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INTRODUCTORY STATEMENT FROM THE 


CHAIRMAN OF THE EXECUTIVE COMMITTEE 


I am happy to pr~sent the Final Report of the Fifth 

Annual SEC Government-Business Forum on Small Business 

Capital Formation. As with the previous Forums, this 

conference was hosted by the Commission pursuant to 

the authority granted by Section 503 of the Small Business 

Investment Incentive Act of 1980 to review the problems 

associated with capital formation for small businesses. This 

report satisfies our mandate to advise the U.S. Congress 

about the Forum proceedings and its recommendations. 

The recommendations which follow represent the views 

of a majority of the Forum participants which consisted 

of more than 150 small business owners and operators, venture 

capitalists, financial analysts and other advocates of 

small business. Government representatives also attended and 

participated in the discussions but not in the voting or 

ranking of the recommendations. A number of the Forum'issues 

and redommendations are of interest to the Commission. 

However, neither I nor my colleagues on the Commission, 

nor any of our staff, have sought to influence or dictate 

the outcome of any Forum recommendation. It is important 

to note this feature of governmental restraint inasmuch as 

the recommendations which follow represent the views of 

small bu~iness and not the directives of any government 

regulator. 
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The Forum participants met in Washington, D.C. for 

two and one-half days from September 25th through the 

27th. The Executive Committee for the Forum determined 

that the focus of this year's deliberations would be 

upon implementing, to the eitent feasible, recommendations 

from prior Forums and from the 1986 White House Conference on 

Small Business. The broader topic areas included securities 

regulation, financial services, payroll costS/ERISA and 

liability insurance. While the materials which follow 

reflect a degree of success with respect to the implementing 

goal of the Forum, even greater success may be seen in the 

number and quality of the substantive recommendations reported 

out by the Forum in plenary session. 

There have been numerous contributors to the success of 

these proceedings. It is always noteworthy that the small 

business participants in this Forum corne and participate at 

their ~wn expense, in an effort to make a meaningful impact 

in the formulation of the public policy which affects all 

of us. Representatives of government agencies at both the 

federal and the local levels also devote time and their 

energies to these worthwhile deliberations. While the SEC 

hosts this annual conference, it is the professional and 

clerical staff of the Commission's Office of Small Business 

policy which plans, coordinates and ensures the smooth and 

ef£icient bperation of the Forum each year. Most important, the 
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leadership, thoughtful insight and expertise contributed by 

Mary E. T. Beach, Associate Director of the Commission's 

Division of Corporation Finance was, as al~ays, invaluable 

and a significant factor in the Forum's success. 

Much has been said, and in the future will be said, 

about the importance of small business to our economy. 

The people involved in these Forums devoted to solving 

the problems of raising capital encountered by small 

businesses are among our finest and most dedicated. 

They are the source of the small business contributions to 

our economy and our nation. It has been my pleasure to be 

associated with their very worthwhile endeavors. 

Edward H. Fleischman 
Commissioner 
U.S. Securities and Exchange Commission 
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I. SUMMARY OF FORUM RECOMMENDATIONS AND RANKINGS 

A. SECURITIES 

RECOMMENDATION 1 Regulation D General Solicitation 

To facilitate the'removal of barriers to sellers 
reaching potential buyers in connection with the raising of 
capital for small businesses, we recommend that clear rules 
permit certain forms of general solicitation. These rules should 
permit: 

a. General solicitation of 
accredited investors. 

those reasonably believed to be 

b. Generic advertising by financial intermediaries 
the content specified by rule even if such an 
intermediary's business is of a limited scope. 

with 

c. General solicitation by issuers intending to raise a 
small amount of capital specified by rule (perhaps 
$500,000) with the content of the message limited by a 
rule similar to Rule 134 which would permit the naming 
of the issuer, the type and price of the security 
offered, an indication of the type of business of the 
issuer, the amount to be raised and other such 
information. 

Although we .realize that "c." above is a significant 
departure from current concepts, we believe for those trying to 
raise a small amount of capital the current system does not work. 

RECOMMENDATION 2 

For a non-reporting company, reference to any mandated 
form for disclosure requirements and the requirement for 
audited financials should be eliminated. In substitution 
therefore, a requirement to disclose such narrative and financial 
information as the issuer reasonably believes would, when 
considered in light of all facts and circumstances, enable the 
investor to assess the merits and risks of making the particular 
investment should be included. 

As an alternative, we recommend the SEC develop a specific 
disclosure form for all offerings pursuant to Regulation D 
(similar to Form MD-2 for limited offering in the State of 
Maryland) that includes clear and simple definitions of concepts 
such as "materiality" to aid issuers in compliance. 
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RECOMMENDATION 3 

The following changes should be made to Regulation D: 

I. 	 The limitations on the number of purchasers (as defin~d 
in Regulation D) under Rules SOS and S06 should be 
increased to a minimum of 7S. 

2. 	 Substantial good faith compliance with the requirements 
of Regulation D should constitute compliance with 
Regulation D, especially for filing requirements, the 
number of purchasers, the accredited investor tests and 
similar technical provisi6ns. 

3. 	 The dollar ceiling of Rule 504 should be increased from 
$500,000 to $1 million. 

4. 	 The filing of a Form D should be eliminated as a 
condition of the safe harbor. 

5. 	 A Regulation D offering should not be integrated with a 
later private or public offering even though the later 
offering may still be integratable with the earlier 
offering. 

- 6. 	 The definition of "accredited investor" should be 
expanded as follows: 

a. The category of in~titutional investors should 
include savings and loan associations, investment 
banks, broker/dealers, venture capital firms, 
credit unions, and any entity which controls, is 
controlled by or is under common control with an 
institutional investor. 

b. The $1 million net worth test should be reduced to 
$500,000 and should apply to entities as well as 
natural persons. 

c. The $200,000 income test (Rule 501(a) (7» should 
be reduced to $100,000, should apply to the joint 
income of spouses, and should apply to entities as 
well as natural persons. 

d. The insider category (Rule 501(a) (4» should be 
expanded to include key employees. 

e . Th e $ 1 50 , 0 0 0 inv e s tm ent t est ( R u 1 e 5 0 1 ( a) (5) ) 
should be reduced to $100,000; and 
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fo If at least 90% of an entity is owned by 
accredited investors, then it should be deemed an 
accredited investor unless it was organized for 
the specific purpose of making the investment in 
question. 

7. 	 Failure to comply with the disclosure requirements of 
Regulation D should not constitute a violation of 
Sectioh 5. Recourse for such a failure should be 
limited to Federal and State anti-fraud laws (e.g., 
Rule 10b-5). 

RECOMMENDATION 4 preemption 

Congress should adopt legislation which woul~ preempt, in 
interstate public and private offerings of securities, state 
regulation of securities registrations and exemptions. Such 
legislation should allow for a continued state role by permitting 
states to require notifications of offerings (and attendant 
filing fees) so as to provide a basis for continued anti-fraud 
enforcement activities. 

RECOMMENDATION 5 Accounting for Stock Options 

We recommend that FASB adopt a method to account 
for compensatory stock options by charging to income the good 
faith estimate of the fair value of the option 

1. 	 at the date of grant; 

2. 	 with a minimum (arbitrary) amount; 

3. 	 and with a maximum of (not more) than one-half of the 
market or fair value of the stock at the date of grant. 

RECOMMENDATION 6 Tier Reporting 

Reduce or eliminate 1934 Act reporting requirements by 

l~ 	 creating a second tier of issuers which would be 
subject to less than the full reporting requirements; 
and 

2. 	 providing for reduced reporting or an exemption from 
reporting for issuers with trading volume in their 
pecurities below certain minimums. 
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RECOMMENDATION 7 Employee Benefit Exemption 

The SEC should adopt a rule that specifically exempts 
from Section 5 of the Securities Act of 1933 the issuance 
by a company of securities in an aggregate amount up to $5 
million pursuant to one or more plans intended primarily to 
compensate or reward employees, advisors and consultants, 
including non~employee directors for services to the company. 
Such exemption to be available only to companies that are not 
eligible to use Form S-8; the amount to be determined by the 
amount of cash or other tangible consideration paid or, in the 
case of an option, to be paid by the emp16yee; that securities 
issued pursuant-to such exemption be eligible for subsequent 
inclusion in a Form S-8 registration statement filed by the 
company; and that Rule 144 be amended to provide that the holding 
period for securities issued pursuant to the e~emption shall not 
be extended by reason of any installment payment arrangement. 

RECOMMENDATION 8 Disclosure and Offering Ceiling: S-18 
and Regulation A 

Expand and simplify the ability of small 
business to raise capital through initial public offerings. 

A. 	 By increasing the maximum entitlement under Regulation 
A from $1. 5 to $ 5.0 mill ion as cur rently author i zed 
under Section 3(b) of the '33 Act. 

B. 	 By increasing the availability and usefulness of Form 
S-18 through the following steps: 

1. The amount should be increased to $10 million; 

2. The disclosure requirements should be further 
streamlined; 

3. The SEC should make clear that Form S-l standards 
are not necessarily appropriate guidelines; 

4. The SEC should provide guidance (possibly by 
amendment of Rule 176) that size of the offering is a 
factor to be considered as part of a liability 
analysis. 
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B. FINANCIAL SERVICES 

RECOMMENDATION 1 Small Business Participating Debenture 

Adopt a new uniform or staridard security to be 

called Small B~siness Particip~ting Debentures {SBPD'S) 

and which would further include the following features: 


1. Deductible interest payments for the issuer, with 
a mini~um'floor rate as per section 483, and a 
maximum'rate; and which are taxed by the hblder 
as regul~r income; 

2. Additional deductible participation or incentive 
payments determined by agreement at issue of the SBPD, 
when redeemed or received by the holder would be taxed 
at the lowest preferential rate available; 

3. Losses would be allowed as an ordinary deduction 
for the investor/holder of the SBPD; 

4. Secondary marketability; 

5. Term not exceeding 20 years. 

RECOMMENDATION 2 Small Business Reinvestment Corporations 

The SEC should research means --- either by modifying 
existing l~~s such as ERISA and/or existing vehicles such as 
SBles, or by enacting new enabling legislation·forasset 
pooling vehicles called Small Business Reinvestment Corporations 
(SPERK) --- to facilitate the investment by pension funds of 
some p~rcenta~e of their assets in small businesses th~ough 
equity and 'dept participations. 

RECOMMENDATION 3 Corporation for Small Business Investment' 

That the 99th Congress enact the COSBI enabling legislation 
contained in the Budget Reconciliation .Bill passed. by the 
House of Representa ti ve'S ~ 

In view of the urgency of the present situation and time 
constraints, ,the immediate release of the foregoing to 
the Congress '~nd the publiC at large is recommended. 

. ;. ~ 
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RECOMMENDATION 4 Capital Gains-Preferential Tax Treatment 
for Small Business Investments 

A preferential tax rate should be applied to the gains 
on the sale of investments in OPERATING businesses which 
hav~ been held }-5years. 

RECOMMENDATION 5 Definition of Small Business 

Whenever small business i~ defined for purposes of 
benefitting from some. type ·of federal or state program, the 
definition should iecognize that there are several tiers of 
small business. The programs should then be designed to 
assure that all tiers of small business will be appropriately 
advantaged. 

C. Pavroll CostS/ERISA.. 

RECOMMENDATION 1 Employee Stock Ownership Plans (IESOPs") 

We recommend that there be no further change~ ~o the 
current status of ESOPs. 

RECOMMENDATION 2 Moratorium on ERISA Changes 

We recom~end adoption of a simple moratorium on any 
further changes to ERISA for a period of at least 5 years. 
We urge that Congress tespondtoth~s major problem by observirig 
the recommended moratorium. 

RECOMMENDATION 3 Ad9ptionof the Final Recommendations 
on payrbli Costs from the 1986 White House 
Conference on Small Business 

We recommend that the SEC 5th Annual Government Business 
Forum on Small Business Capital Formation go on record as 
supporting thel986 White House Conference on Small Business 
final recommendations relating to payroll costs issues. The 
final White House Conference payroll costs recommendations 
read as follows: 

2. There should be no .governmentmandated employee 
benefits, such as employer-paid health benefi~s, 
parental leave, disability leave, etc. Specific actions 
should include, but not be limited to: 

a. Congress should prohibit the states from 
mandating employee benefits: 
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b. Congress should reject parental and disability 
leave legislation, such as H.R.. 4300 and S. 2278; 

c. Congress should reject proposals to mandate 
~~edical coverage. Business supports .creative efforts 
in the ~rivate sector to identify new and voluntary 
-approache~ 	to e~able,working parents. to fulfill ' 
their job~nd family responsibilities. [R.A. 203, 
pavroll C6sts; 1360 votes] ,- - . ." 

7. Congress should repeal the Davis-Bacon Act and the 
Service Contract Act in their erititeties. [R.A. 196, 
Payroll Costs; 1156 votes]. 

