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INl'RODOC'IDRY STATEMENT FRG1 THE CHAI~ 


OF THE EXECUTIVE CCM-1ITl'EE 


It is my pleasure to present t..l)e Final Report of ~e Fourth Anrual 


S~ Goverrurent-Business Forum on Srrall Business capital Fonmtion. '!his 


annual conference is conducted by the Ccmnission, as mandated 1:1y Section 


503 of the Small Business Investrrent Incentive Act of 1980, in order to 


review the current problems and programs relating to small hlsiness 


capital fornation. The Carnnission is also c.harged with advising Congress 


abcut the Forum proceedings ani recanrrendations. 


In accordance with tradition, I note that the Cgnmission, While 

sponsoring and conducting this Forum, has not sought to influence in any 

way the substance of the findings or reccmnendations that follON. 

Although a nurriber of these recanmendations are of interest and relevant 

to the Canmission, t......e Ccmmission takes no position on any particular 

recanrrendation at this time. Rather, the views contained herein represent 

the considered opinions of the majority of the Forum participants. 

These in attendance included rrore than 140 small rosiness prc:prietors, 

venture capitalists, financial analys:ts~J and others concerned with the 

state of SnaIl hlsiness capital fonnation. The Forum participants rret in 

. Washington, D.C. for a two and one-half day perioo from September 12th 

thrcugh the 14th of 1985. The principal tq>ic of discussion involved tax 

matters and the materials that folla..r reflect the success of those 

deliberations -- IlDre than twenty substantive tax-related recanrrendations. 
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The irrportance of snaIl business to the general vitality of cur 

national econany is evident. SnaIl business establishments aid in the 

creation of new jobs and technological advancements. The reccmmendations 

of the Fonnn nust be considere::1 against this backgramd. I hc:p:! that 

Cangressandthe apprcpriategovernmental agencies will carefully 

consider Lhese materials. 

The Foorth Annual Fonnn has produced sare t.lx>ughtful, as ~ell 

as, workable proposals, and I am pleased to have been associated with 

this wort:hNhile endeavor. The achievements of the Forum a:re primarily 

attributable to the unselfish contribution of its participants. In 

addition, considerable assistance was provided by a number of goverment 

agencies including the u.s. Small Business Administration, the u.s. 

Department of the Treasury, the U. S. DepartIrent of Canrcerce and Lhe 

Federal Reserve Board through their representation by non-voting menibers 

on Lhe Fonnn's Executive Canmittee. I especially thank the professional 

and clerical staff of the canmission' s Office of SII8.11 Business policy 

for the location, assembly and distribution of resource materials to the 

Forum participants and effective resolution 0:0 nurcercus logistical an:l 

administrative details that are an integral part of any conference. As 

with each of the preceding Forum:;, the insight, guidance and direction 

provided by Ma:ry E. T. Beam, Associate Director of the Carmission' s 

Division of Corporation Finance has been extremely valuable and i~ 

direct!y linked to Lhe success of this year's efforts. 
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It is CC1'IlITeIldable and 'N'Ort..h repeating that the private sector 

participants in this Forum give freely of their cwn time and expertise; 

they come to Washington at their o,.m. expense and devote their ~nergies 

to the pra;pects aE enhancing small rosiness capital fOtm;ition thrcugb 

this participation in the public policy fornulation process. 

Charles C. Cox 
canmi.ssiooer 
U.S. Securities and ExChange C~ssion 
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I. SUMMARY OF FORUM RECOMMENDATIONS AND RANKINGS 

A. SECURITIES 

RECOMMENDATION 1 	 Differentiation of Small Business from Other 
Investment 'Vehicles 

It is recommended that consideration be given to dev~loping 
a definition of small business~ff~rings th~t will diffetentiat~ 
them from other investment vehicles and permit suitable rules to 
be adopted that deal specifically with these offerings. The 
definition would take into account the natu~e of the enterprise, 
the type of entity, the stage of growth of the company, the 
relative importance of anticipated profits and tax benefits, and 
the customary method of distribution. 4 

RECOMMENDATION 2 	 Avoiding the Burd~ns of Periodic Reporting 
for Small Business 

A. 	 It is recommended that the SEC increase the 
asset threshold size of issuers required to 
register under section 12(g). 

B. 	 It is recommended that the SEC simplify the 
regulatory and possibly the disclosure require­
ments applicable to smaller issuers within the 
reporting systemi. and 

C. 	 It is recommended ~hat the SEC make it possible 
for an issuer to .. terminate its registration 
under Section l2(g) if its total assets fall 
below a minimum level (i.e. $1,000,000) regard­
less of the number of security holders. 

RECOMMENDATION 3 	 Business Development Companies 

It is recommended that the "pass through" provisions of 
subchapter M of the Internal Revenue Code of 1954 as amended be 
extended as an option for adoption by Business Development 
Companies (BDC's) and Small Business Investment Companies 
(SBIC's). 
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It is also recommended that the SEC provide a definitive 
report on the present status of Business Development Companies, 
their possible problem areas, and steps that can be taken to 
make the legislation and regulations more beneficial· to both 
the BDC'S and their Shareholders. 

RECOMMENDATION 4 	 Eliminating Impediments to Employee Equity 
Incentives 

It is recommended that the treatment of employee stock plans 
under federal and state securities law be reviewed with a view 
to: 

1. 	 Developing and adopting a specific exemption from 
the registration requirements of the Securities Act of 
1933 for the issuance of shares by non-public companies 
to employees under plans that are fundamentally 
compensatory in nature, such as stock option, stock 
bonus, restricted stock, performance share, stock 
appreciation right and below-market purchase plans. 
Such an exemption should be as straightforward as 
possible and should impose no new requirements on small 
business. 

2. 	 permitting registration on Form S-8 of the shares of a 
non-public company issuable to employees 
contemporaneously with the initial public offering. 

3. 	 Changing the rules governing resales of securities to 
exempt from federal registration resales of stock 
acquired under such plans promptly following an 
initial, registered public Qffering. An alternative 
might be to permit registration of resales on a short­
form registration statement. 

4. 	 Clarifying the exemptions under state securities laws 
for issuances of stock under such plans and providing a 
specific exemption in those states where one is not now 
available. 

5. 	 Revising the rules under Securities Exchange Act 
Section l6(b) applicable to such plans to eliminate 
unnecessary requirements, to provide greater certainty 
and to facilitate their intended operation. 

6. 	 Reducing the impact of accounting rules applicable to such 
plan~ that result in substantial charges to earnings caused 
by rapid appreciation in the company's stock. 
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RECOMMENDATION 5 	 Facilitating Rule 504 Offerings Under State 
Securities Laws 

1. 	 It is recommended that the states ~etain or adopt 
a uniform limited offering exemption for de mlnlmus 
private offerings that is not dependent upon com­
pliance with Rules 505 or 506. 

2. 	 It is recommended that the states adopt a uniform 
registration procedure for public offerings 'under 
Rule 504 that permits simplified disclosure and 
applies a lesser standard of merit review. 

3. 	 It is recommended that in order to further 'aid 
small business, the SEC and states should consider 
increasing the dollar amount that can 'be raised in 
reliance upon the'exemption provided b~ Rule 504. 

RECOMMENDATION 6 	 Improving Liquidity for Small Businesses 

It is recommended that a program be developed to improve 
liquidity for smaller public growth companies by easing 
requirements for entry into estiblished trading markets and by 
further streamlining the means by which purchasers of restricted 
securities may resell their stock. 

Specifically it is recommended that the SEC an~ the SBA 
jointly undertake a study to determine what criteria'and business 
considerations are used by small and regional broker dealers to 
create a market for small local public companies. The study 
should include, but not be limited tb, economic considerations such 
as minimum capitalization requirements, ability to receive and 
disseminate- information, and insurance requirements under the 
Securities Investor Protection Corporation. ' 

B. TAXATION 

RECOMMENDATION 1 - Deduction of Dividends 

It is recommended that corporate dividends be treated 
as a deductible expense, phased in at 10% per year over a 
ten year period. 
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RECOMMENDATION 2 Capital Gains Differential - Individual 

It is recommended that the present 60% exclusion of 

realized long-term capital gains from taxable income ·(the 

"Capital Gains Differential") be maintained. 


RECOMMENDATION 3 Capital Gains Parity - Corporate and Individual 

It is recommended that corporations be granted the same 
rate of exclusion of realized capitai gains from taxable income 
that individuals are granted, namely, 60%. 

RECOMMENDATION 4 Small Business participating Debenture 

It is recommended that a Small Business Participating 
Debenture ("SBPD") be adopted for enactment into law. The 
SBPD proposal has undergone scrutiny throughout Congressional 
hearings, so that many technical and policy issues·raised by 
the legislation have been narrowed and focused. However, the 
concept needs additional refinement to eliminate the following 
problem areas: 

1. 	 Definition of small businesses eligible to issue 
SBPDS: It is believed that the current 
limitation of $1 million in paid-in-capital is too 
low and therefore it is recommended that a level 
of $5 million be established. 

2. 	 SBPDs should not be issued between related parties 
within the meaning of S~c. 1561 and Sec. 267. 

RECOMMENDATION 5 Repeal Personal Holding Company Tax 
~J 

In lighLof the similarity in rates between corporations 
and individuals, it is recommended that the personal holding 
company provision be eliminated. As an alternative it is 
recommended that the provision be amended so as to ensure that 
the penalty tax not apply to active businesses. 

RECOMMENDATION 6 Accumulated Earnings Tax 

In view of the narrowing of the difference between corporate 
and individual rates, it is recommended that the accumulated 
earnings tax be repealed or, at the very least, the safe harbor 
amount increased to $500,000. 
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RECOMMENDATION 7 Incentive Stock Options (ISOs) 

It is recommended that current law relating to Incentive 

Stock Options (ISO's) be changed in several respects: 


(1) 	 The $100,000 aggregate FMV per employee limit should 
b~ replaced with a reasonable multiple of salary, 
for example two times salary. 

(2) 	 The rule requiring ISOs to ~e ex~rcised in sequential 
order should be eliminated. 

(3) 	 Directors should be included as "employees" and 
a limit should be impos~d on directors' ISO grant 
that is not greater than that of the highest com­
pensated employee participating in the plan. 

(4) 	 The difference between the option exercise price and 
the FMV of the stock subject to the ISO at the time 
of exercise should be eliminated as a tax preference 
item • 

RECOMMENDATION 8 	 profit-Sharing and other Defined Contribution 
plans 

It is recommended that the Feder~l Government recognize 
the importance of profitshaiing and other defined contribution 
plans to small business and not enact legislation that would 
further complicate defined contribution plans or make them 
less attractive to small business. 

RECOMMENDATION 9 Employee Stock Ownership Plans (ESOPs) 

It is recommended that no chang"'es be made in the cur rent 
law relating to ESOPs~ 

RECOMMENDATION 10 	 Non-Discrimination Rules 

It is recommended that current rples be reviewed for 
their impact on small businesses so that there are means by 
which small businsss can establish plans which can aChieve 
safe harbor compl iance. It is fur ther recommended .tha t proposed 
new rules be bpposed on the basis of their negative effect on 
small businesses. 

RECOMMENDATION 11 	 Fringe Benefits 

It is recommended that health care benefits and any other 
employee fringe benefits not be taxed. 
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RECOMMENDATION 12 Investment Tax Credits 

The Forum recognizes that Investment Tax Credits under 
current law create disparities in the effective tax rates 
applicable to capital intensive and non-capital intensive. 
businesses. To create equality among taxpayers and stimulus to 
small business, it is recommended that the Investment Ta.x. 
Credit be retained for both new and used qualifyin~ property 
acquisitions with an annual limitatiofr on eligible property 
of $250,000. Furthermore, the basis of depreciable property 
should be reduced by one hundred percent of the credit. 

RECOMMENDATION 13 Research and Development Tax Credits 

It is recommended that the President's proposal for 
continuation of the Research and Development Tax 'Credit and a 
more specific definition of those qualifying expenditures 
be fully supported. 4 

RECOMMENDATION 14 Depreciation 

It is recommended that: 

The asset life classifications and depreciation 
rates proposed under CCRS be adopted, as the reduction in 
depreciation would be largely offset by reductions in corporate 
and individual tax rates. 

The indexing of capi tal assets other than real 
property not be adopted due to the complexity and uncertainty 
surrounding its application. 

The present tax law as it a~plies to the taxation 
of capital gains and ordinary income. depreciation recapture 
for real and personal property be retained. 

RECOMMENDATION 15 Industrial Revenue Bonds (IDBs) 

It is recommended that the president's proposal regarding 
an early phase-out of the rules for industrial revenue bonds 
be rejected. The phase-out scheduled under present law 
should be retained. 

