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The Small Business Lending Fund
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ummary

rest in small business access
all businesses might be prevent
mttaat, continue, or eSpmedhaperatgoersd ahdtct
ernment s hould provide additional resources
-tleornng adverse economic effects of spending pi
y advocat e tbiuosni,n ersesf otrank orfe dumancial credit n
cal restraint as the best means to assist s m

gressional intere
1

cerns t hat s m
n

eral laws weredlComgaottsd dwr empamke kimall busi
example,

P.L.-551the American Recovery and Reinvestment
provided the Small Business Administration (
including funbHyngubeowidempoSBA fees and incre
guar antys pnraoxgirmmumm | oan guaranty percentage t

P. L.-240 % he Small BusinessthebSedActtafy20fO0,
the Treasury to establish a $30 billion Smal
which $4 billion was issued, to encourage ¢CO
billion in assets to increhtsececaltdneiaudbading
$1.5 billion State Small Business Credit Ini
participating states with small business <cap
changes s0olbha §BAranty and contracting pr og
continu®s tfheee s$SBeMnsdi d ihee 's7 (9a0)% poracxg maim 1 o a n
guaranty percentage through December 31, 201
relief for small businesses.
P. L3212t hei@gnAppunopriations and Surface Tr a
Extensions Act, 2011, aut horized the SBA to
7(a) psr oghr%B mmaximum loan guaranty percentage
or until available fundomglJlwawmaeyhdus2606d]. wh
s report focuses on the SBLF. It opens with
iness | osansdvolkhaitnbeeBILFBLF was needed to enhan
11l business loans .erThe gnanpartts tphens caax @amdi bos h

program. Advocates argued that the SBLF wou
n, createcojntbasthdaaQlptploe eI BIsF could lose money,
rsight ptoveginoneg, l dndense to increase their
ve as Tar oowethliecd eAsfsoelT ARBkEicafpi Bnogr am effectivc
ir TARP loans on momar efsauvlotrianbgl eb esnéenfmists efsotrh sln

could encourage a failing lender to make ev
ment s

report concludes wiShimplememtmdt omnamnfl tahaed
l s introduced t o amegndt Hiehoed $SPB.sF 6 ,8tFhoer Gerxeaantpelre
ountability in the Lending Funsd Avthofif9 1to
years from enact memitematnsd Hromipat eHL.cR.LARPingc
7t he SmaldlUpBAstneodss 20dg, would have transfer
ds from the SBLF to the Communttoy i Pevelaspmdrh
ilability of «c’tHe Ri.t, 3ftochrg sSmmallll Busimesse dendi
, would hbDevpacew fheThrieeads wtrhnpeve s t ment aut hority f
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to two year siCobgHHe Rg ,,2H A 41 (3o mmunity Lending and
Jobs Act oha?26hhgalwyouundobligated and repaid f unc
Community Development Financial Institutions Fu
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The Small Business Lending Fund

SmaBhsiness Access to Capital

Congressional interest in small business access
concerns that small businesses migltnalhd eprevent
them to start,opceornattiinounes, .&md ledxrpbaansde ngoebes have
important role in net job growth during previou
construction, ho@Koirn ge x aanmpdl er;m ¢aaftithe rs etcheep sesiognh tt h a
inl yul990 and ensmeluisn nMdesteilsn d d 9flgr t hieswepur pos
t han 500)ienmeprlecayseeeds t heir net employmehé¢reast he f
larger businesses continue @Dt oi vGyrpeeahteeeRnscieo nd e ¢ 1 i
(Decembdun200@009), small businesses &RKrcoomnted f
the end of the recession through the end of FY2
net new jobs, dlavertaget Ischiarr eh ¥&sfitnaereit ctahew , j s bmad d
businesses hod% eo fa dndeetd mebwo ujto b s

Some have argued that the federal government sbh
businesses Ot hei £ r weorasdey eacbommd mitch ee flfoamgt s of s p
increase the federal deficit. They advocate bus
mar ket regulation, and federal fiscal restraint
create jobs

Seevr al laws were Ftl@amcgreeds sd utro negn tahrec d ldmall busi
For example,

e P. L-551the American Recovery aA)d, Reinvestment
provided the Small Business Administration (
including $375 million to temporarily subsid
loan guar dsntnya xpirnmougnr alman guaranty percentage

1 The United States does not have a statutory definition &mfium sized or large businesses. A business concern can

either be consideresimallornot smallunder 83(a)(1) of the Small Business Act, 15 U.S.C. §8632(a)(1), which indicates

t hat a smal|l business concern “shall be deemed to be one th
dominant in its field of nigration{SBA) lasaestablisiield two ®idely usedsB&a s i ness Adm
standards500 employees for most manufacturing and mining industries and $7 million in average annual receipts for

most nonmanufacturing industries. However, many exceptions exist. For example, lausinas concern can have

up to 1,500 employees for certain industry categories. The
For additional information and analysis, $88S Report R4086@&mall Business Size Standards: A Historical Analysis

of Contemporary IssueBy Robert Jay Dilgerln contrast, the European Union defines small business as those with

fewer than 50 employees, meditsized business as those employing@kersto 250 vorkers, and large businesses

asthosewitmoretha2 50 empl oyees. See European Commission, “Small an
S ME ? “httpa//eceuropa.egrowthsmegbusinesdriendly-environmentgmedefinition_en

2Brian Headd, “Small Businesses MbesSmallBusikesdAgvocat@l. 2B,c a d Ec on o mi
no. 6 (July 2009), pp. 1, 2.

3U.S. Small Business AdministratigsBA), Of fice of Advocacy, “Small Business Eco
reference guide to the latest data on small business activi
4 SBA, “The Small Business Econo,my,pp2.0 120, httpsy/wReespaga@ités/t oa tt he Pr e

defaultfiles/sb_econ2010.pdandSBA, Fiscal Year 2010 Congressional Budget Justificatipnl, at
https://mmw.sba.gowltestiefaultfiles/aboutsbaarticl€ongressional_Budget_Justification_2010.pdf

53BA, Of fice of Advocacy, “ Sm@uir Be sQuatélyEmplBymentBulletine nt : Fourt h
February 6, 2014, A, athttps:/mww.sba.goeltesflefaultfiles/Quarterly_Employment_Bulletin_492013%20.pdf
6SBA, Of fice of Advocacy, “ Small Bhitpsi/ade.adsocaycshagmpmi ¢ Bul l et i n

contentliploads202004/30103025April-2020EconBulletin.pdf.
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of $150, @O 71% loens s omans exceeding $150, 000 t
7(a) loans.

e P. L.-240 %t he Small Business Jobs Act of 2010,
the Treasstwmblisd a $30 billion Small Business
billion was issued) to encourage community b
assets to increase thelt hénadifalgthors meldl bu
billion State tSmanilt iBautsiivnee stso Cpreadvii de fundin
states with small business capital access pr
SBA loan guaranty and contractisng progr ams,
fee subsidies and® 0thhh ena %X (uaa)r mpnitoyg mpacgn c e nt a g e
through December 31, 2010, and about $12 bil
businesses

e P. L3212t he Continuing Appropeonations and Sur
Extensions Act, 2011, aut horized the SBA to
7(a) psr o%gk% mmaxi mum loan guaranty percentage
or until available funding was exhausted, wh

According tthe ttheempSOBMry fee subsidies and 90% ma
progeamineered a significahhe teumrdn arreosumnldt iins StBhAa f
helped put more than $42 billion inAtheahdnds o
Jobs Act™combined.

This report focuses on the SBLF. It begins with
business loans. Aftsestdasdcmrking htthe epoaogr dadmen
were presenteuds bot hdsf pernoagentdmmeangta.i

The report concludes wWsthmphemramahnaobnobdyof hteh d
the Treasury and a disces@mdgr efsbsllto amtemaddu d
For example,,Cdng,Seg., ot8hlke 1GReater Accountability
Act of 2011, would have, amonnisg aoutthheorr iptryo vtios ilo5n sy
from enactment aaidpipamths bfiteh FARMIi Re p2€@hreg in
Small BusUpn&Agg¢ bdg 2011, would have transferred
from the SBLF nwheam tihtosr iitnyv eesxtpmer ed on September
Development Finan‘“toatohbhsthuontuthenprb&bgndm of mak
in eligible community development financial 1ins
cadit for s #HHIR.hodhreSSsmadl Business Lending Ex
among other proVDeypnaowMmelhrhecat’semnirdnevde stthneE n b maut hor it
one year following theDdarpiego@fdmegndled®smen4h4 o0 t wo
Community Lending and SmallhaBwsdmeaflgr Jobs Act o
unobligated and repaid funds from the SBLF to t
Institutions Fund.

" SBA,

“Jobs Act SuppormednMSBA Thnandi g2t Bi Smadbl Businesses i1

January 3, 2010, &ttps://mww.sba.gowbntentjobsact-supportedmore-12-billion-sbalendingsmaltbusinessefust-
threemonths

8H.R. 2807 the Small Business Ledp Act of 2011.
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Twol ndi cators of the Supply ar
Business Loans

Federal Reserve Board: Survey of Seni

eyl
o

ch quarter, the Federal Reserve Boasrd surveys
nding practices. The survey includes question
siness loans. For exampl e, tthheei ts ubcavneky i i nc 1 ude
andards for “Omalr]l tbhues ipnaessts tlhoraenes 'smocnrt ehdsi,t how I
andards for approving applications for C&I [ ¢
her than those tonlbeauogaellstbsmaobhnfier mer@ececKi
ving annual sales of”Tlhees ss etnhiaomr $l 50 nmiolflfiiocne)r sc
dicate ’si fcrtehdiitr sBFaiangkhdtae ndesd Wcaloingshi tdeenmreadd 1syq me wh a t
‘Remained bhasngdddld gd untomEwh @ d, ¢ oMSsuibdterraacbtliyng t he

5o v v g —
5B © &+ &+ &+ o O

percentage of r“EspoddemmEwmsaplo rctoTfnrgodre rt ahbel y
percentage of rPsgpghbndead Sev@Epplde¢teagtdlys omewhat
indittlhe edgsarskeepply of small business loans.

As s holwhXU+Henior loan officers reported that the
loantcsedndards from 2007 through late 2009. Si
have generally improved, 2&19h aondhe2062f8htening i
The survey also includes a questiofApacnc drmmimn g
nor mehsonal wvariation, how has demand for C&I 1
small firms (annual ¢$8tasoonfldaessof hameB S§0amelh

demandSuwhasst antidMbydes at ohgAdbsotuten g Mingegr at el y
weaKeffSsubstant i’"8hbyt rmeakearg. the percentage of 1 e:s
“Moder at e’layn“®&webasktearnt "8t byjm whekpercentage of resp
“Substant i’bdalntdfo dsetrraotnegl’dydh isct arhoensgrisarrdkeenha nd f or s mal I
business loans.

