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(1) 

REAUTHORIZATION OF THE SBA’S ACCESS 
TO CAPITAL PROGRAMS 

WEDNESDAY, APRIL 3, 2019 

UNITED STATES SENATE, 
COMMITTEE ON SMALL BUSINESS 

AND ENTREPRENEURSHIP, 
Washington, DC. 

The Committee met, pursuant to notice, at 2:50 p.m., in Room 
428A, Russell Senate Office Building, Hon. Marco Rubio, Chairman 
of the Committee, presiding. 

Present: Senators Rubio, Risch, Ernst, Inhofe, Young, Hawley, 
Cardin, Cantwell, Duckworth, and Rosen. 

OPENING STATEMENT OF HON. MARCO RUBIO, CHAIRMAN, A 
U.S. SENATOR FROM FLORIDA 

Chairman RUBIO. Today’s hearing of the Senate Committee on 
Small Business and Entrepreneurship will come to order. 

Thank you for your patience. I apologize. The good news is the 
Ranking Member and I were on the same committee previously, so 
we do not have to suffer the dirty looks of being late. That ran a 
little longer than it should have, but thank you for being here. I 
am pleased. 

This hearing is titled ‘‘Reauthorization of the SBA’s Access to 
Capital Programs,’’ and it is the beginning of our reauthorization 
of the Small Business Act, our work to do that, and programs in 
the Small Business Investment Act. 

Today we begin that work with a robust discussion of the SBA’s 
Access to Capital programs, and so to frame this discussion, it is 
important to first lay out the reasoning for the reauthorization 
process. It takes a lot of work, and I know there have been ques-
tions asked about it. 

Historically, this Committee, along with our colleagues on the 
House Small Business Committee, undertook the process of reau-
thorizing the Small Business Act, and they did so periodically. 
Most recently, the process was undertaken every 3 years. That 
process, as is true of multiple other committees on different sub-
jects and areas of jurisdiction, had fallen by the wayside, and the 
last time a reauthorization was completed in its entirety was 19 
years ago in the year 2000. 

When that authorization expired in 2003, Congress began a long 
series of extensions of the Small Business Act. In 2011, Congress 
stopped reauthorizing the Small Business Act altogether, instead 
deferring to the Appropriations Committee to set authorization lev-
els. 
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It is my view that it is the responsibility of this Committee, and 
Congress, to review programs under the Small Business Act on a 
regular basis. This is not a hostile act. It is not meant to accuse 
anyone of anything. It is the job of this Congress to ensure that we 
are serving small businesses, as intended, and that taxpayer dol-
lars are targeted to the most efficient and effective programs. 

When operating at their peak, the Small Business Administra-
tion’s programs provide an integral service and opportunities to en-
trepreneurs and small businesses who play an important role in 
our Country’s economy and the health and prosperity of our Na-
tion. 

We know the statistics. According to the SBA’s Office of Advo-
cacy, small businesses comprise 99.9 percent of all firms and ac-
counted for 65.9 percent of net new job creation from 2000–2017. 

When we talk about small business being the backbone of the 
economy, this is not just a talking point. These statistics bear it 
out. 

However, we also know that net new small business formation is 
still below the 36-year average, which should concern us. In order 
to maintain a growing economy and competitive workforce, we need 
to have a robust and a growing small business sector. 

One of the major barriers that entrepreneurs and small busi-
nesses face is access to capital. Even with a booming economy, 
lending to small businesses is below pre-recession levels by ap-
proximately $65 billion. 

According to the Federal Reserve’s latest reports on the avail-
ability of credit to small businesses, lending to small businesses is 
still 10.5 percent below 2008 levels, at which point the recession 
was hitting hard. 

Lending to startups and small businesses has clearly not recov-
ered from the recession, and SBA’s programs have filled a real gap 
in the small business lending market. The SBA serves a critical 
function by offering a range of loan products that provide financing 
to small businesses who are unable to access capital in the private 
marketplace. 

The four lending programs we will discuss today include pro-
grams with a wide range of uses and loan amounts. These pro-
grams are the 7(a) Loan Guaranty Program, the 504/CDC Loan 
guaranty program, the 7(a) Community Advantage pilot program, 
and the Microloan program. 

The 7(a) program is the flagship one, with more than $25 billion 
in loans in fiscal year 2018. The entry point of this program is the 
inability for borrowers to receive credit elsewhere on reasonable 
terms and conditions, meaning they are unable to receive a conven-
tional loan with terms that will work for them and their business. 

The 504/CDC program provides long-term, fixed-rate financing, 
ideal for large equipment and real estate purchases. This program 
also includes a job creation or public policy requirement in order 
for the loan to be financed. 

The 7(a) Community Advantage program provides small-dollar 
loans under $250,000 and requires 60 percent of these loans be 
made in underserved, or emerging, markets. 

And the Microloan program provides loans of up to $50,000 to 
entrepreneurs and small businesses, with an average loan size of 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00006 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUNLA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R
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$14,000. The program also provides technical assistance to help 
borrowers before and after they receive the loan. 

These access-to-capital programs, including the four I just men-
tioned, and the Office of Capital Access represent the largest office 
and portfolio at the agency. 

Since we have not undertaken a full reauthorization of the Small 
Business Act in many years, it is integral that we assess the pro-
grams, that we look at the history and impetus for the creation of 
each program, that we discuss their current state, and pull sugges-
tions and ideas for how to improve it, how to modernize it, and to 
do so for members and witnesses so that we can continue to fine- 
tune these programs to better serve small business. 

This process is going to give this Committee the opportunity to 
consider modernization of the programs, if necessary, as well as 
programmatic changes to improve the delivery and efficiency in 
their management at SBA. 

This is an opportunity for modernization and reform, and so it 
is vital that we continue to move forward, particularly on the ac-
cess-to-capital programs relevant to and meeting the needs of to-
morrow’s entrepreneurs and small business owners. 

And now I turn it over to the Ranking Member. 

OPENING STATEMENT OF HON. BENJAMIN L. CARDIN, 
RANKING MEMBER, A U.S. SENATOR FROM MARYLAND 

Senator CARDIN. Well, Mr. Chairman, first, let me thank you for 
your leadership in directing the Committee to start the process on 
the reauthorization of the SBA programs. 

Today we have our hearing on access-to-capital programs. On 
May 1st, we will have the entrepreneurial development programs. 
May 15th, we will have a hearing on the SBIR/STTR programs. 

I thank you for recognizing that it is our responsibility to rec-
ommend to the full Senate on a regular basis the reauthorizations 
and authorizations of SBA programs. We are the authorizing com-
mittee, not the appropriator, so it is important that we act. 

This hearing is both timely and necessary. As this Committee be-
gins the reauthorization process, it is vital that we have a firm un-
derstanding on how SBA loan programs are working, what gaps 
they fill in the conventional credit market, the steps we need to 
take to make the SBA loan program more inclusive, and how SBA 
can collaborate better with its lending partners. 

The overreaching goal should be to modernize the SBA programs 
so that they meet the needs of today’s small business owners. 

Reauthorization of the SBA lending programs is long overdue. 
Right now, the statutory program level for the 7(a) loan program 
is $17 billion, $8 billion less than the $25 billion in 7(a) loans SBA 
backed last year. It is important that we as the authorizing com-
mittee set program levels that provide a roadmap to guide congres-
sional appropriators and the SBA. 

Capital is the lifeblood for businesses. For many small busi-
nesses, an SBA-backed loan is the lifeline and the difference be-
tween success and failure. I see the benefit every day when I pass 
the headquarters for Under Armour. Without an SBA-backed loan, 
Under Armour may not have been able to go from a small business 
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run, literally in a basement, to a global brand with thousands of 
employees in Baltimore that it is today. 

Last year alone, SBA-backed loans helped nearly 72,000 small 
businesses access more than $30 billion in financing and supported 
more than 619,000 jobs. While the importance of SBA role in the 
American economy is without question, we must use reauthoriza-
tion as an opportunity to improve the inclusiveness of SBA loan 
programs, which are not adequately reaching underserved commu-
nities, especially minorities, women, and veterans. 

Minority-owned firms are two to three times more likely to be de-
nied credit, more likely to avoid applying for loans based on the be-
lief that they will be turned down, and more likely to receive small-
er loans and pay higher interest rates on the loans they do receive. 

Last September, I held a field hearing in Baltimore at Morgan 
State University to learn more about the struggles minority entre-
preneurs face in accessing capital. Mr. Manger was gracious 
enough to testify at that hearing as well, and he has come back for 
another round with our Committee. 

The key takeaway from the hearing was that minority small 
business owners need SBA to fill the gap, where private lenders 
often fall short. Moreover, the witnesses stressed that the increased 
investment in minority-owned small businesses will help close the 
unemployment and wealth gaps. 

One way the SBA can fill those gaps is to build on the efforts 
such as the Community Advantage pilot program that have done 
a better job of reaching underserved communities than the tradi-
tional 7(a) program. 

In Fiscal Year 2018, when comparing the two programs, we find 
that black business owners received only 4.5 percent of SBA 7(a) 
approvals, while receiving 12 percent of the Community Advantage 
approvals. Quite a difference. 

Similarly, Hispanic business owners received 8.5 percent of the 
7(a) approvals compared to 17 percent of the Community Advan-
tage approvals. 

Today we will hear testimony that the 7(a) program has made 
progress in reaching underserved markets, such as black-owned 
businesses. While I am pleased that we are moving in the right di-
rection, the fact remains that black people are receiving less than 
5 percent of all 7(a) loans while making up 13 percent of the U.S. 
population. 

Additionally, black-owned firms report the greatest challenges in 
accessing capital, according to the Federal Reserve. So we have a 
lot of work to do to ensure that 7(a) is filling the gaps that it exists 
to fill. 

We also need to explore the question of fee waivers for both bor-
rowers and lenders to help address barriers to small business 
loans. The administration’s Fiscal Year 2020 budget proposes $250 
million in fee increases on borrowers and lenders as well as cuts 
in the Microloan program that would do great harm to American 
small businesses. 

I look forward to hearing from our witnesses today, and I look 
forward to working with the Chairman and all members of this 
Committee so that we do fine-tune through the authorization proc-
ess the tools that are available to help America’s small businesses. 
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Chairman RUBIO. Thank you. 
Our first panel, there is only one witness. It is Mr. William Man-

ger. He is the Associate Administrator of the Office of Capital Ac-
cess at SBA. He has been serving in this role since appointed by 
Administrator McMahon in March of 2017, and he has responsi-
bility over the SBA loan program policy, technology, operations, 
and oversight. This includes the four flagship programs that we 
have discussed. 

Thank you for being here today. Welcome to the Committee. 

STATEMENT OF WILLIAM MANGER, ASSOCIATE ADMINIS-
TRATOR, OFFICE OF CAPITAL ACCESS, SMALL BUSINESS AD-
MINISTRATION, WASHINGTON, DC 

Mr. MANGER. Thank you very much, Mr. Chairman, and thank 
you also, Ranking Member Cardin, for welcoming me back to one 
of the Senate hearings and members of the Committee for inviting 
me to testify here this afternoon. 

I have had the honor to serve for 2 years now as the Associate 
Administrator for the Office of Capital Access. Previously, I served 
at the agency as a regional administrator in New York and in 
Washington, D.C., as the Associate Administrator for Field Oper-
ations. 

From the beginning of my time with SBA, I have been able to 
witness the positive impact our programs have on small businesses 
across the country. In my current role, it is my job to administer 
programs that make capital available to small business entre-
preneurs who would otherwise be unable to access capital to start 
or expand a business through conventional means. This is pri-
marily achieved through our two main loan programs, 7(a) and 
504. 

Our 7(a) program offers guarantees on loans to small businesses 
of up to $5 million, with guarantees ranging from 75 percent to 90 
percent, depending on the loan amount. 

In FY18, SBA guaranteed over 60,000 loans for over $25 billion. 
Within this is our Community Advantage pilot program, which 
makes 7(a) loans of up to $250,000 available in underserved com-
munities. For small businesses that need fixed interest rate loans 
for the acquisition or improvement of property, plant, or equip-
ment, SBA offers the 504 loan program. These loans are made 
available through certified development companies, CDCs, which 
are SBA’s community-based partners. In FY18, SBA made over 
5,800 loans for almost $5 billion in this program. 

