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R E P O R T

[To accompany S. 1594]

On July 26, 2000, the Committee on Small Business considered
S. 1594, the Community Development and Venture Capital Act of
1999. The Committee adopted by unanimous voice votes a sub-
stitute amendment offered by the Ranking Democrat, Senator John
F. Kerry, the sponsor of the bill, and two amendments offered by
the Chairman, Senator Christopher S. Bond, with respect to invest-
ments in low-income urban areas and the percentage of invest-
ments to be made in HUBZone areas. As amended, S. 1594 would
authorize the establishment of a comprehensive economic develop-
ment program that seeks to stimulate venture capital investment
and intensive management assistance in small businesses located
in the country’s most distressed and under-invested communities.
Having considered S. 1594, as amended, the Committee reports fa-
vorably thereon and recommends that the bill do pass.

I. INTRODUCTION

Community development venture capital is a growing practice
that ties venture capital investment to economic development and
community revitalization. Unlike traditional venture capital funds
that are solely profit-driven, community development venture cap-
ital funds (CDVCs) are both mission-driven and profit-driven. The
industry refers to this as a ‘‘double bottomline’’—investments that
show promise not only of a financial return, but also of a social re-
turn. Social returns range from creating sustainable local jobs with
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1 Kerwin Tesdell is the president of the Community Development Venture Capital Alliance
and an adjunct professor at New York University School of Law. He holds an economics degree
from Harvard College, law and business degrees from New York University, and a certificate
from the Venture Capital Institute.

liveable wages to providing a much-needed service to the commu-
nity.

CDVC investments are much smaller than traditional venture
capital funds, typically ranging between $50,000 and $500,000, and
go to small businesses located in distressed urban and rural areas.
However, while many of the existing active CDVCs seek out and
make investments based on location, some CDVCs, such as Coastal
Enterprises in Maine, make the majority of their investments
based on job creation potential. Another important distinction be-
tween traditional funds and mission-driven funds is that CDVCs
provide on-going, intensive business counseling and assistance.

It is generally accepted among economists and business experts
that venture capital has significantly contributed to the success of
the U.S. economy over the last 20 to 30 years. Accordingly, CDVC
funds have set out to demonstrate that the same model of business
development that has driven economic expansion in California’s
Silicon Valley and Route 128 in Massachusetts can also make a
powerful difference in areas like the inner-city areas of Boston’s
Roxbury and New York’s East Harlem, or the rural desolation of
Kentucky’s Appalachia and Mississippi’s Delta region.

The Committee has reviewed S. 1594 and the field of community
development venture capital on three occasions: On March 16, 1999
as part of the SBA’s FY2000 Budget Hearing; on May 12, 1999 as
part of the roundtable entitled ‘‘SBA’s SBIC and Microloan Pro-
grams’’; and on February 24, 2000 as part the SBA’s FY2001 Budg-
et Hearing. The testimony and statements from those hearings and
roundtables demonstrate a real need for this legislation. For exam-
ple, while there is a growing industry of community development
venture capital companies, there are virtually no institutional
sources of equity capital in distressed communities. Specifically,
there are currently 26 active CDVCs. They manage approximately
$157 million combined, and only 14 of those funds are capitalized
at $5 million or more, which is the absolute minimum for economic
viability of a fund.

Mr. Kerwin Tesdell,1 one of the roundtable participants and
president of the Community Development Venture Capital Alliance
in New York, explained why Congress should implement a commu-
nity development venture capital program: ‘‘Why is Federal support
needed for this program? * * * right now we depend on social cap-
ital, from foundations and others with a social interest as well as
an economic interest in investment. That is a very small pool of
capital. Therefore, our funds are often undercapitalized, operate at
an inefficient level, and are unable to meet the needs of their com-
munities.’’

This legislation creates a community development venture cap-
ital program that is modeled on the Small Business Administra-
tion’s existing venture capital program, called the Small Business
Investment Company (SBIC) program. Congress created the SBIC
program in 1958 to fill the gap between the scarcity of venture cap-
ital available to small businesses and the needs of start-up and
growing small businesses.
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2 Quote from the statement of Julia S. Rubin, a community development venture capital ex-
pert described in footnote no. 3, submitted for the record as part of the SBA’s FY2000 Budget
Hearing on March 16, 1999.

3 Price Waterhouse Venture Capital Survey 1999/2000.
4 Julia S. Rubin is a doctoral candidate at Harvard University examining the field of commu-

nity development venture capital (CDVC). She advises the Small Business Administration on
the President’s New Markets Venture Capital Initiatives, which is modeled after the CDVC in-
dustry. She also advises community development venture capital funds on how to attract more

Continued

The SBIC program has proven to be an extremely successful pub-
lic-private sector partnership with the government. Since the pro-
gram was started, it has provided more than $22 billion of invest-
ments in more than 86,000 small U.S. companies. In the last five
years, it has returned $238 million in profit participation to the
U.S. Department of Treasury. As successful as the SBIC program
is, it does not sufficiently reach areas of our country that need eco-
nomic development the most. According to Don Christensen, the
Associate Administrator of the SBA’s Investment Division, who
participated in the Committee’s roundtable in 1999: ‘‘* * * Al-
though the SBIC Program is extremely effective in addressing the
needs of small business in general, it comes up short in terms of
the needs of small businesses located in distressed urban and rural
areas * * * In the HUBZones, for example. A number of invest-
ments are being made by SBICs in those areas, but they are the
larger ones. What we need is a new program to address the specific
needs * * *’’

For example, in 1999, SBICs invested $771 million in low-and
moderate-income areas. However, ‘‘the vast majority of those in-
vestments were very large and not at all comparable to the type
of investments [NMVC] funds would make.’’ 2 Based on SBA data,
in 1998, only 1.8 percent, or $59 million, went to investments of $1
million or less in low- and moderate-income areas. In 1999, the per-
centage shrunk. Out of the total $4.2 billion that SBICs invested
in 1999, only 1.6 percent, or $66 million, went to such investments.
It is estimated that $60 million will be invested in low-income
areas through the NMVC program in FY2001, with the remaining
$140 million to be invested over the subsequent four-year period.

