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Pension Agency Heeds Advocacy Recommendation
To Ease Small Employers’ Burden

Small employers will not have to
adopt expensive new notice and
appesals procedures for their pension
plans, the Department of Labor
(DOL) has decided after hearing
from the Office of Advocacy and
pension plan advisors.

“We commend the Department
for taking afresh look at the heavy
burden its proposed rule would have
imposed on small employers and for
modifying the final rule to target it
more effectively,” said Chief Counsd
for Advocacy Jere W. Glover.

The decision appears as part of a
fina rule published in the Federal
Register on Nov. 21, 2000 by DOL’s
Pension and Welfare Benefits
Administration (PWBA). The final

rule marks a significant reversal from
the approach in the agency’ s proposed
rule, published in September 1998.
The proposed rule would have
required employersto set up
appeals processes for very rapid
review of whether beneficiaries of
health, disability, and pension plans
were properly denied coverage.
Advocacy participated with sev-
eral employer organizations and
pension consultants in meetings
with regulators and senior officials
at PWBA to explain why pension
plans should be treated differently
than health plans—that they did not
require the urgent review proce-
dures necessary for some types of

Continued on page 8

Annual Report on the Regulatory Flexibility Act
Commemorates 20th Anniversary

Chief Counsel for Advocacy Jere W. Glover shares the findings of the recently
released 20th anniversary RFA report with Sen. John F. Kerry, D-Mass., the rank-
ing member of the Senate Small Business Committee. See story on page 4.



Serving the Needs of Rural Small Business

by Shawn \Vogt-Sween

One-quarter of all Americanslive
in rural areas. Local firms serving
rural communities often have more
difficulty accessing needed technol-
ogy, transportation, and services,
creating higher fixed costs than
urban firms encounter. This makes
it more difficult for these firms to
compete with urban small and large
businesses. The Office of Advocacy
isworking to address this problem.

Advocacy’s mission, smply stat-
ed, isto encourage policies that
support the development and growth
of American small businessin all
areas of the country. Advocacy
works to ensure that there is alevel
playing field for small firms; that
is, that federal policies do not
increase barriers to entry for new
small firms or impose undue bur-
dens on existing small firms. Since
most regulations and paperwork
requirements have a high compo-
nent of fixed costs, they have a
higher cost per unit of output for
small firmsrelative to large firms.

Given these challenges,
Advocacy has taken a leadership
position in recognizing rural small
businesses' unique needs. Through
regular review of federal agencies
compliance with the Regulatory
Flexibility Act (RFA), publication
of economic studies, and collabora-
tion with rural organizations,
Advocacy has outlined a commit-
ment to supporting rural small busi-
nesses.

Regulatory review. In reviewing
agency regulations for compliance
with the RFA, Advocacy has com-
mented on many regulatory propos-
alsthat have an impact on rura
small businesses.

Economic resear ch. Advocacy
publishes research and statistics
that are useful to rural small busi-
nesses. Information is available on
small business lending and small
farm lending by state and by bank
holding companies.

State and local collaboration.
Regional advocates have collabo-
rated with state and local organiza-
tions to work on behalf of small
businesses. Regiona advocates
have found that by collaborating
with state rural development agen-
cies, Advaocacy is better ableto
help rural small businesses.

As Advocacy plotsits course for
the future, the needs of rural small
businesses rank among those that
still need additional attention.
Advocacy’ s banking studies have
fueled an interest in further
research on rural small businesses.
“One-size-fits-all” regulations
could better reflect the cost differ-
ences in running abusinessin a
rural versus an urban area. Advocacy
can also continue to foster relation-
ships with organizations such as the
National Rural Development
Partnership to make optimum use
of limited resources.

Certainly there are many oppor-
tunities to make a more level playing
field for rural small businesses. The
Office of Advocacy has emerged as
aleader in advocating for their needs.

Shawn Vogt-Sween is a Truman

Fellow with the National Rural
Development Partnership.
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Message from the Chief Counsel

Finished and Unfinished Business

by Jere W. Glover

At the start of a new session of
Congress and a new administration,
we take alook in thisissue of The
Small Business Advocate at just a
few of the major events that have
occurred this past year. An entre-
preneuria approach isimportant in
government as well asin the private
sector, where new small businesses
continue to create most of the new
jobs, improve the competitive cli-
mate, and bring a large share of
innovative ideas to the marketplace.
Successful new businesses have
created the economic miracle that
occurred in the United States this
past decade.