As s holwhXUHenior loan officers reported that the

deceldi ns omewhat i,n a2n0d0 d eacnld n200 & i gni ficantly 1in
of f (at a relatively reduced level) during 2010
declined during the lattferr@Qthbhfoofd2®d®0OHFHs gener a
varied somewhat, increasing in sdme quarters an

Federal Reserve Board, “Senimk Leomdai O fHceact Dpen,jidnatSur vey
http:/mww.federalreserve.govdarddocs$nLoanSurvey/
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Figure 1. Small Business Lending Environment, 2007 -2020
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——Bank Lending Standards Small Businesses Demand for Loans

Sources: )HGHUDO 5HVHUYH %RDUG “6HQLRU /RDQ 2IILFHU 2SLQLRQ 6XUYH\ RQ ¢
http://lwww .federalreserve.gdwparddocsbnLoanSurvey/ DQG % ULDQ +HD & SolufigrsU X PhaivH HN

JURJHQ 6PDOO % XMk QrhHall Bustnedd @dvidate 28, no. 10 (December 2009),p. 3, at
https:/mww.sba.gowsitesfiefaultfilesadvocacylrhe%20Small%20Business%20Advocate%20

%?20December%202009.pdf

Federal Deposit Insurance Cor poration

nsurance Corporasison (FDIC
second qlaXidtHhea ws( Jtuhnee a3mo)u not
business loans (defined by
I million or less for nonagrfircQufi’/@ ot 30 Apur pose
howpLJXtJHh e amount of outstanding small busines
n
n

The Federal Deposi
lending data for t
f outstanding s ma

creased fr7omtudnen 8,03de2cO0MiBDe d over amldaes ne xt s ev

0
$
s
i
i ncr eaacshe dy e h u n ¢2i08l103¢
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Figure 2.Outstanding Small Business Loans, NonAgricultural Purposes, 200

7-2019
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"6WDWLVWLFV RQ 'HSRVL'

Alt hohghgsensa liln businesarneout mteamme dienagn ideybhté c¢c hange
supply of small business hdeaablineaniy, s matludunsg
outstanding debt as a signal that small busines
sufficient capital to enable them to lead job g
Fact orMayt Hatve Contributed to the Dec]
Small Business20llolans in 2007

Accordings ponsaar SBAstudy of small business lend
the decline in fSmarhl 2 G @%Tilnee sr3 pholrngd innogt ed t hat t h
30% decline in home prices from their peak in 2
many small bu,s isnemes htafalrwheolne e d on home equity 1o
small businesses dihzughohse ludeald d¢dshtadt ¢ hEoams en
additional source of collateral may ha¥e contri
Thyal s o argued that many small businesses found
of carsedlietnder s became more cautious as a result

of
t he

loan defaults, e ppeehciicahl 1ayr ea mgoennge rsamlallyl cbc

mostXPFThaektyhadpwed ttmeartt s .

risk
among

10 George W. Haynes and Victoria Williamsending by Depository Lenders to Small Busine€@83 to 2010SBA,
Office of Advocacy, March 2011, &ttps://www.sba.gowitesflefaultfiles/rs380tot.pd{hereafter Haynes and
Williams, Lending by Depository Lenders to Small Besises, 2003 to 201

11 Haynes and Williamd,ending by Depository Lenders to Small Businesses, 2003 tq 028.
12 Haynes and Williamd,.ending by Depository Lenders to Small Businesses, 2003 tq p026. One possible
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t hirse gnuelwmltyed mar ket, smaller Ilenders are
cause they have fewer sales of products a
gher auditing and FDIC costs. Hence, they
sinessemanand ot her s

n
e

i

u

hdataeve difficulty in assessing creditwort]
bout potential financial performance 1s ver
specially in finanernatdthmartklkas wneliateinorbsyhifm
ending. T hoeurl edf erxep,e cdane hwe s mall business 1o0cz¢
ore slowly than ®ther financial markets.

The authors also noted that FDIC data indicated
in absolute terms (the thetatlodmdunmntumbrdolfl samsal
loans issued), but in relative terms as well (1t

Over the eight years from 2003 through 2010, small business loans as a share of total
business loans declined by more than 12 percentagespfrom 81.7% in 2003 to 68.9%

in 2010. Perhaps of most concernis the further decline in the ratios of small business loans
to total assets and small business loans to total business loans. Small business loans
constituted about 16.8% of total asset2005, but only 15.3% in 2010; hence, smal
businesslending is becoming less significant for these lenders. Small business lending is
also losing market share in the business loan market. In theyeighperiod from 2003 to

2010, small business loaas a share of total business loans declined more than 10
percentage points from81.7% in 2003 to 68.9% in 2010.

Factors that May Have Contributed to
for Small Busin€8d0Loans in 2007

According to the psponsostd memtdyowmdd s mBAIl bus i
demand for small business loans fell during the
businesses experienced a decline in sales and m
of wuncert aifnuttyu rceo nscaelsema.mtghlbea ss tawdgyued t hat given
owntlrasc k of confidence in the deonfa ndleefmode ¢ htead r g
save capital instead of hiring additienal emplo
expansions Yand inventory.

Small busimespo@ewasment hly survey by the Nation:
Business Resear ccho nFeoatrmnbianegwesn o(f NRIhR) ec onomy s upryp
argument that decliniengdcesnablneds fcoorn tsrmablonlo sbdu stion etshs
200%hrough s2nallll business owners Tesponding to t1
as t heianenupmboebrl ¢ m. 2POB9 taxes had-omeeprodbdpemte
in nearly every survey s in!Ad stohe emopn tohylmye nstu rdvad ya

contributing factor for at leasome lenders becoming more cautious is that in recent years many lenders experienced
an increase in nonperformingloans and a depletion of their loan loss reserves, limitingthe funds available for lending
to small businesses.

13 Haynes and Williamd,.ending by Depository Lenders to Small Businesses, 2003 to, 70 26.

14 Haynes and Williamd,ending by Depository Lenders to Small Businesses, 2003 tq p028.
15 Haynes and Williamd,ending by Depository Lenders to Small Businesses, 2003 ta 2010

16 william C. Dunkelberg and Holly Wad&mall Business Economic Trer{f¢ashington, DC: NFIB Research
Foundation, September 2011), p. 18h#ip://mmw.nfib.comPortalsD/P DFkbetsbet221109.pdf and William J.
DennisJr.,Small Business Credit in a Deep Recesgtashington, DC: NFIB Research Foundation, June 2008), p. 1,

Congressional Research Senice 6
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that small businesses were par
businesses accounted for al mo s
reced’sion.

t
t

According to testimony by the Secretary of the
Committee on June 22, 2011lrdshadlblyus heesseceswe

[s]mall businesses are concentrated in sectors that were especially hard hit by the recession
and the bursting of the housing bubble: construction and real estate. More thlgirdone

of all construction workers are employbd firms with less than 20 workers, and an
additionalthird are employed by businesses with fewer than 100 employees. Just over haff
of those employed in the real estate, rental, and leasing sectors work for businesses with
less than 100 workers on thpayrolls. More broadly, the rate of job losses was almost
twice as high in small businesses as it was in larger firms during the depths of ti# crisis.

The Congressional Response to the Dec
Demand for Small Business Loans

Duringil@®@hmregrless, legislation designed to increa:

business loans was adopted. For example, Congre
temporarily subssidiCapDde€éer fofi¢deDSEBAl opment C
504/ OD&€an guaranty programs ’smadx itmou @ mlxaraemmtsye t he
percentage from 85% on loans of $150, 000 or 1les
for all regular 7(a) 1loans (¥Tunfdeien gs uwbassi dei xehsa uwsetr
designed to increase the demand for small busin
90% loan guarantee was designed to increasce the
risk of Ilending.

athttps://mww.nfib.comiP ortalsp/P DF/AllUserstesearchstudiesbmall BusinessCredit-In-a-DeepRecession
February2010-NFIB.pdf.

173BA, “The Small Business Economy, 201 athttpsV/mwheshpagavit t o t he Pr e
sitesflefaultfiles/sb_econ2010.pdhnd SBA, Fiscal Year 2010 Congressional Budget Justificationl, at
https://www.sba.gowltestlefaultfiles/aboutsbaarticl€ongressional_Budget_Justification_2010.pdf

18.S. Congress, House Committee@mall BusinessThe State of Small Business Access to Capital and Credit: The
View from Secretary Geithnet12"Cong., F'sess., June 22,2011, p. 1.

19p L. 1115, the Ameican Recovery and Reinvestment Act of 20@@vided the SBA $375 million to subsidize fees

for the SBA’s 7(a) and 504/ CDC 1o0oan gumaximanlogngparaotg r a ms and t
percentage from up to 85% of loans of $150,000 s d&d up to 75% of loans exceeding $150,000 to 90% for all

regular 7(a) loanthroughSeptember 30, 2010, or when appropriated funding for the subsidies and loan modification

was exhausted®.L. 111118, the Department of Defense Appropriations Act, 2010, provided the SBA $125 million to

continue the fee subsides and 90% maximum loan guaranty percentage through February 282018144, the

Temporary Extension Act of 2010, provided the SBA $60 million to continue the fee subsides and 90% maximum loan

guaranty percentage through March 28, 20AL.Q.. 111150, an act to extend the Small Business Loan Guarantee

Program, and for other purposes, provided the SBA authority to reprogram $40 million in previously appropriated

funds to continue the fee subsidesd &% maximum loan guaranty percentage through April 30, 2010111157,

the Continuing Extension Act of 2010, p subsidasded®0% he SBA §$80
maximum loan guaranty percentage through May 31, 2B10.111240,the Small Business Jobs Act of 2010,

provided $505 million (plus an additional $5milb n f or administrative expenses) to con
and 90% maximum loan guaranty percentage from the act’ s dat
31,2010P.L. 112322, the Continuing Appropriations and Surface Transportation Extensions Act, 2011, authorizes

the SBA to use funds provided under t he Small Business Jobs
maximum loan guaray percentage through March 4, 2011, or until available funding is exhaust®dh occurred

on January 3,2011.
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Congress als®d pddvidedat heeSBurces to expand it
For example, ARRA mnlkllivodrexd¢ ampomalrly ,b uswiones s st a
program to guarantee loans of $35, 000 or less t
consollialtagn omg me’d Rhe oAmearyi Capital (ARC) Loan p
ceased issuing new loan guarantees on September
SBA surety bond program and s mexmpmomumrtyondcamaws
from $2 million to $5 million and up to $10 mil

maximum bond amounts ended on Septembdsr 30, 201

Microloals preagiam program and ancaddotaisopalog$ 2dm
technical assistance piOHyHUBRIMhad dlbilceecntsoeadS BAma lhle
Business Investment Companies ( SBI ®sr) vtad ena ampartt
or $150 milliof#l, whichever is 1less.

Severearl portohgr ams were alGBowngmasd etdo diumcimega ¢ het Hd
small business loans. For example, ARRA authori

mar ket guarantee authority to pmr oS50idd/eCRC frerdeegrad:r
loans that arpatoybensoeddoteo. t ARRA alse authori:
mar ket interest -dateglgsedmidehbhy TmpSBAant Sec
(ST SM) -DRrad’kawdul d useds htol pargahumat S8BA loans f
commer cial lenders, assemble them into pools, a
mar ket .

P. L.-2 4d0ixlt e nd eAds tsheec SnBdary mar ket guarantee autho
date of ARRAtment to two yeaygsfirfstters alhee odfa tac po
lien position 5 0pda/rGDC ilnovaensst otro (awhihcilr dt o ok p 1l ac «
201 6'Fhe act also increased the7ladnpgwagramt da olmi

million to $5 million, and for the SrOed4g/itdldG prog
borrowers, from $2 million nteoct$é&dmtiodwaod afethr
specified public policy goals, and from $4 mill

increas éd Mihcer S1Boda nl pa m glriamnm t for borrowers frort
for microlender ifnitresrtmeydeiaarr iiens tahfet eprr otghreaimm f r o m
mi |l llinonaddtiemmpar,arnitly increased for one year (th
7(a) Expresd$oRnokirmimt from $350, 000 to $1 milli
Secretarygyasfirtyhe¢ oTestablish Bilel i$Sa3m0 Htdileof msSBL
Business Credit Initiative to provide funding t
access programs.

The SBLF

The SBLF wtltso diedsdirgensesd t hecofigwmangieffectsi ofot hs
by providing temporary authority to the Secreta
eligible institutions in order to MPildhrerease t he

20p L. 11%5, the American Recovery and Reinvestment Act di®@®505, Increasing Small Business Investment.

213BA, Office of Congressional and Legislative Affairs,6rrespondence with the authddanuary 4, 2010.

