
BDARD DF GDVERNDRS
DFTHE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Z-2733(0n office
copies only)

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 23, 1950.

Dear Sir:

This refers to our letter of May 22 with which we transmitted
a copy of the proposed "Snail Business Act of 1950", H. R. 8565, and
of the amendment to S. 2975 introduced by Senator 0!Mahoney on May 19#

We now enclose for your further information in this connec-
tion an analysis of these bills which our staff has prepared and which
contains a summary of each of them and points out the more important
differences between them.

We are sending copies of this analysis to the Federal Reserve
Bank branches for their information.

Very t:

Enclosure.

TO THE PRESIDENTS OF ALL FEDEBAL RESERVE BANKS.
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ANALYSIS OF BILLS RECENTLY INTRODUCED
PROVIDING AID TO SMALL BUSINESS

On May 19, 1950 > Senator Lucas, on behalf of himself and
Senators Maybank, O'Mahoney, aid Sparkman, introduced a bill (S* 3625)
which would be known as the "Small Business Act of 1950"j and identical
bills (H»R# 8565 and H«R« 8566) were introduced in the House by Mr*
Spence and Mr. Patman* On the same day* Senator O'Mahoney also intro-
duced a substitute for a bill previously introduced by him (5* 2975)
for the establishment of corporations to provide credit and capital to
business enterprises•

The Lucas-Spence bill would provide in six titles for the
insurance of business loans (Bimson plan) by the Secretary of Commerce;
the establishment of national investment companies under the super-
vision of the Board of Governors of the Federal Reserve System, with
capital initially supplied by the Federal Reserve Banks, to provide
credit and equity capital to business; liberalization of the lending
authority of the Reconstruction Finance Corporation; repeal of section
13b of the Federal Reserve Act; technical and managerial aids to
small business through the Department of Commerce; and miscellaneous
administrative provisions*

The 0!Mahoney bill, with certain differences, seeks to
accomplish similar objectives as those portions of the Lucas-Spence
bill which relate tQ the insurance of business loans and the establish-
ment of national investment companies, together with the repeal of
the existing provisions of section 13b of the Federal Reserve Act.

MAJOR DIFFERENCES

The principal differences between the 0!Mahoney bill and
the Lucas-Spence bill are briefly summarized below.

1. The Lucas-Spence bill would place the administration
of the program for insurance of business loans (Bimson plan) under
the Secretary of Commerce* The 0fMahoney bill would vest the ad-
ministration of that program in privately organized and privately
oi/vned corporations operating under the supervision of the Board of
Governors of the Federal Reserve System* The Lucas-Spence bill
would authorize but not require the Secretary of Commerce to utilize
these corporations as his agents in administering this program.

2* The insurance authority of the investment companies
under the 0fMahoney bill would be subject to limitations that the
amount of insured loans to one borrower should not exceed $10,000 and
that the insurance should not exceed 95 per cent of loans to any one
borrower* The corresponding insurance authority of the Secretary of
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Commerce under the Lucas-Spence bill would permit insurance of loans
to one borrower up to $25,000 and in a percentage up to 90 per cent
of the unpaid balance of any single loan#

3. The 0fMahoney bill would provide for a Small-Business
Advisory Council consisting of the Secretary of the Treasury, Secre-
tary of Commerce and the Chairman of the Board of Governors of the
Federal Reserve systemj its functions would be advisory only. The
Lucas-Spence bill contains no provision for a Council, but would
authorize the Secretary of Commerce to advise and assist in the pro-
motion of national investment companies•

U. Both bills would authorize the Board, after consulta-
tion with the Secretary of Commerce, to prescribe standards governing the
eligibility of business enterprises to receive financial assistance
from the investment companies. The Lucas-Spence bill would authorize
the Secretary of Commerce to establish classifications of businesses
eligible for aid under the insurance program provided by that bill.
However, there are some differences between the two bills as to the
criteria which have to be taken into consideration in prescribing
the standards with respect to the eligibility of business enterprises.

3>. The O'Mahoney bill would authorize a member bank to
purchase obligations issued by the investment companies up to 10 per
cent of the member bank!s capital and surplus, notwithstanding the
limitations of section 5136 of the Revised Statutes* The Lucas-Spence
bill contains no corresponding provision with respect to purchase of
obligations of the investment companies by member banks.

6t The OfMahoney bill would give the investment companies
outright exemptions from the Securities Act of 1933* the Investment
Company Act of 19U0, and the Trust Indenture Act of 1939* The Lucas-
Spence bill would merely authorize the Securities and Exchange
Commission to provide exemptions from the Securities Act and the
Trust Indenture Act with respect to securities issued by the national
investment companies. (Existing law would authorize corresponding
exemption under the Investment Company Act*)

7. The O'Mahoney bill would give the investment companies
complete exemption for 1$ years from all Federal and State taxes
(except real property). The Lucas-Spence bill would amend certain
provisions of the Internal Revenue Code so as to give the investment
companies a tax status similar to that of regulated investment
companies, but with certain additional liberalizing provisions.

