section 106) the following:

“SEC. 43. INFORMATION TRACKING AND FOLLOW-UP SYS-
TEM FOR DISASTER ASSISTANCE.

“(a) SYsTEM REQUIRED.—The Administrator shall
develop, implement, and maintain a centralized informa-
tion system to track communications between personnel
of the Administration and applicants for disaster assist-
ance. The system shall ensure that whenever an applicant
for disaster assistance communicates with such personnel
on a matter relating to the application, the following infor-
mation is recorded:

“(1) The method of communication.

“(2) The date of communieation.

“(3) The identity of the personnel.

“(4) A summary of the subject matter of the
communication.

“b) FoLLow-Ur REQUIRED.—The Administrator
shall ensure that an applicant for disaster assistance re-
ceives, by telephone, mail, or electronic mail, follow-up
communications from the Administration at all eritical

stages of the application process, mcluding the following:

£AV10\0305071030507.132.xmi (36395619)
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“(1) When the Administration determines that
additional information or documentation is required
to process the application.

“(2) When the Administration determines
whether to approve or deny the loan.

“(3) When the primary contact person man-
aging the loan application has changed.”.

SEC. 203. IMMEDIATE DISASTER ASSISTANCE PROGRAM.

The Small Business Act is amended by inserting after
section 43 (as added by section 202) the following:

“SEC. 44. IMMEDIATE DISASTER ASSISTANCE PROGRAM.

“(a) PROGRAM REQUIRED.—The Administrator shall
carry out a program, to be known as the Immediate Dis-
aster Assistance program, under which the Administration
participates on a deferred (guaranteed) basis in 85 per-
cent of the balance of the financing outstanding at the
time of disbursement of the loan if such balance is less
than or equal to $25,000 for businesses affected by a dis-
aster.

“(b) EricIBILITY REQUIREMENT.—To receive a loan
guaranteed under subsection (a), the applicant must also
apply for, and meet basic eligibility standards for, a loan
under section 7(b).

“(e) USE OF PROCEEDS.—A person who receives a

loan under section 7(b) must use the proceeds of that loan

FAVI0\0305G7\030507.132.xmi {36395618)
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to repay all loans guaranteed under subsection (a), if any,
before using the proceeds for any other purpose.

“(d) APPROVAL OR DISAPPROVAL.—The Adminis-
trator shall ensure that each applicant for a loan under
the program receives a decision approving or disapproving
of the application within 36 hours after the Administra-
tion receives the application.”.

SEC. 204. SUBSIDIZED DEFERMENT PERIOD.

Section 7 of the Small Business Act (15 U.S.C. 636)
is amended by inserting after subsection (e) (as added by
section 201(b)) the following:

“(f)y  ADDITIONAL REQUIREMENTS FOR 7(B)
Loans.—

“{1) SUBSIDIZED DEFERMENT AUTHORIZED.—
“{A) IN GENERAL~—In making loans
under section 7(b), the Administrator may pro-
vide, to the person receiving the loan, an option
to defer repayment on the loan.
“(B) PrrIOD.—A deferment under sub-
paragraph (A) may not exceed 4 years.”.
SEC. 205. REVISED REPAYMENT TERMS.

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

is amended in subsection (f) by adding after paragraph

(1) (as added by section 204) the following:

£AV10\030507\030507.132.xmi (36395619}
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“(2) REVISED REPAYMENT TERMS.—In making

[—y

loans under section 7(b), the Admnistrator—

“(A) shall not require repayment to be
made until 12 months after the date on which
the final disbursement of approved amounts is
made; and

“(B) shall calculate the amount of repay-

ment based solely on the amounts disbursed.”.

KR - RV B S U B S

SEC. 206. REVISED DISBURSEMENT PROCESS.
10 Section 7 of the Small Business Aet (15 U.S.C. 636)
11 is amended in subsection (f) by adding after paragraph

12 (2) (as added by section 205) the following:

13 “(3) REVISED DISBURSEMENT PROCESS.—In
14 making loans under section 7(b), the Administrator
15 shall disburse the loan amounts in stages as follows:
16 “(A) LOANS UP TO $150,000.—If the total
17 amount approved is less than or equal to
18 $150,000—

19 “(1) the first disbursement shall con-
20 sist of 40 percent of the total loan amount,
21 or a lesser percentage of the total loan
22 amount if the Administrator and the bor-
23 rower agree on such a lesser percentage;
24 “(i1) the second disbursement shall
25 consist of 50 percent of the amounts that

FAVIN030507\030507.132.xmi {36395618)
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1 remain after the first disbursement, and
2 shall be made when the borrower has pro-
3 duced satisfactory receipts to demonstrate
4 the proper use of the first half of the first
5 disbursement; and
6 “(iii) the third disbursement shall
7 consist of the amounts that remain after
8 the preceding disbursements, and shall be
9 made when the borrower has produced sat-
10 isfaetory receipts to demonstrate the prop-
11 er use of the first disbursement and the
12 first half of the second disbursement.
13 “(B) LOANS FROM $150,000 TO $500,000.—
14 If the total amount approved is more than
15 $150,000 but less than or equal to $500,000—
16 “(i) the furst disbursement shall con-
17 sist of 20 percent of the total loan amount,
18 or a lesser percentage if the Administrator
19 and the borrower agree on such a lesser
20 percentage;
21 “(i1) the second disbursement shall
22 consist of 30 percent of the total loan
23 amount remaining after the first disburse-
24 ment, and shall be made when the bor-
25 rower has produced satisfactory receipts to
FAV101030507\030507.132.xmi (36395619}
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1 demonstrate the proper use of the first
2 half of the first disbursement;

3 “(i) the third disbursement shall
4 consist of 25 percent of the total loan
5 amount remaining after the first and see-
6 ond disbursements, and shall be made
7 when the borrower has produced satisfac-
8 tory receipts to demonstrate the proper use
9 of the first disbursement and the first half
10 of the second disbursement; and

11 “Giv) the fourth disbursement shall
12 consist of the amounts that remain after
13 the preceding disbursements, and shall be
14 made when the borrower has produced sat-
15 isfactory receipts to demonstrate the prop-
16 er use of the first and second disburse-
17 ments and the first half of the third dis-
18 bursement.

19 “(C) LOANS GREATER THAN $500,000.—If
20 the total amount approved is more than
21 $500,000—

22 ‘(1) the first disbursement shall con-
23 sist of at least $100,000, or a lesser
24 amount if the Administrator and the bor-
25 rower agree on such a lesser amount; and

FAV10W030507\030507.132.xmi (36395619}
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1 “@i1) the number of disbursements
2 after the first, and the amount of each
3 suech disbursement, shall be in the discre-
4 tion of the Administrator, but the amount
5 of each such disbursement shall be not less
6 than $100,000.”.
7 SEC. 207. REVISED COLLATERAL REQUIREMENTS.
8 Seetion 7 of the Small Business Act is amended in
9 subsection (f) by adding after paragraph (3) (as added

10 by seetion 206) the following:

11 “(4) REVISED COLLATERAL REQUIREMENTS.—
12 In making a business loan under section 7(b), the
13 total approved amount of which is less than or equal
14 to $100,000, the Administrator shall not require the
15 borrower to use the borrower’s home as collateral.”.

16 SEC. 208. ENHANCED LENDING AUTHORITY FOR PRIVATE
17 LENDERS.

18 The Small Business Act is amended by inserting after
19 section 44 (as added by section 203) the following:

20 “SEC. 45. ENHANCED LENDING AUTHORITY FOR PRIVATE
21 LENDERS.

22 “{a) PROGRAM AUTHORIZED.—The Administrator
23 may, and during a period specified in subsection (b) shall,
24 carry out a program under which the Administrator per-

25 mits banks and other financial institutions to process, ap-

FAV10\0305071030507. 132.xmi (36395619}
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1 prove, close, and service disaster loans under section 7(b)

for a fee not to exceed 2 percent of the total loan amount.

“(b) PERIODS DURING WHICH PROGRAM Is RE-

QUIRED.—The program under subsection (a) is required

to be earried out during the following periods:

“(1) Any period of an incident of national sig-
nificance (as declared by the President or his des-
ignee).

“(2) Any period during which the average time
for the Administration to approve disaster loans in
response to any single disaster is 30 days or more.

“(e¢) ExcLusioN OF LENDERS.—If the number or

13 rate of defaults on loans processed, approved, and closed

14 by a lender under the program under subsection (a} are

15 inordinate, as determined by the Administrator, the Ad-

16 ministrator may do any one or more of the following:

“(1) Exclude the lender from participating in
the program under subseetion (a).

“(2) Exclude the lender from participating in
the Preferred Lenders Program under section
T(a)(2)(C) ().

“(d) FACTOR IN PREFERRED LENDERS PROGRAM.—

23 In determining whether a lender is to be certified or recer-

24 tified to participate in the Preferred Lenders Program

£AV10\030507\030507.132.xmi
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under section 7(a)(2)(C)(ii), the Administrator may con-
sider as a factor the following:
“{1) The loans processed, approved, and closed
by the lender under the program under subseetion

(a).

“(2) The participation or non-participation of

the lender in the program under subsection (a).”.
SEC. 209. DISASTER PROCESSING REDUNDANCY.

