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INTRODUCTORY STATEMENT FROM THE .

CHAIRMAN OF THE EXECUTIVE COMMITTEE

_I am happy to present the final Report Qf the Fifth
>Annual'SEC Government—Businesé Forum on Small Business
~Capital Formation. As with the previous_Forﬁms, thisv
conference was hosted by the Commission pursuént toA
the authority granted by Section 503 of ﬁhe Small Business
Investment Incentive Act of 1980 to teview the problems
associated with capital forﬁation for small businesses. This
report satisfies our mandate to advise the U.S. Congress

about the Forum proceedings and its recommendations.

The recommendations thch follow represent the views
of a majority of the Forum participants which consisted
of more than 150 small business owners and operators, venture
capi:alists, financial analysts and other advocates of
small business. Government representatives also attended and
participated in the discussions but not in the voting or
’rénking of the recommendations. A number of the Forum issues
and'reCommeﬁdations are of interest to the>Commissioh.
However, neither I nor my colleagues on the Commission,
nor any of our staff, have sought to influence dr dictate
the outcome of any Forum recommendation. It is important
to.noté_this feature of governmental restraint ihasmuch as
the recommendations which follow represent the_&iews of

small business 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 Se?tember 25th through the
.27th. The Execuiive Committee for the Forum determined
that the focus of this vear's deliberations would be
upon implementing, to the extent feasible, recommeﬁdatioﬁs
from prior Forums ahd from the 1986 White House Conference on
Small‘Busihess. The broader topic areas included secorities
-regulation, financial-services, payroll costs/ERISA and
liability insurence; 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 ﬁo the success of
these proceedings. It is always noteworthy that the small
business participants in this Forum come and participate at
their own expense, in an effort to make a meaningful impact
in the formulation of the public.policy which affects all
of us. 'Representatives of government aéencies at both the
federal and the local levels also devote time and theif
energies to these WOrthwhile deliberations. While the SEC
hosts this annual conference, it is the professiooal end
cleficél‘staff of the Commission's Office of Small Business
Policy which plans, coordinates and eneures the smooﬁh and

efficient operation of the Forum each year. Most importaht, 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 always, invaluable

and a significant factor in the Forum's success.

Much has been séid, and in the future will be said,
ébout the importance of small business to our economy.
The people involved inAthese 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
associéted 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 buvers 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 those reasonablv belleved to be
accredited investors.

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

Co 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. 1In substitution
therefore, a requlrement 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 alternatlve, 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.



RECOMMENDATION 3

" The following changes should be made to Regulation D:

I. The limitations on the number of purchasers (as defined
in Requlation D) under Rules 505 and 506 should be
increased to a minimum of 75.

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 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
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 institutional 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 applv 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 kev employees. _

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



f. If at least 90% of an entity 1is 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
guestion. '

7. Failure to comply with the disclosure 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). ' “

'RECOMMENDATION 4 Preemption

Congress should adopt legislation which would 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 opticn

1. at the date of grant;

2. with a minimum (arbitrary) amount;

3. and with a maximum of (not mdre) 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

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 with trading volume in their
securities below certain minimums.



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 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.

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 offerlngs.

A. By increasing the maximum entitlement under Regulation
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-1 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.



B. FINANCIAL SERVICES

RECOMMENDATION 1 Small Bu51ness Part1c1pat1ng Debenture

Adopt a new uniform or standard security to be
called Small Business Participating Debentures {(SBPD' s)j
and which would further include the following features:

1. Deductible interest pavments for the 1ssuer, w1th

a minimum floor rate as per section 483, and a
~-maximum rate; and which are taxed: bv the holder

as regular 1ncome,

2. 'Additional deductible participation or incentive
pavments 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 vears.

"RECOMMENDATION 2 Small Business Reinvestment Corporations

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 vehiéles called Small Business Reinvestment Corporations
(SPERK) --- to facilitate the investment by pension funds of
some percentage of their assets in small bu51nesses through-
equltv and debt part1c1pat10ns. . e

RECOMMENDATION 3 Corporation for Small Business Investment '

That the 99th Congress enact the COSBI enabling legislationf
contained in the Budget Recon0111at10n Blll passed by. the ..
House of Representatlves. : . S

In view of the urgencv of the present 51tuation and time
constraints, .the immediate release of the foregoing to
the Congress ‘and. the public at large 'is recommended.



“RECOMMENDATION-4 Capital Gains-Preferential’Téx Treatment
' . for Small‘Business Investments

A preferentlal tax rate should be applied to the gains

, on the -sale ‘of investments in OPERATING businesses which
' fhave been held 3-5 years.

'RECOMMENDATiON'S'» DefinitiOn of Small Business

"~ Whenever small bu31ness is deflned for purposes of
benefitting from’ some tvpe 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.

C. Payroll Costs/ERISA

RECOMMENDATION 1 Employee Stock Ownership Plans ("ESOPs")

Wevrecommend_that'there be no further changes to the
current status of ESOPs. :

RECOMMENDATION 2  Moratorium on ERISA Changes

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

RECOMMENDATION~3 Adoptlon of the Final Recommendatlons
on Payroll 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 the 1986 White House Conference on Small Business
final recommendations relating to payroll costs issues. The
final White House Conference pavroll costs recommendatlons
read as follows:

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

a. Congress should prohibit the states from
mandating employvee 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 respon51b111t1es. [R.A. 203,
'Pavroll Costs, 1360 votes] '

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

8.‘ Congress should reform the 8001al Securltv Svstem by
taking the follow1ng steps.

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

2. Bring all workers, government and private, under
the Social Security System. .

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

4. Cap automatic indexing and C.0O.L.A.'s on program
benefits.

5. Fund the establishment of a broad-based Presidential
commission to develop long-range alternatives 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 w1th1n 24 months. The Social . Securltv
system needs to become actuarlallv 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.. Reduction..of the Social Security taxes for
employers and emplovees with alternatlve quallfled
retirement plans.

b. Extend the ellglbllltv age for -Social Securlty
retlrement and 1ift payvroll earning restrictions for
Senior - Citizens. by increasing. .what. they .can earn
without forfeiting Social Security benefits.

TN
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c. Create paritv between self’ emplovment ‘tax and
emplover/emplovee Social Security contrlbutlons.”

d. Consider the possibility of a. long term phase out
of the present system to be replaced with an optlonal,
actuarially sound, privatized system of retlrement and.
‘health benefits. The privatization of: the present svstem
is considered to be a very desirable goal by ‘the delegates
to the 1986 White House Conference on Small Bu51ness. T
[R.A. 218, Pavroll Costs; 1152 votes] o el

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 follow1ng
changes which we recommend:

a. Promote parity between large and small plans
and between private and public sector plans;

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 the multi-emplover sector, to reform Multi-
Employer Pension laws (*Multi-Emplover 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, Payroll
Costs; 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 Unemployment
Tax Act and the Social Security Act and the. Wagner-Peyser .
Act to achieve the following: . K

a. 'Prohibit:strikers £rom collecting benefits.

b. Require claimants to actively seek work and accept
‘the next best job after elght 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 offlcers, shareholders, retlrees,:

etec.)
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d. Allow surplus funds to be 1nvested 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, Pavroll Costs; 654 votes]

~38. To reduce pavroll 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 pavroll 1nformatlon,

b. 1Increasing the threshold for requiring pavment .
of payvroll taxes through Federal Depositories (i.e.,
allow mailing in of larger pavments 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, Pavroll 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, Pavroll
Costs; 395 votes]

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

RECOMMENDATION 4 - No Government Mandated Emplovee Benefits

There should be no government mandated emplovee benefits,

such as employer-paid health benefits, parental leave, disability
leave, etc. Specific actions should include, but not be limited

S a. Congress should prohibit the states from mandating
' employee beneflts,

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 famllv respon51b111t1es.

RECOMMENDATION 5 Alternatives to the Current Social Security
’ Svstem

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 1 Increasing Insurance Capacity

_ Enact the Federal Risk Retention Act of 1986 and
reduce 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 propertyv and casualty insurance
entities.