22p L. 111240, the Small Business Jobs Act of 2088101, Purposédn 2011, there were 7,513 FDli@sured lending

institutions in the United States. Of that number, 6,846 lending institutions had assets amountingto less than $1 billion

(totaling $1.42 trillion), 561 leding institutions had assets of $1 billion to $10 billion (totaling $1.43 trillion),and 106

lending institutions had assets greater than $10 billion (totaling $10.76 trillior}).Bde C , “Quarterly Banking
Second Qu a rhttpst//wwav.tdic.dovbankbanalyticalfuarterly2011-vol5-3/fdic-quarterlyvol5no3.pdf
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SBLEF legislative history,-ainndc ISgednsastgedd veffen ems e ©
progapmeanr $ISHQGL [

P. L.-24®ult horized the Secretary of the Treasury t

investments 1in eligible institutionsdO witlhivoatal
(as of the end of the fo@dhehagothoret yofocmbokndaea
investments in eligible institutions was 1limite

ncial institut iwinlsd swointfh tthoet aeln da sosfe

Eligible fina

fourth quarter of pcpallye ntdoa rr eyceeairv e2 (a0 & acpattlad a nve
an amount not ewciceghdti maps Vs podfrstreids kipno rtthe F DI C ¢ a
immediatel yapplicdeadttiDgnr i hg t he fourth-quarter of
insured lending institutions reporited having as

1
e
Eligible financial oifnlsOt iboinltldieosns f wti i b ¢ md adf atsh e
quarter roﬁleamd)élﬁ)d)é)apply to receive a capital 1in
amount ot e x eweeidgihntge al} % msosfpe drrsit,seld in t he FDIC cal
1mmed1ately precdeadtieDgrtiheg damhmpl foatritdn qauaradr of
ins f
d
a

lending titutions reportedd having assets o

Riswlei ght e assets are assets such as cash, loan
assets that have different 7ris ks §aSs6s7ocb6i)ated wit
establish that cash andwgoghtmnmgntr bondenthonal m
have a -$&i%g htnsdlkher types of assets (such as s ma
ri-wkight i ng.

Lending instituteino nbsa nokn Itilset FoDxlI G npsrtoibtlut i ons t ha

the FDIC problem bank 11ist for less than 90 day

lending ins¢fitmanoa scaaur iTtrieeass uirsys uCeadp ittharlo Pagh cthh

(CPPand the Community Development Catputt adnllyncen
n

i fattnhs t it utio had not missed more than one divi

Dividend Rates

Particip@€iagrpenksions aamrde scalvaimged amsosdoicviiadtei nodn
more 5t%h prer annum initially, with reduced rates
business 1ending?Foyr sepxeacmpfliee,d daunroiunngt sa.ny c¢ al end a

23 Eligible institutions may be insured depository institutions that areordtalled by a bank holding company or a
savings and loan holding company that is also an eligible institution andis not directly or indirectly controlled by any
company or other entity that has total consolidated assets of more than $10 hillion, limé b@inpanies, savings

and loan holding companies, and community development financial institution loan funds, all with total assets of $10
billion or less (as of the end of 2009).

2FDIC, “Quarterly Banking MtpsoMwividie.govbankanalytidaluariedy?ol@ r 2009, ” a't
vol4-1fdic-quarterlyvoldnol-full.pdf.
2FDI C, “ Qu a ngtProfilet FpurtB Quarkei 2009In thefourth quarter of 2009, 107 FDHBsured lending

institutions had assets greater than $10 billion.

26 For further analysis of riskeighted assets, s&RS Report R44918\ho Regulates Whom? An Overviewthaf
U.S. Financial Regulatory Framewqray Marc Labonte

27«0On the Investment Date, and at the beginning of each of the next ten calendar tuareafter, the amount of

Qualified Small Business Lending reported by the Issuer in themaosht Supmental Report will be comparedto

the Baseline amount of Qualified Sm8llisiness Lending. The dividend rate will be adjusted to reflect the amount of

an Issuer’s change in Qualified 3enaSlOepaBmentiohthedasuryL e ndi ng fr om
“Small BusinesSenlieomndiPnrge fFeurnidtpd/vwsvitreasuly.goveseurcecehtersha t
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t wo years ofmdrihtes cupdenlt hsvpsowgdemd theebanklo
increases 1ts small business dompgawngheas report
average small business 1endiimgmeidti athaedeg ipm etclea i
lasw enactment, minus s® me allowable adjustments

ITDEGHhows the dividend rates associGted with s ma
cor porbat k osnavnadsgsociations

Table 1. SBLF Lending Increases and Dividend Rates for C Corporation Banks and
Savings Associations

Dividend Rate Following Investment Date

After Year 4.5

Small Business Lending Quarter 10 to (following Q1 of

Increase 1st 9 Quarters Year 4.5 2016)

10% or greater 1% 1% 9%

At least 7.5% butless than 2% 2% 9%

10%

At least 5% but less than 7.59 3% 3% 9%

At least 2.5% butless than 59 4% 4% 9%

Less than 2.5% 5% 5% 9%

No increase 5% 7% 9%

Source: P.L. 111240,the Small Business Jobs Act of 2010ti&eet103.Small Business Lending Fund; and U.S.
'HSDUWPHQW RI WKH 7UHDVXU\ *6®DAOWLBX6MWIDHIMWH/G GBLOH JRQ@ERPPXQLW\ ¢
at http://www.treasury.govésource centerksb-programsbDocuments5B LF%20Getting%2 0 $eat%20Guide .pdf

TDEGHhows the dividend rates associated with s ma
partigc iSp actoirnp or at i olne nbdainnkgs iannsdt intuuttuiaoln s . These
than those for C corpor aftioom ebfalmkest eainfd esra wien gsa t
equivalent to the dividend rate paid by other ¢
t hr avthgh i ssuance .®As pwiclfle rbree ,ddnsstSropesks ad i bat dioes n
pay federal taxeAnywutbitdheeneoy ppams md Itedvebogh 1 s

s har e hwhloerressport 1t on thedir personal 1income t asx

programdDocumentsBBLF%20Refinancing%20T erm%20Sheet.pdf

28 The FDIC defines a small business loan as a loan of $1 million oPldss111240specified that small business

lending included eammercial and industrial loans, owseccupied nonfarm, nonresidential real estate loans, loansto
finance agricultural production and other loansto farmers, andloans secured by farmland. Loans that have an original
amount greater than $10 million, orathgo to a business with more than $50 million in revenues, are not allowed.

29U.S. Department ofthe TreasufyOvervi ew for Subchapter S C8rpobrations and

http://mmww.treasury.govésourcecentersb-programdP ageDverviewfor-SCorporationBanksandMutuat
Institutions.aspx
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Table 2. SBLF Lending Increases and Dividend Rates for S Corporation Banks and
Mutual Lending Institutions

Dividend Rate Following Investment Date

After Year 4.5

Small Business Lending Quarter 10 to (following Q1 of

Increase 1st 9 Quarters Year 4.5 2016)

10% or greater 1.5% 1.5% 13.8%

At least 7.5% butless than 3.1% 3.1% 13.8%

10%

At least 5% but less than 7.59 4.6% 4.6% 13.3%

At least 2.5% butless than 59 6.2% 6.2% 13.8%

Less than 2.5% 7. 7% 7.% 13.8%

No increase 7.7% 10.8% 13.8%

Source: P.L. 1131240, the Small Business Jobs Act of 2010, Sectiddi34&mall Business Lending Fund; U.S.

7UHDVXU\ "6PDOO %XVLQHVV /HQBUQW )LRQG6 HQXIERK B B BOHWLBY RRW S DW
http://www.treasury.govésourcecentersb-programsDocu mentsEBLF_S_Corporation_Term_Sheet_0&-

1lpdfand8 6 7UHDVXU\ “6PDOO % XVitu& IHNiMtidhEQHEQ QRIU) 6AIEXULWLHV p S
http://www.treasury.govésource centersb-programsDocu ments/

SBLF%20Mutual%20Institutions%20Term%20Sheet.pdf

Community DevelopmenNtCFRDamenpielVidadtfibglliiongsfor
yesawi ah aut omatitworaldlditveoimfdsopeansn. a"Ont hhe 10

anniver simweys tdafitd ehighsecu e rst heppy incipal amount, toge:
accrued and Adndpaidniadtl gr esdthe dividend rate is 2

yearnmn tfihree si tdmtmaty able quarterly in arrears on Ja
Octobemch)gyfenmd 9 %t hereafter.

Lending Plan Requirement

SBLF applicants are required to submit a s mal!l
banking agency and, -cfhoarr taeprpeld cbaanntkss ,t htaot tahree asptpar
regulator. The plan measbudenessbethawegheangpdp
allow it to addr es s thheece anse ecidts soefrt wensp,t bavsdh dwd Inle sass
linguistically and culturally appropriate outre
confidential supervisory information. The Secre
appropriategfegenay brnpnkiblthdnsads ¢dredpfioosaint todrlayit i
community development fimancial institution, t h
Fund, before determining if the eligible instit

0U. S. Depart me n tSmall Businessd ending EunGommunity Dévelopment Financial Institution
Loan FundsEquity EquivalentCapital ” p http3/www.treasury.goveésourcecentersb-programsDocuments/
SBLFCDLF%20T erm%20Sheet.pdf

31|fthe appropriate banking agency would not otherwise recommend that the eligible institution receive the capital
investment, the Secretary of the Treasurg @athorized, in consultation with the appropriate banking agency, to
consider allowing the eligible institution to participate in the program if the eligible institution provided matching
capital from private, nongovernmental sources that is equal t®atey than 100% of the SBLF investment dntat
matching capital is subordinate to the capital investment from the SBLF.
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The act directed that all funds r1received by the
purchases madecbydtimeg SBItFk,rest payments, divide
from the sale of any financi aflunidn sotfr tthen tT,r esals alr
reduction of%the public debt

Ar guments For and Against the

The S8BlaFdvocates argued that 1t would create jot
experiencing liquidity probdsm&t g picnccersesa steo tchaesiht
lending to s mall businesses. FH.rR.e x52mpd ¢S ma lhle H
Business Lend g Fund Act noefe d2¢0dl ,0 aemgrwmend et lsanta I

capital, which, in tur n, was ne
in the economic recovery:

i
1
in
busimmeascess to
jobs and assist
There has been a dramatic decrease in the amount of bank lending in the past several
guartersOn May 20, 2010, the Federal Deposit Insurance Corporation (FDIC) released its
Quarterly Banking Profile for the first quarter of 2010. The report shows that commercial
and industrial loans declined for the seventh straight quarter, down more thardir% fr

the year before.

Many companies, particularly smallbusinesses, claimthat it is becoming harder to get new
loans to keep their business operating and that banks are tightening requirements or cutting
off existing lines of credit even when the businesae up to date on their loan repayments.
Treasury Secretary Timothy F. Geithner recently acknowledged the problemencountered
by some banks, both healthy and troubled, which have beentold to maintain capital levels
in excess ofthose requiredto be ddesed well capitalized.

Some banks say they have little choice but to scale back lending, even to creditworthy
borrowers, and the most recent Federal Reserve data shows banks are continuing to tighten
lending terms for small businessés.

A dissewnt iemgd owiseced by t he Hous e’ m@Gmmmiitttye eneamub ek isn,
was includedisnut@gwedepbnt.tBfad SBLF does not pr
of financing for small businesses

Instead of addressing the problem by stimulatiegiand for credit by small businesses,

H.R. 5297injects capital into banks with no guarantees that they will actually lend. The

bill allows a qualifying bankto obtain a capitdiision fromthe government without even

requiring the bankto make a loanfortwo years. In fact, if a bank reduces or fails to increase

lending to small business during those first two years, it would not face any penalty. It

defies logic thatthe Majdsi would support a billto increase lending that does not actualy

require increased lending. A more effective res

32p L. 111240, the Small Business Jobs Act2010,84103. Small Business Lending Fund. Using a dusted

estimate, the Congressional Budget Off{€B0) estimatedthat the SBLF would result in net outlays of $3.3 billion

over 20102015 andwould reduce outlays by $1.1 billion over the 28000 perdbd. Using an alternative fairalue

estimateCBO estimated that the SBLF would result in net outlays of $6.2 billion over the-2020 time period. See

CBO, “Cost HRs529Sma lel: Business Le n dunea238,2B10ppp.3,A@att of 2010, ”
https://wwmww.cbo.gositestlefaultfiles/L11th-congress2009-2010tostestimatd’r5297housepassedO.pdf

33 For further information andelysis concerning lender liquidity issues, €S Report R4341%osts of
Government Interventions in Response to the Financial Crisis: A RetrospdwtiBaird Webel and Marc Labonte

34H.Rept. 111499, To Create the Small Business Lending Fund Program to Direct the Secretary of the Treasury to
Make Capital Investments in Eligible Institutions in order torbase the Availability of Credit for Small Businesses,
and for other purposes, p. 16.
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small businesses was offered by Representatives Biggert, Paulsen, Castle, Gerlach, and
King, whose amndmentwould have extended a series of small business taxcredits before
implementing the Small Business Lending Feid.