In approving this legislation, it is not the Committee’s intention
to criticize the SBIC program or the investment pattern of cur-
rently licensed SBICs. On the contrary, the Committee encourages
the SBICs to continue making investments in low- and moderate-
income (LMI) areas and provides an incentive through a recently
implemented debenture, called an LMI debenture, which has favor-
able terms. The Committee recognizes the vital role that SBIC in-
vestments play in the economy and the financing gap they fill by
making investments of $300,000 to $5 million in small businesses,
which traditional venture capitalists do not typically make. Tradi-
tional venture capitalists make average investments of $9 million.3

The Committee is approving S. 1594 to expand the number of
smaller investments being made to small businesses in the poorest
areas, low-income geographic areas, and to fill another gap in ac-
cess to capital that small businesses face. Investments for NMVC
funds typically will range from $50,000 to $300,000 versus the
$300,000 to $5 million range found in the Agency’s SBIC program.

According to Julia Sass Rubin,4 a community development ven-
ture capital expert at Harvard University who participated in the
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venture capital. Formerly a consultant for McKinsey & Co., she received her M.B.A., M.A. and
B.A. degrees from Harvard University.

5 Michael E. Porter is the C. Roland Christensen Professor of Business Administration at Har-
vard Business School. He is the author of many best-selling books on strategy, including ‘‘The
Competitive Advantage of Nations, Competitive Advantage: Creating and Sustaining Superior
Performance,’’ and ‘‘Competitive Strategy: Techniques for Analyzing Industries and Competi-
tors.’’ The quote is taken from ‘‘The Competitive Advantage of the Inner City’’ of the Harvard
Business Review.

1999 roundtable and submitted a statement for the hearing record
on SBA’s FY2001 budget, the situation is compounded by the fact
that ‘‘these [SBIC] investments were narrowly distributed. Only
five states received 59 percent of these dollars in 1999, and only
four states accounted for 55 percent of these dollars in 1998. In
1999, California alone accounted for 30 percent of all SBIC LMI in-
vestments of $1 million or less. [Similarly], in 1998, California ac-
counted for 28 percent of all investments. Meanwhile, 21 states in
1999, and 20 states in 1998, received no [SBIC] capital at all. [Fi-
nally], in 1998, only two SBIC investments went to rural LMI
areas.’’

The need for targeted venture capital investment is not only
clear from these statistics, but from investment experts and econo-
mists who recognize the vital role of venture capital in our econ-
omy. At the Federal Reserve System Research Conference on Busi-
ness Access to Capital and Credit held in March of 1999, Federal
Reserve Board Chairman Alan Greenspan said: ‘‘* * * Credit alone
is not the answer. Businesses must have equity capital before they
are considered viable candidates for debt financing. * * * Contin-
ued efforts to develop markets for private equity investments will
be rewarded by an innovative and productive business community.
This is especially true in lower-income communities, where the
weight of expansive debt obligations on small firms can severely
impede growth prospects, or more readily lead to business failures.’’

We can make a difference in the country’s poor, under-invested
and under-served areas by investing in a new industry of commu-
nity development venture capital funds that target investment cap-
ital and business expertise into low- and moderate-income areas to
develop and expand local businesses that create jobs and alleviate
economic distress.

II. DESCRIPTION OF THE BILL

The ‘‘Community Development Venture Capital Act of 2000’’ ad-
dresses the venture capital financing needs of small businesses lo-
cated in low-income urban areas and low- and moderate-income
rural areas, referred to by the Administration as ‘‘new markets.’’
The SBA defines new markets as rural and inner city communities,
including HUBZones and Rural and Urban Empowerment Zones.
New markets are areas of the country where entrepreneurs have
experienced barriers to the marketplace and there is little to at-
tract investors. At the same time, these areas need so much, there
are significant opportunities. According to Michael Porter,5 a re-
spected professor at Harvard University and business analyst who
has written extensively on competitiveness, ‘‘* * * inner cities are
the largest underserved market in America, with many tens of bil-
lions of dollars of unmet consumer and business demand.’’ The
Committee believes comparable opportunities exist in poor rural
areas.
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6 Ms. Elyse Cherry, transcript of the May 12, 1999, Roundtable, ‘‘SBA’s SBIC and Microloan
Programs.’’ Page 18, line 6.

This legislation has three parts: the New Markets Venture Cap-
ital Program, a venture capital program to funnel investment
money into distressed communities; the Community Development
Venture Capital Assistance Program, a capacity building program
to expand the number of venture capital firms and professionals
who are devoted to investing in such communities; and
BusinessLINC, a mentoring program to link established, successful
businesses with small business owners in stagnant or deteriorating
communities in order to facilitate the learning curve to develop and
grow their small businesses.

Title I—New Markets Venture Capital Program
The center piece of S. 1594 is the New Markets Venture Capital

Program. Its purpose is to stimulate economic development through
public-private partnerships called New Markets Venture Capital
Companies (NMVCs) that invest venture capital in and provide
technical assistance to smaller businesses located in distressed
rural and urban areas, including HUBZones and Urban and Rural
Empowerment Zones.

Through this legislation, the SBA will create a separate venture
capital program that will fund up to 20 venture capital companies
dedicated to new markets. Unlike the SBIC program which focuses
on small businesses with high-growth potential and claims suc-
cesses such as Staples and Calaway Golf, the NMVC program will
focus on smaller businesses that show promise of a double
bottomline. While these smaller businesses can be higher risk, need
patient capital and technical assistance, and have modest growth
prospects, they can also provide quality jobs and create productive
wealth in and among our neediest communities.