RECOMMENDATION 2  Product Liability Reform

The enactment of statevand 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 periodically.

- RECOMMENDATION 4 Adoption of the Final Recommendations
on Insurance from the 1986 White House
Conference 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 liabilitv 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 sc1ent1f1c 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 anv 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 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
stateméent 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 paving his own.

9. Impose a uniform, reasonable statute of limitations 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 periodic instead of lump sum payments for
future medical care or lost income.

11. Encourade 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
exemption 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 requ1red for an:
insurer to non-renew a pollcv or to. increase-its unit
‘premium by more than 25 percent. Mid-term cancellatlons
should be prohibited -and premiums should be based on
experience ratlngs. :

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

5. Legislate a self-insurance system that would allow
small businesses to pay premiums into a fund with pre-tax
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 call on it at any time.

"RANKINGS

Participants were asked to rank the foregoing rechmendaﬁionS

by topic in order of their importance to small business capital

formation.

Table 1:

Rankihg of Securities Recommendations

Recommendation No. " Ranking

]
NN O D W
QO IO U W N
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" Table 2: ..

"Ranking of Financial Services Recommendations

Recommendation No. . ' Ranking

U1 W e
Wb W N

Table 3:
‘Ranking of Payroll Costs/ERISA Recommendations

- Recommendation No. . Ranking

O W
U LN

Table 4:

Ranking of Liability Insurance Recommendations

Recommendation No. Ranking

W N
W N



sl II. INTRODUCTION

A. 'géggérbdng

'The:émall‘Business71nvestment Incentive Act of 1980
"directs'the'U.s. Secqrities_and Exchange Commissidﬁ to |
hos;:én,annuaiv¢9n£exgnce on issues relating.to émall
»business'capiﬁal formgtion. This conferen@e, ehﬁitled'
théVSEC Gove:hméht;Busiﬁess.Forum”oh_smail'Bhsihéss |
Capital Formation (the'fforum"),‘hés-been'héld‘annuélly for
-the past five yéﬁrs‘andfhaS'resulted'in recommendations to
Congress ana the‘appropriate regulaﬁory agenéies covering’
such areaé'as'tax, securities, the financial services
industry and State capital foxmatiOn programs. The Forum
typicaly‘iasts between two td three-days and.is attended
by small busiﬁess owners, venture capitalists, governﬁent
officials,vtradé association representatives, academians,
and bther advocates of small business, The format
of ﬁhe Forum is SPeCifically organized to generéte candid
discussion on current areas of concern in the capital
'formation'pr6CGss between small business owners and those
indiviaﬁgls;'organizations and governmeéent -agencies which
typicaily play some role in the area of small business.
“;This Year;:in addition to the SEC's Forum, the second
White House CohfeienCevoh Small Business was held in
Waéﬁingtoh;'D}C. “on August 17-21, 1986.  The first time
£hiéuéaﬁféfence'had beed‘conVened,was in January of 1980. -

In 1984, Preésident 'Reagan signed into law a bill providing

-]15-



-16-

for the 1986 Wh1te House Conference on Small Bu51ness
- (P.L. 98-276) . The objectlves of the Conference, as.
described in its leglslatlon, were'as-follows; |

The purpose of the Conference shall be to -

increase public awareness of the -essential

contribution of small business; to identify

the problems of small business; to examine

the status of minorities and women as small

- business owners; to assist small business in
carrying out its role as the Natlon 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, thereby, the Nation;

and to review the status of the recommendations

adopted at the 1980 White House Conference»

on Small Bus1ness.

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
federal action, and to elect delegates to the National
Conference. At the National Conference, 1, 813 delegates
from across the republic formulated a set of sixty detalled
policy recommendations. The Conference;subjectTareas
included: Economic Policy, Small Business Education and
Training, Finance, Future of an Agency_for.Small Business,
~ Innovation, International Trade, Liability Insurance,

Payroll Costs, Procurement, Regulation and Paperwork, and

‘Taxation.
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B. Issue Selection

Preparations for the 1986 Forum began in December 1985;
when the Executive Committée met for the first time. The. :
. Executive Comhittee is comprised of representatives from
government agencies and.a number of pfivate sector
organizations in accordance with the Congréssional
guidelines. 1In an effort té maximize the impaét 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 beeﬁ
implemented, and other key issues of current importance to
the small business'community. ,The resulting subject areas
that were discussed at the Forum were Secuiities, Financial
Services, Payroll Costs/ERISA and Liability Insurance.
Secﬁrities regulation was split into two (2) separate
tqpic areas due to the numerous securities related issues.

The-background materials used byrﬁhé»participants.in
preparation for the Forum included pértions of the White

House Conference issue papers, materials prepared for
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previous'Forums, and several position papers submitted
by participants at the Forum. The following is a list of
the background materials which were distributed to the Forum

participants.

Securities Regulation A

1. White House Conference Issue Paper
2. Reghlation D

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

4. 1Integration 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 Commission -
Release No. 34-23407

3. Impact of Securities Law
on Emplovee Equity Incentive
Arrangements

4. Delaware's D&0O Liability Law
a. A "Windfall" for Directors

b. Other States Should Follow Suit

Financial Services

1. PFinal 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. Pavroll Tax - Deposit Requirements

3. 1Incentive 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

Payvroll Costs/ERISA
(Supplementary Paper)

1. Pensions and Mortgages by HUD

Appendix A - Small Business Capital
Formation Trends A

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 remainder of the conference. This vear's Forum
. followed the "pPackwood" 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, Pavroll Costs/ERISA and Liability
Insurance. A minimum of two participants assigned to each
one of the five major tépic groups were present at-each
diécussion group and were responsible for leading the
discussion on their particularutopic. 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 industryv. 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
participants regrouped from the ten discussion groups into
the five t§pic groups to which they wefe assigned. It.was
at this time that the participants drafted the final
recommendations.from each topic group to be voted on by all
Foruﬁ participants during -the plenary session the following
day. As previously indicated, each topic group included at
least two individuals who had been present at the ten discussion
groups during the previous sessions and, therefore,véould
reflect the views of each discussion group during the drafting
of the final recommendations.

| On the final morning of thé Forum, recomﬁendations
for each major issue were presented to and voted on by all
the nongovernment Forum participants. at a plenary session.
This plenary session, which was attended by all Forum
particiéants as well as members of the public and press,
consisted of a three hour session where representatives
from each major topic group presented that group's
recommendations and_a supporting statemént. Time was available
for Forum‘participants to comment on.or to offér amendments
to the.proposalé 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.



III. SECURITIES REGULATION

A. Statement of the Issues

Small bﬁsiness faces many restrictions in its attempt
to raise éépitalvexternally.'-Two such - restrictions are the
federal and state éecurities laws. Thése laws generaily
prohibit a compahy from selling or offéring to sell its
securities without'first registering the securities or
having an ekemption from registtatiOn available. \Although
these regulations have.been instituted for the protection of
in&estors,.in many instances the costs to the company
associated with such compliance can be exorbitant. The
prohibitive effecﬁ of such costs is especially evident
with the smaller businesses that can't bear the high costs.
In light of this hardship on small busiﬁess, avcontinuing
effort has been made by boﬁh 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 béhalf 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 ana the adoption
6f the Uniforﬁ Limited Offerihg Exemption'("ULOE") policy
statement of the North American Securities Administrators
Association, Inc. ("NASAA") or some va;iation thereof
by various states. Although a uniform éystem;is still not a
reality, cantinuing 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 vears, on further alleviating the
regulatory hurdles encountered by smail 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 specifiéally address the need fo:_changes
to Regulation D since its adoption over four years ago.

Oother final recommendations deal with the reduction in the
mandated disclosure requirements for small offerings and the
adoption of a specific exemptioh for employee stock option

plans.

