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The Small Business Administration (SBA) is authorized to proldeinterest, longterm
disaster loanseither on a direct basis r partnership with private lendets, eligible

individuals, businesses, and nonprofit organizations to help theair, rebuild, and recover
from uninsured, underinsured, or otherwise uncompensated economic losses after a declat
disasterThe SBA haselied exclusively on direct disaster loans since the early 1980s.

Congress provides appropriations for SBA disaster loan administrative expenses and disas
credit subsidies (the amoun-administrativesexpensegsa «
direct lending program, the SBA deposits disaster loan payments, including interest, into th
SBA’s Disaster Direct Loan Financing Acc«
other eligible disaster victims.

The SBA’s di tsubsidyaate (themet present valdeiof cash flows to and from tt
program, including loan payments, prepayments, interest subsidies, defaults, and recoverie
determines the amount of appr op r-administratives 1
expensesThe loan credit subsidy ratetish e p r pop-admimistrativecost divided by the
amount dispersed, whichéxpressed as a percentagéhef amount disperse&or example, in
FY2020, the SBA disaster 1 oan 3.6200This means that |
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for each $1 appropriated for SBA disaster loan credit subsidies the SBA can provide about $/.34

in disaster loans

The SBA disaster loan program’s loan credit subsitsdy rate
default ratdends to be higher thasther SBA loan programs, (2) unlike most other SBA loan programs, the SBA is not
authorized to charge disaster loan borrowers fees to help paygdensesand (3) disaster loan interest rates are determined

by stattory formulas that underprice the risk associated with these loans. As a result, Congress provides appropriations for

SBA disaster loan credit subsidies that otherwise could have been provided, at least in part,

interest rates.

by borrower fees and higher

The SBA’s disaster loan 1inter darrowers anabde tofsecurencitebisewhergndfor i d e d
borrowers able to secure dieelsewhereln recent years, some Members of Congress have arguetisthster loainterest

rates should be lowered, or eliminated altogether, to provide greater relief for disaster @otimshave also questioned

whether SBA has the discretionary authority to lower disaster loan interestithi@st legislative actionOthers wory

about theaevenue that would be lost by doing so, and additional appropriations may have to be provided to keep the program
whole. Some Members of Congress are reluctant to provide that additional fugidargthe size of the federal

g o v e r n me and annual deficitst

This report opens with an overview of the

SBA Disaster L

loan interest rate policy and the statutory formulas that determine these rates. It also provides a mooygeimradf the

SBA Disaster Loan Program and summarizes congressional debates over the extent to which the cost of these loans should be
borne by borrowers or taxpayers. This report concludes with an assessment of various legislative options cuerently und
consideration and the extent to which the SBA can administratively adjust disaster loan interest rates.
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Introduction

The Small Busi ne(sSsBs)¥Wd mians it € tr r dhoaasm nbPereong raa nma j o r

law, thei boereosterrate 1 Clizells ABtonEs y

rmul as, wit h distinect 1 i The Small BusinessActdefinesthe)

. term O0cr edi tdisasters
edit @ediwsdee wehxecreee d 4 %) and |, J,, b U rthe awilatslity afs

homeowner resides, for similar
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1 SeeAppendix C for an explanation of why the U.S. Small Business Administration (SBA) administers the Disaster
Loan Program instead of the Federal Emergency Management Agency (FEMA).

215 U.S.C. 8636(b)(1N0.

31n FY2019 the SBA approved about $2.44 billion in disaster loans. In FY2020, the SBA approved about $679 million

in nonCOVID-19related disaster loans and $195.2 billion in COMI®related disaster loans. See SBWency
Financial Report, Fiscal &ar 202Q p. 7, athttps://www.sba.godocumentieportagencyfinanciatreport and SBA,

S O

ssistance for the rest oraarteiaosn sotfr iccoknenme rbcye mnaantdu rk
umegnused disast €sr scrseiantcitBhne hiGnBaAlghednBchyor i zed t o pr
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eclareldl disaster

cure credit el s eWwher ec ¢ nfcreditonreasonable termsand P %)
me Members of Congress hjconditionsfromnonederalsources p t t he s e
tes should be 1 owered, of!takingintoconsiderationthe h 1 t oget he
eater relief for disast el|Prevalngraesandtermsinthe | o . o = o ¢y
. . . community in or near where the
doing so, given thé sdiezd] gopjcant businesoncern transacts| a8 1 gover
d annual deficits. business, othe applicant
is re.port opens with an purposes and periods of tint. he SBA Di
og’sgﬁnlnan01ng, follovyed 15 U.S.C. 832(h)(2) of SBA
an interest rate policy ory forr
termine these ratiesew df @He oSPAovides an over
saster DIsoafno uPrr olgarragme st 1l ending programs and co
which cost of these loans should be borne by
A is mnot aut hori zre dl otaon cbhoarsrgodwefrass;s eXBA danastee
derwritten to fully accounmtforsdefravlets mirsekd:
atutory formulas that genmaraklelty irnetqeurierset trhaet eSsk
sult Ditshhs t$BA Loan Program is purposively desi
lly coves d¢hset program
is report concludes with an assessment of wvari

nsideration and the mixtiesnttr atta vwh iyc ha dtjhues t S RIA scaa

“Small Business Administration Loan—@ressAppravanAmouneby Ef fect i ve

P r o g r ahiips:/www.sba.godocumenteportsmaltbusinessaadministratioAloan-programperformance

415 U.S.C. 8636(d)(58)-(D) (interest rate caps); ad® U.S.C. 8632(h)(2)(credit elsewhere definition for disaster
loan purposes)
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SBA Disaster Loan Types

Asafmeati oneds, Dihsea sStBBA Loan Program current]l

businesses, nonprofit organizations,tdomeown
repair or replace uninsured or underinsured

or cert i¥Tiheids dpirsoagsrtaentr may also help smal.|l
economi

c
As desel attheed SBA Disaster Loan Program has

1. Real Propdoawe Di hemsehol ds;
2. Personal Pr oopaefirstry hDoijksaeshtoelrd sL

injury resulting from a disaster.

agricu
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3. Physical Di soaasfiteerr bBussii meessessfetsle no fc aalllle & i z e s

Bus i ne sasl PDhiyssaisctacnrd 1 oans
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4, Economic¢c Injury Dfi emasltle rb ulsoianness s(eEsl Dalnsd) pr i vat

nopnr of it ofganizations

SBAReal and Per sDinsaals tPerro plear at nys

SBReal PDhDiopegttsgmdLPemr sonal Property Loans
homeowners and renters who have 1incurred u

n

personal property loclted in a declared di

1T Real PropertypDosiad¢ euplLoan$200, 000 t o
homeownerimaryitedipdencerrThondoanonmay

be uUsad home upgr,aduensl eosrs atdhdei tuipognrsa de or

10

properties~ are ineligible

T PersBnaperty Dipsoavsitdeer hLoamaerbswinteerrss 1

ocat
declared disaster area with up to $40

b

5P.L. 8-163 the Small Business Act of 1958 amended.L. 85536, To Amend the Small Business Act of 1953,
made the SBA a permanent ageacyl placed its disaster assistance programs in section 7(b) of the Small Business
Act.