8. Congress should reform the Social Sec~rity System by 
taking the following steps: 

1. Remove all non-ietirement programs from the Social 
Security programs and pay them from the general fund. 

2.8ring all workers, government and private, under 
the Social'security Syste~~ , 

3. Freeze. employer FICA contribution wage base and 
tax rate at the 1986 rate. 

4. Cap automatic indexing and C.O.L.A.'s on program 
benefits. 

5. Fund the establishm.ent of a broad-based Presidentiai 
commission to develop long-range alternatives to the 
present Social Sec~rity system which places an ~ndue 
and inequitable ~scalating financial burden on business 
employees. This Presidential commission must.submit . 
its complete report within 24 months. The Social Security 
system needs to become actuarially sound on a defined 
contribution basis and not rely on automatic and regular 
increases in the tax rates and wage base. The following 
things need to be done: 

a., R~duction.of .. the Soc ial Secur i ty taxes for 
employers aQd.employees.with alternative qualified 
retire~ent plans. 

b. E~te.nd the el ig i,bil ity ,age for Sociq.l Secur·i ty 
retirement and liftpayroll earning restrictions for . 
SeniorC~tizeQ~.by increasing.what they can earn 
without forfeiting Social Security benefits. 

http:SeniorC~tizeQ~.by
http:R~duction.of
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c. Create parity between self employment tax and 

employer/employee Social Security contributions. 


d. Consider the possibility of a 10ng~termphase~out 
of the present system to be replaced with an oPbiorial~ . 
actuarially sound, privatizeo system of retirement and 
health benefits. The privatization of thepreseritsystem 
.is considered to be a very desirable goal by the delegat.es 
to the 1986 White House Conference on Small Busine~s. 
[R.A.218, payroll Costs; 1152 votes] 	 ..' 

2D. To promote the retire~ent security oE our ~ation's 
employees, Congress must support and promote the continued 
viability of the private retirement system in the small 
business community. In support of this goal, there m~st 
be a five year moratorium on further changes in our 
private retirement plan laws except for the following 
changes which we recommend: 

a. Promote parity between large and small pl~ns 

and be~ween private and public sector plans; 


b. 	 To simplify filing requirements and paperwork; 
and 

c. 	 To increase contribution benefit limits,including 
40l(k) plans and IRAs to be at least as great as the pre­

·1986 Tax Reform Act limits; and 

d. In the mUlti-employer sector, to reform Multi ­

Employer Pension laws (*Multi-Employer Pension plan 


. Amendments Act of 1980, MPPAA, subtitle E of Title 
IV of ERISA, sections 4201 through 4402) to curtail . 
or eliminate withdrawal liability. [R~ A. 239,P'ayroll 
Costss 861 votes] 

26. Congress should not tax employee benefits above 

existing levels. [R.A. 199, payroll Costs; 720 votes] 


31. Unemployment Insurance: amend the Federal Un~mployment 
Tax Act and the Social Security Act and the Wagner-Peyser 
Act to achieve the following~ 

a. 	 Prohibit. strikers from collecting benefits. 
b. Require claimants to actively seek work and accept 

the nex.t best job after eight weeks of job search or lose· 
benefits; 

c. Eliminate FUTA and related taxes on wages of 
persons who do not qualify for benefits, (e~g., independent 
contractors, corporate officers, shareholders, retirees, 
etc. ) 

http:delegat.es
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d. Allow surplus funds to be invested in the state 
which paid the taxes. 

e. 	 Cap FUTA tax at present levels. 
f. The rate increase of .2% in FUTA taxes should be 

allowed to expire on January 1, 1988 as scheduled under 
current law. [R.A. 244, Payroll Costs; 654 votes] 

18. 	 To reduce payroll complexity .and cost by: 
a~ Standardizing Federal payroll reporting ont~ one 

form with one due date and to provide ince~tives to 
include consolidation of state and local payroll informp:,tion; 

b. Increasing the threshold for requiring payment 
of payroll taxes through Federal Depositories (i.e., 
allow mailing in of larger payments with quarterly 
filing ... currently, the threshold is $500.00) and 
increasing the thresholds for determining the frequency 
of all payroll tax deposits (i.e., increase threshold 
for 3-day deposits which is currently $3,000). [R.A. 
247, Payroll Costs; 576 votes] 

53. The concept of comparable worth is contrary to 
the free enterprise system. Compensation should be 
based upon market supply and demand. [R.A. 235, Payroll 
Costs; 408 votes] 

54. Congress should enact labor law reform to repeal 
the union shop provision to Section 8(a)3 of the Labor 
Management Relations Act, as amended, to allow employees 
the fullest freedom of choice to join or not join or 
support a union and amend the Hobbs Act to make violence 
in labor disputes a Federal crime. [R.A. 253, Payroll 
Costs; 395 votes] 

56. Congress should defeat proposed Anti-double breasting 
legislation (H.R. 281 and S. 2181). [R.A. 391, payroll 
Costs; 378 votes] 

RECOMMENDATION 4 No Government Mandated Employee Benefits 

There should be no govern~ent mandated employee benefits, 
such as employer-paid health benefits, parental.leave, disability 
leave, etc •. Specific actions should include, but not be li~ited 
to: 

a. 	 Congress should prohibit the states fro~ mandating 
employee b~nefits; 

b. 	 Congress should reject parental and disability leave 
-legislation, such as H.R. 4300 and S. 2278; 
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c. 	 Congress should reject proposals to mandate medical 
coverage. 

Business supports creative efforts in the private sector to 
identify new and voluntary approaches to enable working parents 
to fulfill their job and family responsibilities. 

RECOMMENDATION 5 Alternatives to the Current Social Security 
System 

We recommend that all possible alternatives be explored 
to mitigate the effect of SociaL Security obligations on 
small business, including, but not limited to enhancing the 
role of private retirement mechanisms, expanding coverage, 
removing non-retirement programs, limiting COLA's, increasing 
retirement ages and permissible earnings, and setting up a 
body appointed by the President and Congress that would 
consider the Social Security system against the background 
of total long-term retirement needs and would include substantial 
input by the small business community. 

D. LIABILITY INSURANCE 

RECOMMENDATION I Increasing Insurance Capacity 

Enact the Federal Risk Retention Act of 1986 and 
red~ce regulations which reduce capacity for insurance 
underwriting. Provide for increased capacity available for 
liability insurance underwriting and risk retention by insurors, 
risk retention groups and other sources by 

(1) 	 removing regulatory barriers to placement of rein­
surance with off-shore, foreign, and surplus-lines 
reinsurors; and 

(2) 	 encouraging state insurance commissioners to a 
more permissive reception to entrepreneurs and 
small independent property and casualty insurance 
entities. 

RECOMMENDATION 2 Product Liability Reform 

The enactment of state and Federal legislation expressing 
the spirit and intent of S.B. 2760 as considered by the 99th 
Congress. 
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RECOMMENDATION 3 Enactment of Legislation Limiting Directors' 
Liability 

It is recommended that the Delaware D&O [Directors 
and Officers] Liability Law be adopted by all the states and 
that Congress consider adopting similar provisions at the 
Federal level, but with an automatic sunset provision that 
requires readoption by the stockholders pe~iodically. 

RECOMMENDATION 4 Adoption of the Final Recommendations 
on Insurance from the 1986 White House 
Co~ference on Small BusineSs 

The Forum enthusiastically endorses the number one 
recommendation of the 1986 White House Conference on Small 
Business concerning tort reform/liability insurance with certain 
amendments. The recommendation, as amended, reads as follows: 

Civil Justice Reform 

Because the liability insurance crisis in the United States 
has not only become a life and death sentence to many small 
businesses, but also is changing adversely our way of life, we 
must pursue a four pronged effort at reform: civil justice 
reform; uniform standards for product, professional and 
commercial liability; regulation of the insurance and re­
insurance industries; and viable affordable alternatives to 
liability coverage. 

We, therefore, strongly urge the President, the Congress, 
and the state legislatures, to implement the following action as 
a vitally important step in alleviating the problems of 
availability and affordability of liability insurance to small 
business in America.: 

A. Civil Justice Reform 

1. Return to a fault based standard of liability. 

2. Base causation findings on credible scientific and 
medical evidence and opinions. 

3. Eliminate joint and several liability in cases where 
defendants have not acted in concert. 

4. Limit non-economic damages (such as pain and suffering, 
mental angu~sh or punitive damages) to a fair and reasonable 
maximum dollar amount, not to exceed $250,000 in any case. 

5.· Restrict punitive damage awards to cases of willful and 
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malicious conduct. The amount awarded shall go to a 
governmental trust fund, not the plaintiff. 

6. Limit attorneys' contingency fees to reasonable amounts 
on a sliding scale. 

7. Reduce awards in cases where a plaintiff can be 
compensated by certain collateral sources to prevent 
windfall double recovery. 

8. Prior to actual trial of any civil action, the only 
statem~nt as to specific dollar amount claimed shall be 
limited to any minimum amount required to establish the 
jurisdiction of the forum in which the claim is made, 
leaving any additional amount to that which the proof at 
trial may show; in any civil action any party may make an 
offer of settlement to any other party and if such other 
party rejects such offer and thereafter obtains a judgment 
less favorable than the rejected offer, the rejecting party 
shall pay the offering party all of the latter's legal fees 
and costs in addition to paying his own. 

9. Impose a uniform, reasonable statute of limitati6ns and 
repose in all tort actions; and hold defendants to the 
state-of-the-art in existence at the time the product was 
manufactured or the service was performed. 

10. Provide for peri6dic instead of lump sum payments for 
future medical care or lost income. 

11. Encourage use of alternative dispute resolution 
mechanisms to resolve cases out of court. 

12. Provide for citizen participation in state bar 
association matters to include conduct review and rule 
making. 

B. Federal Standards for product, Professional and Commercial 
Liability: 

Establish a uniform standard of fault based product, 
commercial, and. professional liability which incorporates 
provisions cited in "Civil Justice Reform" above. 

C. Availability and Affordability of Liability Insurance and 
Re-Insurance: 

1. Review McCarran-Ferguson Act of 1945 as it applies to 
state regulation of insurance and the industry's limited 
exemptron from anti-trust laws. 
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2. Promote the establishment of joint underwriting 
associations and assigned risk pools. 

3. A minimum of 60 days notice should be required for an 
insurer to non~ren~w apol~cy or to_increas~.it~unit 
premi urn by more than 25 percent.' Mid-term cancel.lations 
should be prohibited and premiums should be based on 
experience ratings. 

4. Promote tax deductible self-insurance through risk 
pooling and other group arrangements, including the 
expansion of The Risk Retention Act of 1981. . 

5. Legislate a self-insurance system that would allow 
small businesses to pay premiums into a fund with pre-ta~ 
dollars which could be used for no other purpose than the 
payment of claims, with the fund being regulated in the same 
manner as any other insurance company~ 

6. Require the insurance industry to make complete 
financial disclosures by lines of insurance, so that 
Congress, state legislatures, and state insurance 
commissioners may calIon it at any time. 

E. RANKINGS 

Participants were asked to rank the foregoing recommendations 

by topic in order of their importance to small business capital 

formation. 

Table 1: 

Ranking of Securities Recommendations 

Recommendation No. Ranking 

3 1 
1 2 
4 3 

10 4 
6 5 
7 6 
2 7 
5 8 
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Table 2: 

Ranking of Financial Services Recbmmendations 

Recommendation No. Ranking 

1 1 
4 2 
3 3 
2 4 
5 5 

Table 3: 

Ranking of Payroll Costs/ERISA Recommendations 

Recommendation No. Ranking 

4 1 
3 2 
2 3 
5 4 
1 5 

Table 4: 

Ranking of Liability Insurance Recommendations 

Recommendation No. Ranking 

4 1 
2 2 
1 3 
3 4 
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II. INTRODUCTION 

A. 'Background 

The Small Business Investment Incentive Act of 1980 

directs the U.S. Securities and Exchange Commission to 

host an annual confer~nce on issues relating to small 

business ~apital form~tion. This conference, entitled 

the SEC Government-'-Business Forum on Small Business 

Capital Formatiqn (the ,".Forum"), has been held annually for 

the past five years and has resulted in recommendations to 

Congress and the appro~riate regulatory agencies covering 

such areas as 'tax, securities, the financial services 

industry and state capital formation programs. The Forum 

typicaly lasts between two to threecdays and is attended 

by small business owners, venture capitalists, government 

officials, trade association representatives, academians, 

and other advocates of small business. The format 

of the Forum is specifically organized to generate candid 

discussion on current areas of 

formation proc~ss between small 

individuals, organizations and 

typically play some role in the 
I:. 

This year,' in addition to 

White Hous~ Co~fe~ente ori SmallB~siness w~s held in 

Washington, D.C. on August 17-21, 1986. The first time 

thr'sconference had been convened was in January of 1980. 

In 1984,' President 'Reagan signed into law a bill providing
.. , ::. 