B. Recommendations

RECOMMENDATION 1 Regdlation 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 general 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 rule 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 capltal the current system does

not work.
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One of the finéncing'VehiCies‘ffequently ﬁSeé bnyﬁa11‘
businesses to raise capitai externéyly is Reguletion'D.
This Regulation, theVef, is not as effective as ‘it couldvbe_'
because in most cases the Regulatlon, through Rule'502(cy; |
prOhlbltS the 1ssuer, or any person actlng on behalf of ‘the
issuer, from offerlng or selllng securltles by anv form of
general solicitation or advertlslng. The SEC.has lnterpreted
thls restriction as generally limiting thexconﬁeCtsvmede’by
the issuer, of‘itsfageﬁtsuto fﬁose individuals‘or_entitieSj_
with whom the issuer hes a pre-existing substantive relationship.
Thus, the smail issuer's market for raising capital is sevefeiy
limited. Furthermore;’it is also argued thatbsmall businesses
have difficulty in ettrecting broker-dealers to market their
smaller offerings,~"The'proposed revisions to Rule 502(c) included
in the recommendation stated aoove would significantly expand
the capital market available to smalllbusinesses by permitting
Irestricted methods of solicitation and advertising based
upon the qualification»of the investor and the generic

form of the advertisement.

RECOMMENDATION 2

For a non-reporting company, reference to any mandated
form for disclosure requirements and the requirement  for
audited financials should be eliminated. 1In 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 partlcular
1nvestment should be included.

As an_glternatlve, 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 compllance. '
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Regulation D :equifés mandated disclosure only for ﬁhbse'
transactions in securities in‘excesé of $500,000 involving
nonaccredited investors. Rﬁle 502 (b) of the Regulation sets
forth the specific disclosure requirements fQ;’SUCh offerings |
based upon whether or not'the iséuer ;s a‘repopting compahy,
the size of the offering and the qualification of the inveStd:ég~
Offéiings”made soleiy to accredited investocg,;:egardless §f |
thgi:AsiiéL afe'not required to provide ény épécific infofmatiéﬁ
to purchasers. ,Nonreporting companiés muSt provide thevsame>‘
narrative and financial information as provided in Part I ofA
Form S-18 or other appropriate registration statement form
entitled to be psed by the issuer, except that limited fihancial
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. thevelimiﬁation_of the requirement for mandated
idisélosure and audited financial statements in order to
relieve&the‘iSSﬁer from the burden‘of such costs, Of'coufSe
the’tradeéoff for such reduced disclosure would be the reduction
iof information available to the investing public.

The alternative recommehdation_mentioned-above is to
adopt a_uniform'discldsufe dOcument to be used in conjunction

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

document would provide certainty, would be less time con-

suﬁing and,thhs,imost importantly,,would be less costly

because it could be completed by‘the issuer and legal services

and fees could be kept to a minimum.

RECOMMENDATION 3

The follow1ng changes should be made to Regulatlon D:

l.

The llmltatlons on the number of purchasers (as defined
in Regulation D) under Rules 505 and 506 should be
increased to a minimum of 75. ‘

”vSubstantial'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 provisions. :

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

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

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. -

The definition of accredlted 1nvestor" should be
expanded as follows.

a. The categorv of institutional investors should
include savings and loan assoc1atlons, investment
banks, broker/dealers, venture capital firms,

.credit . unlons,'and any entity which controls, is

controlled bv or is under common control with an

.1nst1tut10nal 1nvestor.

l,ib.; 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 jo1nt'
income of spouses, and should apply to entities as
well as natural persons.
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--d. The 1n51der categorv (Rule 501 (a) (4) should be
expanded to 1nclude key emplovees.

e. -The $150 000 1nvestment test (Rule 501(a)(5))
should be reduced to $100 000 and

f._ If at least 90% of an entltv is owned by
,accredlted 1nvestors, then 1t should be deemed an
accredited investor unless it was organlzed for .

the spec1f1c purpose of maklng the 1nvestment in
questlon. : '

7.’ Failure to comply with the dlsclosure requ1rements of
Regulation D should not constltute a v1olat10n of
Section 5. Recourse for. such a. fallure should be
limited to Federal and State" ant1 fraud laws (e Ges
Rule lOb—S) : ‘
The overall tone of this recommendetioh indiCates the
need for comprehensive changes to Regula;iOnADvnow that the
Commission and those practitione:s who'use Regulation~D have
had a chance to witness its pros and cons. The chenges that
are recommended cover most of the general ccnditions of the
Regulation including therlimitatiOns on the number and
qualification of purchasers, the filing requirement, the
aggregate offerihg.limitation on Rule 504, integration and
the loss of the exemption for failure to'stfictly comply
.with the rules. | |
The notice reQuifement under Regulation D, Rule 503,
has been amehded since the Forum and now only requires a
single filing'of the_initial Form Dvunless a revised or
amended form-needs-tO’be filed due ﬁo'en-error made at the
time,of.completion'of the form. or if;the‘terms cf hhe cffering
have been changed. Although this ohejfiling is still a
condition of the Regulation, the previohsly mandated six month

update-and a final filing are no longer required.
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Thé proposed améndments to the limitation on the number
of purchasers and their qualifications for accrédited.status,
sqggésts-the.need.to fﬁrther broaden and ease the use of
RegulationiD by small buSinesses; This expahsion of the .
definition of accredited invéstor, however, would alsoﬁpermitg'
sales of securities to be made. to an even larger number of
investors who would not be required to be provided any mandated
disclosure under the Regulation.

Finally, 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
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., :

The Securities Act of 1933 and the SecuritieS'Exchange
Act of 1934 preserve the states' power'tovregulate segurities
transéctiOns,independeﬁtly of any federal régulatiOn. Thereforé,
an offer or sale.of a security must comply with tbeirequirements,
of both federal regulation and each of the indiéidual states'.
restrictions.where such offer or sale is being made. Compliance,
becomes more difficult and, of course, mofe cdstly.withveach~

additional state in which a security,is;offered,qr sold.
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because each state may regulate the transaction.iﬁ a totaliy
different fashion}f-v |
The'recommendation stated above»broposes that Congress
adopt iegislation thch~would preehpt,'in both interstate
poblic and private offerings.of securities, state-regdlation
of securities except for some type_of notification procedure
to the states. Vitﬂhas been'ergued.that such action by Congress
vwould reduce ‘the butdeqs on emall business associated with
the high costs of offering and seliihg securities throughout’
the states. It must be noted however that the suggestion of
- federal pfeemption'of any state powers raises the 1ohg
standing, contfovérsial arguments on the issue of federalism

and its pros and cons.

RECOMMENDATION 5 Accounting for Sstock 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. '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

The - F1nanc1a1 Accountlng Standards Board ("FASB ),
the organlzatlon that sets the rules for corporate financial
accounting, has“under‘consideration proposals fot»a‘change
in the-aocounting”treatment for stock options. Under current
accounting principles; when a company issues an option to
buy- stock to an“eﬁployee the company does not charge anything
againSt its earnings. This accounting practice_appeafs to be

inconsistent to the FASB because the company generally receives
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services for the issuance of the options while the,empldyee»
receives the option as compensation, reflecting‘an'exchange‘

of value. For this reason, the FASB is considering changing
the current acéounting't;eatment for stock options to .require. .
cpmpanies to expense the "value" of the étock option against
their éarnings.v The QUeStion then arises hdw}éhdﬁld”the. |
optiénsrbé-valued? ‘_ :

The three mostly widely accepted approaches to thg
valuation of opﬁions are ﬁighlighted'below;f Thé 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 valuéd at the grant
" date should be minimai in comparison to the potential value
of the options and thus the expense at their date of vesting.

A second approach is vesting date valuation. Under
this method, the vesting date of a stock obtion is typically
two or ‘more years after the grant date of:the'opﬁion. “Thus,
it is.apgued that vesting date valuation would generally
result in*a’much higher expehse against earnings7than
grant-date valuation because the later date allows tiﬁé for
the optiohs*to inc;ease»in value based-onfthe»gIOWth of the
companyrdurihg the vesting period..