Opponaelnstos ar gued t hatracetvieaditr ief eprhoeg rSaBhFprwobably w
be fully operatiomnals hfumr tthentpho;grbamforc debr of
association with TARP; and many banks would avo
assets aTheowypmubiliheddt.d t he bill did not provide s
e f f e cmoinvietloyr ing the program because the Inspect
Treasury, whovens¢eghoonanibhhimyghtmdrerot tthe dbld, t
sufficient attention to t"™HTHBe yuaeasdkgtghiavte nt hiet sS poetchi
Inspector General of TARP would be in a better

prog3am.

Th easreg u menndt sowtehreer spr esented during House floor de

Representative M¢hiecsdbphBsangeadaogatiag t hat t he

builds on the effective financial stabilization measures Congress has previously taken by
establishing a new $30 bilion small business loan fund to provide additional capital to
community banks thatincreasedtimg to small businesses. This $30 billion investment on
which the government will be collecting dividends and earning a profit per the CBO
[Congressional Budget Officektimates can be leveraged by banks into over $300 billion

in new small business loankhis is an important investment by the Federal Government

in oursmall business thatbrings tremendous returns.

The terms of the capital provided to banks are performance based; the more a bank
increases its small business lending, the lower the dididea is for the SBLF capital. If
abankdecreases its smallbusiness lending, it will be penalized with higher dividend rates.

This legislationincludes strong safeguards to ensure that banks adequately utilize available
funds to increase lending to slhfeusinesses, not for other lending or to improve their
balance sheet. There willbe oversight consistently throughout the program, plus it requires
that the capitalbe invested only in strong financial institutions at little risk of defauk and
the bespositioned to increase small business lending.

I't>s important for Americans to understand that
of $30 billion, itis estimated to make a profit for taxpayers in the long run. And the money

will ultimately go not to fanks, but to the small businesses and their communities that they

lend to. As our financial system stabilizes and our community banks recapitalize, these

funds will be repaid to Treasury with full repayment required overthe next 10¥ears.

epres &ytdati Wel é&czhgauierz ,o0 ft htehne Hous e Committee on
hat the legislation had sufficient safeguards
mall businesses:

First, banks must apply to the Treasury to receive funds, vd#italed plan on how to
increase small business lending at their institution. This language was included at my
insistence that we need to make sure that small businesses will get the benefit of this
legislation.

35H.Rept. 111499, p. 37.
36 H.Rept. 111499, pp. 37, 38.
37H.Rept. 111499, p. 38.
38 H.Rept. 111499, p. 38.

39Representative Melissa Bean, “Consideration of the Smal!]ll B
Congressional Recorddaily edition, vol. 156, no. 90 (June 16, 2010), g5H4.
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Second, this capital, repayment of the giovnent loans willbe at a dividend rate starting

at 5% peryear. This rate will be lowered by 1% for every 2.5% increase in small business
lending over 2009 levels. It can go as low as a total dividend rate of just 1% if the bank
increases its businessfting by 10% or more, incentivizing banks to do the right thing.
To ensure that banks actually use the funding they receive, the rate will inceraksthere

are penaltiesto 7% if the bank fails to increase its small business lending at ther
institutionwithin 2 years. To ensure that allfederalfunds are paid back within 5years, the
dividend rate willincrease to 9% for allbanks, irrespective of their small business lending,

after4 1/2 year®’
Representativél eMel ez quesv.t. @GRl@keeds {f it med eart hat [t he
save taxpayers $1 billion over 10 year s, as ban

with ™teres:t
Representative Randy sNeageptainenr, ogprpowiendg tthhea tb il

the majority is repeatingpe same failed initiatives thathave helped our national debt grow
to $13 trillion in the past2years. This billfollows the model of the TARP program, minus

[ TARP’ s ] stronger oversight, and it puts anothe
lendingto small businesses will increase. In the words of Neil Barofsky, the Special
Inspector General who oversees the TARP, “In te

participants, its application process, from an oversight perspective, the Small Business

lending Fund would essentially be an extension
Program.” From the Congressional Oversight Pan
Warren, she says, “The SBLF’s prospects are fari
guestionsabouwwh et her, in 1ight of the Capital Purchase
improving credit access, any capital infusion program can successfullysjtamps mal

business lending.?”

This bill allows for another $33 billion in spending that willbe added¢othy o ve r nment s
credit card. The CBO tells us that the banklending portion will ultimately cost taxpayers
$3.4 bilion when market risk is taken into accotint.

The HoushH RLOIESY) ead vol&2o0foR4NJune 17, 2010.

The arguments presenteH. Rumwhed@?7 Holwsoe pfrleosoern tdeedb ac
Senate consideration of the bill. Advocates arg
of small business lending and jobs. For example
that the SBLF s hsoedilidt bet adopgoéedr bmentn program f
pubpicvate partnership |eiBiheg adtdeadt ¢pptfas ¢ ima
Senate Committee on Smal,s hRBustiancksesd avnd hEhter e prod
includilnB t©olppo®Bnts, and revised the program to
argued that the SBLF has

hundreds of endorsements fromindependent banks, the community banks and almost every
small business association i mthdGB®Oscorela ... makes $
is not direct lending from the federal govern

Representative NydideVeltidovqueod, t € Small Business Jobs and
Congressional Recorddaily edition, vol. 156, no. 90 (June 16, 2010), g5H8.

““Representative Nydia Velazquez, “Consid®X0a’t ipo.n. H4f5 t8&h e Smal
“2Representative Randy Neugebauer, “Consideration of the Sma

debate Congressional Recordlaily edition, vol. 156, no. 90 (June 16, 2010), A5H5.

“Senator Mary Lan dreinedui,n g S’'marlel maBGdegressiomakRebbedlaily editiant vel,
156, no. 108 (July 21, 2010), l6&70.
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.. [Tt is] voluntary .. there are no onerous T estTr
We create jobs. People are employed. Therecessionstatn d i ng ... It has nothing
with TARP money. It is not a TARP program. It i
anything to do with banks except that we are working in partnership with banks to lend

money to small businesses which are desperate foeyid

Opponents argued that the SBLF could lose money
require lenders to increase their lending to s m
recipients to effectivmdiyerfdvornabkenden ms TRRPHN
resulting benefit for small businesses, and cou
loans to avoid higher dividend payments. In add
of amendme nbtes otfhfaetr ecdo ublyd t he minority, which 1ed
further consideration of the bill until that 1is
July 22, 2010, Senator OFuynmdpeira-ba8 nceadse heCaBtOg me d et h a
listed the official score for theBleFnding fund
propofant st dt hmetn twihoenn CBO scored the SBLF using
that adjusts for market ri$bk, 2iBdSdddomatsSadowhat
also argued that the bipartisan Congressional O
oversight report “stthhastt & thtei Ptrhoyp ofsARdR nBhBildFa n k

focused capital ienifnugs icoonn tpernopglraat e dt hdacts piist eb 11t t I
such programs™BSeanc¢osme Stekadavik i s | & hraetg rweet taerde i n a
position where we have not been able to reach a
amendment son fwohuincdhi nigs acnd perpleXBrgadorw8hb was d
later added tihnacte ntthiev eSsSBILtFo enc our a gceouledading t o
encourage unnecessar.ily avekd pahavg®hi pebankst
Opments also questusonedd qghaer SBLFy call report d
their ppropriate banking regulator®Cadl deter min
report data denotes loans onfs , $ilremgdddbas sorofl etsls:
business receiving theobpamenAS heargastdl hhetdhe¢ oS
measure small business Ilending in the SBLF cove
than those thatinfigdlilnwistelti noutthe nd the Small Busi
The Senaud¢reH.iRn wia97agreed to on SeptedmPDler 16, 20
The House agr-pedstd th Rs $oénd 886eépt e mber 23, 2010,
“Senator Mary Landrieu, 60BImall Business Lending,” p. S

%Senator Ol ympia Snowe, “Smal 1l B@Eoengrssional Retoraily editign, VOl. r e mar ks i

156, no. 108 (July 22,2010), $158.
“%Senator Ol ympia Snowe,p.S6F8all Business Lending,

“Senator Ol ympia Snowe, 6%Mmall Business Lending,” p. S
“%Senator Ol ympia Snowe, “B8Bmablf BwWsliOn ¢’s sr CongreskionalRecdrd mhé¢ SBenat e
daily edition, vol. 156n0. 125 (September 16, 2019),S157.

49 The act specified that the SBLF could not be used to provide loans greater than $10 million or that go to a business

with more tha $50 million in revenues. Sé.L. 111240, the Small Business Jobs Act of 2010, 84102. Definitions.

ORepresentative Sam Graves, “ F ulllBusing$s AceessttotCredit atiCapital: n g, T he St
The View from Secretary Geithner,” Letter to Members of the
June 20, 2011, p. 19.

51Senat or Kay Hagen, “o¥Md.R 529%thetSoall BusinesséndingElnd Actiof 2010
Rollcall Vote No. 236 Leg.Congressional Recordlaily edition, vol. 156, part 125 (September 16, 2010)7{58;
and Senator Al Franken, “Small Business ICongréssiangl Fund Act of

Rewmrd, daily edition, vol. 156, part 125 (September 16, 2010)7{»58.
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23787, and the bill, retitled the ISamvalbly Busines.
President Obama on September 27, 2010.

The SSBLIFmpl ementation

On February 14, 2011, the Obama Administration
The bandtgieai pated that the SBLF would proside $1°
aut horized amé&urhti sofwa%3 & hbei Ifliirosis. i mgiemenontti bha
may not proc¥EBhle asswaxhpdbicctactdi.on was an unanticipe:
the pisogrgmlations

TreasSumRpyllout of the Program

The U. S Treasury was <criticized by s®me for no
The first financing took place on Bune 21, 2011
enactment The delayswaselHat gefyndbeoesomBEaces Bl
decision process wi°tahn df etdheer anle ebda ntkoi ncgr eaagteen csiecpsa 1
for financial inscorpuotaomenscptpdbbashheptdens Mt ual
instituGoimmmsDe vagd & pinmeanakd s t i t ut ions ( CDFI s ) .

A& FRUSRUDWLRQ@ gal entity established und
and officers. The profit of a C corporat:i
axed to the sthrairkethtod dl &Tsh edvimaindoedniddsy. o f i
nstitutions, bank holding companies, an
or porABXKERKD SRUBBR GDeWLeRQs tfo tahes celettieomn @)

e

52y.s. Office of Management and Budg&uydget of the United States Government, Fiscal Year 2012, Appendix:
Department of the Treasurp. 989, ahttps://www.gpo.govitisyspkgBUDGET-2012APP pdf/BUDGET-2012
APP .pdf

The Department of the Treasury based its forecast on an a
oftheTreasury “ FY2012 Congressional Justific dttpi//emvireaSuiygdv/l Business
aboutbudgetperformancddocuments€J_FY2012_SBLF_58.pdf.

“Representative Sam Graves, “Graves Questions Treasury Secr
Businesses,” press release, June 22, 2011TheotatelofSmal. Congr e s
Business Access @apital and Credit: The View From Secretary Geithrist 2" Cong., Ftsess., June 22,2011, Small

Business Committee Document No. 2023 (Washington: GPO, 2011), pp. 312, 22, 25. Also see U.S. Government

Accountability Office Additional Actions Neegd to Improve Transparency and Accountahi@®AO-12-183,

December 14, 2011, attp://wmw.gao.govgroductsSGAO-12-183.