6 Real Property Disaster loafes households anBersonal Property Disaster lodns households areollectively
called Home Disaster loans

"See the S BmfosHomeeDsasleraLoans (13 C.F.R. §8123.128.108); Physical Disaster Business
Loans (13 C.F.R. 88§123.2(04); and Economic Injury Disaster Loans (13 C.F.R. §1231230303). The SBA also
provides Military Reservist Economic Injury Disaster Logee 13 C.F.R. §§123.51(23.513); and Immediate
Disaster Loans (see 13 C.F.R. §8123:708.706). Prior t&>.L. 116123 theCoronavirus Preparedness and Response
Supplemental Appropriations Act, 2028hich made economic damage fréime Coronavirus Disease 2019 (COVID
19) pandemi@n eligible EIDL expense, ostSBA disaster loans (approximately 80%) were awarded to individuals
and households rather than to busieess

8n certain circumstances individuals and househcdah useFEMA grant assistance and an SBA Home Disaster Loan
to recover from a disaster provided they do not usedh#inedassistance for losses for which they have already been
compensated or maxpect to be compensated. For more informatiorCé&® Report R4523&EMA and SBA

Disaster Assistance for Individuals and Households: Application Processes, Determinations, and, Apjiralce R.
Lindsay and Elizabeth M. Webster

913 C.F.R. 823.10%2).

1013 C.F.R. §23.10%2).
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owned by the YEilsiagsitbedre sfwrevmsvoirn.e] udppliances,
clothing, adiadmaaguetdo noorb idleesst r oyed in the disast

SBARAhysDishBtertr Ldeosasns

Al most anwyepasdhess of size (ot lber pntonint aanaagtyc
whose real or tangible ¢deckoamad idaloipgirktlye afse m aama
PhysicaBubPi na¥Bkdseateanvail able topdbusimressepl a
uninsured or uwddmarignsdupedpdirsossittP roirgatnd zmdn ons

charities, churchesalaadebrgvbte. universities artr

f PhysicalBubiismessgp®olvi de up to $2 million to re
uninsured or uddmstgmbusicdaldipreopenrty, includ
machinery, equipment, fixture¥Lodmventory, a
mat uirsi thyased o8 fabée lappyl toamepay and is gene

15 years YHowt@®eyegabusinesses with credit ava
restricted to a maxXiothdimtteararth dfs sewan ryeaa fso.r
di sasterambsusdxnecsesdil nSgBAS 2wS5i, 100 h.otThleecl ine a 1o
lack of collateral, but requires the applica:
determined® is available.

SBA Economic Injury Disaster Loans

T SBA Economic | nj( Substantial Economic Injury
Lo a(!Eﬂ Dlas e avail a|pysyanttothe SmallBiness Act, the term
businesses locatdosubstantial economic i
di sasttdamauae eauf f dabusinessconcern that results in the inability of the
substanti al , ea o n (businessconcemn to:
unabl e droe dibtt ge lmms{ T meetits obligations as they mature;
are defined as s 1T payitsordinary and necessary operating expens
regulations ( whi d or y
t o in¥umalrly )a gr i c[1 marketproduce, or provide a product or service
cooperatives and ordinarily marketed, produced, or provided by th
nonprofit organi 7 business concern.

15 U.S.C. §636(b)(3)(A)(iii)

1113 C.F.R. §123.105(1).

1213 C.F.R. 88123.200, 123.201(a). For a list of ineligible entities, see 13 C.F.R. §123.101 (e.g., if the owner has been
convicted, during the pastae of a felony during and in connection with a riot or civil disorder or other declared

disaster; the damaged property can be repaired or replaced with the proceeds of insurance, gifts, or other
compensation).

An agricultural e imaridyrengagedsinethe production bfdosd andefibes, raricthing and raising of
livestock, aquaculture and all other farming and agricuiturel at ed i ndustries. ”

1313 C.F.R. §123.202)a
“SBA, Of fice of Disaster As s i sntdaanrcde ,Op“eDriastaisntge rP rAdscseidsutraen, c’e S

109, athttps://www.sba.godocumenttop50-30-9-disasterassistancgrogram( her einafter SBA, “Disaste
ProgramSt andard Operating Procedure,” SOP 50 30 9).
SBA, “Disaster Assistance Program: Standard Operating Pro

16 For more information on size standardse 43 C.F.R. §123.300 for eligibility requirements. Size standards vary
according to a variety of factors, including industry type, average firm size, andstaosts and entry barriers. Size
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suffsebedantial economic injury as the result
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can only be used for working capital necessar

organization to alleviate the specific econo
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standardsire codified a3 C.F.RPart121. For further argsis, seeCRS Report R4086Gmall Business Size
Standards: A Historical Analysis of Contemporary IssbgsRobert Jay DilgeP.L. 116123 theCoronavirus
Preparedness and Response Supplemental Appropriations Act, 2020, made econom@atgdricthe Coronavirus
Disease 2019 (COVIR9) pandemi@n eligibleEIDL expenseAs a result, EIDL loan volume increased dréioally.
During FY2020, the SBA approved 3.6 million COVI¥-related EIDL loans totaling $194 billion, about 99% of all
SBA disaster loans approved in FY2020n FY2019, the SBA approved $2.45 billion among all disaster loan
programs. Agricultural enterigses are generally not eligible for SBA assistance so as to minimize duplication of
services available at the U.S. Department of Agriculture. However, agricultural enterprises with 500 or fewer
employees were temporarily made EHeligible for damages rated toCOVID-19 (through December 31, 202Hee

f st hee nddB A g p rfoogcruasnesd, adnids ansotte,r wer e ori ginal
ving loan fund in the U. SPr olgreaam uways. pmo v1i9d

R

&

unding purposes, the SBA Diesqausetsetrs [aodavma nRrecsg
nt as mneeded, subj eSXBA ttohetnh emaanvaagielsa btihleistey fc
gh’sbihsea StBeAr Loans Program Account, the Disa
nt, and the Disaster Loan Fund Liquidating

of each fiscal year, ft hed vaBiA epsays
at a 71 dttack idreg eirmti m ecdo tbsyi dlereamtsiuay , t he
of outstanding marketable obligatic
o the mnotes 1Pts8BAddibsya s ther 2[I[ISdBaAn Wal mn
SBA notes refers to SBA disaster

t

1

SBA, “Small Business Administr atGromssLApprBbrvadr aAmoRieirt f dbrymaPm

effective as of March 31, 2021, ltps://www.sba.godocumentieportsmaltbusinessadministratiorloanprogram
performance

1713 C.F.R. §123.300.

18U.S. Small Business AdministratioEconomic Injury Disaster Loankttps://www.sba.goWinding-programs/
disasterassistancetonomieinjury-disastefoans

1913 C.F.R§123.105(2).
20p L. 89409, An actto amend 8ction 4(c) of the Small Business Act, and for other purposes

For the current month, fiscal year to date, and prior fiscal yearto datecuttays r ecei pt s for the SBA’

Loans Program account at Treasury, s digps/liscd.treaslirygow s ury, < Mon

reportsstatementshts/.

2115 U.SC. 8633(c)(5)(A). The SBA paid $7.6 billion in interest payments to the Treasury in FY2020. See U.S. Office
of Management and Budget, “Appendix, Budget of the U.S.
Admi ni st r at ihttps://wivw.ywhitehdugelduwp-comtentiiploads202105/appendix_fy22.pdf

22 The cost of monefcost offundg in government accounting is similar, but slightly different in meafriong its use

Go

in private sector banking and finance. Technically, federa
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also deposits disasteei vodn retpaymkeatse ¢
loan fund to fund additional disaster 1
e in the disaster revolving fund, t he SI
demand, edre friicsike nvciyo lAactti, n gw hti hceh Agnetnie r al 1
ing or authorizing expé&nditures in exces
tly for this diss dwmsnsdi,ont,hewhee oficd c odle B
bel owathespctonimankeprinmterest rate foc
cause Treasury securities are fully guar
rom federal taxation. As a reseul t, t he
or private sector securities, rTesulting
disastesprleovaan 1 mrgr amearkse tbealndwrest rate

er’sthamtthﬁ hiBAbyrroawn ngneadt f'arzdher i n

administration (financed separately 1ir
(which reduce the amount available to
wh emo Wiestieamsi ngmwge pning SBA disaster 1| oan

—

ount and tries to balance the competing
rates lower tha prevailingemaesket 1nte
and the size of 1oan payment s . However,
dditional cost by doing so.