The Small Business Act is amended by inserting after
section 45 (as added by section 208) the following:

“SEC. 46. DISASTER PROCESSING REDUNDANCY.

“(a) IN GeENERAL.~—The Administrator shall ensure
that the Administration has in place a facility for disaster
loan processing that, whenever the Administration’s pri-
mary facility for disaster loan processing becomes unavail-
able, is able to take over all disaster loan processing from
that primary facility within 2 days.

“(b) AUTHORIZATION OF APPROPRIATIONS.—There
are authorized to be appropriated to carry out this section
such sums as may be necessary.”.

SEC. 210. GRANT PROGRAM.

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

636(b)) is amended by inserting immediately after para-

graph (3) the following:

fAVI00305071030507.132.xmi (36395619)
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1 “{4) GRANTS TO DISASTER-AFFECTED SMALL
2 BUSINESSES.
3 “{A) IN GENERAL.—The Administrator
4 may make a grant of up to $100,000 to a small
5 business eoncern that—
6 “(i) was located in a designated dis-
7 aster area affected by disaster deelaration
8 10176, 10177, 10178, 10179, 10180,
9 10181, 10203, 10204, 10205, 10206,
10 10222, or 10233;
11 ““(i1) submits to the Administrator a
12 certification by the owner of the concern of
13 intent to reestablish the concern in the
14 State in which the disaster-affected area is
15 located; and
16 “(ii1) has applied for, and was rejected
17 for, a conventional disaster assistance loan
18 under seetion 7(b).
19 “(B) Priority.—In making grants under
20 this paragraph, the Administrator shall give
21 priority to a small business concern that the
22 Administrator determines is economically viable
23 but unable to meet short-term financial obliga-
24 tions.
FAVI0\0305077030507.132.xmi (36395619)
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1 “(C) DEFINITION.—In this paragraph, the
2 term ‘disaster-affected area’ means an area that
3 has been designated by the Administrator as a
4 disaster area.

5 “(D) AUTHORIZATION OF APPROPRIA-
6 TIONS.—There are authorized to be appro-
7 priated for grants under this paragraph such
8 funds as may be necessary.”’.

9 SEC. 211. WAIVER OF PROHIBITION ON DUPLICATION OF
10 CERTAIN BENEFITS.

11 (a) IN GENERAL.—Section 7(b) of the Small Busi-
12 ness Act (15 U.S.C. 636(b)) is amended by inserting im-
13 mediately after paragraph (4) (as added by section 210)
14 the following:

15 “(5) WAIVER OF PROHIBITION ON DUPLICATION
16 OF CERTAIN BENEFITS —For any major disaster (as
17 that term is defined in section 102 of the Robert T.
18 Stafford Disaster Relief and Emergency Assistance
19 Act (42 U.S.C. 5122)), in providing assistance
20 under paragraph (1) or (2), the Administrator may
21 waive, in whole or in part, the prohibition on the du-
22 plication of benefits, including whether damage or
23 destruction has been compensated for by, credit is
24 available from, activities are reimbursable through,

£AV10030507\030507.132.xmi (36395619)
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or funds have been made available from any other

source.”’.

(b) APPLICABILITY AND RETROACTIVITY FOR VIC-
TIMS OF HURRICANES KATRINA, RrtA, AND WiLMA—The
amendment made by this section shall apply to any assist-
ance under section 7(b) of the Small Business Act (15
U.S.C. 636(b)) provided on or after Angust 29, 2005.

SEC. 212. INCREASE LEGISLATIVE LIMIT.

Seetion 7(b)(3)(E) of the Small Business Aect (15
US.C. 636(b)3NE)) 18 amended by striking
“$1,5000,000” and inserting “$3,000,000” both places
such term appears.

SEC. 213. NET EARNINGS CLAUSES PROHIBITED.

Section 7 of the Small Business Act is amended in
subsection (f) by adding after paragraph (4) (as added
by section 207) the following:

“(b) NET EARNINGS CLAUSES PROHIBITED.—

In making loans under section 7(b), the Adminis-

trator shall not require the borrower to pay any non-

amortized amount for the first 5 years after repay-
ment begins.”.
SEC. 214. ECONOMIC INJURY DISASTER LOANS TO NON-
PROFITS.
{a) IN GENERAL.—Section 7 of the Small Business

Act (15 U.S.C. 636) is amended in subsection (b)(2)—

£W10\030507\030507.132.xm! {36395619)
March 5, 2007 {(2:13 p.m.}



110

FATAD\2007\SBADISAST-1.XML ILL.C.
24

1 (1) in the matter preceding subparagraph (A)—
2 (A) by inserting after “small business con-
3 cern” the following: “, private nonprofit organi-
4 zation,”’; and

5 (B) by inserting after “the concern” the
6 following: “, organization,”’; and

7 (2) in subparagraph (D) by inserting after
8 “small business concerns’” the following: “, private
9 nonprofit organizations,”.
10 (b) CONFORMING AMENDMENT.—Such section is fur-
11 ther amended in subsection (¢)(5){C) by inserting after
12 “business” the following: “, organization,”.
13 SEC. 215. APPLICANTS THAT WILL CONSTITUTE A MAJOR
14 SOURCE OF EMPLOYMENT DUE TO CHANGED
15 ECONOMIC CIRCUMSTANCES.

16 Section 7(b)(3}(E) of the Small Business Act (15
17 U.S.C. 636(b)(3)(E)) is amended by inserting after “con-

0NN N B e
W N == O D o

stitutes” the following: *“, or will due to changed economie
circumstances constitute,”.
SEC. 301. REPORTS ON DISASTER ASSISTANCE.

The Small Business Act is amended by inserting after

section 46 (as added by section 209) the following:

£WV10\030507\030507.132.xmi (36385619}
March 5, 2007 (2:13 p.m.}
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1 “SEC. 47. REPORTS ON DISASTER ASSISTANCE.
2 “{a) ANNUAL REPORT REQUIRED.—Not later than
3 45 days after the end of a fiseal year, the Administrator
4 shall sabmit to the Committee on Small Business of the
S5 Senate and the Committee on Small Business of the
6 IHouse of Representatives a report on the disaster assist-
7 ance operations of the Administration for that fiseal year.
8 The report shall—
9 “(1) speeify the number of Administration per-
10 sonnel involved in such operations;
11 “(2) deseribe any material changes to those op-
12 erations, such as changes to technologies used or to
13 personnel responsihilities;
14 “(3) describe and assess the effectiveness of the
15 Administration in responding to disasters during
16 that fiscal year, including a deseription of the num-
17 ber and amounts of loans made for damage and for
18 economic injury; and
19 “(4) describe the plans of the Administration
20 for preparing to respond to disasters during the next
21 fiscal vear.
22 “(b) INCIDENTS OF NATIONAL SIGNIFICANCE.—Dur-

23 ing the period of an incident of national significance (as

24 declared by the President or his designee), the Adminis-

25 trator shall, on a monthly basis, submit to the committees

26 specified in subsection (a) a report on the disaster assist-

fAV100030507\030507.132.xmi
March 5, 2007 (2:13 p.m.)
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1 ance operations of the Administration with respeet to that

2 incident of national significance. The report shall speci-

3 fy—

4 “(1) the number of applications distributed;

5 “(2) the number of applications received;

6 #(3) the average time for the Administration to
7 approve or disapprove an application;

8 “(4) the amount of disaster loans approved;

9 “(5) the average time for inmtial disbursement
10 of loan proceeds; and
11 “(6) the amount of disaster loan proceeds dis-

12 bursed.”.

£AV10W030507\030507.132.xm1 {36385618)
March 5, 2007 (2:13 p.m.)
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To improve the acecss to eapital programns of the Small Business
Admiuistration, and for other parpuses,

IN THE HOUSE OF REPRESENTATIVES

MARecH 6, 2007
Ms, Brax {for herself, Mr. CrapoT, and Ms, VELAZQUEZ) ntvoduced the
followme bill; which was referred to the Committer en Small Business

A BILL

To improve the aceess to capital programs of the Small

Business Admustration, and for other purposes.
i Be ot enocted by the Senate and House of Representa-

baces of the Unifed States of dmerica tn Congress ussembled,

[\

3 SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

4 () Sporr Trere-~—This At may be cited as the
5 “Small Business Lendine Improvements Act of 20077,

6 {by Tasre or ConreNts—The table of contents for

7 this Act is as follows:
See, b Short ttle, table of contents
TILE 700 PROGRAM

s o Agthegity for for contminitions

See 1020 Hural Lewbing Ontreach Prewean,

Moo 100 Conmuat;

EBxpress progrom made peimanent.
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2
1. Mediea! Professionals in Destmated Shorfage Arvas Progreanm.
105, Toereased Veteran Partieipation Prograom.
106, Alternative size standard,
HYT. Bupport to regtonal offiees,

TEPLE T3t PROGRAM

w201, Certitied Devddopment Company Evonsrnie Tievelopment Loan Pro-

gram
202, Definitions,

. 203, Bligbility of developient eompanies to be designaterd as vertified de-

velopisent spaparios,
4. Dhefinition of rara) arvas
5. Busivesses in low-ineome areas.
v, Uambinabioms of pertain goals
. Refinaneing,
B, Additional eguity injections.
. Lioan Nigutdatie
. Closing ensts.
C Maannam M and Tia) loan ohipibiliiy,
2. Eligibiuy for energy effierency projeets.
213, Loans for plant projeets used Tor energy-aftic
. Extension of peried during which Jesy rvese
lerders determived oo the bists of sutstanding badance of de-

Bl pruposes
vis ol presnder vertified

bentires,
215, Egtersion of alternative loss eoserve milet program e cortain promier

eevtitied buders.