55 Treasury and the federal banking agencies ultimately agreed that the bankiagh ¢ i e s “would advise Tre.
on the financial viability of applicants and their capacity to increase small business lending, and that they would not

make investment recommendations as they had for TARP. It was agreed that an applicant wouldibédeom e d “ vi abl e ”

if it was (1) adequately capitalized; (2) not expected to become undercapitalized; and (3) not expectedto be placed into
conservatorship or receivership. Further, the [agencies’ ] v
currently available supervisory information and rating assessments at the time the validation was made and would not
predict Treasury’s loss from making an investment 1in the 1in
the Inspector Generémall Business Lending Fund: Investment Decision Process for the Small Business Lending

Fund, May 13, 2011, p. 8, dtttp://mww.treasury.goaboutbrganizationatstructureig/Documents/
SBLF%20Report%2@IG-SBLF11-001).pdf

%I nt ernal Re WaxdnioemaSoniol€ ¢ © p o r # htips:/iwew.irs.gowtorporations

57U.S. Department of the Treasury, Office of the Inspector Ger@maall Business Lending Fund: Investment
Decision Process for the Small Business Lending Five 13, 2011, p. 7, dtttp://mww.treasury.goabout/
organizationaistructureig/DocumentstBLF%20Report%2@I1G-SBLF11-001).pdf

«
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that allows a corporation to pass corpbsate 1inc
shareholders for federal tax purpostsksoughaafthol
income and losses on theesspdrsoxnadttahereturdis:
rates. This allows S corporations®®0XWXDPO®id doub

OHQGLQJ LOWNNLWXWLRQ@M ude marhyetplorsiifttosr,s @omre povned
They have mo&'),Moeckfohdarcial entities certified
Department of the Treasury and provide capital
communities

The establishment of separate 1 eguallatiinosntsi tfudtri oen
was largely related to ssfueasncannvgbviwomgldhbethen
banking regulatory agencies as Tier 1 capital (
C ommo n h'earqaahdlydedd scl et adnedsenvas ngmgs and per
noncumulative preferrsdpplomknd)any aeaaplTiaet f2haht

S
1
of undisclosed reserves, revaluation reserves,
subordinat®d term debt)

The merneta tof st hfei nSaBilcFings was important given tha
minimum -besteldl capktal ratio of 8% (the ratio me
asset vwadunghbtedskor adjusted ondaasdegqhatefyrisk
capitalized by federal banking regulators. In a
ri-bksed ratio to assets, typically 3% for banki
and 4% f%r others

According toalTBr e ausnudrey dfnftiecrinal Revenue Service

have only a single c¢class of stock (common s hare
preferred stock to Treasury. As a redabt, Treas
from these institutions, which the banking regu
cap®Tmndasury officials believed that providing
corporation participanltendmedglitudbnehbydobaotuse
Treasury officials were unable to receive prefe
type of institution Therefore, Treasury had to
institwe¢®lons as

%I'nt ernal Revenue Se rhitdsdvew.irs.gosbusihessesmalkbusinesseseltemployedé
corporations

%12 C. F.R. §325.2: “Tier 1 capital or core capital means th
perpetual preferred stock (includiagy related surplus), and minority interests in consolidated subsidiaries, minus all

intangible assets (other than mortgage servicing assets, nonmortgage servicing assets, and purchased credit card

relationships eligible for inclusion in core capital puanst to 8325.5(f)), minus cred@gnhancing interesbnly strips

that are not eligible for inclusion in core capital minus deferred tax assets in excess of the limit set forth in 8325.5(qg),

minus identified losses (to the extentthat Tier 1 capital wowld been reduced if the appropriate accounting entries

to reflect the identified losses had been recorded on the i
in financial subsidiaries subject to 12 CFR part 362, subpart E, and minus ohetaofithe total adjusted carrying

value of nonfinancial equity investments that is subject to a deduction from Tier 1 capital as set forth in section 11.B.(6)

of appendix A to this part.?”

60 For further information and analysis of federal banking regutet se€CRS Report R44918Vho Regulates Whom?

An Overview of the U.S. Financial Regulatory FramewbykMarc Labonte

61U.S. Department of the Treasury, Office of the Inspector Germaall Businessending Fund: Investment
Decision Process for the Small Business Lending Fivay 13, 2011, p. 7, dtttp://mww.treasury.goabout/
organizationaltructurefig/Documents$BLF%20Report%2@IG-SBLF11-001).pdf

62.S. Department of the Treasury, Office of the Inspector Ger@mahll Business Lending Fund: Investment
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Treasury completed its regulactipasatfoon, cH9Blph r

artereated as Tier I csapniet padptTteaa$lumgnepumuhat
stock (or an equsavghamteenrdl Johnd itvhied cfki rppaty day of ¢
closing of the SBLF capital program’funding. Ti
financial strengpbifitomfavriegulhtors composed o
primarily tofckcammowdisclosed reserves (or retain
nonr edencomacbulmul ative pref campar attioocnks. alnnd cnountt uraal:
institutions rTeceive unsecured s abceorndsiendaet ed deb
Tier 2 capital for r%8gulatory capital requireme
The application deadline for C corporation bank
Subchapter S corporations and mutual Ilending 1in
deadl fonr CDFIs was June 22, 2011. A total of 92
SBLF f®#%nding.

Treasur ymampe Bthiwatmln o8 BLF financing to 332 lendin
billion to 281 community bb2aSnBkLsF amd i$Hpli®s tmi lhlaivoen
located in 47 states and the Distlmid¢,ioff Col umb
ranging frommid2; 0600 to $141

Of the 332 lending 1in
TARP Community Develo
institut incem$%2A%ebicd Vi &l

stitutionspahtichipaeatced veud
pment Capital Initiative o1
hF financin® (66. 8% of the

Small Business Lending Progress Repor

Treasury is required to publish monthly reports
program during the reporting period. It is also
March and September) providiwmpealhlt i ipgojexpttad es 9
transactions made by the SBLF, including a 11ist
each institution has remamdpdbindbrathaeaaptoegtygm
describing howipanst haivpa tuisnegd itnhsef8iftuuntds t hey hawv

SBLFar tnfsc imma b minti tsa mp 1 ¢ meepnotratl t o Treasury no 1late
business day¥fhbefpapeoritlless i md or ma t'si ofnDIfG ocma Itlh e 1
reportholodipmmgPpenies, fr omDI Ke tmn ltdhuabte pldrredassi esy u s ¢

Decision Process for the Small Business Lending Fpnd.

6312 C.F.R. AppendM toPart3RiskBased Capital Guidelines: “The following e
bank’s Tier 2 capital: (1) Allowance f orweightedasseisndd | ecase 1o0s
subject to the transition ridén section 4(a)(2) of this appendix A; 3 The amount of the allowance for loan and lease

losses that may be included in capital is based on a percentagewfaiskg ht ed assets. ”

64y, s. Department of the Treasury, REpdtmaCongresssubmithed s s Lending F
pursuant to Section 4106(2) of the Smahttp:/WButseasuryegow Jobs Act
resourcecentersbprogramddocumentsSBLFT ransactioi88LF%2041062)%20Cost%20Report.pdf

65U. S. Department of the Treasury, “ $Hid/fwiltreagsueygaviment s as of S
resourcecentersbprogramddocumentsSBLFT ransactioi88LF_Br
Weekly_Transactions_Report THRU_0927201 1 pdf

6U. S. Department of t he DfiSepternben292011° SBLF I nvest ments as
7U. S. Department of the Treasur $¥2011* SBLF Investments as of S
68 p L. 111240, the Small Business Jobs Act of 2010, §41Réports.
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establish an initiaIBLFapafrpneghamns mensmahknggthe
small bD®sinesses

The initial baseline 1s tuhsei naevsesr algeen daimmogu ntth aotf wqa
outstanding for the four “Plutlsl dqeurairvteedr sb ye nfdiirnsgt oa
outstanding amount of Ilending 71 epordacecacdurpioerd all
nonfar m, nonrepadentl oabnsedlo dstmame el agricultur
to far mer s, and loans secured by farmland. Then
loans (defined as any loam ldiogpoudoafis]l cdaons agrg
(df ined as businesses with annual revenues grea
loans guaranteed by the U.S. government or for
subtracted from that amount. clthmullatmidoifnfge has g ot
with respect to such loans since July 1, 2010.
institutions from being penaTized for appropria
Each pgBLFisscimmandt bus baes widsi hmednsdoisntge d t o take i1into
gains in qualified small business lending durin
acquisitions, . Tahnid laodajmu sppurecnitasies designed to ens
reductions pr opwairdieid itpoa natn yc oSrBrLeFs pond t o addition
and not to the ac@hnsaddaotuinouflae « Bféoirn aagl 11 oSaBiLsF.
particidecnrtosvaesweialsli MIBLF participantse xtichpecay t heir
progFam.example, the initialt SSBLF bmantnescispdm®n:
as of March 31, 2011, wa2 8Wa3mks52ambd13720. 48 3whill]
5 CDFI'’Th.e small businessmnihasdiingthaonsl itnhea tf acro ntth
partictihfeBLE Raoc ofihe 2,033 . 8 m$0 fniiddiownx for
banks3 &midl 1$i tomCdddo Irs ) .

TDEOQH ovides atnhde ofiyupfeBEF participating institutio
lending baseline, the bhmopat ftofthpmahdnpasimes ma
businesbypyhend,cngpmdttshe ©bhanlgeensdsippnogt ma tlur rent and
former pAromc2@PhThhsonidthber of SBLF participatin:g
as 1nstitutioamd reexpiaty .Atshheclimpra alsgpuaranyni a n diecilpatee d, t
ac celddrodtl®ewing the first quarte€ oafpoIbrtth olmnec aus
and savings associations and for Sweroer poration
incrdeasthat time (to 9% and 13. 8%, respectively

U, s. Department of the Treasury, “ SBLHRtp/Wiwtreasurynggv/St art ed Gu
resourcecentersb-programddocumentstBLF%20Getting%20Started%20Guide.pdf

ny. s. Depart ment of the Tre,asi3py, “SBLF: Getting Started Gu
n1u. s. Depart ment of the Tredp. sk y, “SBLF: Getting Started Gu

U.S. Depart ment oQuartely4106(3) RepostwtrQy ,2 0“IIStR:Miimwareasury.govesource
centersb-programdbocumentsSBLFT ransactiotuge%200f%20Funds%2046(B)%20Report%2®62001-09-12. pdf

ByU. s. Depart ment oWsd hef ThwndsurRep rSBLFThird Quarter 2011 (
http:/Mmww.treasury.gowkesourcecentersbprogramdPagesblf _transactions.aspx

“U. s. Department of thPaTteéeaspraynt s REmatl1”ApMiSEW2IFs Lending
athttps://mww.treasury.govésourcecentersb-programdbdocumentsSBLFT ransactions/
LGR%20April%202020%20Final%200@1-2020%20Clean%20V1.pdf

5U.S. DepartmentoftiBr easury, “Small Business Lending Fund, Lending
https://www.treasury.govésouce-centersb-programddocumentsSBLFT ransactions/
LGR%20April%202016%20FINAL%204.-2016 pdf
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Table 3. SBLF Participants : Baseline, Lending, and Change in Lending, 2011-2019
(billionsof dollarg

Change in
Lending Baseline Lending Change in Lending (current
(current (current Lending (current & former
Date Banks CDFls # participants) participants) participants) participants )
Dec. 31, 2019 6 3 9 $0.443 $0.717 $0.274 $19.100
Sept. 30,2019 6 3 9 $0.443 $0.771 $0.268 $19100
June 30,2019 7 34 41 $1.413 $2.446 $1.033 $19.000
March 31,2019 7 40 47 $1.479 $2.751 $1.272 $19.100
Dec. 31,2018 7 43 50 $1523 $2.870 $1.347 $19.100
Sept. 30,2018 7 43 50 $1523 $2.871 $1.348 $19.100
June 30,2018 8 46 54 $1.597 $2.901 $1.304 $19.000
March 31, 2018 10 46 56 $2.075 $4.281 $2.206 $19.100
Dec. 31, 20Y 10 46 56 $2.0%5 $4168 $2.093 $18.900
Sept. 30,2017 10 46 56 $2.074 $4.082 $2.007 $18.907
June 30,2017 13 46 59 $2.655 $4.922 $2.267 $18.697
March 31, 2017 15 46 61 $2.746 $5.157 $2.411 $18.761
Dec. 31, 2016 20 46 66 $3.497 $6.726 $3.229 $18.8®
Sept. 30,2016 23 46 69 $3.683 $7.024 $3.341 $18.711
June 30,2016 31 46 77 $4.806 $8.561 $3.755 $18.735
March 31, 2016 39 46 85 $5.109 $9.454 $4.344 $18.464
Dec. 31, D15 115 47 162 $15.824 $24.614 $8.790 $18.410
Sept. 30,2015 183 47 230 $28.378 $41.815 $13.437 $17.967
June 30,2015 212 47 259 $31.843 $47.063 $15.220 $17.660
March 31,2015 219 48 267 $31.292 $46.686 $15.394 $16.364
Dec. 31, 2014 226 48 274 $31.494 $46.613 $15.119 $15819
Sept. 30,2014 232 48 280 $31.571 $45.844 $14.273 $14713
June 30,2014 241 49 290 $32.975 $46.505 $13.530 $13790
March 31,2014 245 50 295 $33.148 $45.541 $12.393 $12623
Dec. 31,2013 248 50 298 $32.985 $45.491 $12.506 $12356
Sept. 30,2013 257 50 307 $35.056 $46.213 $11.157 $11387
June 30,2013 265 50 315 $36.544 $46.937 $10.393 $10.3%
March 31,2013 267 50 317 $36.320 $45.310 $8.990 $8.9®
Dec. 31,2012 270 50 320 $36.886 $45.811 $8.925 $8.934
Sept. 30,2012 275 51 326 $36.544 $43.982 $7.438 $7.443
June 30,2012 277 51 328 $35.990 $42.665 $6.675 $6.675
March 31,2012 281 51 332 $36.124 $41.322 $5.198 $5.198
Dec. 31,2011 281 51 332 $35.975 $40.794 $4.819 $4.819