8* The Lucas-Spence bill would give the Board of Governors
authority to prescribe regulations governing the operations of the
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national investment companies. No such general regulatory authority is
contained in the OfMahoney bill, although it provides for regulation
by the Board with respect to specific matters*

9« The Lucas-Spence bill, but not the O'Mahoney bill,con-
tains provisions liberalizing the authority of the Reconstruction
Finance Corporation to make business loans by relaxing collateral
requirements, extending maximum maturity to 15 years, and permitting
greater participation by the Reconstruction Finance Corporation in
bank loans to business•

10* The OfMahoney bill contains no provisions such as
those included in the Lucas-Spence bill with respect to providing
technical and managerial aids to business enterprises by the Depart-
ment of Commerce*
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SUMMARY OF LUCAS-SPENCE BILL (S» 362$)

TITLE I, Insurance of Small Business Loans (Bimson Plan)

The Secretary of Commerce would be authorized to insure
loans made by financial institutions to small business enterprises up
to an aggregate principal amount of not more than $250,000,000 at any
one time, which might be increased by the President after July 1,
5 to $750,000,000,

Insurance for any one financial institution could not
exceed 10 per cent of the bankfs total portfolio of business loans* The
total amount of insured loans to one borrower could not
exceed $25,000 and a loan could not have a maturity greaW* than five
years* The insurance could not cover more than 90 per cent of the
unpaid balance of any loan* Financing institutions would pay an in-
surance premium fixed by the Secretary of Commerce but not to exceed
1-1/2 per cent of the net proceeds of each loan*

A revolving fund would be set up in the Treasury Department
with an initial appropriation of $10,000,000*

In administering the program, the Secretary would be author-
ized but not directed to utilize as his agent any national investment
company established under Title II of the Act*

TITLE II, National Investment Companies

Organization* - The bill would authorize the formation of
not more than thirty-six national investment companies by the Federal
Reserve Banks. Additional companies could be formed by not less than
five private persons, but the Reserve Banks would not be authorized
to pur chase stock in any such companies. The establishment of any
national investment company and its articles of incorporation would
be subject to approval by the Board of Governors of the Federal Re-
serve System* The companies would be given the usual corporate
powers with a right of succession for a period of thirty years, sub-
ject to extension with the approval of the Board* In addition,
they would have power to establish branch offices with the Board1 s
approval, and to operate in such Federal Reserve district or
districts or Territories ov possessions as may be specified in
their articles of incorporation and approved by the Board* Each
company would have nine directors elected annually by its stock-
holders*
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Capital Stock* - The minimum capital of each company would
be $5,000,000* A Federal Reserve Bank forming such a company would
be required to purchase stock up to that amount or so much thereof
as might not be subscribed by banks and other private investors*
Any Reserve Bank would be authorized to buy stock in companies
formed by other Reserve Banks# In no case, however, could a Reserve
Bank oi/vn an aggregate amount of such stock in all such companies
equal to more than 2 per cent of the capital and surplus of its
member banks, or $5*000,000, whichever is greater*

Stock would be eligible for purchase by member and nonnjember
banks, financial institutions and other persons* A Federal Reserve Bank
holding stock in a company would be required to sell it, upon demand,
to any such private investors at a price approved by the Board. A
member bank, however, could npt own stock equal to more than 2 per cent
of its capital and surplus* The Board would have the right to limit
the amount of shares in any company owned by a single stockholder or
group of stockholders; and no stockholder could own more than 10
per cent of the shares of any company without the Board1 s approval*

Borrowing Power* - Each company would have authority to
borrow money and issue its debentures, bonds and other obligations up
to an amount equal to its capital stock and surplus*

Eligible Enterprises* - The Board of Governors, after con-
sultation with the Secretary of Commerce, would promulgate standards
to determine the eligibility of business enterprises* In promulgating
such standards, which might differ according to the types of financ-
ing and other relevant factors, the Board would be required to give
consideration to the policies set forth in the Act, certain criteria
stated in Title VI of the Act, and the extent to which enterprises
have reasonable access to credit and equity financing*

Loans and Investments« - The companies would have authority
to make loans and conimitments to eligible enterprises, acquire
their obligations, and purchase stocks and other capital shares of
such enterprises* However, in cases in which the total financing provid-
ed by a company to a single enterprise exceeds $300,000, the aggregate
amount of financing provided in all such cases could not exceed one-
third of the company's capital, surplus, and maximum authorized indebted-
ness*

Exemptions* - Real estate loans made by national banks
subject to commitments by the investment companies would be exempt
from the limitations of section 2k of the Federal Reserve Act. The
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Securities and Exchange Commission would be empowered to exempt
securities issued by the companies from the Securities Act of 1933
and the Trust Indenture Act of 1939.