TITLE I—7(A) PROGRAM

SEC. 101. AUTHORITY FOR FEE CONTRIBUTIONS,

Seetion 7{a) of the Small Business Aet (15 TS (0

656{x)} 1s awmended—

(1) m paragraph (18HAY by striking “shall eol-
feet” and inserting “shall assess and colleet™;

(23 1 paragraph {131 by adding at the end the
following:

SOy OFrspT~—The Administrator  may,
as provided wmopavagraph (323, ofiset fees as-
goesseld and eolleeted wnder subparagraph (AL

o

(33 paragraph (237 by stiking sabparagraph

{C) and adding at the end the following:

<HR 1232 1o
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C(U) OPRRET.—The  Adnanixtrator may,
as provided m paragraph {32), offset fees as-
sessed and collected under subpuaragraph (A).7
and
{4) by adding at the end the following:

“{32) FEE CONTRIBUTIONS —om

“(A) In generaL—To the extent that
aronnts are made availlable to the Adminis-
trator for the purpese of fee contnibutions, the
Admmstrator shall—

“(i) first consider contributing to fees
patd by smail business borrowers under
clauses {1 theough (1) of  paragraph
(183(A), 1o the maximmn extent possible
and

“(i) then consider eantributing to fees
paid by small business lenders under para-
graph (231(A),

By QUARTERLY  ADJUSTMENT —Euach
feo contribution under subparagraph (A} shall
be effective for one fiseal gquarter aod shall he
atjusted ag neeessaey for each Osead quarter
thereaiter to ensure that the awpunts wnder
subparageaph (A are fully used. The fae con-

trabution dor o fiseal quarter shadl be based on

SHR 1382 1H
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the loans that the Administrator projects will be
made daring that fiscal quarter, given the pro-
gram level authorized by law for that fiseal vear
and any other factors that the Administrator
consulers appropriate.”
SEC. 102. RURAL LENDING OUTREACH PROGRAM,
Section T{a) of the Small Business Aet {15 US.C.
63060a)) s amended—
(1) by striking paragraph (253} and
{21 by adding at the end the following:
(3%) RURAL LENDING OUTREACH PROGRAM -~
The Admimstrator shall carry out a rurad lending
outrcach program to provide up to an 85 pereent
snaranty for loans of $250,000 or less, The program
shall be earried out only through lenders located m
raral areas (as ‘rural’ 15 defined v section 301{f) of
the Small Business Tnvestment Act of 19385, For a
foan nuule through the program, the following shail
applv:
“{A) The Admnistrator shall approve or
chsapprove the loan within 36 hours,
“{BY The program shall use abbreviated
application pod doctmmentation requirements,
SOy Mimimum eredit standards, as the

Adwinistrator eonsiders necessary to Himit the

R 1382 IH
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rate of defadt on loans made under the pro-

gram, shall apply.”.

SEC. 103. COMMUNITY EXPRESS PROGRAM MADE PERMA-
NENT.

{a) IN GENERAL—Scction 7{a) of the Small Bust-
ness Act (15 ULS.C 636{a)) 18 amended by adding at the
endd the followimg:

“34) COMMONITY EXPRESS PROGRAM.The
Administrator shall carry out a Commuonity Express
Program for loans of $250,000 or less. For a loan
made wnder this paragraph, the following shall
apply:

“{A) The loan shall be made to a business

COTERT T

S the majority ownership interest of
which is diveetly held by individoals who
are women, mmoriies, or veterans of the
Armed Forees; or

Sy that s loeated n a low- or mod-
erate-income area, as defined by the Ad-
rainigtrator.

“IB) The loan shall comply with the collat-
eral poliey of the Administration, excepl that, if

the amount of the loan is less than or eqnal o

SHR 1382 1H
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25,000, the Admimsoration shall not require

the lender to take collatoral.

SY The loan shall include terms require
ing the lender to ensure that technical assist-
anee is provided to the borvower, through the
lender or a thivd-party provider.

DY The Admimstration shall approve or
disapprove the loan within 36 hours,™.

{hy NoTicr AND CoMMENT.—The program vegquired
by section T{a){(34) of the Small Business Act, as added
by snbsection (a), shall be established after the oppor-
tunity for notice and comment and not later than 180 days
after the date of the enactmoent of this Aet,

SEC. 164, MEDICAL PROFESSIONALS IN DESIGNATED
SHORTAGE AREAS PROGRAM.

{ay IN UGBNERAL~-Section T{a) of the Small Busi-
ness Act (35 USCL 636(a)) s amended by adding at the
vud the following:

“351 MEDICAL  PROFESSIONALS  IN  DES-
IGNATED SHORTAGE AREAS PROGRAM.—~The Admin-
istrator shall carry out o Medieal Professionals
Desienated Shortuge Areas Program. For a loan
made under this paragraph, the lollowing shall

apply

HR 12 I
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“{A)Y The toan shall he made fo a business
concern that provides properly Tieensed medieal,
dental, or psyehiatric services to the publie.

B The loan shall be for the purpose of
opening a business coneern in a health profes-
stonal shortage area (a8 defined in section 332
of the Public Health Service Aet (42 US.C
254e}).

Y The loan shall inelude the partieipa-
tion by the Admmisoration equal to 90 percent
of the balanve of the fmancing cutstanding at
the time of dishursement,

Dy The fees on the Joan under para-
graphy (181 and 23) shall be reduced by half”,

{h) Norrce anp CoMveENT. —The program required
by seetion T(a)t35) of the Small Bustess Aet, as added
by subscetion (a), shall be estabhshed after the oppor-
tunity for notive and comment and not lnter than 180 days
after the date of the enactment of thas Act.

SEC. 165, INCREASED VETERAN PARTICIPATION PROGRAM.

(1) IN GENERAL ~Scetion Tia) of the Small Basi-
ness At (15 USCL 686{a)) s ansended by adiding at the
end the followimg:

CUR6 INCEBASED  VETERAN  PARTICIPATION

progra-—"The Admanstrator shall earrv ont an

«HR 1332 (4
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i Inereased Veteran Pavticipation  Program. For a
2 loan made under this paragraph, the following shall
3 apply:
4 “{AY The loan shall be made to a business
5 concern  the magority  ownership  inferest  of
6 which is directly held by indiiduads who are
7 veterans of the Armed Forees.,
8 “{B) The loan shall include the participa-
9 tion by the Admmistration cqual to 90 percent
10 of the balanee of the fimancang outstanding at
i the time of disbursement.
12 “UY The fees on the loan under parva-
13 eraphs {18) and (23) shall not applv.”.
4 {hy Noree ann COMMENT —The program required

15 hyv seetion 7(a)(36) of the Small Busimess Act, as added
16 by subsection {a), shall be established after the oppor-
17 tunity for notice and comment and not later than 180 days
18 after the date of the enaetiment of this At

19 BEC. 108. ALTERNATIVE 8IZE STANDARD.

ERAL--Seetion 3{a) of the Small Busi

20 {a) In Gr
21 ness Act (15 LS00 832(a)) is amended by adding at the

22 end the following:

23 “Oh In addition o any other size standard
24 vnder s subseetion, the Admwanstrator shall estab-
25 hish, and pernnt a lender making a loan under see-

SHR 1332 ™
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tion T(a) and & lender muking a loan under the de-

velopment company loan program to use, an alter-

native size standard. The alternative size standard

shall be based on factors including maximuom tan-

gible net worth and average net neome.”.

th) ArprLicaninrry.—Tintil the Administrator estab-
lishes, under seetion 3{a}(4) of the Small Business Aet
{as added by subsection {a}}, an alternative size standard
i the ease of a lender making a loan under seetion 7(a)
of that Aect, the alternative size standard i section
121301 of title 13, Code of Federud Reenlations, shall
apply to such a case.
SEC. 107. SUPPORT TO REGIONAL OFFICES.

Seetion T{al of the Small Business Aet (15 U8
636(ah) s amended by addinge at the end the following:

“{3T) SUPPORT TO REGIONAL OFFICES —The

Administrator shall carry out a program, within an

element of the Adminstration already in exisience

as of the dute of the enactment of the Small Busi-

ness Lending Improvements Aet of 2007, 1o provide

support to regional offices of the Administration in

assisting smadl lenders who do not partiapate in the

preferved lender program to particvipate in the 7ia)

program.” .