The“fingl approach to stock option valuation most recently
under consideration by the FASB is calléd-thé "fair-value"

method. The FASB has suggested that the value of an option
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shoula be'computeduusing,an'option pficiﬂg hodel thatw'b
considers at least the fair'value of the‘unde:lYing.stdck,

the exercise price, diVidends during the optioh term,
volatility, and the option term; In addition, the FASB
hés'indidatgd that some adjustments to such_afcomputed'Value»f
-maY-be ﬁecessafy due fo:thé réétrictiOns ofinOntransferability_
and the requirement of exercising the option upon:tefminatiOn
6f employment'u3ually.agsociated with empIOYee stock optiohs;-
?his method values the option on a continuous basig until
vested.

Regardless of the specific valuation method required to be
ﬁsed for stock option accodnting, any expensing of options
will have an. impact on the financial statements of: businesses
as reflected in a lower profit line. The recommendation by
this Forum to use grant'date valuation, within specified
?inimum.and maximum amounts, reflects the concern which has
" been expressed by thé small business community in generai
on the continued use of stock options by small businesses
aﬁd start-ups to attact key employees in order to compete in
the market place. instead df dffering 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 Qéluation
of-étock'options-reshlts in their immediate cost to the |
company outweighing the benefits of gaining key employees,
fhen businesses will no longer use'stock optiQns as a. method
of attraétiﬁb key personnel, It has been suggested that such
a :ésult would place sméllvbusiness at a fUrther disadvantage .

~in the market place.
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RECOMMENDATION 6  Tier Reporting

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 with trading volume in their
securities below certain m@nimums.. »

Once an issuer becomes a reporting éompény pursuant to -
the Securities Excﬁange Act of 1934'(§he‘”Ekéhange'Act")
the company, regardlesé of its size or its tfading 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
businesses may far exceed the benefits obtained bv the small
- percentage of the investing public. Ih 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 hés become effective during that
three-year period. The $5 million total asset requirement
was récently adoptéd 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

their continuing reporting requirements. 2/ In response

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

2/ Release No. 34-23407; S57-16-86.
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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 Employvee Benefit Exemption

- The SEC should adopt a rule that spécifically 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-emplovee directors for services to the company.
Such exemption to be available only to companies that are not
eligible to use Form S5-8; 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 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 emplovees,
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

available, Rule 504, Rule 505 and Rule 506. Under the

restrictions of a Rule 504 offering, although‘an unlimited



_34_

numbér of investors could purchase, a total offéring~of only
$500,000 could be made within any twelve month period. 1In
~addition, any offerings made under Rules 505 o;'506,ualthough

the dollar iimitations are much higher, a.maximum of $5-miilion
withjh a twelve month period under Ruié 505 and- an unlihited
 offering‘amount under Rule 506, only thirty—fi§é'nonaccredited
investors could purchase. Furﬁhermore, in a Rule 566 offeringjthosé
thirty—fivé must meet a minimum.sophistication ievei. iMany- |
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
companies would ndt'be able to sell to all their employvees.

Based on the limitations described above, it is clear that

the e#emptions available under Regulation D are not pracﬁical

for most employee stock offerings.v 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 comprehénsive than those under Regulation D.

The special nature of empléyee stock offerings suggesté
that companies should be permitted to issue stock to their
employees as a form‘of compensation without incurring high
costs for compliénce with the securities laws or without
limiting the ‘offering by dollar amount or number of employees.
An exemption such as the one proposed above would allow
companies tb expand their use of stock as part of

their total employvee benefit paCkage.
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RECOMMENDATION 8 Disclosure and Offering Ceiling: S-18

to

of

is

‘of

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 million as currently authorized
under Section 3(b) of the '33 Act.

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-1 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

the Securities and Exchange Commission to exempt any class
securities from the registration requirements when it
not necessary for the public interest or the protection

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 permits issuers to raise up to $1.5

| million:in capital through a public offering. The proposed

recommendation suggests that the Commission exercise its



authority under Sectién 3(b) to increase the aggfegate offering
price permitted under Regulation A to the maxiﬁum of $5
million. This increaseiwopld allow bu$iﬁe$ses to rdise"
largér amounts‘of.capitél through thé,1e55ffestrictive”heén5i
of an exempted offerihg but in.a public_fashioh} |

The Second part of the recommendation deals wifh proposed
amendments to Form S-18. . Form S-18 was adopted by‘the'CommisSiqn'-
in ofder to provide é less restriétivé-méthod of regisﬁering
securities for certain nonreporting dompanies. Currentiy,
such designated coﬁpanies may raise up to $7.5 million.
The proposed amendments suggest that the aggregate dollar
amount should be increased to $10 million and thét the disclosure
requirements should be further,streamlined. One of the
presentbadvantages of using Form S-18 in comparison to Form
S-1, which is the generai registration form, is the reduced

narrative and financial statement requirements.



IV. FINANCIAL SERVICES

'A. Statement of the Issues

As With all business eﬁterprises;:successful operatlon
‘and expan51on for small bu51nesses depends upon f1nanc1ng
whether from 1nternal or external sources. The key_to external_
financing'ie.aceesé to'capiﬁal at eompetitive rateé. While |
the need forlexternal fhhds for'parficular businesses vary,
in the cesee of many smallef businesses, this need is acute.
Consequently, new and innovative methods of ereating
opportunities for small buéinesses 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 which would 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 bv the holder

as regular income;

2. Additional deductible participation or incentive
pavments determined by agreement at issue of the SBPD,

when redeemed or received by the holder would be taxed
at the lowest preferential rate available;

-37-
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3. Losses would be allowed as an ordinary deduct1on
for the 1nvestor/holder of the SBPD-

4, Secondary marketablllty;

5.  Term not exceeding 20 years.

The SBPD is a f1nanc1ng vehlcle w1th great appeal

- for the small bu31ness, 1t would also be an. attractlve
investment security to the 1nvestor._ The SBPD would permlt
the investor the opportunity to_part1c1pate 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 called Small Business
Reinvestment Corporations (SPERK) --- to facilitate the
investment by pension funds of some percentage of their

assets in small bu51nesses through equity and debt
participations.

The availability of investment into small businesses
to pension funds can serve twovfunctiQns through thei
extension oﬁ.capital to small business and the perision
ofva worthwhile invéstment to the pension fund. Hawever,
this situation fequires further study to determine the
best method of satisfving both of these functions. It is
possiblé that existing vehicles such as the‘Small Business

Investment Company with appropriate modifications could be



- -39-

used. But perhaps something like the Small Business
Reinvestment Corporation would be required. The requested
study_wodld provide an answer to this issue.
RECOMMENDATION 3 That the 99th Congress enact: the COSBI

~ enabling legislation contained in the‘BudgetvReConciliation'
Bill passed by the House of Representatives.

In view of the urgency of thé'pfesenf'situation and time
constraints, the immediate release of the foregoing to
the Congress and the public at large is recommended.

fhe Corporation for Small Business Investment ("COSBI")
would operate as a "capital bank”, providing a dependable
flow of.funas at reasonable cost to SBIC's from private
capital‘markets. Access to an assured séurce of leverage
would permit SBICs to.make a continuing stream of venture
capital investments and lQng—tgrm 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
.Federal National‘Mortgage Association ("Fannie Mae") and the
Student Loan. Marketing Association ("Sallie Mae").
RECOMMENDATION 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



because our ih&estors generally are iooking,for immeaiate
returns. This attitude is complicated by a tax policy
which is not conducive to patient,vlong-term ipvestment.

In order for our companies to be internationaliy cdmpetitiQe,
our investors'hust be§om§ willing to accept thevrisks of
1ong term equity oWnership. A tax incentiye for enhanced
holding of such investments would encourage investors to
make a longer‘term.COmmitment and thus enablefbusinesses'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.’ HoweQer} these programs do not always
récognize the wide range of sizes among the small businesses;
the‘smaller small businesses do not reap the intended benefits.
Consequently, ‘any legislation enacted or rﬁles 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 sourée of capital for small business is the
retention ofjinternally—generatéa funds, Payroll costs
accqunt fo;:a major use of small.business funds, patficularly.
Sihce small business is coﬁsidered'to'beilébor intensive.
Business taxes which are based on a firm's gross dollar
paYrbll 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 Employée Retirement
Income Secu:ity Act of 1974 ("ERISA"), the Social Security
Act, the Federal unemployment insurance program, the Davis-
Bacon Act, and pavroll tax admipistration 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
unempléyment tax rate increases totalling 94%, and 3 Federal
unemplbyment.tax wage.base increases totalling 133%.