Congressional Research Senice 20



The Small Business Lending Fund

Change in
Lending Baseline Lending Change in Lending (current
(current (current Lending (current & former
Date Banks  CDFIs # participants) participants) participants) participants )
Sept. 30,2011 281 51 332 $35.878 $39.412 $3.534 $3.534
June 30,2011 281 51 332 $35.597 $38.430 $2.833 $2.833
March 31,2011 281 51 332 $35.521 $37.134 $1.613 $1.613

Source: 8 6 'HSDUWPHQW RI WKH 7UHPIVYW\ FLBHDSRUW KD W/ )%XPMILQHVY /HQGLQ
15, 202Q(both .pdf and excel fileght https:/www.treasury.govesource centerkb-programsPages/
sblf_transactions.aspx

Notes: Inthe fourth quarter of2013 redemptions by SBLF participants with negative lending balampesced
that of institutions with positive lending balances. As a resfithese redemptionscumulative lending growth
reported for the period decreased by $150 millionvhen former participantare included

SBLF institutions auaer tsielpspolye meeppatratle d d oe sub mti he
quarter fnoilslsoiwoimigesdspubbh e meepnotratl and in each of the
quarters, to determine tHeir dividend rate for

Using i1infor mat gowar teeqrdtlye meparatlen , t Teeasury announ
Apr i lq wa0r2tOerrtl §86nt)e3pDoU WISHASD@Q WX VLQHV Vt /HHOWG,LQJd s*tURZWK
December 31, 20109

e Theaioar SBhF par(¢d ibainfkatnhtaGdbds ) ncreased their

mall busin293.iTdmdndd hieirl hon$""baseline
o ince indhpttomnal increase inbostnhall business
nrent and for mé mo8 BISPhpmkdtvien ptamet s

10
ur
as

1
C
e
aseline
t therspattiycipating c@dimdfhittte manks and
rent |l yCprdrarneadapad inmlgeir small business 1e
eline levels
even of the mnine currenstmd&IBILFbpartdss pants
endi3 & by ®mor e.

Treasury officialss phearvfeorpmance.d Kdhr StBddipl e, on
Dewty Secretary of the T asuquyr MNe e fuunbsl i n annou
g
e

[}
—wnn TG M o0 W «»

r e
report releastdrthet dagicatfsi oSnmatlhla tButshien eAsdsmiInein
Fund is continuing to help cralatsemaln]l ebnuvsiirnoensnseen:
succeed "Had aekd®dntklatn the SBLF program contin

U, S. Department of the Treasury, “ SBLHtp:/Wowtreasurngov/St art ed Gu
resourcecentersbprogramddocumentstBLF%20Getting%20Started%20Guide.pdf

Uu. S. Department of thPaTteéeasprmnt s REmatl”ApulisS2BI0F s Lending
(both .pdf and excel filesathttps://mmw.treasury.govésourcecentersbprogramdP agesblf transactions.aspx

As ofMarch 1,2020, 321institutions with aggregate investments of $3billion have fully redeemed their SBLF
funding and exited the program, afdhstitutions have partially redeemeti®5million (or 62% of their SBLF
securitieshile continuingto participate in the program

8U.S Depart ment of t he PTarretaiscuirpya n t“sR’e pSonratl 13 APplkBIF20s s Lending

®U. s. Depart ment of the Treasury, “Treasury Announces $6. 7
Receiving Capital throughtheSm8llu s i ness Lending Fund OtHBWWreasury.gow/t ober 9, 20
presscenterpressrelease$?agedigl731.aspx
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ncreases 1in the lending available for small
ommunities™ hcross the country.

—
=]
(e}

e financial commentators have expr&ssed a
rformance. For example, one gquammenrtfugnfdsr not
port in JadtuhowhwehdRort hafisinessabeddsmgl WwWa
wet is difficult to isolate the proportion
e to improveméAnet har themmeonnhamyr noted that
ewed by SBLF pattrdnganthe whal Webesemess 1lend
me, making the increases appear yleatngeé¢ heand
t that the reported growth in small busines

w
e
ed

,0204nd thatt hpasihte &wwet,t sasr ei mpr es %A e as it
me natragtuoerd in Septf mbke QLQBUR erhdast up being a
e

mﬂa:‘ow:”mo.:"**dm
0|0 M 0 OO0 MTRE OO OO

l oans themselves has also fallen off, as

tagnan® economy.
In addAtgosrnt 29, 200Bfideecafulyspector General
of Tr'sasapygrting of small business lending gain:
prior toptahé¢itepdeéetnrson in t he“sprbdugsrianne.s sT hlee nQli G gf
gains reported by Treasury are significantly
fund®Sgecifically, “stuhbes tQInG imot @dnotulmats [ $3. 4 bil
reported $8.9 billionproérthe papor¢epagainseoe
fundAs gt he OI G explained,

the lending gains reported [by Treasury]were measured against the same baseline period
that the Small Business Jobs Act of 2010 (the Act) instructs Treasury to use for setting
dividendrates for repayment of the SBLF capital, which is the four calendar quarters
[which] ended [on] June 30, 2010. However, measuring program performance against a
baseline with a midpoint seven quarters prior to when most participants received funding
inflates programaccomplishments and is notresponsive to provisions in the Actthat direct
Treasury toreporton participant use of the SBLF funds recé&ived.

The OI G also argued that the reported lending

been on a far smaller scalyg telkpmr cdstietdh e rIWhQ@QU
¢, bietcome clear that eVtYerm hlhamgtel addhdkes fafctf itrthartc

thateal® ury invested in the financia“tepnesenuaution
all small business lending gains that institut:i

80U. S. Department o f Annduacess$6.2Bilionincsease iff InalleBusiness kending at Banks
Receiving Capital through the Small Business Lending Fund (SBLF)

8'Harry Terris, “Former TARP BmaridasBahkenol P7¢ aa. k6, Janary?B,LF Lending
2012.

82Kate Davidson, “ Was t he ASnricdhBankeyod 17¥,mo.8, Jahuacyd2, 2042. »

8Suzy Khimm, “Has Obama Re Ehke Washingteri PpsBepterSharall,P01Bats i nes s ?

https://mmww.washingtonpost.comgéwsivonkip/201209/11/hasobamareally-helpedsmaltbusinesse8itm_term=
.1a2e6d903dc6

84 U.S. Department of the Treasury, Office oétimspector Generamall Business Lending Fund: Reported SBLF
Program Accomplishments Are Misleading Without Additional Repagrfiigust 29, 2013, p. 8, at
http://mmw.treasury.goaboutbrganizationalktructureig/Audit%20Reports%20and%20Testimon{@rs-SBLF13-
012%20fix%209%2010%2013.pdf

85U.S. Department of the Treasury, Office of the Inspector Gerfemaa|l Business Lending Fund: Reported SBLF
Program Accomplishments Are Misleading Without Additional Repartipg3, 911.
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how t he 1 oa I nwearded idtluGo dngodt.tebdt h emofhighad red at i vbh by
small number (35 or 11%) of SBLF participants a
increases between the b2a0sl&l.i'ne figure and Decem

Proposed Legislation

Duringt!®hregrlidg@s , sdwndg r old ubcieldl st owecrheange t he SBLF

were enacted. -SEarmnteoxafimloBve ,6 Btéhmeo Guead er Account
the Lending Fund 3AC¢,t 2001 12.0 1Sle n aotno tMaScchwe ar gued

While | would prefer to terminate this fund altogether, it is unlikely based on the current
political environment, which is why we mustwork to protect taxpayers from some of its
most egregious provisions. My goal witiis legislation is to ensure that only healthy banks
have access to taxpayer money, that they are required to repay loans within a reasonable
period oftime, and that small businesses find the affordable credit theffneed.

The whboiullld have,t himgmsg ot her

equired recipients to repay SBLF distributi
e inylest ment

rminated the program no latger than 15 year

ac t®nent

ohibited th ifn vt chset Maretass ur yd € o
i appointed receive
t

progr am;

0
e program s

ceawmingves he
ohibited participation by any institution
RP (effecdatvkeisbhe ntahcet me nt ) ;

moved provisions allowing the Secretary of
vestment in institutions that would ot her wm
investment Bsasfeidn aonnc itahle c ;s diittivoen,onbut a
idnat ching investgmortr nfmeamagr inateset omsn

"= B o > ooz B30 oS

£ o e,

=i ¢}

e
0w
quired the approval of appropriate financi
ether an institution ®hadld receive a capi

86 U.S. Department of the Treasury, Office of the Inspector Garf@mall Business Lending Fund: Reported SBLF
Program Accomplishments Are Misleading Without Additional Reparipg3, 1113.

87U.S. Department of the Treasury, Office of the Inspector Ger®maall Business Lending Fund: Reported SBLF
ProgramAccomplishments Are Misleading Without Additional Reportnd 1.

88U. S. Senat or Ol ympia Snowe, “Snowe Calls for Comprehensive
release, March 30, 2011, kit ps://mww.sbe.senate.gquiblicindex.cfm20118/snowecallsfor-comprehensivdixes
to-smaltbusinesdendingfund

89 Currentlaw provides the Treasury Secretary thsedétion to extendthe repayment period beyond 10 yRdrs.
111-240, the Small Business Jobs Act of 2010, 84103(d)(5)(h); 12 U.S.C. §4741.

9 Current law does not includetermination date for the program, other than terminating the authority to make capital
investmentsin eligible institutions one year after the date of enactménii11:240 the Small Business Jobs Act of
2010, 84109. Termination and Continuation of Authorities.

%1 Current law requires the Treasury Secretary to consult with appropriate financial regulators to determine if the
eligible institution may receive a capitali@stment under the prograf.L. 111240, the Small Business Jobs Act of
2010, §4103(d); 12 U.S.C. §84741.
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In addiRioh3 &? S maleln dBwmsgi nFeusnsd

provided the Special Inspector Genertahefor
SBLF.