RECOMMENDATION 16 Cash Basis Method of Accounting 

It is recommended that the cash basis method of accounting 
be retained. 
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RECOMMENDATION 17 Interest Expense Deduction 

The Administrati6n'spropos~1 -regardin~ limi~ations -on the 
deduction of interest experi~e 'ddes not adequately address the 
potentially adverse economic impact on the real estate, , 
development industry, nor on manufacturers and sellers of 
consum~r goods typically purchas~d on credi t (I.e. ,. -automobiles 
and other durable goods). It is recommended that the political 
and economic side effects qf tl)e' proposal be thoroughly analyzed 
and researched before enactmerit irt its pre~ent form~ 

RECOMMENDATION 18 Budget Deficit 

The Forum is 6f the unanimous opinion that the primary issue 
before Congress is the Budget deficit ,and not tax reform. 

RECOMMENDATION 19 payroll Taxes 
... 

It is recommended that the Federal Government address 
increasing payroll-related costs of small employers and 
rec0gnize that any action that increases these costs would 
further hamper the ability of small businesses t6 generate new 
jobs and to maintain the existing workforce. 

RECOMMENDATION 20 Corporate Tax Structure 

It is recommended that Congress adopt the following corporate 
tax structure: 

Taxable Income Tax Ra te , . 

$ ,0- 50,000 15% 
50,000-100,000 20% 

100,000-150,000 25% 
150,000-200,000 30% 
Over $200,000 35% 

RECOMMENDATION 21 FSC Export Income 

It is recommended that small Foreign Sales Corporations 
(FSCs) be allowed to calculate their export income for tax 
purposes in the same proportion to total taxable income as 
foreign sales bears to total company sales. 

RECOMMENDATION 22 Small FSC Rates 

It is recommended that corporate tax rates for small 
Foreign Sales corporation~ (FSCs) be established so as to __ a 

encourage~ export sales among small FSCs. This small FSC corporate 
tax rate should be set at a substantial discount 'from domestic 
rates iri order to achieve the goal of increased small FSC 
export activity. To be effective, this lower rate needs to be 
on the order of half the domestic rate. 
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C. SMALL BUSINESS ADMINISTRATION 

RECOMMENDATION 1 Supporting the Small Business Administration 

The Forum strongly supports the continuation and strengtheoning 
of the U.S. Small Business Administration. 

D. RANKINGS 

participants were asked to rank the foregoingrecommen­

dations by issue in order of their imPortance to small 

business capital formation. 

Table 1: 

Ranking of Securities Recommendations 

Recommendation No. Ranking ... 
4 1 
1 2 
2 3 
3 4 
6 4 
5 5 

Table 2: 

Ranking of Tax Recommendations 

Recommendation No. Ranking 

18 1 
20 2 
12 3 

-19 4 
2 5 
1 6 

10 7 
11 8 
14 9 
17 10 

7 11 
6 12 
8 13 

16 14 
3 15 
9 16 
4 17 

13 18 
5 19 

15 20 
22 21' 
21 22 
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The recommendation supporting the Small Business Admini­

stration was not ranked with the other recommendations but 

was unanimously supported by all voting Forum pa~ticipants. 



II. INTRODUCTION 


A. Background 

President Reagan, in his Fourth Annual Report on the State 

of Small Business transmitted to Cong~ess in May of 1985, stated 

"actions that promote a vigorous sm~ll business sector hav~ b~~ri 

and will continue to be at the he~rt cif this Administration·~ 

economic plans. Low inflation~ reduced and more equitable taxe's, 

fewer regulatory burdens, and a sound monetary policy are the 

underpinnings of our current economic growth anp will continue 
. !/

to be my primary tools for promoting small business success." 

Small businesses' traditional role as the major job 

generator in the American economy has been well documented. 

Comparisons made for various periods between 1972 and 1982 

confirm that small businesses respond quickly to market oppor­

tunities and create more than thei~ proportionate share of new 

jobs as part of that response. In fact, small business domi­

nated industries added jobs at a r~te almost twice that of 

industries_ dominated by larger firms: 11.4% compared to 

only 5.3% from Novemberl982 through October 1984. In addition, 

studies indicate that up to 67% of a~l new jobs in this 

country are created by small businesses and that small firms 

account for 38% of the Gross National Product. 

!! See, The State of Small Business: A Report of the President 
Together with the Annual Report on Small Business and Com­
petition of the Small Business Administration (Washington 
D.C.: U.S. Government Printing Office, May 1985) (emphasis 
added) • 
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Over the past year, small businesses have demonstrated 

their ability to adapt to a changing economy. Despite this 

fact, small firms have had continuing problems in terms of 

capital formation. In recognition of these difficulties, 

Congress, pursuant to Section 503 of the Small Business Invest­

ment Incentive Act of 1980, mandated the Securiti~s and Exchange 

Commission to conduct an annual Government-Business Forum on 

Small Business Capital Formation (the "Forum"). The statutory 

purpose of the Forum, which has been held on an annbal basis 

since 1982, is to review the current status of problems and 

programs relating to small business capital formation. Congress 

directed that participation in the Forum should include various 

Federal agencies, such as the Treasury Department, the Board of 

Governors of the Federal Reserve System and the Small Business 

Administration, as well as organizations representing state 

securities commissioners and leading small business and profes­

sional organizations concerned with capital formation. 

In 1982, the initial Forum addressed issues relating to 

income taxation, securing credit from banks, access to financial. 
institutions and raising qapital. Thirty-seven specific recom­

mendations were submitted to Congress on December 1, 1982, 

at a joint hearing conducted by the Senate Small Business 

Committee and the Subcommittee on Tax, Access to Equity Capital 

and Business Oppqrtunities of the House Small Business Committee. 
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The format of the 1983 Forum differed from that of 1982~ 

Local forums, conducted as informal hearings, wer~ held in 

cities across the united States in order to reGeive more 

direct input from the small business community. A g,roup of 

more than 125 persons composed of small business-persons, 

bankers, financial advisers, vQnture capitalists and attorneys; 

made presentations in local forums held in Boston, Washington, 

D.C., St. Louis, Houston and San Francisco. The report of the 

1983 Forum was presented to Congress in Novembe.r·, 1983. Although 

the 1983 Forum witnesses endorsed a significant number of the 

1982 Forum recommendations, a much more diverse set of recommen­

dations evolved out of the 1983 Forum. Certain subjects, such 

as community banking and minorities in small business, were new 

areas of focus at the 1983 Forum. 

The 1984 Forum which was held in September, 1984 in 

Arlington, Virginia ,closely resembled the 1982 Forum. The 

principal issue areas selected fo~ 
<;) 

discussion were tax, securi­

ties state-capital formation programs and the financial services 

industry. Forty specific recommendations were presented to 

Congress in the form of a report in January of 1985. 

B. Issue Selection 

preparations for the 1985 Forum began in January 1985 when 

the Executive Committee was formed. The Executive Committee 
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is comprised of representatives from government agencies and 

a number of private sector organizations in accordance with 

the congressional guidelines. The Executive Committee deter-' 

mined that tax and securities issues were to be the major 

areas of focus of the 1985 Forum. Four Task Forces were sub­

sequently formed to develop tax posiiion papers and o~e Task 

Force was established to develop securities issue papers. These 

Task Forces were composed of several Executive Committee members 

as well as persons selected by each Task Force on the basis of 

their expertise in the area being considered. The following 

papers were developed by the five Task Forces: 

Securities Task Force 

1. Regulation of Small Business 

2. 	 Impact of Securities Law on Employee 
Equity Incentive Arrangements 

3. Liquidity Needs of Growth Firms 

Tax Task Forces 

A. Investor Incentives 

1. Dividends 

2. Capital gains 

3. Small Business Participating 'Debentures 

B. Employee Incentives 

1. 40l(k) Plans 

2. Employee Stock Option Plans (ESOPS) 

3. Profit Sharing Plans 
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4. Incentive Stock Options (ISOs) 

5. Health and welfare benefits 

C. Capital Investment 

1. Tax credits 

2. Depreciation 

3. Industrial Development Bonds (IDB's) 

4. Accounting methods 

5. Interest deductions including related parties 
... 

D. Rates and Other Tax Burdens 

1. Payroll taxes 

2. Graduated taxes 

3. Cost of tax compliance 

C. Conduct of the Forum 

The first afternoon of the Forum consisted of a general 

session conducted by Executive Committee Chairman, SEC Commissioner 

Charles C. Cox. Opening remarks were presented by SEC Chairman 

John S.R. -Shad. The balance of the afternoon was devoted to 

two panels which presented an overview of the substantive areas 

to be covered at the Forum. The tax panel was moderated by 

Professor Howard Stevenson of Harvard University, and consisted 

of Robert Ragland, Director of Taxation, National Association 

of Manufacturers, Robert Gough, Senior Vice-President, Senior 

Economist, Data Resources Inc., Lawrence Dildline, Manager, 
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Price Waterhouse, and Hudson Milner, Financial Economist, 

Office of Tax policy, Department of the Treasury. The securities 

panel was moderated by Stan Keller of Palmer & Dodge and consisted 

of Stephen Friedman, Debevoise & Plimpton, Roy Mouer, Johnson.& 

Swanson, Professor Manning Warren, University of Alabama and 

Edgar Keats, a representative of the Baltimore, Maryland small 

business community. 

The second day of the Forum consisted of inte.nsive work­

shops covering tax and securities issues. participants attended 

sessions relating to the workshop which they had preselected. Each 

discussion group developed its own views and comments on the 

issue papers and drafted recommendations to be voted on by all 

Forum participants on the Forum's final day. On the second day, 

Forum participants also attended breakfast and luncheon talks 

respectively by Lee L. Verstandig, then an Undersecretary for 

the Department of Housing and Urban Development and Senator Jim 

Sasser, D. Tenn. 

On the final morning of the Forum, recommendations for 

each major issue were presented to and voted on by all 

the nongovernment Forum participants at a plenary session. 

This plenary session, which was attended by all Forum participants 

as well as members of the public and press, consisted of a three 

hour session where representatives from each issue TaskForce 

presented that group's recommendations and supporting statement. 
-, -~ 

Time was available for Forum participants to comment on or to 
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offer amendments to the proposals prior to voting on their 

adoption as final recommendations of the Forum. Twenty-nine 

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

pages which follow. 



III. SECURITIES REGULATION 


A. Statement of the Issue 

The basic premise of both federal and state securities 

laws is that they facilitate capital formation while, at the 

same time, they protect investors and create integrity in 

the market place. Over the years, however, this dual Fed~ral~ 

state system of regulation has come to be viewed as an impedimen~ 

to the ~apital for~ation process particularly as it affects 

smaller businesses. In recognition of this, the Securities 

and Exchange Commissiori ("SEC") and the various state securities 

regulatory agencies through the North American Securities 

Administrators Association ("NASAAIt) have made, significant 

regulatory concessions to aid small business consistent with 

investor protection and the integrity of the market place. 

For example, the SEC has taken steps to reduce the 

disclosure burdens for smaller firms. Form S-18, a special 

registration form for small companies wishing to raise up to 
2/ 

$5 million in a public offering was adopted in 1979~ The 

form requires less financial and textual information than 

the SEC's basic registration form, Form S-l, and can be 

filed with the SEC's regional offices. The success of Form 

S-18 prompted the 1982 Forum to recommend an increase in the 

ceiling on Form S-18. The ceiling \'fas increased to $7.5 

million in March 1982 and a study'waS recently completed 

on the need for a further increase to $10 ,million. 

The SEC has also established a system of classifying 

small issuers for purposes of exempting certain of them from 

2:./ Release No. 33-6049 (April 3, 1979). 

-17­
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reporting and other obligations under the Exchange Act. 

Issuers need not register and begin .filing periodic reports 

until they have 500 shareholders and $3 million in assets. 

This classification system provides a rational adjustment to 

the criteria for entry into, or exit from, the Exchange Act 

reporting system and eliminates the costs of complying with 

the registration and reporting provisions of the Exchange Act 

for the smallest issuers. In response to a recommendation of 

the 1984 Forum, the Commission recently proposed that this 

system be amended to provide that issuers need not register 

and begin filing periodic reports until they have 500 shareholders 

and $5 million in assets thus further alleviating the reporting 
3/ 

obligation of smaller businesses: 

For securities that are sold in non-public transactions, 

the SEC adopted Regulation D, a series of rules providing 

exemptions from the registration requirements of the Securities 

Act of 1933 ("Securities Act") for certain limited offerings. 

The regulation simplified and made more uniform the federal 

rules relating to limited and private offerings and eliminated 

unnecessary restrictions. 

Shortly after the adoption of Regulation D, NASAA 

adopted a Uniform Limited Offering Exemption ("ULOE") to coordinate
• 

with Regulation D.!/ To date, more than half of the states 

3/ Release No. 33-6605 (September 30, 1985). 