Reduction in both Federal pavroll taxes and the assoéiated
paperwork and administration will permit small business to
retain a larger portion of internally-generated funds. These

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 financing.

B. TRecommendations

RECOMMENDATION 1  Employee Stock Ownership Plans ("ESOPs")

We recommend that there be no further changes to the
current status of ESOPs.

Emplovee 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 offer}ng them a share in the potential growth
-of the company, and prdvide.a;tractive financing alternatives
for the company. In addition, ESOPs offer several tax
advantages. For example, employees receive tax benefits
becéuse 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 bﬁsiness recognizes the significant benéfits
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 changes to ERISA for a period of at least 5 years.
We urge that Congress respond to this major problem by observing
the recommended moratorlum.
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The Employee Retirement Income SééuritylAct of-1974 ("ERISA“)
.established a pension benefit insuranée pngram and minimum
sténdards for funding, participation ana vééting. ’LegiSIatioh
enacted'in recent years has substan;ially éméndediand fe?ised
the original provisions of ERISA. .The Tax'Eéqity:ahd*Fiscai
Responsibility Act of 1982 ("TEFRA") created a new.élass of
plans referred to as "top-heavy plané.". TépfheaQynpians afe
subject to restrictions and requirements in addition to
those set by ERISA. For example, top;heavy plans are subject
to accelerated vesting requirements, minimﬁm-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 addition, the Retirement Equity Act
of 1984 ("REA") granted spouses substantial rights over
-a partigipant's retirement plan benefits, Generally,
unless a waivér fromvthe spouse is obtainéd; a spouse
marriéd 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



to conform with this legislation. These plan amendments
have impoéed tremendous administrative costs on small
‘business. Small business is less able than large business
to bear these increased administrative costs. Available
information indicates that the cost per employee of
a retirement plan Operatedlby'a small business is significantly
éreater 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 empldyees are promised a specified
;evel of benefits upon fetirement) with fewer than 10 emplovees
will incur costs approximatély tQice as high per em?loyee
than a business with 500 or more employees under ﬁhe same
-plan.

A moratorium on pension legislation will give small
businesses a chance to conform 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 upéh
retirement. A moratorium’will permit businesses to assess
their plans for funding retirement benefits and adopt any
necessary changes.l~

The recent legislatibn 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 ieduce costs and expenses of
maintaining retirement plans. Cost savings will permit small
businesses to retain cépital thereby reduciﬁg the héed |
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 Government Business
Forum on Small Business Capital Formation go on record as
supporting the 1986 White House Conference on Small Business
final recommendations relating to pavroll costs-issues. The
final White House Conference payvroll costs recommendations
read-as follows:

2. There should be no government mandated emplovee
benefits, such as employver-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 emplovee 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 Social 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.



3. Freeze emplover 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 alternatives 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 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. Reduction of the Social Security taxes for
emplovers and employees with alternative qualified
retirement plans.

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

c. Create parity between self employment tax and
emplover/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, incluaihg
401 (k) plans and IRAs to be at 1east as great as the pre-
1986 Tax Reform Act limits; and

a. In tne- multl empiover sector, to retorm: Murti-—
Emplover Pension laws (*Multi-Employer Pension -Pian
Amenaments Act of 1980, MPPAA, subtitle E or Title :

IV ot ERISA, sections 4201 through 4402) to curtall
or eliminate w1thdrawa1 llabllltV. LR.A. 239, Payroll. -
Costs; 861 votes] R o

26. Congress should not 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 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 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.1l, 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 taxes through Federal Depositories (i.e.,
"allow mailing in of larger payments with quarterly
f111ng...current1v, 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]
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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, Payvroll
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]

The 1986 White House Conferende 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
concernvissues which also were addressed by other Forum
recommendations. For a discussion of these issues, please
refer to the discussions féllowing the preceding Forum
recommendation and the two following Forum recommendations.

The remaining Conference reéommendations propose various
changes in Federal law designed to reduce payroll costs
and paperwork.

-The second Conference recommendation advocates répeal
of the Davis-Bacon Act and the Service Contract Act. The
Davis-Bacon Act requires the payment of a minimum wage to .

employvees in Federal construction projects over $2,000.
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The Department Of.Labbr determines the wage rate to be
paid to workeré Qn'these projects. The Act originally
was designed to ensure that Federal projects would be-
performed by local conﬁréctors.;ather than out—éfftown»
Construqtibn’companies'that hired transient workers at
lower wages.

The,participants believe that the Davis-Bacon. Act
discourages bidding by small businesses on Federai projects
because such buéinesses are required ﬁo”pay wages 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 bDavis-Bacon Act could save the Federal government
from"$200 million to $2 billion each year.

Conference participantsﬂrécommended that no changes
be made in the tax treatment of emplovee fringe benefits.
Currently,vtax—exempt benefits are excluded fromAan
employee;s taxable income. Examples of these benefits
include health insurance premiums and_life ihsurance
'premiUms for up to $50,000 of cdverage. - Other employee
benefits, such as pensions, are tax-deferred in that
such benefits are taxed after retiremént when an ‘individual
usually is in a lower incdme tax bracket.

vRepeai of the curreht treatment of fringe benefits will remove

the incentive for small businesses to provide these benefits.

-



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 forge more reliance on .
Social Security retirement and disability»p;ograms and.
ultimately increase taxes necessary to fund these
gbvernment programs{

The White Housé Conferénce 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 employvee, prevent
striking employees from collecting benefits,Aand requiré
-claimants to accept the best job obtainable after eight
weeks of collecting benefits. -.Conference participants
also recommended that emplovers be exempt from paving
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 théugh they are_ineligible for benefits should
they become unemployed Qithout,cause.

White House Conference participants also voiced
~their opposition to the concept of equal pay for comparable
jobs. Under this "comparable" wprth'principle eaéh job

would be valued to determine its worth to the employver.
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Factérs which would be.considered.ihfdéterﬁiﬁing_this
‘vaiUe'include working conditions, mental demandé and
acébuntability while factors which‘would-be iénorea include
;eniority, on-the-jobvtfaiping and educafion;

"forum participants believe th&t'fhg;bnly-6bjéctive'
‘ ﬁéthod for determining thé value Ofbaapaktiéulafwjob is
the Wagé or salary pléced on thé'job-by the,markét’plaCe.
The.comparabie worth concept is nétuoniy phiiosophiéally
invalid but would pose substantial probiéms,forAsmall
firms; Small businesses, unlike larger.fitms, have~neither
the funds nor the expertise to perform the job evaluations
réquired by the concept.

The White House Conference issued two recommendations

concerning labor law reform. The first advocated repeal
of the union shop provision of Séction 8(aj(3) of the
Laﬁor Management Relétions Aét in ordéf'to allow empioyees
full ffeedom in determining whether to join a union.
_.The second recommendation voiced opposition.to*pfoposed
legislation to amend the National Labor Relations Act.
According to its proponents, the proposed legislatidn would
,eiiminate a practice in the‘constrpction industry known asv_'
dquble+breaétihg. Under a typical dbublé—breastiﬁg ar;angement;ﬁ
a.company whichAhas negotiated a labor agréement'With a -
construction union establishes a~rélated'company which is

operated on a nonunion basis. The nonunion affiliate
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then bases 1its bids-for construction jobs on lower, nonunion
wage levels and hires employees whé would not be entitled

to wages and benefits negotiated in the collective baréaining
agfeement of the Qriginal union shop company. The proposed
legislation is intended to prohibit\this éonduct by making
collective bargaining agfeements applicable to all bhsihesses
operated by a single emplbyer within a specific‘geogréphic
area.