The SBA’s Microloan program makes capital available directly to 
intermediaries, which in turn lend to small businesses. The pro-
gram has been effective in providing capital to traditionally under-
served communities with an average size microloan of just under 
$14,000. In FY18, SBA facilitated over 5,400 microloans for over 
$75 million, and that was actually a record in the agency’s history. 

Throughout our loan programs, we continue to modernize and 
streamline our 7(a) and 504 applications, and we have now done 
entirely this electronically. And our SBA One Platform has sim-
plified our loan process. So many of our lending partners have been 
able to take advantage of that. 
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Over the last 2 years, we have been able to cut our loan approval 
times in half through process improvements, which also greatly en-
hanced our ability to process loans following the recent lapse in ap-
propriations. 

Now let me share a few ideas for the Committee to consider as 
you review the agency’s capital access programs. First is a rec-
ommendation to increase the express loan limit from $350,000 to 
$1 million. This cap has been set in statute for 15 years, with the 
exception of 1 year during the Recovery Act when it was increased 
to $1 million. This loan product is used by many small businesses 
that need a revolving line of credit. An increase will go a long way 
to helping them, especially businesses with seasonality. 

Next, I would like to ask you to consider increasing the 504 loan 
amount for small manufacturers from $5.5 million to $6.5 million. 
Increasing the maximum loan amount would greatly benefit Amer-
ica’s manufacturing industry and help small businesses access 
credit to reenter the marketplace. Loans to manufacturers perform 
very well and typically create more jobs. 

Another recommendation is within our Microloan program re-
garding the manner in which funds are made available during the 
course of the fiscal year. We would recommend eliminating the cur-
rent 1/55th rule, and we will continue to review ways to provide 
for a better flow of funds throughout the year while still preserving 
funding access for all states. 

Also, regarding our 7(a) loan program, we will continue to dis-
cuss with the Committee various policy options outlined in the 
agency’s budget submission. A foundation of the program is to ac-
count for risk and the accompanying cost share with our lending 
partners. 

Lastly, I would recommend providing SBA with flexibility to 
manage the 7(a) Secondary Market Guarantee Program by intro-
ducing a small fee not to exceed 0.05 percent on the outstanding 
balance of loan pool certificates. 

Mr. Chairman and Ranking Member Cardin, thank you again for 
the opportunity to testify today, to share an overview of our capital 
access programs and to outline a few policy recommendations. 

I look forward to answering your questions. Thank you. 
[The prepared statement of Mr. Manger follows:] 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00010 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUNLA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



7 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00011 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUN In
se

rt
 o

ffs
et

 fo
lio

 1
 h

er
e 

36
83

9.
00

1

LA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



8 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00012 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUN In
se

rt
 o

ffs
et

 fo
lio

 2
 h

er
e 

36
83

9.
00

2

LA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



9 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00013 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUN In
se

rt
 o

ffs
et

 fo
lio

 3
 h

er
e 

36
83

9.
00

3

LA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



10 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00014 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUN In
se

rt
 o

ffs
et

 fo
lio

 4
 h

er
e 

36
83

9.
00

4

LA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



11 

Chairman RUBIO. Thank you. 
Mr. Manger, as we undergo this reauthorization process, it is im-

perative that—I hope we will take a holistic view not only of pro-
grammatic changes, but needed modernizations, for example, on 
the IT systems, the internal processes used to manage these pro-
grams. 

Can I ask, what is the SBA doing to streamline processes in the 
lending programs to improve the IT systems, to manage the pro-
grams in a way that promotes the efficient delivery? And I guess 
I start by—are all the lending programs online, and if not, why 
not? 

Mr. MANGER. Thank you very much, Senator. 
So all of the programs are now handled electronically. That is 

something we have done in the last 2 years. 
We are making advances further in our 504 loan program to 

allow a central repository for all the documents involved in closing 
a 504 loan. That could be quite complex and timely, and we think 
it will be much more efficient if we can have a central repository 
for all the documents so that we can look at that in the centers as 
well as if we need to look at them from the Office of Credit Risk 
Management. So that is something that is ongoing right now. 

We are right now making enhancements to the MPER system, 
and I want to thank the Senate for allowing us to reprogram some 
of the money, $1.2 million, so that we can apply that to a new 
version of the recording system for the Microloan program. That is 
in process now, and we are working on that. And we hope to have 
something by the end of this calendar year for the Microloan pro-
gram. 

Otherwise, we are also making IT enhancements to our lender- 
match program, and just briefly, to explain that to you, that is a 
program that allows a potential borrower to go online, put into the 
system what they are looking for in terms of a loan, and then that 
is fed out to—electronically out to approved SBA lenders so that 
they can then, if they are interested, reach out to that individual, 
that small business, and talk further about making a loan. 

Over the last couple of years, we have had 4 million hits on that 
site, and over 186,000 connections have been made between a small 
business owner and an approved SBA lender. We are going to 
make further enhancements to see if we cannot make that even 
more seamless and take somebody from again coming in and then 
actually closing a loan with the SBA. 

Chairman RUBIO. The President’s budget for 2020 included a re-
quest to increase fees to maintain zero subsidy in the program. Ac-
cording to the budget request, the programs are expected to have 
a $99 million subsidy in Fiscal Year 2020. 

Did the subsidy model change for Fiscal Year 2020? 
Mr. MANGER. So, Senator, the subsidy model has not changed 

since 2014. There are always enhancements made to it, and we ac-
tually, obviously, each year have another whole cohort to factor 
into analysis in our review of the performance of the program. 

Right now, we have 26 years that we are able to look at, and we 
combine that obviously with assumptions from the Office of Man-
agement and Budget, and that really is how formulating of the sub-
sidy model comes about. 
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12 

Chairman RUBIO. Well, were performance metrics for the 7(a) 
program taken into account in the model? 

Mr. MANGER. Absolutely. Twenty-six years of performance of the 
7(a) program were taken into account, and we have seen—— 

Chairman RUBIO. Do you know how it is weighed? 
Mr. MANGER. I do not. I do not have those weights. 
So just let me explain to you, Senator, because this is important 

too. The modeling is done completely separately from my office in 
the Office of the Chief Financial Officer. He has a modeling team 
that is removed from the Office of Capital Access, and they do all 
of the work in their office. They have someone who actually does 
the model. Then they have someone in the office who actually dou-
ble-checks their work in that office. Then we actually send it out 
to an independent third party for verification and validation of the 
model before it is sent to OMB, where once again they validate the 
model that we are using. So it is really looked at many times, and 
eventually, it goes to our auditor who reviews the model as well. 

Chairman RUBIO. So is that model available for the Committee, 
including the OMB projections, the SBA assumptions and how they 
were weighed? I mean, we are asking for a $100 million subsidy 
to close the gap. I think it is important as we work through this 
process to have a better understanding of the OMB projections but 
also the assumptions made from the model. 

Mr. MANGER. Right. So, Senator, again, as I said, all of the cal-
culations in the modeling are done in the CFO’s office. They have 
access to that. I actually do not have visibility into the actual mod-
eling that goes on there, nor do I actually have access to OMB’s 
assumptions. That is sent over by OMB to the Office of the Chief 
Financial Officer where it is input into the model, and that is 
where they run the numbers. 

I can share with you, though, that in our most recent report that 
we just received, because interest rates have been so low and be-
cause now they are starting to increase, that we are seeing more 
loans that are stressed because the small businesses are having to 
pay a higher interest rate, and that is having an effect. 

So, in fact, our 7(a) early default rate is now where it was in Jan-
uary of 2014. That was on the end of the Great Recession, but we 
have noticed for the last year and a half that our defaults in the 
7(a) program have been increasing, increasing slightly, but after 18 
months, it has actually gotten back to the same level we were at 
in January of 2014. So that is of some concern, and that is why 
we want to maintain, again, a very efficient program for the tax-
payers and want to make sure that we have the fees to be able to 
pay for the losses. 

Chairman RUBIO. Well, just to close a loop and then turn it over 
to the Ranking Member, as I understand it, you do not have in-
sight. You know what the model consists of, more or less, on gen-
eral terms. 

Mr. MANGER. Yes. 
Chairman RUBIO. And you see the end product. 
Mr. MANGER. Yes. 
Chairman RUBIO. But the actual model itself is run in the CFO’s 

office, and OMB has its own assumptions. So you do not actually 
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see the details of the guts of it. You only see the end product, and 
you know what it entails generally. 

Mr. MANGER. That is correct. 
I mean, obviously, it takes into account interest rates. It takes 

into account the unemployment rate, different—— 
Chairman RUBIO. But how each of these things are weighed is 

not—— 
Mr. MANGER. I have no visibility into that. That is done in the 

CFO’s office and then in conjunction with OMB. 
Chairman RUBIO. Ranking Member. 
Senator CARDIN. Well, thank you for your testimony. Particu-

larly, I thank you for the specific recommendations that you have 
made. 

I certainly am very sympathetic to increasing the limits on the 
different programs you mentioned. I will want to talk about how 
we can better target to underserved communities. 

But let me start with the point the Chairman was raising in re-
gards to the subsidy fee. I agree with the Chairman. We need to 
understand these numbers better. 

Congress made an intentional effort to keep the fee waiver pro-
gram. The administration presented a budget last year that would 
have eliminated a good part of the fee waiver, except, I believe, on 
the programs that are required by statute, the veterans program 
where you are required to give the waivers, express loans to vet-
erans. 

But Congress expressly provided the resources so that we could 
continue the fee waiver program, and it is something that we feel 
pretty strongly about, the cost of SBA loans. 

It seems to me that you are compounding the problem by re-
questing a separate fee on the lenders that is in your prepared tes-
timony. 

I must tell you, I have been to several meetings of small busi-
nesses and bankers where they all tell me they are still concerned 
about the cost of small business loans through the SBA, and if we 
make it more expensive, are not we cutting out one of the major 
avenues for businesses that have no other option for mainstream 
financing? 

Mr. MANGER. So, Senator, let me first say that fee waivers were 
not in place until 2014. There have never been fee waivers, and in 
fact, some of the fee waivers were brought about because of the 
new model that I spoke about earlier for the calculation of the sub-
sidy model. 

Since that time, though, every year, we actually have less money, 
less money to allocate to fee waivers. So that is why it has had to 
be reduced. 

Senator CARDIN. But the President’s budget is cutting the budg-
et, so putting even more pressure on you to—— 

Mr. MANGER. There was not an appropriation for fee waivers in 
the budget, sir. 

Senator CARDIN. Well, if I understand the President’s budget 
versus the FY19 budget, if you compare the two, the appropriators 
and Congress provided sufficient resources to fund your basic agen-
cies and maintain a fee waiver program. 

Mr. MANGER. That is correct. 
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Senator CARDIN. The new budget, as I understand it, submitted 
by the President has cut the SBA budget, assuming that they 
would not have the losses that they are currently paying on fee 
waiver. Am I reading that wrong? 

Mr. MANGER. Well, all I can say is that in the budget, there are 
three scenarios. The current loss scenario shows that if we were to 
continue, just as we are now, we would need $99 million in order 
to pay for what we anticipate would be the necessary amount to 
cover any losses in the program. 

As the statute is written, if there is not sufficient funding, we 
cannot offer the fee waiver to the veterans in the Express program. 
The only way we can do that is if it is not going to be an additional 
cost. So if we have to ask for $99 million more, that is an addi-
tional cost, an additional appropriation. We are not allowed by stat-
ute to then give the fee waiver to the veterans. 

Senator CARDIN. You are talking about the veterans Express 
loan. 

Mr. MANGER. Yeah. 
Senator CARDIN. I think we are two ships passing in the night 

here. I think Congress has expressly provided the resources within 
the SBA budget, so the fee waiver program can continue beyond 
the veterans’ Express loans. 

Mr. MANGER. That is not the case, sir. 
Senator CARDIN. So you are saying that legally, even if we give 

the money in the budget, you have to follow the—— 
Mr. MANGER. The way the statute is written is we are only able 

to give the fee waiver to veterans on the Express program if there 
is no additional appropriation or cost to the program. There has to 
be, again, some sort of a surplus for us to be able to offer that fee 
waiver. 

Senator CARDIN. And Congress cannot make that surplus 
through appropriation? 