S. Amdtt. 8.2 A49t3he Small Business I nnovation
Transfer Reaut hovroiud alt hhamw eAcptr eovfe n2t0eldl T ARP
received 1in nayn yo tfhoerrm fuenddeerrala as s istance

H. R. ,280% SmaldUpBWwstneoeds 2Ddg, would have
repaid fuS8BEF ftromt tcheCommunity Devel opment
beginning on the date whenutherS¢grevamgkoefcahe
in eligible diwnt Setpt iecambere’Rpst &t0el dt) o n t¥oecct bwd d
the availability of®credit for small businesses
H. R. ,3t4% Small Business LendingDEptendéean

t hTer e a’s uryvest mé nomaonbhoyeay following enact ment
the Treasury Secretary to provide any instituti
reason for the rejection, ensure thatn the
appeal process that provides the institution an
rejection of i1its application.
During'®hregrHd Rs ,, 24 h"4¢ Gohwmwmding and Small B

20 wWouhayveamong other rpcadoyisnohbigatradsadamrd

SBLF to the Community DevelYpment Financia

e
1
S

5 0 5

S 1
€p
I

he s ufj

argued that the SBLF

Opponent s were mnot
abostpbobhenpiteframst to the federal

g institutions are reporting
gungsthenvahandiet peehn

discus

2Senator Snowe

Ol ympia Snowe,

sed,

pcaeritviecdi ptahnetisr

wo ul
con

they h

rhes

i
n

peci$iOhRGl gr gaedTreastuuy yAuwtghiisrtd 200f1 3 a
ltehmadticntgn ngeadi npstr i or t o September

30,

rSeSBLF funds; the reportec

i n d iwouldtaddress tcdneerthizatttie existing lerachnack may be too low, by
historical standards, and that an adjustment could result in additional small business 1eBedhS. Senator

“Snowe

Calls

for

Compr ehens nDCMadhx e s

30, 2011, ahttps://mww.shc.senate.gquiblicindex.cfm20118/snowecallsfor-comprehensivdixes-to-small-

businesdendingfund

98 H.R. 2807 the Small Business Ledp Act of 2011.

94 H.R. 2474was introducean June 20, 201,&ndreferredto the Committee on Financial Services, and, in addition, to
the Committees on Small Business, and Education and the Workforce, for a period to be subsequently determined by
the Speaker, in each case for consideration df puovisions as fall within the jurisdiction of the committee

concerned.
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reflect all of the small business lending gains
loans were funded;“hawve phowinouwtsha®d®l @ ndtasd igtes n u mb e
misreport their smaftlnbukosnespft & @Wdumograea dotfti stjihtey
institutions rtreviewed submitted erroneous 1lendi
understating their ¥®mall business lending gains
In addguesotni ams related to the wvalidity of the 1
analysis o itrhfel peamega aam s mall business lending
definitive Dbecaustd& diffffeecrte notne astinianlgl tbiues mSnkkeltshse I f
such as changebodal tdheothemydgeris met hodologicall:
the relatively small amount of financing involyv
business 1 o0san$4 bfihladaSohlikhiga rep?e sodntosutlsadsasn dti magn
business loans (&8s defined by the FDIC).

In t ercrmosn coefr ns a b &utp ott heenltipicaadsgucraoyn ti ni ni Delcye mbetri ma
2010t hbda8BLF could costnt gepeayadisingpatdmi §1s26ab
were initially estimatedc adcuoaswtbsoda.t 34512161 ommi lilnmi on a
FY2HA400millions5iSMPnAY2Gbn ,in$3E¥20miol ]i8&d. 6n FY201
million in FY2O0ilo8,F %“%0dd 8%a3s.aidr ondi It lhimatnn e s x pma t at i on

9 U.S. Department of the Treasury, Office of the Inspector Gerfemad|l Business Lending Fund: Reported SBLF
Program Accomplishments Are Misleading Without Additional Repgriwoigust 29, 2013, pp. 3, 4, at
http://mwmww.treasury.goaboutbrganizationaktructureig/Audit%20Reports%@and%20Testimonie®IG-SBLF13-
012%20fix%209%2010%2013.pdf

% U.S. Department of the Treasury, Office of the Inspector Gerfémaa|l Business Lending Fund: Reported SBLF

Program Accomplishments Are Misleading Without Additional Repaning.Under theSmall Business Jobs Act, the
Department of the Treasury’s Inspector General is required
report its findings to Congress and the Secretary of the Treasury no less than two times a year. To date,yT feas

Inspector General has releasBdISBLF reports (one informal amdneformal). These reports examined and made

recommendations for improving Treasury’s early investment d
audit, May 13,2011);Teasury’s SBLF cost and liabilities projections (
decisions concerningearlynt ry SBLF participants (Februwary 17, 2012); Tre

later-entry SBLF participants (July 3,2012);the cur acy of SBLF participants’ reports
amounts (August 21, 2012); the accuracy of third quarter 2012 dividend rate adjustments (January 29, 2013); the

accuracy of fourth quarter 2012 dividend rate adjustments (August 9, 2013agdiracy of reported small business

lending gains (August 29,2013); the accuracy of first quarter 2013 dividend rate adjustments (September 22h@013)

use of capital, plans for repaying SBLF ftiomodtheprogramd r ecipien
(March27,2014) To view the OIG’s audits see U.S. Depart ment of tt
“Of fice of Small Business hteprnwvireasuly.gaaboutfrgaBidational Over si ght , 7 a

structureify/P agesDffice-of-SmallBusiness_endingFundProgramOversight.aspxIn addition, the Government
Accountability Office (GAO) was required to audit the program annuallyL. 113188, theGovernment Reports
Elimination Act of 2014 repealed this requirement.

97 As of June 302019 (the laest available data), tHDIC reports thasmall business loans (defined by the FDIC as

commercial and industrial loans of $1 million or less) for nonagricultural purpose$6aas52billion ($4

billion/$644.52 billion = 0.6206). See Federal Depos$itn s ur ance Corporation, “Statistics o
Standard Industry Reports, https://mwww.fdic.govibankéktatisticall

98 program administrative costs (e.g., monitoring the perfasaand compliance of participants, reportingon the

program’s performance and costs, and managing the securitie
from subsidy cost estimatesin accordance with guidelines in the Federal Credit Retadfii880. See OMB

Circular A-11, 8185.2. Also,seg . S. Depart ment orfe ptohree ,T'r Jasimray,y ‘30aqst2015, p.
http://mmw.treasury.govésourcecentersb-programadocumentsSBLFT ransactions/

FY2014%20Midyear%20SBLF%20Cost%20Report;pdf S. Depart ment of the Treasury, < Cq
2016, p. 2-4, athttps://mww.treasury.govésourcecentersb-programdbocumentsSBLFT ransactions/
FY2015%20SBLF%20Cost%20Report.pdf. S. Depart ment of t hneb 20t/ epp.24aty, “Cost 1 e
https:/mmww.treasury.govésourcecentersbprogramddocumentsSBLFT ransactions/
FY2016%20Year%20ERd20Cost%20Reportpdl. S. Depart ment of t May2 20d8¢pads ury, “ Cos't
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at about $17 billion in SBLF financings

h
s
e
rimarily -tfhreomnp eac tleodwefri nancing level and,
r
a
e
e

One 1is sousegeetllma t var tso ptrhoej epcrtoegdr acnm s t is t he
dividendssOl fhepes ne2g0 tilna tMa y

Under the terms set by legislation, dividend payments areuoalative, meaning that
institutions are under no obligation to make dividend payments as scheduled or to pay off
previously missed payments before exting the program. This dividend treatment differs
from the TARP programs, in which many dividend paymevegse cumulative. This
change in dividend treatment was driven by changes in capital requirements mandated by
the Collins Amendment tothe Doditank Act.

The amendment equalizes the consolidated capital requirements for Tier 1 capital of bank
holding companies by requiring that, at a minimum, regulators apply the same capital and
risk standards for FDKhsured banks to bank holding companies. Under TARH;RB
[Federal Reserve Board] and FDIC treated capital differently at the holding company and
depository institution levels. The FRB treated cumulative securities issued by holding
companies as Tier 1 capital, while FDIC treated-nomulative securitiessued by
depository institutions as Tier 1 capital. In orderto comply with the Erddk Act
requirement that securities purchased from holding companies receive the same capital
treatment as those purchased from depository institutions, Treasury meadligidends

under SBLF norcumulative.

Additionally, given that Tier 1 capital must be perpetual and cannot have a mandatory
redemption date, the 4@arrepayment period in the Small Business Jobs Act cannot be
enforced:™

gy easury issues a semiannual report on
leabwldy o0 1Treasury estimatedlihepombtei SBLF
t u2fmiofleicnl udi ngvadmidfowtrstthaet Tr east@ry General

woul d

timated’st lceo sptrso ghrasm d on actual par tomdidpant d
nersatvei nags of $80 million (excluding administr

t o a

SBLF

a

1

ojected “ddueef atuol th irgahteers par t i’a np ad o wnpu akleitt yi ntt lea r

w1

nonec uij

Treasury addryespdad itnlgi ¢ hies fwd I[bwing additional

participants who miss dividend payments

athttps://mww.treasury.ga'resourcecentersb-programdbocumentsSBLFT ransactions/

FY2017%20Year%20End%20Cost%20Report_Finalpdf S. Depart ment of tAugustITér easury,

2018, p. 4,athttps://mww.treasury.govésourcecentersb-programsbocumentsSBLFT ransactiof2018_Mid
year_SBLFCost_Report.pdindU.S Department of t hduyBG20W,pudmty, “ Cos't
https://mmww.treasury.govésourcecertersbprogramddocumentsSBLFT ransactions/
FY2019_Mid_Year_SBLF_Cost_Report_OMBcleared FINAL.pdf

99 U.S. Department of the Treasury, Office of the Inspector Gerfemaall Business Lending Fund: Treasury Should
Consider Concerns Regarding Participantshaement and Historical Retained Earnings When Estimating the Cost
of the SBLF ProgranDecember 22, 2011, pp-3, athttps://www.treasury.goaboutbrganizationaistructureig/
DocumentDIG-SBLF~12-0011].pdf.

10y, §. Department of tJuly30R2019m2 athttps;//wwiv.Cansuny.gorésoproecentersb
programddocumentsSBLFT ransactio®¥2019_Mid_Year_SBLF_Cost_Report_OMBcleared_FINAL.pdf

101y S, Department of the Treasury, Office of the Inspector Gerfemad|l Business Lenmgy Fund: Investment
Decision Process for the Small Business Lending Fivay 13, 2011, p. 19, dittps://wmw.treasury.goabout/
organizationaistructureig/Audit%20Reports%20and%20Testimon®E5-SBLF11-001.pdf
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102y s. Department of the Treasury, Office of the Inspector Gerfemad|l Business Lending Fund: Investment
Decision Process for the Small Business Lending Fppd19, 20.

103y.S. Department of the Treasury, Office of the Inspector Gerfemad|l Business Lending Fund: Investment
Decision Process for the Small Business Lending Fpn@0.

104y.S. Department of the Treasury, Office of the Inspector Gerfemad|l Risiness Lending Fund: Investment
Decision Process for the Small Business Lending Fym@&5.
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Appendix. The S$BLIFegislative Histo

The SBLIFegislative Origin

On March 16, 2009, PresidehtkObpmapanabunlUredert h
proposalt me¢hmte D€ptahe Treasury would have used T
$1billiosguafal BAXIdhel paurscchases“imenmedinntedydad free
the secondary market for SBA loans"iIlhe pdanecase
wass obped after it met resistance’sfr@emuliendmeernst.
that participating lenders comply with executiyv
federal government . Smaller, sammuwbt kX banks ob
requirement s, s uc h -bauss itnhees sp rloewidsi inogn pd’fa na asnmda lqlu a

In his January 2010 State of the Union address
$3Willion SBLF to enhance eascicess to credit for

b

When you talkto smallbusiness owners in places like Allentown, Pennsylvania, or Elyria,

Ohio, you find out that even though banks on Wal
lending to bigger companies. Financing remains difficult for smalHmssiowners across

the country, even those that are making a profit.

