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TITLE:
A resolution calling upon the United States Congress and the United States Business Administration (SBA) to develop effective programs to provide relief to New York City businesses impacted by September 11, 2001 and further calling upon the United States Congress to adopt measures such as those contained in former Senate Bill 1499 and companion House Bill 3230, both introduced in the 107th Congress. 

.


OVERVIEW
Today, the Economic Development Committee will hear testimony on Resolution No. 243, a resolution which calls upon the United States Congress  and the United States Small Business Administration (SBA) to develop effective programs to provide relief to all New York City businesses impacted by the September 11, 2001 terrorist attacks (hereinafter referred to as September 11th), including those located outside of Manhattan.  The Resolution also calls upon Congress to adopt measures such as those contained in former Senate Bill 1499 and  companion House Bill 3230, both introduced in the l07th Congress.   (The 107th Congress has adjourned.  Both bills would need to be introduced in the 108th Congress in order to move forward).

BACKGROUND

Small businesses (those with less than 100 employees) constitute a major portion of the economy in all five boroughs of the City.  In 2000, New York City’s more than 290,000 small businesses employed nearly 1.9 million workers and generated over $248 billion in sales.
  The largest revenue generators citywide at that time were wholesale trade (25%), professional services (13%), finance (12%), retail (10%), and real estate (10%), while the biggest sources of employment were retail (16%), transportation and tourism (13%), professional services (13%), health care and biotechnology (10%) and real estate (9%).

Impact on Small Businesses in Lower Manhattan 

Small businesses in Lower Manhattan employed more than 109,000 people, and had sales of over $21 billion in 2000.  The largest revenue generators among small businesses were finance (42%), professional services (15%), real estate (13%), wholesale trade (9%) and information technology and telecommunications (9%).   Jobs were concentrated in professional services (31%), finance (21%), information technology and telecommunications (12%), transportation and tourism (8%) and retail (7%).   More than 4,400 small businesses, employing 43,522 workers, were located in the immediate vicinity of the Twin Towers.  Of those, over 700 businesses, employing 8,005 workers, were either destroyed outright or suffered extensive physical damage. 
  

During the 45 days following the attacks, nearly 3,400 businesses in the vicinity of the World Trade Center (WTC) site were inaccessible to customers and lost approximately $800 million in sales.
   Chinatown faced similar challenges, as 23% of the worker population in the area was laid off in the three months following September 11th, with a total wage loss of $114 million.
  Many of the 246 garment manufacturers in Chinatown were temporarily closed after the attack and 40 factories have shut down permanently.

Impact on Small Businesses in the Rest of the Five Boroughs 

While Lower Manhattan and the surrounding vicinity suffered the most direct impact, economic hardship was felt by small businesses throughout the five boroughs as a result of a slow economy and a lost customer base from declines in consumer confidence and loss of employment resulting from the attacks.   For example, it is estimated that, of the thousands of workers that lost their jobs after the attacks, 80% live in the four boroughs other than Manhattan.
   This loss of jobs and purchasing power and the reluctance to spend by those still employed decreased patronage of small businesses in the five boroughs.  Small businesses were also hurt by the logistical difficulties from the City’s heightened security measures (e.g., with shipping and receiving) and by temporary loss of access to business partners and customers in the downtown area. 

In November 2001, the New York City Partnership projected that as a direct result of September 11th, the City’s small businesses overall were expected to suffer sales losses of $5.3 billion in the fourth quarter of 2001 and $16.8 billion in 2002 and 2003, for a total revenue loss of $22.1 billion.  The employment estimates were equally discouraging.  Aggregate small company job losses in the City as a result of the attacks were expected to climb to 54,619 in the fourth quarter of 2001 and peak at 54,987 in the first quarter of 2002. 

SMALL BUSINESS ADMINISTRATION ASSISTANCE

Residents and small businesses in the affected areas, including non-profit organizations, are eligible for long term, low interest loans from the United States Small Business Administration (SBA).  The types of disaster loans available include:

1. Home Disaster Loans

2. Business Physical Disaster Loans

3. Economic Injury Disaster Loans 

Two of these loans are applicable to small businesses.  

Business Physical Disaster Loans

Business Physical Disaster Loans are intended to assist small businesses to repair or replace property owned by the business that has been damaged by disaster.  The types of property that may be repaired or replaced include real estate, machinery and equipment, inventory and supplies.  Businesses of any size are eligible.  Non-profit organizations such as charities, churches, private universities, etc. are also eligible. 

Economic Injury Disaster Loans (EIDL)

EIDLs are intended for small businesses, small non-profit institutions, certain small non-depository financial and insurance firms and small agricultural cooperatives to assist them thorough the disaster recovery period.  EIDL assistance is available only to applicants with no credit available elsewhere and only if the business and its owners cannot provide for their own recovery from non-governmental sources of working capital 


Applicants for either loan must show ability to repay loans.  Furthermore, there is a collateral requirement for all Business Physical Disaster Loans over $10,000 and EIDL loans over $5,000.  The SBA takes real estate as collateral where it is available.  Applicants do not need to have full collateral; the SBA will accept what is available as security for the loans.


