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DESCRIPTION OF PROVISIONS

The bill amends section 514 of the Internal Revenue Code to exclude government-
guaranteed capital borrowed by Debenture Small Business Investment Companies (SBICs) from
debt for purposes of the Unrelated Business Taxable Income (UBTI) rules. This change would
permit tax-exempt organizations to invest in SBICs without the burdens of UBTI record keeping
or tax liability.

Currently, while Debenture SBICs qualify for borrowed capital guaranteed by the Small
Business Administration, the government guarantee forces a number of potential investors,
namely pension funds and university endowment funds, to avoid investing in SBICs because they
would be subject to tax liability for UBTIL. Frequently, tax-exempt investors generally opt to
invest in venture capital funds that do not create UBTI. As aresult, an estimated 60% of the
private-capital potentially available to these SBICs is effectively “off limits.”