While fresh ideas bring vitality
to both the government and the
marketplace, it's also useful to take
stock of the tested initiatives already
in place that are bringing significant
returns to small businesses and the
economy—as well as the areas still
in need of improvement.

In the first week of January 2001,
Advocacy delivered its report to
Congress and the President on agency
compliance with the Regulatory
Flexibility Act (RFA). Thisyear’s
report marks the 20th anniversary of
the law’ s enactment. We were pleased
to be able to report that there is
concrete evidence of improved
compliance with the law as the
result of Advocacy’ sintervention
on behalf of and in close association
with small business. Thisimprove-
ment resulted in a $3.6 hillion
reduction in compliance costsin
fiscal year 2000 alone.

On Jan. 3, 2001, the 107th
Congress was sworn in. Thus began
anew legidative session that may
be called upon to address several
small business issues. In the past
year, several tax changes long
sought by small business and sup-
ported by Advocacy were adopted.

This improvement resulted
in a $3.6 billion reduction
in compliance costs
compared to the original
proposals.

Most notable was the change enacted
by the 106th Congress that will again
allow small business owners selling
their business assets under an ingtal-
ment sale agreement to treet asincome
only the amount recaved asan ingdd|-
ment each year rather than having to
treat the proceeds of the entire sale
asincome in the year of thesde. In
addition, other IRS reforms went into
effect, with the establishment of a
Small Business/Self-Employed
Division and the appointment of a
small business representative to its
Advisory Councils and Oversight
Boards. The IRS is making strides
to change the agency’s culture and
has been very receptive to issues
raised by small business people.

Oneissuetha continuesto require
attention is procurement. All the
data generated by Advocacy show
that small business's share of feder-
al procurement is on the decline, in
part because of the bundling of
what had been several small con-
tracts into one large contract on
which small business cannot bid. The
thrust to achieve operating efficien-
ciesin government procurement
offices is overpowering any argu-
ments Advocacy has raised that this
is bad public policy. Work hasto
continue on this knotty issue to
ensure small businesses ready access
to federal procurement. Eliminating
small business from competition
will result eventualy in higher
prices and less choice.

During my seven-year tenure as
chief counsel for advocacy, this

office has tried to be a reasoned
voice seeking equitable treatment
for small businessin legidation, in
regulation, and in policy. We have
had several successes and they are
outlined in a new report, Background
Paper on the Office of Advocacy,
1994-2000. The report is on our
website at wwww.sba.gov/advo/
advo_backgr00.html. It summarizes
the kinds of research we have done,
our approach to ensuring less
burdensome regulations for small
entities (including small organiza-
tions and governmental units), and
the important stakeholder interest
small business hasin public policy.
We do not claim to have done every-
thing right. We hope, however, that
what we have done forms a basdline
for the future on which the Office
of Advocacy can build toward even
greater success.

On a personal note, | want to add
that working as chief counsel for
advocacy with al of you—small
business owners and small business
advocates in the private sector, the
administration, the Congress, the
media, and all levels of govern-
ment—is the best job I’ ve ever had.
| value your continued support of
the work of this office as it speaks
out for the dynamic small business
community. The Office of Advocacy
joins me in wishing al our small
business constituents personal and
financial success and good health in
the year 2001.

Do You Want Our Attention?

* Letters to the editor
 Address corrections/changes
* Subscriptions

* Press releases

E-mail the Small Business
Advocate at advocacy@sba.gov

The Small Business Advocate

page 3

January 2001



Regulatory News

RFA Compliance Saves Small Businesses
$20 Billion in Regulatory Costs

Agency actions taken in compli-
ance with the Regulatory
Flexibility Act (RFA) have spared
small businesses at least $20 billion
in regulatory costs over the past
three years, says the Office of
Advocacy’s latest annual report to
the president and the Congress on
implementation of the act. The
report, 20 Years of the Regulatory
Flexibility Act: Rulemaking in a
Dynamic Economy, documents sav-
ings resulting from changes in pro-
posed regulations made by federal
agencies in response to comments
from small businesses and the
Office of Advocacy and in compli-
ance with the RFA.