Forum participants believe that the proposed 1egislétion
is unnecessary in view of the legal mechanisﬁs to prevent |
emplover abuses already in place. The National Labor Relations
Board, with court approval, has formulated two 1egal-d§ctrines
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 cpnﬁract‘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 emplbyer doctrine, thé union
contract will be applied to all operations if (1) different
operations are run by a'single emplover as a'singiebintegrated
enterprise_and (2) the nonunion employees have interests
substantially similar tévthe union eﬁployees. The broposed
legislation is too broad because it would automaticaily,
impose the union contract upon all the employer‘s operations

performing the same or similar work.
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The'proposai Qodld actuallyvpressure éontractors to go
totally union thus denying them needed flexibility to employ
both union and honunibn'émployees. The bill also would deny
freedom of“choice to émployeesvto:decide Whéther of not they
want?td.be'représénted_by a unibné The emplovees of the
nonunion company would be autbmatiCally subject to the
decision madevby(employees of the union CQmpany with regard
to such important matters as work rules, Qages, and emplovment

conditions.

RECOMMENDATION 4 No Government Mandated Emplovee 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
emplovee benefits;

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

Cc. Congress should reject proposals to mandate medical
coverage.

Business supports creati&e efforts in thé private sector to
identify new -and voluntary approaches to enable working parents
to fulfill their job and family respon51b111t1es.

In the past, Federal'and state governments have established
incentives to encourage emploYersvto providerempIOyee’benéfits.
Recently, however, 1egislationfhasvbéen'passed which has
determined which employees must be covered by‘behefit plans
and what benefits must be provided to emploYees,

This;new trend can be seen in legislation and legislatiVe

proposals in the health care area. State»legislatiOn has
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required coverage for certain health care providers (e.g.,
chiropraétors and midwivés), certain illnessés (e.g., substance
abuse) ,» and the extension of emplovees health.insurance
to Cover'persoqs ofher than current employees (e;g.} divo:ced
. spouses of employees, former emplovees, or their dependénts).

At the Federal level; the Consolidated Omnibus Budget |
'Reconciliation Act 6f 1985 requires emplovers with 20 or more
employvees and with an emplofer—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 Qould have guaranteed the
employvee's job after a mandated fourvto six month leave
period.

Manaated benefits are a disproportionately larger

.burden on small businesses. Larger businesses, in increasing
numbers, are relyving on self-insurance in providing mandated
empioyeé benefits. On the other hand, small businesses feiy
to a greater degree on internal funds to expand énd innovate
and therefore do not haVe sufficient funds to provide for
self—ihéurance or cover the increése in payroll costs which

results from mandated benefits.
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Small_businesses generally exéeriehce'higher'employee
turnover.rateS’thah larger. firms;‘ To the extent that
_mandated benef1ts requlre coverage for groups other than
'current emplovees, small bu51nesses are unfalrly burdened.
The addltlon of mandated benefits also results 1n add1t10na1
administrationi~paperwork and training, especiallyvfor
multi-state employers whichdmust-complyiﬁith:varYinélstate
mandates. -

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 1nc1ude 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 frOmgl.d percent
din 1951 to 6.6 percent in 1984. During the same period,
private pension contributions went from 3l6}to 4,7 percent,

an increase of only 1.1 percent.  Employer and employee

contributions to Social Security are scheduled to rise further.



In 1986, employérs and emplovees each contributed 7.15 pércent
df gross wages, up to $42,000 per emplovee. By 1990, the
£ax rate is scheduled té increase to 7.65 perceht of gross
wages and the taxable_wage base wiil incfease to $51,000.

The 1986 Social Security TguStees Report has éoncluaed”
that, under four sets of actuaﬁial assumptions rangin§ 
frdm optimistic to pessimistic, th¢~old Age.and Sﬁrvivbré'
Insurance Trust Fund and the Disability Insurance Trust
Fund will remain sblvent over the next five years. The
repoft 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 expéct to receive benefits
from the system. This lack of cbnfiaence in the Social
Security system ié understandable considering that by the
year 2000 one of every five Americans will be over 65 and
the average life expectancy will be 80. Further, the ratié
df active workers to retirees will fall from the présent 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 recomﬁendation advocates changes in the
éurrent éystem in order to lessen this disproportionéte
'burden.impOSed on smail business. Continuation of the
'present trend of ihcfeased rateé and base earnings- dis-
courages small business formation and growth thereby |

hindering creation of new jobs;’






VI. LIABILITY INSURANCE

A. Statement of the Issues

Ins@rance\pdlitholdéfs as a group are finding that.‘
it is inéreaéingly difficult.tp obtain affordéble and adeqqate
inéuréhcé to meet their ﬁeéds; 'Several‘factois havé-
vqoﬁtributed to this Situatién. The ability of an insurer
to issue policies depends on its surplus level.. Recenﬁly,
record liability awards and declining interest rates haVe
décreased insurers' surpluses and reduced the industry's
capacity to meet consumers' demand for insurance. Consequently,
insurers are raising premiums and lowering coverage.

Another cause of the current insurance shortage is:
the significant increases inithe number of lawsuité 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 businesses, small businesses
depend 6n internally generated funds to maintainiand
. expand their operations. The growing costé of insurance,

if ‘available, severely restricts the ability of a small business

) -58-
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to grow and to innovate, thus contributing to decreased

productivity and competitiveness.

B. Recommendations

RECOMMENDATION 1 Increasing Insurance Capacity

Enact the Federal Risk Retention Act of 1986 and
reduce 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,

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. ,Ptesently, 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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insu}ance'indﬁstry. For example, the.National Association of
Inéuiénce'Commissionersrhave adopted'policies which limit' B
o:-prbhibit reinsurance with "non-admitted" sources such. as
foreign and surplus line reinsurérs and risk retention
facilitiesb  Reinsurance provides~coverage'for primary
insu;ance carriers by indemnifying such carriets,for all

or part df specified losses. Thé‘recommendation would prdvide:
addiﬁional sburces of reinsUrance thereby increasing the -
avéilability of reinsurance at lower prices. The recommendation
also advocates less restrictive standards for entry into

the insurance: 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 defectiﬁe
'prbductévis costly, slow and unpfedictable. 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 wbuld.impOSe a
‘uniform'liability.standard‘for produét sellérsfahd would

eliminate joint and several liability for noneconomic damages,

P



 such as damages_for paiq and suffering. A defendant's liability
for pain and sdffering damages wogld beulimited to his percéntage
of responsibility for the haémvas detefmined By the trier of
fact. With respect to punitive'damageé, a claimant must
meet a higher burden of proof by establishiﬁg tﬁat lhe injury
was the result of a conscious, flagrant‘ihdiffefence to the
éafety'of,prodUCt users.f‘The bill includeé a new?exbedited
settlement system that Creates incéntives fbr both plaintiffs
énd defendants to settle’claims; ‘Under this new system,
damages for pain and suffering would be limited to a maximum
amount of $250,000 when é.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 fdr 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
1iability claim. The uniform liability standards and the
settlement system would substantially reduce. the now .
unpredictable 1iabi1ity faced by manufacturers and product
sellers. Thesé measures would=reducé significantly the cost

and increase the availability of insurance for small businesses.



_62_

RECOMMENDATION 3  Enactment of Legislation L1m1t1ng D1rectors'
o 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. prov151ons at the
Federal.level, but with an automatic sunset provision: ‘that’
»requlres readoption by the stockholders perlodlcally.