Mr. MANGER. Yes, of course, you can. 
Senator CARDIN. That is what I am saying. 
Mr. MANGER. No, you can do that. But I am just saying that the 

way the statute is written, the fee waiver—— 
Senator CARDIN. Is that not what we did last year? 
Mr. MANGER. No. We have not—— 
Senator CARDIN. You had a fee waiver. How did you do it with 

the fee waiver last year? 
Mr. MANGER. Because in the modeling, we showed that we actu-

ally had additional money so we could offer the fee waiver. Now be-
cause of the circumstances we see coming forward, we do not have 
that ability. We have to reduce what we give as a fee waiver. 

Senator CARDIN. I want to move on to one more question. 
Mr. MANGER. Sure. 
Senator CARDIN. I am going to ask our staffs to drill down on 

that because the information I have shows that the budget request 
from the administration assumes that the fee waiver program is no 
longer there, except for the veterans’ Express loan program, and 
therefore, they have reduced appropriations in other areas to the 
SBA. That is what at least I have been informed on the SBA budg-
et. 
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Senator CARDIN. Yeah. The two other scenarios show the vet-
erans’ fee relief still being there, but it shows that we would have 
to increase the fees to generate the additional monies that we 
would need to offer the fee relief. 

Senator CARDIN. What I want from you is, what do we need to 
do as a Congress to make sure the fee waiver program continues? 

Mr. MANGER. For veterans? 
Senator CARDIN. No. I am talking about the fee waiver program 

that has been applied since 2014. 
Mr. MANGER. So, Senator, the fee waiver that we have been 

doing has only been available because we have a surplus. 
Senator CARDIN. I understand what you are saying. So what do 

we need to do in order to make sure you can continue that fee 
waiver program? 

Mr. MANGER. We would have to increase the fees to the program. 
We would have to increase the fees and then be able to offer fee 
relief to certain lower, smaller loans, as we have done in the past. 

Senator CARDIN. I think there are other ways we can get that 
done. 

Mr. MANGER. All right. We are happy to work with you, Senator. 
Senator CARDIN. The other question—and maybe I will have to 

do it for the record because of the time restrictions. 
Mr. MANGER. Sure. 
Senator CARDIN. I want your views as to how—and let me just 

acknowledge you are making progress in reaching underserved 
communities in the 7(a) and 504 loan programs. The trend lines 
are positive. I acknowledge that. 

But the absolute numbers are way too low, and you have the 
Community Advantage program that is doing much better. 

You have taken steps through regulation to restrict the new 
lenders under the Community Advantage program, which I quite 
do not understand and some of the other restrictions. What can we 
learn from the programs that are working, Community Advantage 
pilot program, Microloan program which is also cut in the adminis-
tration’s budget, which reaches more minority and women—what 
can we learn in modifying the 7(a) and 504 program so that we can 
do a better job of reaching underserved communities? 

Mr. MANGER. I think that is an excellent question, but let us just 
be clear that the Microloan program had a record year last year. 
And, in fact, we are not cutting the budget for the Microloan pro-
gram. 

If you look at the budget that was submitted, in loan making and 
loan servicing, the numbers actually increase slightly. For loan liq-
uidation, the number is flat, and the only category where you see 
any slight deviation is in the grant part of the Microloan program. 
But the reason why we were doing that is because the grant money 
is 2-year money, and we were able to roll over from last year into 
this year, $8 million in the grant-making part. 

So we are absolutely fully funded as we were last year in the 
Microloan program, and that program is doing extremely well. It 
had a record year last year. We now saw a 16 percent increase in 
loans going to African Americans in that program. In fact, a full 
38 percent of the Microloan dollars are now going to African Amer-
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ican-owned small businesses. That program is doing extremely 
well. 

We have seen actually that over 8 percent of a recipient of a 
microloan comes back later to the SBA to use one of our larger loan 
programs. They come back and they get a 504 loan or a 7(a) loan, 
and so we have seen this continuum of growth because they have 
been able to build up a credit history with the Microloan program. 
So that is really a phenomenal program, and we want to see that 
program grow. 

In fact, I have had my folks in that office put together a mar-
keting plan to go across the country to see how we can get that pro-
gram to grow even further because we agree with you, Senator, 
that that is an excellent, excellent program. 

We made the changes to Community Advantage because we be-
lieve in the Community Advantage program. I believe in the Com-
munity Advantage program. We wanted to strengthen it so that it 
can stand on its own and be made permanent, but when we looked 
at how some of its performance was doing about a year ago, we had 
some concerns with some of the program. 

So we made those changes. They are not in rule. It is a pilot pro-
gram. In fact, we extended the pilot program by 21⁄2 additional 
years so that we could, again, make sure that we make this pro-
gram as strong as possible so that it can stand on its own and be-
come a part of our full breadth of programs available to small busi-
nesses. 

Senator CARDIN. Thank you. 
Mr. MANGER. Thank you, sir. 
Chairman RUBIO. Senator Duckworth. 
Senator DUCKWORTH. Thank you, Mr. Chairman. 
Mr. Manger, last month, this Committee held a hearing on cyber-

security threats to small businesses. The discussion focused on the 
need for more information and access to basic cybersecurity assist-
ance and training for small businesses. However, programs—I 
know your leadership at SBA has been dedicated primarily to de-
ploying dollars to small business owners and entrepreneurs. How-
ever, a program like the Microloan program which pairs technical 
assistance with loans of $50,000 or less serves as a vehicle to de-
liver critical education and training to small businesses, and I want 
to see how that can be applied towards cybersecurity training. 

We already know that small businesses must strengthen their 
cyber defenses, resiliency, and recovery in the face of a growing 
and ever-present cyber threat. Can you address what more SBA 
could do with respect to the Microloan program to ensure these 
borrowers have access to cybersecurity training in particular? Be-
cause we had a panel here where every one of them said, ‘‘We need 
this.’’ 

Mr. MANGER. Thank you very much. 
So with the Microloan program, you are exactly correct. There is 

a mandatory training and technical assistance that is made avail-
able through grant money to a recipient of a microloan, and we can 
certainly—we provide training to our microloan intermediaries all 
the time. And we can certainly work with them to make sure that 
they are making sure these small businesses are aware of cyberse-
curity and take full advantage of everything at their disposal so 
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that they can guard against any cyberattacks at their small busi-
ness. 

We understand that is obviously very important. We take that 
very seriously, obviously, at the SBA, and we would be able to do 
that, I think, through the technical assistance and training. 

We also have grants that go out for more assistance like this 
through our Office of Entrepreneurial Development, our SBDCs, 
Small Business Development Centers, our SCORE resource part-
ners, as well as our women’s business centers. And we can work 
with them to also educate small businesses further on the need for 
cybersecurity and protection against cyber threats. So I think we 
have a few avenues we can work on. 

And, also, I was the Associate Administrator for Field Oper-
ations. We can certainly work with our field to make sure that 
when they go out and make presentations to small businesses that 
they keep them aware of cybersecurity and the threat that that 
poses to their small business. 

Senator DUCKWORTH. But are you doing that now, and is that 
part of the training that occurs when small businesses come to 
you? Because I get the sense that many small businesses, at least 
from that panel we had, do not know where to go, do not know who 
to trust, and do not know what type of training exactly they need, 
and choose, instead, almost to willfully just ignore it and maybe 
the problem will not—‘‘Maybe I will not get hacked,’’ and they 
move forward. 

I do think there needs to be more proactive initiatives on your 
part, and is that happening now? 

What you just told me is that we have all of these ways of doing 
it, but are you actually doing it in a proactive way? Because when 
we talk to small businesses or some of those associations, they are 
saying that actually they are not quite sure what to do or who to 
listen to or what those particular resources are. 

Mr. MANGER. Right. So, quite honestly, I cannot tell you that we 
are doing all of that right now, but I can tell you that I will go back 
to the agency and make sure that we begin to incorporate that in 
the technical assistance and training that we provide to small busi-
nesses. I think you have a very good point, and I will make sure 
that I take that back to the agency. 

Senator DUCKWORTH. Thank you. 
If you could keep my office informed and perhaps—I do not know 

if the rest of the Committee is interested or not in seeing the 
progress that you are making—because I will follow up to see if we 
have actually enhanced this process, because I think that the prob-
lem only gets worse over time. 

Mr. MANGER. Certainly. I appreciate that. Yes, I will. Thank you. 
Senator DUCKWORTH. Thank you. 
I yield back, Mr. Chairman. 
Mr. MANGER. Thank you. 
Senator INHOFE [presiding.] Thank you, Senator. 
Just so I can explain to people what is going on here, we have 

votes in progress. Neither Ms. Duckworth nor I know how many 
votes are going to be, but—— 

Senator DUCKWORTH. One or more. 
Senator INHOFE. Yeah, something like that. 
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[Laughter.] 
So I have already voted on this one, and so I do have——before 

we dismiss you as the first panel, I want to take my turn here. 
What I would like to do is go ahead and give the background of 

a case that you are familiar with so that I can get it in the record 
and find out a little more clearly where we are in resolving, hope-
fully, this issue, which I think should be resolved at some point. 

So I will go ahead, Mr. Manger. The SBA acted in two policy no-
tices early in 2017 that have resulted in staffing firm franchisees’ 
inability to qualify for SBA loans and other services that previously 
they qualified for. So we are talking about people out there who are 
no longer qualified, and that was one of the changes that took place 
in 2017. 

SBA’s actions have overturned years of SBA precedent and as a 
result are preventing small businesses across the Nation, including 
those owned by veterans, women, minorities, from obtaining SBA 
loans. 

The issue at hand is whether the franchisers of staffing firm 
companies like Express Employment Professionals in Oklahoma 
City directly control their franchisees and as a result whether or 
not these franchisees should be classified as small businesses. Un-
like what SBA’s 2017 notice implies, Express Corporate does not 
directly control its franchisees. Direct Corporate does not hire or 
fire its franchisees’ employees, and the 2017 notice does not take 
into account the unique product of staffing firm franchises. Express 
Corporate simply requires that its franchisees’ employees get paid 
on time and in full in order to ensure compensation for those work-
ers. 

The minimal level of oversight exercised by staffing firm fran-
chises like Express Corporate should be clear that they do not di-
rectly control their franchisees, and I understand there are ongoing 
discussions between the SBA and Express on this issue. However, 
staffing firm franchisees are continually being denied SBA votes. 

So the votes have been denied in this process, and so I would— 
I guess the best way to start this off, Mr. Manger, should Congress 
provide SBA more clarity on this issue so as to ensure small busi-
nesses like Express and franchisees are not denied SBA loans? Do 
you think that Congress should provide clarity in this? 

Mr. MANGER. So, Senator, let me just tell you what we have done 
in the last couple of years. 

Senator INHOFE. Yes. 
Mr. MANGER. We did change the franchise policy at the agency. 

As you know, per the Small Business Act, we are only allowed to 
make capital available to a small business. We cannot make capital 
available to a business through affiliation that really is a big busi-
ness. 

So we did change the franchise rules. We took in-house an SBA 
directory. I am happy to say that the eligible franchises on the SBA 
directory have increased 90 percent since we put the new policy in 
place. We went from having just over 2,000 brands, eligible fran-
chises on the SBA directory, and now we are up to over 3,800 
brands that are eligible for SBA financing. 
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Since the change was made, we have also seen an increase in the 
dollars going to franchises over the last 2 years of 43 percent. So 
the franchise program is doing extremely well at the agency. 

I understand the situation that you are speaking about, and we 
are addressing that situation, sir. And I am pleased to say that we 
have an agreement in principle with this company, and we are pre-
pared to move forward. 

Senator INHOFE. I see. Have you personally been involved with 
any of these principals? 

Mr. MANGER. I had met with them actually when they came in 
to Washington. I met with them in a conference room at the SBA 
Headquarters, and I have had people in my office as well as the 
Office of General Counsel working diligently with them for the past 
few months, as you know, and again, at this point, we have an 
agreement. And we are going to move forward. 

Senator INHOFE. Well, we are looking forward to that, and I ap-
preciate that very much. I was thinking if clarity is needed, it 
would probably have to be in the form of legislation, but I will as-
sure you anything that we would do, we would be working closely 
with you because we have in the past and would continue to do 
that. 