During the Committee’s roundtable, Ms. Elyse Cherry, president
of the Boston Community Venture Fund in Massachusetts, one of
the country’s premier community development venture capital
funds, gave an example of an investment with a double bottomline:
City Fresh Foods. Run by two young African-American brothers,
the company provides African-American, Hispanic and Caribbean
food to the Meals-on-Wheels program in the Roxbury/Dorchester
area of Boston, a low- and moderate-income area in the inner-city
‘‘that had no investment in the last 20 years.’’ 6 The ethnic meals
were in demand and needed because the typical menus were too
bland, and the elderly and disabled who relied on Meals-on-Wheels
were not eating their food. In spite of the market demand, the com-
pany had lost money in every one of its three years of existence.
It was faced with shutting down or getting more financing. After
Boston Community Venture Fund invested in City Fresh and start-
ed providing the owners with management assistance, the company
developed a positive cash flow in about six months and was a year
ahead of schedule at the time of the Committee’s Roundtable. In
addition to providing a needed service, City Fresh Foods has cre-
ated more than 20 jobs. It also hires from the community, pays its
employees from $8 to $16 per hour, and offers training and oppor-
tunity for employees to move from entry-level jobs to supervisory
positions.
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S. 1594 as reported authorizes the SBA to make matching grants
to new markets venture capital companies (NMVCs) and special-
ized small business investment companies (SSBICs), licensed under
Section 301(d) of the Small Business Investment Act, so that they
can provide technical assistance to prospective and financed port-
folio companies. Though the legislation does allow SSBICs to use
these funds to provide technical assistance to small businesses at
the pre- and post-investment stages, priority should be given for
LMI investments that are already financed (post-investment). The
Committee wants to stress that SSBICs cannot use these matching
TA grants for any investments they have made prior to implemen-
tation of this legislation.

S. 1594 also authorizes the SBA to guarantee debentures issued
by the NMVCs. The debentures leverage the private capital that
NMVCs raise and enable NMVCs to make venture capital invest-
ments in small businesses located in low-income urban areas and
low- and moderate-income rural areas.

In order to participate in the program, a New Markets Venture
Capital Company must be a newly formed, for-profit entity. It must
have demonstrated management expertise in community develop-
ment venture capital. It must have raised a minimum of $5 million
in private capital. Generally, it must have obtained matching fund
commitments for each dollar of technical assistance (TA) to be used
over a five- to ten-year period. TA matching grants will be provided
to an NMVC in an amount equal to 30 percent ($1.5 million) of the
$5 million it raised in private funds. If an NMVC cannot raise the
TA matching contribution up front, the legislation permits the SBA
to issue a TA grant if an NMVC has a plan for (1) how it will
match the TA grant money, and (2) the NMVC has already raised
20 percent of the required match. Lastly, an NMVC applicant must
have developed a plan and operational structure that focuses in-
vestments in low-income areas, illustrating that it is mission-driv-
en. This last provision is important because it is a safeguard
against NMVC companies that might take advantage of the pro-
gram.

This bill authorizes the SBA to match up to 11⁄2 times an NMVC
company’s private capital through guarantees of debentures, called
Low-Income Debentures (LIDs). An NMVC company will not be re-
quired to make interest payments on an LID for five years. This
deferred interest feature, similar to the LMI debenture available
under the SBIC program, is designed to encourage the NMVC com-
panies to make patient investments in smaller enterprises located
in low-income geographic areas. This type of patient funding, some-
times referred to as an ‘‘equity-type’’ investment, will allow an
NMVC company to nurture the development of a smaller enterprise
for long-term success and help the NMVC company to obtain a rea-
sonable return on its investment.

While an NMVC will not be required to make interest payments
on an LID for five years, it will be charged interest. The accumu-
lating interest is built into the LID, which discounts (reduces) the
face value of the LID from a 11⁄2 match ($7.5 million) to a net cash
value of a one-to-one match ($5 million). For example, under S.
1594, an NMVC company is required to raise a minimum of $5 mil-
lion in private capital. The SBA will match that private capital
through the guarantee of a LID, up to 11⁄2 times, or $7.5 million.
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However, assuming an 8 percent interest rate on that $7.5 million
for five years, the net proceeds (cash value) of that LID then would
be approximately $5 million, same as the amount of private capital
raised by the NMVC company. That one-to-one match gives the
NMVC a total portfolio of $10 million to invest.

While the Administrator is authorized to issue and guarantee
trust certificates of these LID debentures, Federal securities laws
still apply. The Committee wants to make clear that nothing in
this legislation is intended to undermine the authority of the Secu-
rities and Exchange Commission.

The reported legislation provides many protections to maximize
the chances of NMVC funds succeeding financially and having a
significant impact on their communities. The structure of NMVC
companies comes from the experience of existing CDVCs and cur-
rent research. It also draws upon the lessons learned by the SBA
from administering the SBIC and SSBIC programs. Accordingly,
this bill sets a minimum fund size of $5 million in order for an or-
ganization to qualify for SBA leverage. It requires NMVC compa-
nies to have qualified and experienced management. It reduces the
potential leverage that NMVC funds can draw upon, to a 1 to 11⁄2
ratio. And, like the SBIC program, NMVC funds lose all of their
capital before any government guaranteed funds are placed at risk.
As reported, S. 1594 also prevents an NMVC company from filing
for bankruptcy to guarantee that NMVC companies repay any fed-
eral financial assistance it receives under the new markets venture
capital program.

Restricting investments in urban communities to low-income
areas

At the markup, the Committee Chairman Bond expressed con-
cern that the program benefit only businesses located in low-in-
come (LI) areas, rather than low- and moderate-income (LMI)
areas. By unanimous consent, the Committee adopted the Chair-
man’s amendment to change the geographic investment areas for
urban areas from low- and moderate-income areas to only low-in-
come areas. The amendment did not change the criteria for defin-
ing rural areas in which NMVC companies may invest.

Targeting twenty-five percent of the debentures to HUBZone
areas

The Chairman offered an amendment at the markup requiring
new markets venture capital companies to invest 25 percent of the
money raised through SBA-backed debentures in small companies
that are located in Historically Underutilized Business Zones
(HUBZones). The Committee created the HUBZone program as
part of the SBA Reauthorization of 1997 (PL 105–135). The Com-
mittee unanimously adopted the amendment.