As of Sept. 19, 2000, the RFA
has served for 20 years as a curb
against agencies implementing pol-
icy objectives in ways that put a
disproportionate compliance burden
on small businesses and other small
entities. Congress's intent was that
public policy not erect barriers to
competition and that regulations not
have unintended consegquences on
small businesses and the economy.
Congress was of the view that this
could be accomplished without com-
promising public policy objectives.

Has the law accomplished its
objectives?Y es and no, the report
finds. Much has been accomplished,
but even more remains to be done.

“Although compliance with the
RFA remains somewhat uneven,
improved agency complianceis very
clearly under way,” said Chief Counsd
for Advocacy Jere W. Glover. “The
act has become measurably and
significantly effective in achieving
the law’ s objectives, namely, more
equitable regulations. Agencies are
learning to do more in-depth, high-
quality regulatory impact analyses
and are seeking more guidance on
how to comply with the RFA.”

The Small Business Regulatory

"’

A

Enforcement Fairness Act (SBREFA)
amendments to the RFA in 1996
strengthened the RFA’ s enforcement
by subjecting agencies compliance
tojudicia review and by reaffirm-
ing and clarifying the chief counsel
for advocacy’ s authority to file
friend-of-the-court briefs.

And, as the Office of Advocacy
report notes, there has been progress.

In the report, the Office of
Advocacy recognizes four Winners—
agencies that have done a notable
job of complying with the law in
fiscal year 2000. They are the
Office of Science and Technology
in the Environmental Protection
Agency, the Center for Food Safety
and Applied Nutrition in the
Department of Health and Human
Services, the Treasury Department’s
Office of Benefits Tax Counsal, and
the Securities and Exchange
Commission. Also listed are two
Honorable Mentions—agencies that
have made progress worth noting—
and four agencies in particular need
of improvement.

One reason for the persistently
uneven level of compliance may be
turnover in policymakers, whose

replacements may not understand
the important role small businesses
play in the economy and why it
serves national policy to design
equitable regulations that do not
unduly burden small business.

Among the successes of the
RFA, the report points to the small
business advocacy review panel
process. The 1996 SBREFA
amendments require the
Environmenta Protection Agency
and the Occupational Safety and
Health Administration to consult
“small business advocacy review
panels’ on the impact of proposed
regulations before publishing them
for public comment. Information
provided through this process, in
combination with other data, has
proven invaluable as a check on the
real impact of proposed regulations,
the report notes.

Agencies are also involving the
Office of Advocacy earlier in the
process of designing regulations to
avoid any conflicts with the RFA.

For More Information

The report is on the Internet at
wwww.sha.gov/advo/laws/flex/
00regflx.html.

For more details, contact
Deputy Chief Counsel Mary K.
Ryan, Office of Advocacy, at
(202) 205-6533, by e-mail at
mary.ryan@sba.gov or write to
the Office of Advocacy, U.S.
Small Business Administration,
409 Third Street, SW.,
Washington, D.C. 20416, tel.
(202) 205-6530, fax (202) 205-
6928. Paper and microfiche
copies of all Advocacy reports
are also available for purchase
from the National Technical
Information Service at (800)
553-6847 or through the NTIS
website at www.ntis.gov.

The Small Business Advocate
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Economic News

Advocacy Supports Wide Range Of Data Development and Analysis

In this churning economy, it is
impossible to tell what is happen-
ing without data—and not just data
on large firms. Data collection and
analysisis the only effective way to
determine whether public policies
raise barriers to entry for the new
startups that are so important for
our economic growth. Data on
small businesses in the United
States have been scarce, while data
on publicly held corporations have
been more plentiful because of the
Securities and Exchange
Commission’s filing requirements.
For this reason, most research has
been focused on large business. Yet
other research shows that the
dynamism in the U.S. economy
comes from small businesses that
expand and create new industries,
e.g., computer technologies.
Understanding the dynamics of
small business is essential for
sound policymaking.

The Office of Advocacy has a
strong record of developing data on
small business and of supporting
research to analyze that data. The
office' s largest data project is sup-
port of the Census Bureau in devel-
oping a database on every nonfarm
business with employees, called the
Business Information Tracking
Series (BITS). BITS alows
researchers to track employment
and payroll at establishments (single
locations) and the larger enterprises
to which they belong (if any), over
time. The time series will soon
extend from 1989 to 1998. BITS is
based on Census's Statistics of U.S.
Business, or SUSB. (See box.)