Tonight, I’ m proposing that we take $30 billion
and use it to help community banks give small businesses the credit they need to stay
afloat!®®

In response to the opposition c¢ omnsunrietsyt rliecntdieornss
20009, the Obama Administration proposed that Co
transfer of up to $30 billiond isnt aTtARtPo sipleyn deisntga b
new program as distinct and i#HddpeAdmansi §t omt Ta
legislative proposal was finalRepdesadtatntvetBa:

105p |, 110343, the Emergency Economic Stabilization Act of 2008, was designed to enhance the supply of loansto

businesses of all sizes. The act authorized the Troubled As
to the financial system oftheUniée St at es” by purchasing or insuring up to $70¢
and ot her financial institutions. TARP’s purchaPsle aut hority

111-203, the DoddFrank Wall Street Reform and Consumer Protection Act. The Department of the Treasury has
disbursed $389 hillion in TARP funds, including $337 million to purchase SBA 7(a) loan guaranty program securities.
The authority to make new TARP commitments expired on October 3, 2010. U.S. Department of the Treasury,
Troubled Assets Relief Program Monthly 105(a) Repddibvember 2010, December 10, 2010, py, 2t
http://mww.treasury.gowitiativesfinanciatstability briefingroomteportst 05Documents105/
November%2010&)%20FINAL.pdf For further analysis, s€&RS Report R4142T roubled Asset Relief Program
(TARP): Implementation and Statusy Baird Webel

1%The White House, “Remarks by the President to Small Busine
Congress, ” 0Yathttpsy/vwwiv.gpo.godtsyspkgP PR2009book1pdf/PPR2009bookl-docpg255.pdf

WEmMily Flitter, “Fix for SBA BSmeaiggRadkenolyl74 nor6fp (MarchBk,e ¢ Co mp Li
2009),p.1

1T he White House, “Remarks by the President in State of t he
https://obamawhitehouse.archives.gte/pressoffice/remarkspresidentstateunion-address

19T he White House, “President Obama Outlines New Small Busin

https://obamawhitehouse.archives.dte/pressoffice/presidentobamaoutlinesnewsmaltbusinesdendingfund

10TheWhiteHouse “ Remar ks by the President on htips/mvwent hly Job Numl
span.org/ideo/?2933892/presidentialremarksunemploymennumbers
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Frank-¢chahenof t hee Ionu sFei nGonnemiatlt IS eRr. v,15¢2 ¢éhseé, Simmatlrl o d
Business Lending Fund Act of 2010, on May 13, 2

The House Committee on FiidaRc iofn2 Maeyr vli8c, e s2 Ohledl,d a
passkd badlamended to include a State Small Bu s i
The House passed the biBhsinansesSSgamiaedHtysh vteos timmecnltu d

gram, a Small Business Borrower Assistance P
visions, on June 17, 2010.
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11H R. 5297 the Small Business Jobs and Credit Act of 2010, §101. Small Business Lending Fund Puidike,

there were 7,513 FDHsured lending institutionsin the United &sa. Of that number, 6,846 lending institutions had
assets amountingto less than $1 billion (totaling $1.42 trillion), 561 lending institutions had assets of $1 billion to $10
billion (totaling $1.43 trillion),and 106 lending institutions had assetdgreadan $10 billion (totaling $10.76 trillion).

SeeF DI C, “Quarterly Banking htpsi/fwwlfdic.govifarkanalytidalq@rbesy?201d&-r 2011, 7 a
vol5-3/fdic-quarterlyvol5no3.pdf

WEDI C, “Quarterly Banking MtpsdMwividie.govbankanalytidalquariedy?20l@ r 2009, ” at
vol4-1fdic-quarterlyvoldnol-full. pdf.

WBEDIC, “Quarterly Banki n.gdntRefoorthguarter of 2009y107 FRIGQredilending r 2 0 0 9

institutions had assets greater than $10 billion.

114 For further analysis of riskveighted assets, s&RS Report R44918Vho Regulates Whom? An Overview of the
U.S. Financial Regulatory Framewqgray Marc Labonte
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Program (CPP) and the Communit ypregwealno punmednetr Ca p
TARP, but only if the institution had not misse
programs .

Participating banks wowmld moeaSe® tphaarmealn mu m i ivn idte inadl
with reduced ratosrewacdable isfmatthe bmanhess 1en
any calendar quarter in the initial t wo years o
batsk rate would be lowered if 1t had increased i

averakbk bmmsiness lending it made in the four pr
enactment of the bill, minus es esm% hmmint o wabbeindj
small business lending woullde halvehboweazsecd whuld
have lowered t hel esastle %l ainn3x%,e aas ¢e7 .wSo% ltdo have 1 owe

and an oiflnOc%re agsewatl dr have lowered the rate to 1%.

7TDEOH $ o ws t he dividend rates as s ocfioart eCd with s
corporation banksundHlrRs a. Pi2e9g7/e rmas¢t st werens ubsegq
included in the final ]l aw.

Table A -1. SBLF Lending Increases and Dividend Rates for C Corporation Banks and
Savings Associations Under the House -Passed \ersion of H.R.5297

Small Business Lending

Increase Dividend Rate Following Investment Date
Quarter 10
1st 9 Quarters to Year 4.5 After Year 4.5
10% or greater 1% 1% 9%
At least 7.5% buless than 10% 2% 2% 9%
At least 5% but less than 7.5% 3% 3% 9%
At least 2.5% butless than 5% 4% 4% 9%
Less than 2.5% 5% 5% 9%
No increase 5% 7% 9%

Source: H.R. 5297the SmalBusiness Jobs and Credit Act of 2010, Section 103. Small Business Lending Fund.

Note s: The Senatgpassed version dfl.R. 5297which became the Small Business Jobs Act of 20100azés
the same dividend rates.

The Dbill also authorized thaodiSddemdar yoofSthe T
cor portad itomkse into account any differential tax
eligibl e ™jAn ss€od,mmittnyo nDe vel opment sweimea ntco alle Icnhsatrig
a dividenper agrawgietBdmnd 9% thereafter

SBLF applicants were also required to submit a
federal bankingicaagnetnsc yt-bahnadr, & efeoerd tabpapelk s , t o t he a
banking regulator. The planbwadintesdestcanibgyhew
goals will allow it to address the naegdanf s ma
to provide linguistically and culturally approp
be treated as confidential supervisory infor mat
consult with the apprapriatd hfeedamnsal obfa mki red i &g

1154 R. 5297 the Small Business Jobs and Credit Act of 2010, Section 103. Small Business Lending Fund
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a mepository community devel opment inancial 1in
t

fi
Financial Institution Fund, before determining
pr ogltfa m.

e sbpielcli fied thateshebBBihedwoaddsbparate and di
set Relief Program established by the Emer gen
institution shall mnot, by vir tnuees so fL ean dcianpgi tFauln di
ogram, be considered a reciptent of the Troub

The bill also directed that all funds received
purchases ma@demcblydtimeg SBIk,ndspaymymesnst sandiprde
from the sale of any financial instrument, s hal
reduction of'™t he public debt
The SePmastsed Version of t he SBLF
Title IV péssthd $HeRatiédavhdfch later became 1aw, a
Secretary of the Treasury to establish a $30 bi
community banks with dwt&l1l bslsleitosn equad 1 ® obiolrl ilc
several differenpaessdetWeRni’sd AW fFepatoevi sions an
SBLF provisiemss siend tHeeRsHobuBe®fc i fically, the
e Houpassed WHeRs iimdd&fated that eligible instit
insured depository institutions that are not
or a savings and loan holding company that i
not directly or indipmagyt by ooherobthe¢dtlhythny
consolidated assets of more than $10 billion
and loan holding companies, community develo
funds, and small business tlsemdi nffgl Oc bmpadnoas,
or less (as O&YThteh eSpeanmdt eadf H2 RG 9d6ial9 chfo t
provide eligibility to!mall business lendin
e Houpassed WHeRs idéef%iohfed s malladbusmabks 1 ending
business lending as defined’sbyuaamd errelppor t ed
call report, where mndicnhg liosa nmacdoemptroi sai nsgmaslulc h
and is one the following types:-(1) commerci
occupied nonfarm, nonresidential real estate
agricultural production and boyt fearr mloaanndsy t o f

116 |f the appropriate banking agency would not otherwise recommend that the eligible institution receive the capital
investment, the Secretary of the Treasury was authorized, in consultation with the appropriate banking agency, to
consider allowing the eligible institution to participate in the program if the eligible institution providet imgit

capital from private, nogovernmental sources that is equal to or greater than 100% of the SBLF investment and that
matching capital was subordinate to the capital investment from the SBLF.

117H R. 5297 theSmall Business Lending Fund Act of 2010, §111. Assurances.

1184 R. 5297 the Small Business Lending Fund Act 0f 2010, §103. Small Business Lending Fund. Usindasedst
estimateCBO estimated that the SBLF would result in net outlays of $3.3 billion over-2@1®, and would reduce
outlays by $1.1 hillion over the 2042020 period. Using an alternative faialue estimateCBOestimated that the

SBLF would result in net outlayd 66.2 billion over the 2012020 period. Se€BO, “Cost HRs529%Tmat e :

Smal l Business Len duna28, 2Dh0pnpd. 3, A,bitps:/imiw.cBolgdwsitestefaultfiles/111th
congres2009-2010tostestimatdt5297housepassed0.pdf

1194 R. 5297 the Small Business Lending Fund Act of 2010, §102. Definitions.
120p | . 111240, the Small Business Jobs Act 0of 2010, §4102. Definitions.
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(5) nomoowmpired commercial real estate loans
devel opment an’d@'Tohteh eSyp alaatnedl IHeaRmssi’'s6 2 9 f
definfitsimamllo business 1 endoicncgu pdiiedd not includ:
commercial real estate or const®hction,

e Senphesed WHeRs ih6add2dfanl usion provision prohibi
recipient lending institutions from using
original amount greater than $10 million
with more than $ %0 hmilHomessmse dnf e Rs eanees .
5297d not contain this provision.

e Houpassed WHeRs iimadddd&fat ed tsharte d chievead ciem ttilve
form of reduced dividemd mpaetrdandddoildgwtiheg
on which an eligible institution received
would be contingent on an ¥ dr d¢ndbseer niun t
of loans made by the institution did no
of small business lending, then the 1at
payable during the following quarter on p
instrywmamrtds tio the Treasury by the eligibl
this quarterydar wpdemhiand tthel towwing t he date
institution received the capital investment
quarter tivwyecaafrt epre rtilogla s SThed HWeRaidakddd df
not contain this legislative language.

e Houpassed WHeRs iimkIdduifded an alternative compu
provision that would have allowed eligib
business lending amounts for incentive p
business lendohgregqmoumne¢ st ldlad the loans ¢
be made to ®¥Mhhll bBluséeéneasive computation
allowed if the eligible i1institution cert
institution for purpobesdiofgcwampumadeg t &
businessespasTlshced StenRastiddidd9 chfot cont ain t hi
provision

e Houpeaessed WHeRs iimadd&fated that an eligible
community development loan fund may apply
from the SBLF in an antoauln ta snsoett se,x caese drienpgo rl1tOe%
audited financial statements for the fiscal
ended in cal®hllarSwaeasre @ 0OWMORs isOpReXkdiff i ¢ s
5 9427

e Houpassed WHeRs iwooudlddf have required the SecreHf
Treasury, in consultation with the Community
Institutiowsl Fmnal,i giobidl ity criteria to

1214 R. 5297 the Small Business Lending Fund Act of 2010, §102. Definitions.

122p | 111240, the Small Busiass Jobs Act of 2010, §4102. Definitions.

1234 R. 5297 the Small Business Lending Fund Act of 2010, §103. Small Business Lending Fund.
1244 R. 5297 8§103. Small Business Lending Fund.

1254 R. 5297 8§103. Small Business Lending Fund.

1264 R. 5297 §103. Small Business Lending Fund.

127p L. 111240, the Small Business Jobs Act of 2010, §4103.I8Business Lending Fund.
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e of a Community Development Loan Fund to part
the investment. It provided a list of recomn
Secretary of tHeorTrthaRBdipw r Gwasded e d s ¢
ver s iHoR. opfir2o%w7 ded a similar, but mandatory,
that must be u®%%d for this purpose.

e Houpeaessed fHe Rs icéo@n%tdained a temporary amortiz:
provision which would have allowed an eligib
or wlroiwtne on a qulairmteecirl yo wetrr aai gphetr i od of t i me,
reflect tshec hanmgel tiunt itohne amount of small bus
t he b¥®%SThlei Sgansast ed He Rs idid2 9@f contain this
provision.

The Senaud¢reH.iRn wax97agreed to in the Senate on Se
considerable debate and ansesn dESa¢ralgyet d nve mo me nt he
Program and Small Business Borrower Assistance
ot her provisions to assist small businesses, 1in
provil¥TlbhamsHous e agr amed dtme nttlse oShe Satpet eanber 23, 2
Obama signed th bill, retitPleld-2 406ld iSmaol 1l aBw soinn

e
September 27, 2010.
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