Title II—The Community Development Venture Capital Assistance
Program

S. 1594 authorizes the SBA to establish the Community Develop-
ment Venture Capital Assistance Program. The purpose is to pro-
mote the growth of the field of community development venture
capital through training, technical assistance, knowledge sharing
and the expansion of best practices among venture funds. Existing
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community development venture capital companies have empha-
sized to the Committee that capacity-building is especially impor-
tant in areas not currently served by the active CDVCs. There are
many states and communities where there is an urgent need for
equity investments that will result in the creation of jobs, wealth
and opportunities for low-income people, but where there may not
yet be a venture fund with the capacity to become a New Markets
Venture Capital company. Initially, this title has the potential to
help the venture capital program for low-income areas.

The need is clear. The Community Development Venture Capital
funds across the country have a proven track record in making
smart, responsible investments in small businesses in their com-
munities, but the capital needs of firms in economically distressed
areas far outweigh the existing capacity of these organizations.
Compared to the more than 1,143 traditional and SBIC venture
capital firms in the U.S., only 26 funds nationwide currently con-
centrate on investing in companies that show promise of financial
and social returns. The industry needs more community develop-
ment venture capital funds to reach more of these underserved
communities. The bill authorizes $20 million total in program level
over four years (FY2000–2003).

First, the Community Development Venture Capital Assistance
program would authorize at least $15 million for SBA grants to pri-
vate, nonprofit organizations with expertise in making venture cap-
ital investments in poor communities. These organizations would
use these grants to provide hands-on technical assistance to spawn
and develop new and emerging CDVC or NMVC companies. The
intermediary organizations would match the grants dollar for dol-
lar with non-Federal sources.

Second, this program would provide up to $5 million in SBA
grants to colleges, universities, and other firms or organizations—
public or private—to create and operate training and intern pro-
grams, organize a national conference, and fund academic research
and studies dealing with community development venture capital.

Senator Wellstone originally introduced this legislation during
the 105th Congress as an amendment to H.R. 3412, the Small
Business Investment Company Technical Corrections Act of 1998.
It passed both the Senate Committee on Small Business and the
full Senate, but the House did not get to act on the bill before the
Congress adjourned so it was not enacted. Senator Wellstone re-
introduced this legislation this Congress as S. 619 on March 15,
1999. His bill has been incorporated as Title II of S. 1594.

Title III—BusinessLINC
This legislation amends the Small Business Act to authorize

matching grants for BusinessLINC, a program which links large
businesses with small business owners. The Administrator of the
Small Business Administration is authorized to make grants to and
enter into participation agreements with coalitions of public and
private-sector participants to promote, expand and facilitate men-
tor-protege relationships in low-income areas and provide the addi-
tional money needed to identify existing and potential small busi-
nesses for linkage to appropriate larger businesses.

BusinessLINC builds upon an already successful public-private
partnership that began June 5, 1998 between the U.S. Small Busi-
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ness Administration (SBA), the U.S. Department of the Treasury,
and the private business sector. The Business Learning, Invest-
ment, Networking, and Collaboration (LINC) initiative was formed
to encourage the linkage of large businesses to small businesses,
enhancing the economic vitality and competitive capacity of small
businesses located in economically distressed urban and rural
areas.

The Committee authorizes $6.6 million per year for
BusinessLINC grants for six years, from FY2000–2005.

Authorization levels
For the New Markets Venture Capital Program, this amended

legislation authorizes a total of program level of $150 million for
debentures and a total of $30 million for technical assistance
matching grants for fiscal years 2000 though 2005. For the Com-
munity Development Venture Capital Assistance Program, this bill
authorizes a total of $20 million for fiscal years 2000 though 2003.
For BusinessLINC, this bill authorizes $6.6 million annually for
fiscal years 2000 though 2005. The amounts for all three programs
shall remain available until expended.

III. COMMITTEE VOTE

In compliance with rule XXVI(7)(b) of the Standing Rules of the
Senate, the following votes were recorded on July 26, 2000. A mo-
tion by Senator Kerry to adopt the substitute amendment by Sen-
ator Kerry passed by unanimous voice vote. A motion by Senator
Kerry to adopt two amendments by Senator Bond concerning in-
vestments in low-income urban areas and the percentage of invest-
ments to be made in HUBZone areas passed by unanimous voice
vote. A motion by Senator Bond to adopt the ‘‘Community Develop-
ment Venture Capital Act of 1999,’’ as amended, was approved by
a 16–1 recorded vote, with the following Senators voting in the af-
firmative: Bond, Kerry, Burns, Bennett, Snowe, Enzi, Fitzgerald,
Crapo, Abraham, Levin, Harkin, Lieberman, Wellstone, Cleland,
Landrieu and Edwards. Voting in the negative: Senator Voinovich.

IV. EVALUATION OF REGULATORY IMPACT

In compliance with rule XXVI(11)(b) of the Standing Rules of the
Senate, it is the opinion of the Committee that no significant addi-
tional regulatory impact will be incurred in carrying out the provi-
sions of this legislation. There will be no additional impact on the
personal privacy of companies or individuals who utilize the serv-
ices provided.

V. COST ESTIMATE

In compliance with rule XXVI(11)(a)(1) of the Standing Rules of
the Senate, the Committee estimates the cost of the legislation will
be less than the amounts indicated by the Congressional Budget
Office (CBO) in the following letter. CBO estimates a subsidy rate
of 20 percent for the New Markets Venture Capital program. How-
ever, as part of its responsibilities under the Credit Reform Act of
1990, the Office of Management and Budget (OMB) estimates a
subsidy rate of 14.44 percent for the program for FY2001.
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CONGRESSIONAL BUDGET OFFICE COST ESTIMATE

S. 1594—Community Development and Venture Capital Act of 2000
Summary: S. 1594 would authorize appropriations for fiscal

years 2000 through 2005 for the New Markets Venture Capital
(NMVC) program within the Small Business Administration (SBA).
This program would provide federal loan guarantees to venture
capital corporations that invest in small businesses located in low-
income communities. The bill also would establish a program—the
community Development Venture Capital program—to provide
training and assistance to venture capital companies that promote
community development. Finally, S. 1594 would authorize appro-
priations for the BusinessLINC program, also within SBA. This
program would promote relationships between large and small
businesses.