Mr. MANGER. I appreciate that very much, Senator. Thank you. 
Senator INHOFE. Now let me ask—— 
Senator CANTWELL. Thank you, Mr. Chairman. 
Senator INHOFE. Have you already had a chance to visit? 
Senator CANTWELL. No. I would so much like to. 
Senator INHOFE. Okay. We will recognize Senator Cantwell. 
Senator CANTWELL. Thank you, Mr. Chairman, and thank you 

for holding this important hearing. 
Obviously, I would like to thank Mr. Manger for your work at ac-

cess to capital, writ large. When I happened to be the chairman of 
the committee, we did a lot of great work on access to capital for 
women entrepreneurs, and I wanted to ask you what more do you 
think we could be doing right now as we increase both the sole- 
source access and then smaller loan sizes so that SBA—we found 
that SBA packages, women were not as enamored over the big 
$500,000 package and were much more comfortable with a smaller 
loan portfolio. 

I do also want to welcome Patty Kibbe, who is going to be on the 
next panel, Mr. Chairman, and look forward to hearing from her 
because, obviously, in various rural parts of the country, women 
need access to capital. And Evergreen Business Capital of Seattle 
is one of the largest 504 lenders. So I will look forward to hearing 
from her as well. 

But, Mr. Manger, what else? Has this been a priority for your ad-
ministration, and what else do we need to be doing to increase ac-
cess to capital, given the small percentage of loans that are taken 
out by women? 

Mr. MANGER. Certainly. Thank you, Senator. 
Working with Administrator McMahon, she has been a huge pro-

ponent for making sure that women have access to capital as well 
as other resources provided through the agency, whether it is gov-
ernment contracting, entrepreneurial development help. So we 
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have worked very closely on trying to increase the numbers of lend-
ing and loans going to women. 

We have had great success, as you were saying, in some of the 
smaller-dollar programs, the Microloan program, Community Ad-
vantage. 

In fact, going back to the franchises, we have seen an increase 
of 26 percent in women getting franchises. This is something that 
we have not seen ever. That that has increased this much. Usually, 
it has been men coming in for franchises, sometimes couples com-
ing in, but now we have seen women on their own coming in. And 
the increase over the last year and a half has been 26 percent. 

So we believe we are doing a good job. There is always more 
work to be done, but we are definitely focused on trying to make 
sure that we get out as much capital to women as possible. 

Senator CANTWELL. Is there a correlation on the franchise? Is 
there something that the agency has done to increase that? 

Mr. MANGER. I was just saying when you were walking in that 
we actually have changed our policy, and we have now increased 
the number of eligible brands for SBA financing from just over 
2,000 brands to over 3,800 brands nationwide that are eligible for 
SBA financing. And we have seen a 43 percent increase in dollars 
going to franchises over the last 2 years, and that is also a reason 
why more women are now able to access that. 

We made it very easy. The 3,800 franchise brands are listed on 
our website. That was never the case. That was something I intro-
duced. We now have 3,800 eligible franchise brands on our website 
that anyone can look at in the public and determine if they would 
like to be involved with one of those franchises. 

Senator CANTWELL. So you think volume, or do you think there 
is something else to the brands themselves? 

Mr. MANGER. You know, that is a good question. I would have 
to study that further. 

I think, honestly, though, making this much more accessible and 
having broader visibility to the public about what brands are eligi-
ble for an SBA loan has really created more of an incentive and an 
interest on behalf of everybody. 

Senator CANTWELL. I appreciate that, and thank you for that 
leadership. 

I think for us, in doing the report that we did on the Committee, 
we found that women were only receiving something like 4 percent 
of SBA product. It was appalling to us to find that out, but we 
found a bunch of things that we tried to correct. Obviously, one of 
this was this sole-source issue, but the other—and the loan pack-
age size. But a lot of the counseling programs that existed were 
also much more geared towards—well, let us just say some of the 
ideas that women were bringing to the table, the advisory commit-
tees had a lot less familiarity with it. So I would be curious on that 
brand if you ended up listing brands that women were attracted to, 
for whatever reason, because their business interests lined up with 
that. 

I think we have to keep pushing this envelope to get—if 50 per-
cent of our society is going to be startups from women, I mean, if 
we want more startups and we want—we cannot leave out half of 
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our society not borrowing to get that entrepreneurial spirit going. 
So I appreciate your efforts here. 

Mr. MANGER. Absolutely. 
And let me just add, though, that in terms of, again, our 

Microloan program having a record year last year, we now are 
showing that almost 48 percent of our microloans are going to 
women. 

Senator CANTWELL. That is great. 
Mr. MANGER. So we are getting near that 50 percent mark, and 

so we are making progress. 
Senator CANTWELL. Thank you. 
Thank you, Mr. Chairman. 
Chairman RUBIO [presiding.] Senator Hawley. 
Senator HAWLEY. Thank you, Mr. Chairman. 
Mr. Manger, let me ask you about microloans, since you were 

just talking about those. My understanding is when the Microloan 
program was first authorized back in 1992, there was a require-
ment that half of all loans be made in rural areas. 

Now, I do not know if at some point along the way that rule was 
removed or maybe it is just being ignored, but the Congressional 
Research Service reported in a 2019 report that today, 81 percent 
of all microloan borrowers are located in urban areas. 

As you know, the largest intermediary for these microloans is 
based in my State, in St. Louis, Justine Petersen, and when my 
team asked the folks there and the SBA regional team members 
who are based in Missouri about expanding access to these pro-
grams for rural businesses and entrepreneurs, they were very 
frank. They said that they want to do it, but it is hard for at least 
two reasons. One is the 1-in-55 cap rule that keeps the funds tied 
up, but the main impediment, as you might imagine, is geography. 
Staff can either spend hours in the car visiting rural communities 
to facilitate these loans and provide all of the pre- and post-loan 
technical assistance, or they can just operate in major urban areas, 
where there is plenty of demand to keep them busy. 

And all of that is understandable. I am not here to criticize any-
body for their choices, but what I want to know is what can we do 
to structure this program and provide resources needed to ensure 
that all of our citizens are benefiting, especially those in rural 
areas that is the majority of my State and where I grew up, where 
the need is very great. 

Mr. MANGER. I appreciate that. And, Senator, let me just tell you 
that my grandfather was from Boonville, Missouri. 

Senator HAWLEY. Oh, very good. 
Mr. MANGER. So I just wanted to add that. 
So for places like that and other rural parts of your State, we 

want to make sure that everybody has access to capital. So we are 
doing everything that we possibly can. 

We have an agreement now, as you may know, with the U.S. De-
partment of Agriculture. There was a signed MOU between Admin-
istrator McMahon and Secretary Perdue. So we are actually now 
working together. 

And let me just give you one example of a success story that we 
had down—I am sorry. It is not in Missouri. It is in Louisiana, 
where Senator Kennedy—but in Louisiana, we actually worked 
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with USDA to provide a grand total of $30 million to a manufac-
turer of denim, the material of blue jeans, and they are actually 
exporting that material. 

So this company, Vidalia Denim Mills, got $25 million from the 
USDA, $5 million through the SBA, and now they have been able 
to hire 300 workers in a rural part of northern Louisiana for this 
company to make denim to sell overseas. So that is a success story, 
and we want to see more of those successes. We will bring them 
out to Missouri. 

Senator HAWLEY. That is fantastic. 
Are there other steps that you can think of that this Committee 

should take or should look at to continue to expand that access for 
rural business folks? 

Mr. MANGER. You know, Senator, at this point, we are trying to 
do it through our field operations. We have 68 district offices. I 
used to be the head of field operations at the agency. We have 10 
regional administrators, and we are trying to get them out as much 
as possible. 

We are currently offering some fee relief to loans that are made 
in rural areas. We have included in the 504 program a relaxed 
job—dollars-for-job formula so that it encourages 504 loans to be 
made in rural areas. 

We have also included in the Community Advantage pilot pro-
gram an incentive to have Community Advantage loans made in 
rural areas because 60 percent of the loans had to be made in the 
low- to moderate-income areas. 

We have now included rural in that 60 percent as well. So we 
are taking lots of steps to try to make sure we are getting out to 
those rural areas, but I look forward to working with you and then 
the Committee to figure out how we can even do a better job. 

Senator HAWLEY. Great. Thank you very much. 
Thank you, Mr. Chairman. 
Chairman RUBIO. All right. I hope you have something good for 

Nevada like Missouri. 
Senator ROSEN. Thank you. Thank you, Mr. Chairman. Thank 

you for being here today. 
Actually, we have a lot of veterans in Nevada, so I want to talk 

about veteran-owned small businesses. Actually, there is roughly 
2.5 million veteran-owned small businesses across the United 
States. In Nevada, we have over 220,000 veterans, and so this sec-
tor represents nearly one in 10 U.S. businesses generating an esti-
mated $1 trillion in revenue. So we know our veterans are tremen-
dously talented, but sometimes they need help transitioning from 
the military using those skills into civilian employment or launch-
ing a startup. 

Last year in the House, I cosponsored the Veterans Job Oppor-
tunity Act, which provides tax credits to veterans to open a small 
business in an underserved community. So this proposal would 
help veterans, their spouses, reserve, and national guard members 
invest and revitalize small business through their entrepreneur-
ship. 

So I know that you offer specific training and loans for veterans 
as well. So can you tell us a little bit about what you are doing for 
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veterans, and do you think that creating a tax credit like those in 
my bill last session would be helpful? 

Mr. MANGER. Thank you very much, Senator. 
Again, in the Microloan program, we are doing very well in get-

ting loans out to veterans. In fact, we are just about where we were 
last year, which has been the best year since before the great reces-
sion. So we have seen in the Microloan program, the loans to vet-
erans come back very strongly. 

We do still offer, again, by statute, the fee relief to veterans in 
the Express program. Certainly, we would be pleased to talk to 
your further—you and your staff, the Committee—about possible 
tax credits for veterans. 

We have our Boots to Business program that actually has been 
very successful, and we again continue to promote that. I feel like 
we are doing quite a bit to try and get out to veteran communities 
and make sure that they are able to partake in the loan programs 
and access to capital that they need for their business. 

Senator ROSEN. That is terrific. Thank you. 
I would like to switch over to some of our minority-owned busi-

nesses. Of course, we have a lot of that in Nevada. So one of the 
top concerns I hear about from small business owners and my local 
chambers is the need for quicker and easier access to capital. 

So despite you have lots of many great SBA programs, but there 
seems to be a disconnect between available capital and actually 
getting it in the hands of the minority business owners. 

So data consistently shows that African American- and Hispanic- 
owned businesses struggle. They really struggle to get access to the 
most affordable and quality capital, and only 7 percent of the loan 
approvals go to minority businesses. And that does not really, near-
ly reflect the needs of the community. 

So how do you think you can address and rectify some of this im-
balance for minority communities? 

Mr. MANGER. So we want to make sure that, again, we have the 
most efficient process possible. 

You were talking about the speed. Unfortunately, we are com-
peting against some lenders that operate online that have very 
high interest rates. It is very easy to get that capital. We want to 
make sure that we have the ability to make capital available on 
reasonable terms, and our programs offer those reasonable terms. 

In fact, our interest rates, where they are within the band that 
we allow them, are lower than what you would get on credit cards. 
Many small businesses, as you know, max out credit cards to 
get—— 

Senator ROSEN. Right. 
Mr. MANGER [continuing]. The business to start their business. 

We want to make sure that the SBA programs are out there. 
For example, I mean, with the—again, I am going to talk about 

the Microloan program again because we are doing very, very well 
getting out those loans to small businesses at rates much lower 
than the predatory rates that you would receive on the street. 

Senator ROSEN. So let me ask this question. Is it a problem of 
getting information out to the small businesses? Is there a central 
repository at the SBA website where I can direct small business 
owners so they do not have to go out and find it in other places 
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in the community? Would it be helpful to have some kind of con-
solidating feature within the SBA for cyber hygiene loan access? 

Mr. MANGER. Yeah. 
Senator ROSEN. All the kinds of platforms that we know small 

businesses need to succeed, especially in their first year. Are you 
working on something like that, or how can we help you do that? 

Mr. MANGER. No, no. I appreciate that, and we are constantly 
trying to put as much information on our website as possible. 