though the SB is authdmsiasadrt d oahlma rggiea rt
ft or hpd pg pam costs, including loan defau
l oan borrowers fees As a result, debat
s concerning (1) the exteSnBAtoowhieh t he
2) the extent to which these interest r a
nterest rates (which reflect private sec
nt ), and (3 )nttelre seaxtreartte st ¢ hwhiil adh ctolveesre ti
sts

SBA Disaster Loan Interest Ra

1960s

11
nt
f

y, Congress did not include Il anguage 1in
erest ratn¢ses Bldemi S BAtsatt itvledsye in 1953 alt
or bus¥Besbk9disasktkrSBAadissasPatr 1oans h

cost of funds is geequal to the risifree rateThen, loans to borrowers are priced as mgg above the riskee rate

following any restrictions placed by Congress. In contrast, when private lenders borrow funds to make loans, their cost
of funds is below the riskee rate, but their loans are still priced as mapk(also in the form of interest rate
adjustmentsabove be riskfree rate to account for financial risks; otherwise they would simply purchasieegsk

Treasury securities. Fan example of loan pricing in the private sector,GR& In Focus IF1099&onsumeCredit

Markets and Loan Pricing: The Basjdsy Darryl E. Getter

23 For additional information and analysis concerning the SBA Disaster Loan Accou@RSemsight IN11433,
Supplementah\ppropriations: SBA Disaster Loan Accouby Bruce R. Lindsay, Robert Jay Dilger, and Jared C.

Nagel

24U.S. Congress, House Committee on Banking and Curré&xgnsion of Small Business Act of 198@aring on
H.R. 4525, H.R5207, H.R5729, H.R6301, H.R7069, and S2127, 84 Cong., ¥ sess., May 18, 1955 (Washington:

GPO, 1955), p. 36.

25U.S. Congress, House Committee on Banking and Curr&xgnsion of Small Business Act of 198@aring on
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that tineg,Ditshes tS8BrA Loan Program included both SB
isduethrouphiaaSBAl ender partnership, called part
participatory disaster loan was partially finanoc
partially financed by a privat eSBlAe mdeegrul(autsiiomg 1 r
specified that theepestwvatetdeteaderts share of the
reasonable

The first statutory provision directly affecting
1955. P68 .1 8mi tetdr SBAadi saserest rates for the a
personal housingThe fiol howe#®Ryda .t R.dL.al184 SBA
loan interest rates to n® admen tsdettn ai Bnlbyeerbedsitc r awa
place at'Adhactatésmeof the 3% ulfifmicti eanrtg uteod ctohvaetr iat
Governmental costs in the program®and possibly i
During the 1960s, with a few excepetsonsatehe SB/
charged by private lenders on their share of a g
(meaning interest for the entire loanZ®was 3%) ar
In 1969, the Nixon Admiimwviast'ser geicehm,ri noeregtt hatet
had reached 8.5%s drguasderhdopanhenSBAest rate coze

“conducted at a very s u’basntda nrteicaolmnleonsdse dt ot htahte tChoev
replaced uwiat moa ef admgned wi¥tLh tperre vtahiakti Is.a mma ryleeatr
9179 etained the 3% interest rate cap for borrowe
(i.e., t hose fWhroe dciotu Tell ,siecowthelcaec@matse d t he 1interest
with c¢credit available fromdpravatneesogunaéstootht
annual 1interesbe arraitneg oonb lailla ti Lhotnesreeds tSt at es havin
years or more and forming a part of the public
preceding the date of t#d glhddn,fadjffes tped tce ntt hen

SBA DisasterpsboRXRatkEnPeticy: 1
1980s

I'n 1P9.7L32 493qui

ed t he SBA to have the S ame di sast
Home Admini st at

r
r i on ( FndbAn)s oalsi ddaetteedr nFianremd aunndd eRru rt

H.R.4525, H.R5207, H.R5729, H.R630L, H.R.7069, and S2127, 84 Cong., T sess., May 18, 1955 (Washington:
GPO, 1955), p. 36.

26p L. 84268, To Amend the Small Business Act of 1953.

27P.L. 84402, To Amend the Small Business Act of 1953; 15 U.S.C. §636 (1956).

28U.S. Congress, Houseo@mittee on Banking and Currenémendment to Small Business Act of 19&2iring on
H.R.7871, 84 Cong., 29sess., January 5, 1956 (Washington: GPO, 1956), p. 27.

29U.S. Congress, Senate Committee on Banking and Currency, Subcommittee on SmadsBAdiiitgonal
Assistance for Disaster Victimisearing on S. 1796, B€ong., # sess., April 27, 1965 (Washington: GPO, 1965), p.
13.

30U.S. Congress, House Committee on Banking and Currency, Subcommittee on Small BBsia#€3usiness
Legislation$1969 hearings on “several bills a%Cdng.aksess. sdayl9nt i on r el a't
1969 (Washington: GPO, 1969), p. 29.

S1p.L.9%t79, theDisaste Rel i ef Act of 1 9-6Busine§sTreditand Assistabice, Chapterilt 1 e 1 3
Small Business Administration (Revision 4), Part-1200 a n P o Feaderal Registe1616516166, October 15,
1970.
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Devel opmetthi Acpolicy ensured that all federal di
rateAs a result, SBA disaster loan interest 7rate
Small Bu#Amesbatctime, the U.S. Department of Ag
interest rates aftesy pukpaoagmeargsd nefgoatn,t dahpppddda
more than 3%. As a result, prior to enactment, I
lower than SBA disaster loan isnt(eanrdtt reartefsar €l hte
SBA) disaster chpa¥ointerest rate
In 1P.7156 &%9u4t hori zed FmHA to provide disaster 1 oan
and other farme-gonagdpr odnc twadsnh naguotehhosr.i zFemdHAt o ¢ h
varying disaster loan imtponepbscatdThedEBAndangnoc
t hese flexibil st ideiss.a sltnesrt elaoda,n tihnet eSrBels t rates we
annual interesttrbtaearongabbl Ug8tionsethat form e
cost of monevy), a dejiugshtt ehd otfef btUhrep hiuevafroedsét. o n e
In 1976, Con gitse sdsi sraesttuerrneldo ashBA nterest rate dete
Act, pbemawnséythe SBA and FmHA disaster loan 1int
stat WPobL3I0PH4t ained, in slightl ommdl i €dr feemfirt
disaster loan interest rates in accordance with

not to exceed the average annual interest rate on all interashg obligations of the

United States then forming a part of the public debt as computed at the end of the fiscal

year negt preceding the date of the loan and adjusted to the nearesightie of 1 per

centum plus onguarter of 1 per centum. Provided, however, That the interest rate ... shall

not exceed the rate of interest which is in effect at the time of the occumwérice

disaster®
Subsequently, the Carter Administration strongly
disaster loan interest rates belowenhbhoureaget of 1
frivolous and unwarrtaend edl miprplincarn d sofnesn u & .xtaog gtelr e
Carter Admigcosnctceamnsomnhat disasterPih860626@ st r at e s
modi fied the <cloastt ofalmomw yt feorSntBiA to add up to a
onguarter of 1%) to the calculated interest 7rate
el sewhere

32SeeP.L. 9324, An actto Amend the Emergency Loan Program Under the Consolidated Farm and Rural
Development Act, and for Other Purposes

33 SeeP.L. 9468, A Bill to Amend the Consolidated Farm and Rural DevelopmentUsing the new formula, the

SBA subsequently increased its disaster loan interest rate to 6.25% from 5%. See U.S. Congress, House Committee on
Small Business, Subcommittee on/S8nd SBIC Authority and General Small Business Probl&mderal Natural

Disaster Assistance Prograptsearings, 98 Cong., ¥ sess., April 6, 1977 (Washington: GPO, 1977), p. 23.

34U.S. Congress, House Committee on Small Busiresgndments to Sma&lsiness Act and Small Business
Investment Actreport to accompary.R. 9056 94h Cong., ®sess., September 26, 1975, H.Rept528
(Washington: GPO, 1975), pp. 6, 11.