Tax Provisions. - For tax purposes, the national investment
companies would be treated generally like regulated investment companies
which, under the Internal Revenue Code, pay no tax on their distributed
net income if they distribute at least 90 per cent of such income ex-
clusive of capital gains. However, in certain respects, the national
investment companies would be more liberally treated than other types
of regulated investment companies. They would be exempted, subject
to the discretion of the Board, from certain standards prescribed in
the Revenue Code for diversification of assets; they would be au-
thorized to carry-ov^r operating losses in the computation of net
income; they would be authorized to obtain up to 25 per cent of gross
income from sources other than interest, dividends and capital &ains;
and they would be permitted to accumulate a tax-free reserve equal
to 20 per cent of the company1s invested capital. Additional reserves
up to 50 per cent of invested capital, if derived from dividend income
would be eligible for an 35 per cent dividends-received credit and thus
taxed at an effective rate of 5*7 per cent. However, the companies
would be subject to all State and local taxes applicable to State-
chartered institutions of similar character.

Regulation and Supervision* - The Board would be authorized
to prescribe regulations governing the operations of the companies
and to carry out the provisions of the title. Each company would be
subject to examination by direction of the Board and would be required
to submit reports to the Board.

Miscellaneous. - Wherever practicable, the operations of
the companies would be undertaken in cooperation with private financial
institutions. The Federal Reserve Banks would be authorized, under the
supervision of the Board, to act as depositories or fiscal agents for
the companies. The companies would be authorized to invest idle funds
in United States obligations. The Secretary of Commerce would be au-
thorized to advise and assist in promoting the companies; and each com-
pany would have authority to act a3 agent for the Secretary, when desig-
nated by him, in administering the insurance program under Title I.
Provision would be made for forfeiture of charters of the companies
and for enjoining violations of the title.
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TITLE III# Amendments to RFC Act

The RFC Act would be amended to authorize the Corporation to
make unsecured loans to small businesses where management abilities
and potential earnings afford reasonable expectation that the loans
will be repaid; to increase the maximum maturity on business loans
by the Corporation from 10 to l£ years; and to permit the Corporation
to participate up to 80 per cent in loans made by private lending
institutions to eligible small businesses• The present requirement
that RFC loans to business may not be made where assistance is
available on reasonable terms from private sources would be made
specifically applicable to cases where funds are available from a
national investment company*

TITLE IV* Changes in Federal Reserve Authority

Section 13b of the Federal Reserve Act would be repealed
effective one year after the enactment of this bill* Amounts hereto-
fore paid to the Reserve Banks under that section would be repaid
to the Treasurya The national investment companies would be
authorized to purchase from the Reserve Banks assets acquired under
section 13b•

TITLE V> Technical and Managerial Aids

The Secretary of Commerce would be given authority to provide
technical and managerial aids to small businesses, including
authority to establish a clearing house for technical data and to
carry out developmental work.

TITLE VI. Miscellaneous Provisions

The Secretary of Commerce would be authorized to delegate
his functions under the Act and provision would be made for an
additional Assistant Secretary of Commerce•

rj-he President would be authorized to reduce statutory
maximum limits with respect to Federal programs for aiding small
business upon determining that such action is necessary to coordinate
the business aid functions of the Government with its general
economic and fiscal policies•
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For the purposes of the Act other than Title II, the
Secretary would be required to establish classifications of eligible
business enterprises after giving consideration to the policies
set forth in the Act and to certain criteria, namely, the relevant
size and importance of businesses in the industry, and the competi-
tive circumstances of the industry and the degree of independence
of businesses therein.
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OF O^MHONET BILL ( S . 2975)

Organization of Corporations. - The bill would authorize
the formation of not more than 36 corporations either by Federal Reserve
Banks or by not less than five private persons, but a Federal Reserve
Bank could not purchase stock in a corporation formed by such a private
group* The establishment of any corporation and its articles of
incorporation would be subject to the approval of the Board of
Governors of the Federal Reserve System* Each corporation would have
the usual corporate powers, including the right of succession for a
period of thirty years subject to extension with the approval of the
Board. Among its powers it would have the right to establish branch
offices with the Boardfs approval and to operate in such Federal
Reserve district or districts or Territories or possessions as may be
specified in its articles. However, as long as any of its stock is
owned by a Federal Reserve Bank, the Board would have power to restrict
the area of its operations to the Federal Reserve district in which its
head office is located. Each company would have nine directors elected
annually by its stockholders.