!/ 1 CCH Blue Sky Rep. 115294, at 1273-1275. 
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have adopted ULOE thus further facilitating the capital formation 

needs of smaller businesses in a manner consistent with investor 

protection. NASAA and the SEC are continuing to work together 

toward the universal adoption of ULOE.2/ 

The focus of the securities issues dealt with by 

participants at this year's Forum was on further alleviating 

the regulatory hurdles and impediments faced by smaller 

business thereby facilitating capital formation while maintaining 

a proven system of investor protection and market integrity. 

This is a particularly difficult balance to ac!;l,ieve. The costs of 

the regulatory burden on smaller and newer businesses are dispro­

portionately high. However, the need for disclosure and regulation 

of such businesses is greater since the risk associated with 

small business investments is, generally higher. 

B. Recommendations 

RECOMMENDATION I Differentiation of Small Business From 
Other Investment Vehicles 

It is recommended that consid,eration be given to developing 
a definition of small business o£f~rings that will differentiate 
them fro~other investment vehicles and permit suitable rules 
to be adopted that deal specifically with these offerings. 
The definition would take into account the nature of the enter­
prise, the type of entity, the stage of growth of the company, 
the relative importance of anticipated profits and tax benefits, 
and the customatymethod bf dis'tribution. 

In 	order to determine whether or not smaller business 

should be regulated at all or differently from other businesses, 

the term "small business" must be defined. Preserit securities 

regulation~provisions, particularly exemptions from registration, 

2/ 	At their 19S5 Fall Meeting in Calgary, Alberta, NASAA agreed 
to the issuance of a joint release with the Commission to 
propose the adoption of a new uniform Form D. 
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tend to treat small business securities offerings the same 

as other investment vehicles even though those other vehicles 

may present different securities regulation issues. For 

example, there is some question as to whether or not limited 

partnership offerings should be treated the same as corporate 

equity or debt offerings under Regulation D where the limited 

partnerships may not be small businesses. 

RECOMMENDATION 2 Avoiding the Burdens of Periodic Reporting 
for Small Business 

Periodic reporting under the Securities Exchange Act 

of 1934 ("Exchange Act") imposes significant butdens on small 

business resulting in what may be only a limited benefit to a 

small percentage of the investing public. Once a company 

reaches a certain size, or has conducted a public offering, 

it must comply with the reporting requirements of the Exchange 

Act. Small businesses must satisfy the same reporting require­

ments as larger firms but often do not have the same resources' 

which would enable them to comply with such requirements. 

In addition, certain of the disclQsure requirements relevant 

to larger businesses do not necessarily yield information perti­

nent to investors in small businesses. Further, the cost of 

disclosing certain information in some instances may outweigh 

the benefit to shareholders or potential investors. 

RECOMMENDATION 2A 

. It is recommended that the SEC increase the asset 
threshold size of issuers required to register under Section 
12 (g) • 

As previously discussed, the periodic reporting classifi­

cation system is based, in part, on the size of an issuer's 

_.... -~ 
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assets. Presently, the threshold for asset size under Section 

12 is $3,000,000. By raising the ceiling, certain smalle~ 

reporting companie,s would be relieved of the periodic reporting 

obligation. Others would never be required to enter the system. 

Those companies affected would be saved the expense of filing 

quarterly, annual and other reports~ 

RECOMMENDATION 2B 

It is recommended that the SEC make it possible for an 
issuer to terminate its registration under Section 12(g) if 
its total assets fall below a minimum level (~.e. $1,000,000) 
regardless of the number of securities holders~ 

'" 
Presently, the duty to file periodic reports can be termi­

nated only when a company has fewer than 300 shareholders or 

fewer than 500 shareholders and less than $3 million total 

assets for each of the three preceding fiscal years, provided 

that no registration statement has become effective during 

that three-year period. Companies which would be considered 

to be small businesses by virtue' of their asset size would 

therefore be relieved of their periodic reporting obligation 

despite a-larger number of securities holders. 

RECOMMENDATION 2C 
• 

It is recommended that the SEC simplify the regulatory 
and possibly the disclosure requi~emehts applicable to smaller 
issuers within the reporting system. ' 

Once an issuer becomes a reporting company it is required, 

regardless of its size, to comply with the same reporting and 
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disclosure provisions of the Exchange Act except in certain 
6/ 

circumstances-. In addition to financial disclosur~, all 

reporting companies are required to provide, in narrative 

fashion, discussion of matters such as legal proceedings, 

description of business, management's discussion and analysis 

of financial statements, management compensation and other 

areas. This recommendation urges an examination of the periodic 

reporting and disclosure requirements for small issuers and 

implies that alternative and less burdensome requirements be 

initiated for smaller businesses. 

RECOMMENDATION 3 Business Development Companies 

It is recommended that the "pass through" provisions 
of subchapterM of the Internal Revenue Code of 1954 as amended 
be extended as an option for adoption by Business Development 
Companies (BDC's) and Small Business Investment Companies 
(SBIC'S) • 

It is also recommended that the SEC provide a definitive 
report on the present status of BDC's, their possible problem 
areas, and steps that can be taken to make the legislation and 
regulations more beneficial to both the BDC's and their Share­
holders. 

The 1984 SEC Government-Business Forum on Small Business 

6/ . 
- Small issuers whose original registration statement was 

on Form S-18 may file financial statements prepared in 
accordance with generally accepted accounting principles 
{GAAPf rather than in accordance with Regulation S-X, the 
Commission's account~ng standards when filing their first 
annual report on Form lO-K. 

_.... -~ 
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capital Formation concluded that additional incentives were 

needed to affect an increased amount of investment capital to· 

SBIC's and BDe' s . which would,· in turn,' increase the flow of 

equity and long term 'debt capital to the small business community. 

One such incentive would be an amendment to the Internal RevenUe 

Code to eliminate tax on certain BDC and SBIC profits at the 

corporate level. This recommendation is being put forth again by 

the 1985 Forum. 

Historically, venture capital financing developed as a 

province for knowledgable "insiders". According to the Venture 

Capital Journal, 7/ about 90 percent of the estimated $11.5 

billion poOl of venture capital comes from limited partnerships 

that are the "private preserves of wealthy families and financial 

institutions" or from corporate venture capital subsidiaries. 

Another $1 billion is supplied by the 360 SBIC's and 125 minority 

enterprise SBIC's organized under the Small Business Investment 

Incentive Act of 19.58. Other than; participants in these enter­

prises, the public did' not have the oppoitunity to invest in 

the financing of new, early stage and emerging companies. 

The Small Busines~ Investment Incentiv~ Act of 1980 amended 

th.e Investment Company Act of 1940 to establish a new system 

of regulation for certain closed-end' invest~ent ~ompanies that 

provide capital and ~ak~ available significant managerial 

Jj As cited~ in Business Week, March 26, 1984. 
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assistance to small businesses. Those companies can elect to 

be treated as BDCS. Election as a BDC facilitates making a public 

offering while enabling the BDC to take advantage of a special 

system of regulation. In general, BDC's are permitted greater 

flexibility than othe,r investment companies in dealing with 

their portfolio c.ompanies; issuing securities and compensating 

management,. 

The 1980 Act did not, however, conform subchapter M of the 

Internal Revenue Code to allow conduit or flow through tax treat­

ment to the shareholders of a BDC under the same rules as are 

applied to a regulated investment company ("RIC"). An RIC is a 

corporation that qualifies as such under the Investment Company 

Act of 1940. Un~er subchapter M, the RIC is not subject to the 

corporate income tax. As a result, the RIC shareholders, but 

no·t BDC shareholders, receive conduit tax treatment. Flow through 

treatment also has not been accorded to shareholders of SBIC's. 

This poses a dilemma for a compa~y that already is eligible 

for conduit _treatment. It can either remain an RIC, which is 

subject to the system of regulation applicable to most investment 

companies but receives conduit tax treatment, or it can elect to 

become a BDC, which is subject to an alternate system of regulation 

but is not eligible for conduit treatment. 

Conduit treatment, particularly the elimination of the 

double tax on capital gains {i.e., elimination of a corporate 

.capital gains ~ax incurred when a BDC sells stock of its investee 
-'" -~ 
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companies, leaving a shareholder level tax incurred when these 

gains are distributed or the BDC stock is sold), is of consider­

able importance to companies that specialize in venture capital 

investments. The absence of the cross reference may be restrict­

ing Congress' effort to promote investment in small business 

inasmuch as only a small number of BDC's have been established 
8/ 

since 1980 and two of the largest BDC's have left the program-. 

RECOMMENDATION 4 Eliminating Impediments to Employee Equity 
Incentives 

It is recommended that the treatment of employee stock 
plans under federal and state securities law b~ reviewed with 
a view to: • 

1. Developing and adopting a specific exemption 
from the registration requirements of the 
Securities Act of 1933 for the issuance of 
shares by non-public companies to employees 
under plans that are fundamentally compensa­
tory in nature, such as stock option, stock 
bonus, restricted stock, performance share, 
stock appreciation right and below-market 
purchase plans. Such an exemption should be 
as straightforward as possible and should 
impose no new req~irements on small business. 

2. Permitting registration on Form 5-8 of the 
shares of a non-pub:lic company issuable to 
employees contemporaneously with the initial 
public offering. 

3. Changing the rules governing resales of 
securities to exempt. from federal registration 
resales of stock acquired under such plans 
promptly following an initial, registered public 
offering. An alternative might be to permit 
registration of resales on a short-form registra­
tion statement. 

~/ The Heizer Corporation and Ndrragansett Capital Corporation. 
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4. 	 Clarifying the exemptions under state 
securities laws for issuances of stock 
under such plans and providing a specific 
exemption in those states where one is 
not now available. 

5. 	 Revising the rules under Securities Exchange 
Act Section 16(b) applicable to such plans to 
eliminate unnecessary requirements, to provide 
greater certainty and to facilitate their in­
tended operation. 

6. 	 Reducing the impact of accounting rules 
applicable to such plans that result in sub­
stantial charges to earnings caused by rapid 
appreciation in the company's stock. 

Equity incentive arrangements are an important tool for 

business to attract, compensate and motivate employees. Use of 

these arrangements can be of particular importance to small 

business because cash may be less available for these purposes 

and the attraction of equity growth is needed to compete for the 

limited pool of talent. In addition, the need to motivate em­

ployees may be an important consideration for the smaller business 

seeking to grow. 

Congress has from time to time encouraged employee equity 

incentives through tax policy ~/ but less attention has been 

paid to the impact of securities law on these arrangements, 

~/ 	 Examples are the treatment of incentive stock options under 
section 422A of the Internal Revenue Code, employee stock 
purchase plans under section 423 and employee stock owner­
ship plans qualifying under section 401. The predecessors 
of ISO's, qualified stock options under section 422 and 
restricted stock options under section 424, are earlier 
examples. 
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particularly for the non-public company.10/ 

. Equity incentives can take various forms ranging from 

outright stock sales at market or below market prices to stock 

options, stock bonuses and cash plans based on equity performance. 

The proper securities law treatment of each of these arrangements 

may differ depending upon the nature of the arrangement. Where 

the arrangement is fundamentally an investment transaction 

(e.g., employee stock purchases at fair market value, perhaps 

as part of an offering to outsine investors) '. the investor 

protection principles of securities laws shouid continue to 

prevail. In many cases, however, the nature of the transaction 

is essentially compensatory, to provide benefits to the employee, 

rather than investment-oriented (e.g., below market sales or 

favorable stock options). In these cases, while an investment 

element may exist, the compensatory aspects are predominant 

and should not be thwarted by securities law impediments designed 

primarily to protect investors i~ fund-raising transactions. 

10/ 	In 1934, the Senate adopted an amendment to exempt 
from the Securities Act of 1933 stock plans for employees, 
but this exemption was eliminated in conference on the 
grounds that employees may neen the protection afforded 
by registration the same as other members of the public. 
This legislative history should not prevent the anoption 
of exemptions that distinguish those circumstances in 
which employees do not need the protection afforded by 
registration •. 

http:company.10
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Public companies are generally able to satisfy the 

registration requirements of the Securities Act of 1933 appli­

cable to their employee equity plans by using the Form S-8 

registration statement. But non-pUblic companies do not have 

this alternative and full registration for their employee plans 

is not feasible.lll Therefore, they must find an exemption from 

registration or maintain that. no sale has taken place with the 

granting of the option. Although there are several exemptions 

available from the SEC'S registration provisions~ none are tailor 

'" made to suit the needs of employee plans.~1 An exemption tailored 

for employee equity incentive plans could identify those plans 

that are clearly compensatory rather than investment-oriented 

in nature and exempt them from registration with appropriate 

III 	A non-public company is unlikely to go to the trouble 
and expense of registration and subject itself to the 
periodic reporting requirements in order to make equity 
incentives available to its employees. It may not even 
have the certified financial statements needed for registra­
tion. Form S-8 is not available to a company that is not 
already public. ' 

121 	Section 4(2) of the Securities Act requires that investors 
be sophistidated and may limit the number of investors. 
Rules 505 and 506 of Regulation D limit the number of 
non-accredited investors to 35. Rule 504 of Regulation D 
is limited in its availability since its ceiling is $500,000. 
The intrastate offering would eliminate companies ~ith 
employees in more than one state. Finally, Regulation A 
may not be satisfactory since it requires public disclosure 
of information by a non-public company. 
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safeguards. Additionally, employee equity incentive plans that 

do not clearly come within the categorical exemption could be 

exempted based upon a dollar limitation since these are unlikely 

to be investment-oriented. 