SHR 1232 I
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! TITLE II—-504 PROGRAM

2 SEC. 201. CERTIFIED DEVELOPMENT COMPANY ECONOMIC
3 DEVELOPMENT LOAN PROGRAM.
4 Section 504 of the Small Business Investment Act
5 of 1958 (15 U841 97a) 1s amended
6 {1) by redesignating subseetions {3) and (h) as
7 subsections {b) and (e); and
8 (2} by Inserting before subsection (b)Y (as so re-
9 designated) the following:
10 “(a) The prograta to provide finaneing to small busi-

T nesses by guarantees of loans under this Aet which are

[ )

funded by debentiures gnaranteed by the Administration

L2

shall be known ag the ‘Certified Development Company
14 Eronomic Development Toan Program’ or ‘504 Lioan Pro-
15 erawm’”

16 SEC. 202. DEFINITIONS.

17 Section 103(6) of the Small Business Investment Act

IR of 1958 {15 118,00 662{8)) 15 amended to read as follows:

19 CL6) the term “development company’ means an
20 entity incorporated vnder State law with the anthor-
21 ity to promoete and assist the growth and develop-
22 ment of smallbusiness concerns e the areas
23 whieh 1t ® anthorized to operate by the Administra-
24 tion, and the term Seertified development company’
25 means a development cotpany which the Adwunis-

<HR 1532 iH
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1 tration has determined meets the criteria of seetion
2 506",
3 SEC. 203. ELIGIBILITY OF DEVELOPMENT COMPANIES TO
4 BE DESIGNATED AS CERTIFIED DEVELOP-
5 MENT COMPANIES.
6 Section 506 of the Small Business Investment Aet
7 of 1838 {15 U.S.L. 697¢) is amended o read as follows:
8 “SEC. 506. CERTIFIED DEVELOPMENT COMPANIES.
9 “lay Avraoriry To Issus DERENTURES.—A devel-

10 opment company may issue debentures pursaant to this
1T Act i the Admistration certities that the company meets

12 the following eritera:

13 {1y Size-~The development company ig re-
14 quired to be a small concern with fewer than 500
15 employees and uot under the control of any entity
16 which does not meet the Admistraiion’s size stand-
17 ards as o osmall basiness, exeept that un develop-
18 ment company which was certified by the Admmis-
19 tration prior to December 31, 2005 may continue to
20 issue debentures.

21 12y PURPOSE.~The primary purpese of the
22 developnent company is to benefit the community by
23 fostering ceonamic dovelopment to eveute and pre-
24 serve jobs and stimulate private investiment.

»HR 1332 I
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“{3) PRIMARY PUNCTION.~The primary tune-
tion of the development company is to aceomplish its
purpose by providing long term financing to small
husinesses by the utilization of the 504 Loan Pro-
gram. It may also provide or support such other
loeal economie development activities to assist the
gommunity.

#(4) NON-PROFIT $7ATUS.—The development
company 18 a non-profit corporation, exeept that a
development company certified by the Administra-
tion prior to January 1, 1987, may retain its statos
as a for-profit corporation.

S0y Goon sTANDING ~The development eom-
pany 1s in good standing in its State of ncorpora-
tion and in any other State in which it conduets
business, and is in comphanee with all laws, inelund-
ing taxatinn requirements, in its State of incorpora-
tivn and in any other State in which it conduets
BUusiness.

“B) MEMBERSHIP ~The development company
has at least 25 mombers {or stockholders i the cor-
poration s a for-profit entity), none of whom may
own or control more than 10 pereent of the com-
pany’s voting membership, consisting of representa-

tion from each of the following groups (none of

SHR 1332 I
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which are in a position to eontrol the developnuent
company):

“AY Government organmizations that arve
responsible for economic development.

“(B) Finaneial ingtitutions that provide
commereial fony term fixed asset financing.

Y Community organizations  that are
dedicated to economic development.

“D) Businesses.

(7)) BOARD OF DIRECTORS —The development
company has a board of directors that—

YLAY is elected from the raembership by
the members;

SR represents af least three of the four
groups enamerated in subseetion {a3{0) and no
group is in a poesition to control the company;
and

YLO) meets on a o regular basis 1o make pol-
ey decisions for such eompany.

{8 PROFESSIONAL  MANAGEMENT  AND
STAFE —The development company has fall-tme
professional management, inchuding o chief exeeutive
officer 1o manage daily operations, and a full-time
professional stalt qualified to warket the 504 Pro-

gram mud handle all aspeets of loan approval and

R (232 10
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servicing, inclnding Hgnidation, if appropriate. The
development company s required to be mdepend-
ently managed and operated fo pursne its economie
development mission and to employ its chief excen-

tive officor dircetly, with the following exceptions:
LAY A development company may be an
affiliate of another local non-profit serviee cor-
poration {specifically excluding another develop-
ment eompany) whose mission 18 o sapport
veonomie development In the area in wlich the
development company operates. In such a cass:
“(3 The development company may
satisty the requircment for tull-time  pro-
fesstonal staff by contracting with u local
non-profit serviee corporatienn {or one of s
non-profit affiliates), or a governmental or
quast-governmental agenev, 1o provide the

required stafling

“hn The development cormpany and
the loeal nen-profit service corporation may
have partialhv common boards of direefors.
HBY A developiment company inoa raral
area tag defined 0 seetton H01UY shall be
deemed to have satushied the vequirernents of a

fadl-tne professional staft and professional

<HR 1332 IH
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management ability i it contracts with another
rertitied development company which has such
staff and management ability and which 15 lo-
vated n the same general area to provide such
SOTVICOS.

SOV A development company  that  has
been certified by the Administration as of De-
cember 31, 2005, and that has contracted with
a for-profit company 1o provide serviees as of
sueh date may continne to do so.

“(h) AREA 0F OPERATIONS.—The Administration
shall specify the avea in which an applieant is cortified
to provide assistance to small bustnesses nnder this title,
which mayv vot initially execed its State of ncorporation
anless it proposes to operate in a local economie area
which 18 required to melude part of its State of ineorpora-
ton and may imelude adjacent arcas within several States.
Atter u development company has demonstrated its ability
to provide assistance in ils arca of operations, i may ve-
quest the Admimstration to be allowed to operate in one
or more additional Stafes as a malti-state eertified devel-
opment conpany 151t satisfies the following eriteria:

“(1) Bach additional State is eontivuous to the

State of meorporation, except the States of Alaska

SHI 1382 1H
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1 and Hawan shall be deemed to be contignons to any
2 State abutting the Pacific ovcan.

3 “{2) Tt demonstrates its proficieney in making
4 and servicing loans under section 504 hy-

5 (A} requesting and receiving designation
6 as an avtredited Tender under seetion BO7 or a

7 premier certified lender under section 508, and

8 “(B) meeting or exceeding  performance
9 standards established hy the Administration.

10 “(3) The development vompany adds to the
11 membership of its State of incorporation additional
12 membership from each additional State and the
13 added membership meets the reguirements of sab-
4 section {(){6).

3 “(hy The development company adds at least
16 one member to 1ts board of directors m the State of
17 meorporation, providing that added member was se-
18 leeted by the membership of the addittonal State.

19 “{5) The company meets sach other eriferin or
20 comples with sneh condittions ag the Administration
21 deems approprinte.

22 “{el PROCESSING OF EXPANSION APPLICATIONS -

23 The Administeation shall respond to the request of a ver-
4 tified development company for certification as a multi-

25 state eompany on oan oxpedited basis within 30 davs of

SHR 1332 TH
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receipt of a completed appheation i the apphication den-
onstrates that the development company wmeets the ve-
guirements of snbsection (b (1) throngh (b){4).

“td) Use or Fonps LIMITED TO STATE WHERE
GENERATED—Any funds generated by a development
company from making 503 and 504 loans which remain
after pavment of staff, operating and overhead expenses
shall be retained by the development company as a veserve
for future operations, for expanding its arca of operations
m a loval economie area as authorized by the Administra-
tion, or for investruent i other local ceonomic develop-
ment aetivity in the State from which the funds were gen-
erated.

“le) Errical REQUIREMENTR —

S0y Iy eeveEraL.—Uertified development com-
panies, their officers, emplovees and other staff,
shall at all times act cthieally and avoid activities
which vonstitute a conthct of interest or appear to
constitute a conflict of fnterest. No one may serve as
an officer, director or ehief execuntive officer of more

than one verhficd development corapany.

H2Y PROFIBITED  CONFLICT IN  PROJECT
LOANS. —As part of a project under seclion 504, no
certified development company wav vecormrmend or

approve a guarintee of a debenturs by the Adminis-

SHR 1832 11
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tration that is collateralized by a seeond lien position
on the property being constructed or acguived and
also provide, or be affihated with a corporation or
other entity, for-profit or non-profit, whieh provides,
financing eollateralized by a first hiem on the same
property, except that business development compa-
nies which were participating as fiest mortgage lend-
ers for the 504 program in fiseal years 2004 or
2005 may continue to do so.

“(3) OTHER ECONOMIC DEVELOPMENT ACTIVI-
TIEs—Operation  of multiple programs o assist
small business concerns in order for a certified de-
velopment company to carry out its ceonomie devel-
opment mission shall vot be deersed o conthiet of in-
terest, but notwithstanding anv other provigion of
law, no development company may acespt fanding
from any souree, including but not Hmited to any de-
partment or ageney of the United States Govern-
mept-—

“AY af such funding ineludes any condi-
fions, priories or restrietions upon the types of
small businesses to which they may provide fi-

naneial assistanee under this title; or

SRy i ineludes any conditions or im-

poses any regqurements, doeetly or wdirectly,

IR 1382 10
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1 upon any recipient of assistance under this title
2 nunless the department or ageney also provides
3 all of the financial assistance to be delivered by
4 the development cormpany to the small business
5 and such eonditions, priovities or restrictions
6 are hmited solely to the firemoal asgistance so

provided.”.