CBO estimates that implementing S. 1594 would cost a total of
$104 million over the 2001–2005 period, assuming appropriation of
the necessary amounts. Because S. 1594 would not affect direct
spending or receipts, pay-as-you-go procedures would not apply.

S. 1594 contains an intergovernmental mandate as defined in the
Unfunded Mandates Reform Act (UMRA), but CBO estimates that
the cost of the mandate would not be significant. The bill contains
no new private-sector mandates.

Estimated cost to the Federal Government: For this estimate,
CBO assumes that S. 1594 will be enacted near the start of fiscal
year 2001 and that funds will be provided for its implementation
each year. The estimated budgetary impact of S. 1594 is shown in
the following table. The costs of this legislation fall within budget
function 370 (commerce and housing credit).

By fiscal year, in millions of dollars

2000 2001 2002 2003 2004 2005

SPENDING SUBJECT TO APPROPRIATION

Spending for NMVC and business LINC:
Under current law:

Budget authority 1 ......................................... 11 0 0 0 0 0
Estimated outlays ......................................... 4 5 2 2 0 0

Proposed Changes:
Estimated authorization level ....................... 0 35 34 18 12 12
Estimated outlays ......................................... 0 20 31 24 16 13

Spending under S. 1594:
Estimated authorization level 1 ..................... 11 35 34 18 12 12
Estimated outlays ......................................... 4 25 33 24 16 13

1 The 2000 level is the amount appropriated for that year. It includes $9 million for NMVC technical assistance and $2 million for Business
LINC assistance. In addition, Public Law 106–113 had earmarked $6 million for the subsidy cost of NMVC loan guarantees; but Public Law
106–259 (enacted August 9, 2000) repealed that earmark.

2 Less than $500,000.

Basis of estimate
S. 1594 would authorize appropriations for three programs with-

in SBA. Based on historical spending patterns of similar programs,
CBO estimates implementing the New Markets Venture Capital
program would cost $54 million, the Community Development Ven-
ture Capital program would cost $20 million, and the
BusinessLINC program would cost $30 million.
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New markets venture capital
S. 1594 would authorize the NMVC programs for six years (fiscal

years 2000 through 2005), with appropriations limited to $30 mil-
lion for technical assistance grants and such sums as necessary to
subsidize and administer up to $150 million in NMVC loan guaran-
tees. For this estimate, CBO assumes SBA would guarantee 100
percent of any loans under this program.

CBO estimates that S. 1594 would authorize the appropriation of
an additional $56 million over the 2001–2005 period for the NMVC
program. This cost reflects the difference between the total
amounts authorized in the bill and the $9 million appropriated for
the current year.

Specifically, S. 1594 would authorize the appropriation of up to
$30 million over the 2000–2005 period for technical assistance,
which is $21 million more than has been appropriated for fiscal
year 2000. In addition, CBO estimates that it would cost about $30
million to subsidize $150 million in NMVC loan guarantees. Fi-
nally, experience with other SBA programs suggests that it would
cost an average of about $1 million a year to administer the pro-
gram, net of any examination fees paid by borrowers.

CBO estimates that the subsidy cost of the NMVC program
would be about 20 percent of the amount guaranteed. This esti-
mate is based on trends in defaults and recoveries for similar SBA
programs and on information regarding the likely terms and condi-
tions of the guarantees. Experience with other programs suggests
that NMVC borrowers would default on about 45 percent of guar-
anteed loans. In the event of a default, CBO expects that the agen-
cy would liquidate the NMVC investments and that recoveries
would average about 50 percent of the loan balance three years
after default. Based on information from the Office of Management
and Budget, we assume that SBA would allow borrowers a grace
period of five years during which they would not pay interest; in-
stead, such interest would be added to the outstanding debt. Be-
cause S. 1594 would authorize SBA to guarantee up to $150 million
of loans, we estimate that this program would require the appro-
priation of about $30 million for credit subsidies.

Community development venture capital
S. 1594 would authorize the Community Development Venture

Capital program for four years (fiscal years 2000 through 2003),
with appropriations limited to $20 million for grants and contracts
to provide technical assistance. Based on the spending patterns of
similar programs, CBO estimates that outlays for this program
would total about $20 million over the 2001–2005 period.

BusinessLINC
S. 1594 would authorize appropriations of $6.6 million each year

over the 2001–2005 period to promote relationships between large
and small businesses. Based on the spending patterns of SBA’s
other grant and assistance programs. CBO estimates that outlays
for this program would be $30 million over the 2001–2005.

Pay-as-you-go considerations: None.
Impact on state, local, and tribal governments: Title I would pre-

empt state laws by prohibiting them from limiting the Administra-
tion’s ability to exercise its ownership rights in certain debentures
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issue by a new markets venture capital company. Such a preemp-
tion of state law is an intergovernmental mandate as defined by
UMRA, but CBO estimates that the mandate would impose no sig-
nificant costs on state, local, or tribal governments.

Impact on the private sector: S. 1594 contains no new private-
sector mandates as defined by UMRA.

Previous CBO estimates: This estimate differs from previous esti-
mates of related legislation because of a change in the amounts
being spent under current law. CBO’s previous estimates included
$6 million that was appropriated in 2000 for the subsidy cost of
NMVC loans. The Department of Defense Appropriations Act, 2001
(Public Law 106–259, enacted on August 9, 2000) allows SBA to
spend such funds on other loan programs. CBO transmitted three
related estimates prior to this change in law.

