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SMALL BUSINESS ADMINISTRATION

13 CFR Part 107

Small Business Investment
Companies; Accounting and Financial
Reporting Standards

AGENCY: Small Business Administration.
ACTION: Interim final rule.

SUMMARY: The Small Business
Administration (SBA) currently
provides accounting guidance for Small
Business Investment Companies (SBICs)
in two appendices to SBA regulations.
These appendices have not been
significantly revised since 1986.
Subsequent changes in generally
accepted accounting principles and in
the SBIC program have caused the
accounting standards to become
outdated and incomplete. This rule
updates the standards for accounting
and financial reporting by SBICs, as
well as the guidelines for Independent
Public Accountants (IPAs) performing
audits of SBIC financial statements.

The current appendix I includes SBA
Form 468, on which SBICs prepare the
required Annual Financial Report to
SBA. The current appendix II includes
the standard chart of accounts for SBICs.
This rule deletes both the Form 468 and
the chart of accounts from the
regulations and consolidates the
remaining material in appendices I and
II into one appendix.
DATES: This interim final rule is
effective February 7, 1995. Written
comments on this rule must be received
no later than March 9, 1995.
ADDRESSES: Written comments should
be sent to Robert D. Stillman, Associate
Administrator for Investment, Small
Business Administration, Suite 6300,
409 3rd Street SW., Washington, DC
20416.
FOR FURTHER INFORMATION CONTACT:
Carol Fendler, Office of Program
Support; telephone no. (202) 205–7559.
SUPPLEMENTARY INFORMATION: The
accounting standards published by SBA
on August 28, 1986 (51 FR 30752) have
since undergone only minor revisions.
As a result, these standards do not
reflect subsequent changes in the SBIC
program mandated by the Small
Business Investment Act of 1958, as
amended (Act), as well as changes in
generally accepted accounting
principles (GAAP).

This rule updates the accounting
standards for the SBIC program, while
also reorganizing the material to make
information on specific topics easier to
find. The accounting, financial reporting
and auditing requirements included in

the current appendices I and II to Part
107 of SBA regulations are consolidated
into a revised appendix I.

Two items currently included in the
appendices are deleted: (1) The
schedules which constitute SBA Form
468, on which SBICs prepare their
Annual Financial Report to SBA, and (2)
the standard SBIC chart of accounts.
SBA is deleting Form 468 in the interest
of consistency, since none of the other
standard forms used in the SBIC
program is included in Part 107 of the
regulations or its appendices. The SBIC
chart of accounts represents the type of
explanatory material that SBA considers
more appropriate for inclusion in a
Policy and Procedural Release rather
than in Agency regulations. SBA plans
to provide updated versions of both the
Form 468 and the SBIC chart of
accounts after this rule is published.
Until then, Licensees should continue to
use the existing versions.

While many of the topics covered in
this rule should be familiar to users of
the current appendices, some are either
new or significantly revised, including
the following:

1. Independent Auditors’ Report—
Includes a sample report which satisfies
current requirements of the American
Institute of Certified Public
Accountants.

2. Access to Accountants’ Working
Papers—States explicitly that SBA, in
its discretion, may assign its examiners
or other personnel to review
accountants’ working papers prepared
in connection with audits of SBICs.
Although this statement does not appear
in the existing appendices, it is
consistent with SBA’s current position
that working papers are subject to the
requirements concerning records and
reports set forth in § 107.1002 of the
regulations.

3. Accounting for Income Taxes—
Revised in accordance with FASB
Statement No. 109, issued in February
1992, which sets forth current GAAP in
this area.

4. Interest Income—Provides more
specific guidance than before
concerning the accounting treatment of
delinquent interest. This section sets
forth conditions which are deemed to
create a presumption that the collection
of interest is doubtful; SBICs would
have the opportunity to rebut such a
presumption. This approach is
consistent with the valuation guidelines
for interest-bearing securities published
in the Federal Register on June 2, 1994
(59 FR 28471) and is intended to
achieve greater consistency in financial
reporting by SBICs.

5. Undistributed Realized Earnings—
Provides more detailed definitions of

Undistributed Net Realized Earnings
and Noncash Gains/Income, the two
components of Undistributed Realized
Earnings. These definitions are
consistent with the interpretations
currently used by SBA in practice.

6. Retained Earnings Available for
Distribution—Corrects contradictory
statements in the current appendices
and provides additional detail
concerning the computation of this
amount, consistent with the definition
of Retained Earnings Available for
Distribution which was published in the
Federal Register on April 8, 1994 (59 FR
16898).

7. Preferred Securities Leverage for
Section 301(d) Licensees—Provides
guidance on accounting for 4%
redeemable preferred securities, a topic
which is not addressed in the current
appendices.

8. Participating Securities—Provides
general guidance on financial statement
presentation of these new equity-type
securities, which may be issued by
Licensees pursuant to the final rule
published in the Federal Register on
April 8, 1994. Additional guidance and
computer software to perform the
various profit and distribution
computations associated with
Participating Securities will be provided
to issuers of such securities.

Compliance With Executive Orders
12866, 12612 and 12778, and the
Regulatory Flexibility and Paperwork
Reduction Acts

Executive Order 12866 and Regulatory
Flexibility Act

This rule will not constitute a
significant regulatory action for
purposes of Executive Order 12866
because it is not likely to have an
annual impact on the national economy
of $100 million or more, and, for
purposes of the Regulatory Flexibility
Act, 5 U.S.C. 601 et seq., it will not have
a substantial impact on a significant
number of small entities.

1. The legal basis for this regulation
is section 308(c) of the Small Business
Investment Act, 15 U.S.C. 687(c).

2. The potential benefits of this
regulation have been set forth in the
discussion above, under Supplementary
Information.

3. The potential cost of this regulation
cannot be quantified or estimated.

4. There are no Federal rules which
duplicate, overlap, or conflict with this
rule.

5. SBA is not aware of regulatory
alternatives that could achieve the same
objectives at lower cost.

This rule was not reviewed under
Executive Order 12866.