..:-.;. 

conCern in the capital 

business owners and those 

government agencies which 

area of small business. 

the SEC's Forum, the second 

-15­



-'16­

for the 1986 White House Conference on Small Business 

(P. L. 98-276). The object i vesofthe Conference, as 

described in its legislation, were asfoli6~s: 

The purpose of the Conference ~hall bet6 
increase public awareness of the essential 
contribution of small busiri~ss; tci identify 
the proble~s of ~mall business~ to examine 
the status of minorities a~d'wo~en as s~~ll 
busines~owners; to assist sm~ll business' in 
carrying out its role as the Nation's job 
creator, to assemble small businesses to 
develop such specific and comprehensive 
recommendations for executive and legislative 
action as may be appropriate for maintaining 
and encouraging the economic viability of 
small business and, th~reby, the Nation; 
and to review the status of the recommendations 
adopted at the 1980 White House Conference 
on Small Business. 

The resulting 1986 National White House Conference 

was the culmination of preliminary. meetings in each of the 

states, the District of Columbia and Puerto Rico which 

were held to identify and discuss issues of concern to 

small business, to propose a small business agenda for 

feder~l action, and to elect d~legates to the National 

Conference. At the National Conference, 1,813 delegates 

from across the republic formulated a set of sixty detailed 

policy recommendations. The Conference subject areas 

included: Economic Policy, Small Business Education and 

Training, Finance, Future of an Agency for Small Business, 

Innovation, International Trade, Liability In.surance, 

-
Payroll Costs, Procuremen.t, Regulation and Paperwork, a.nd 

Taxation. 
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B. Issue Selection 

Preparations for the 1986 Forum began in December 1985i 

when the Executive Committee met for the first time. The 

Executive Committee is comprised of representatives from 

government agencies and a number of private sector 

organizations in accordance with the Congressional 

guidelines. In an effort to maximize the impact of those 

issues in the area of small business capital formation 

which were recommended at the White House Conference and to 

avoid duplication and promote implementation, the Executive 

Committee for the 1986 Forum decided upon a different 

focus from that of the past four Forums. As such, the 

1986 Forum examined capital formation recommendations from 

the White House Conference, past Forum recommendations 

which were still relevant and which had not yet been 

implemented, and other key issues of current importance to 

the small business community. .The resulting subject areas 

that were discussed at the Forum were S~curities, Financial 

Services, Payroll Costs/ERISA and Liability Insurance. 

Securities regulation was split into two (2) separate 

topic areas due to the numerous securities related issues. 

The background materials used by the participants in 

preparation for the· Forum included portions of the Whi te 

House Conference issue papers, materials prepared for 
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previous Forums, and several position papers submitted 

by participants at the Forum. The follow.ing is a list of 

the bacKground materials which were distributed to the Forum 

participants. 

Securities Regulation A 

1. 	 White House Conference Issue Paper 

2. 	 Regulation D 

3. 	 Proposed Modifications to Regulation D 
Letter dated March 27, 1986 from RESSI 

4. 	 Integration of Securities Offerings: 
Report of the TaSK -Force on Integration 
by Committee on Federal Regulation of 
Securities 

5. 	 State Response to 504 

Securities Regulation B 

1. 	 Evaluation of Form S-18 

2. 	 Securities and Exchange Commissi6n 
Release No. 34-23407 

3. 	 Impact of Securities Law 
on Employee Equity Incentive 
Arrangements 

4. 	 Delaware's D&O Liability Law 

a. 	 A "Windfall" for Directors 
b. 	 Other States Should Follow Suit 

Financial Services 

1. 	 Final White House Conference 
Recommendations and White House 
Conference Issue Paper 

2. 	 Report of the TaSK Force on Access 
to Commercial Credit by NAWEO 
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3. 	 COSBI - Fact Sheet and 
Congressional Record 

4. 	 A Tax Change to Assist Small 
Business Capital Formation ­
The SBPD 

Payroll CostS/ERISA 

1. 	 Final White House Conference 
Recommendations and White House 
Conference Issue papers 

2. 	 Payroll Tax - Deposit Requirements 

3. 	 Incentive Stock Options 

4. 	 ESOPS 

Liability Insurance 

1. 	 Final White House Conference 
Recommendations and Issue Paper 

2. 	 Tort Reform Summary Sheet 

3. 	 The Need for Legislative Reform 
of the Tort System 

Payroll Costs/ERISA 
(Supplementary paper) 

1. 	 Pensions and Mortgages by HUD 

Appendix A - Small Business Capital 
Formation Trends 

C. Conduct of the Forum 

The first morning of the Forum consisted of a general 

session conducted by Executive Committee Chairman, SEC 

Commissioner Edward H. Fleischman. Commissioner Fleischman 

discussed the purpose of the Forum and explained to the 

over 150 participants who attended, many of whom were also 
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white House delegates, the format that would be followed 

during the remaind~r of the conference. This year's Forum 

followed the "Packwood" format which established discussion 

groups and topic groups as described below. Opening remarks 

were also presented by SEC Chairman, John Shad. 

For the remainder of the first day of the Forum 

and during the second morning session, the participants met 

in ten separate discussion groups. Each group considered 

all five of the major topic areas: Securities Regulation A 

and B, Financial Services, Payroll CostS/ERISA and Liability 

Insurance. A minimum of two participants assigned to each 

one of the five major topic groups were present at each 

discussion group and were responsible for leading the 

discussion on their particular topic. Each discussion group 

developed its own views and comments on the issues. 

Participants also attended two luncheon talks during 

the first two days of the Forum. The first luncheon 

speaker was Congressman Doug Barnard, Jr., Chairman of 

the House Subcommittee on Commerce, Consumer and Monetary 

Affairs. Congressman Barnard spoke generally on the 

regulation of the banking industry. David Flory, legislative 

assistant to Senator Robert W. Kasten, Jr. was the luncheon 

speaker for the second day of the Forum. Mr. Flory spoke 

on the liability insurance area. 
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During the afternoon session on the second day, the 

part1cipants regrouped from the ten discussion groups into 

the five topic groups to which they were assigned. It was 

at this time that the participants drafted the final 

recommendations from each topic group to be voted on by all 

Forum participants during the plenary session the following 

day. As previously indiccited, each topic group included at 

least two individuals who had been present at the ten discussion 

groups during the previous sessions and, therefore, could 

reflect the views of each discussion group during the drafting 

of the final recommendations. 

On the final morning of the Forum, recommendations 

for each major issue were presented to and voted on by all 

the nongovernment Forum participants at a plenary session. 

This plenary session, which wa~ attended by all Forum 

participants as well as members of the public and press, 

consisted of a three hour session where re~resentatives 

from each major topic group presented that group's 

recommendations and a supporting statement. Time was available 

for Forum participants to comment on or to offer amendments 

to the proposals prior to voting on their adoption as 

final recommendations of the Forum. Twenty-two proposals 

were adopted by the Forum, and are presented in the pages 

which follow. 



LII. SECURITIES REGULATION 


A. Statement of the Issues 

Small business faces many restrictions in its attempt 

to raise capital externally. Two such restrictions ar~ the 

federal and state securities laws. These laws generally 

prohlbit a company from selling or offering to sell its 

securities wi~houtfirst registering the securities or 

having an exemption from registration available. ,Although 

these regulations have been instituted for the protection of 

investors, in many instances the costs to the company 

associated with such compliance can be exorbitant. The 

prohibitive effect of such costs is especially evident 

with the smaller businesses that can't bear the high costs. 

In light of this hardship on small business, a continuing 

effort has been made by both the federal and state securities 

regulators to coordinate the two regulatory systems and 

provide one uniform system of securities regulation. Two of 

the most significant achievements on behalf of small business 

which have resulted from this coordinated effort were the 

adoption of Regulation D by the Securities and Exchange 

Commission ("SEC") on the federal level and the adoption 

of the Uniform Limited Offering Exemption ("ULOE") policy 

statement of the North American Securities Administrators 

Association, Inc. ("NASAA") or some variation thereof 

by various states. Although a uniform system is still not a 

reality, continuing advancements are being made. 

-22­
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The focus of this year's securities issues discussed at 

the Forum was, as in past years, on further alleviating the 

regulatory hurdles encountered by small business in its 

attempt to raise the necessary capital to effectively compete 

in the market place. TwO of the final recommendations in 

the securities area specifically address the need for changes 

to Regulation D since its adoption over four years ago. 

other final recommendations deal with the reduction in the 

mandated disclosure requirements for small offerings and the 

adoption of a specific exemption for employee stock option 

plans. 

B. Recommendations 

RECOMMENDATION 1 Regulation D General Solicitation 

To facilitate the removal of barriers to sellers 
reaching potential buyers in connection with the raising of 
capital for small businesses, clear rules that permit certain 
forms of ~eneral solicitation should be adopted. These 
rules should permit: 

a. 	 General solicitation of those reasonably believed to be 
accredited investors. 

b. 	 Generic advertising by financial intermediaries with 
the content specified by rul~ even if such an 
intermediary's business is of a limited scope. 

c. 	 General solicitation by issuers intending to raise a 
small amount of capital specified by rule (perhaps 
$500,000) with the content of the message limited by a 
rule similar to Rule 134 which would permit the naming 
of the issuer, the type and price of the security 
offered, an indication of the type of business of the 
issuer, the amount to be raised and other such 
information. 

Although "c." above is a significant departure from 
current concepts, it has been argued that for those trying 
to raise a small amount of capital the current system does 
not work. 
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One of the financin~ vehibles frequently used by small 

businesses to raise capital externally is Regulation D. 

This Regulation, howe~er~ is not as effective as it could be 

because in most cases the Regulation, through Rule S02(c), 

prohibits the issuer, or ariy perionactingon b~half of the 

issuer, from offering or sellirig securitiei by any form of 

general solicitation or advertising. The SEC has interpreted 

this restriction as generally limiting the contacts made by 
, , 

the issuer, or its agents to those individuals or entities 

with whom the issuer has a ~re-existing substantive relationship. 

Thus, the small issuer's market for raising capital is severely 

limited. Furthermore, it is also argued that small businesses 

have difficulty in attracting broker-dealers to market their 

smaller offerings. The proposed revisions to Rule S02(c) included 

in the recommendation stated above would significantly expand 

the capital market available to small businesses by permitting 

restricted methods of solicitation and advertising based 

upon the qualification of the investor and the generic 

form of the advertisement. 

RECOMMENDATION 2 

For a non-reportin,g company, reference to any mandated 
form for disclosure requirements and the requirement for 
audited financials should be eliminated. In substitution 
therefore, a requirement to disclo~e such n~rrative andfinari6ial 
information as the issuer reasonably believes would, ,when 
considered in light of all facts and'circumstances, enable the 
investor to assess the merits and risk9 of making the particular 
investment should be included. ' 

As an plternative, the SEC should develop a specific 
disclosure form for all offerings pursuant to Regulation D 
(similar to Form MD-2 for limited offering in the state of 
Maryland) that includes clear and simple definitions of concepts 
such as "materiality" to aid issuers in compliance. 



-25­

Regulation D requires mandated disclosure only for those 

transactions in securities in excess of $500,000 involving 

nonaccredited investors. Rule 502(b) of the Regulation sets 

forth the specific disclosure requirements for such offerings 

bas;ed upon whether or not the issuer is a reporting company, 

the size of the offering and the qualification of the investors. 

Offerings made solely to accredited investors, regardlBss of 

their size, are not required to provide any specific information 

to purchasers. Nonreporting companies must provide the same 

narrative and financial information as provided in Part I of 

Form 5-18 or other appropriate registration statement fOrm 

entitled to be used by the issuer, except that limited financLal 

information is permitted for offerings under $5 million. 

Reporting companies must provide information from their 

filings with the Commission. Issuers that make offerings 

pursuant to any of these mandated disclosure requirements' 

must bear the costs of compliance with such requirements. 

For smaller companies, these costs can be exorbitant in 

comparison with the size of the offering. This recommendation 

suggests the elimination of the requirement for mandated 

disclosure a~d audited financial statements in order to 

relieve. the i~suer from the burden of such costs. Of course 

the trade.-;·off for such reduced disc'losure would be the re.duction 

of information available to the investing public. 

The alternative recommendation mentioned above is to 

adopt a uniform disclosure document to be used in conjunction 

with all offerings under Regulation D. Representatives of 
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small businesses have suggested that a uniform disclosure 

document would provide certainty, would be less time con­

suming and thus, most importantly, would be less costly 

because it could be completed by the issuer and legal services 

and fees could be kept to a miriimum. 

RECOMMENDATION 3 

The following changes should be made to Regulation D: 

1. 	 The limitations on the number of purchasers (as defin~d 
in Regulation D) under Rules 505 and 506 should be 
increased to a minimum of 75. 

2. 	 Substantial good faith compliance with the requirements 
of R~gulation D should con.st i tute compliance with 
Regulation D, especially for filing requirements, the 
number of purchasers, the accredited investor tests and 
similar technical provisions. 

3. 	 The dollar ceiling of Rule 504 should be increased from 
$500,000 to $1 million. 

4. 	 The filing of a Form D should be eliminated as a 
conditio~ of the safe harbor. 

5. 	 A Regulation D offering should not be integrated with a 
later private or public offering even though the later 
offering may still be integratable with the earlier 
offering. 