On August 4, 2000, CBO transmitted a cost estimate for S. 1594,
the Community Development and Venture Capital Act of 2000, as
ordered reported by the Senate Committee on Small Business on
July 26, 2000. That version of the bill would authorize the
BusinessLINC program only through fiscal year 2003. CBO esti-
mated that implementing S. 1594, as ordered reported, would cost
total of $87 million over the 2001–2005 period.

On June 26, 2000, CBO transmitted a cost estimate for H.R.
2848, the New Markets Initiative Act of 1999, as ordered reported
by the House Committee on Banking and Financial Services on
April 13, 2000. H.R. 2848 would authorize loan guarantees under
the NMVC program of up to $100 million and technical assistance
to borrowers. CBO estimated those provisions would cost $40 mil-
lion over the 2001–2005 period.

On July 16, 2000, CBO transmitted a cost estimate for H.R.
4530, the New Markets Venture Capital Program Act of 2000, as
ordered reported by the House Committee on Small Business on
May 25, 2000. S. 1594 would authorize loan guarantees under the
NMVC program of up to $150 million and technical assistance to
borrowers. CBO estimated that implementing H.R. 4530 would cost
$47 million over the 2001–2005 period.

Estimated prepared by: Federal Costs: Mark Hadley; Impact on
State, Local, and Tribal Governments: Victoria Heid Hall; and Im-
pact on the Private Sector: Lauren Marks.

Estimate approved by: Peter H. Fontaine, Deputy Assistant Di-
rector for Budget Analysis.

VI. SECTION-BY-SECTION

Section 1. Short title
The title of the bill is ‘‘The Community Development and Ven-

ture Capital Act of 2000.’’

Title I—New Markets Venture Capital Program

Sec. 101. New Markets Venture Capital Program
This section amends Title III of the Small Business Investment

Act of 1958 to establish the New Markets Venture Capital Pro-
gram, a mission-driven venture capital program designed to attract
investment capital and business expertise to smaller businesses in
new markets. New markets are low-income urban and rural areas
of the country where entrepreneurs have experienced barriers to
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the marketplace and there is little to attract investors. At the same
time, these areas need so much, there are significant opportunities.

Subsection 351. Definitions
This subsection sets forth the definitions for the terms used in

the legislation.

Subsection 352. Purposes
The purpose of the New Markets Venture Capital program is to

encourage venture capital investment in smaller businesses located
in urban and rural areas; to promote the creation of wealth, eco-
nomic development, and job opportunities in low-income areas; and
to establish a venture capital program at the Small Business Ad-
ministration, separate from its Small Business Investment Com-
pany (SBIC) venture capital program, that focuses on economic de-
velopment.

Subsection 353. Establishment
This subsection establishes the new markets venture capital pro-

gram, which authorizes the SBA to (1) make grants to new markets
venture capital (NMVC) companies and Specialized Small Business
Investment Companies (SSBICs) so that they can provide technical
assistance to prospective and financed portfolio companies, and (2)
to guarantee the debentures issued by NMVCs to enable such com-
panies to make venture capital investments in low-income areas.

Subsection 354. Selection of NMVC companies
This subsection sets forth the criteria the SBA must follow in se-

lecting NMVC companies. The criteria is designed to ensure that
selected NMVC companies are fiscally sound, well-managed, and
experienced to identify and make responsible, successful commu-
nity development venture capital investments that will benefit low-
income communities and the investors. The Committee expects the
SBA to select NMVC companies that have a primary objective of
economic development of low-income geographic areas, particularly
in regard to quality job creation for the people who live in the area.

In order to participate in the program, NMVC companies must
satisfy the following requirements:

(1) Each NMVC company must be a newly formed, for-profit enti-
ty.

(2) Each NMVC company’s management team must have dem-
onstrated experience in making venture capital investments in
smaller companies that result in creating jobs and promoting eco-
nomic development in the community.

(3) Each NMVC company must provide a plan that concentrates
its activities on serving the eligible investment areas, and submit
a proposal that will expand economic opportunities and address the
unmet capital needs within the eligible areas.

(4) Each applicant must submit a proposal describing how it will
provide marketing, management and technical assistance to small-
er companies expected to be financed by the NMVC.

(5) Each NMVC company must raise at least $5 million of con-
tributed capital or binding capital commitments from non-Federal
investors, which SBA will match with guarantees.

VerDate 11-MAY-2000 18:00 Aug 30, 2000 Jkt 079010 PO 00000 Frm 00013 Fmt 6659 Sfmt 6602 E:\HR\OC\B383SR.007 pfrm08 PsN: B383SR



14

(6) Each NMVC company must obtain matching fund commit-
ments, cash or in-kind, from non-SBA sources, for marketing, man-
agement and technical assistance equal to 30 percent of the $5 mil-
lion ($1.5 million) in funds it raises. SBA matches the money dol-
lar-for-dollar.

There is an exception for the technical assistance matching re-
quirements. The Committee understands that it may be difficult for
some NMVC companies to raise their entire 30–percent match dur-
ing the application stage. In those circumstances, the Adminis-
trator may approve an NMVC company if it has a viable plan to
raise the $1.5 million in cash or in-kind and has binding commit-
ments for at least 20 percent of that $1.5 million on hand.

(7) Each NMVC must make at least 80 percent of its investments
in low-income geographic areas. In order for an investment to be
counted toward the 80% goal under this legislation, the investment
must be made in a small business concern located in a low-income
area. This ensures that the New Markets Venture Capital Com-
pany Program will focus investment capital where it is most need-
ed, rather than duplicating SBA’s existing venture capital program,
the Small Business Investment Company program.

It is also the Committee’s view that by investing the majority of
funds in low-income communities, we will not only provide the ben-
efit of increased job opportunities for people who live in the area,
but also provide the benefit of improving the physical community.
This double benefit ensures that the resources spent under S. 1594
will provide the maximum economic impact on the low-income com-
munities to which this bill is targeted.

In addition to the criteria outlined above, this legislation requires
the SBA to consider geographic distribution of applicants when se-
lecting NMVC companies. The Committee expects the SBA to select
qualified NMVC companies that are located in different areas
around the country, to the extent possible, so that the program is
not concentrated in one or two regions.