We update the CDCs, the certified development companies, that 
participate in our program. Again, we have the franchise list on the 
website so that anyone can look at eligible franchises, and if they 
want to start one of those franchises, they know that the SBA will 
guarantee the loans enabling them to purchase one of the licenses 
for one of those franchises. 

So, again, we can always do more. I think we are trying to get 
out as much information as possible through our district offices, 
and we are bringing people in through the Microloan program that 
graduate then later to larger programs. 

Community Advantage program is doing very well in areas 
bringing in—— 

Senator ROSEN. Shall we change that from pilot program to 
the—— 

Mr. MANGER. You know, we want to make that program strong 
enough so that it can be made a permanent program. That is our 
objective, and we have taken steps to make that program have a 
stronger foundation so that it can be built upon and grow. Again, 
the pilot was expanded so that we can observe it a little bit longer 
and then, yes, make it a permanent program. 

Senator ROSEN. Fantastic. Thank you. 
Mr. MANGER. Thank you, Senator. 
Chairman RUBIO. Thank you. 
Two quick questions. The first is on the—and this may have been 

asked while I was out, and I apologize. I think we will have an-
other vote here in about 45 minutes. 

On the 504, we hear a lot about the CDC loan guarantee pro-
gram. One of the complaints we have heard is that the application 
and the other processes are not completely online. The closing proc-
ess can be complicated and cumbersome, and it is causing some 
lenders to move borrowers or move—to shift these borrowers over 
to the 7(a) product, even when the 504 product might be a better 
fit. That is a concern we have heard. What are we doing to address 
it? 

And I apologize if that was already asked. 
Mr. MANGER. No, no. It was not already asked, Senator. Thank 

you. 
So let me just start by saying that actually this year, so far in 

2019, we have seen the 7(a) program down 8.5 percent, and the 
reason why we are seeing that is many people now are going to get 
conventional loans. Banks have opened up their credit box because 
the economy is doing well, and they are making these loans con-
ventionally. 

What they are not doing, though, is making long-term loans at 
a fixed interest rate, and that is where the 504 loan comes in. 
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I am happy to report this year that a 504 program is up 7.5 per-
cent, and that is because of the rising interest rate environment, 
people wanting to lock in a fixed interest rate for 25 years. 

You may know that Administrator McMahon, one of the first 
things she did when she came on board, she introduced the 25-year 
term. The longest term in that program prior to that was 20 years, 
so we added 60 additional months in which to repay that loan. So 
that is one of the reasons why we have seen a huge upsurge in the 
504 loan. 

So, for example, to date, we have seen about—since the 25-year 
debenture was introduced, we have seen almost 3,000 loans made 
for almost $3 billion, and that is in one year. One year. 

Chairman RUBIO. In 504. 
Mr. MANGER. In 504. And so that is people taking advantage of 

a fixed interest rate for 25 years. In fact, the rate right now is 
below prime. So someone can get a 504 loan for up to $5.5 million 
at comparable rate. 

Chairman RUBIO. But I guess the point, that it is not the struc-
ture—right. And that obviously improved the structure and the—— 

Mr. MANGER. And it is up 7.5 percent. 
Chairman RUBIO. Right. So I guess when we hear people say 

that they think the process is cumbersome and the paperwork is 
difficult, they have not been able to do it online, is that valid? Is 
that historic, and it has changed? I mean, or is it—— 

Mr. MANGER. No, no. So now that the program actually is fully 
automated, the 504 program is fully automated, it is a more cum-
bersome product than the 7(a) program. There is no doubt about 
it. I mean, you know the way it is—— 

Chairman RUBIO. What does fully automated mean? You can do 
it online? 

Mr. MANGER. Well, the lender, the CDC—— 
Chairman RUBIO. Right. 
Mr. MANGER [continuing]. When they are putting in the data, 

yes, they do that online. Yes, correct. 
So you need a third-party lender to provide 50 percent. 
Chairman RUBIO. Right. 
Mr. MANGER. Forty percent is done through the CDC with SBA’s 

guarantee, and then 10 percent—— 
Chairman RUBIO. But your interface with the lender is all elec-

tronic? 
Mr. MANGER. Yes. That is correct. Yep. 
Chairman RUBIO. Does each lender, then, intermediary lender, 

do they have different products or different ways to handle it with 
the borrower? How do they—— 

Mr. MANGER. Yes. How they interact with the borrower is really 
up to them. 

I will admit that sometimes we will wait for an intermediary to 
be able to provide all the data and the paperwork that is required 
to close a 504 loan because, again, a lot of times it is for—— 

Chairman RUBIO. But that is lender-dependent. That is their 
processes for gathering information, not yours. 

Mr. MANGER. That is correct. That is correct. 
Chairman RUBIO. The Ranking Member might have another 

question, and then we got to get to the other panel as well. 
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Under the Microloan program, the intermediaries are being 
asked to collect and regularly submit data, correct, to the SBA? It 
is unclear, at least to me—perhaps this was covered in the past— 
about what happens with this information. It is not—my under-
standing, it is not related to industry or to Congress. So what types 
of data do we believe that they are collecting to help measure bor-
rower outcomes? I guess walk us through what they do with the 
data, how we use it, why it is relevant. 

Mr. MANGER. Right. So, actually, in fact, right now, Senator, we 
are working, as I mentioned earlier, to improve the electronic sub-
mission program referred to as MPERS for the Microloan program, 
and it really has not been updated in 25 years. 

So we thank you for, again, the programming of the $1.2 million. 
We are working on that for a new system. We are going to be able 
to capture more information on the microloan sheet. 

So, for example, we want to find out how many jobs were cre-
ated. What type of revenues were enhanced because of the receipt 
of the loan? We want to be able to make sure that after the 6 years 
that is the term of a loan that the small business is actually still 
in business. 

We have seen some microlenders go out of business, but they 
continue to pay off the loan because they are dedicated to making 
sure they pay off that loan. So there are certain metrics that—you 
are correct—we need to capture, and our new system will allow us 
to do that. So I think we will be able to do that. 

The one thing that our Office of General Counsel says we cannot 
share is some of that data because we are not the maker of the 
loan. It is actually a not-for-profit lending intermediary that makes 
the loan. So the information really belongs to them, and we are not 
allowed to give out the information that they are capturing from 
their customers. 

Senator CARDIN. I would just request if you would make avail-
able to the Committee the dollar amount under the fee program, 
under the veterans Express loan, how much that fees are being 
waived, the dollar amount in the last couple fiscal years, and then 
if we had fee waiver on the small loans, how much revenue is in-
volved in the fee waivers? If you would just give us those two num-
bers, I would appreciate it. 

Mr. MANGER. Sure. I will get that back to you, Senator. Abso-
lutely. 

Chairman RUBIO. I also had one more, since you are already sit-
ting there, and we will get some of this for the record as well. But 
I know that, I guess, in September of last year, there was pub-
lished a notice in the Register making some changes to the agen-
cy’s Community Advantage program. Among the changes were a 
moratorium on new lenders entering the program. 

Kind of what was the intent of this change, and how have we as-
sessed? Has that change been made, and is it now effective? How 
do we assess the program under that new parameter? 

Mr. MANGER. I appreciate that question, Senator. Yes. 
So when I came in, the Community Advantage program, I was 

introduced to it as a pilot program. I was watching it. It is per-
forming very well in getting loans made, but we wanted to look 
more deeply into how the actual loans were performing. 
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So we had, in collaboration with our Office of Credit Risk Man-
agement, Dun & Bradstreet do a review of the performance of the 
program, and it showed that there were some problems, especially 
on some of the larger loans. Loans that had a low credit score, we 
were allowing lenders, the CA lenders, to make loans on a dele-
gated basis with a credit score below 140. 

The problem with that was we noticed that the loans that were 
being made below 140 credit score had a default rate of over 10 
percent. That caused us concern. This is a subset of the 7(a) pro-
gram. We thought that was too high. 

What was amazing was the minute the credit score went above 
140, the default rate dropped to just over 4 percent. So what we 
did in this notice that you are citing from last fall, in September, 
was we said, ‘‘Look, from now on, the delegated loans may only be 
made with a credit score above 140, where there is less risk. If the 
loan is going to be made below 140, we will still allow that, but it 
needs to go into one of the SBA centers to be really underwritten 
and looked at so that we do not have the threat of, again, over 10 
percent default rate.’’ So that was one of the changes we made. 

We also made some other changes that we think were very help-
ful to small businesses. We restricted some of the fees that they 
could be charged because we saw that there were some very high 
fees being charged to the small business to get one of these rather 
small loans. 

We also expanded the areas in which they could be made. For 
example, Senator Hawley was talking about rural loans. We in-
cluded rural as another category of where we would encourage 
these loans to be made. 

And, finally, again, as I said earlier, we wanted to look at the 
program and really study it, just the way you would almost do a 
science experiment, and you need a static group so that you can 
study exactly how it performs. 

So we said, ‘‘Look, right now, we are going to ask for a morato-
rium to be put in place so we can study this group, how it per-
forms, and then make any adjustments necessary to make sure 
that this program is on a firm foundation and that it can go for-
ward and become a permanent program in the SBA’s array of pro-
grams.’’ 

Chairman RUBIO. So it is the intent—you just said it could be a 
permanent program. Is permanency a goal? 

Mr. MANGER. It is a goal of the agency, absolutely, and we want 
to be able to study it and make sure that it is as strong as possible 
so that it can be a permanent program. Yes. 

Chairman RUBIO. And the moratorium was designed to free sort 
of the status quo so you could study and learn from it? 

Mr. MANGER. Absolutely. So that we would have a controlled 
group participating in the program so that we could observe how 
the program performs. 

Over the years, since it was introduced in 2011–2012, there have 
been many, many new entrants into the program. That skews our 
ability to really study the program. 

Chairman RUBIO. Right. 
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Mr. MANGER. If you have a static group in the program, as I 
said, like a science experiment, you can really study and see how 
the program is performing with the lenders. 

Chairman RUBIO. So, to paraphrase it, you froze it in place so 
you could study it, learn what works and what does not, create 
those conditions, I imagine at some point lift that moratorium, 
open it up for new lenders under those new conditions, and have 
the confidence to come back and ask us to make it permanent? 

Mr. MANGER. Absolutely. Thank you for the question, Senator. 
Senator CARDIN. I would just observe that at least from a lot of 

the stakeholder groups that I have heard from in regards to the 
changes you made in the Community Advantage program, there 
did not appear to be consultation with the stakeholder community. 
I think they were kind of surprised to see the rules that come out. 

Your rationalization is something that I think is helpful to have 
discussions with stakeholders before you make that type of a major 
change. 

Mr. MANGER. I appreciate that, Senator. Thank you. 
Chairman RUBIO. All right. Well, thank you. 
We have been joined by our Chairman Emeritus, but he is going 

to submit a question for the record. 
Anything on foreign policy you want to ask the SBA? Nothing? 

All right. 
[Laughter.] 
How many offices do you have in Afghanistan? 
Senator RISCH. We covered that at lunch, did not we? 
[Laughter.] 
Chairman RUBIO. Thank you so much. I appreciate you being 

here. Thank you. 
Do you have anything else? 
Senator CARDIN. No. 
Chairman RUBIO. All right. We are going to welcome our second 

panel. We want to thank you for being here. 
Mr. MANGER. Senator Risch, I am sorry I did not get any ques-

tions from you. 
Senator RISCH. Well, I got a tough one, but we are going to do 

it for the record. 
Chairman RUBIO. I will start introducing our second panel as 

they position, and I want to start out by saying to the second 
panel, we are going to try to—I am going to limit my questions, ob-
viously, so that other members have time to fully ask theirs as they 
come and go. 

We have a series of votes, potentially beginning at around ap-
proximately 4:30 or so, which means about 4:45 is the limit for 
those of us who have to get over there and do it. So that should 
give us enough time to kind of get through this, but your input is 
very important. And we are glad that you are all here. 

Our panel today, Julie Huston is the president and CEO of— 
immito. Is that right? Did I say it—— 

Ms. HUSTON. immito. 
Chairman RUBIO. All right. You are going to tell us how to pro-

nounce it. 
Out of Denver, Colorado. They phonetically spelled it for me 

here, but I guess I just botched it. Out of Denver, Colorado, she has 
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worked for over 30 years in the small business lending sector, par-
ticipated in three successful nonbank startups and one division 
turnaround, and spent 19 years in executive leadership roles where 
she has worked to build programs, development products, and im-
prove delivery systems for small business lending. 