6. 	 The ~~finition of "accredited investor" should be 
expanded as follows: 

a. The category of institutional investors should 
include savings and loan associations, irivestment 
banks, broker/dealers, venture capital firms, 
credit unions, and any entity which controls, is 
contrblled b~ or is under common control ·with an 
institutional investor • 

. b. The $1 million net worth test should be reduced to 
$500,000 and should apply to ~ntities as well as 
natural persorts. 
~ 

c. The $200,00.0 income test (Rule 501(a) (7» should 
be reduced to $16o r ono, should apply to the joint 
income of spouses, and should apply to entities as 
well as natural persons. 
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d. The insider category (Rule 501(a) (4) should be 
expanded to include key employees. 

e. The $150,000 investment test (Rule 501 (a) (5) ) 
should be reduced to $100,000; and 

f. If at least 90%0£ an entity is owned by 
accredited inveStors, then it should be deemed an 
acerediied investor unless it~as orgahized for 
the specitic purpose of m~kirig the investment in 
question. 

7.' 	 Failure to comply with thedisclbsure . requirements of 
Regulation D should not constitute a violation of 
Section 5. Recourse for such a: failure should be 
limited to Federal and State·anti-fraud lawS (e;g., 
Rule 10b,....5). 

The overall tone of this recommendation indi6ates the 

need 	 for comprehensive changes to Regulation D now that the 

Commission and those practitioners who use Regulation D have 

had a chance to witness its pros and cons. The changes that 

are recommended cover most of the general conditions of the 

Regulation including the limitations on the number and 

qualification of purchasers, the filing requirement, the 

aggregate offering limitation on Rule 504, integration and 

the loss of the exemption for failure to strictly comply 

with 	the rules. 

The notice requirement under R~gulation D, Rule 503, 

has been amended since the Forum and no~ only requires a 

single filing of the initial Form D unless a revised or 

amended form needs to be filed due to an error made at the 

ti.me of completion of the form or if the terms of the offering 

have been changed. Although this one filing is still a 

condition of the Regulation, the previously mandated s.ix month 

update and a final filing are no lbn~er required. 
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The proposed amendments to the limitation on the number 

of purchasers and their qualifications for accredited status 

suggests the need to further broaden and ease the use of 

Regulation D by small businesses. This expansion Of the 

definition of accredited investor, however, would also permit 

sales of securities to be made to an even largernumbet of 

investors who would not be required to be provided any mandated 

disclosure under the Regulation. 

Fina11y, the proposal that substantial good faith 

compliance should constitute compliance with the Regulation 

allows an issuer to fall short of specific compliance without 

losing the exemption. The question then arises as- to what 

constitutes "substantial compliance" and whether such actions 

by the issuer would jeopardize the protection of the investors. 

RECOMMENDATION 4 

Congress should adopt legislation which would preempt, in 
interstate public and private offerings of securities, state 
regulation of securities registrations and exemptions. Such 
legislat~on should allow for a continued state role by permitting 
states to require notifications of offerings (qnd attendant 
filirig fees) so as to provide a basis for continued anti-fraud 
enforcement activities. 

The Securities Act of 1933 and the Securities Exchange 

Act of 19~4 preserve the states' power to regulate securities 

transactions independently of any federal regulation. Therefore, 

an offer or sale of a security must comply with the requirements 

of both federal regulation and each of the individual states' 

restrictions\Vhere such offer or sale is being made. Compliance. 

becomes more difficult and, of course, more costly with each 

additional state in which a security is ~ffered ~r sold 
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because each state may regulate the transaction in a totally 

differ~nt fashion." 

The recommendation stated above proposes that Congress 

adopt legislation which would p~eempt, in both interstate 

public and private offerings of se~urities~ state regulation 

of securities except for some type of notification procedure 

to the states. It has been argued that such action "by Congress 

would reduce the burdens on small business associated with 

the high costs of offering and seliing securities throughout 

the states. It must be noted however that the suggestion of 

federal preemption of any state powers raises the long 

standlng, controversial arguments on the issue of federalism 

and its pros and cons. 

RECOMMENDATION 5 Accounting for stock Options 

That the FASB adopt a method to account for compensatory 
stock options by charging to income the good faith estimate 
of the fair value of the option: 

1. 	 at the date of grant~ 

2. 	 wit~ a minimum (arbitrary) amount~ 

3. 	 and. with a maximum of (not "more) than one-half 
ofth~ market or fair value of the stock at 
the date of "grant 

The" Financial" Accounting Standards Board ('iFASB"), 

the organization that sets the rules for corporate financial 

accdunting, has ·under consideration proposals for a change 

in the accounting treatment for stock options. Under current 

accounting ptinciplest when a company issues an option to 

buy stock to an employee the company does not charge anything 

against its earnings~ This accounting practice appears to be 

inconsistent to the FASBbecause the company generally receives 
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services for the issuance of the options while the employee 

receives the option as compensation, reflecting an exchange 

of value. For this reason, the FASB is considering changing 

the current accounting treatment for stock options to require 

companies to expense the "value" of the stock option agairist 

their earnings. The question then arises how should the 

options be valued? 

Th.e three mostly widely accepted approaches to the 

valuation of options are highlighted below~ The approach 

which has the support of start-ups and high-tech companies, 

the companies which regularly use stock options to attract 

key employees, is grant~date valuation of stock options. 

This approach values the option at the date it is granted to 

the employee. This approach is favored by these companies, 

if some expensing of the options will be required; because 

the expense against earnings for options valued at the grant 

date shoul~ be minimal in comparison to the potential value 

of the 'options and thus the expense at their date of vesting. 

A Becond approach is vesting date valuation. Under 

this method, the vesting date of a stock option is typically 

two or-more years after the grant date of the option. Thus, 

it is a~gued that vesting date valuation would generally 

result in a much higher expense against earnings than 

grant-date valuation because the later date allows time for 

the options to increase in value based on the growth of the 

company during the vesting period. 

The final approach to stock option valuation most recently 

under consideration by the FASB is called the "fair-value" 

metOod. The FASB has suggested that the value of an option 
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should be computed using an option pricirig model that 

considers at least the fair value of the underlying stock, 

the exercise price, dividends during the option term, 

volatility, and the option term. In addition, the FASB 

has indi~ated that some adjustments to such a computed value 

may ,be necessary due to the restrictions of non transferability 

and the requirement of e~ercising the option upon ~ermination 

of employment usuallyassoqiated with employee stock options. 

This method values the option on a continuous basis until 

vested. 

Regardless of the specific valuation method required to be 

used for stock option accounting, any expensing of options 

will have an. impact on the financial statements of businesses 

as reflected in a lower prof i t li,ne. The recommendat ion by 

this Forum to use grant date valuation, within specified 

minimum and maximum amounts, reflects the concern which has 

been expressed by the small'business community in general 

on the continued use of stock options by small businesses 

and start-ups to attact key employees in order to compete in 

the market place. Inst~ad of offering employees high cash 

salaries which the company cannot afford, many small companies 

solicit employees based on the potential growth of the company 

and future earnings to be made on their.stock. If the valuation 

of stock options results in their immediate cost to the 

company outweighing the benefits of gaining key employees, 

then businesses will no longer use stock options as a method 

of attracting key personnel. It has been suggested that such 

a result would place small business at a further disadvantage 

in the market place. 
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RECOMMENDATION 6 Tie r Re po r ting 


Reduce or eliminate 1934 Act reporting requirements by 


1. 	 creating a second tier of issuers which would be 
subject to less than the full reporting requirements; 
and 

2. 	 providing for reduced reporting or an exemption from 
reporting for issuers wit~ trading volume in thei~ 
~ecuritiesbelow bertain minimums. 

Once an issuer becomes a reporting company pursuant to~ 

the Securities Excharige Act of 1934 (tbe ~Exchange Act") 

the company, regardless of its stze or its trading volume, 

must comply with the same periodic reporting requirements 

as all other reporting companies, including the very large. 

The burden of complying with these requirements for small 

busin~sses may far exceed the benefits obtained by the small 

percentage of the investing public. In addition, currently 

the duty to file periodic reports can be terminated only when 

a company has fewer than 300 shareholders or fewer than 

500 shareholders and less than $5 million in total assets for 

each of the three preceding fiscal years, provided that 

no registration statement has become effective during that 

three-year period. The $5 mi11ion total asset requirement 

was r~cently adopted by the SEC as an increase from the 

previous $3 million total asset requirement. 1:/ At that 

same time, the SEC also requested comments on other ways to 

classify small issuers in order to permit them to terminate 

ttieir continuing reporting requirements~ ~/ In response 

1/ Release No. 33-6652; 34-23406; 39-2022. 

~/ Release No. 34-23407; 57-16-86. 
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to this request, the Forum recommends tiering the disclosure 

system based on the size of the issuer and an exemption 

for issuers maintaining a minimum trading volume. 

RECOMMENDATION 7 Employee Benefit Exemption 

The SEC should adopt a rule that specifically exempts 
from Section 5 of the Securities Act of 1933 the issuance 
by a company of securities in an aggregate amount up to $5 
million pursuant to one or more plans intended primarily to 
compensate or reward employees, advisors and consultants, 
including non-employee directors for services to the company. 
Such exemption to be available only to companies that are not 
eligible to use Form S-8; the amount to be determined by th~ 
amount of cash or other tangible consideration paid or, in the 
case of an option, to be paid by the employee; that securities 
issued pursuant to such exemption be eligible for subsequent 
inclusion in a Form S-8 registration statement filed by the 
company; and that Rule 144 be amended to provide that the holding 
period for securities issued pursuant to the exemption shall not 
be extended by reason of any installment payment arrangement. 

In order for a company to issue securities under a stock 

option plan to attract, compensate or retain qualified employees, 

the company must either register the offering or make the 

offering under Regulation A or Regulation D, two exemptions 

from Section 5 of the Securities Act of 1933. A registered 

offering is both costly and time consuming and therefore not 

the most efficient way to implement an employee benefit 

plan. Furthermore, under either of the two exemptions 

mentioned above the company would be severely limited in the 

number of employees to whom it may eventually sell its stock 

or in the total dollar value of the options offered to its 

employees. 

Under Regulation D, three separate exemptions are 

availabl~, Rule 504, Rule 505 and Rule 506. Under the 

restrictions of a Rule 504 offering, although an unlimited 
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number of investors could purchase, a total offering of only 

$500,000 could be made within any twelve month period. In 

addition, any offerings made under Rules 505 or 506, although 

the dollar limitations are much higher, a maximum of $5 million 

wit~in a twelve month period under Rule 505 and an unlimited 

offering amount under Rule 506, only thirty-fiv~ nonaccredited 

investors could purchase. Furthermore, in a Rule 506 offering~ those 

thirty-five must meet a minimum sophistication level. Many 

companies employ more than thirty-five individuals who would not 

qualify either under the accredited investor definition of 

Regulation D or a sophistication standard and therefore the 

companieswQuld not be able to sell to all their employees. 

Based on the limitations described above, it is clear that 

the exemptions available under Regulation D are not practical 

for most employee stock offerings. On the other hand, 

Regulation A is not an attractive alternative in most cases. 

Although a Regulation A offering does not limit the number 

of investors, only $1.5 million can be offered within a 

twelve month period and the disclosure and filing requirements 

are more comprehensive than those under Regulation D. 

The special nature of employee stock offerings suggests 

that companies should be permitted to issue stock to their 

employees as a form of compensation without incurring high 

costs for compliance with the securities laws or without 

limiting the-offer ing by dollar amount or number of employees. 

An exemption ~uch as the one proposed above would allow 

companies to expand their use of stock as part of 

their total employee benefit package. 
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RECOMMENDATION 8 Disclosure and Offering Ceiling: S-18 

and Regulation A 


Expand and simplify the ability of small 

business to raise capital through initial public offerings. 


A. 	 By increasing the maximum entitlement under Regulaiion 
A from $1.5 to $5.0 million as currently authorized 
under Section 3(b} of the '33 Act. 

B. 	 By increasing the availability and usefulness of Form 
S-18 through the following steps: 

1. The amount should be increased to $10 million; 

2. The disclosure requirements should be further 
streamlined; 

3. The SEC should make clear that Form S-l standards 
are not necessarily appropriate guidelines; 

4. The SEC should provide guidance (possibly by 
amendment of Rule 176) that size of the offering is a 
factor to be considered as part of a liability 
analysis. 

Section 3(b) of the Securities Act of 1933 grants authority 

to the Securities and Exchange Commission to exempt any class 

of securities from the registration requirements when it 

is not necessary for the public interest or the protection 

of investors by reason of the small amount of the offering 

or the limited character of the public offering. However, 

the maximum aggregate amount per issuance which may 

be exempted is $5 million. Regulation A is an exemption 

under this section that per~its issuers to raise up to $1.5 

million in capital through a pubiic offering. The proposed 

recommendation suggests that the Commission exercise its 
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authority under Section 3(b) to increase the aggregate offering 

price permitted under Regulation A to the maximum of $5 

million. This increase would allow businesses to r~ise 

larger amounts of capit~l through the less restrictive.means 

of an exempted offering but in a publit fashion~ 

The second part of the recommendation deals with proposed 

amendments to Form S-18. Form S-18 was adopted by the Commission 

in order to provide a less restrictive method of registering 

securities for certain nonreporting companies. Currehtly, 

such designated companies may raise up to $7.5 million. 