35p L. 94305, An actto Amend the Small Business Act and Small Business Investment Act of 1958 to Provide
Additional Assistance Under Such Acts, to Create a Pollution Control étirgaRrogram for Small Business, and for
Other Purposesand 15 U.S.C. §636(b).

36 U.S. Congress, House Committee on Small Business, Subcommittee on SBA and SBIC Authority and General Small
Business Problem&gederal Natural Disaster Assistance Prograrhearings, 95 Cong., ¥ sess., April 6, 1977,
(Washington: GPO, 1977), p. 24.

37In addition,P.L. 96302 To provide authorizations for the Small Business Administraticsh f@nother purposes,
required the SBA to determine, three years after disbursement, and every two years thereafter, if the borrower was able
to obtain credit elsewhere at reasonable rates and terms. In that circumstance, the SBA was authorizedhe require
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the rate prescribed by the Administration but not more tharhatighe rate determined

by the Secretary of the Treasury taking into consideration the current average market yield
on outstanding marketable obligations of the United States with remaining periods to
maturity comparable to the average maturities of such Iplassan additional chge of

not to exceed 1 per centum per annum as determined by the [SBA] Adminjstarador
adjusted to the nearest eeghth of 1 per centum but not to exceed 8 per centum per
annum?3

borrower to accept such loan and repay the SBA disaster loan. At that time, eligible homeowners paid 3% on the first
$55,000 of assistance and the cost of money (then 9.25%) above $55,000. Farmers (provided eli§itilit948305

in 1976) were required to first seek assistance from the Farmers Home Administration, businesses unable to obtain
credit elsewhere were charged 5% (up to $500,000 maximum) and businesse®btzm credit elsewhere were

charged interest at the cost of money (then 9.25%) (up to $500,000 maximum). See U.S. Congress, Senate Committee
on the BudgetDmnibus Reconciliation Act of 198Eport to accompang. 1377 97" Cong., F sess., June 17, 1981,

S.Rept. 97139 (Washington: GPO, 1981), p. 948.

38U.S. Congress, Senate Committee on Small BusiSed88 A Bill to Authorize and Provide Program Levels for the
Small Business Administration for Fiscal Years 1986, 1987, and, h@8&ng orS. 408 99" Cong., ¥ sess., February
28, 1985, S.Hrg. 928 (Washington: GPO, 1985), pp. 2286 (testimony of David Stockman, thBirector of the

U.S. Office of Management and Budget).

¥SBA, “Disaster Lo ans ;Fedéral Regigtel8526, Marclk 25; 188i EtDLslwere ryot stibjeet 6
to the 60% of verified loss cap, but were limited to no more than $100,000.

40p L. 99272 TheConsolidated Omnibus Budget Reconciliation Act d3@Title XVIIl —Small Business
Programs), made agricultural enterprises ineligible for SBA disaster loans.

41U.S. Congress, House Committee on the Budget, Task Force on Enforcement, Credit, and Multiyear Budgeting,
Reagan Budget Changes in Federal Cr&titgrams hearing, 9% Cong., ¥ sess., March 19, 1981 (Washington:
GPO, 1981), p. 97.

2Judith Havemann, “Reagan WashingtahPaostlayBl, 086. AvailablSatut t 1 e SBA, ”
https://www.washingtonpost.coarthivebusiness/98605/31reagarabandonglanto-scuttlesbaf48f098£9c83
46f2-b1850a05f91a0523/

43p.L. 9735, The Omnibus Budget Reconciliation Act of 1981 (Title Xh&mall Business, Small Business Budget
Reconciliation and Loan Improvement Act of 1981).
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Th a ct determinednt heesdt snastabridt sbeocaunroemecorwendkirts el s e
in the same manner, exé&ept that it did not [ imit

The disaster loan interest rate fdi mbueidne¢osad
more §tvhamnually. Businesses abHaergeodobtain cred:

the rate prescribed by the Administration but not in excess of the rate prevailing in private
market for similar loans and not more than the rate prescribed by the Administration as the
maximum interest rate for deferred participation (guarantieeas under section 7(a) of

this Act. Loans under this subparagraph shall be limited to a maximum term of three
years?®

I'n 1PM.8IA2 78 duced the oamtkRkomsdwnartrs wmgpblfe t o sec
elsewhere from 8% to 4%, added an 8% i1interest r a
el sewhere, lowered the interest rate cap for Dbus
to 4%, and reptacadect capi fboe businesses able to

the rate prescribed by the Administration but not in excess of the lowest of (i) the rate
prevailing in the private market for similar loans, (ii) the rate prescribed by the

Administraton as the maximum interest rate for deferred participation (guaranteed) loans
under section 7(a) of this Act, or (iii) 8 per centum per annum. Loans under this
subparagraph shall be limited to a maximum term of three f®ars.

The only additticondlkascltaeamgd oam 1inter ePsth.-radtl@ f or
74 ncreased the disaster loan term for businesse:
teeven*years.

Current SBA Disaster Loan Int

The SBArrent statunoreyedtsaster fhambheéalnl are prov
cases, st hdet sSBAer loan interest rates applied ar
occurred.

Table 1. Current Statutory SBA Disaster Loan Interest Rate Formulas

By Entity

Individuals and Households
Individualsand athe rate prescribed by th§SBA]JAdministration but not more than ondalf the rate
Households Unable| determined by the Secretary of the Treasury taking into consideration the current averag
to Secure Credit marketyield on outstanding marketable obligations of the United States with remaining
Elsewhere periods to maturity comparable to the average maturities of such loan plus an additional
(SBA Home charge of not to exceed 1 per centum per annum as determined by the Administrator, an
Disaster loans) adjusted to the nearest oneighth of 1 per centum, but not to exed 4 per centum per

annum. 6

Statutory Citation: 15 U.S.C. 836(d)(5)(A.

44p L. 9735, The Omnibus Budget Reconciliation Act of 1981 (Title Xh&mall Business, Small Business Budget
Reconciliation and Loan Improvement Act of 1981).

45p.L. 9735, The Omnibus Budget Reconciliation Act of 1981 (Title Xh6mall Business, Small Business Budget
Reconciliation and Loan Improvement Act of 1981).

46 p. L. 98270, Omnibus Budget Reconciliation Act of 196Btle 1Il—Committee on Small Business).
47p.L. 11274, theConsolidated Appropriations Act, 2012
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Individuals and
Households Able to
Secure Credit
Elsewhere

(SBA Home
Disaster loans)

athe rate prescribed by th¢SBA]Administration but not more than the rate determined by
the Secretary of the Treasury taking into consideration the current average market yield
outstanding marketable obligations of the United States with remaining periods to matur
comparablgo the average maturities of such loan plus an additional charge of not to exc
1 per centum per annum as determined by the Administrator, and adjusted to the neareg
one-eighth of 1 per centum, butnottoeece d 8 per centum per

Statutory Citati on: 15 U.S.C. 836(d)(5)(B.

g

Businesses Private

Nonprofit Organizations, or Other Eligible Concerns

Businesses, Private
Nonprofit
Organizations, or
Other Eligible
ConcernsUnable to
Obtain Credit
Elsewhere

(SBA Economic
Injury Disaster
loans and Physica
Disaster Business
loans)

onot to 6

Statutory Citation:

exceed 4 per
15 U.S.C&36(d)6)(C).

centum per annum.

Businesses Able to
Obtain Credit
Elsewhere

(SBA Physical
Disaster Business
loans)

Othe rate prescribed by inédxoesspfalonest & (l)mme n
rate prevailing in the private market for similar loans, (ii) the rate prescribed by the
Administration as the maximum interest rate for deferred participation (guaranteed) loan
under subsection (a), or (iii) 8 per cemtuper annum. Loans under this subparagraph shal
l'imited to a maximum term of 7 years. o

Statutory Citation: 15 U.S.C836(d)6)(D).

Source: Based on Congressional Research Service interpretafid®s U.SC.