In the case of employees equity incentives, the major 

investment risk faced by the employee is the limitation on 

resale which arises, principally from resale restrictions 

under the federal securities law. Employees of public com­

panies elig ible to use Form 5-8 do not face- this same 'problem 

because shares acquired under the S-8 can be '~esold immediately
'" 

without restriction (except in the case of affiliates). But 

this solution is not available for priv~te companies and, 

except in a limited way, is not available for stock acquired 

by employees before the company becomes public. Under present 

rules, unregistered shares acquired by employees before the 

company's S-8 becomes effective can be included under S-8 in 

amounts up to 10% of the total 'shares issuable under the 'company's 

registered plans. While this ~eips, it does not cover many 
-

situations. Since there is no limitation on the number of 

shares that can be included for offerings under an S-8, there 

is little reason to limii the rtumber of previously issued shares 

that can be included for reoffering. By eliminating this 

limitation, employees who acquire stock' in a private company 

that goes public will be in the same position as employees 

who acquire their stock when the company is public. 
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State securities laws apply to employee equity incentive 

plans and, absent a clear exemption, can create impediments as 

onerous as those under federal securities law. 

The Uniform Securities Act exempts "any investment contract 

issued in connection with an employee's stock purchase, savings, 

pension, profitsharing, or similar benefit plan", subject to 

filing of a prior notice with the state securities administrator. 

However, this exemption is not uniformly available in all 

states. Some states, by rule, have exempted certain option 

and other plans completely, but many of these exemptions are 

out-of-date because of changes in tax law. 

The Revised Uniform Securities Act clarifies the language 

of the exemption and eliminates the filing requirement. It 

would be desirable to have this exemption adopted on a uniform 

basis by the states. 

Under present federal securities law the short-swing 

profit rules of Section 16{b) of the Exchange Act require that 

any profit realized by statutory insi~ers from the purchase 

and sale (or_sale and purchase) of stock within a six-month 

period is forfeited to the company. Although the SEC has 

adopted certain rules ameliorating to some extent the impact of 

the forfeiture provisions, the short-swing profit provisions 

continue to impose impediments to employee equity incentive 

plans that go beyond what is needed to prevent the speculative 

abuse by insiders that those p~ovisions are designed to proscribe. 
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In addition, the rules themselves are complex and subject to 

interpretative uncertainty. Accordingly, a revision of 

these rules as they rela~e to employee equity plans to eliminate 

unnecessary impediments and to add certainty is desirable. 

RECOMMENDATION 5 Facilitating Rule 504 Offerings UnderState 
Securities Laws 

Regulation D is a series of six rules l~/ providing, exemp­

tions from the Securities Act registration provisions for 

certain limited offerings of securities.14/ The regulation, 

which was adopted by the Commission in 1982, was intended to 

simplify and make more uniform the rules relating to limited 

and private offerings, eliminate unnecessary restrictions, 

facilitate capital formation in a manner consistent with investor, 

13/ 	17 CFR 230.501 through 506 (hereinafter Rules 501 
through 506). 

14/ 	Section 5 of the Securities Ac,t requires that a registra­
tion statement be filed with the SEC before securities are 
offe~ed for sale to the public, and prohibits the sale of 
those securities until the registration statement becomes 
e'ffective. Rules 504 and 505 were promulgated, pursuant 
to Section 3(b) of the Securitie,s Act which pe,rmits the 
Commission to adopt rules and tegulations exempting 
classes of securities from the registration provisions so 
long as the aggregate amount of such offering does not 
exceed $5,000,OGO. Rule 506 was promulgated pursuant to 
exemption from Section 5 for "transactions by an issuer 
not involving any public offering." 

http:securities.14
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protection and reduce costs of securities offerings to small 

businesses.15/ 

Rule 504 is one of the substantive exemptions provided for 

by Regulation D. It provides an exemption pursuant to which 

issuers may raise up to $500,000 from an unlimited number of 

purchasers within a twelve-month period without registration 

under section 5 of the Securities Act of 1933, as amended~ 

Basically, the SEC through Rule 504 has adopted a "hands-off" 

policy towards such offerings, leaving regulation of offerings 

under Rule 504 to the states. 

Rule 504 actually provides two exemptions from"'the Federal 

securities laws. One exemption allows a public offering, an 

offering made by general solicitation, if the offers and sales 

of the securities are made exclusively in one or more states, 

each of which provides for the registration of such securities 

and the delivery of a disclosure document prior to the sale of 

such securities. Such a public offering would permit the securi­

ties to be freely transferable under Federal statutes in those 

15/ 	Release No. 33-6389 (March 8 , 1982). Rules 501 through 503 
state general requirements for using Regulation D. Rules 
504 through 506 detail provisions fo~ specific types of 
exempt offerings. 

http:businesses.15
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states where they have been registered. The second exemption 

allows a private offering, an offering with no general solicita­

tion and with resale restrictions on the securities sold, without 
. , 

imposing any limit on the number of bfferees or purchasers and 

without requiring that specific information be furnished to 

offerees or purchasers. 

Issuers attempting to raise capital in more than one st~te· 

through securities offerings that are exempt from registration 

are faced with the responsibility of complying with the securities 

laws of each state in which the offering is made. The disclosure 

and prospectus delivery requirements vary considerably from 

state to state. The need for issuers to comply with disparate 

state requirements causes serious delays in the offering coming 

to the market and raises the costs of the offering. It is 

therefore important to provide an exemption under state securities 

laws for de minimus private offerings and a simplified uniform 

registration procedure for public Rule 504 offerings. 

RECOMMENDATION SA 

It is recommended that the states retain or adopt a uniform 
limited offering exemption for de minimus private offerings 
that is not dependent upon compliance with Rules 505 or 506. 

NASAA has endorsed a Uniform Limited Offering Exemption 

("ULOE") intended to coordinate with Regulation D and to provide 

for uniformity among the states. ULOE, however, provides only 
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16/ 
for exemptions pursuant to Rule 505--and, optionally, for Rule 

17/ 
506.-- NASAA has not endorsed a Rule. 504 type exemption ~ In 

order to facilitate the capital formation process for smaller 

businesses, this recommendation urges the adoption of a ULOE 

for 	de minimus private offerings. 

RECOMMENDATION 5B 

It is recommended that the states adopt a uniform registra­
tion procedure for public offerings under Rule 504 that permits 
simplified disclosure and applies a lesser standar~ of merit 
review. 

uniform state disclosure and prospectus delive~y require­

ments should be encouraged. Uniform state requirements together 

with a lesser standard of merit review would ease the burden 

on those small issuers raising capital and relying on Rule 504 

for an exemption from the Federal registration requirements. 

RECOMMENDATION 5C 

It is recommended that in order to further aid small business, 
the SEC and states should consider increasing the dollar amount 
that can be raised in reliance upon the?exemption provided by 
Rule 504. 

Currently, an issuer may raise up to $500,000 from an 

unlimited number of investors pursuant to Rule 504. This recom­

mendation would increase the ceiling for 504 offerings thereby 

assisting smaller businesses in raising capital. 

16/ 	Rule 505 permits sales to 35 nonaccredited and an 
unlimited number of accredited investors with a ceiling 
of $5 million. 

ll/ 	Rule 506 permits sales to 35 nonaccreditedi.n"estofs 
who must be sophisticated and an unlimited number of 
acqredited investors. There is no dollar limitation 
under Rule 506. 

j~, _. 
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RECOMMENDATION 6 Improving Liquidity for Small Businesses 

It is recommended that a program be developed to improve 
liquidity for smaller public growth companies by easing require­
ments for entry into established trading markets and by further 
strea~lining the means by which purchasers of restricted securities 
may resell their stock. 

Specifically it is recommended that the SEC and the SBA 
jointly undertake a study to determine what criteria and business 
considerations are used by small and regional broker dealers to 
create a market for small local public compani~s. The study 
should include, but not be limited to, eCbnomic considerations 
such as minimum capitalization requirements, ability to receive 
and disseminate information, 'and insurance requirements under 
the Securities Investor Protection Corporation. 

A principal impediment fo the capital raising processes 

of small businesses is the inability of such bu~inesses to 

raise money quickly and inexpensively by sel'lingtheir secur i-

ties. The primary reason for this is the lack of liquidity 

of securities of smaller businesses, particularly those which 

areprivatelyheld. Securities of privately held companies 

do not have access to the public trading markets such as the 

exchanges or NASDAQ. Furthermore, securities purchased in 

private transactions may only be resold if stringent and very 

specific resale requirements are met. Even companies which have 

registered their securities for sale to the public m~y find a 

very limited public market after the , initial distribution. 

While the eligibility requirements for exchange or NASDAQ 

listing and the rules restricting resales of securities purchased 

in private placements are consistent with the theory of 

investor proteciion, they tend to be more of an impediment to 

the liquidity needs of small firms than of larger businesses. 
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IV. TAXATION 


A. Statement of the Issue 

In his Fourth Annual Report on the State of·Small Business, 

President Reagan highlighted the significance of tax reform and 

its impact on small business by noting that "[C]ongressional 

action on tax reform, however, is very much in order. Our efforts 

to lower the tax burdens on small business are not complete as 

long as the tax code is so cumbersome and complicated. Business 

must be allowed to develop based on opportunities in the market 

place, not on their ability to weave around the various tax 

technicalities that have developed over the y~ars. Our goal is 

a simplified tax system with the lowest possible burden for the 

individual and small business. Our goal in this reform is not 

to balance the concerns of various special interests, but to 

achieve a faire~ and simpler tax system for all tax payers, 
19/ 

including our 14 million small businesses."-­

This year, proposals before Congress to restructure the 

nation's tax system may significantly alter the financial 
(] 

course of the small business seGtor. The role which Federal 

tax laws, both individual and corporate, play is key to 

small businesses' ability to obtain and retain capital. 

Disincentives to this dual need should be identified, and 

18/ 	 This section was written based upon recommendations 
made prior to submission of recent tax proposals to 
and from the Congress. 

19/ 	 See, ~he State of Small Business: A Report of the President __ ~ 
Together with the Annual Report·on Small Business and. Com­
petition of the Small Business Administration (Washington 
D.C.: U.S. Government Printing Office, May 1985) (emphaSis 
added) • 
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legislative and regulatory proposals to rectify such problems 

should be endorsed 1n order to enhance the vitality of the small 

business community. 

B. Recommendations 

RECOMMENDATION 1 Deduction of Dividends 

It is recommended that corporate dividends be treated 
as a deductible expense, phased in at 10% per year over a 
ten year period. 

Under the present Internal Revenue Code, corporate 

taxable income paid as dividends to individual shareholders 

generally bear two taxes: the corporate income tai and the 

individual income tax. The system also views the use of 

certain corporate assets for personal benefit as imputed 

dividends. Excessive salaries may be found to constitute 

imputed dividends, for example. In addition a confiscatory 

accumulated earnings tax exists which effectively encourages 

corporations to make dividend distributions to shareholders. 

Double taxation of earnings distributed as dividends to 
'9 

shareholders ~lso encourages corporations to finance their 

operations with debt rather than equity. 

The recommendation would reduce the existing incentive 

for corporations to raise capital by issuing debt and would 

make equity securities more competitive with debt. Because 

dividend relief also would reduce the incentive to retain 

earnings, corporations would be· likely to pay greater 

dividends and tt> seek new capital, both equity and debt, 
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in the financial markets. Corporations thus would be 

subject to greater discipline in deciding whether to retain 

or how to invest their earnings~ The increased level of 

corporate distributions would expand the pool of cCipital 

available to n~w firms. This should, in turn, enhance 

productivity and efficiency across the economy. ultimateiy, 

this type of an appro.ach could~ result in the elimination of 

the uncertainty involved in planning for the accumulation 

of corporate wealth. Phas~,ng the proposal in over a ten 

year period appears to be a sensible approach: to such a'" . 

revision in tax policy. 

RECOMMENDATION 2 Capital Gains Differential - Individual 

It is recomme'nded that the present 60% exclusion of 
realized ·long-term capi tal gains ·from tpxable income (th~ 
"Capital Gains Differentia1")b~ maintained. 