The proposed amendments suggest that the aggregate dollar 

amount should be increased to $10 million and th~t the disclosure 

requirements should be further.~treamlined. One of the 

present advantages of using Form S-18 in comparison to Form 

S~l, which is the general registrationfor~, is the reduced 

narrative and financial statement requirements. 



IV. FINANCIAL SERVICES 


.A. Statement of the Issues 

As with all business enterpris~S, successful operation 

and ~xpansion for small businesses depends upon financing 

whether from internal or external sources. The key to external 

financing is access to capital at competitive rates. Woile 

the need for external funds for particular businesses vary, 

in the cases of many smaller businesses, this need is acute. 

Consequently, new and innovative methods of creating 

oppoitunities for small businesse~ to have access to much 

needed capital need to be considered. 

B. Recommendations 

RECOMMENDATION 1 Adopt a new uniform or standard security 
.to be called Small Business Participating Debentures (SBPD's) 
and ~hich wotild further include the following features: 

1. Deductible interest payments for the issuer, with 
a minimum floor rate as per section 483, and a 
maximum rate; and which are taxed by the holder 
as regular income; 

2. Additional oeductible participation or incentive 
payments determined by agreement at issue of the SBPD, 
when redeemed or received by the holder would be taxed 
at the lowest preferential rate available; 
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3. LoSses wouid be allowed as an ordinary deduction 
for the investor/holder of the SBPD; 

4. Secondary marketability; 

5. Term not exceeding 20 years~ 

The SBPD is a £inancing vehicle with great appeal 

for the small business; it would also be an attractive 

investment security to t~e investor. The SBPD woUld permit 

the investor the opportunity to participate in the growth 

and success of the company, while the company would 

receive needed capital at favorable interest .rates. Through 

secondary marketability, the SBPD's use would be broadened. 

RECOMMENDATION 2 The SEC should research means either 
by modifying existing laws such as ERISA and/or existing 
vehicles such as SBICs, or by enacting new enabling 
legislation for asset pooling vehicles dalled Small Business 
Reinve~tment Corporations (SPERK) --- to £acilitate the 
investment by pensibn funds of some percentage of their 
assets in small businesses through equity aoddebt 
participations. 

The availability of investment into small businesses 

to pension funds can serve two functions through the 

extension of capital to small business and the provision 

of a worthwhile investment to the pension fund. However, 

this situation requires further study to determine the 

best method of satisfying both of these functions. It is 

possible that existing vehicI'es such as the Small Business 

Investment Company with appropriate modifications could be 
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used. But perhaps something like the Small Business 

R~investment Corporation would be required. The requested 

study would provide an answer to this issue. 

RECOMMENDATION 3 That the 99th Congress enact the COSBI 
enabling legislation contained in the Budget Reconciliation 
Bill passed by the House of Representatives. 

In view of the urgency of the present situation and time 
constraints J the immediate release of the foregoing to 
the Congress and the public at large is recommended. 

The Corporation for Small Business Investment ("COSBI") 

would operate as a "capital bank", providing a dependable 

flow of funds at reasonable cost to SBIC's from private 

capital markets. Access to an assured source of leverage 

would permit SBICs to make a continUing stream of venture 

capital investments and long-term loans to small growth 

firms. COSBI would assume the licensing and regulatory 

functions over SBICs which are currently with the U.S. 

Small Business Administration. COSBI would be sponsored by 

the Government and be similar to agencies such as the 

Feqeral National Mortgage Association ("Fannie Mae") and the 

Student Loan~Marketing Association ("Sallie Mae"). 

RECOMMENOATION 4 A preferential tax rate should' be applied 
to the gains on the sale of investments in OPERATING businesses 
which haVe been held 3-5 years. 

Long term capital commitments are fundamental to 

business growth. American companies are at a disadvantage 
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because our investors generally are looking for immediate 

returns. This attitude is complicated by a tax policy 

which is not conducive to patient, long-term investment. 

In order for our companies to be internationally competiti0e, 

our investors must become willing to accept the risks of 

long term equity ownership. A tax incentive for enhanced 

holding of such investments would encourage investors to 

make a longer .term commitment and thus enable businesses to 

concentrate on strategic priorities rather than immediate 

profitability. 

RECOMMENDATION 5 Whenever small business is defined for 
purposes of benefitting from some type of federal or 
state program; the definition should recognize that there 
are several tiers of small business. The programs should 
then be designed to assure that all tiers of small business 
will be appropriately advantaged. 

Many Governmental programs are designed to assist 

small businesses. However, these programs do not always 

recognize the wide range of sizes among the small businesses; 

the smaller small businesses do not reap the intended benefits. 

Consequently, any legislation enacted or rules promulgated 

should recognize the variety of small businesses so that 

every eschelon will receive equitable treatment. 



v. PAYROLL COSTS/ERISA 


A. Statment of the Issues 

The main source of capital for small business is the 

retention of internally-generated funds. payroll costs 

account for a major use of small business funds, particularly 

since smail business is considered to be labor intensive. 

Business taxes which are based ona firm's gross dollar 

payroll are a·proportionately heavier burden for small business 

than big business. 

payroll costs are determined or affected by numerous 

Federal laws and regulations including the Employee Retirement 

Income Security Act of 1974 ("ERISA"), the Social Security 

Act, the Federal unemployment insurance program, the Davis­

Bacon Act, and payroll tax administration requirements. 

Payroll taxes have grown substantially in the last two decades. 

Past and scheduled payroll tax increases include 9 Social 

Security rate increases totalling 60%, 19 Social Security 

wage base increases of approximately 677%, 3 Federal 

unemployment tax rate increases totalling 94%, and 3 Federal 

unemployment tax wage base increases totalling 133%. 

Reduction in both Federal payroll taxes and the associated 

paperwork and administration will permit small business to 

retain a larger portion of internally-generated funds. The~e 

cost savings will provide additional resources for small 
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business to survive, expand, create new jobs and/or innovate. 

Capital retention also will reduce the need for small businesses 

to rely on more expensive external finanbing. 

B. Recommendations 

RECOMMENDATION 1 Employee Stock Ownership Plans ("ESOPs") 

We recommend that there be no further changes to the 

curr~nt status of ESOPs. 


Employee stock ownership plans ("ESOPs") provide 

significant benefits to both a company and its employees. 

From the viewpoint of the employer, ESOPs permit increases 

in employee compensation without using cash flow, motivate 

employees by offering them a share in the potential growth 

of the company, and provide attractive financing alternatives 

for the company. In addition, ESOPs offer several tax 

advantages. For example, employees receive tax benefits 

because stock acquired for the accounts of employees is 

not taxed as income until distributed to the employees. Such 

distribution usually occurs upon retirement when an individual 

is likely to be in a lower income tax bracket. 

Small business recognizes the significant benefits 

provided by ESOPs and strongly recommends that no changes be 

made in the current law relating to ESOPs. 

RECOMMENDATION 2 Moratorium on· ERISA Changes 

We recommend adoption of a simple moratorium on any 
further ~hanges to ERISA for a period of at least 5 years. 
We urge that Congress respond to this major problem by observing 
the recommended moratorium. 



-43­

The Emplovee Retirement Income Securitv Act of 1974 ("ERISA")." :" -. .... . 

established a pension benefit insurance program and minimum 

standards for funding, participation and vesting. Legislation 

enacted in recent years has substantially amended and revised 

the original provisions of ERISA. The Tax Equity and~iscal 

Responsibility Act of 1982 ("TEFRA") created a new class of 

plans referred to as "top-heavy plans." Top-heavy plans are 

subject to restrictions ~nd requirements in addition to 

those set by ERISA. For example, top-heavy plans are subject 

to accelerated vesting requirements, minimum employer 

contributions and limits on compensation that can be used 

in calculating benefits. 

Additional changes were made in 1984. The Deficit 

Reduction Act of 1984 ("DEFRA") made technical as well 

as significant substantive changes to the law governing 

retirement plans. In add i tion, the Retirement Equi ty Act 

of 1984 ("REA") granted spouses substantial rights over 

a participant's retirement plan benefits. Generally, 

linless a waiver from the spouse is obtained, a spouse 

married to a participant for one year could receive an 

annuity for his or her lifetime, payable from a portion 

of the participant's benefits. 

Many small businesses have had to amend or completely 

restate their retirement plans several times in recent years 
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to conform with this legislation. These plan amendments 

have imposed tremendous administrative costs on small 

business. Small business is less able than large business 

to bear these increased administrative costs. Available 

information indicat~s that the cost per emplo~ee of 

a ~etirement plan operated by a small business is significantly 

greater than the retirement plan cost incurred by large 

business with respect to each employee. The Small Businesss 

Administration has reported that a small company operating a 

defined benefit plan (where employees are promised a specified 

level of benefits upon retirement) with fewer than 10 employees 

will incur costs approximately twice as high per employee 

than a business with 500 or more employees under the same 

plan. 

A moratorium on pension legislation will give small 

businesses a chande to confo~m their retirement plans 

to the recent legislative changes. The numerous legislative 

changes also have prevented business from determining the level 

of funding necessary to pay benefits to employees upon 

retirement. A moratorium will permit businesses to assess 

their plans for funding retirement benefits and adopt any 

necessary changes. 

The recent legislation has created uncertainty and 

confusion for small businesses. Implementation of the 

recommendation will lessen this uncertainty and encourage 
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small businesses to continue or adopt retirement plans. 

The moratorium also will reduce costs and expenses of 

maintaining retirement plans. Cost savings will permit small 

businesses to retain capital thereby reducing the need 

for additional capital from outside sources. 

RECOMMENDATION 3 Adoption of the 1986 White House Conference 
on Small Business Final Recommendations 

We recommend that the SEC 5th Annual Gbvernment Business 
Forum on Small Business Capital Formation go on record as 
supporting the 1986 White House Conference on Small Business 
final recommendations relating to payroll costs issues. The 
final White House Conference payroll costs recommendations 
read as follows: 

2. There should be no goverrtment mandated employee 
benefits, such as employer-paid health benefits, 
parental leave, disability leave, etc. Specific actions 
should include, but not be limited to: 

a. Congress should prohibit the states from 
mandating employee benefits; 

b. Congress should reject parental and disability 
leave legislation, such as H.R. 4300 and S. 2278; 

c. Congress should reject proposals to mandate 
medical coverage. Business supports creative efforts 
in the private sector to identify new and voluntary 
approaches to enable working parents to fulfill 
their job and family responsibilities. [R.A. 203, 
Payroll Costs; 1360 votes] 

7. Congress should repeal the Davis~Bacon Act and the 
Service Contract Act in their entireties. [R.A.196, 
Payroll Costs; 1156 votes] 

8. Congress should reform the So<;::ial Security System by 
taking the following steps: 

1. Remove all non-retirement programs from the Social 
Security programs and pay them from the general fund. 

-2. Bring all workers, government and private, under 
the Social Security System. 
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3. Freeze employer FICA contribution wage base and 

tax rate at the 1986 rate. 


4. Cap automatic indexing and C.O.L.A.'s on program 

benefits. 


5. Fund the establishment of a broad-based presidential 
commission to develop long-range altern~tives to the 
present Social Security system which places an undue 
and inequitable escalating financial burden on business 
employees. This Presidential commission must submit. 
its complete report within 24 months. The So6ial Security 
system needs to become actuarially sound on a defined 
contribution basis and not rely on automatic and r~gular 
increases in the tax rates and wage base. The following 
things need·to be done: 

a. Reduction of the Social Security taxes for 

employers and employees with alternative qualified 

retirement plans. 


b. Extend the eligibility age for Social Security 
retirement and lift payroll earning restrictions for 
Senior Citiz~ns by increasing what they can earn 
without forfeiting Social Security benefits. 

c. Create parity between self employment tax and 
employer/employee Social Security contributions. 

d. Consider the possibility of a long-term phase-out 
of the present system to be replaced with an optional, 
actuarially sound, privatized system of retirement and 
health benefits. The privatization of the present system 
is considered to be a very desirable goal by the delegates 
to the 1986 White House Conference on Small Business. 
[R;A. 218, payroll Costs; 1152 votes] 

20. To promote the retirement security of our nation's 
employees, Congress must support and promote the continued 
viability of the private retirement system in the small 
business community. In support of this goal, there must 
be a five year moratorium on further changes in our 
private retirement plan laws except for the following 
changes which we recommend: 

a. Promote parity between large and small plans 
and between private and public sector plans; 
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b. To simplify filing requirements and paperwork; 
and 

c. To increase contribution benefit limits, including 
401(k) plans and IRAs to be at least as great as the pre­
1986 Tax.Reform Act limits; and 

d. In tne mUlti-e~ployer sector, toretdrmMulti­
Employer PensIon laws (*Multl-Employer Pension Plan 
Amendment:s ACt: ot l~:H5 U , MPPAA , suDt 1 t:leB otTl tIe 
IV ot ERISA, sections 4201 thro~gh 4402) to6urt~tl 
or eliminate WIthdrawal liabilIty. lR.A.239,Payroll 
Costs; 861 votes] 