The Delaware Supreme Court 1n_Sm1th v. Van Gorkomi.
488.A. 24 858 (1985),'he1d indeéendent.difeetors pegsonelly
liable foffgrossly negligent actionS’ugdertaken:infépdé; T
faith.in.a friendly acquiSition. Inéurance'coye:aée for
directors has become_increasingiyvunavailableﬁand p:emidmsf-
and- -deductible amounts have increased substaﬁtially’Sihce that -
decision. The‘decisioh also hae made qualified pe;50nsfreIQCtent
to serve ae ihdependent directors.A

These recent changes in the market for directors' liability-
insurance pfompted Delaware to amend its General Cd;poration
Law to permit a corporation to eliminate the legal liability
ef direetofs for violations of their duty of cate. The
elimination of the liability may be included in the co:poretion‘s
eriginal certificate of incorporation or added to ‘the
.eeriifieate,of an exiStingAco;poration-@f'app:o§ed>by
thevrequifed'pereentage of shareholders. '

Enact@enf of legislation comparable fb‘ehe'Delaﬁare
law should‘permit sméll\companies‘tO'attrabt.eﬁd'retéin
highiv qﬁ&iffied'directdrs. The leglslatlon should allowr
companies to more readlly obtaln dlrector s llabllltV

insurance providing higher coverage and fewer pollcy 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 enthu51ast1ca11v endorses the number one
recommendation of the 1986 White House Conference on Small
Business concerning tort reform/llablllty insurance with certain
amendments. The recommendation, as amended, reads as follows:

- Civil Justice Reform

Because the 11ab111tv 1nsurance crisis in the Unlted States

"~ has not only become a llfe 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 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. ‘lext;attorneyS' contlngency fees to reasonable amounts
on a sliding scale. '

‘7; Reduce awards in cases where a plaintiff can be
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-compensated by certajn collateral sources to prevent

windfall double recoverv..h

8. Prior to actual trial of any civil action, the only
statement as, to spec1f1c dollar amount claimed shall be

‘limited. to any minimum amount requlred to establlsh the
~jurlsdlctlon of the forum in whlch the c¢laim is made, .
. leaving any addltlonal amount to that whlch the proof ‘at

trial may show; in any c1v11 actlon 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 offerlng party all of the latter s legal fees
and costs in addition to paying his own.

9. Impose a uniform, reasonable statute of limitations and

--repose in all tort actions; and hold defendants to the

state-of-the-art in ex1stence at the time the product was
manufactured -or the service was performed.

10.  Provide for periodic 1nstead of 1ump ‘sum payments for
future medlcal care or lost income,

11 Encourage use of alternatlve dlspute resolution
mechanisms-to resolve cases out of court,

12.3Provide 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.

cC. Availability and Affordability of L1ab111ty Insurance and

Re-Insurance:

1. Review McCarran-Ferguson Act of 1945 as it applies to
state regulation of insurance and the 1ndustry s limited
exemption from ant1 trust laws.

2. Promote the establishment of 301nt underwrltlng
associations and assigned risk pools.

3. A minimum of 60 days notlce should be required for an
insurer” to non-renew a 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 1nsurance through rlsk
pooling and other group arrangements, ‘including the
expansion of The Risk Retention Act of 1981.

5. Leglslate a self- 1nsurance svstem that would allow
small businesses to pay premiums into a ‘fund with pre-tax
dollars which could ‘be used for no -other purpose- than the
.pavment of claims, with the fund being regulated 1n the 'same
manner as any other insurance company . :

6. Requlre the insurance industry to make completei
financial disclosures by lines of 1nsurance,'so that -
Congress, state leglslatures, and state insurance =
commissioners may call on it at any time. :
Reforming the tort system to provide a stable environment
in which small business and insurers can 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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VIII. EXHIBIT
A. SMALL BUSINESS FINANCING TRENDS :

1976-1985



'SMALL BUSINESS FINANCING TRENDS

“This brochure is intended to provide participants at the SEC
Govermment-Business Forum on Small Business Capital Formation
background material on trends in small business financing.
Statistics are provided for the ten-year period 1976 - 1985 for
all securities offerings reglstered under the Securities Act of -
:1933. _

In Sunmary, the statisties'- indicate that:.

° Amounts registered in initial public offerings
(IPOs) increased by over 50 percent in 1985.

© The number of IPOs has been far more volatile
in recent years than either total reg1stered
issves or the S&P 500.

° IPO reg1strat10ns of cammon stock mcreased
by over 40 percent in 1985.

° More than 85 percent of the IPO issuers in
1985 had assets of $10 million or less and
over two-thirds had assets of $500 thousand
or less.

e Underwriters furtner reduced their partici-
pation in bringing small campany IPOs to market
in 1985.

° The Finance, Insurance and Real Estate
industries accounted for almost two~thirds of
the value of IPO issues. Together with the
Manufacturing and Service Industries, they
accounted for the bulk of IPOs.

 All of the material presented (excluding Table 1) is derived
fram the_SE_C-'»s. Registration and Offerings Statistics File, which
contains information on all registered offerings since.1970.
" This file is ava11ab1e to the. pub11c on nagnetlc tape for camputer
prooessmg. _

Jeffry L. Davis
Director of Econamic
and Policy Analysis
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Table 1

NET SOURCES OF FUNDS FOR CORPORATE BUSINESS 1/
1976 - 1985

(Billions of dollars)

External
Year : . Total Internal Total Securities Other,-SQurces_
1976 $211.0 $134.2 '$ 76.8 $35.8 $e41.6
1977 254,1 157.4 96.7 32,3 644
1978 31?.5 175.7 141.8 28.? 113.1.
1979 345.2 188.8 156.4 19.5 136.9
1980 337.6 189.5 148.1 50.5 97.6
1981 371.6 230.4 141.3 23.7 117.6
1982 312.8 234.3 78.5 45.2° 33.3
1983 435.1 288.1 147.0 53.7 933
1984 511.2 338.1 173.1 114 184.5

1985 $489.8 $371.3 s;ls}s $16.5 “_5102;0

__/ New fmancmg less retmements for non-farm, non-financial corporetlons. v

Source: ~ Table B-89, "Sources and Uses of Funds," 1986 Econcmic Report of the Pres1dent:

and Flow of Funds Statistics, Board of Governors of the Federal Re Reserve System. -

Prepared by: Directorate of Econamic and Policy Analysis
' U.S. Securities and Exchange Commission






Table 2

EFFECTIVE REGISTRATIONS FOR CASH SALE l/

1976 - 1985
(Millions of dollars)

TOTAL REGISTERED OFFERINGS

1/ Includes U.S. business only.

Number of Bonds, Debentures{ Preferred Common All Other
Year |Registrations Total and. Notes Stock Stock Equity
1976 1,457 $ 34,931 $24,945 $2,238 $ 6,852 S 896
1977 797 31,713 21,898 2,387 5,902 1,526
1978 833 28,364 18,900 1,743 - 5,224 2,497
- 1979 873 34,883 24,439 1,942 5,643 2,859
1980 1,629 - 63,535 42,534 3,239 7 11,184 6,578
1981 1,800 62,781 36,224 1,530 | 14,076 10,950
1982 1,756 71,738 43,916 4,667 - 12,956 10,198
1983 2,900 99,565 48,725 7,293 27,815 | 15,732
1984 - 2,057 84,769 59,327 3, 762" 7,886 | 13,794
1985 2,630 $127,018 $85,531 $5,844 $17,186 | $18,457
INITIAL PUBLIC OFFERINGS 2/ ' o ‘
Number of Bonds, Debentures| Preferred | - Common All Other
Year Reglstratlons Total and Notes Stock . Stock . Equity
1976 229 $ 1,265 $ 267 $ 0 $ 163 |- § 835
1977 216 2,167 723 30 .118 1,296
1978 244 3,100 469 12 264 2,355
1979 - 288 3,585 374 29 505 - 2,677
1980 584 8,623 1,210 4 1,249 | 6,160
1981 891 14,938 - 1,575 12. 3,152 | 10,199
1982 727 11,182 1,704 3 1,533 | 7,942
.1983 1,370 25,825 3,706 .98 ;'f7 ;632 14,389
- 1984 1,110 20,241 - 3,379 23 v 3,885 1] 12,714
1985 1,092 . $31,052 $4,475 $ 23 $S 583 2l b $16 771