Capital Stock. - The minimum capital of each corporation
would be $5*000,000. A Federal Reserve Bank forming such a corporation
would be required to purchase stock up to that amount or so much thereof
as may not be subscribed by banks and other private investors* Any
Reserve Bank would be authorized to buy stock in one or more such cor-
porations. Tn no event could a Reserve Bank own an aggregate amount
of such stock exceeding 2 per cent of the capital and surplus of its
member banks, or $5>Q00,000, whichever is greater. Stock could be pur-
chased by member and nonmember banks, financial institutions, and other
persons. A Federal Reserve Bank holding stock would be required, upon
the demand of any member bank, to sell such stock to the member bank with
the approval of the Board; and the Reserve Banks would be authorized,
with the Board's approval, to sell such stock to other investors. The
price at which stock would be sold would also be subject to the Board's
approval. The Board would have the right to limit the amount of stock
in any corporation owned by a single stockholder or group of stock-*
holders and no stockholder could own more than 10 per cent of the
shares of any corporation without the Board's approval*

Borrowing Power. - Each corporation would have authority to
borrow money and issue its bonds and other obligations up to an amount
equal to its paid-in capital stock and surplus. A member bank would be
authorized to purchase obligations of the corporations up to 10 per cent
of the member bank's capital and surplus notwithstanding any limitations
contained in section 5136 of the Revised Statutes.

Advisory Council. ~ There would be established a Small-Business
Advisory Council consisting of the Secretary of the Treasury, the Secre-
tary of Commerce (who would be chairman), and the Chairman of the Board
of Governors of the Federal Reserve System. The Council would be au-
thorized to advise and consult with the Board of Governors and to make
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recommendations to the Board from time to time with respect to the
operations of the corporations organized under the section.

Eligible Enterprises. - The Board of Governors, after con-
sultation with the Secretary of Commerce, would promulgate standards
governing the eligibility of business enterprises under the section.
In promulgating such standards, which might differ according to the
types of financing and other relevant factors, the Board would be re-
quired to consider certain factors, including the relative size and
position of businesses in the industry, the size and nature of the
area of their operations, the independence of the groups'supplying
their capital or holding ownership, and the independence of their
management*.

Insurance Authority* - Each corporation would be authorized
to insure loans made by financial institutions to eligible business
enterprises. Insurance for each institution could not exceed 10 per
cent of its total portfolio of eligible loans within such period as the
Board of Governors might prescribe. Total insured loans to one borrower
could not exceed $10,000 and an insured loan could not have a maturity
in excess of five years. Insurance could not cover more than 95 per cent
of the aggregate amount of outstanding loans to any one borrower. In-
terest rates on insured loans and the rate of insurance premium would be
subject to regulations of the Board.

Loans and Investments. - Each corporation would have au-
thority to make loans and commitments to eligible enterprises, acquire
their obligations, and purchase their stock and other capital shares.
However, in cases in sfhich a corporation's financing provided to a
single enterprise exceeds ^300,000, the total amount of financing pro-
vided in all such cases could not exceed one-third of the corporation1s
combined capital, surplus and maximum authorized indebtedness.

Exemptions. - Real estate loans made by national banks sub-
ject to commitments by the corporations would be exempt from the limita-
tions of section 21+ of the Federal Reserve Act. Securities issued by
the corporations would be exempted from the provisions of the Securi-
ties Act of 1933, the Investment Company Act of 1940, and the Trust
Indenture Act of 1939.

Tax Provisions. - Each corporation would be exempted for a
period of fifteen years from all Federal and State taxation, except taxes
on real property.
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Change in Present Federal Reserve Authority. - The authority
of the Federal Reserve Banks under present provisions of section 13b
would be continued in effect for one year after the date of enactment
of this bill. Within sixty days after the bill's enactment, the Re-
serve Banks would be required to pay to the Treasury amounts heretofore
paid the Reserve Banks under this section. The Reserve Banks would be
authorized to sell assets acquired by them under present section 13b
to the corporations organized under the bill.

RFC Loans• - It would be required that financial assistance
available to business enterprises through the corporations organized
under the bill would have to be taken into consideration by the RFC
in determining whether financial assistance is otherwise available on
reasonable terms to an applicant for an RFC loan within the meaning
of the RFC Act.

Miscellaneous. - VJherever practicable, the operations of the
corporations would be required to be undertaken in cooperation with
banks. The corporations would be authorized to invest idle funds in
Government obligations} and the Federal Reserve Banks would be authorized
to act as depositories for the corporations subject to the supervision
of the Board of Governors. Each corporation would be subject to exam-
inations made at the direction of the Board of Governors and would be
required to submit reports to the Board. Provision would be made for
forfeiture of charters of the corporations for violations of the sec-
tion and for injunctions against violations at the initiative of the
Board of Governors.

5-23-50
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