The maximum amount of each loan is $10,000,000, however, for those applying for both loans, the $10,000,000 limit is an aggregate of both loan amounts.  The application deadline for each of the loans is January 31, 2003.

As of August 2002, the SBA had approved 3,313 loans for Manhattan businesses, 404 loans for Queens businesses, 244 for Brooklyn businesses, 114 for Staten Island businesses, and 66 for Bronx businesses.   

CRITICISMS AND SHORTCOMINGS OF SBA PROGRAMS


The SBA’s collateral requirement has been a target of criticism by many small businesses.  While the SBA will not refuse a loan because of lack of collateral, small business owners must pledge any available collateral.
  Small business owners argue that given what they have already suffered and the uncertain economic situation in Lower Manhattan, it is unreasonable to ask them to risk losing their homes and savings along with their businesses.  Advocates suggest that the SBA could limit anxiety among eligible business owners and could provide loan funding to a greater number of affected businesses by modifying the collateral requirement to require a lien against the owner’s business, tax refund and future wages rather than real or personal property.

Many small businesses point out that it is not reasonable to expect business owners suffering physical damage to repay Physical Disaster Loans within the current repayment period of one year.  Congressional Committees overseeing the SBA have extended the repayment moratorium of the EIDL loans to two years, however, through what many term as a simple oversight, neglected to extend the same moratorium to Business Physical Disaster Loans.  Owners would like to see the moratorium extended to the Business Physical Disaster Loans.

SBA Programs have also been criticized for creating extensive bureaucracy and requiring burdensome documentation that in many cases was either lost, destroyed or is otherwise inaccessible as a result of the attacks.  Critics also contend that the formulas used by the SBA to approve loans are inequitable and penalize businesses that have been closed as a result of September 11th.  

H.R. 3230 AND S.1499 SUMMARIZED 

Almost identical bills, H.R. 3230 and S.1499 aim to help small businesses hurt by the events of September 11th not covered by existing SBA disaster assistance.  The bills expand access to the SBA loans and management counseling in order to help small businesses meet their payments on existing debts, finance their businesses, maintain and create jobs. In addition to provisions to reduce and offset the effect of bankruptcies, business closures, and lay-offs related to the attacks, these bills also address the shrinking availability of credit and venture capital to small businesses through traditional lenders and investors.  The bills include changes to encourage borrowing and lending for new and expanding small businesses that may otherwise be reluctant to start or expand their businesses in the post-September 11th economy. 

Although there are minor differences in the bills, they both generally divide assistance to small businesses into three categories:

1.
Amendments for small businesses suffering direct harm as a result of terrorist attacks.  Aids small businesses still suffering as a result of direct physical damage incurred during on September 11th, (because they were physically located in or are near the buildings or areas attacked, or are closed for security measures), the legislation would modify the SBA's disaster loan program to address concerns raised by small businesses, particularly in the downtown Manhattan area.  The bills would also increase disaster loan amounts, increase the small business size standards for certain industries, defer the payment of principal and stop the accrual of interest on these loans for two years; and permit small businesses to use disaster loans to refinance existing debt.

2.
Small businesses not physically damaged or destroyed or in the vicinity of such businesses, but directly or indirectly affected because of their reliance on impacted businesses.  Such businesses might include suppliers, service providers dependent upon transacting business with a closed or suspended sector as well as industries complementary to the hard hit financial, hospitality, travel and tour industries.  This provision provides 7(a) Guaranteed Business Loans (also known as STAR loans) to small businesses under improved terms including but not limited to a reduction in interest rates, easier standards for loan approval and increased maximum loan size from $2 million to $3 million.  

3.
General Stimulus for Small Businesses.  These provisions were shaped in the aftermath of September 11th and are intended to aid 1) those small businesses that were struggling before the attacks because of the economy and could not access capital through traditional lenders because banks were cutting back on lending to small businesses and 2) to stimulate job creation and business investment by providing incentives for borrowing and lending.  
  


Both bills would establish an expedited procedure whereby federal small business contractors could apply for equitable relief to their contracts if additional costs have been incurred due to security or other measures resulting from September 11th.  The provision, which would sunset after a year, would have established a $100 million fund at the SBA to pay for these contract adjustments.

Both bills would authorize additional funds for various SBA management assistance programs to help small businesses successfully utilize the temporary changes to SBA loan guarantee programs.  The bills would increase the authorization levels for Small Business Development Centers (SBDCs) by $25 million (with no required state match); Women's Business Centers Program by $2 million (in the Senate version) or  $3.5 million (in the House version); Microloan Technical Assistance by $5 million for similar purposes; and the Service Corps of Retired Executives (SCORE) by $2 million to provide free advice to struggling small business owners dealing with the aftermath of the events of September 11th.

CONCLUSION 


New York’s recovery from the September 11th attacks is vital not only to those who live and work in New York City, but also to the regional and global economy.  New Yorkers depend on small businesses for their professional and personal needs and are persuaded to live and work in neighborhoods because of the daily amenities that they provide.  Additionally, small businesses are a source of job opportunities for many New Yorkers, including those who lost their jobs as a result of the attacks.  

This hearing is part of the Council’s commitment to work with the small business community to see that the remainder of grants and loans available through the SBA as well as other sources are distributed as equitably and expeditiously as possible. 
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