8§ SEC. 204. DEFINITION OF RURAL AREAS.

9 Section 501 of the Small Business Investment Aet
10 of 1958 (15 U180 695) 1s amended by adding at the end
{1 the following new subseetion:

) As used inosubsection (D)D), the term ‘ruaral’

13 shall inelude any area other than—

14 F1Y a ety or town that has a population preat-
15 er than 50,000 inhabitants; and

16 {2y the urbanized area contiguons and adja-
17 cent to sueh a city or town.”.

18 SEC. 205. BUSINESSES IN LOW-INCOME AREAS.
19 Nection 201{A)(3) of the Small Business ITnvestment

200 Act of 1938 (15 U.S.C 685{i{0) i amended by msert-

[

g alter husmess distret revitalization™ the following:

S
(S

“or expansion of busmesses In lowsincorme commumties

3]
(5]

that would be ehigible for new market tax eredil vesi-

)
T

ments under section 451 of the Intermal Revenue Code

I

25 ol 1086 (26 ULS.C 45107

«HR 1332 I
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SEC. 206. COMBINATIONS OF CERTAIN GOALS.

Section H01{e) of the Small Busmess Investment Act

of 1958 (15 U.5.C 6495(e)) 18 amended by adding at the

end the following:

SEC.

7Y A sl busimess concern that is uncordi-
tionally owned by more than one individual, or a cor-
poration whose stock is owned by more than one in-
dividual, is deemed to achieve a public poliey goal
ander sabsection (3 i o0 combined ownership
share of at least 51 percent is held by individuals
who are v one st the groups Nhisted as public poliey
goals  specified  wm subsecoon {3 or
(33 EL.
207. REFINANCING.

section 502 of the Small Business Tmvestinent Act

of 1958 (15 U.S.C 696} is amended by adding at the end

the following:

C{T) PERMISSIBLE DERT REFINANCING.—ANy
finanemg approved under this titde way also inehude
a hmited amomnt of debt refinancing {or debt that
was nob previously owarantecd by the Admmistra-
tion. If the projeet involves expansion of a small
business whieh has existing ‘im‘is?!no&m-.\'s
collateralized by fixed assets, any amount of existing

indebtedness that does ot exeeed one-hadf of the

SHR 1312 1H
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praject enst of the expansion may be refinanced and

added to the expansion cost, providing—-

(A} the proceeds of the indebtedness were
used to acquire Jand, including a building situ-
ated thereon, to construet a building thereon or
to purchase egnipment;

(1Y the borrower has been current on all
pavments due on the existing debt for at least
the past vear; and

Y the 304 financing will provide better
terms or rate of mfervest than now exists on the
debt.”.

SEC. 208, ADDITIONAL EQUITY INJECTIONS.

Clause (1) of section H0200(B) of the Small Business
Tnvestment Act of 1955 (156 U.S.CL 696338 8 amend-
ed to read as follows:

Sy FUNDING  PROM  INSTITU-

TTONS, e

SIF a osmall business voneern
provides the mintmum contribution ve-
rired nnder pavagraph (Chonot less
than 50 pereent of the tofad cost of
anyv  projeet financed  porsuant 1o
clauses {13, (1), or (i of subpara-

graph {03 shall come fron the mstitn-
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1 tions desertbed in subdlauses (1), (1),
2 and (11D of clause (3).

3 SID IF a small business eoneern
4 provides more than the minimum con-
5 tribution  veguired under  paragraph
6 (), any exeess contribution may be
7 nsed to reduee the amount required
8 from the institutions deserbed in sab-
9 elauses (), (TH, and {111} of clause (U
10 pxeept that the wmount from such in-
B stitutions may not be reduced to an
12 amount less than the amount of the
13 loan made by the Admimstration ™.

14 SEC. 209, LOAN LIQUIDATIONS.
15 Section 510 of the Small Business Investment Aet

16 of 1958 (35 U.R.C 697 is amended—

17 (1) by redestgnatmg subsection (e} as sub-
18 section (g); and

19 (2¥ by inserting after subsection (d} the fol-
20 lowing:

21 He) PARTICIPATION o

22 H1Y MANDATORY —Any eertified  development
23 eompany which elects not to apply for authority to
24 foreclose and liquadate defaulted loans aoder this
25 secetion or which the Adnmmmstration defermines to be
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ineligible for such anthority shall contract with a
quahified third-party to pevformn foreclosure and lig-
widation of defanited loans in its portfolio. The con-
tract shall be contingent upon approval by the Ad-
nunistration with respeet to the gualifieations ot the
contractor and the terms and conditions of hyuida-
tion netivities.

“(2) COMMENCEMENT —The provisions of this
suhsection shall not require any development com-
pany to hguidate defaulted loans antil the Adminis-
tration has adopted and implemented a program to
compensate and reimburse developnent companies
as provided under subsection (£
) COMPENSATION AND REIMBURSEMENY —

“(1) REIMBURSEMENT OF  EXPENSER—The
Adumanistration shall reimburse each certified devel-
oprent company for all expenses paud by such com-
pany as part of the foreclosure and Hgmdation ae-
tivities if the expenses-——

LAY were approved in advanee by the Ad-

ministration cither speetfically or generally; o

“(BY were menrred by the company on an
emergeney hasis without Administration prior
approval but which were reasonable and appro-

priate.

<HE 1332 11



142 LR

S

136
24

“2) COMPENSATION FOR RESULTS —The Ad-
ministration shall develop a schedude to compensate
and provide an incentive to qualified State or local
development companies which foreclose and lguidate
defavlted loans. The schedule shall be based on a
pereentage of the net amount recovered but shall not
exeeed a maximum amount, The sehedule shall not
apply to any foreelosure whieh is conducted pursu-
ant to a eontract hetween g development ecompany
and a qualified third-party to perforin the fore-
elosure and liguidation.”

SEC. 210. CLOSING COSTS.

Paragraph (40 of section 50:4{b} of the Small Busi-
ness Investment Act of 1958 (15 U.S.CL 6897(h)) is anend-
ed to read as follows:

“{4) the aggregate amount of such debentore
does not execed the amonnt of foans to be made
from the proceeds of such debenture plas, at the
election of the 5304 borrower, other amounts attrib-
utable to the administrative and closing costs of
such loans, exeept tor the borrower's attorney fees!.

SEC. 211, MAXIMUM 504 AND 7{A) LOAN ELIGIBILITY.

Sevtion 2020 of the Snudl Business Tovestment Act

of THH8 (15 U.8.C. 696{21) is amended by adding at the

end the ollowing:

<HR 1832 IH
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| SO COMBINATION  FINANCING —Finane-
2 ing under this title may be provided to a hor-
3 rower in the maximum amount provided in this
4 subsection, plus a loan guarantee under section
3 T{a) of the Srall Business Act may also be pro-
6 vided to the same borrower In the maxinmam
7 provided in section T(a)(3HA) of such Aet.”

8§ SEC. 212, ELIGIBILITY FOR ENERGY FEFFICIENCY
9 PROJECTS.
10 Section H0T{dNH3) of the Small Business Investment

11 Aet of 1958 (15 1180 695(A)(3)) 18 amended—

12 {1) in subparagraph {G) by striking “or” at the
13 end;

14 (27 in subparagraph {H) by striking the period
15 at the end and mserting =, or”: and

16 {3) by inserting after snbparagraph {1 the fol-
17 fowing:

I8 Y reduction of envrey consumption by at
19 Jenst 10 percent.”.

20 SEC. 213. LOANS FOR PLANT PROJECTS USED FOR ENERGY-

21 EFFICIENT PURPOSES.
22 Section HOZEHA) of the Small Business Investment

23 Act of 1958 (15 ULS.C 6962AY s amended—

24 (1} i clanse (1) by striking “and” at the end;

SHE 13u2 AH
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(23 1 clause (i) by striking the period at the

end and inserting 5 and”; and
(3) by adding at the end the following:

S(iv) $4,000,000 for each project that
reduees the borrower’s energy consmmption
by at least 10 percent.”.

SEC. 214, EXTENSION OF PERIOD DURING WHICH LOSS RE-
SERVES OF PREMIER CERTIFIED LENDERS
DETERMINED ON THE BASIS OF OUT-
STANDING BALANCE OF DEBENTURES.

Section S08(e} 6B of the Small Business Invest-
ment Act of 1958 (15 US.C 69Te(e)(61(B)) 1s amended
by striking “daring the Z-year pernod heginning on the
date that 15 90 days after the date of the enactment of
this subparagraph,” and nserting “through the end of fis-
eal vear 20087
SEC. 215, EXTENSION OF ALTERNATIVE LOSS RESERVE

PILOT PROGRAM FOR CERTAIN PREMIER
CERTIFIED LENDERS.

Section D08 TILH of the Small Business Invest-
ment Aot of 1958 (15 US.C 697elen T30y is amended
by striking “weans” and all that follows ilrough the pe-
vioid at the end and Ingerting “means cach ealendar quar-

for through the end of fiscal vear 20087

SHR 1332 11
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to, talde of pontents

TITLE T - DLANNING

Heel WL Comprehons

Ree, T Anvnal disaster shmnbation exereise,

aster prapmse pha

Nee HED Dibsgrbor sosawe earps,
oo 104, Plans to sovite i

e, WS, Conrdinad i s

ith FEMA

PORRIHETR

rhie henefits,

an i duplie
Hasit,

LUESOR prof

TITLE He-0v

R ERHENE L S

TITLE I—PLANNING

SEC. 101, COMPREHENSIVE DISASTER RESPONSE PLAN.