, . . SBA Disaster Loan Interest Rate  Limits
S B AAP p lication { sBa disaster loans have statutodigt interest rate
ceilings, but no interest rate floors. If the statutory
St at ultnot reyr est Ra calculations yield an interest rate above the statutoryj
For mu 1 as ceiling, the interest rate defaults to the ceiling.
) SBA Home Disaster | oans: 8% per annugor 4%
As ment i &nedd,s aSB A r 1 perannum if the applicant is unable to obtain credit
rates ar capped by elsewhere. with
separate l 1imits for SBA Physical Disaster Business | oans: 8% per secur e
credit elsewhere ( n ofanmnum ord4%perannumiftheapplicantis unabletd f ¢ r
borrowers ebbditoe i; obtain credit elsewhere.
t o exceed 8 %) SBA EIDL : 4% per annum.
. | 15 U.S.C. 8636)(5)(A)-(D)
To receive an SBA di nts
must have a credit history acceptable to the
S B Generally, the’sSBAerdeivti ervesp otrhtes atpop ldiectaemrtmi n
i ncl udin an cdhabtesn,t lhaveab a*® alrd rcamdnet sb emuns nael t:
g y P § Y
show the ability to repay all lesafiedeGahetakly.,e:t
and income information to substantiate repayment
maturities an? repayment ter ms .
83 B A “Disaster Assistance Program: Standard Operating Pro
“S BA “Disaster Assistance Program: Standard Operating Pro
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With few a&klcepPBAodissaster loans are repaid in egq
principal and interest which fully amortize the
initial def efrintesntt ppaeyrmeondt (dtuhee date is typically
note) withi®h the loan ter m.

The maximum loan term for SBA disaster loans 1s
applscahility to repay the Imamnse T hablma xti cnummb 1 @ i
el sewhere s seven years

SBA Disaster Loan Interest Rate Deter:

In accordance swictuhr rleanwt, ptrhaec tSiBcAe is to set disas
foll owirng manner:

Foirndi vi dual suamd|l ot Debelcds & hoeo & tbiviceref sewher eg
options:

T onlkalff ichéeéerest rate for individuals and hous
credit elsewhere; or
T thesd4Dtauaapry
Foirndi vi dual s and hous eévoH arse hacb I1eo weos ts eocfu rteh ec rfeodl
options:
vailing in the private market f o
n ( cdsalCQhuileaft eki nbayn ctihael SBfAf i cer ) ;

T the rate pre
l oa

T the rate prescribed by U. S.t h'rplawsura ema rokf ¢ o
h
u

mortgage

up of 1%, then rounded to the mnearest 0.125%
T the 8% stat

Forusi nesses unabl e theobtoawien tcroddittheelfod Whevi e g

tory <cap.

T onkal f roaft et per evailing 1inwtohud dpbmeadt a mar ket
comparable businesss |Ohine f{ chilcaun cait aeld @ fyf iScBeAr )

T the rate prescribed by SBA as the maximum 1in:
loans (calculated as thappodve@rL VTi5fg ;prime 1 a°

T thesd4Dtauapry

Forusi nesses able toPbbtatanalcbedbttelrsBwhéness L
not available to these firms), the 1l owest of the

T the rate prevailing in the private market for
businesasl cluodaant &dcChhyi efBAinancial Officer);

°SBA, “DisasPeogAamisBaandard OperatinandBECERedure,” SOP 50
§123.105(c)The deferment period may leatendedFor examplefor physicalloans, when the construction/major

repair will take a protracted period, the borrower may be unableke full payments until the project is substantially

completedFor economic injury loans, a later due date may be appropriate when there are major damages involving

lengthy repairs, the injury period extends more than five months into the future, orttwibg business is seasonal

in nature.

8'SBA, “Disaster Assistance Program: 8 andard Operating Pro
52SBA, Office of Disaster Assistance, telephone email communication with the authoidarch 17, 2021.
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T the rate prescribed by SBA as the maximum 1in:
loans (calculated as tha@appodve@L iS5y ; pri me r a

T the 8% statutory <cap
Foronprofit orgéohhiezati oms aimakhedatofe|l sleavhfedlel ow
options:

T onkalff icheerestprafiet forgawmmzations that are
credit ;elsewhere

T thesd4Btauaapm.ry
Foronprofit organizationg ehbiwestoobbthenfaeledwtn

T the rate prevailing in the private market for
business loan Y c@Hicafl akienda byi SIBAOf fi cer ) ;

T the rate prescribed by U.S. Treasuries of ¢ o
tdh nearest 0. ups %,f PIr2s5 0a%; mar k

T the 8% statutory cap

SBA Disaster Loan Interest Ra

As mentioned, from a policy perspde¢sansegrsdman Me

interest rates should b,e tloo wheerlepd,S BA deil si ansi tneart eldo
Ot hers are concerned about the costs of doing sc
and annual budget deficits. There have been no r
l oan 1 ntoertehset Ireavteels ntecessary to cover all progr
for those costs, which aTrach2peonoeirdads thBAuvaghprrpprric
from FRYD®>52 for disaster assistance (including
loan credit subsidies, and all other SBA progranm
The debate over SBA loan interest arlaatnecse has been
between costs (to taxpayers) and benefits (to di

mar ket risk perspective, SBA disaster loan inter
defaeltated |l osses (oBbtdmnrcdfadsr)ed Tthma guetshhd olno L1
consii$sferwhat extens dhoaddet’hhbho8BAptognmd ms be
under priced?

Table 2. Small Business Administration Appropriations, FY2005-FY2022
(appropriations and avable funds; $ in millions)

Business
Disaster Loan
Disaster Assistance Credit Other Total Total
Fiscal Year Assistance  Supplemental Subsidies Programs  Appropriation Spent
2022 request $178.0 $0.0 $6.0 $811.5 $995.5 NA
2021 $168.1 $35,460.0 $297,145.0 $46,723.7 $379,496.7 $406,748.8
anticipated
2020 $177.1 $70,582.0 $687,439.0 $3,782.4 $761,980.5 $589,169.4
2019 $10.0 $0.0 $4.0 $701.4 $715.4 $1,253.0
2018 $0.0 $1,659.0 $3.4 $697.4 $2,359.8 $1,828.7
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Business
Disaster Loan

Disaster Assistance Credit Other Total Total

Fiscal Year  Assistance  Supplemental Subsidies Programs  Appropriation Spent
2017 $186.0 $450.0 $4.3 $696.5 $1,3368 $1,1230
2016 $186.9 $0.0 $3.3 $680.8 $871.0 $1,0681
2015 $186.9 $0.0 $47.5 $653.2 $887.6 $921.2
2014 $191.9 $0.0 $111.6 $625.4 $928.9 $951.2
2013 $1112 $740.0 $319.7 $583.6 $1,754.5 $1,375.0
2012 $117.3 $0.0 $210.8 $590.7 $918.8 $1,039.3
2011 $45.4 $0.0 $82.8 $601.5 $729.7 $1,002.9
2010 $78.2 $0.0 $83.0 $1,625.3 $1,786.5 $966.7
2009 $0.0 $0.0 $8.5 $1,336.7 $1,345.2 $980.8
2008 $0.0 $1,052.8 $2.0 $579.9 $1,634.7 $928.2
2007 $114.9 $0.0 $1.3 $455.6 $571.8 $1,053.6
2006 $0.0 $1,700.0 $1.3 $532.1 $2,233.4 $2,308.0
2005 $111.8 $929.0 $1.4 $498.0 $1,540.2 $907.7

Sources: U.S. Small Business Administrat{®BA) Congressional Budget Justifi(BY@D05FY2022]; for

FY2011F Y202 2,

Notes : The appropriation figures in this table have been adjusted to account for rescissions.
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The FCRA requires altredit agencies, including the SBA, to budget and account for the

cost of credit programs by determining the net present value of cash flows to and from the
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53 A positive subsigl rate indicates a cost to the government and a negative subsidy rate indicates a budgetary savings.
See U.S. Congressional Budget OffiEstimates of the Cost of Federal Credit Programs in 2@®2ober 2021, p. 4,
athttps://www.cbo.goublication67412
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interest subsidies, delinquencies, purchases or defaults, recoveries, prepayments, advances
and borrower characteristiés.