Other sources fill in pieces of the
picture. For 20 years, Advocacy has
contracted with the Internal Revenue
Service's Statistics of Income
Division to produce tables on the
number of female- and male-oper-
ated nonfarm sole proprietorships.

“Without good analysis,

we will achieve the right

level of [regulation] only
by dumb luck.”

This year, the Census Bureau is
expected to release 1997 data about
busi nesses without employees and
about women- and minority-owned
businesses. Advocacy will provide
tables, analysis, and links to the
data on the office’ s website,
www.sba.gov/advo.

Another important data supplier
is the Federal Reserve Board. The
Fed is currently completing work
on the National Survey of Small
Business Finances, which will pro-
vide valuable information on how
small firms get credit. The data
should complement the Fed' s Survey
of Consumer Finance, which George
Haynesis analyzing for Advocacy
to learn more about the assets held
by small business owners.

Joel Popkin and Company is
estimating the small business share
of economic growth and the gener-
ation of wealth by small business.
The firm is using the Bureau of
Economic Analysis stables that
show the components of gross
domestic product.

George Kolari and Advocacy’s
own economists are working on the
latest edition of Advocacy’s studies
of bank lending to small business.
These reports, due out in the next few
months, are based on bank regula-
tors compilations of banks “call
reports’ and reports required by the
Community Reinvestment Act.

Advocacy is continuing to cospon-
sor the development of an important
new data set on the characteristics
of new businesses and their founders
through the Entrepreneurial
Research Consortium, which is

coordinated by Babson College.
Staff and outside economists are
analyzing these data.

In addition, the office awards
both competitive and sole-source
contracts to researchers who develop
or analyze special-purpose data
sources and surveys. To propose a
research project or learn more
about how to use these or other
data sources, contact Senior
Economic Advisor Ken Simonson
at kenneth.simonson@sba.gov, tel.
(202) 205-6973, fax (202) 205-6928.

SUSB Database
Accessible on
Advocacy Website

One essential small business
research tool isthe Census Bureau's
Satigtics of U.S. Businesses
(SUSB), afirm-size static data-
base. SUSB currently contains
data from 1988 to 1997 and can
be used to generate information
on the number of small firms by
state, county, and industry. It has
been used to measure the number
of small firms affected by pro-
posed changes in regulations,
such as the ergonomics regula-
tions recently proposed by the
Occupational Safety and Health
Administration. It has also been
used to determine how changes
in the minimum wage would
affect small firms.

The SUSB database is avail-
able on the Advocacy website at
www.sha.gov/advo/stats/#firms.
Its public availability gives trade
associations, researchers, and the
public free access to a wealth of
information about small business.

The Small Business Advocate

page 5

January 2001



Landmark Research Issued or Funded by
Advocacy’s Office of Economic Research

Quality research done in-house by
the Office of Advocacy’s Office of
Economic Research (OER) or con-
tracted from outside consultants is
critical in identifying small busi-
nesses contributions and the impacts
regulations have on them. Hundreds
of research projects have been con-
ducted by or for the office over the
past seven and a half years. Here are
some of the most significant ones.

* The Changing Burden of
Regulation, Paperwork, and Tax
Compliance on Small Business: A
Report to Congress (1995). This
OER report was based on two stud-
ies prepared for Advocacy by
Thomas Hopkins and associates, A
Survey of Regulatory Burdens
(1995) and Profiles of Regulatory
Costs (1995). OER'’s report provid-
ed valuable analysis to Congress as
it crafted and eventually passed the

Small Business Regulatory
Enforcement Fairness Act.

» Small Business Lending in the
United Sates. Since 1994 these
studies have measured the lending
behavior of commercial banks to
small business (and more recently
to small farms) using the “call” and
Community Reinvestment Act
reports. These studies identify
lenders that are “small business
friendly,” and they have helped gen-
erate competition among banks for
small business customers.

* Creating New Capital Markets
for Emerging Ventures (1996). This
important research by William
Wetzel and his colleagues docu-
mented the shortfall in early-stage
equity capital for small business.
Along with a number of internal
reports, including The Process and
Analysis Behind ACE-Net (1996),

this research led to the creation,
with Advocacy’ s guidance, of ACE-
Net, the Access to Capital Network.
ACE-Net matches entrepreneurs
and early-stage “angel” capital
investors across the United States
viathe Internet. ACE-Net isin the
process of being privatized.