The Small Busivess Aot b amended by redesignating
seetion 37 as B9 and by inserting after seetion 36 the fol-
fowing:

YSEC, 87. COMPREHENSIVE DISASTER RESPONSE PLAN.
lay Pray ReuigieD—The Admnustrator shall de-

N

velop, implement, and mavdain a comprohengive written

i

thgaster rexpeonse plin. The plan shadl melude the fol-
! ]

L
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Y1 For eaeh vewion of ihe Administration, a
doseription of the disasters most Likely to seeur
thiel region.

{2y For cach disuster deseribed under para-
graph {1}

A an assessment of the dhsaster;
3

iR an assessment of the demand for Ad-
rawastration assistanee most hkely to oeeur in
responge W the disaster;

SO an assessient of the needs of the Ad-
mimstration, with respect to such resources as
information teelmology,  telecommunieations,
hrunan resources, and office space, to meet the
dernard referred to i subparagraph (B); and

LDy puadebines pursuant 1o which the Ad-
ministration will eoordinate with other Federal
agenetes and with State and loeal anthorities te
best respond to the demaad referred to in sub-
paragraph (B ardd to best ase the resources re-
ferved to m that subparvagraph,

Ty Conrpt Ny Ruvision —The first plan re-

gquiared by sidsertion (ad shall be corapleted not later than

o of the snactmeny of this seetion.

Thereatter, the Admmistrator shadl nndate the plan on an

LR 1B 1H
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anvnat basix and fllowing wny incident of national signifi-
canee (as declared by the Pressdent or his designee).

el REPORT ~The Administrator shall inclade a re-
port on the plan whenever the Adrmimstrator submits the
veport regpiived by section 47(a.7
SEC, 102, ANNUAL DISASTER SIMULATION EXERCISE.

The small Business Aet s amended by ingserting after
seetion 37 (as added by section 101) the tollowing:
“BEC. 38, ANNUAL DISASTER SIMULATION EXERCISE.

“ay BExereme Begumepn—The Admimstrator shall

corluel a disaster simulation exercise at least onee each
fiseal vear. The exereise shall inelnde the participation of,
ab o owmanimmm, nob less than bhalt of the ndividuals in the

disaster veserve corps and shall test, al maximum capue

v, all ol the information reelmology and telecommuni-
cntions svstems of the Admimstration that are vital to the

avtivities of the Administration Qurioe sueh a disaster.

“ihy RErorT —The Advanistratin shall include o re-

port on Hee disaster simudation exereise whenever the Ad-
pamstration submits the report required by section
Fidai)

SEC, 103, DISASTER RESERVE CORPS.

The Nprall Busimess Aet woamended by ingerting after

seetion A8 (as added by seetion HI2Y the fllowing:

SHR 1361 11
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“REC. 39. DISASTER RESERVE CORPS.

Flay Cores Regriren——The  Administrater shall

i

matintain within the Adnumstration a disaster reserve
covps, the purpese of which is to perform the fanctions
uf the Advnnigtration velated o disaster response. The
corps shall eongist of at least 1,000 individuals, cach of
WO e
Y1y does nor ordinaly have the duaties of a
full-tie offteer or evaplovee of the Administration;
bt
2 s ahle to assame duties velated to disaster
respotae when the Admnostrator so requares,
ST Tanviva —The Adarnisorator shall ensure
that cach ashvistaal i fhe corps receives traiming each

vt one of more Bmetions relating tu sisaster response.

o the mavonure exient practieable, G Simetion i which

an individual s trained inoone vear shudl be different from
the fmetion i which the oedividual was rramed in prior
VERTR,

Gl GROGRAPITIC Instiristrion . —The  Admums-

trator shall ensuee that set more thon 50 pereent of the

itcichialy ne the corps e

moany cne region of the

Athnmstratinn.

jusey

I melude a ve-

St Report The Adsnnstrator

st e corps whenover the Administration submiis
e e e seetion 470

MK 6T D
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SEC. 104. PLANS TO SECURE ADDITIONAL OFFICE SPACE.

The Small Business Act is amended by juserting after
geetion 39 (as added by section 103) the following:

“SEC. 40, PLANS TO SECURE ADDITIONAL OFFICE SPACE.

Hla) Prans ReqQuirgD.—The Administrator shall
develop long-term plans to secure additional office space
to aceommodate an expanded workforee in times of dis-
aster.

) REPORT.—The Administrator shall inchade a rve-
port on the plans whenever the Administration submits
the report required by seetion 47(a).7"

SEC. 105. COORDINATION OF DISASTER ASSISTANCE PRO-
GRAMS WITH FEMA.

The Small Business Aet is amended by inserting after
seetion 40 (as added by section 104) the following:

“SEC. 41. COORDINATION OF DISASTER ASSISTANCE PRO-
GRAMS WITH FEMA.

“{a) COORDINATION REGQUIRED.—The Administrator
shall ensire that the disaster assistanee programs of the
Admnmistration are coordinated, to the maxinum oxient
practivable, with the disaster assistance programs of the
Federal Emergency Management Ageney.

“(h) REGULATIONS REQUIRED —The Administrator,
i consultation with the Director of the Federal Emper-
geney Management Agency, shall establish regulations to
ensure that each appheation for disaster assistance i3 sab-

«HR 1361 "
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7
mitted as quickly as practicable to the Administration or
dirccted  to  the appropriate agency under the -
cumstances. k

ey CoMPLETION: REVISION —The initial regula-
tions shall be completed not later than 270 days after the
date of the enactment of this section. Thereafter, the regu-
lations shall be revised on an annual basis.

) ReErorT —The Administrator shall include a re-
port on the regalations whenever the Administration sub-
mits the report required by section 47(a).”

SEC. 106. ASSOCIATE ADMINISTRATOR FOR DISASTER AS-
SISTANCE.

The Small Buginess Act is amoended by wnserting after
section 41 (as added by section 105) the following:

*SEC. 42. ASSOCIATE ADMINISTRATOR FOR DISASTER AS-
SISTANCE.

“la) Ix GENERAL~—There is established in the Ad-
winistration an Associte Administrator for Disaster As-
sistanee, appointed by the President by and with the ad-
wice and consent of the Senate, from among individuals
who haviee

“U1) proven management ability, and
“(2) substantial knowledee m the field of dis-
aster readiness and emergeney response.

“Uhy INRECTOR OF DISASTER PLANNING e

sHR 1361 [H
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“{1y APPOINTMENT. —There 1s established in
the Administration a Director for Disaster Planming,
appointed by the Administrator,

“(2) Durigs—Subiect to the authority, diree-
tion, and eontrol of the Asseerate Admimistrator for
Disaster Assistance, the Director shall—

“{A) develop and implement the Adminis-
tration’s plans for responding to disasters; and

) direet the Admmistration’s training
exercises with respect to disasters.

“(3) COORDINATION ~—In carrving out the du-
ties under paragraph (2), the Director shall coordi-
IT RN 14 .

“{A) the Assocmte Mdministrator for the

Office of Disaster Assistance of the Administra-

tion;

“(B) the Dircetor of the Federal Emeoer-
geney Management Ageney: and
Y other Federal, State, and local dis-
aster planming offices, as necessary,
ey DIRROTOR OF DISASTER LENDING .-~

“1) ArromTMENT ~—There s established in

the Admindstration a Diveetor for Disaster Lending,

appointed by the Administrator.

IR 1381 TH
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“U2) DuTiEs.—Subjeet to the authority, divee-
tion, and control of the Associate Administrator for

Disaster Assistance, the Direetor shall direct all as-

pects of the disaster lending program under section

T(h).

“dY REsourceEs —The Administrator shall ensure
that the Associate Administrator for Disaster Assistanee,
the Dirvector of Dhisaster Planning, and the Divector of
Disaster Lending have adequate resourees to carey out the
duties nnder this seetion.”.

TITLE II—LENDING
SEC. 201. INCIDENTS OF NATIONAL SIGNIFICANCE.