Patricia Kibbe is president and CEO of Evergreen Business Cap-
ital based in Seattle, Washington, and I know Senator Cantwell 
was here earlier. If she is able to return—I know she had some 
other commitments on committees as well, but she wanted to have 
a few moments to also introduce. We will make that happen if she 
is able to return. Based in Seattle, Washington, but also serves 
Washington, Idaho, and Alaska, and has served in that role since 
2013. And, in 2015, Ms. Kibbe helped set up Evergreen Business 
Capital Community Finance. 

Robert Villarreal is the executive vice president of CDC Small 
Business Finance in San Diego, California. As executive VP, he is 
responsible for grand and capital development, strategic partner-
ships, and government relations. 

And Connie Evans is the president and CEO of the Association 
for Enterprise Opportunity based here in Washington, D.C. Ms. 
Evans has worked on microlending policy since 1986, when she was 
the founding president of the Women’s Self-Employment Project. 

So we want to thank all four of you for being here today. I know 
each of you have an opening statement you would like to give. 

So why do not I start with you, Ms. Huston, so you can tell me 
how to accurately pronounce that and then move from there. 

Senator RISCH. Mr. Chairman, for the record, Julie does a fact- 
finding trip to Idaho every year, so we are always glad to have her. 

STATEMENT OF JULIE HUSTON, PRESIDENT AND CEO, immito, 
DENVER, COLORADO 

Ms. HUSTON. Chairman Rubio, Ranking Member Cardin, and 
members of the Committee, thank you for allowing me to have the 
opportunity to testify. My name is Julie Huston. I am currently the 
CEO and president of immito, a nonbank 7(a) lender which holds 
a Small Business Lending Company license, providing access to 
capital nationwide. 

I am also currently the chairwoman of the National Association 
of Government Guaranteed Lenders, NAGGL, and in that role, I 
have the honor of representing over 800 financial institutions and 
partners that participate in the 7(a) lending industry. 

At the heart of the SBA’s successes, the 7(a) lending program, 
the agency’s largest public-private partnership, last year financial 
institutions provided about $25.4 billion in loans to over 60,000 
small businesses nationwide, creating or retaining over 540,000 
jobs. 

7(a) lenders are prepared to roll up our sleeves to discuss ways 
to modernize the program and improve the outcomes available to 
small business borrowers. In fact, this Committee and the 7(a) in-
dustry had a landmark year passing legislation to make a massive 
amount of positive changes to the Small Business Act, including 
but not limited to a historic oversight bill. 

I now need to address the 7(a) industry’s number one priority. 
The President’s FY20 budget request sent a shockwave through the 
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industry when it included a subsidy calculation requiring an addi-
tional funding of $99 million for the 7(a) program. This is a major 
shift from the program’s track record of operating at a zero sub-
sidy, which means that the fees collected from borrowers and lend-
ers cover the costs of the loans. 

The FY20 positive subsidy rate means SBA is proposing bor-
rowers and lenders pay $99 million more in fees over and above the 
fees already collected. 

These fees are currently being collected at their statutory maxi-
mums, as authorized by the Small Business Act. What does this 
mean for this Committee and Congress? Unless the administration 
formally amends its projected FY20 subsidy rate, by September 
30th of this year, Congress will need to either appropriate $99 mil-
lion or amend the Small Business Act to raise the current fee caps 
on borrowers and lenders. Otherwise, the 7(a) program will shut 
down on October 1st. 

My plea to this Committee is that you challenge both OMB and 
SBA to fully disclose the subsidy assumptions and provide ade-
quate oversight of the subsidy’s calculation. The 7(a) subsidy and 
the FY20 budget does not follow logic on a number of fronts. 

Number one, the portfolio’s performance data projects a sharply 
different picture than this positive subsidy estimate suggests. The 
performance of the 7(a) loan portfolio has never been better with 
the FY18 charge-off rate at an all-time low of 0.51 of 1 percent. 

The 5-year average recovery rate on defaulted loans as reported 
to Congress last December was 50 percent. In sharp contrast, the 
FY20 budget assumes a project recovery rate of only 37.29 percent. 

In addition, since FY 2010, the model used by SBA and OMB has 
overcharged borrowers and lenders by $3.2 billion in just the last 
9 years. This is a tax on small businesses borrowers, plain and sim-
ple. What this really means is that borrowers and lenders have 
been paying substantially more fees than required to cover the cost 
of 7(a) loans. 

In this year’s budget, the FY18 subsidy estimate alone acknowl-
edged a $757 million overcharge, with another $143 million over-
charge already predicted for the current FY19. Repeatedly over-
charging borrowers and lenders means the model is not working 
and needs to be reviewed, and now they want $99 million more. 

In a 2004 GAO report requested by this Committee to review 
SBA subsidy calculations, GAO and two other independent review-
ers could not determine whether a bias existed in the model by sys-
temically excluding variables to influence the subsidy rate in a par-
ticular direction. The report also states SBA could not provide ade-
quate documentation to demonstrate the rationale for the model. 
These are alarming conditions and should be looked into as it ap-
plies to the FY20 calculation. 

What are the real-life consequences of raising fees on borrowers 
and lenders in SBA’s proposed budget? Costs will be increased to 
small business borrowers, which will have a chilling effect on ac-
cess to capital. If the program does not make financial sense for 
lenders, then they will participate less in the 7(a) program, and ac-
cess to capital will be further restricted. 

Without appropriate oversight of OMB and SBA, a flawed finan-
cial model for the 7(a) portfolio will dictate access to capital rather 
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than allowing this Committee and the Small Business Act to exer-
cise that authority. 

SBA has been overcharging borrowers. Performance of the port-
folio has never been better. This is a small business tax. Let us col-
lectively make sure that this does not happen. 

Thank you. 
[The prepared statement of Ms. Huston follows:] 
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Chairman RUBIO. Thank you. 
Ms. KIBBE. 

STATEMENT OF PATRICIA KIBBE, PRESIDENT AND CEO, 
EVERGREEN BUSINESS CAPITAL, SEATTLE, WA 

Ms. KIBBE. Good afternoon, Chairman Rubio, Ranking Member 
Cardin, and members. I am Patti Kibbe—— 

Chairman RUBIO. Chairman Emeritus. 
Ms. KIBBE. Chairman—— 
[Laughter.] 
Well, he is from one of my states, so I feel obligated. 
I am a nonprofit certified development company headquartered 

in Seattle, Washington. We have offices and 32 staff members that 
preside in Washington, Alaska, Oregon, and Idaho. I came to the 
CDC from the banking world. I was a senior-level banker, and I 
wanted to come to Evergreen because of its mission to help small 
businesses have access to capital. I felt that it helps America grow. 

Our CDC is an SBA 504 lender. We are an SBA Community Ad-
vantage pilot program. We also have other non-SBA small business 
loan programs. We also have Evergreen Business Capital Commu-
nity Finance that we are in the process of submitting our applica-
tion to become a Community Development Financial Institution, or 
a CDFI. 

Since 1980, Evergreen has supported borrowers to create and re-
tain over 20,000 jobs. We have assisted nearly 2,800 businesses 
with SBA funds totaling $2.6 billion, supporting projects of $7.5 bil-
lion. 

There are over 200 CDCs nationally, and my CDC is not unique. 
To our industry, we have impact at the local and regional levels. 
We play an important part. The role of our Nation’s economy as 
nonprofit lenders, we use our excess capital on economic develop-
ment to help the communities we support. 

The 504 program is an economic tool that helps small businesses 
reach—purchase commercial real estate or equipment with a fixed- 
rate long term, giving them stability and allowing them to preserve 
capital for working and operations. 

The 504 loan is a result of a partnership involving our third- 
party lenders, such as banks and credit unions, business owners, 
and the Federal Government. A typical structure, as Bill Manger 
said, is a 50/40/10. The lender provides 50 percent of the project 
financing. The CDC or SBA provides 40 percent, and the small 
business is 10 percent. 

The 504 portion is a guarantee by the SBA funded through a de-
benture sale on Wall Street and not directly by the government. 

The CDC works with borrowers for the life of the loan. I think 
that makes us very unique as well. 

The 504 story, I just want to tell you one. Monaco Tool Company, 
which is out of Eugene, Oregon, was started in 1986 by Joe Monaco 
out of his garage. He purchased a building after he really had busi-
ness started going, and now this last year, he purchased another 
building. This helped manufacturing. This retained jobs, and it also 
created 12 new jobs, allowing the building that he bought to actu-
ally be futuristic in that he could grow even further. 
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I could tell you stories like that all day long. The ones that I 
think might resonate with you on the Committee is Schneider’s of 
Capitol Hill and La Loma Mexican Restaurant. I could tell you 
about successes like Chobani, which is a national. 

Amazingly, the 504 process has these successes while operating 
at a zero subsidy from the government. This program is self-fund-
ed, and by law, we are required to create one job for every $75,000 
lent. 

Job creation and retention is unique to the 504 program and is 
a valuable tool for economic development. 

One of the areas that I think is of the biggest concern is the lack 
of modernization into policy and technology by SBA. We are re-
quired to implement duplication and multiple paper, and the elec-
tronic tracking of the loan process, while SBA has made some 
progress, there is a whole lot more progress that needs to be made. 

Modernization includes the practical methods of speeding up low- 
dollar, low interest rates. I just want to say as a former banker, 
the only way to eliminate risk is to not do the loan. There is risk. 
It is up to us to manage risk. The CDC industry is very committed 
to that. The SBA needs to manage risk, not eliminate risk. It is 
crucial to our businesses. 

The CDC work, I can assure you we want to eliminate the risk. 
We need to make the processes better for our small businesses so 
that they are not subject to predatory lenders. That is a huge con-
cern out there, as I am working with businesses in the community. 

I ask for your leadership in assisting to fix the challenges of the 
growing economy. I have put more detail into my written testi-
mony. I want to thank you for inviting me to testify, and I am 
happy to answer any questions. 

I also invite you and all members of the Committee to go visit 
your local CDCs. We are in your states, and you can see firsthand 
the work that we do. 

Thank you. 
[The prepared statement of Patricia Kibbe follows:] 
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Chairman RUBIO. Did I hear you correctly? Chobani, the yogurt 
people, are a part? 

Ms. KIBBE. Yes, sir. 
Chairman RUBIO. We got to get this program going. 
[Laughter.] 
Senator RISCH. They have a plant in Idaho. 
Chairman RUBIO. They do. 
Senator RISCH. They do. 
Chairman RUBIO. All right. Mr. Villarreal. 

STATEMENT OF ROBERT VILLARREAL, EXECUTIVE VICE 
PRESIDENT, CDC SMALL BUSINESS FINANCE, SAN DIEGO, CA 

Mr. VILLARREAL. Good afternoon, and thank you, Chairman 
Rubio, Ranking Member Cardin, and members of the Committee. 

My comments today are focused on the SBA Community Advan-
tage program, or CA for short, a pilot program launched in 2011. 
The program has effectively increased SBA lending to emerging 
markets and we believe should be granted full program authority 
within the SBA 7(a) flagship program. 

I am here today representing both the largest CA lender in the 
Nation, CDC Small Business Finance, and the Mission Lenders 
Working Group, a group of CA lenders which has represented al-
most 50 percent of all the loans made today. 

My organization, CDC, has for 40 years been an advocate for 
small businesses. Headquartered in San Diego, we operate in Cali-
fornia, Arizona, and Nevada. 

We provide all of the SBA programs: the 504, the CA, and the 
Community Advantage. And we have provided over $13 billion in 
capital to small businesses and helped create over 200,000 jobs. 

When the CA program was launched in February of 2011, it was 
a bold step for the SBA because for the first time, they extended 
the administration 7(a) program to mission lenders. Three types of 
mission lenders were allowed into the program: Certified Develop-
ment Companies; SBA microlenders; and Community Development 
Financial Institutions, or CDFIs. And these three types of organiza-
tions have made an impact under the CA program. 

For example, our organization has funded 656 CA loans for $91 
million with 51 percent of those loans going to startups as defined 
by the SBA. As an industry, we have helped 5,200 small busi-
nesses, with nearly $700 million in small business lending, all with 
a loss rate of 1.5 percent through last fiscal year. 