» New Data for Dynamic
Analysis: The Business Information
Tracking Series (BITS) (2000). BITS
isaunique new tool for business
research developed by OER and the
Census Bureau. This report describes
the BITS database and some of its
uses. Another OER staff paper,
Mergers and Acquisitionsin the
United Sates, 1990-1994 (1998), was
the first mgor report based on BITS.

» WWomen in Business (1998) and
its companion, Minoritiesin
Business (1999), document the

Continued on page 8

Ongoing Advocacy-Sponsored Research
Probes Small Business Burdens, Contributions

The Office of Advocacy sponsors a
wealth of cutting edge research into
the most pressing issues facing
small business today.

Two projects are examining the
impact of federal and state regula-
tion on small business. Mark Crain
of George Mason University and
Thomas Hopkins of Rochester
Ingtitute of Technology are updat-
ing Hopkins's landmark 1995
analysis of the cost of federal regu-
lation on small firms. Management
Research and Planning Corporation
is reviewing the cost of state regu-
lation along with state efforts to
identify and mitigate those costs.

Two projects are examining gov-
ernment assistance directed to small
business. Clifford Waldman is eval-
uating federal efforts to assist firms
owned by veterans and disabled vet-
erans. Carolyn Looff and Associates
is surveying state agencies involved
in worker training and small busi-
nesses that have recently hired

workers to learn the effectiveness
of state-supported training programs.
Three contracts focus on elec-
tronic commerce and small busi-
ness. Jack Faucett Associatesis
investigating the impact of e-com-
merce on small new-car dealers.
Heartland Information Research is
doing a similar study on small trav-
el agents, while Joanne Pratt is
teaming with a small business
group to survey their members’ cur-
rent e-commerce usage and plans.
Two projects relate to capital
availability for entrepreneurs. A
team led by Candace Brush of
Boston University isinvestigating
the availability of venture capital to
women- and minority-owned firms
for Advocacy and the National
Women's Business Council.
Advocacy is providing afina year
of support to ACE-Net, the Access
to Capital Electronic Network,
before it becomes afully private
organization. Launched with

Advocacy’s help four years ago,
ACE-Net provides an electronic
“meeting place” for entrepreneurs
and venture capitalists with reduced
regulatory oversight by federal and
state securities regulators.

Advocacy continues to sponsor
research on the contributions of
small high-technology firmsto job
creation and economic growth.
Currently, Bruce Kirchhoff of New
Jersey Institute of Technology and
Catherine Armington are using the
Advocacy-funded Business
Information Tracking Series a the
Census Bureau to measure the
growth contributions of new
technology firms.

Once each project is compl eted,
Advocacy staff prepares a research
summary and posts it and the full
report on Advocacy’ s website,
www.sba.gov/advo. Many of the
reports will also be coveredin
future issues of The Small
Business Advocate.
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Technology Talk

SBIR Program Re-authorized Through 2008

by Terry Bibbens

President Clinton and Congress
have re-authorized the Small
Business Innovation Research
(SBIR) program through Sept. 30,
2008. The program was included as
part of the Consolidated
Appropriations Act of 2001 (PL.
106-554), which was signed into
law on Dec. 21, 2000.

The SBIR program makes
research and development (R&D)
funds available to small innovative
firms. The Office of Advocacy
offered testimony to Congressin
support of the SBIR legislation and
provided information to a number
of congressional committees to
ensure that members understood the
SBIR program’s value. The SBIR
program—arguably the most suc-
cessful federal R& D program ever
developed in terms of high quality
research, efficient administration,
and commercialization accomplish-
ment—provides approximately $1.2
billion of federal R& D funding to
small businesses in support of the
research agendas of the funding
agencies.