(a3 DiasTreER LOANS TO PRIVATE NONPROFIT OR-
GANIZATIONS —Section T(h1(2) of the Small Business Act
(15 U.SA 63602 15 amended—

{1} m subparagraph (D) by striking the period
at the end and ingerting *; or”; and

{(2) by ingerting after subpuragraph (D) the fol-
lowing:

“(E) an incident of national significance,
as declared by the President or his desipnee, in
which ease assistance under this paragraph may
he provided, subject to the other applicable re-
guirements of this paragraph, to a private non-

profit organmzition {as that term s defined in

SHR 1381 14
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i gsection 29(al2)) that is located in an area af-
2 teeted by the ineident of national significance.”.
3 {b) MrrraarioNn LoaNg 10 SMaLL Business Cox-

4 CERNS.—Bection 7 of the Small Business Aet (15 U.S.C.
5

636) is amended by inserting affer subseetion (d) the fol-

& lowmg:

7 “ley DISASTER MITIGATION LOANS —

8 “1) AUTHORITY ~—The  Administrator  may
9 make or guarantee a mitigation Joan to a small busi-
10 ness concern that receives a loun under section
11 TOIMA) for the damage or destruction, by reason
12 of an ineident of national signihcance (as declared
13 by the President or his designee), of property owned
i4 by the small basiness convern,

15 S22 AMOUNT OF LoAN —The amount of a loan
16 under paragraph {13 shall not exceed 20 percent of
17 the total awonnt of the cost of the damage or de-
18 straetion referved to 10 paragraph (11 The total
19 amounnt shall be calendated withont regard for any
20 costs for which the small business coneern is reim-
21 bursed ander any msuranee poliey or otherwise.”
22 (e} APPLICABILITY POR Fieal YEAR 2006 1o Hok-

23 RICANES KPRINA, Rita, aND WILMA —

24 {1y Iy GeNpErAL—For fiseal vear 2006, the
25 Admtristrinfop—
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(A} may carry out subseetion (e} of section

7 of the Small Business Act (as added by sub-

seetion (b of this seetion) with respect to a pri-

vate nonprofit organization that was located, as
of August 28, 2005, m a lhwrnieanec-affected
area; and

(B) may earry out such subsection (e) with
respect to a small business concern that was lo-
euted, as of Augnst 28, 2009, i a hurricanc-
affected avea, for damage or destruction by vea-
son of Hurvicane Katrina, Hurricane Rita, or

Harricane Wilma.

(2} HURRICANE-AFFECTED AREA DEFINED.—In
this section, the term  “hurricanc-affected  area’”
means a county or parish in the State of Mabama,
Florida, Mississippi, Louisiana, or Texas, that has
heen designated by the Administrator of the Small
Business Admimstration as o disaster area by rea-
son of Hurricane Katrina, Hurricane Rita, or Hurvi-
cane  Wilma wnder  disaster  declaration 101786,
10177, 10178, 10179, 101380, 10181, 10203, 10204,

10205, 10206, 10222, or 10223

«HR 1361 IH
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SEC. 202. INFORMATION TRACKING AND FOLLOW-UP $YS.
TEM.

The Small Business Act is amended by inserting after
section 42 (as added by seetion 106) the following:

“SEC. 43. INFORMATION TRACKING AND FOLLOW-UP 8YS.
TEM FOR DISASTER ASSISTANCE.

“la) SYSTEM REQUIRED.—The Adrinistrator shall
develop, hnplement, and waintain a centralized informa-
tion system to track communications between personnel
of the Administration and applicants for disaster assist-
ance. The system shall ensure that whenever an applicant
for disaster assistanee communicates with such persounel
on a matter relating to the application, the following imfor-
mation 18 recorded:

S0y The method of eommunication.

{2} The date of eomumumcation,

(33 The dentity of the personnel.

Y4} A summary of the subject matter of the

(5{)(!1{H'{,I,Ili(?‘dﬁ(')l'h

“(by Forrow-vr REQUIRED.—The Adminstrator
shall ensure that an appheant for disaster assistance re-
ceives, by telephone, mul, or electrome wail, follow-up
communications from the Administration at all evitieal

stages of the appheation process, mcluding the following:

SHE 1361 B
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“(1y When the Administration determines that
additional mformation or docwmentation is required
to process the application.

“(2) When the Administration determines
whether to approve or deny the Ioan.

“(3) When the primary contact person man-
aging the loan application has changed.”.

SEC. 203. IMMEDIATE DISASTER ASSISTANCE PROGRAM.

The Bmall Business Aet is amended by inserting after
seetion 43 {as added by section 202} the following:

“SEC. 44. IMMEDIATE DISASTER ASSISTANCE PROGRAM.

*{a) PrROGRAM BEQUIRED. —The Administrator shall
carry onl a program, to he known as the Immediaie s-
aster Assistance program, wnder which the Administration
participates on a deferred {guaranteed) bagis in 85 per-
cent of the balance of the financing outstanding at the
tiune of dishursement of the loan if such balance 18 less
than or equal to $25,000 for businesses affected by a dis-
aster.

“(by Braierry BEQUIREMENT.—To receive a loan
guamanteed under subseetion (a), the applicant must also
apply for, and meet basie ehimbibity standards for, a loan
ander seetion 7(b).

“ley Use OF PROCEEDS.~A person who receives a

tosn under seetion 7(h) must use the proceeds of that loan

«HR 1383 131
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1 to repay all loans guaranteed under subseetion {(a), if any,

2 betore using the proceeds for any other purposc.

3 “Ud) APPROVAL OR DISAPPROVAL.—The Adminis-
4 trator shall ensare that each applicant for a loan under
5 the program reccives a deeision approving or disapproving
6 of the application within 36 hours after the Administra-
7 tion veceives the application.”.

8 SEC. 204. INCREASED DEFERMENT PERIOD.

9 Seetion 7 of the Small Business Act (15 U.R.C. 636)

10 is amended by inserting after subsection (e) (as added by
11 section 201(b)) the following:
i2 “fy  ApprmioNal  REQUIREMENTS  ror  7()

13 LoANS—

14 (1) INCREASED DEFERMENT AUTHORIZED —
15 LAY IN GENBERAL-~In  making  loans
16 under section 7{b), the Administrator may pro-
17 vide, to the person receiving the loan, an option
18 to defer repayment on the loan,

19 By PErioD.——A deferment under sub-
20 paragraph (A) may not exceed 4 vears.”.

21 SEC. 203, REVISED REPAYMENT TERMS.
22 Section 7 of the Small Business Act (15 T0.8.0. 636)
23 g amended mosubsection () by adding after paragraph

24 (1) (as added by section 204} the following:

*HE 1361 [H
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1 “(2) REVISED REPAYMENT TERMS.-—In making
2 loans under seetion 7(h), the Admimstrator—
3 “{A) shall not require repayment to be
4 made unfil 12 months after the date on which
5 the final dishursement of approved amounts 18
6 made; and
7 “(BY shall calealate the amount of repay-
8 ment based solely on the amounts disbursed.”.
9 SEC. 206. REVISED DISBURSEMENT PROCESS.
10 Section 7 of the Small Business Aet (15 T.8.0C. 636)

11 s amended in subsection (1) by adding after paragraph

12 (2) {as added by section 205) the following:

13 By REVISED DISBURSEMENT PROCESS——In
14 making loans under seetion 7(b), the Administeator
15 shall disburse the loan amounts v stages as follows:
16 LAY Lioaxs 1P 10 150,000 —If the total
17 amount  approved 1s less than or equal to
18 $150,008—

19 “(iy the first disbursement shall con-
20 sist of 40 percent of the total loan amount,
21 or a lesser pereentage of the total loan
22 amount i the Administriator and the bor-
23 rower agree on sueh a lesser pereentage;
24 “(n) the seeond  disbursement  shal)
25 eonsyst of 50 pereent of ihe amonnts that

<HR 1361 (1
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remain after the first dishbursement, and
shall be made when the borrower has pro-
duced satisfactory receipts to demonstrate
the proper use of the first half of the first
dishursement; and
Sy the third disbursernent  shall
consgist of the amounts that remain after
the preceding disbursements, and shall be
made when the borrower has produced sat-
isfactory receipts to demonstrate the prop-
er use of the first disbursement and the
first halt of the second disbursement.

(B LOANS FROM $£150,000 TO $500,000,—

If the total amount approved is more than

£150,000 but less than or egual to $500,000-—

SHR 1361 1H

{1 the first disbursement shall con-
sist of 20 pereent of the total loan amount,
or a lesser pereentage if the Admunistrator
amd the borrower agree on such a lesser
percentage,;

“{n) the sceond disbursement shall
consist of 30 percent of the total loan
amount remuamimg after the first dishurse-
ment, and shall be made when the bor-

rower has produced satisfactory reecipts to
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demonstrate the proper use of the first
half of the first disbursement;

“im) the third  disbursement  ghall
vongist of 25 percent of the total loan
mnount remaining atter the first and see-
ond  disbursements, and shall be made
when the borrower has produced satisfae-
tory receipts to demonstrate the proper use
of the first dishursement and the first halt
of the second disbursement; and

“{ivy the tourth disbursement shall
consist of the amounts that remam after
the preceding disbursements, and shall be
made when the borrower has produved sat-
istactory receipts to dewonstrate the prop-
er use of the first and second dishurse-
ments and the first hall’ of the third dis-
bursement.

) LoANS GREATER THAN $500,000.~—T¢

total  amount  approved is more  than

$500,000-—

0 the fivst disbursement. shall con-
sist of at least 100,000, or a lesser
amount if the Administrator and the bhor-

rower agree on soch a lesser amount; and
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i “(i) the number of dishursements
2 atter the first, and the amount of cach
3 such dishursement, shall be in the disere-
4 tion of the Administrator, but the amount
) of ecach such dishursement shall be not less

6 than $100,000.7.
7 SEC. 207. REVISED COLLATERAL REQUIREMENTS.

8 Seetion 7 of the Small Business Act is amended in
9 subscetion (f) by adding after paragraph (3) (as added

10 by seetion 206) the following:
11 “{4) REVISED COLLATERAL REQUIREMENTS. ~—
12 In making a business loan wnder seetion 7(h), the
13 total approved amount of which is lesg than or equal
14 to $100,000, the Admimistrator shall not require the
15 borrower to use the borrower’s home as eollateral.”.