The present tax system provides for a significant 

differential between tax rates on capital gains and 

ordinary income~ In 1978 and 198! capital gains tax cuts 

were mad~ and have proven to be 'beneficial both in terms 

of capital formation and government revenues.' Such cuts 

contributed to a burst of new risk.capital, entrepreneurship 

and job creation. A better investment climate led to 

record numbers of new stock offerings, bolstered corporate 

equity value and employment opportunities~ Concomitantly, 

despite the cut in the maximum capital gains tax, revenues 

attributable to capital' gains increased in 1982. 

The differential is an important incentive for capital 
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formation because it encourages saving and investment~ 

rewards risk-takj.~g 	 and enables emerging businesses to 

compete for both capital and managerial talent. Since the 
, . ; 

initial cut in 197.8, growth companies have been successful 

and the market. for suchstockshas,risen substantially. A .. 

facet of this process is that investment fundsha~e.been 

attracted to venture capital enterprises which have 

invested in growing small businesses or start-up companies. 

The attraction o~ capital to growth companies is a 

desirable factor from the vantage of sma~l busine~ses. 
oft' 

RECOMMENDATION 3 	 Capital Gains Parity - Corporate and 
Individual 

It is recommended that corporations be granted the 
same rate of exclusion of realized capital gains from 
taxable income th~t' il1dividuals are granteil, namely,' 60%. 

Corporate and individual capital gains tax cuts should 

be similar in order to avoid having ~ax considerations dictate 

the form of doing business. Historically, individual and 

corporate rates have been change~ together and been rough~y 

the same. Neither individuals nor,corporations shoulq be 
• . ' >, 

discouraged from making fisk capital investments, including
~ : , ~ . 

venture capital. In the la~t series of cuts, the corporate 

rate did not keep. pace with the individual rate. The 

percentage of corporate contr~bution to ventur~ capital
". 	 ' 

investment has decreaseil over .this time period. " parity 

would make more funds available for investment in start ­

up companies and growing small businesses~ 
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RECOMMENDATION 4 Small Business Participating DebentQre 

It is recommended that a Small Business participating 
Debenture ("SBPD") be adopted for enactment into 'law. The 
SBPD proposal has undergone scr~tiny throughout Congressional 
hearings, s6 that many technical and policy issu~s raised 
by the legislation have been narrowed and fOdused. Howeve~, 
the concept needs additional refinement to eliminate the 
following problem areas: 

1. 	 Definition of small businesses eligible to 
issue SBPDs: It is b~lieved that the current 
limitation of $1 million in paid-in-capital 
is too low and therefore it is recommended 
that a level of $5 million be established. 

2. 	 SBPDs should not be issued between related 
parties within the meaning of Sec. '1561 and 
Sec. 267. 

.'The SBPD generally would have the following features: 

a. 	 The SBPD could be a general or secured obligation 


of the company. It would pay a stated rate of 


interest not less than a standard rate negotiated 


by the parties (but not less than the Section 483 


rate). The SBPD would provide for the payment of 


a share of the total earnings, preferably net 


earnings, of the issuer. 


b. 	 The_ small business entrepreneur would be able to 


deduct interest payments and amounts paid as a 


share of earnings as a business expense. The 


stated interest received by the investor would 


be taxable to the investor as ordinary income. 


The amount paid as a distributiori of a share 


of the company's earnings would be taxable at 


the preferential long-term capital gains rate. 
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An SBPD would be treated as Section 1244 stock 


and, therefore, an individual irivestor would 


generally treat a loss on an SBPD as an 


ordinary loss. 


c. 	 The particular terms of the SBPD would be determined 


by the parties in accordance with the prevailing' 


market. The SBPD would have a fixed maturity date, 


and voting and conversion rights would not be 


available. The SBPD could be a self-executing 


instrument (i.e., there would not be any ne~d for 


government approvals, permits or filings). 


d. 	 The SBPD also could provide an investment tax 


credi t to the investor. The nature of s'uch tax 


credit varies among the different proposals. 


The SBPD continues to be a solution to the problem of 

access to capital, particularly in the raising of funds for 

long-term financial needs such as the expansion of plant, produc­

tion and sales. Enactment into law w6uld enable small businesses 

to attract investors who believed in the company's growth potential 

and ability to earn capital surplus. 

RECOMMENDATIONS Repeal Personal Holding Company Tax 

In light of the similarity in rates between cOJ;porations 
and ind iv iduals, it is recommended that the per sonal hold i ng 
company provision be eliminated. As an alternative, itis 
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recommended that the ,provision be amended so as to ensure 
that the penalty tax not apply to act'ive businesses. ' 

The personal holding company prov~sion imposes a 

penalty on the undistributed income of certain cotporations 

controlled by a limited number of shareholders and receiving 

a large percentage of its inc'ome from specified sources. 

The purpose of the provision is to penalize the use of 

personal holding comp~nies to avoid the graduated income 

tax on individuals and accumulated earnings tax on 

corporations. A corporation is a personal ho~ding company 

if 60 percent or more of its income is personal holding 

company income and more than 50 percent of its stock is 

owned by fi~e or fewer individuals. The tax is 70 percent 

of undistributed personal holding company income~ 

Many small businesses engaged in active operations 

are in lines of business that have a similarity to 

passive activities, e.g., real estate, ~oftware, technology 

research, licensing and franchisi1'),g., These businesses were 

not the ~argets for 'the personal holding co~pany tax, and 

it is believed that t~e need to prevent abuse by these 

active companies is, small in compar;ison to, the heavy burden 

this provision places upon small businesses. 

RECOMMENDATION 6 'Accumulated Earnings Ta~ 

In view of the riarro~ing ,of the diffe~ence between 
corporate and individual rates, it is recommended that 
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the accumulated earnings ta.be rep~aled pr, at the very 
least, thesa'fe harpor pmount increa'sed to, $?OO, 000 •. 

.. i . ~. 

Under the I~ternal Revenue Code the accumulat~d 

earnings tax is ~mposed on. any corporation forllled. or . 

, availed of fpr the purpose of avoiding the income tax 

on sharehold~rs,by permitting earnings ~nd profits to 

accumulate r,ther .t~an be distribut~d. The present 

provision dges not apply until aggregate accumu~ations 

exceed $250,000. 

It is believe~ that unwise economic decisions by 

businesses may be driv~n by this tax. The tax adv~rsely 

affects the goal of capital formation. Capital could be 

needed after the ,decision to pay out dividend~ in order 

to avoid an unreasonable accumulation has been made and 
", . 

effectuated. Accumulation of capital in a small business 

should be encouraged~ 
. . 

RECOMMENDATION 7 Incentive Stock Options (ISOs) 

'{ 

It is recommended that current ·law r.elating to. ISOs 
be changed in several respects: 

(1) The $100,000 aggregate FMV per employee 
. limit shoul~ be replaced with a reasonable 
multiple of salary, for example two times 
salary. 

(2) The rule requiring ISOs to be exercised ~n 
sequential order ~hould be eliminated. 



-44­

(3) 	 Directors should be included as "employees" 
and a limit should be imposed on ~irectors' 
ISO grant that is not greater than that of 
the highest compens~ted employee participat­
ing in the plan. 

(4).	The difference between the option exercise 
price and the FMV of the stock subject to 
the ISO at the time of exercise should be 
elimiriated as a tax preference ite~. 

The Economic Recovery Ac·t of 1981 ("ERTA") author ized 

corporations to grant to employees IS0s which, If certain 

condi tions were met, eliminated any tax consequence either 

at the time of grant or when exercised. It further provided 

that profits from subsequent sales of the se~urities acquired 

by option would be accorded capital ~ains treatment if held 

for one year or longer. 

As a result of almost three years of experience since 

ERTA]s enactment in 1981 it is now apparent that one 6f the 

legislative ISO conditions has acted to severely limit the 

effective use of IS0s by companies seeking to increase their 

rate of productivity. Options must be exercised in the 

sequential order in which they were granted. This require­

ment sever~ly diminishes their value if either the exercise 

price of options granted earlier ,exceeds the current FMV 

of the stock or if IS0s granted later have a lower exercise 

pr ice. 

TEFRA further eviscerated IS0s by including' the spread 

"between the exercise price and the FMV as a tax preference 

_.... -~ 
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item. This means that if the taxpaye~ is subject to the 

alte~native minimum income tax, a 20 pe~cent tax is assessed 

on this paper profit. This provision has had an effect in 

many instances of virtually doubling the. tax .rate on gains 

from sales of option stock. 

Finally, the effectiveness of ISOs BS a tool for small 

business development has been limiteq by the fact that 

ISOs are not currently available to directors of corporations 

since directors are generally not considered to be employees. 

Smaller businesses which cannot match the salari~s of larger 

companies are less able than larger firms to attract 

experienced advisors to serve on their boards of directors. 

A key to job creation, innovation, productivity and 

market competitiveness in the international arena l·ies 

with the talents of imaginative, entrepreneurially-oriented 

employees in both emerging, growth-oriented, independent 

businesses and larger, well-established companies. It is 

precisely these types of individuals who are attracted by 

the opportunity to participate in high risk, high re.ward 

investment programs as opposed to less generous anq less. 
demanding, but more secure salaried positions offered by 

other concerns. Incentive stock options need to be legisla­

tively modified to make them a more att~active, useful compen­

sation device. 

RECOMMENDATION 8 Profit-Sharing and other Defined 
Contribution plans 

It is recommended that the Federal Government recognize the 
importance of profit-sharing and other defined contribution 
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plans to small business and no't enact legislation that would 
further complicate defined co~tribution plans or make them less 
attractive to -small business. . 

. In 1939, the Vandenberg-Henning Subcommi ttee of the 

Senate Finance Committee conducted an intensive study o·f profi t­

sharing plarls and concluded: "We believe it (profit.,o;sharing) 

to be essential to the ultimate maintenancebf the capitalistic 

system." Partly influenced by. these favorable finding-g, Congress 

passed legislation providing tax advantages for qualified, non­

discriminatory deferred profit-sharing plans. 

Today, there are currently 360, OOOdefer.~~d -profi t-shar ing 

plans in existence covering 20 million employees with well over 

$175 billion in assets. Of these 360,000 companies, it is esti­

mated that 350,000 have less than 100 employees. 

P~ofit-shariilg has been particularly suited to smaller 

businesses that have cyclical profit patterns and capital needs 

that differ from a larger corporation. Thus, unlike a defined 

benefit plan, no contribution is required in a non-profit or low 

profit year. And, second, the ~m~loyerneed not be concerned 

wi th adverse pension im7estment results. 

Over the years, legislation affecting profit-sharing has 
• 

been directed in two general areas: first, to see that par'tici­

pants' right~ and account balances are· pr?t~cted and, secondj 

that plans do not discriminate in favor of th~ higher paid execu­

tives within a company. 

Some of the legislatirin, particularly th~ "tbp-heavy" 

rules and complex fiduciary provision's, have tended to diminish 
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the value o~ pr,ofi t-shar ing, particularly for, smaller businesses • 

•' The cur rertt tax reform'pi6posals'represent a "', ~trong, 

attack on those features which are found predo,minaI?tly in 

profit shar ing and thus, seem to rep.r.esent anattac,k on profit- ", 
. . " 	 '\ "; .' _."' ". 

sharing. Some of the specific provisions in th~ T~easury tax 
. \! r.· . 

reform proposal having the effect of restricting de'fi,ned cont.ri ­

bution plans are: 

(1) 	 The elimination oe carry-over provisions for 
contributions fo pJ;'ofit-sharing plans; 

(2) 	 The requirement thit profit-sharing contri ­
?utio~s not exceed 15% of each participant's 
compensation; • 

(3) 	 The restiiction on early withdrawals from 
qualif.,ie~ plans; 

(4) 	 The elimination of favorable tax treatment .. 
for lump sum distributions, including lO-year 
income averagi~g and capital gains treatment, 

'for 	certain lump sums,'and unraalized apprecia­
tion on distribution employer stock. 

By making profit-sharing less attractive, small busi­

nesses will find the ability to attraqt quality professional and 

innova t i ve personnel reduced. More imp-or tantly, profi t-shar ing 

plans are a ma-jor source of sav ings and retirement equi ty for 

many ind ividuals who would not otherwise have. the opportuni ty to 

build such retirement income and savi,ngs reservoirs. 

RECOMMENDATION '9 Employee'stock Ownership Plans (ESOPs) 

, . 
It is recommended that no changes be made in the 

current law relating to ESOPs. 

Employee oW'l)ership has eme.cgeii' aSi.1rl 'important issue in 

just about e~ety industry iri the country. in an era of'tough 
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economic competition employers are looking for ways of keeping 

a lid on wages to the greatest extent possible iri order to help 

control costs, while still motivating their employees to imptove 

productivity. Employee stock ownership plans (ESOPs) offer 

employers an attractive means of increasing employee compensation 

without imposing a short term strain on cash flow, of motivating 

workers by offering them a share in the potential growth of the 

company, and of providing attractive financing alternatives for 

a company. 