Subsection 355. Technical assistance grants
Under the New Markets Venture Capital Program, the SBA is

authorized to make technical assistance (TA) grants to NMVC com-
panies established under this legislation and to certain Specialized
Small Business Investment Companies (SSBICs). However, the
conditions are different.

NMVC companies are eligible for one or more grants equal up to
30 percent of the $5 million in capital and commitments that they
must raise for investment capital. They must match their grant
funds dollar for dollar, and they can use the funds to provide mar-
keting, management and technical assistance to small businesses
pre- and post-investment, meaning small businesses that have al-
ready been financed or are expected to be financed through this
program. The grant funds will be made available to NMVCs over
a multi-year period not to exceed 10 years.

SSBICs are also eligible for TA grant funds. They are eligible
without entering into a participation agreement with SBA to act as
an NMVC company, but they must submit a plan to SBA explain-
ing how the funds will be used. The participation of the SSBICs is
limited only to investments they make in low-income areas after
the date of enactment, and the grant amount is limited to 30 per-
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cent of those investments. Like NMVC companies, SSBICs must
match the grant funds dollar for dollar, the grant funds will be
made available over a multi-year period not to exceed 10 years, and
they can use the funds to provide marketing, management and
technical assistance to small businesses pre- and post-investment.

Though the legislation does allow SSBICs to use these funds to
provide technical assistance to small businesses pre- and post-in-
vestment, priority will be given for low-income investments that
are ultimately financed. The Committee wants to emphasize that
SSBICs cannot use matching TA grant funds for any investments
they have made prior to implementation of this legislation.

This legislation also authorizes SBA to make supplemental
grants. They are for NMVC companies and SSBICs to provide extra
technical assistance to the smaller enterprises that they finance.
These grants must also be matched one for one. The purpose of
supplemental grants is to provide an extra incentive for NMVC
companies and SSBICs to invest in small companies that have po-
tential but are more time-consuming and thus more expensive to
manage.

The Program limits the use of grant funds to marketing, man-
agement and technical assistance to smaller enterprises financed
by NMVC companies and SSBICs. The purpose of this limitation
is to ensure that NMVC companies and SSBICs do not use the
funds to support other business costs and projects.

Subsection 356. Debentures
S. 1594 authorizes the SBA to guarantee debentures that

NMVCs issue to raise capital for equity and equity-type invest-
ments. The term cannot exceed 15 years, and the debentures are
subject to the interest rate and terms approved by the Adminis-
trator. Interest payments will be deferred on these debentures for
the first five years of their term. To protect taxpayer investment
in NMVCs, the total face value of debentures cannot exceed 150
percent of the NMVC’s private capital.

This legislation also requires that 25 percent of the proceeds
from debentures be invested in smaller enterprises located in
HUBZones (Historically Underutilized Business Zones). The Com-
mittee created the HUBZone program as part of the SBA Reauthor-
ization of 1997 (PL 105–135). The Committee notes that the
HUBZone definition for eligible inner city census tracts and non-
metropolitan counties is a comprehensive definition that includes
more than 7,000 metropolitan census tracts, more than 900 non-
metropolitan counties, 527 Native American reservations and Na-
tive Alaskan villages.

Subsection 357. Issuance and guarantee of trust certificates
This subsection authorizes the SBA to issue and guarantee trust

certificates representing ownership of all or part of the debentures
issued by an NMVC company and guaranteed by the Administra-
tion. Each guarantee issued under this section is limited to the
amount of the principal and interest on the guaranteed debentures
that compose the trust or pool of certificates. This section grants
SBA subrogation and ownership rights over the trust certificates
guaranteed under this section, but the SBA is prohibited from col-
lecting a fee for any guarantee of a trust certificate issued under
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this section. Finally, this section allows SBA to contract with an
agent to carry out the pooling and central registration functions for
the trust certificates issued.

While the Administrator is authorized to issue and guarantee
trust certificates of these debentures, Federal securities laws still
apply. The Committee wants to make clear that nothing in this leg-
islation is intended to undermine the authority of the Securities
and Exchange Commission.

Subsection 358. Fees
This subsection authorizes SBA to charge such fees as it deems

appropriate with respect to any guarantee or grant issued to an
NMVC company. This authorization is subject to the prohibition
contained in Subsection 357 that prohibits SBA from collecting a
fee for any guarantee of a trust certificate issued under that sec-
tion.

Subsection 359. Bank participation
This subsection allows any national bank, and any member bank

of the Federal Reserve System, to invest in an NMVC company
formed under this legislation so long as the investment does not ex-
ceed 5 percent of the capital and surplus of the bank.

Banks that are not members of the federal Reserve system are
allowed to invest in an NMVC company formed under this legisla-
tion so long as such investment is allowed under applicable State
law, and so long as the investment would not exceed 5 percent of
the capital and surplus of the bank.

Subsection 360. Federal financing bank
This subsection establishes that Section 318 of the Small Busi-

ness Investment Act does not apply to any NMVC company created
under this legislation.

Subsection 361. Reporting requirements
Under this legislation, NMVC companies are required to provide

to SBA such information as the Administration requires, including:
information related to the measurement criteria that the NMVC
company proposed in its program application; and, for each case in
which an NMVC company makes an investment or a grant to a
business located outside of a low-income area, a report on the num-
ber and percentage of employees of the business who reside in an
low-income area.

Subsection 362. Examinations
This subsection requires that each NMVC company shall be sub-

ject to examinations made at the direction of the Investment Divi-
sion of SBA. This section allows for examinations to be conducted
with the assistance of a private sector entity that has both the nec-
essary qualifications and expertise. It is the intent of the Com-
mittee that the oversight of the NMVC program be modeled after
that developed for the SBIC program and administered by the
SBA’s Investment Division. Oversight should include a close work-
ing relationship between the SBA analysts and NMVC manage-
ment teams, detailed reporting requirements, frequent on-site ex-
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aminations to evaluate performance and conformance with the op-
erating plan, and careful analysis of the firm’s economic impact.