As a percentage, we are one-third of 1 percent of all 7(a) lending, 
yet this small program has had a great impact on many small busi-
nesses. 

So, as this Committee looks to modernize the SBA to keep it rel-
evant, I ask that they recognize that it is this delivery system of 
working with mission lenders that makes the program unique. Via 
a high-touch model that pairs business advising with affordable 
capital, mission lenders have expanded the credit market by allow-
ing more small businesses access to capital, and we have dem-
onstrated that we play an important role in the entrepreneurial 
ecosystem. 

Most importantly, many of us prepare our borrowers for lending 
at the next stage working with banks. 
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Since its launch, the program has undergone numerous changes, 
many of which are the result of the SBA and mission lenders work-
ing together. It is in this spirit of cooperation that a number of re-
sponses were put into our written testimony. 

Right now, I want to just focus on two. First, we want to work 
on modifying the same institution debt refinancing policy. Right 
now, the program says that we have to wait 12 months before we 
can refi one of our own loans with a CA loan. This hurts small 
businesses, such as the one by Elena and Grayson who came to us 
with three online FinTech loans, and they were paying $20,000 a 
month on these loans. We were able to get them into an affordable 
CA loan, but that took about 3 months to do. If we had been able 
to do a bridge loan with our own money and then take it out with 
a CA loan 3 months later, we would have saved them $32,000 in 
that 90-day period. So we want to work with the SBA in changing 
that program. 

Finally, I want to speak about permanency. The CA program is 
8 years old and has met the expectations of the administration. It 
has delivered nearly $700 million in affordable and responsible cap-
ital to small businesses in the emerging markets, all with the loss 
rate of less than 2 percent. The program can and should be estab-
lished as the relevant small-dollar 7(a) program for the SBA, par-
ticularly as other programs aim for larger markets. 

We are prepared to work with this Committee and the SBA in 
structuring language and developing a program that works, most 
importantly that works for small businesses. 

In closing, I would like to quote from the study requested by the 
SBA to evaluate the program and published May of last year. It 
states, ‘‘The combination of what the CA program provides—financ-
ing with reasonable terms at a critical stage in a businesses’ trajec-
tory, through a trusted and accessible partner, with targeted tech-
nical assistance—makes the program an effective and important re-
source for small businesses.’’ 

Thank you, and I look forward to answering your questions. 
[The prepared statement of Mr. Villarreal follows:] 
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Chairman RUBIO. Thank you. 
Ms. Evans. 

STATEMENT OF CONNIE EVANS, PRESIDENT AND CEO, ASSO-
CIATION FOR ENTERPRISE OPPORTUNITY, WASHINGTON, 
DC 

Ms. EVANS. Good afternoon, Chairman Rubio, Ranking Member 
Cardin, and members of the Committee. My name is Connie Evans, 
and I serve as the president and CEO of AEO, the leading voice 
of innovation in microfinance and microbusiness in the country. 
Since 1991, AEO and its members have helped millions of entre-
preneurs contribute to economic growth while supporting them-
selves, their families, and their communities. 

We are also an authentic innovator, responsible for creating 
myWay to Credit, the first bank referral marketplace for small 
business lending, linking bank declines to CDFI mission lenders. 

Today’s hearing on capital access is critical, as the Committee 
and this Congress consider broad improvements to the SBA. While 
our members utilize many programs to meet entrepreneurs where 
they are, I am here today to focus on the SBA Microloan program. 

Established in 1991 as a 5-year pilot, the program was originally 
created to assist women, low income, veterans, and minority entre-
preneurs and offset disadvantages faced by very small businesses 
and gaining access to credit by making funds available to nonprofit 
community-based lenders who in turn make small loans to eligible 
borrowers. 

The program also provides technical assistance to microloan bor-
rowers. 

The program was made permanent in 1997, and AEO has been 
its focal advocate over the last 27 years. Since we are unique in re-
ceiving direct loans from the SBA, we also have specific eligibility 
standards. Our lenders must have made and service loans for at 
least 1 year and have provided technical assistance for 1 year. 

Congress wanted to ensure rural and urban areas could both 
benefit and put exact wording in the statute for that. They created 
the 1/55th rule, which limits the amount of loans each State can 
make for the first 6 months of the year. Congress also wanted to 
ensure that not all technical assistance dollars were spent before 
a loan was originated and created the 25/75 rule, which caps at 25 
percent the amount of assistance that can be provided to a business 
before a loan is actually made. 

As we move now from its origins to today, there are 144 active 
microloan intermediaries serving 49 states, the District of Colum-
bia, and Puerto Rico. Last year, the SBA made 58 loans to inter-
mediaries, our members, totaling $37.7 million, and in turn, lend-
ers provided 5,500 loans totaling more than $75 million with an av-
erage of $14,000 per loan. 

Since the program’s inception, a total of $845 million in loans to 
small businesses have been made, which has helped create or re-
tain about 246,000 jobs. Minority-owned firms received nearly 49 
percent of the microloans issued, while women entrepreneurs re-
ceived about 47 percent of loans in 2018. 

We are delivering on our mandate to reach communities in those 
market segments without traditional credit access or capital access. 
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Behind this data, though, are enumerable stories, like that of 
Fatimah Ray, who was turned down for her initial loan to launch 
a fitness studio until ACE in Georgia, one of our members, helped 
improve her credit score and secure a loan for $20,000 to open the 
doors of Edgy Girl Fitness Studio. She is already—see, you looked 
up. She is already expanding, but we can and must do more. 

The program must align with total—today’s marketplace and the 
needs of diverse business owners. Additional funding and stream-
line reporting requirements will help the SBA and its inter-
mediaries better serve entrepreneurs in their communities. 

The 1/55th rule as well distorts the lending market, delaying for 
months loans in various states. Repealing this rule can be done, 
while making sure all states have access to the needed resources 
based on historical need. 

Similarly, the 25/75 rule, now the 50/50 rule, thanks to a legisla-
tive change from this Committee, it is still a reporting burden on 
both lenders and the SBA and ignores how we help future bor-
rowers become credit-ready with business training and with guid-
ance. This is an essential function to support non-bankable bor-
rowers. 

Notably, the 1/55th and 50/50 rule eliminations are rec-
ommended by the SBA, and we are aligned with the agency on 
these views. 

As I turn to robust funding, we know it is critical, and AEO was 
joined by others in the microloan community in requesting $45 mil-
lion for lending and $35 million for technical assistance in Fiscal 
Year 2020. However, in response to Mr. Manger’s testimony, I must 
acknowledge that there is a budget cut in the current budget, al-
though he indicated that there was no such budget cut. It goes 
from $42 million to $40 million in lending, $31 million down to $25 
million in technical assistance, and it totally zeroed out the prime 
program. Again, we are requesting $45 million for lending and $35 
million in technical assistance. 

Many of our ideas are included in Senator Duckworth’s recently 
introduced bill, the Microloan Program Enhancement Act of 2019. 
As a resident of Illinois, I want to send my regards and thank you 
for these efforts to the Senator on behalf of the hundreds of thou-
sands of underserved entrepreneurs that benefit from this critical 
program and the modernizations called for in the bill. 

AEO is grateful for this Committee’s continued bipartisan sup-
port of this very essential program, and I appreciate the oppor-
tunity to testify today. 

I will be submitting additional success stories from across the 
country in the coming days. I look forward to answering any ques-
tions. 

[The prepared statement of Ms. Evans follows:] 
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Chairman RUBIO. Thank you all for being here. 
Let me start with this chart on the 504 closing process, which 

I like to call the Chobani impediment chart. 
[Laughter.] 
But what the chart does is it illustrates the closing process for 

a 504 construction loan. 
So, as you can see—and I think, Ms. Kibbe, you would know from 

personal experience—it is long—it appears—I mean, just look at 
the chart. It looks long. It is complicated. It is an arduous process. 
That is what we are hearing. That is what the chart indicates. Ap-
proximately 56 separate documents. 

So in the context of what we are trying to do here in reauthoriza-
tion, I guess the first thing I would ask is—because you heard the 
SBA talking. This is good news. There is more utilization of this 
program than in the past, evidence at least that there has been a 
reduction in sort of pushing them to the other product because of 
interest rates and market conditions and the like. 

But it strikes me that even at the interface between the lender 
and the SBAs is now digitized and done electronically, the front- 
end process and the cumulative process appears to remain cum-
bersome. 

So, as we go through reauthorization, I think you already did in 
your opening statement, but speak a little bit more to the detri-
mental effects that this process has on borrowers, on CDCs, on 
bank partners, and then sort of dig in a little deeper on suggestions 
you have on policy that could improve this process. 

Ms. KIBBE. I would love to. Thank you, Chairman Rubio. 
I will say that this process is very accurate with one exception. 

It is very optimistic because it does not take into account a con-
struction loan, and a construction loan can take up to 6 to 18 
months to get the construction done before we even get to this proc-
ess. So this would be what we classify in my certified development 
company as just a straight purchase, you know, vanilla ice cream 
kind of deal, and it is not Rocky Road because it should be Rocky 
Road. So this is very optimistic because it does not take into ac-
count the construction. 

I would say, just my two comments—and we can go into more de-
tail with our staff and yourself later, but the forms are very cum-
bersome. They are not now in a repository, as Mr. Manger said 
that it should be, because that would eliminate some of it. 

The other thing is that the Office of General Counsel, I do not 
think really looks at lending practices. I think they look at, like to 
my other point, eliminating risk. So they have layered on some 
things to this process that are really very antiquated and need to 
be addressed. 

Chairman RUBIO. Okay. So you are saying this is actually opti-
mistic? 

Ms. KIBBE. Optimistic. 
Chairman RUBIO. All right. You said the forms are not—you are 

referring to the front-end forms, the collection between the bor-
rower and the lender? 

Ms. KIBBE. Right. If those were put into some type of a reposi-
tory so that they could be looked at throughout the process—what 
happens—— 
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Chairman RUBIO. They are uniform? 
Ms. KIBBE. They are uniform. Some of them are a little anti-

quated. 
But what happens is we are having to, at the end of the process, 

give all of the closing documents that we have already given at the 
front of the process. So you are basically kind of restarting the 
whole thing over again, and then there are certain forms that we 
have to repeat several times throughout the process. So it gets very 
cumbersome. 

And we can provide a lot more detailed information outside of 
the hearing. 

Chairman RUBIO. Ms. Huston, you have already—I think you 
spent the bulk of your opening statement talking about this. I want 
to revisit it for just a moment. In your testimony, you talked about 
the implications of the President’s budget request, the positive sub-
sidy for the 7(a) program, which is going to require addressing it. 
It is going to require congressional action, whether it is appropria-
tions or an increased fee. 

I wanted to give you an opportunity to go—you talked about just 
the lack of understanding, but you said that the subsidy calculation 
in itself, we have reason to believe is flawed, and as a result, peo-
ple are being overcharged. 

I just want to give you a chance to kind of go deeper into that 
because we clearly would also—I mean, you heard the testimony 
before you, the administration and the SBA, about how they do not 
have access to the analytic tool. They just see the back-end prod-
uct, but somebody has it, and somebody needs to understand what 
they are accounting for, what they are weighing, and how they are 
making these determinations. 

What about the results leads you to that conclusion that this de-
serves to be challenged? 

Ms. HUSTON. There has been historical GAO reports, at least 
three that we have been able to reference, where this has been a 
challenge in terms of understanding and getting behind the SBA 
subsidy calculation. 

I referenced in my testimony or my oral the 2004 report, but I 
will add another one to that right now. There was an SBA agen-
cy—excuse me. They hired Pricewaterhouse to conduct a diagnostic 
review of the SBA’s existing internal controls, and in September of 
1997, that study said that the credit subsidy process is not viewed 
as a way of assessing the future risk and costs of the program for 
management purposes. Rather, the rate calculation is perceived by 
SBA to be a tool for gaming the congressional appropriation proc-
ess. 

I quoted that, in large part, because it is rather controversial in 
my mind. 

