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the value ai the security pledged in support ai tbe iaan. In
1978, anly 31 per cent ai autbarizatians met tbis test. In
additian, back in 1973, 56 per cent ai tbe bank's barrawers did
nat bave a praven track recard, and, by 1978, the lact was that
65 per cent ai the bank's barrawers did nat bave a praven
track recard.

Anather survey--one whicb is analysing incarparated busi-
ness-is under way ta campare FBDB custarners ta aIl lirms in
the same industry. It is apparent tbat tbe greater risk-taking ai
the bank praduces a clientele wbicb exbibits rnucb iess prafita-
bility tban the average, weii estabiished firms, wbicb presurn-
ably satisiy tbeir financing requirements internaiiy ar iram
private lenders. In mast sectars, the prafit margins an sales by
FBDB clients are iess than bal tbe industry average.

Of caurse the bank rnust be canvinced that any business
prapasais far wbicb FBDB is appraacbed far financing mnust
bave a reasanabie praspect far cammercial success. Tbis is nat
only a requirement ai the legisiatian, but alsa a maral abliga-
tian ai the bank ta tbe praspective barrawer. 1 believe that is a
very impartant attitude that tbe bank bas ta carry.

Dealing with iasses is a matter ai caurse far a lender.
Hawever, a iass iar the majarity ai tbe bank's clients wba bave
already invested virtualiy ail ai their savings in their business,
is a majar caiamity. The bank, thereiare, wauid nat knawingiy
finance a prapasal tbat did nat bave a reasanable praspect far
success. This is anather reasan wby tbe bank taierates arrears
and devates extensive effarts ta save businesses tbat encaunter
reversais.

Perbaps a ward ar twa abaut the aliegatians ai undue
campetitian wauid be ai assistance ta rny caileagues in the
Hause. Upan taking affice 1 examined tbis campiaint with tbe
president, and irarn studies given ta me 1 can repart that mast
private linanciai institutians are grawing laster than FBDB,
bath in termrs ai iending withaut any gaverniment invaivement
and laans guaranteed under the lederai Smali Businesses
Laans Act. FBDB pravides terrn financing far new businesses
ar învestrnent prajects ai existing businesses wbicb are general-
iy ai a bigher risk ar a srnalier size than tbe private lenders are
prepared ta accept.

Prababiy anc ai tbe main areas wbere iending is unprafit-
able far private financial institutians is in smaii size laans.
These iaans pravide relatively iittle revenue carnpared ta the
administratian casts, and tbey alsa carry a bigb risk ai deiauit
arising iram a lailure ai tbe smail firm. Il we campare FBDB
with ane ai tbe private institutians which many regard as
camparable because af its cancentratian in termi iaans, the
differences are quite striking. Far exampie, iast year FBDB's
average iaan autbarized was far $54,000. RayNat's average
laan was aver $280,000. In additian, the industry distributian
was quite diflerent. Many bankers abserve that manulacturing
laans are better secured than thase in the trade and service
sectar. RayNat bas neariy 40 per cent ai its lending in
rnanulacturing campared ta 22 per cent far FBDB. RayNat
bas aniy 15 per cent ai its autstanding lunds laaned ta lirms in
wbaiesaie and retail trade, wbereas this sectar receives 25 per
cent ai FBDB lending.

Federal Business Development Bank

From time to time there has been cancern that FBDB's
interest rates are averly attractive campared ta private lenders.
1 arn advised that FBDB's board of directars bas aiways
attempted ta maintain the bank's rates in the mainstream of
long-term interest rates, but its decisian last week ta increase
rates significantly shauld ailay any fears af undue competition
an interest rate grounds. The bank is naw charging 16 per cent
on new loans up ta $50,000 and at least 16.5 per cent abave
$50,000.

It must be barne in mind that almast ail ai FBDB's barraw-
ers are alsa custarners af chartered banks, credit unians, and
ather private financiai institutians. FBDB's laans and equity
investments pravide leverage enabiing the firm ta get additian-
ai financing eisewhere and, particuiarly, in larger deals, FBDB
and ather lenders enter pari passu, sbaring the financing
requirement and the risk equaliy.

In same instances, FBDB receives appraacbes far financing
packages whîch have been turned dawn by private lenders, but
after FBDB's interventian and negatiatian af an acceptable
praject plan and an aller af a iaan iram FBDB, the private
bank may recansider and make the iaan itself. In sucb cases,
the firm and the lacal ecanamy abtain the benefit, even tbaugb
these deais da nat appear in FBDB's iaan statistics. In ather
wards, FBDB can act as a catalyst in getting the jab dane. An
exampie af this is the Lundigram-Camstack deal.

Last year, the bank aniy earned $600,000 prafit an $2.1I
billian ai autstanding paper. Its retained earnings are $46
millian. The size ai iaans autstanding, the number ai
unsecured iaans in the tatal partfalia, the extent af rural
caverage and service, the venture and risk nature af iaans and
guarantees, the nan-earning ecanamic services delivered ta the
Canadian business carnmunity at large, all this bas been
managed by a team tbat bas kept this Crawn carparatian
shaliawiy in tbe black.

1 praudiy say ta yau all that this cauntry is being weii served
by the president and persannel af the FBDB. In that regard, ai
the faur majar activities 1 wauld paint aut that tbree are reaiiy
financed as a terrn iending functian ai the bank. The balance
ai their activities carnies a very impartant sacial wark pragram
ta the smaii and medium-size business enterprise sectar ai the
cauntry.

1 urge the Hause ta give full and prampt attentian ta this
bill sa that the vital services rendered by the bank wiil nat bave
ta be curtaiied. 1 believe it is impartant ta ail ai us tbat tbis
bill pass tbraugb ail stages weil befare the end ai tbe year. The
afficial appasitian encauraged me ta sbarten my remarks
tanight sa tbat their speakers cauid get an, as they are as
anxiaus as i arn ta see tbat tbis bill gets tbraugb ta cammittee
and that we nat interiere witb tbe service ai tbis impartant
institutian ta tbe smail and medium-size enterprise sectar af the
country.
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Same hion. Members: Hear, bear!
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