Employee stock ownership plans have been in existence since. 

the late 1950's when Louis Kelso began to put into effect the 

ideas he had conceived in his book The Capitalist Manifesto. 

The idea of the ESOP, as Kelso envisioned it, was to begin to 

provide workers with access to capital credit so that they 

could participate as capitalists in the economy as a means of 

supplementing the wages they earned by their labor. 

Congress has supported the ESOP concept by passing 16 

different bills which include ESOP incentives, culminating in 

the passag~ last year of the Tax Reform Act of 1984. That bill 

included significant incentives for the establishment of ESOPs 

and has sparked a noticeable increase in the number of ESOPs 

nationwide. Many of the new provisions were intended specifically 

to encourage smaller businesses to install ESOPs and have had a 

direct effect on small business capital formation. 

Small businesses are just beginning to assess the positive 

effects of the recently enacted IRC provisions regarding ESOPs. 
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The tax reform proposals do not recognize the fundamental role 


of ESOPs in small businesses and would impose unduly burdensome 


regulations. 


RECOMMENDATION 10 Non-D i sc rim i na t ion Ru les 


It is recommended that current rules be reviewed for their 
impact on small business so that there.are means by which small 
business can establish plans which can achieve- safe harbor com­
pliance. It is further recommended that. proposed new rules be 
opposed on the basis of their negative effect on small business. 

According to a recent survey conducted by the Employers 
20/ 

Council on Flexible Compensation (ECFC)--, 453,096- small employers 

(between 1-100 employees) currently sponsor a 401(~) plan. These 

plans cover 4,475,367 employees. There are 29,184 large employers 

(over 100 employees) that currently have a 401(k) plan. These 

plans cover 16,351,330 employees. Total employees covered by 

401(k) plans now exceed 20 million. The survey also indicated 

that 37% of small employers offer 401(k) plans as their only 

retirement plan and that 401(k) plans now cover 28% of the private 

sector workforce. In addition, over 120,000 small employers and 
,~ 

almost 10,000 large employers intend .to"install a 401(k) plan 

within the next 12 months. The number of employees that would be 

covered by these new plans is over 3 million. 

Speeial 401(k) rules on discrimination in contribution 

permit proportionately more contributions to be made for higher 

paid employees compared to lower pa·id employees than would be 

20/ The ECFC is a national association of employers that sponsor 
cafeteria and 4~l(k) plans. Among other functions, the ECFC 
serves as a national clearing house for information about flexible 
compensation. 
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permissible under traditional profitsharing or stock bonus plans. 

A 40l(k) plan is also special in that the employee is given a 

choice ~s to whether to receive an amount in cash 6r to.~ave it 

contributed to the plan on his behalf. Because of special ta~ rule~, 
". , .. ' 

the employee is taxed currently only on the amount he chooses 

to receive in cash. The amount he chooses to have contributed to 

the plan is excluded from tax until distributed, just like any 

other employer contribution to a qualified profit-sharing or 

stock bonus plan. 

These and other special features 'of 401 (k) p:Lans would be 

eliminated, or the attractiveness of such features substantially 

reduced, under the tax reform proposals. The proposed nondis­

crimination rules are overly complex and difficult to apply 

fairly in the small firm context. Small firms may ~ail the 

proposed tests, based upon size alone. In many cases, firms 

with small numbers of employees cannot meet the tests as proposed 

under any circumstances. 

RECOMMENDATION 11 Fringe Benefits 


It is recommended that health care benefits and any other 

employee fringe benefits not be taxed. 


The health and welfare ~enefits provided to employees help 


to contain labor and administrative costs. For many employees, 


group health insurafice and other benefit plans~re their only 

, . ' 

form of protection or coverage. Taxation of health insurance 

and other benefits will increase labor costs. Employees will 
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demand higher salaries to cover the new tax, employers' admini­

strative burdens will be increased, and employers' FICA taxes 

will be increased due to the inclusion of the benefits in 

taxable compensation. Such taxation will tend to impede the 

capital formation process for smaller businesses. 

RECOMMENDATION. 12 Investmen.tTax Credits 

The Forum recognizes that Investment Tax Credits under 

current law create disparities in the effective. tax rates 

applicable to capital intensive and non-capital intensive 

businesses. To create equality among taxpayers and stimulus 

to small business, it is recommended that the In~stment 

Tax Credit be retained for both new and used qualifying 

property acquisitions with an annual.limitation on eligible 

property of $250,000; Furth~rmore, the basis of depreciable 

property should be reduced by one hundred percent of the 

credit. 


The 	current ruleiare the product of the 1981 tax 

revisions. In its report, the Senate Finance Committee 

stated that the liberalization of the investment tax credit 

will 	be an effective way of stimulating capital formation, 

increasing productivity and improving,1 the nation's com­

petitivenes~ in international trade. 

Testimony taken by the Senate Finance Committee and 


House Ways and Means Committee in June' 1985, regarding 


elimination of the tax cr~dit adduced the following: 


(1) 	 Capital intensive industries argued that 


adopting the President's Proposal would 


-'- -~sacrifice u.S. competitiveness abroad, 
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would increase costs of capital equipment, 

and would decrease cash flow. 

(2) 	 Chief executive officers of more labor 


intensive companies argued repeal would 


neither reduce business· investment nor harm 


u.s. 	competitiveness. 

The U.S. Chamber of Commerce in a June 1985 release 

declined to take a position on the President's Proposal 

noting that its provisions would reduce taxes' for some 

industries while raising taxes for others. 

In general, the President's Proposal supports the 

elimination of the investment tax credit in conjunction 

with the adoption of a new Capital Cost Recovery System. 

The proposal supports eliminating the credit based on 

perceived flaws in the current system. The flaws include: 

(1) the fact that the investment incentives are neither 
. 	 ~. 

systematically protected from jnilation nor allocated 

in a neutral or efficient manner (Example: investment 

tax credit reduces effective tax rates more during periods 

of low inflation than in periods of high inflation); 

(2) the tax credit is front~loaded, limiting its 

attractiveness to start-up, fast growing·or currently 

.unprofitable businesses. The frontloading makes the 

c~edit attractive for tax shelters redirectihg resoUrce 
-'- ~-
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and energy to the pursuit of tax rather than economic 

advantages leading to weakened economic growth and 

productivity; and (3) repeal would simplify the tax. 

code through the elimination of complex rules. 

The Treasury Proposal advocates the elimination of 

the investment tax credit in conjunction with inflation 

adjustments in depreciation allowances, capital gains, 

inventories, and interest income and expense. This 

adjustment for inflation, it is argued, will eliminate 

the need for, among other things, the investment4~ax 

credit. 

However, the Forum believes that a reasonable dollar 

ceiling on allowable inve~tment tax credits would provide 

small businesses with tax relief and at the same time 

create neutrality of tax incidence between companies compet­

ing in different segments of our economy. 

RECOMMENDATION 13 Research and Dewe10pment Tax Credits 

It is recommended that the President's proposal for 
continuation of the Research and Development Tax Credit and 
a more specific definition of those qualifying expenditures 
be fully supported. · 

The President 1 s proposal recommen~s that the current credit 

for the incremental research and experimentation be extended 

for an additional three years (until Decem~er 31, 1988), in 

lieu of terminating on December 31, 1985, as called for 

under current law. 
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The proposal would also revise the definition of 

qualified research eligible for the credit in order to 

target research activities likely to result in technological 

innovations. The definition would focus on new or tech­

nologically improved products and processes in order that 

research expenses would qualify for the credit only if 

they relate to a process or experimentation encompassing 

the evaluation of alternatives that involve a serious degree 

of uncertainty as to whether the desired result can be 

achieved. The proposal also recommends that'9dditional ... 

exclusions be examined and identified in order to prevent 

non-innovative research expenses from qualifying for the 

credit. 

The purpose behind the existing credit for .research 

and experimentation expenditures is to provide an incentive 

for creating technological innovations. Empirical evidence 

supports the proposition that the current law provides a 

valuable tax' benefi t and incenti"e to small business in 

the formative stages experiencing growth in research and 

development activities. The President's proposal recognizes 

the value of the credit in accomplishing this objective. 

However, the President's proposal also perceives that the 

cur~ent provisions are overly broad by allowing taxpayers 

to claim a credit for expenses even though there is little 

doubt as to the outcome ot the procedure. 
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RECOMMENDATION 14 Depreciation 

It is recommended, that: 

The asset life classifications and depr~ciation 
rates pro~o~ed under CCRS be adopted, as the reduction 
in depreciation would be largely offset by reductions 
in corporate and individu~l tax rates. ' 

The indexirt~ of capital assets other than real 
property should not be adopted due to the complexity 
and uncertainty~urrounding its ~pplication~ 

The present ta~ law as it applies to the taxation 
of capital gains and ordinary income, depreciation 
recapture fbt teal and personal propertj be retained. 

Current law provides for an Accelerated Cost Recovery 


System (ACRS) as adopted in 1981. ACRS generally permits 


faster cost recovery and greater depreciation dedqctions 


than realized under pre-198l law. 


ACRS was introduced in large part to provide investment 

stimulus that is essential for economic expansion. The 

ACRS was adopted during a peribdof high inflation and in 

order to maintain the real value of depreciation deductions. 

The Senate Report stated, wi th regard to the adoption of 

ACRS, that reductions in'the real value of depreciation 

deductions due to high rates of inflafion diminish the' 

profitabilit~ of investments and discourage business from 

replacing old equipment with newer more modern assets. 


Commerce Department figures indicate that business 


capital spending has recovered sharply from the depths 


it reached during the 198~-l982 recession. In 1984, 

gros's spending for new plant and equipment was $425 ' 

billion, an increase of 20% from the $353 billion that was 

'spent 'during 1983. Additionally, investment spending 

beyond what was needed to replace old structures and 
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equipment rose even more dramatically from $50 billion 

in 1983 to $107 billion in 1984. Moreover, in the 

eight quarters following the end of the 1982 recession, 

outlays for producers' durable equipment increased by 

$45 billion (measured in constant 1972 dollars) or by 

41%. This reflects an annual growth rate of approximately 

19%, which is far greate~ than the 8% growth rat~ realized 

in a similar period following the 1975 recession. Many 

commentators attribute this investment boom-, in large 

measure, to the ACRS and investment tax credit provisions... 

adopted in 1981. 

The tax reform proposal would repeal- ACRS in favor 

of a Capital Cost Recovery System (CCRS), which would base 

depreciation on the inflation adjusted cost of property 

rather than on historical cost. Under CCRS, there would 

be classes of property each with different recovery periods 

and depreciation schedules. The depreciation schedules 

are based upon the declining balince rate switching to the 

straight line method. Extended depreciable lives and 

rates do not appear to severely impact small businesses 

due to reduction in corpor~te arid'individual rates. 

CCRS would adjust depreciation allowances for inflation 

by means of a basis adjustment. Under CCRS,· after adjust.;. 

ment for allowable depreciation in the prior year, an 
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assets unrecovered. basis would be adjusted for inflation 

during the current year using .an appropriate government 

price index. The applicable depreciation rate would be 

applied to the resulting adjusted basis. The inflation 

adjustments would continue after the switch to the 

straight line method. Th.e Forum believes that indexing of 

capital assets adds to the complexity and uncertainty qf 

tax reform and should be limited to real property. The 

complexity of indexing is not justified for assets with 

short useful lives but is justified for real estate assets 

because of their substantially longer useful lives over 

which inflation effects are much more significant. 

Under CCRS the asset's adjusted basis would be used 

for purposes of computing gain or loss upon disposition 

of the depreciable asset. All gains would be treated as 

ordinary income, with no preferential treatment under 

current law. The Forum believes that the present law 

should be retained as it applies to Pfeferential treatment 

of capital gains with existing recapture provisions. 

The tax reform proposals recommend changing to CCRS 

for several reasons. First, in periodS of low inflation 

ACRS reduces tax rates on investments in depreciable assets 

creating artificial incentives for investments in depreciable 

property. These investment distortions, it is argued, 

ha~per economic efficiency arid operate as an undeclared 

government industrial policy. Additionally, ACRS incentives 
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are not distributed among depreciable assets in a neutral 

or systematic manner. The proposal notes that there is a 

substantially lower effective tax rate for machinery and 

equipment than for structures, and goes on to argue that a 

more neutral cost recovery system would preserve incentives 

while equalizing effective tax rates across assets. Addi­

tionally, it is noted that ACRS has c6ntributed to ~he 

growth of tax shelters by promoting substantial up front 

deductions and the churning of assets. 

The President's proposal advoc~tes CCRS as a m6re neutral, 

simplified and efficient system of depreciation. Neutrality 

is said to be achieved through classifying property on the 

basis of economic depreciation and, with approptiate rates 

and ~chedules, yields the same effective tax rate for all 

depreciable assets. Simplification, it is noted, is 

achieved by eliminating recapture and reducing the impact 

or importance of existing complex rules. 