For exampl e, in FY2020,sthea
This means talpatopfidfiBaad fso&dt
provide about %7.34 in disas

The SBA Dis as tsercrleodaint Psruobgsriadniy rate tends to be
guarantee programs because

rpt
ileosh e 8 BAdadnsubsi

SBArddsassebsidygn
er
ter 1l oan

1. its default 1 a(tee gt.endsn tFoY2We Ohi ghheer SBA Di s as
Proggadnefault rate (10.35%) was more than dot
7(a) loan guarantee program (4. 75%), the 504,
(4.11%), and the Small Business Investment Ci
debentures (4.57%)),

2. SBA disaster loans do not have fees, and

3.SBA disaster loan interest rates are subject

Figapeovides an illustration of the credit subsi

cash flows) for SBA disaster 1loans, Mi crol oans,
from FERYDADSO0.

The interest bryatteh’sc aSpBshaismipcors eldoan i nterest rate
SBA Disaster’s Lvnalnattrweghrawmhi gh loan credit subsid
require t heatS BoAr ptrboe Mcahisalrrikgeeg 1 nt ¢ ir £ & Dtatenhsatte s f or

would otherwise be available from the private s ¢

—

In other words, for eligible borrowers, SBA di s a
financial and risk metrics (e.g., borrower 1ncor
take aatount . Consequently, from an economic per
purposively underpriced for risk.

In finance, Treasur yr ibfokede breaatheaess ea rteh er effeedrerreadl tgoo
unlike other Dborr adwelr sr,i slkasc kssu cche ratsa idre ffaiunatn cr 1 s k
obligation will not be repaid on time or at all
rates at or below preauwcectageg mavkbs odfvmdskdorro
res equal tdrteeaatey mesmshs that the SBA would 1
compensation for its willingness to assume enhar

“SBA, Office of Financial Analysis Ahtpst/wMestbaegbaboutsha/ “ Summar y
sbalocationsheadquartersfficesbffice-performanceananagementhief-financiatofficer/office-performance
planning-chietfinancialofficer-resources#sectieneaderl0.

55 SBA, Agency Financial Report, Fiscal Year 2020 84, ahttps://www.sba.godocumentieportagencyfinanciat
report

56 SBA, Agency Financial Report, Fiscal Year 202084, athttps://www.sba.godocumentieportagencyfinanciat
report For additional information and analysis of the Small Besiinvestment Company program, &S Report
R41456,SBA Small Business Investment Company ProgogrRRobert Jay Dilger
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Figure 1. SBATotal Credit Subsidy Rates for Selected Programs, FY2015 -FY2020
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Source: U.S. Small Business Administration, Agency Financial Repdrtpsatwww.sba.godbcumentrfeport-
agencyfinanciatreport.

The SBA Disaster Debaté&nteres

Congress hhe drxbafiBAtdi svhitchr dbwawml d ngenresdt ¢ att &
to help of fssedo stnhesee ptrhseg iparooegprtaimmma mpBenpnatonr 1983,
Da Ba mp er st hset aftoeld owi ng atiangcoagcesningalhbadeusece
el sewhere to: set interest TrTates

How do you determine whether victims have credit elsewhere? | have mixed emotions
about the credit elsewhere test. We debated that at length in the Senate when we passed
that bill. ’'m notinterested in giving subsidized interest rates to very wealthy people and |
don't think that ought to be the role of Government. Thanhe of the problems I've always

had with student loans. The credit elsewhere test necessarily has to be very &fbitrary.

Manyherstifying at that hearimggd hantd SBA ediasla sctoe
l oant er esshto bk adtl oswoe rheedlppl ep recover after a disaste

Ar gumeat sedWBA DisaskteteBllatads

Hi storically, propodomtty &SBAl dgs sk dgharvved oafif o mt £ 1
argluthatunl i SKBAt ypamalhpplicants (such as those se
disaster thirotuigths n o afraeu Iatsl trgefgpdtdgyh erierc oovwenr, f r o m

unanticipatiendc indhedg thidrviewr g et hem t o tprpayy ssgroarvaaielsi ng
even the somewhat lower than prevailing private
the SBA Disasttefwlkamn Proegteoemald dbdedddems feeeking

57U.S. Congress, Senate Committee on Small Busibésaster Loan Prographeaing on the Disaster Loan
Program, 98 Cong., ® sess., March 29, 1983, S.Hrg-981 (Washington: GPO, 1983), p. 49.
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to recover and rFeubrutihled mforroem atrhgeussea spliraotp. ot nheen tfse d e r
government should not make a profit on SBA disas

Tab3dperovides a sampling of selected SBA disaster
declarations from 2015 to 2021.

Table 3.Selected SBA Disaster Loan Interest Rates, 2015-2021

Incident Year SBA Disaster Loan Interest Rates

COVID-19 2020 and EIDL:
2021  small Busines8:75%
Nonprofit: 2.75%

Tropical 2019 Physical Disaster Loans:
Storlrg Homeowners with Credit Available Elsewhef50%
Imelda

Homeowners withoutCredit Available Elsewheré.75%
Businesses with Credit Available Elsewh&.60%
Businesses without Credit Available Elsewhdr®0%
Nonprofit Organizations2.75%

EIDL:

Small Business:00%

Nonprofit: 2.75%

California 2018 Physical Disaster Loans:

Wildfires Homeowners with Credit Available Elsewhere00%
Homeowners without Credit Available Elsewhe200%
Businesses with Credit Available Elsewhé&td8%
Businesses without Credit Available Elsewh&&4%
Nonprofit Organizations2.75%
EIDL:
Small Busines8:74%
Nonprofit: 2.75%

Hurricane 2017 Physical Disaster Loans:

Maria Homeowners with Credit Available ElsewheB50%
Homeowners without Credit Available Elsewhede75%
Businesses with Credit Available Elsewhé&r61%
Businesses without Credit Available Elsewh&80%
Nonprofit Organizations2.50%
EIDL:
Small Busines8:30%
Nonprofit: 2.50%

Hurricane 2016 Physical Disaster Loans:

Matthew Homeowners with Credit Available Elsewhef12%
Homeowners without Credit Available Elsewhede56%
Businesses with Credit Available Elsewhé&:25%
Businesses without Credit Available Elsewhdr®0%
Nonprofit Organizations2.62%
EIDL:
Small Busines4:00%
Nonprofit: 2.62%
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Incident Year SBA Disaster Loan Interest Rates

Oklahoma 2015 Physical Disaster Loans:

Severe Homeowners with Credit Available Elsewhe®37%
?(t)or:wrggbes Homeowners without Credit Available Elsewhede68%
Straightliné Businesses with Credit Available Elsewhé&:80%
winds, And Businesses withouEredit Available Elsewherd:00%
Flooding Nonprofit Organizations2.62%

EIDL:
Small Busines4:00%
Nonprofit: 2.62%

Source: Compiled by CRS using data frahre FederalEmergencyManagemenfgencydisaster declarations
andU.S. Small Business Administratieederal Registestices.

Ar gument s AgadSiBris tDilsmawt er Raotaens I nteres

Hi storically, opponents of legislative efforts t
efforts to reduce those 1 nt’scroesstt orfa tneosn ebye 1l ¢ w tzlee
percent, or to convert the program into a grant
borrowers to forgo or reduce their insurance ¢co0\V
individuals do nost§ubftya hifferymadrkgwee tthlieatc 1 ower
rates could also lead to heightdmedhdémawdsewfur:t
lowering disaster loan interest rates further, e
pay for program costs and a relatiively high defa
In recent years, thererthsa vteo bceheanr gneo ScBoAn gdriessassit oemr a
prevailing private sector interest rates or to i
subs i dy n(asneclifng) .