16 SEC. 208. ENHANCED LENDING AUTHORITY FOR PRIVATE

17 LENDERS,
18 The Small Business Act is amended by inserting after
19 section 44 (as added by section 203) the following:

20 “SEC. 45. ENHANCED LENDING AUTHORITY FOR PRIVATE
21 LENDERS,

22 “la) PROGRAM AUTHORIZED —The  Admiistrator
23 may, and during a period specified in subsection by shall,
24 carry out a program under which the Administrator per-

25 mits banks and other financial institntions o process, ap-

<HR 1361 11
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1 prove, close, and serviee disaster loans under section 7(h)
2 for a fee not to execed 2 pereent of the total loan amommt.
3 “h) Prrions DurmNe WHicn PrograM Is Re-
4 QUIRED.~The program under subsection (a) is required

5 to he carvied out during the following perieds:
(1) Any period of an incident of national sig-
nificance {(as declared by the President or his des-

“{2) Any periwod during which the average time

6
7
8 ignee).
9
0

1 for the Administration to approve disaster loans o
11 response to any siugle disaster is 30 davs or more,
12 “le) EXCLUSION OF LENDERS —-IF the number or

13 rate of defanlts on loans processed, approved, and closed
14 by a lender under the program under subsection (1) are
15 wordinaie, as determined by the Adpanistrator, the Ad-

16 ministrator may do any one or more of the following:

17 Y1y Exelnde the lender from participating in
18 the program under subsection (ul,

19 “(2) Bxcude the lender from participating in
20 the  Preferred  Lenders  Program  under  section
21 THI2ME) ).

22 (D) Pacror 1N PREFERKED LENDERS PROGRAM

23 In determining whether a lender is to be cevtified or recer-

24 tified to participate in the Preferred Tenders Program

«HR 1361 tTH
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under section 7{a)(2)(C){i), the Administrator may con-
sider as a factor the followinge:
“{1} The loans processed, approved, and closed
by the lender under the program under subsection

{a).

#{2) The participation or non-parficipation of
the lender i the program under subsection {(a).”.
SEC. 209. DISASTER PROCESSING REDUNDANCY.

The Bmall Business Aet is amended hy ingerting after
section 45 (us added by section 208) the tfollowmg:
“SEC. 46. DISASTER PROCESSING REDUNDANCY.

“Go I GENERAL —The Admimstrator shall ensure
that the Admimstration has i place a facility for disaster
loun processing that, whenever the Admimstration’s pri-
mary facility for disaster loan processing becomes nnavail-
able, 1s able to take over all disaster loan processing from
that primary facihty within 2 days.

Y AUTHORIZATION OF APPROPRIATIONS —There
are authorized to be appropriated to carry out this section
such sums as may be necessary.”,

SEC. 210. GRANT PROGRAM.

Section 7(b) of the Small Business At (15 8.0

636(b}) is amended by nserting immediately after pava-

graph (3} the following:

HR 1361 TH
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“{4) GRANTS TO DISASTER-AFPECTED SMALL

BUSINESBES .~

“(A) IN GENERAL~The Administrator

may make a grant of up to $100,000 to a small

business concern that—

(1) was loeated m oa designated dis-
aster area affected by disaster deelaration
10176, 10177, 10178, 10179, 10180,
10181, 10203, 10204, 10205, 102086,
10222, or 10233;

() submits to the Administrator o
certification by the owner of the concern of
intent to reestablish the eoncern i the
same county or parish in which the busi-
ness was originallty loeated, or in a county
or parish eontiguous thereto;

S has apphed for, and was rejected
for, a conventional disaster assistance loan
undder section 7(h); and

“liv) was in existence for at least 2
vears before the date on whieh the appliea-
ble disaster declavation was made.

B Priowity.—In aking erants under

this paragraph, the Adnnnistrator shall give

priovity 1o a sinall bushess concern that the

+HR 1361 IH



W b

e =~ Ut e

160

22
Administrator determines is economically viable
but unable to mect short<term financial obliga-
tions.

Oy DEFINITION —In this paragraph, the
termn ‘disaster-affected area’” means an arca that
has been designated by the Admuustrator as a
disaster area.

(DY AUTHORIZATION  OF  APPROPRIA-
TIONS.—There are anthorized to he  appro-
priated for grants under this paragraph suech
funds as may be necessarv.”.

SEC. 211. WAIVER OF PROHIBITION ON DUPLICATION OF
CERTAIN BENEFITS.

() Ix GENERAL.—Section 7{(b} of the Small Busi-
ness Aet (15 ULS.C 636(b1) is amended by mserting hn-
mediately after pavagraph {(4) {as added by section 210)
the following:

“{5) WATVER OF PROHIBITION ON DUPLICATION

OF CERTAIN BENBEFITS —For any major disaster {as

that term is defined in section 102 of the Bobert 1.

Stafford Disaster Reliel and Faergeney Assistance

Act (42 8.0 5122)), in providing  assistance

under paragraph (1) or (2), the Administrator may

waive, in whole or in part, the prohibition on the du-

phication of benefits, wmeludmg whether damage or

»HR 1361 1H
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destruction has heen compensated for by, eredit is

avalable from, aclivitics are reimbursable through,

or funds have been made available from any other
source.”’.

(h) APPLICABILITY AND RETROACTIVITY FOR VIC-
s oF HURRICANES KATRINA, RiTa, AND WM —The
amendment made by this section shall apply to any assist-
ance under section T(b) of the Small Business Act (15
TL8.C. 636(h)) provided on or atter Aagust 29, 2005.

SEC. 212. INCREASE LEGISLATIVE LIMIT.

Seetion T(HI3HE) of the Small Business Act {15
TUB.Co 636 E)) s amended by striking
YSLADO000T and ingerting “$3,000,0007 bhoth places
such term appears,

SEC. 213, NET EARNINGS CLAUSES PROHIBITED.

Section 7 of the Small Business Act is amended in
subsection () by adding after paragraph (1) {as added
by section 207) the following:

5 NET BARNINGS CLAUSES PROFIRITED.—

In making loans under section 7{b), the Adminis-

trator shall not veguive the borrower Lo pay any non-

amortized amount for the first 5 vears after repay-

ment beging.”.

<HR 1381 1H
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1 SEC. 214, ECONOMIC INJURY DISASTER LOANS TO NON-

2 PROFITS.

3 {a) IN GENERAL~Section 7 of the Small Business
4 Aet (15 U.B.LC. 636) is amended in subseetion (h{2)——
5 {1) in the matter preceding subparagraph {(A)—
6 {A) by mserting after “small business eon-
7 cern” the following: “, private nonprofit organi-
8 zation,”: and

9 (B) by inserting after “the concern” the
10 following: “, organization,”; and

i1 {2) in subparagraph (1)) by inserting after
12 “gmall business coneerns” the following: ., private
13 nonprofit oregunizations,”.

(b} CONPORMING AMENDMENT. —Such section is fur-

=

15 ther amended in subsection (e)(5HC) by inserting after
16 “business” the following: ©, orgamzation,”.

17 SEC. 215. APPLICANTS THAT WILL CONSTITUTE A MAJOR

18 SOURCE OF EMPLOYMENT DUE TO CHANGED
19 ECONOMIC CIRCUMSTANCES.

20 Section T{HIGHE) of the Small Business Aet (15
21 US.C. 636031 B 18 amended by inserting after “eon-
22 stitntes” the following: *, or will due to changed economic
23 eircumstances constitute,”,

«HR 1261
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TITLE III—OVERSIGHT

SEC. 301. REPORTS ON DISASTER ASSISTANCE.

The Small Business Act is amended by inserting after
seetion 46 (as added by section 209) the following:
“SEC. 47. REPORTS ON DISASTER ASSISTANCE.

“{a) ANNUAL REPORT REQUIRED —~—Not later than
45 days after the end of a fiseal year, the Administrator
shall submit to the Committee on Small Business of the
Senate and the Committee on Small Business of the
Honse of Representatives a veport on the disaster agsist-
anee operations of the Administration for that fiseal yvear.
The report. shalle—

(1) specify the number of Administration per-
sonnel wwvelved in such operations;

(23 deseribe any matevial changes 1o those op-
erafions, such a8 changes to technologies used or to
personnel responsibilities;

033 deseribe and assess the effectiveness of the
Advnnistration in responding  to disasters  during
that fiseal year, imelnding a deseription of the num-
ber and amounts of loans made for damage and for
ceononme wjary; and

“h deseribe the plans of the Adrnistration
for preparing to respond to disasters duving the next

fiseal vear.

R 1361 IH
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1 “th) INCIDENTS OF NATIONAL SIGNIFICANCE —Dur-
tng the period of an mmcident of national sigmficance (as
deelared by the President or his designee), the Adminis-

trator shall, on a monthly basis, submit to the committees

[ R I o)

specified 1o subscetion {(a) a report on the disaster assist-
ance operations of the Administration with respect to that
meident of national sigiificance. The veport shall speci-

Fy—

Are R e RS )

(1) the number of applications distributed;

10 “(2) the number of apphieations reccived;

il “(3) the average time for the Administration to
12 approve or disapprove an application;

13 8 the amount of disaster loans approved;

14 “(5) the average time for nutial disbursement
15 of loan proceeds; and

16 “0) the amount of disaster loan proceeds dis-

17 arsed.”.
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