RECOMMENDATION 15 Industrial Revenue Bonds (IDBs) 

It -is recommended that the President's proposal regarding 
an early phase-out of the rules for industrial revenue 
bonds be rejected. The phase-out scheduled undetpresent law 
should be retained. 

IDBs have become an important source of capital for 

small businesses in recent years as traditional credit markets 

have become less accessible to them due to high and volatile 

interest rates. In this economic climate, small businesses 

have turned increasingly to IDBs as a source of financing 

for growth and ex~ansion. State programs providing funds 
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for small businesses have also relied heavily on IDBs as 

a primary source of funds. 

A sunset provision contained in the Tax Reform Act of 

1984 would eliminate the tax-exempt status for all small 

issue IDBs by 1989. This sunset pr.ovision was the res'ult 

of Congressiona,l and Treasur;y Department concernst·hat small 

issue IDBs were increasingly being used by large businesse's, 

that they were being used ,to fund types of facilities less 

deserving. of a federa,l subsidy, and that they ~ere not in 

any way targeted to economically needy areas. 

The tax reform proposals, as written, would rlipeal the 

tax exemptiop ,for all private-purpose bonds on January 1, 1986. 

As a resul t, many .contemplated projects would be cancelled 

and there would be uncertain effects on projects under construc­

tion or subject to binding contracts. Accordingly, the 

phaseout schedule under the present law should be retained. 

RECOMMENDATION 16 Cash Basis Method of Accounting 

It is recommended that the cash b~sis method of accounting 
be retained. 

The cash 6asis ~ethod of accounting is a clear ~nd 

consistent measure of taxable income for service oriented 

organizations, which recognizes the economic reality of 

earnings and cash fiow. Service organizations should not 

be required to incur interest and finance charges in order 

to pay taxes on uncollected receivables. The distinction 
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and purpose of financial and tax accounting has not been 

recognized in the President's proposal. Thus, the finanqial 

conformity requirement for utilization of the cash method 

of accounting fosters arbitrary comp~titive disadvantages 

among organizations in the same .industry solely by virtue 

of the unrelated non-tax motivated requirements of lenders 

and equi ty investors.. The proposal actually encour ages 

uninformative financial reporting. Furthermore, competitive 

disadvantage also is created by the relative difference in 

size of similar businesses. 

The cash method of accounting does "clearly reflect 

income" of a professional service organization. The 

opportunities to defer or to distort the income of a 

service organization are circumscribed by business practices 

and conditions of the marketplace for those'services. 

Salaries typically must be paid bi-weekly, payables are 

small, and no business is likely to forestall the collection 
l' 

of receivables. The cash method has been a permissible 

method of accounting for decades because it affords 

simplicity and certainty to tax ~eporting. 

Based on the foregoing analysis, the cash basis method 

of accounting should be retained. 

RECOMMENDATION 17 Interest Expense Deduction 

The Administration's proposal regarding limitations on 
the deduction of interest expense does not adequately 
address the potentially adverse economic impact on the real 
estate development industry, nor.on manufacturers and sellers 
of consumer goods typically purchased on credit (i.e., 
automobiles and other durable goods). It is recommended that 
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the political and economic side effects of the proposal be 
thoroughly analyzed and researched before enactment in its 
present form. 

The. Administration's proposals applicable to investment 

and personal interest expense are intended to apply primarily 

to limited investors in real estate tax shelters as well as 

wealthy taxpayers who incur indebtedness to acquire significant 

personal assets, such as vacation homes. As the provisions 

are not generally applicable to interest incurred in the 

conduct of a trade or business, many small businesses will 

not be impacted. with respect to the indirect ef~ect on the 

real estate industry, however, the interest provisions 

cannot be analyzed apart from the effect of other proposals 

for reform. These other proposals would subject real 

estate to the "at risk" rules, significantly extend the 

recovery period of real property, and require recapture of 

prior cost recovery deductions. 

It is undoubtedly true that present law has, in many 

instances, encouraged the acquisitio~ of real property 

at inflated values by tax shelters in order to generate 

a return to wealthy individuals derived largely from the 

tax benefits rather than the economic considerations 

of an investment. The major flaw in the Administration's 

analysis, however, is that it fails to address the 

potentially adverse impact of the proposal on the overall 

economy. The real estate development industry, which is 

comprised of many small businesses, may suffer an economic 



-62­

recession by a curtailment of the deductibility of interest 

expense associated with commercial and residential real 

pro~erty (in conjunction with the other proposals for 

reform) • 

The Government historically has subsidized the cost 

of residential rental property in one form or anothe'r i either 

through exemption of the "at risk" rules or by issuance of 

tax exempt bonds. The associated escalation in the cost 

of rental dwellings created by the Administration's pro­

posals, which may be politically and economicfillyunacceptable 

for low and middle income fami lies, has not been an'alyzed 

thoroughly. Furthermore, the proposals do not take account 

of the potentially adverse impact on the value of residential 

real property presently held by investors and assigned as 

collateral to financial institutions. 

The Administration's proposal regarding the capitalization 

of interest on self-constructed property is intended to provide 

a bette! matching of revenues and expenses by the recovery 

of construction period interest throrigh depreciation, 

amortization, or cost of sales. the proposal penalizes 

small business and other taxpayers, however, in that debt, 

which is not specifically attributable to the asset under 

construction, is first allocated to those assets.· The 

proposal fails to recognize that businesses typically incur 

non-specific indebtedness for purposes of carrying the 

costs of other assets, such as inventories and receivables, 
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as well as to' financ.!;! the cost of other working capital 

requirements. The Administration's proposal could result 

in the capitalization of cost in excess of the asset~s fair 

market value, or cost of acquisition from an unrelated 

party, solely by an a~bitrary allocation,of interest 

on non-specific indebtedness9 The proposal also <loes 

not clearly define assets with a rilong useful life" that 

would be 'subject to the provi sions. The proposal includes 

those assets wi th a CCRS Ii fe of 5; 6 or 7 year s'. There are, 

however, only six classes of CCRS lives under the~' 

Administration's proposal for reform to recovery periods. 

RECOMMENDATION 18 Budget Deficit 

The Forum is of the unanimous opinion that the primary 

issue before Congress is the Budget deficit and not tax 

reform. 


The Forum participants expressed their views with an 

apparent deep degree of urgency regarding the need for 

control of our budget deficit. Tax. reform is secondary 

to budgetary control and should be one of the means to 
-

help support a sounder budgetary policy. 

RECOMMENDATION 19 Payroll Taxes 

It is recommended that the Federal Government address 
increasing payroll-related costs of small employers and 
recognize that any action increasing these costs would 
further hamper the ability of small businesses to generate 
new jobs and ,to maintain the existing workforce. 

Payroll taxes fund two popular social programs - Social 

Secu'r i ty ano Unemployment Compensation. These taxes work 

a heavier impact upon smaller businesses since such businesses 
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are generally labor intensive and a larger portion of their 

total payroll is subject to these taxes. Indeed, studies 

have shown that for small businesses, payroll taxes have made 

up to 70 to 80 percent of their taxes and in many cases up 

to 100 percent of their taxes. 

Over the last two decades small businesses have been 

the primary creators of new jobs in the u.s. economy. payroll 

taxes inhibit the creation of such new jobs. These taxes 

also increase costs for small businesses and interfere with 

the maintenance of a stable workforce and effective competition. .. 
RECOMMENDATION 20 Corporate Tax Structure 

It is recommended that Congress adopt the following 
corporate tax structure: 

Taxable Income Tax Ra te 
$ 0- 50,000 15% 

50,000-100,000 20% 
100,000-150,000 25% 
150,000-200,000 30% 

Over $200,000 35% 

The above structure will address two primary zones of 

potential economic expansion [(l~ Successful small firms 

with growing earnings of $25,000-$100,000, and (2) more 

mature small firms with earnings growing from $100,000 ­

$ 3 00,000 in sales] where retained 'earn ings are the pr imary 

source of expansion c~pital because outside sources of 

capital are frequently inaccessible or unavailable on an 

economic basis. The above schedule is modeled after the 

House Ways and Means Corporate Tax Proposal of 1981 with 

the top rate modified to 35% {as opposed to 34% in the 
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original proposal). The primary features are doubling 

brackets by stages and reducing to the top rate by stages. 

As the deficit is a preeminent concern of small business, 

this proposal is designed to be revenue positive~ By the 

Forum's calculations, these changes would yield a revenue 

increase of about $2.8 billion compared to the President's 

proposal, if done immediately, and more than this if these 

changes are phased in. The firms which will benefit by 

this proposal are the proven job creators as demonstrated 

by the President's recent Reports on the State o~'Small 

Business. 

RECOMMENDATION 21 FSC Export Income 

It is recommended that small Foreign Sales Corporations 
(FSCs) be allowed to calculate their export income for 
tax purposes in the same proportion to total taxable income 
as foreign sales bears to total company sales. 

The united States deficit in the balance of trade with 

other countries has been increasing at a significant rate. 

The merchandise trade deficits in 19~2 and 1983 were $42.7 

billion and ~69.4 billion, respectively. Currently, most 

export sales are made by large companies, while small firms' 

capabilities to export remain underuti~ized. Way~ should 

be found to encourage small and medium-sized companies to 

export th~ir prodticts. 

In response to this need, the Domestic International 

Sales corporation (DISC) provisions of the Internal Revenue 

Code and the newly adopted FSC provisions were drafted, in 

part, to encourage small and medium-sized companies to export 
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the ir products. Of equal importance to new and ,small £irlll.s, 

is that such tax incentives must be drafted so as not to 

create unwieldy and economically burdensome procedural require~
." f : : ~ 1 ". '.~' ~. ~ 

ments.Such burdens too often bar small and medium-sized 

companies from utilizing these provisions and discouragese,g­
. :' : 0: ' .. "::". .:\. '".i 

ments of the business community from ex~l.orjng expor~: opp~:,=­

tunities. 

Congress and the Internal Revenue service must assure 

that the new FSC provisions will maximize the ~vailability 

of export incentives to small and medium-sized companies 

and encourage them to export into foreign markets. By 

adopting the above proposal small business FSCs could be 

relieved of tremendou~ administrative and record keeping 

burdens associated with the currently overly complex FSC 

rules. The compliance burdens associated with such require­

ments reduce the attractiveness of FSCs and inhibit export 

sales expansion by small companies. 

RECOMMENDATION 22 Small FSC Rates 

It is recommended that corporate tax rates for small 
FSCs be established so as to encourage export sales among 
small FSCs. This small FSC corporate tax rate should be 
set at a substantial discount from domestic rates in order 
to achieve the goal of increased small FSC export activity. 
To be efi'ective, this lower rate needs to be on the order 
of half the domestic rate. 

present rate differentials for small FSCs is not 

sufficient to encourage foreign exports by small business. 

Exports are key to our current trade deficits rather than 
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import restrictions, and small business represents a 

significant potential for increased exports. Exporters 

generally represent our most competitive "sunshine" 

industries with 'potential for growth in revenues and 

increased jobs. 

This recommendation would establish a favorable tax 

environment for'small FSC export sales. Additionally 

increases in small FSC foreign sales would assist in having 

a downward effectupon'u.S. trade deficits. 

\ { 



IV. SMALL BUSINESS ADMINISTRATION 

RECOMMENDATION Supporting the Small Business Admin~stration 

The Forum strongly supports the continuation and 

strengthening of the u.S. Small Business Administration. 


The policy of Congress which led to the establishment 

of the Small Business Administration can be stated as follows: 

The essence of the American economic system 
of private enterprise is free competition. Only 
though full and free competition can free markets, 
free entry into business, and opportunities for 
the expression and growth of personal initiative 
and individual judgment be assured. The preser­
vation and expansion of such competition is basic 
not only to the economic well-being but to the 
security of this Nation. Such security and well ­
being cannot be realized unless the actual and 
potential capacity of small business is encouraged 
and developed. It is the declared pollcy of the 
Congress that the Government should ai&, counsel, 
assist and protect insofar as is possible, the 
interests of small business concerns in order to 
preserve free, competitive enterprise ...~/ 

The reasons supporting the original Congressional 

authorization of the SBA remain true today. 

The SBA has an impressive record of providing critical 

-assistance to large numbers of small business owners and 

operators. Small business assistance programs such as financial 

assistance, procurement assistancel and advocacy are vital 

for new business development and continued economic prosperity. 

"The SBA's record of economic accomplishments, iri terms of 

number of jobs created and revenues 'generated far exceeds 

the cost to the government and adds up to a convincing 

22/ 


case for maintaining the agency."­

21/ S. 408, 99th Cong., 1st Sess. (February 18, 1985). 