An Admini,atr ®O®ppveed tRebgpgmnsledtive

The SBA appeartsoty dhutvleortrihtey statawaharge disaster
limits set forR.hL-D%D8amel,f drymuyled s citnn ng t he 1 owes:
respecatnicviea If ilni mi ting factors, has done so, at 1
l ower interest r1ates. I't could alsdresdpeepoetnidien g ¢
financial Il imiting factorsntdlyadgeshi Apprariemt d 1yg
has determined that i1its appfiomaahciakbihigmitthieng ofva
determine the dsi siamstteerre sltoama tpaso)griasm t he appropri
cost to taxdiawgrbemafdi tpy otva t he borrower

Concluding Observations

Throughout the years, @bogtedhbhabrndanpmpoddd tcor
organizations, and imedovedmafl donm adii shadosutecerhso.l d ® D ¢

58 U.S. Congress, House Committee on Small Business, Subcommittee on Economic Growth, Tax and Capital Access,
Examining the Role of Govenent Assistance for Disaster Victims, A Review.Bf 3042 112" Cong., 2°sess.,

February 16, 2012].Rept. 11255 (Washington: GPO, 2012), pp.-1%. For additional information and analysis of the

SBA Disaster Loan Account, s&RS Insight IN11433Supplemental Appropriations: SBA Disaster Loan Account
coordinated by Bruce R. Lindsagee also, RAND Corporatiomsuring Public Buildings, Contents, Vehicles, and
Equipment Against Disastens. xvi, https://www.rand.orgdubsfesearch_reporRBRA3321.html

Congressional Research Service 17



SBA Disaster Loan Interest Rates: Overview and Policy Options

detetl iref to disaster victims, several legislativ
to lower SBA disastAppelndd x FiBrtSexednitpblicaaltle s (s e e

Business Disaster Loanifhhoedaue mdhotdnugArcensgso,f hveo)u2l0d6
have established an indarresfuklhlBlg dbphenper modebet}
on February 15, 2020, and ending on December 31,

<

Me asur es Ss i dhilalvdr atlos o been introduceanin recent

enacted. Per halkey ttheimwe fiesd threacla usmeragency manage me
that diedastsdratsa mee ns vapsp lbeenmienngt al in nature and no
people and busPThss geinwhaplieec taapt ai doiny itdhuaatl s, busi ne
and nonprofiatr eo r g asfipiom stisbodiesssg ary steps to protect
their organiza,i noihnigh £r ¢ mrasdhledqsusaatseff eirns®rance cove
Al t heomh mathatdhpegwuer sménrt is to help those in neec
obt aiamadblseculbls sdiszed 1 oans,t bd islBA amda’peampuaast hat
are tooafidvommglinstomwei zteo forgo or reduce i1insuranc
Congreeunghtsteo negotiate the gap between the pos
ent iEtxlaend ni ng t he Rode of Government HARsi stance |
304b26 0re the House Committee on Smal]l Business,

and CapiRebrAscatajfngai Seldrader

Let us talk about the moral hazard issue. Tisaomething | am concerned about and |
think... what is the even propeole between SBA and flood insurancef?dan, SBA would
be a supefform of] disaster assistance, when thingsbgyond the norm, and obviously
our flood insurance programs awet doing what they should be doing andre worried
about our debt andefict at the federal level and so we are very conscious abougbgte
of this particular piece of legislation potential§o what is the balance What is the role
of the SBA versus flood insurance? What spedifitgation changes do we need to make
in either program in youopinion to be more effective®nd what is the magic interest rate
that gets the right point to avoid moral haz&td?

Reaching a consensus on an appropriate disaster
responseityg,tHawam@§onbhéessor of Decision Sciences
the Wharton School, University of Pennsylvania s
by Congress that continues to this day:

That is a value judgment. It is a judgment thaeryone has to make as to how much
assistance we want to give and whether or not that money could have been spent better in
other ways. | will not answer that question directly because | think at the end of the day we
as a society, and Congress plays thk, has to judge at what point do we want to provide
special relief. And it certainly could be argued that if it turns out someone would not be
able to stay in business unless they were able to get a very, very smadl loarinterest

loan, then youmay want to go in that directid?.

SFEMA,A Citi zenbs Gui de Utitdhrdei Qveaview e Fedekas Bisasset Assistarte p. 56,

September 2003. Available lattps://training.fema.goemiwebtownloadss7complete.pdf

60W.J. Wouter Botzen, Howard Kunreuther, and Erwann Mighelr j an, “Protecting Against Disa
Insurancean@f r e ve nt i on May JBuwnal 6fRiskpahdeUmcertaintyo). 39, no. 5 (October 19, 2009),

pp. 153169.

61U.S. Congress, House Committee on Small Business, Subcommittee on Economic Growth, Tax and Capital Access,

Examining the Role of Governmergsistance for Disaster Victims, A RevievwiddR. 3042 112" Cong., 29 sess.,

February 16, 2012{.Rept. 11255 (Washington: GPO, 2012), pp.-15.

62 pid., p. 15.
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AppendixA.Di saster Declarations

The
1 nec

et vaez ¢s fi h hwhBBWA Disas tam benatpou Per lohger satm
ude tpwoe stiydpeenst icaff dut heRimtbeduabyl.t 8¢ afford

Wh 1

bearing on loan SBAmMPisast eanloaps Per dvgheeanm b e ¢

1. ThRr esi d san ema j o rd edcilsaarsatteiro nb @atnld lamd ithwird weals

r
1
Relief rgredascimsAt ance Ac t%Bafdt it eh r SteS Bt Ay opdeakcsiHecfit 9 t i o n
1
r

Di

e the type of declaration may deter mine what

0O m¢

Assistand®ab(lli A) As sudnsdtearn cteh e( PAAl)t hori ty of the

Ac®When theiBseaesdenth a decl dbeaooimen, SBA di

availibabhlbmeobowners, escafeabl pbofestgsand non

S

or ganilzoactaitoend within the disaster area. EI DL s
victims in contiguous counties or other poli;

2. The Pr ensakadsemaj ord edcilsagrdattdipoyno stihdee st ate with
PALn such a case, a private nonprofit enti
provi ded tnemnmnda ys ebreviecleisgi bl e for a physical
EIDPII.t is importanhystio anlo tDei ataldat® a HolLmen Ik
Property Loans are not made avaipeble t
of declara
generally noto mausi meesasdablwenl ess they
enttyf)h¢i declaration only provides PA.

3. The ABm\i ni st satphydisadxlecd rairm tricosnponse t o a
gubernatorial Vheas tt Ndom$ Bahss«t issat¢ onrt ch i s
typdeofaSB#flienster loan®w bed¢hgmbbawnazrkagble

o T
tion. Additionally, Bumeiness Phy
are

ty
di

cn
S

i
a

renters, businesses of awvwit kiimetshe adids mmsotneprr o
areeontiguowundcouthteire pol.itical subdivisions

63 For more information about Stafford Act declarations,GBS Report R4378£F EMAGs Di saster Decl arat.

Process: A Primerby Bruce R LindsayFor an overview of FEMA disaster assistance,Ge8 Video WVB00386,
2021 Hurricane and Disaster Seasons: FEMA Disaster Assistance Overview and Policy ConsiderationsyPart 1
Diane PHorn et al.

64 Disaster declarations are published infleeleral RegisterA list of current disaster declarations can be found on the
SBA website ahttps://www.sba.goebntentturrentdisasterdeclarations

65 Administered by FEMA, Individual Assistance (IA) includes various forms of help for families dividinals

following a disaster eventA authorized by the Stafford Act can include housing assistance, disaster unenmployme
assistance, crisis counseling, and other programs inten
various categories of assistance to state and local governments and nonprofit organizations. Principally, PA covers the
repair or replaement of infrastructure (roads, bridges, public buildings, etc.), but it also includes debris removal and
emergency protective measures, which cover additional costs incurred by local public safety groups through their

actions in responding tothe disaste FEMA’s PA program provides assHostance
more information on CREIMMCSIFIER2Ap Bogedt mOveevi ew of FEMAOGS
Program byErica A. Lee

661n order to receive FEMA grant assistance, these entitiess first have applied for an SBA disaster loan and must
have been deemed ineligible or must have received the maximum amount of assistance from SBA before seeking grant
assistace from FEMA.