The other thing that Mr. Manger mentioned, which is why this 
feels convenient, is that—he mentioned 2014 in that the SBA and 
the OMB projected a zero subsidy with lower GDP growth, higher 
unemployment, based on—and then based on actual performance, 
they now say we have a negative subsidy. That means they over-
charged in 2014 by nearly 2 percent. They are comparing an in-
crease in default rates that they anticipate right now to 2014, 

VerDate Sep 11 2014 13:33 Sep 03, 2019 Jkt 032694 PO 00000 Frm 00092 Fmt 6633 Sfmt 6633 C:\DOCS\36839.TXT SHAUNLA
P

8R
D

6Q
92

 w
ith

 D
IS

T
IL

LE
R



89 

which they have had tremendous positive performance in. So I find 
it interesting that they reference 2014 specifically. 

So now with the higher GDP growth projection, lower unemploy-
ment, and better program metrics, they say we have a positive sub-
sidy. So it is not adding up. 

Chairman RUBIO. Mr. Villarreal, the SBA says the Community 
Advantage loans continue to exhibit more risk, with the last 12- 
month default rate standing at around 4 percent; the default rate 
for the underserved small loans under the larger 7(a) program, 
around 3 percent. Obviously, zero percent would be considered no 
risk or low risk, and greater than 4 percent being high risk. 

I know this is a tough question to answer, but for a program like 
this to be viable or to be some hope, one day be extended, what 
would be an appropriate default rate and amount of risk for some-
thing like the Community Advantage program? 

Mr. VILLARREAL. Thank you for the question, Chairman. 
So those numbers, I think, are incredible, the fact that we have 

that default rate at 4 percent. The Community Advantage program 
is being asked to serve the hardest to serve. In fact, for almost all 
of us, 50 percent of our referrals come from traditional banks. So 
these are not conventional or even 7(a) SBA. They are being re-
ferred to us. 

The SBA microloan historically, which has been around a few 
decades, I think has a loss rate of between 5 and 7 percent. We 
think that Community Advantage may be better than that. 

In fact, we have sat with Mr. Manger and the SBA staff, and we 
have asked them if they could come up with a risk assessment, so 
we know as a lender what to be shooting for. 

Chairman RUBIO. But you heard the testimony. They have frozen 
it. They want to look at it, and one of the things they talked about 
is the credit score number. Above 140, everything was great; below 
140, they have problems. So they want to change the process by 
how they handle that. 

I wanted to ask about that, the 140 credit score at origination. 
What has been your experience with a credit score of borrowers 
under this program and its correlation to defaults? Even that cal-
culation is different from what we would think of as a consumer 
credit score. 

Mr. VILLARREAL. Right. The score that is referenced is called the 
SBSS score, which is a predictive index from the SBA. Actually, as 
an industry, we were not opposed to the changes, that change that 
the SBA did in terms of requiring us to send loans—— 

Chairman RUBIO. I am sorry. Which change? You are about to 
say it, I guess. 

Mr. VILLARREAL. Yeah. 
Chairman RUBIO. But the change where anything under 140 

would have to go for secondary screening? 
Mr. VILLARREAL. Correct, correct. 
As an industry, not a lot of us were operating in that space. Of 

about the 20 or so defaults that we have had, only one has been 
below 140, had a score of 138. 

We have not seen a correlation, really. We looked through our 
defaults between credit score and defaults. In fact, the majority of 
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our defaults have had personal credit scores of above 700 and 
above a 160 SBSS score. 

Really, where we see a correlation more in defaults is with indus-
try. So there is greater risk in the food industry, restaurants, and 
we have seen greater risk in health and fitness, yoga or Pilates. So 
that is where we have seen the risk but we have not seen a correla-
tion with credit score at this point. 

Chairman RUBIO. So you did not have a problem on the change, 
but you frankly do not—it sounds like what you are saying is that 
the credit score, when it comes to this program, is not really—the 
risk is really more industry-specific than it is based on the credit 
score. In essence, if you are in the wrong industry with a high cred-
it score, your chances of default could be much higher, riskier than 
someone with a lower credit score in the right industry. 

Mr. VILLARREAL. You know, as a mission-based lender, we look 
at the entire picture. So credit score is just one of the things that 
we are looking at. We are looking at a number of factors, including 
industry, including work experience and history of management. 
So, for us, really it is just one factor that we look at. 

Chairman RUBIO. Yeah. Again, I mean, just thinking through it, 
obviously, we have got some work to do to think about it. On the 
one hand, if you want this program—if we want this program to 
be viable and be able to make the case or the argument—and the 
Ranking Member believes in this—that this should be made per-
manent, then you have got to have a program that has some ac-
ceptable risk, even though we know it may be riskier, given the 
population and the industries you are trying to serve. 

The flip side of it is that if you try to make decisions on the basis 
of industry, which seems to be a leading indicator of risk, you end 
up sort of picking winners and losers between industry. So it is a 
tough balancing act, obviously. 

Mr. VILLARREAL. It is, but what we do—because mission lenders 
are so uniquely poised with both the capital, but the most impor-
tant part, that business advising, that technical assistance, I think 
that when we find industries such as the restaurant industry or 
the health and fitness, it just means we underwrite more carefully, 
take more time, and apply more business advising with that client. 

Chairman RUBIO. Yeah. The irony is the restaurant and the fit-
ness. So you overeat, and then you have to go work out, either one. 
So that just tells you. 

[Laughter.] 
All right. Ms. Evans, you mentioned intermediaries are frus-

trated with what they call the 1/55th rule and how it does not effi-
ciently encourage microlending in rural areas. A good argument, I 
think could be made that this rule is not operated entirely the way 
it was intended, and in fact, some could make the argument that 
it is counterproductive for the intermediaries that are trying to 
work with business in certain areas across the country, rural areas. 

But an alternative mechanism is also sort of difficult to come up 
with on the fly. It still needs to make sure that we do not leave 
these communities behind. In your estimation, do you have some 
ideas about—and you sort of touched on it a little bit already, but 
what a workable statutory alternative would be that at the same 
time achieves the goal of geographic disbursal of these loans? 
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Ms. EVANS. Thank you, Mr. Chairman, for the question. It is a 
great question. 

Before I answer that question, could I just correct one piece of 
information about the default rate for the Microloan program? 

Chairman RUBIO. Yes. 
Ms. EVANS. It is a little high that you quoted. It is actually about 

2.7 percent. So the Microloan program is doing well, and the de-
fault rate, if you want to compare that in terms of thinking about 
Community Advantage. 

But on to your question, sir. Serving rural areas is a key priority 
of the Microloan program. As I mentioned in my oral testimony, it 
is actually in the statute. It is important to remember that the 
statute for this program already requires equitable distribution of 
intermediaries. 

We would encourage, as is in Senator Duckworth’s legislation, 
SBA reporting on where the gaps are. 

There is also some misconception about states impacted by the 
1/55th rule. It is not just states with urban populations. In 2017, 
Kentucky and Nebraska delayed loans because of this rule, one of 
the reasons Senator Fischer has championed removing this provi-
sion. 

And in 2018, Vermont, North Dakota, Georgia, New Mexico, and 
again, Nebraska were delayed. So far this year, Montana, New 
Hampshire, and Maine have all delayed deploying capital to entre-
preneurs. They are just a few examples that I am mentioning, but 
coming from states where rural entrepreneurship is actually hap-
pening. 

Now, instead of providing a new rule, which like the 1/55th rule 
may have made sense at the time, we would urge focusing on col-
lecting the data about how this program is actually serving rural 
entrepreneurs. Past data has shown great demand for this program 
in rural areas. So we would want to know the challenge better be-
fore creating a statutory solution, which may take another 27 years 
to change. 

Chairman RUBIO. Twenty-seven years. 
Ms. EVANS. Yes. 
Chairman RUBIO. All right. Well, I think it is one of those 

things—it is one of the reasons why the reauthorization is so im-
portant. It is to kind of look through the options that exist under 
current law and how that could be reinterpreted or reapplied, and 
our goal here is to really continue to fine-tune this. 

It sounds, if I could paraphrase what you are saying, that the so-
lution may already be there, but applying it differently than we are 
doing now, as opposed to going out and trying to create a new rule 
to replace what we are doing today. 

Ms. EVANS. Exactly. But also, again, just eliminating the rule al-
together. 

Chairman RUBIO. Let me ask you one more question on data. I 
do not know if you saw the question that I had to the agency 
about—and it really goes back on data to the 2017 report in which 
the Inspector General found deficiencies in the collection of data by 
intermediaries and in the SBA’s evaluation about data. So the 
weak links in data collection and program evaluation, if they re-
main, make it difficult for Congress to make decisions on a variety 
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of different issues and for the Committee to make informed deci-
sions as well about programs. 

So if you could talk a little bit about, first of all, that—and I 
know that this is different across the spectrum, but generally be-
cause one of the answers we got is they did not know what kind 
of data the intermediaries were collecting. What kind of data do 
intermediaries collect, and then how is that reported to SBA? 

Ms. EVANS. Sure. Most intermediaries maintain a database with 
significant qualitative and quantitative information, including loca-
tion, whether it is rural or urban, gender, race, jobs created, jobs 
saved, sales, and other impact data. 

The data is reported via the SBA’s data collection system, 
MPERs, what we heard Mr. Manger mention, which is not an ideal 
system to use as it is not intuitive and it is time consuming. 

Intermediaries can only view this data. They do not have access 
to other locations or another location in terms of other inter-
mediaries reporting on that data. 

Chairman RUBIO. You can only view your data? 
Ms. EVANS. You can only review your own data, correct. 
Chairman RUBIO. What you do not have is a sort of holistic view 

of what all the data means put together? 
Ms. EVANS. You do not only have a whole sense of the whole pic-

ture of the program in terms of the data, what is taking place. It 
is also very time consuming. We heard Mr. Manger talk about that 
they have made changes and are making other changes, but a new 
user-friendly database with spreadsheet upload capabilities would 
allow the intermediaries to report from a database like Nortridge 
loan software, something that they are already using to manage 
their program effectively and efficiently and be able to upload from 
that system into the SBA database without having to re-key every 
single entry. 

The data should also, of course, we think be made publicly avail-
able, so not only could the intermediary view this data across the 
program, but so could Congress. 

Chairman RUBIO. It is just interesting because, literally, the 21st 
century is becoming a data-driven century. Everything, decisions 
we are making on a bunch of things are being driven by data be-
cause of new analytic tools that are being applied to make deci-
sions. 

I know that across various industries, writ large—in fact, across 
almost every industry, data-driven decisions are going to be driven 
by analytic tools that are constantly going to be improved to make 
decisions on which way to go, what is the right direction, poten-
tially even lending practices that will take into account factors that 
the human mind or traditional measures may not take into effect. 
So it is just interesting as a brainstorming exercise to think how 
analytics could eventually improve how we use data if it can be ap-
propriately collected and updated in real time across the board to 
tell us more about a borrower than simply an old-school credit 
score might be or just look at an industry and say just because 
they are in a certain industry, that in and of itself is going to make 
us feel a certain way versus another. 

Obviously, there are always concerns that the analytic tool that 
could be applied is prone to bias itself, and so that has to be devel-
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oped. But they are going to be developed across the board for all 
sorts of things, including risk assessment and health care and trav-
el and the like. So it will be an interesting exercise as we move for-
ward to see what the role could be, but it all begins with accurate 
real-time data collection that is available for collaboration, so you 
are not just siloed off geographically or across one intermediary. 

I appreciate the time you have all given us here today, and I 
apologize with the vote schedule. We have been a little bit chaotic 
moving back and forth, but again, I am grateful to all of you for 
being a part of this important hearing. 

We probably will submit some additional questions to you for the 
record. I know the Ranking Member is going to. He had an issue, 
State issue that he had to go address, and so he could not be here. 
But I know he is going to be submitting some as well. 

But your expertise in the real world, your application of these 
programs on how they are functioning is going to be really impor-
tant to us, and so any further input that you would have for us on 
an ongoing basis would be very useful. And we are grateful. 

This is enough formality here, but the hearing record is going to 
remain open for 2 weeks. Any statement or questions for the record 
should be submitted by Wednesday, April 17th, at 5:00 p.m. 

Thank you all so very much. We are very grateful to you for your 
time. 

With that, this hearing is adjourned. 
[Whereupon, at 4:43 p.m., the Committee was adjourned.] 
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APPENDIX MATERIAL SUBMITTED 
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