26. Congress should ~ot tax employee benefits above 
existing levels. [R.A. 199, Payroll Costs; 720 votes] 

31. Unemployment Insurance: amend the Federal Unemployment 
Tax Act and the Social Secuiity Act and the Wagner-Peyser 
Act to achieve the following: 

a. Prohibit strikers from collecting benefits. 
b. Require claimants to actively seek work and accept 

the next best job after eight weeks of job search or lose 
benefits; 

c. Eliminate FUTA and related taxes on wages of 
persons who do not qualify for benefits, (e.g., independent 
contractors, corporate officers, shareholders, retirees, 
etc. ) 

d. Allow surplus funds to be invested in the state 
which paid the taxes. 

e. Cap FUTA tax at present levels. 
f. The rate increase of .2% in FUTA taxes should be 

allowed to expire on January 1, 1988 as scheduled under 
current law. [R.A. 244, payroll Costs; 654 votes] 

38. To reduce payroll complexity and cost by: 
a. Standardizing Federal payroll reporting onto one 

form with one due date and to provide incentives to 
include consolidation of state and local payroll information; 

b. Increasing the threshold for requiring payment 
of payroll taxe~ through Federal Depositories (i.e., 
allow mailing in of larger payments with quarterly 
filing •.• currently, the threshold is $500.00) and 
increasing the thresholds for determining the frequency 
of all payroll tax deposits (i.e., increase threshold 
for 3-day deposits which is currently $3,00n). [R.A. 
247, Payroll Costs; 57~ votes] 
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53. The conc~pt of comparable worth is contrary to 
the free enterprise system. Co~pensation should be 
based upon market supply and demand. [R.A.,235, Payroll 
Costs; 408 votes1 

54. Congress should enact labor law reform to repeal 
the union shop provision to Section 8(a)3 of the Labor 
Management Relations Act, as amended, to allow employees 
the fullest freedom of choice to join or not join or 
support a union and amend the Hobbs Act to make violence 
in labor disputes a Federal crime. [R.A. 253, Payroll 
Costs; 395 votes1 

56. Congress should defeat proposed Anti-double breasting 
legislation (H.R. 281 and S. 2181). [R.A. 391, payroll 
Costs; 378 votes1 

The 1986 White House Conference on Small Business addressed 

the issue of payroll costs and generated specific recommendations 

to Congress and the Administration to provide small business 

relief from rapidly escalating payroll costs. 

The first, third and fourth Conference recommendations 

concern issues which also were addressed by other Forum 

recommendations. For a discussion of these issues, please 

refer to-the discussions following the preceding Forum 

recommendation and the two following Forum recommendations. 

The remaining Conference recommendations propo'se various 

changes in Federal law designed to reduce payroll costs 

and paperwork. 

The second Conference recommendation advocates repeal 

of the Davis-Bacon Act and the Service Contract Act. The 

Davis-Bacon Act requires the payment of a minimum wage to 

employees in Federal construction projects over $2,000. 
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The Department of Labor determines the wage rate to be 

paid to workers on these projects. The Act originally 

was designed to ensure that Federal projects would be 

performed by local contractors rather than out-of~town 

construction compariies that hired transient workers at 

lower wages. 

The participants believe that the Davis-Bacon Act 

discourages bidding by .sm~ll businesses on Federal projects 

because such businesses are required to pay wag~s higher 

than they pay on other projects. Repeal of the Act would 

encourage small businesses to bid for Federal projects. 

Further, Congressional studies have determined that reform 

of the Davis-Bacon Act could save the Federal government 

from $200 million to $2 billion each year. 

Conference participants, recommended that no changes 

be made in the tax treatment of emplo~ee fringe benefits. 

Currently, tax~exempt benefits are excluded from an 

employee's taxable income. Examples of these benefits 

include health insurance premiums and life insurance 
c 

premiums for up to $50,000 of coverage. Other employee 

benefits, such as pensions, are tax-deferred in that 

such benefits are taxed after retirement when an individual 

usually is in a lower income tax bracket. 

Repeal of the current treatment of fringe benefits will remove 

the incentive for small businesses to provide these benefits. 
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A reduction in fringe benefits may cause employees to 

seek wage increases to cover the after tax cost of these 

benefits. A tax on employer-paid health insurance and 

pension contributions also could force more reliance on 

Social Security retirement and disability programs and 

ultimately increase taxes necessary to fund these 

government programs. 

The White House Conference recommended various changes 

in the Federal unemployment insurance program. Proposed 

changes would cap the tax at the current 6.2 percent tax 

rate on the first $7,000 of wages of each employee, prevent 

striking employees from collecting benefits, and require 

claimants to accept the best job obtainable after eight 

weeks of collecting benefits. Conference participants 

also recommended that employers be exempt from paying 

unemployment taxes on the wages of persons who may never 

claim unemployment benefits. For example, under current 

law, the salaries of corporate officers are subject to 

tax even though they are ineligible for benefits should 

they become unemployed without cause. 

White House Conference participants also voiced 

their opposition to the concept of equal pay for comparable 

jobs. Under this "comparable" worth principle each job 

w00ld be valued to determine its worth to the employer. 
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Factors which would be considered in determining this 

value include working conditions, mental demands and 

accountability while factors which would be ignored include 

seniority, on-the-job training and education. 

Forum participants believe that the only objective 

method for determining the value of a partictilatjob is 

the wage or salary placed on the job by the market place. 

The comparable worth concept is not only philosophically 

invalid but would pose substantial problems for small 

firms. Small businesses, unlike larger firms, have neither 

the funds nor the expertise to perform the job evaluations 

required by the concept. 

The White House Conference issued two recommendations 

concerning labor law reform. The first advocated repeal 

of the union shop provision of Section B(a) (3) of the 

Labor Management Relations Act in order to allow employees 

full freedom in determining whether to join a union. 

The second recommendation voiced opposition. to proposed 

legislation to amend the Nation'al Labor Relations Act. 

According to its proponents, the proposed legislation would 

eliminate a practice in the construction industry known as 

double.,-breasting. Under a typical double-breasting arrangement, 

a company which has negotiated a labor agreement with a 

construction union establishes a related company which is 

operated on a nonunion basis. The nonunion affiliate 
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then bases its bids for construction jobs on lower, nonunion 

wage l~vels and hires employees who would not be entitled 

to wages and benefits negotiated in the collective bargaining 

agreement of the original union shop company. The proposed 

legislation is intended to prohibit this conduct by making 

collective bargainitig agreements applicable to all businesses 

operated by a single employer within a specific ~eogtaphic 

area. 

Forum participants believe that the proposed legislation 

is unnecessary in view of the legal mechanisms to prevent 

employer abuses already in place. The National Labor Relations 

Board, with court approval, has formulated two legal doctrines 

which prevent employers-who set up separate operations from 

avoiding the contractual obligations they have with a union. 

Under an "alter ego" doctrine, an employer is required to apply 

its union c?ntract to all its operations if it transfers a 

portion of its assets, customers, management and/or employees 

to a related company for the purpose of avoiding its union 

contract. Under a single employer doctrine, the union 

contract will be applied to all operations if (~) differ~nt 

operations are run by a single employ~r as a single integrated 

enterprise and (2) the nonunion employees have interests 

substantially simi~ar to the union employees. The proposed 

legislation is too broad because it would automatically 

impose the union contract upon all the employer's operations 

performin~ the same or similar work. 
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The proposal would actually pressure contractors to go 

totally urtion thus denying them needed flexibility to employ 

both union and nonunion employees. The bill also would deny 

freedom of choice to employees to decide whether or not they 

want to berepres~nted by a union~ The employees of the 

nonunion company would be automatically subject to the 

decision made by employees of the union company with regard 

to such important matters as work rules, wages, and employment 

conditions. 

RECOMMENDATION 4 No Government Mandated Employee Benefits 

There should be no government mandated employee benefits, 
such as employer-paid health benefits, parental leave, disability 
leave, etc. Specific actions should include, but not be limited 
to: 

a. 	 Congress should prohibit the states from mandating 
employee benefits; 

b. 	 Congress should reject parental and disability leave 
legislation, such as H.R. 4300 and S. 2278; 

c. 	 Congress should reject proposals to mandate medical 
coverage. 

Business supports creative efforts in the private sector to 
identify n~w and voluntary approaches to enable working parents 
to fulfill iheir job and family responsibilities. 

In the past, Federal'and state governments have established 

incentives to encoUrage employers to provide employee benefits. 

Recently, however, legislation has been passed which has 

determined which employees must be covered by benefit plans 

and what benefits must be provided to employeesw 

This-new trend can be seen in legislation and legislative 

p~oposals in the health care area. State legislation has 
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required coverage for certain health care providers (e.g., 

chiropractors and midwives), certain illnesses (e.g., substance 

abuse), and the extension of employees health insurance 

to cover persons other than current employees (e.9., divorced 

spouses of employees, former employees, or their depend~nts1. 

At the Federal level, the Consolidated Omnibus Budget 

Reconciliation Act of 1985 requires employers with 20 or more 

employees and with an employer-sponsored health plan to 

continue coverage for divorced spouses, widows, and certain 

dependents. Recent Federal legislative proposals would 

have required health insurance policies to cover preventive 

pediatric services for children and to continue health 

benefits to workers on leave for parenting or medical 

purposes. This proposal also would have guaranteed the 

employee's job after a mandated four to six month leave 

period. 

Mandated benefits are a disproportionately larger 

burden on small businesses. Larger businesses, in increasing 

nUmbe~s, are re~ying on self-insurance in providing mand~ted 

employee benefits. On the other hand, small businesses rely 

to a greater degree on internal funds to expand and innovate 

and therefore do not have sufficient funds to provide for 

s~lf~insurance or cover the increase in payr611 costs which 

results from mandated benefits. 
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Small businesses generally experience higher employee 

turnover rates than larger firms. To the extent that 

mandated benefits require coverage for groups other than 

current employees, small businesses are unfairly burdened. 

The addi tion of mandated benefits also results in addi tionai 

administration~ paperwork and training, espe6ially for 

multi-state employers which must comply with var~ing state 

mandates. 

RECOMMENDATION 5 ,Alternatives to the Current Social Security 

System 


We recomm~nd that all possible alternatives be explored 
to mi,tigate, the eff'ect ;of Social Secur i ty obligations on 
small business, including, but not limited to erihancing the 
role of private retirement mechanisms, expanding coverage, 
removing non-retirement programs, limiting COLA's, increasing 
retirement ages and permissible earnings, and setting up a 
body appointed by the Presiderit and Congress that would 
consider the Social Security system against the 'background 
of total long-term retirement needs and would include substantial 
input by the small business community. 

The Social Security system provides benefits when workers 

retire, become disabled, or die. The program is financed 

by revenues from payroll taxes paid by matching employer 

and employee contributions. A study by the u.S. Chamber 

of Commerce concluded that Social Security taxes, as 

a percentage of gross payroll, increased from 1.4 percent 

in 1951 t6 6.6 percent in 1984. Duririg the same period, 

private pension contributions went from 3.6 to 4.7 percent, 

an increase of only 1.1 percent. Employer and employee 

contributions to Social Security are scheduled to rise furth~r. 
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In 1986, employers and employees each contributed 7.15 percent 

of gross wages, up to $42,000 per employee. By 1990, the 

tax rate is scheduled to increase to 7.65 percent of gross 

wages and the taxable wage base will increase to $51,000. 

The 1986 Social Security Trustees Report has concluded 

that, under four sets df actuarial assumptions ranging 

from optimistic to pessimistic, the Old Age and Survivors 

Insurance Trust Fund and the Disability Insurance Trust 

Fund will remain solvent over the next five. years. The 

report also concluded that these trust funds would remain 

solvent over the next 75 years except under the most 

pessimistic set of assumptions. Notwithstanding these 

findings, many workers do not expect to receive benefits 

from the system. This lack of confidence in the Social 

Security system is understandable considering that by the 

year 2000 o~e of every five Americans will be over 65 and 

the average life expectancy will be 80. Further, the ratio 

of active workers to retirees will fall from the present 3:1 

to 2:1. 

Forum participants believe that the steep and frequent 

increases in the Social Security taxes place an increasingly 

heavy burden on small business because the formation and 

growth of small businesses creates the majority of new 

jobs. These jobs provide taxes' for the Social Security 
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system. The recommendation advocates changes in the 

current system in order to lessen this disproportionat~ 

burden imposed on small business. Cbntinuation of t6~ 

present trend of increased rates and base earnings dis­

courag~s small business formation and growth thereby 

hindering creation of new jobs.· 





VI ~ LIABILITY INSURANCE 

A. Statement of the Issues 

Insurance policyholders as a group are finding that 

it is increasingly difficult to obtain affordable and adequate 

in~uiance to meet their rieeds. ~everal factors hav~ 

qorttributed to this situation. The ability of an insurer 

to issue policies depends on its surplus level. Recently, 

record liability awards and declining interest rates have 

decreased insurers' surpluses and reduced the industry's 

capacity to meet consumers' demand for insurance. Consequently, 

insurers are raising premiums and lowering coverage. 