-'- -~22/ S. Rep. ~o. 20, 99th Cong., 1st Sess. (March 28, 1985). 
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VI. EXHIBIT 



EXHIBIT A 


SMALL BUSINESS FINANCING TRENDS 


This brochure is intended to provide participants at the SEC 
Government-Business Forum on Small Business Capital Formation 
background material on trends in small business financing. 
Statistics are provided for the ten-year period 1~75 - 1984 for 
all securities offerings registered. under the Securi ties Act of 
1933. 

In Summary, the statistics indicate that: 

o Both initial public offerings (IPOs) arid 
total registered offerings declined in 1984 
compared to ·the previous year. 

o The number of IPOs has been far more volatile 
in recent years than either total registered 
issues or the S&P 500. 

o More than 85 percent of the IPO issuers jn 
1984 had assets of $10 milli6n dr less and 
over two-thirds had a~set~ of $500 thousand 
or less. 

o Underwriters reduced their participation iri 
bringing small company IPOs to market in 
1984. However, there was an increase in the 
percentage of offerings brought to market on 
an agency best-~fforts basis. 

o The Finance, Insurance and Real Estate 
industries showed a Significant increase in 
IPOs in 1984. Together with the Manufacturing 
and Service Industries, they accounted for the 
bulk of IPOs. 

All o~ the material presented (excluding Table 1) i:s derived 
from the SEC's Registration and Offerings Statistics File, which 
contains information on all registered offerings .since 1970. 
This file is available to the public on magnetic tape for computer 

. processing. Information on exempt offerings is available in a 
published SEC study, An Analysis of Regulation D. 

For information on the Registrafionan~ Oifering~ St~tistics 
File, the study of exempt offerings, or any of the data bresented 
in this brochure, flease contact Robert E. Zweig in the SEC's 
Directorate of Economic and Policy Analysis, (202) 272-2850. 

Jeffry t. Davis 
Director of Economic 

and Policy Analysis 
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l 
Table 1 

NET SOURCES OF fUNOO FOR CORPORATE BUSINESS 1/ 
1975 - 1984 ­

(Billions of dollars) 

Year 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 
~ 

1983 

1984 
I 

, Total 
I 

$157.0 

211.0 

254.1 

317.5 

345.2 

335.2 

364.2 

309~<o4 

436.3 

$482.6 

Internal 

$119.7 

134.2 

157.4 

175.7 

188.8 

189.5 

230.4 

234.3 

280.5 

$334.8 

'lbtal 


$ 37.3 


76.8 

96.7 

141.8 

156.4 

145.7 

133.8 

75.0 

155.9 

$147.8 

.. . 

External 

Securities 

$39.8 

35.8 

32.3 

28.7 

19.5 

50.5 

23.7 

45.2 

53.4 


$-21.5 


I 
other Sources 

$ -2.5 

41.0 

64.4 

113.1 

136.9 
I 

-....J 
IJ195.2 I 

llO.l 
" 

29.8 

102.5 


$169.3 


.!I New financing 'less retiremehts for non-farm, non-financial corporations. 

Source: Table B-87, "Sources and Uses of Funds," 1985 Econanic Rep?rt of the President 
and Flow of Funds Statistics, Board of Governors of the Fed.eral Reserve System. 

Prepared by: Directorate of Economic and Policy Analysis 
U.S. Securities and Exchange CalITIission 

'iJ 
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,Table 2 

Ef'FE:eI'IYE RffiISTRATIONS FOR CASH SALE 1/ 

1975 - 1984 


(Amounts in millions of dollars) 


I Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 

Nl.U11ber of 
Issues I Total 
1,417 $40,239 
1,457 34,931 

797 ' 31,713 
833 28,364 
873 34,883 

1,629 63,535 
1,946 62,281 

,1,875 70,092 
3,163 97,341 

1984 ' L~4~ J __ $84,"]63 


TOTAL REGISTERED OFFERINGS 

PreferredBonds, Debentures 

and Notes Stock 
$3,089$30,550 

2,23824,945 
21,898 I 2,387 

1,74318,900 
1,94224,439 
3,23942,534 
1,59535,894 
4,74442,599 I 

46,81D I 7,570 

Ccmrron All Other I 
EquityStock 

$ 966$ :>,634 
8966,852 

1,5265,902 
2,4975,224 

5,643 2,859 ' 
6,57811 ,184 

10,88'213,910 
12,900 9,84,9 
27,720 I 15,241 

$59,)31 $_'LJ25~~8,025 ~3,282 .!..J 
-...J, 

INITIAL PUBLIC OFFERINGS 2/ 

All OtherNumber of Bonds, Debentures Preferred ConIron 

Equity'Issues Stock StockYear Total and Notes 
S 929$" 1,257 73203 $ 205 $ 501975 ~ 

8351631976 1,265 267 0229 I 1,2962,167 30 1181977 216 723 
2,355244 3,100 12 2641978 469I 
2,677288 3743,585 291979 :505. ' 
6,1601,210 1,249584 8,623 41980 

2,,9771,475998 14,6591981 l2 , 10;195" 
' 813 l'5n~: 

, 7,699,10,694 1,474 .. ' 3 , .. .'" ,1982" I
1983 ' , 1,589 7,599:', ' 14,281, ,25,312 3,334 98 

$12,694 '1984"j 1 ,411 $20,065 $3,889'$ 3,219 $ 263 

1/ Includes U.S. business only. 

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


'Source: Registrations and Offerings Statistics File 


Prepared by: Directorate of Econanic and Policy AnalYSis 

U.S. Seturities and Exchange Ccmmission 
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Figure 2 


EFFECTIVE REGISTRATIONS FOR CASH SALE 

(Value of Offerings: 1975 - 1984) 
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Table 3 

1m CCMt-m STOCK BY ISSUERS' ASSET SIZE 

1975 - 1984 


(Amounts in millions of dollars) 


ASSET SIZE 

\ 

$500,000 
or 

less 

$500,POI 
to 

$1,0,00,000 

$1,000,001 
to 

$5,000,000 

$5,000,001 
to 

$10,000,000 

$10,000,001 
and Greater Total 

Year No. Amount No. IImount No. Amount No. Amount No. Amount No. Amount 

1975 14 $ 23.8 0 $ 0 2 $ 1.8 1 $ 0.8 6 $ 46.3 23 $ 73.5 

1976 12 38.8 0 0 4 5.7 7 22.3 19 96.4 42 163.2 
I I 

1977 30 53.4 4 5.0 7 16.5 7 26.0 7 17.3 55 118.2 I 

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 50'4.6 

: 
I 

--...J 

I 
,-. 

'" 
1980 149 424.2 24 71.9 37 150.1 20 95.1 43 507.5 273 1,248.8 

1981 269 1,112.3 34 123.8 120 484.6 43 330.8 78 925.9 544 2,977.4 

1982 189 676.4 30 81.0 40 130.1 22 171.2 34 459.4 315 1,518.1 

-1983 462 1,704.6 51 228.0 124 775.4 77 8.80.• 9 187 4,009.6 901 7,598.5 

1984 487 $1,672.3 24 $ 69.9 84 $ 755.0 36 $252.0 90 $1,139.6 7-21 $3,888.8 
I 

Source: Registrations and Offerings Statistics File 

Prepared by: Directorate of Economic and Policy Analysis 
U.S. Securities and Exchange Commission 
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Figure 3 
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Table 4 

VALUE OF TYPICAL ~N STCXl< IPO BY ISSUERS' ASSET SIZE .!I 
1975 - 1984 

(Millions of dollars) 

Asset Size 

I 	 $500,000 $500,001I 
 I 

or to 

less I Sl,OOO,OOOI 

I 	 Year 


1975 
 $1.1 SO 


1976 
 0 


1977 


1.0 

1.1 1.1 


1978 
 1.2 1.1 


1979 
 2.0 


1980 


1.5 

,-, -3.02.0 ,. 
1981 
 2.8 3.6 


1982 
 2.2 2.4 


1983 
 2.5 3.0 


1984 
 S2.0 S3.0 

$1,000,001 
to 

S5,000,000 

$0.9 

1.1 

2.3 

1.4 

2.0 

3.6 

3.5 

3.0 

4.2 

S3.2 
---~--. ­ - - -- --- ----.J--- ----- --- ----J_ 

.!I Median Offering. 

Source: Registrations and Offerings Statistics File 

Prepared by: Directorate of Economic and Policy Analysis 
U.S. Securities and EX,change Ccmnission 
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 and 
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Figure 4 

ASSET SIZE OF COMMON STOCK IPO ISSUERS 

1984 
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Table 5 

SMALL CXJ.1PANY 1m ISSUES BY ME'IHOD OF DISTRIBUTIOO 1/ 
1975 - 1984 ­

(Millions of Dollars) 

Year 
Underwritten Agency Best Efforts Cnnn""ny Direct .Total 

No. - Amount No. Amount No. Amount No. Amount ! 

1975 0 $ 0 0 $ 0 17 $ 26.2 17 $ 26.4 

1976 7 24.4 0 0 16 42.4 23 66.8 

1977 16 43.4 21 21.1 11 36.5 48 101.1 I 

I 

1978 13 27.8 30 76.3 8 26.0 51 130.1 

1979 31 142.1 47 143.2 11 44.3 89 32!J.6 

1980 93 413.2. 
"':;; 

117 261.5 20 66.5 230 741.2 

1981 258 ~ 1,263.9 175 671. 7 33 116.2 466 2,051.8 

1982 87 498.6 141 374.6 53 185.4 281 1,058.6 

1983 387 2,717.0 240 604.2 85 267.8 712 3,589.0 

1984 
I 

222 $1,229.3 290 $990.3 ll~ _ $529.6 , 631 .$2,749.2.­

: 

I 
I 

~ 
I 

I 

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

Source: Regist~ations and Offerings Statistics File 

Prepared by: Directorate of Econamdc and Policy Analysis 
u.S. Secl!ritie~,and Exchange Canmission 
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Figure 5 


M:ETHOD OF DISTRIBUTION OF SMALL COMPANY IPO ISSUERSlI 

1975 - 1984 
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'lable 6 

VALUE OF SMALL mtPANY 100 ISSUES BY INOOSTRY 11 
, 1975 -1984 

,(Anounts in millions dollars) 

Agriculture 
Forestry 
and Fishing 

Mining and 
Construction 

All Manufacturing 

High Other 
Technology Manufacturing 

Transportation, 
Ccmmmication W1ole~le ", 
and Utility and Retail 
Se'rvice Tl;"ade 

-Finance 
Insurance 

and 
Real Estate Services 

I 

Year No. Anount No. Anount No. Alrount No. Amount No. Amount No. P.lrount NO. AniOunt No~ Arrount 

1975 1 $ 3.5 1 $ 0.6 0 $ 0 3 $ 1.9 1 $ 1.2 2 $ 1.8 7 $ 14.7 2 $ 2.7! 

1976 0 0 0 {) 4 18.0 2 1.3 1 2.0 6 7.6 '5 " ,9.3 5 28.,6 ! 

1977 

1978 

1 

3 

0.6 

3.6 

5 

6 

5.9 

6.8 

10 

19 

28.1 

34.6 

8 

7 

19.1 

20.9 

2 

0 

1.1 

0 

4 

7 

3.6 

16.2 

10 

7 

17.9 

46.1 

8 

2 

24.81 

1.9 

I 
ex> 
V1 
I 

1979 

1980 

1981 

1982 

1983 

1984 

0 

5 

6 

7 

12 

8 

0 

12.2 

15.0 

' ,20.0 

29.4 

$21.1 

19 

56 

141 

41 
':".:.

22 

38 

:

' 

51.8 

186.8 

669.3 

105.8 

6'0': 4 
'" "~ 

'$66.7 

26 1)3.0 

. 60 18d~5_ 

101 477.1 

44 135.7 

157 1,001.0 

101 $, 371.2 

6 

19 

66 

38 

106 

114 

17.5 

52.1 

223.5 

102.1 

466.0 

$325.7 

4 

16 

21 

19 

42 

43 

20.1 

65.8 

108.9 

52.6 

210.7 
It 

$231.2 

-10 " 19.7 

17 48.7 

37 113.8 

23 58.2 

93 ' 417.7 
• 

57 $228.5 

13 

38 

23 

41 

62 

III 

85.1 
-­ , 
;.. 145.4 

; 212.5 
, 

. 297.3 
~~.. ~<'. -." . " ~. 

L:)A:7:6.7 

$f)O~4.3 

11 ; 72.4 

, 19 " 49.7 
.,"." ' ..' 

" 

:..71.­ "_1231 •7 
I': ' 

, ;286.9 68 ' 
:...~ : ,':. 

","".;,. 

218 927.1 

159 $470.4 

1/ Offerings by issuetsof ci:rmon stock with assets of $10 million q,r: less. 

Source: Registrations and Offerings Statistics File 

Prepared by: Directorate of Economic and Policy Analysis 
U.s. Securities and ExChan~ C:Cmriission ' 
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Figure 6 

SMALL COMPANY IPO ISSUERS BY INDUSTRY jJ 

1984 
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