Subsection 363. Injunctions and Other Orders
This subsection grants SBA the power of injunction over NMVC

companies and the authority to act as a trustee or receiver of a
company if appointed by a court. This section of the legislation
closely tracks the existing injunction provision (Section 311) of the
Small Business Investment Act of 1958. It is the Committee’s in-
tent that oversight of the NMVC program be modeled after that de-
veloped for the SBIC program and administered by SBA’s Invest-
ment Division.

Subsection 364. Unlawful Acts and Omissions; Breach of Fi-
duciary Duty

This subsection defines what is to be considered as a violation of
this legislation, who is considered to have a fiduciary duty, and
who is ineligible to serve as an officer, director, or employee of any
NMVC company because of unlawful acts. It closely tracks the un-
lawful acts provision (Section 314) of the Small Business Invest-
ment Act of 1958. It is the Committee’s intent to grant SBA the
same authority over NMVC companies that it has over Small Busi-
ness Investment Companies with respect to unlawful acts and the
breach of fiduciary responsibility. This subsection also grants the
SBA the authority to use the procedures set forth in Section 313
of the Small Business Investment Act of 1958 to remove or suspend
any director or officer of an NMVC. company.

Subsection 365. Regulations
This subsection authorizes the SBA to issue such regulations as

it deems necessary to carry out the provisions of this legislation.

Subsection 366. Authorizations
This subsection authorizes a program level of $150 million for

SBA-guaranteed debentures and $30 million for matching technical
assistance grants.

Sec. 102. Bankruptcy exemption for NMVC companies
This section prohibits NMVC companies from filing for protection

under bankruptcy laws. The purpose of this section is to guarantee
that NMVC companies repay any federal financial assistance it re-
ceives under the new markets venture capital program.

Sec. 103. Federal savings associations
This section amends the Home Owners’ Loan Act to allow a fed-

eral savings association to invest directly in new markets venture
capital companies instead of forming a service subsidiary to make
the investments. It also limits investment to five percent of a
thrift’s capital and surplus. The purpose of this section is to put
thrifts on even footing with national banks in making these types
of investments.
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Title II—Community Development Venture Capital Assistance

Sec. 201. Findings
This section sets forth Congressional findings on the value of

community development venture capital and the need to expand
the number of professionals and organizations experienced to do
this type of specialized investing.

Sec. 202. Community development venture capital activites
This section amends the Small Business Act to establish a one-

to-one matching grant program to increase the number and exper-
tise of community development venture capital funds (CDVCs)
around the country, such as new markets venture capital compa-
nies. It also provides grant money to colleges, universities, and
other firms or organizations—public or private—to increase train-
ing and research.

Subsection (a) sets forth the definitions of a Community Develop-
ment Venture Capital Organization, a Developmental Organiza-
tion, and an Intermediary Organization.

Subsection (b) sets forth the authority given to the Administrator
of the Small Business Administration to carry out this program. (1)
It gives the Administrator the authority to enter into contracts
with one or more organizations that either research community de-
velopment venture capital or develop specialized venture capital
professionals and organizations. (2) It gives the Administrator the
authority to make grants to developmental organizations to carry
out training and research activities related to community develop-
ment venture capital, and grants to intermediary organizations to
provide marketing, management and technical assistance to com-
munity develoment venture capital organizations.

Subsection (c) sets forth the four training and research activities
for which a developmental organization can use a grant. (1) It can
be used to strengthen the professional skills of individuals in or op-
erating a CDVC by creating training programs. (2) It can be used
to increase interest in community development venture capital by
creating a program to place students and graduates as interns in
CDVCs or internmediary organizations for one year with a stipend.
(3) It can be used to promote best practices by organizing and fund-
ing a national conference for CDVCs to share information regard-
ing starting and operating CDVCs. And (4), it can be used for mobi-
lizing academic resources by encouraging graduate schools to form
centers that study community development venture capital; pro-
viding funding for the development of related materials for courses;
and providing funding for research on community development ven-
ture capital.

Subsection (c) limits to 25 percent the amount of grant money
that can be used for the aforementioned training and research ac-
tivities.

Subsection (d) clarifies that an intermediary organization that re-
ceives a grant under this section must use that money to provide
intensive marketing, management and technical assistance and
training to promote the development of community development
venture capital organizations. It further clarifies that the grant
money can be used for the start-up and operating costs of new
CDVCs.

VerDate 11-MAY-2000 18:00 Aug 30, 2000 Jkt 079010 PO 00000 Frm 00018 Fmt 6659 Sfmt 6602 E:\HR\OC\B383SR.009 pfrm08 PsN: B383SR



19

Subsection (e) sets forth the conditions of receiving a grant. An
intermediary organization must provide a one-to-one match of non-
federal money in order to receive a grant.

Subsection (f) authorizes a total of $20 million for fiscal years
2000 through 2003 to carry out the provisions of the Community
Development Venture Capital Capacity Building and Professional
Development Act.

Title III—BusinessLINC

Sec. 301. Grants authorized
This section amends the Small Business Act to authorize match-

ing grants for BusinessLINC, a program which links large busi-
nesses with small business owners. The Administrator of the Small
Business Administration is authorized to make grants to and enter
into participation agreements with a coalition of public and private-
sector participants that will expand business-to-business relation-
ships between large and small businesses and provide businesses
with information about companies that are interested in mentor-
protege programs. Grants require a one-to-one match in cash or in-
kind, unless the Administrator waives the requirement.

This section authorizes $6.6 million per year for BusinessLINC
grants for six years, from FY2000–2005.

Sec. 302. Regulations
This section requires the Administrator to issue program regula-

tions.

VII. CHANGES IN EXISTING LAW

In the opinion of the Committee, it is necessary to dispense with
the requirement of rule XXVI(12) of the Standing Rules of the Sen-
ate in order to expedite the business of the Senate.

Æ
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