Another cau~~ of the current insurance shortage is 

the significant increases in the number of lawsuits and the 

size of damage awards in recent years. Further, the diverse 

treatment of liability suits by the courts has created an 

unstable environment in which insurers cannot predict, with 

reasonable certainty, the potential dollar amount of damages. 

This uncertainty has caused insurers to price their policies 

high and drop certain types of coverage. 

The insurance crisis has disproportionately burdened 

small business. Unlike large buainesses, small businesses 

depend on internally generated funds to maintain and 

expand their operations. The growing costs of insurance, 

if "avai lable, severely restr icts the ability of a small business 
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to grow and to innovate, thus contributing to decreased 

productivity and competitiveness. 

B. Recommendations 

RECOMMENDATION 1 Incr~asing Insurance Capacity 

Enact the Federal Risk Retention Act of 1986 and 
reduce regulations whic~ reduce eapacity for insurance 
underwriting. Provide for increased capacity available for 
liability insurance underwriting and risk retention by insurors, 
risk retention groups and other sources by 

(1) 	 removing regulatory barriers to placement of rein­
surance with off-shore, foreign, and surplus-lines 
reinsurors; and 

(2) 	 encouraging state insurance commissioners to a 
more permissive reception to entrepreneurs and 
small independent property and casualty insurance 
entities. 

The shortage and high cost of liability insurance have 

caused some small businesses to seek alternatives to 

conventional insurance policies. For example, some businesses 

either self-insure pursuant to a risk retention group in 

which members of the group insure themselves or join with 

other businesses to form a group to buy one policy to 

cover the group. Presently, several states restrict these 

forms of group insurance. 

Adoption of the Federal Risk Retention Act would enable 

any business to join an insurance pool or purchase insurance 

as a member of a group, thereby providing small business 

with an alternative source of liability insurance. 

The reCOmmendation also calls for the removal of needlessly 

restrictive and overly conservative regulation in the 
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insuranc~ industry. For example, the National Association of 

Insu'rance Commissioners have adopted policies whichlimi t 

or prohibit reinsurance with "non-admitted" sources such as 

foreign ~nd surplus line reinsur~rs and risk retention 

faciliti~s. Reinsurance provides coverage for primary 

insurance carriers by indemnifying such carriers for all 

or part of specified losses. The recommendation would provide 

additional sources of reinsurance thereby increasing the 

availability of reinsurance at lower prices. The recommendation 

also advocates less restrictive standards for entry into 

the ins~rance industry by entrepreneurs and small insurance 

companies. 

RECOMMENDATION 2 Product Liability Reform 

The enactment of state and Federal legislation expressing 
the spirit and intent of S.B. 2760 as considered by the 99th 
Congress. 

The present system for resolving product liability 

disputes and compensating individuals injured by defective 

products is costly, slow and unpredictable. The unpredictability 

and inefficiency of the system contribute to the increasing 

cost and unavailability of liability insurance. 

Senate Bill 2760 contains a number of significant reforms 

to the product liability system. The measure would impose a 

uniform liability standard for product sellers -and would 

eliminat~ joint and several liability for noneconomic damages, 
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such as damages for pain and suffering. A defendant's liability 

for pain and sufferin~ damages would be limited to his percentage 

of responsibility for the harm as determined by the trier of 

fact. With respect to punitive damages, a claimant must 

meet a higher burden of proof by establishing that the injury 

was the result of a conscious, flagrant indifference to the 

safety of product users. The bill includes a new expedited 

settlement system that creates incentives for both plaintiffs 

and defendants to settle claims. Under this new system, 

damages for pain and suffering would be limited to a maximum 

amount of $250,000 when a settlement offer is rejected. 

This maximum is imposed only if the settlement offer equals 

an injured person's actual economic losses that are not 

reimbursed by other sources (such as workers' compensation 

benefits) plus $100,000 for pain and suffering. 

These reforms would reduce the excessive cost of 

product liability claims and substantially shorten 

the time in which it now takes to litigate a product 

liability claim. The uniform liability standards and the 

s~ttl~ment system would substantially reduce .the now 

unpredictable liability faced by manufacturers and product 

sellers. Thes~ ~easures would reduce significantly the cost 

and increase the availability of insurance for small businesses. 

, 
'f 

; 

"' 
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RECOMMENDATION 3 Enactment of Legislation~imiting Directors' 

Liability 


It is recommended that t6~ Delaware 6&6 [Directors 

and Officer~1 LiabiliEy Law be adopted by all the states and 

'that Congress consider adopting simil,ar provisions at the . 

Federal level, but with.an automa~it sunset pr6visi6nthat 

requires readoption by th~ sto6khoidersp~iiodi6ally~ 


The Delaware Supreme Court in Smith v. Van Gorkom; 

488A. 2d 858 (1985) ,held independent directors p~rsonally 

liable for grossly negligent; actions undertaken In 'good 

faith in a friendly acquisition. Insurance coverage fbr 

directors has become. increasingly unavailable and premiums' 

and deductible amounts have increased substantially since that 

decision. The decision also has made qualified persons reluctant 

to serve as independent directors. 

These recent changes in the market for directors' li~bilit~' 

insurance prompted Delaware to amend its ~eneral Corporation 

Law to permit a corporation to eliminate the legal liability 

of d~rectors for violations of their duty of cate. The 

elimination of the liability may be included in the corporation's 

original certificate of incorporation or a'dded to the 

certiftcate of an existing' corporation if approved by 

the required percentage of shareholders. 

Enactment of legislation compar~ble td the Delaware 

law should permit small companies to attract ahd retain 

h ighiy quall£ ied directors. The legislation shobldallow 

companies to more readily obtain director's liability 

insurance pr9viding higher coverage and fewer policy exclusions 

at a lower cost. 
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RECOMMENDATION 4 Adoption of the 1986 White House 
Conference on Small Business 
Final Recommendations 

The Forum enthusiastically endorses the number one 
recommendation of the 1986 White House Conference on Small 
BQsiness concerning toit reform/liability insurance with certain 
amendments. The recommendation, as amended, reads as follows: 

Civil Justice Reform 

Because the liability in~urance crisis in the United States 
has not only become a life and death sentence to many small 
businesses, but alSo is changing adversely our way of life, we 
must pursue a four pronged effort at reform: civil justice 
reform~ uniform standards for product, professional and 
commercial liability; regulation of the insurance and re­
insurance industries; and viable affordable alternatives to 
liability coverage. 

We, therefore, strongly urge the president l the Congress, 
and the state legislatures, to implement the following action as 
a vitally important step in alleviating the problems 6f 
availability and affordability of liability irisurance to small 
b~siness in America: 

A~ Civil Justice Reform 

1. Return to a fault based standard of liability. 

2. Base causation findings on credible scientific and 
medical evidence and opinions. 

3. Eliminate joint and several liability in cases where 
defendants have not acted in concert. 

4. Limit non-economic damages (such as pain and suffering, 
mental anguish or punitive damages) to a fair and reasonable 
maximum dollar amount, not to exceed $250,000 in any case. 

5. Restrict punitive damage awards to cases of willful and 
malicious conduct. The amount awarded shall go to a 
governmental trust fund, not the plaintiff. 

6. ·Limit attorneys' contingency fees to reasonabl~ amounts 
on a sliding scale. 

7. Reduce awards in cases where a plaintiff can be 
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compensateQ. by .c.erta~n.. ~9l1ateral E;purces to prevent 
windf~~ldo~ble r~c6v~r~.· 

8. Prior to a6fual t~iaiof any civil action, the only 
stat,ement Ci~'> to.specJf,ic. dollar ,amount claimed ,~hall be 
'limited, 	to anvmin,fmum a'-mount required to establish the 
jurisdiction(;f .~lle'f6p.im iri,,?qiCh the ~naim is made, , 
leaving any a'ddLtional alIt'ount to tllat which the proof at . 
trial may show; in any .civil action. a,n'y party may' make an 
offer of settlement't6any other party 'and if stich other 
party ,rejeqts ,such C;;lfferand thereaf,teF qbtairis a judgment 
less,.favor;able.than the.rej.ectedOffe.r:, the reject ingparty 
shall pay theoffeiing ~arty all~of thel~tter'~ legalfee~ 
and costs lnaddlti6n~to paying his own. . 

9. Impose a uniform, reasonable statl1teof limitations and 
",repOse 	 in al~ tort aGtions; and hol~ defendants to the 

state-of-the-art in existence a~the ti~e the product w~s 
manufactu:r;-ed orth,e service, "tas performed. 

1 0.. provJde f.qxperiod ic iIl;§teCid of lump sum payments for 
future medical care or lost income. 

11. Encourage use of alternative dispute resolution 
mechaniE;msto resolve cases out of court. 

12. ':;;pr.ovide for citizel1 participation inE;tate bar 
association matters to include conduct review and rule 
making. 

B. Federal Standards for 'product, Professional and Commercial 
Liability: 

Establish a uniform standard of fault based product, 
commercial, and professional liability which incorporates 
provisions cited in "Civil Justice Reform" above. 

C. Availability and Affordability of Liability Insurance and 
Re-Insurance: 

1. Review McCarran-Ferguson Act of 1945 as it applies to 
state regulation of insur~nce and the industry's limited 
exemption from anti-trust laws. 

2. Promote the establishment of joint underwriting 
associations and assigned risk pools~ 

3. A minimum of 60 days notice should be required for an 
insurer to non-renew ~ policy or to increase its unit 
premium by more than 25 percent. Mid-term cancellations 
should be prohibited and premiums should be based on 
experience ratings. 
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4. Promote tax deductible self-insurance through tisk 
pooling and other group arrangements, lnclud ing the 
expansion of The Risk Retention Act of 1981. 

5. Legislate a self-ihsurance system that wouldal~ow 
smill businesses to pay premiums into a fund with'~ke-t~x 
dollars which could be used fornoothet purpose than the 
payment of cl~ims, wi~h the fUnd being regulated in the same 
manner as any other insurance company. ' 

6. Require the insurance industry to make complete 
financial disclosures by lines of insurance, so that 
Congress, state legislatures, and state insurance ' 
commissioners may calIon it at any time. 

Reforming the tort system to provide'a stable environment 

in which small business and insurers c~n function should 

result in more reasonable insurance costs, legal costs and 

access to liability insurance coverage. Consequently, firms 

should have more capital available to maintain and,expand 

their businesses and to perform the research and development 

needed to develop and market new technology. 
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V1II.EXHIBIT 


A. SMALL BUSINESS FINANCING TRENDS; 


1976-1985 




SMALL BUSINESS FINANCING 'ImNOO 

This brochure is intended to provide participants at the SEC 
Q:>verlT!ent-Busiriess Forun on Small Business capital Formation 
backgroUnd material .on trends in .small tosi~ssfinancing. 
Statistics are provided for the· ten-year period 1976- 1985 for 
all securities offeriIYJs registered under the Securities Act of· 
1933. 

In 	SlInmary, the statistics indicate that: 

o 	 Arrounts registe-red in initial public offeriIYJs 

(nlOs) increased t¥ over 50 percent in 1985. 


o 	 The m.ll1ber of IFOs has been far nore volatile 

in recent years than either total registered 

issues or the S&P 500. 


o 1m registrations of camen stock increased 
by over 40 percent in 1985. 

o 	 More than 85 percent of the IPO issuers in 

1985 had assets of $10 million or less and 

overb.O-thirds had assets of $500 thoosand 

or less. 


o 	 Underwriters furtner reduced their part ici ­

pation in briIYJiIYJ small carpany IFOs to market 

in 1985. 


o 	 The Finance, Insurance and Real Estate 

industries accounted for almost two-thirds of 

the value of IPO issues. Together with the 

ManufactliriIYJ and Service Industries ,they 

accoontedfor the tolk of _IFOs. 


All of the material presented (excluding Table!) is derived 
fran -the SEC's Registration and Offerings Stati_stics File, which 
contains infonnation on all registered offeriIYJs since 1970. 
This file is available to the public -on magnetic tape for CCrl'puter 
processiIYJ • 

Jeffry L. Davis 
Director of Economic 

and Policy Analysis 
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Table 1 

NET ~CES OF FUNIE FOR CORPORATE BUSINESS Y 

1976 - 1985 


(Billions of dollars) 


External 

Year ,.' Total Internal Total Securities Other, SOurces 

1976 

1977 

1978 ' 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

$211.0 

254.1 

317.5 

345.2 

337.6 

371.6 

312.8 

435.1 

511.2 

$489.8 

$134.2 

157.4 

175.7 

188.8 

189.5 

230.4 

234.3 

288.1 

338.1 

$371.3 

$ 76.8 

96.7 

141.8 

156.4 

148.1 

141.3 

78.5 ' 

147.0 

173.1 

$118.5 

$35.8 

32.3 
; 

28.7 

19.5 

50.5 

23.7 

45.2 ' 

53.7 

-11.4 

$16.5 

$ 41.0 

64.4 

113.1 

136.9 

97.6 

117.6 

33.3 

93.3 

184.5 

$102.0 

I 
-.-J 
tv 
I 

I 
'" 

!I New finariciBJ less reti~nts for non-fam, non-financial corporations. 

