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The diversification tests create difficulties for SB,[CS for the following reasons:

The SBIC must be able to invest in stock of small business concerns, a form of
investment which incurs risk under present law since it raises the possibility of
disqualification from pass-through privileges. The SBIC must be able to own a
sufficient portion of such stock of a particular concern to exercise some degree of
influence over the management of the concern. The SBIC must be able to invest a
sufficient portion of its own assets into a small concern to warrant the pre-invest-
ment investigation necessary, particularly since thg SBIC typically has a much
smaller pool of resources than does a mutual fund. And the SBIC must be free to
develop a degree of specialization in a particular industry if it desires to do so.
Under the bill, the test would be applied only at the end of the taxable year;
the 10 percent test would, in the case of SBICs, be increased to 50 percent; and
the 5 percent of total assets test would be changed to 209, of the total of paid-in
capital and paid-in surplus of the SBIC. The latter change conforms to SBA rules
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