=Vi=

2/ Initial Reglstered Public Offering ("IPO") of securities under the Gecur1t1es Act of 1933,

Source: Reglstratlons and Offerings Statistics File

Directorate of Economic and Policy Analysis

Prepared by:
U.S. Securities and Exchange Commission



Figure 2 _
EFFECTIVE REGISTRATIONS FOR CASH SALE

(Value of Offerings: 1976-1985)
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" IPO COMMON STOCK BY ISSUERS' ASSET SIZE

Table 3

1976 - 1985
(Millions of dollars)
| ASSET SIZE
» $500,000 - $500,001 $1,000,001 $5,000,001 $10,000,001 -
or to - to - to and Greater Total
Less $1,000,000 $5,000,000 $10,000,000 ’ ‘
Year | No. | Amount | No. | Amount | No. | Amount | No. | Amownt | Wo. ".Amouht4. Ro. | Amount
1976 12 $ 38.8 0 $ 0 4 |$ 5.7 7 $ 22.3 19 $ 96;4 ' - 42 ‘$ 163.2
1977 | 30 53.4 | 4 5.0 7 | 165 7 %.0| 7°0 17.3| 55 118.2
1978 38 100.0 2 2.1 4 5.5 | 7 22.4 17 133.7 68 "‘263,7
1979 54 182.0 15 43.8 11 50.2 9 53.6 20 ‘175.0. 109 504.6
1980 | 149 424.2 24 71.9 37 150.1 20 95.1 43 507.5 - 273 1,248.8
1981 269- 1,277.4 34 . 123.8 120 484.,6 43 330.8 79 935.4 | 545 3,152.0
1982 187 -~ 691.4 | 30 81.0 40 | 130.1 22 171.2 34 459.4 | 313 1,533.1
1983 455 1,701.8 51 228.0 125 - 785.6 78 887.1 191 4,029.6 900 ,7,632.1
1984 487 1,668;3 24 69.9 84 | 755.0 36 252.0 90 1,139.6 721 3,884.8
1985 444 | $2,956.5 24 $ 71.4 66 [$ 247.3 36 $304.3 98 $2,003.2 668 $5,582.7
Source: ‘Registrations and Offerings Statistics File
Directorate of Economic and Policy Analysis

Prepared by:

U.S. Securities and Exchange Commission
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VALUE OF TYPICAL OOMMON  STOCK  IPO BY ISSUERS' ASSET SIZE 1/

Table 4

1976 - 1985
(Millions of dol_lars)
hsset Size' — — .
: '~ $500,000 $500,001 §1,000,000 |  $5,000,000 |  $10,000,001
or - to. to to - - and
| . Less $1,000,000 |  $5,000,000 $10,000,000 Greater
Year - K ’ .
1976 $1.0 '$0 $1.1 $2.7 -s-s,o'
1977 1.1 1.1 2.3 2.6 2.0
1978 1.2 1.1 14 3.0 7.0
1979 L5 2.0 2.0 3.4 5.2
1980 2.0 3.0 : 3.6 - 46 g.s
1981 v'f 2.8 3.6 3.5 6.6 9.0
11982 2.4 2.4 3.0 5.0 5.9°
1983 2.5 3.0 4.2 7.5 13.0 -
1984 2.0 3.0 3.2 4.9 8.1
1985 4$1,5 $3.0 $3.5 $6.6 $12.9°

1/ Median Offering.

-8L-

Source: Registrati'ons' and Offerings Statistics File
Directorate of Econamic and Policy Analysis

' Prepated by:
' U.S. Securities and Exchange Conmission



. ASSET SIZE OF COMMON STOCK IPO ISSUERS
| 1986

Number of Registrations Value of Registrations

......

Over $10 million  |:11000110001 00010
98114.7%) i)

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

$1 million or less
 $3,027.9 (54.2%)

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

- $1millionorless - ... .10

468 (70.0%) (il

—6 L=



SMLL (X)‘lPANY IPO ISSUES BY METHOD OF DISTRIBUTION 1/

Table 5

1976 - 1985

(Millions of dollars)

Underwritten "

Total .

‘ | ‘ [ _Agency Best Efforts Campany Direct T
_Year | No. Awount | No. | Amount No. T Amount | Wo. Amount
-1975,_ 7 " $ 24.4 0 $ 0 16 $ 42.4 23;1 $  66.8
1977 | 16 43.4 21 211 11 36.5 8 | 1011
1978 | 13 27.8 30 76.3 8 26.0 | 51 130.1°
1979 | 31 142.1 47 143.2 1 44,3 89 329.6
1980 | 93 413.2 17 261.5 20 66.5 | 230 | 741.2
| 1981 | 254 '1,261.2 177 671.6 35 283.8 466 | 2.216.6
-“i982 | 85 1498.6 '»142 374.7 52 200.4 279:;,‘j~1,o73.7
i983_ v388'j' 2,735.7 237 599.3 84 267.5 | ‘709,1' 3;602.5 |
1984 | 221 | 1,229.3 290 990.3 120 525.6 631 | 2,745.2
1985 | 182 | '$2,359.0 237 $727.7 151 $492.8 | ”57b'm $3,579.5

1/ Registrations of common stock by issuers with assets of $10 million or less.

sour: ce:

Prepared by: '

Regxstratlons and Offermgs Statxstlcs Flle

Directorate of Econamic and Pollcy Analysxs
U.S. Securities and Exchange Commission
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Table 6

"VhLUE OF.SMALL COMPANY IPO ISSUES BY INDUSTRX _/

‘1976 - 1985
(Mllhons of dollars)
v : . : All Manufactunri -_ 'rransportauon , 3 Fi‘nanoe; '
Agriculture| Communication |Wholesale | ~Insurance
" | Forestry Mining and High . Other and Utility |and Retail and
and i‘:‘lshmg Construction| Technology Manufacturing| Service Trade e Real Estate _Services '_
'xéar_ No. Amount | ‘No. Pmount No. | Pmount : No. I!moum: __No. ' |Amount |No. Amount No :Amount | No. k‘nou_n(:
f1976] o |s o olso | 4| s80] 2 s 1.3 1 {s 2.0 :s.'7.6“ 518 9.3 5 |s 28.6
11977 1| o0.6 5 5.9 10 28.1f 8 9. 2 | 1.1]al 3.6] 10 [ 17.9 8 | 24.8
1978 3| 3.6 6 6.8 19 34.6[ 7 20.9| © o | 7] 162 7 [ 6.1 2 1.9
1979 o | o 19| s1.8 26 | 63.0] 6 | 17.5| 4 | 20.1 {10 | 19.7| 13 B5.1] 11 | 72.4
1980f 5 | 12.2 | 56 [ 186.8] 60 | 180.5( 19 52.1| 16 | 65.8 |17 | 48.7| 38 | :145.4 19 | 49.7
1981 6 | 15.0 | 140 | 669.3|101 477.1 67 | 225.6{ 21 | 108.7 |37 113.8] 23 212.5 71 | 394.8
| 1982 a 26.0 41 | 105.8] 42 135.71 37 102.1| 18 52,6 |23 58.243 -312,3| 68 | 286.9
1983| 12 29.4 | 22| 60.4{156 { 1,001.0{ 109 | 485.0 41 | 210.7 |91 417.7| 62 476.7|216 | 921.6
1984| 8 |21.1| 38 66.70101 | 3702 114 | 325.7] 43 231.2 |57 224;5'1i1 1,034.3|159 | 470.4
1985 2 [$ 1.8 | 21| $56.2) 54 | s145.6] 84 |[s263.5] 39 |$160.0 |52 |$187:8|152 |$2,270.2 166 [$494.3|

1/ Registratibns
Source:

Prepared by:

U.S. Securities and Exchange Commission

Registrations and Offerings Statistics File

Directorate of Economic and Policy Analysis

of cammon stock by issuers with assets of $10 million or less.

_28_



1 / Registrations of common stock by issuers with assets of 810 million or less..

: . Figure 6
SMALL COMPANY IPO ISSUERS BY INDUSTRY Y
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