Source: Table &-89, "Sources and Uses of Funds," 1986 Econanic Re~rt of the President 
am Flow of Funds statistics, ~ard of Governc:>rs of the F?eralReserve System. 

Prepared by: Directorate of Econanic and Policy Analysis 
U.S. Securities and Excllange Camtission 



Figure 1 

NET SOURCES OF FUNDS FOR COPRORATE BUSINESS 
1976 - 1985 
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Table 2 

EFFECTIVE REGISTRATICNS FOR CASH SALE 1/ 
1976- 1985 ­

(Millions of dollars) 

TCYI'AL RmISI'ERED OFFERINGS 

Number of 
 Ponds, Debentures Preferred (:;oom:>n All Other 

Year Registrations Total and Notes Stock EquityStock 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 

1,457 
797 
833 
~73 

1,629 
1,800 
1,756 
2,900 
2,057 
2,630 

$ 34,931 $24,945 $2,238 
31,713 21,898 2,387 
28,364 18,900 1,743 
34,883 24,439 1,942 
63,535 3,239 .. 
62,781 

42,534 
36,224 1,530 

71,738 43,916 4,667 
99,565 48,725 7,293 
84,769 59,327 3,762 

$127,018 i1 . $85,531 $5,844I 

$ 6,852 $ 896 
5,902 1,526 
5,224 2,497 
5,643 2,859 

11,184 6,578 
14,076 10,950 
12,956 10,198 

127,8151 15,732
7 ,886 ... 13 ,794 

I 
-....Jj $17,1861 $18~457 
ol::> 
I 

INITIAL PUBLIC OFFERINGS 2/ 
Number of Bonds, Debentures Preferred Cort'm:>n All Other 

Year istrations Total and Notes Stock .StOCk it 
1 76 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 

229 1,265 
216 2,167 
244 3,100 
288 3,585 
584 8,623 
891 14,938 
727 11,182 

1,370 25,825 

~:~~~__ __ L_$;~:~~~ 

267 
723 
469 
374 

1,210 
1,575 
1,704 
3,706 
3,379 

$4,475 

0 
30 
12 
29 
.4 

12 
3 

98 
23 

$ 23 

1 3 
118 
264 
505 

1,249 
3,152 . 
1,533 . 
7.:632 
3,885 

$5,583 

5 
1,296 
2,355 
2,677 
6,160 

10,199 
7,942 

14,389 
12,714 

$16,771 

1/ Includes U.S. business only.

2/ Initial Registered Public Offering ("Iro") of securities under the Securities Act of 1933. 


Source: Registrations and Offerings Statistics File 


Prepared by: Directorate of Economic and Policy Analysis 

U.S. Securities and Exchange COllmission 



Figure 2 

EFFECTIVE REGISTRATIONS FOR CASH SALE 

(Value of Offerings: 1.976·1985) 
O.OLLARS 
BILLIONS 
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\ 

$500,000 

Year No. 

1976 12 

1977 30 

1978 38 

1979 54 

1980 149 

1981 269 

1982 I 187 


or 
Less 

Amount 

$ 38.8 

53.4 

100.0 

182.0 

424.2 

1,277.4 

Table 3 


IPO ~ STOCK BY ISSUERS I ASSET SIZE 

1976 - 1985 

(Millions of dollars) 

ASSET SIZE 

$500,001 $1,000,001 
to to 

$1,000,000 $5,000,000 

No. 

° 

4 

2 

15 

24 

34 

Amount No. 

° 4$ 

75.0 I 
2.1 

43.8 

71.9 

123.8 

4 

11 

37 

120 

Amount 

$ 5.7 

16..5 

5.5 

50.2 

150.1 

484.6 

I 
1983 I 455 

I 
I 

1,701.8 I 51 
I 

228.0 I 125 
I 785.6 I 78 I 887.1 

691.4 81.0 I I 130.1 I 22 

I 
252.03684 755.024 69.9487 1,668.31984 

$304.3$ 247.3 366624 $ 71.4444 .$2,956.51985 
I I . ­

Source: Registrations and Offerings Statistics File 

Prepared by: Directorate of Econanic and Policy Analysis 
U.S. Securities an~ Exchange Gammission 

30 


$5,000,001 
to 

$10,000,000 

No. 

7 

7 

7 

9 

20 

43 

AIrount 

$ 22.3 

26.0 

22.4 

53.6 

95~1 

330.8 

40 I 
171.2 


$10,000,001 
and Greater Total 

No. 

19 

7 

17 

20 

43 

79 

34 

191 

90 

98 

AIroUnt No. 

$ 96.4. . 42 

17.3 55 

133.7 68 

175.0 109 

507.5 273 

935.4 545 

459.4 I 313 

9004,029.6 I 
7211,139.6 

668$2,003.2 

AIrount 

$ 163.2 

118.2 

263.7 
I 

--..J504.6 1 0"\ 
I 

1,248.8 


3,152.0 
 I 

1,533.1 

7,632.1 

3,884.8 

$5,582.7 
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, Figure 3 

INITIAL PUBLIC OFFERING INDEX 
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~le 4 


VALUE OF TYPICAL CXH«:N STOCK IPO BY ISSUERS' ASSET SIZE 1/ 


, $500,000 
or 

IBss 
Year 

$1.01976 

'1917 1.1 

1978 1.2 

1979 1.5 

2.01980 

. 2.81981 

2.419&2 

2.51983 

2'.01984 

$1.51985 

,y Media,n OfferilYJ. 

1976 - 1985 
(Millions of dollars) 

$500,001 
to 

$1,000,000 

$0 

1.1 

1.1 

2.0 

3.C> 

3.6 . 

2.4 

3.0 

3.0 

$3.0 

Asset ,Size . 

$l,OOO,OOi 
to 

$5,000,000 

$1.1 

2.3 

1.4 

2.0 

3.6 

3.5 

3.0 

4.2 

3.2 

$3.5 

SOUrce: Registrations and Offerings Statistics File 

Prepared by: Directorate of Economic and Policy Analysis 
U.S. Securities and ExchaRJe o:mnission 

$5,000,001 ", 
to 

$10,000,000 

$2.7 

2.6 

3.0 

3.4 

4.6 - , 

6.6 

5.0 

7.5 

4.9 

$6.6 

-

$10,000,001 'I 
and 


,Greater 


$ 5.0 I 

I2.0 I 
, 

7.0 "I 
I 

5.2 ~. 
IX) 

i 
I8.6 I 

9.0 

5.9 

13.0 

8.1 


$12.9 


-'~'-":'.-. 
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,Figure 4 
:' ).-	 , .; . 

ASSET SIZE. OF COMMON STOCK IPO ISSUERS 
" , '. ',,' . . .. '. '. ". . " 

. ~ '. ~.' 

Numbir of Registrations. . 

.................. ". "." ... . 
........ "." .............. . 

•••• , ••• ," ••• ".' •••• 0 •••• ' •.... "., .............. , .. , .. , . 

.,., , .• ,.' t •••••••••• , •••••• 00 .. , .... ,., ......... " .......... . 
... , .. , ............. ........ . 


Over $10 million 
'98114.7%) . 

••••• 'A' 

. . . . . . . . . .' 

: : ::': : : ::: : : : : : ::; : : 

..... .... . :........ . 

:::::::: :::::::: 	

' 
'...... " ................. , .. . 
.. , ......... , .... , ........... . 


............................... ,. 
........ ............. " .... , ..
' 

...... , ....... " ............. . 
, ............. ·· ....... 0··· . 
::: ::<::: ::::: :::::::: . . .. . . . ....'. .. . . . . . . . . , . . . . . . .. . .. . . . . .. .. . . . .~.' 

~ 	 . . . . " . . . . , . . . . . . . .'. . .. . . " . . . . . . . .. 
: : $1 million or less ,:::::::::: 

468 (70.0%) ........ .. 

".... 

1985 
. ~ . 

Val.. of R..u.t ••,Ww 

Over $10 million 
$2,003.2 (35.9%) 

.io. '0 

•••• 0 •• 

..;: . 

~ 
\0 
I. ........................ . 
. ... . . . . .. . .. . . . . . . ;". . . . . . '."... .. ' ................... ~ 


" 

$1 million or less 

$3,027.9 (54.2%) 


......................... 


. ....................... . 

•••••••••••• • '. 0 ••••••••• • 



-- --- --- --- --- - ----

Table 5 


SMALL CCfoWANY IFO ISSUES BY ME'pIOD OF DISTRIBUTIOO 1/ 


\ 

Year 

1976 

1977 

1978 

1979 

1980 

'1981 
" 

1982 

1983 

1984 

1985 

U~rwritten 
No. IItOunt 

7 $ 24.4 

16 43.-4 

13 27.8 

31 142.1 

93 413.2 

254 1,261.2 

85 498.6 

38,8 2,735.7 

221 1,229.3 
.­

182 '" '$2,359.0 

1976 - 1985 
(Millions of dollars) 

1\gency Best Efforts 
No. ,~t 

$ 00 

21 21.1 

76.330 

47 143.2 

117 261~5 

177 671.6 

374.7142 

237 599.3 

290 990.3 

$727.723'7 
L. 

.TotalIy Direct 
,No. Amount No. 

$42.4 2316 

36.5 4811 

8 5126.0 

8911 44.3 

20 23066.5 

46635 283.8 

52 200.4 279·· 

84 709267.5 

631120 525.6 

$492.8 '0 570151 

!I Registrations of CXlllOOt'l stock by issuers with assets of $10 million or less. 

Source: Registrati~~nd Offerings Statistics File 

Prepared by: Directorate of Econanicand. Policy Analysis 
u.S. Securities and Exchange Cbmmission 

Amount 

$ 66.8 

101.1 

l30.1 ' 

329.6 

741.2 

I 
00 
o 
I 

2,216.6 

1,073.7 I 
I 

i 

3,602.5 ' 

2,745.2 

$3,579.5 I 



~ 

Figure S 

METHOD OF DISTRIBUTION OF SMALL COMPANY IPO ISSUERS!! 

1976 -1985 
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REGISTRATIONS 
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!..I Registrations 0/ common stock by issuers u'itl, assets 0/110 millioJl or less. 



'lable 6 
( 

VALuE OF SMALL CXl4PANY lPO ISSUES BY INOOSTRY Y 
1976 - 1985 ' , 

(Millions of dollars) 

All 'Manufacturing " TransportCltlOl'l Flnanoe' 

Igricu1ture 
 camUnication W101esale, , Insurand~ 


, 
Fbrestry and 

a~ tishincj 


Other and Utility and RetailHighMini~ and 
Technology Service Trade" ServicesManufactw:'i~ ~ea1EstateConstruction 

/ttQJilt JWOunt No. Nnountkoount No. ~ntJIoount No. No. No.mount No. AIrount No.No.¥~aJ;" 
I 


$ 28.6 


1977 


$7.6 5 
 $ 9.36 
 5
$ 0 $ 18.0 2 
 ~ 1.3 1 
 $ 2.0$ 0 4
1976 
 00 

4 
 '3,.6 10 
 17.9 8 
 24.88 
 19.1 2 
 1.110 
 28.15.90.6 5
1 

I 


co 
IV
7 
 46.1 2 
 1.97 
 16.220.9 0 034.6 7
6.8 19
,3.6 6
1978 
 3 
 I 


72.413 
 85.1 11
4 
 10 
 19.720.117.563.0 6
26
51.80 19
1979 
 0 

49.7145.4 19
17 
 48.7 38 


37 


65.852.1 16
19
60 
 180.5186.856
12.21980 
 5 


394.823 
 212.5 71
108.7 113.8 


43 


21
67 
 225.6477.1669.3 101
140
15.01981 
 6 


286.968
312.358.2' 41 
 52.6102.17' 37 
 18
135.742 
 2~105.81982 
 20.0 

921.662 
 476.7 216
417.741 
 210.7 91 


57 


485.0109
1,001.0156
60.422
12 
 29.41983 


470.41,034.3 159
224.5 111
43 
 231.2114 
 325.7371.2101
66.738
'21.11984 
 8 


$494.3$2,270.2 166
152
$187~8$160.0 52
39
84 
 ~263.5$145.654
$56.2$ 1.8 21
1985 
 2 

i ­

11 Registrations of Cammon stock by issuers with assets of $10 million or less. 

Source: Registrations and oeferi~s Statistics File 

Prepared by: Directorate of EcOl'Qnic and Policy Analysis 
u.s. ~curities andExcha~e Camtission 
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Fisure6 

SMALL COMPANY IPO ISSUERS BY INDUSTRyJl 
1985 

AMOUNT 
. IN 

MILLIONS 

2,500 

2,000 

I1,500 (XI 

1" 

1,000 

494.3
500 

263.6 

56.2
1.8o 

Agrlcl,lltuni, Mining and HI-Tech Other' TJlnsportltlon, Whole..le Finance, Service, 
Forestry and Construction Manufacturing Manufacturing Communication and Ret.1I Insurance 
Fishing and Utl)lty Trade and Real 

Service, Estate 

J) Registrations ofcommon stock by issuers with assets of 110 million or less. 
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