The re-authorized SBIR program
contains the following improvements
supported strongly by the small

The SBIR program...
provides approximately
$1.2 billion of federal
R&D funding to small
businesses in support of
the research agendas of
the funding agencies.

business high-tech community:

* Improved protection of small
business intellectual property or
“SBIR Rights’ through Phase I11,

* The requirement that federal
agencies report when they procure
products or services devel oped
under an SBIR program from a
contractor other than the original
SBIR contract,

* A searchable database of SBIR
winnersto assist in commercializa-
tion efforts,

* Inclusion of “knowledgeable
individuals from the small business
community with experience in the
SBIR program” in the review panel
and peer review panels of the
National Research Council’s report
on the SBIR program,

* Improved and standardized cal-

DOD Fast Track, SBIR Initiative
Praised by National Research Council

The National Research Council’s
Board on Science, Technology,
and Economic Policy has released
SBIR—AnN Assessment of the
Department of Defense Fast Track
Initiative (ISBN 0-309-06929-7).
The report, released Nov. 17,
2000, is available from the
National Academy Press,
Washington, DC, (800) 624-6242.

According to the report, the
Small Business Innovation
Research program:

* Contributes to the Department
of Defense's overall research and
development goals,

* Provides a powerful demon-
stration effect for other
researchers,

* Provides lasting knowledge
generation, and

* Generates a positive socia
rate of return (84 percent for
SBIR research projects versus 25
percent for non-SBIR research
projects).

culation of “extra-mural” research
budgets by the SBIR funding agen-
ciesto ensure full compliance with
the legislated level of funding con-
tinued at 2.5 percent of the extra-
mural R& D budget of the agencies,

* A Federal and State
Technology Partnership (FAST)
Program to provide local mentoring
and support programs for compa:
nies interested in pursuing SBIR
programs,

» Development of a mentoring
program, with a searchable date-
base of mentors qualified to support
companies interested in pursuing
SBIR programs, and

* Extension of the SBIR Rural
Outreach program through
Sept. 30, 2005.

For More Information

The details of the legidation can
be viewed on the Congressional
website, http://thomas.loc.gov.

Click on "Public Laws by
Law Number: 106th" and select
PL. 106-554 (pages H12428-32
of the Conference Report).

To view Advocacy testimony
on the SBIR program visit the
website, www.sba.gov/advo/laws/
testimon.html#innovation.

Additional information on the
SBIR program can be found at the
SBA Office of Technology web-
site, www.sha.gov/shir/shir.html.
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Landmark, from page 6

different growth patterns of these
groups, which are changing the
environment for small businesses.
The two reports made a significant
contribution to available information
in these aress.

* The Third Millennium: Small
Business and Entrepreneurship in
the 21st Century (1995 and 2000).
These reports identify the challenges
to small business as seen in advance
of the 1995 White House Conference
on Small Business and again on the
eve of the new millennium.

* Developing High-Technology
Communities: San Diego (2000).
This report by Innovation
Associates examines how high-
technology small businesses steered
the San Diego region out of the
recession brought on in part by
defense downsizing in the late
1980s and early 1990s, creating
46,000 new high-tech jobsin the
1990-98 period.

HMOs (2000). This report by
Consult, Inc., examines the cost
and types of health insurance avail-
able to small firms and examines
why providing health care coverage
to employees of small businesses
continues to be a challenge.

For adetailed list of Advocacy’s
publications since 1994 see
Appendix G of the Background
Paper on the Office of Advocacy.
The report is online at www.sba.gov/
advo/advo_backgr00.html

Pension Agency, from page 1

health claims. Unlike health plan
beneficiaries who need immediate
approval for medical procedures,
retirees rarely have disputes con-
cerning their entitlement to bene-
fits. Even in the rare cases that their
eligibility or level of benefitsisin
dispute, the possible harm does not
justify the high expense that the
agency’s proposed notice and
appeals process would entail for
small employers.

While PWBA did estimate that
small pension plans would bear
most of the cost, “ The actual cost
of compliance is three to five times
as great as PWBA estimates,”

pointed out that this heavy cost
would come with no demonstrated
benefit and might result in termina-
tion of pension plans rather than an
expansion of protections.

For More Information

The DOL’sfina rule on clams
procedure under the Employee
Retirement Income Security Act
of 1974 appears in the Nov. 21,
2000, Federal Register (pages
70246-71). The Office of
Advocacy’s Jan. 26, 1999, com-
ment |etter on the proposed rule
can be viewed at www.sba.gov/

. Small Business and Accessto  Glover said in aletter submitted for  @dvo/laws/comments/pwba.html.
Health Insurers, Particularly the agency’s record. The letter also
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