87 Thecriteriaused to determine whether to issue a declaration ineludigimum amount of uninsured physical
damage to buildings, machinery, inventory, hopaesl other propertyGenerally, thisninimumis at least 25 homes or
businesses (or some combination of the two) that hastaised uninsured losses of 48%more in any county or
other smaller political subdivision of a state or U.S. possesSiel3 C.F.R.8123.3(3)(ii)and13 C.F.R.

§123.3(3}Jiii).
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4. The SdBnAi Ai maya&ktmaran EI DL d8BAarectepme when
certifiaatitanr ef gomernor that at least five s
suffebrsetdanstui al ecormomildec iof jTdhrigi adsescdl @r at i on 1 s
of fomdwdhen other viable forms of financial as
Small agricultumadt cpopeatne i velspamatilad or gani z
within the disaster area or contiguous count
are eligible for SBA disaster |l oans when the
declaration

5 The Sdnf\i nrAi smaya t @ saurea tai odne cflor EI DL 1 oans based
determination of a mnatural O%lihsehsseaas by the S
are awailliaghnimell d businesses, smahd agricultura
most private nowiptrlbifntt be gehons twing @ coomssr e a , or
counatnide sot her pol.AddctalonablHyyvishenSBA admini
may issue a declarationSkagsed acry tofe Codaentme r mic
that a fishery resourcaeidisash®s ®ccwomaee.r ci .

6813 C.F.R.§123.3(4).
6915 U.S.C §632(K)(1)
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AppendixB.Seledtr oposed Legislatio
to SBA Disaster LodidP®Fnterest
Congresses

Bel ow are selecthteod tbhi@olnlsg rifersdsant(e2helfll @ Bi s report)
include provisiomngt eshdtorad®dBAsdi saseteest oans. Th e
searching Congress. govt eurseiSiBgAgtanliflee ssaesattdchhe 1toearnms

bills 1listed below serve as examples, and not ar

11'Xongress

i T1\X/ \'eSoeeZ>1 "S—1 S HXVAMXel E+17-1

f Woul d nheamvdk ha S mall Business Act to provide t1
charged by the Small Bus i measdse Adomisnmasltlr at i on
businesses beginning on Januwuary 1, 2011, and
enact nmehnits noafentt j or dWosual sdt ehqaudisemerh s r at e t o be
t he 1 esserhaolff 4t% eorproenveai | i ng rfaotre for simila
those unable to attdiomre¢hsditthecelprewhedae,ngonmra
those able to aWauwmlid chyanditethirt SeBIAs eAwWllmd md s t r at or
to refund excess interest payments made by q°
enact mehnits oafct

11'Congress

T TLXM] eSoeeZ>1 "S—1 S'H>XVAMYel E+17-1

1 oul d nheamvdt he Small Business Act to provide t1I
harged by the Small Business Administration
usinesses 30 days atfthicoradhtet dntienomapgoncdime:
r eWosu.l d ehqaudisenerht ¢ abe t he | elsaxslefr tofe 4% or one
revailing rate for similar loans in the are
l sewher€fouotrths¢ htke prevailing rate for thos:«
l sewhere.

oo*omc‘og

11'8Congress

T1ZW\}Seel 7e'—Ze®el "®@SmeeZ>1 "S—AVXVS—EZ-7Z—+1 E+1"-1

T Woul d uhtahvadm nad e pdfouvniddien g f or additional disast
grants made to small businesses amyd the Small
temporarily limits the interest rate for cer:

T TINYZZj™Ze' o' —ele'71 1 >"e>%VK (E+1"e1

1T Woul d shtaavbdlaiesnhx i mumei mtne rae sdti saastt er | oan base
applscahility to obtainedhedgtat]l §gywhgreyenhn:
for which a disaster loan may be awarded to
federal primary responsibility.
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I TIN\YKZ "1 —Seele”1 S'e1 E-

T Woul d ehqauditether tSeBaAi ve t he requirement that s mal
affectthCaDVEIPpanddbmi anable to find credit el se
to be eligibl ea efqatih &BPpBrAoovaindse, laonadns made i1 n
respomhMCOVttHldp andami mo intereswtourdat chiavien addit

aut hdbtrhiezeSBA t o tempor ar iBlAy ldoeafne rf opra yamesnntasl 1o n
business thahCGOVHDDhfidetméid by

T TI\Y/\Zee™~—’'«eZ1 Ze'Zele"51 —-7>"ES—cel E-
T Woul d ehqauditeher S BA to temporiamtidiye ptayy aheé Ppmy nc

associated fees that .are owed on certain SBA

11'ongress

T 1LY/ ">eZ>1 70’ —ZeoM AceE2721 E-
T Wouledqurhee SBidA ke 1 oans Of twp btooar dfe50 Ob,ukli nes s es

witthzero percd®»atleqmtoame stetcnptemhe funds to
mitigate thCOVHDbamtdsomoft heir business

Congressional Research Service 22



SBA Disaster Loan Interest Rates: Overview and Policy Options

Appendix CWhy Does SBA Issue Disa

Instead df FEMA

In 1978, Presisdegmted] iEmmy u€armnvtee Order 12127. The
di sasetleart ed responsibilities of separate federal

Management Agency (¥FEMA)maDuonngi FEMAs deter mine

continue g¢gadstpamwmviadaensdithrough the Disaster Loan

function to FEMA. At the 1978 hearing before
Operations, Chairman Jack Brooks questdeoened

of FPMAcording to James T. McIntyre, Director,

(OMB), the rationale was as follows:

[O]ne of the fundamental principles underlying this proposal is that whenever possible
emergency responsibilities should be extension of the regular missions of federal
agencies. | believe the Congress also subscribed to this principle in considering disaster
legislation in the past. The Disaster Relief Act of 1974 provides for the direction and
coordination, in disaster situans, of agencies which have programs which can be applied

to meeting disaster needs. It does not provide that the coordinating agency should exercise
direct operational control. [I]f the programs ... were incorporated in the new agency we
would be reqired to create duplicate sets of skills and resourcgS]ince the Small
Business Administration administers loan programs other than those just for disaster
victims, both the SBA and the new agency [FEMA] would have to maintain separate staffs
of loanofficers and portfolio managers if the disaster loan function were transferred to the
new Agency...[O]ne of our basic purposes for reorganization ... would be thwarted if we
were to have to maintain a duplicate staff function in two or more agehcies.

Mcd nt yreWaddeldi eve we have achieved a balance

Q

>

C

ador

operational activities andHe lfammti megwasnteda tceod rtdh anta
provide better service to t hees pdoinssaes taenrd wriecctoivmsr yi
operations is vested in an agency which can
possible 1if this agency [FEMA]l had operational

Additionally h
aild from other federal sources and 1s .o0ften
Section 312 of the act states

The President, in consultation with the head of each Federal agency administering any
program poviding financial assistance to persons, business concerns, or other entities
suffering losses as a result of a major disaster or emergency, shall assure that no such
person, business concern, or other entity will receive such assistance with respgct to an
part of such loss as to which he has received financial assistance under any other program
or from insurance or any other sourée.

70U.S. Congress, Housgommittee orGovernment Operations, Subcommittee on Legislation and National Security,
Reorganization Plan No. 3 of 1978 (Federal Emergency Management Agesasing, 98 Cong, 2 sess., June 26
and 29, 1978 (Washington: GPO, 1978), p. 13.

bid.
72p.L. 93288 15 U.S.C. 85155(a).
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