UN ITED STATES SENATE

- SELECT COMMITTEE ON SMALL BUSINESS |

424 RUSSELL SENATE OFFICE BLDG., WASHINGTON, D.C. 20310 -

- Mr. Duane D, Pearsall
President--

Statitrol Division
‘Emerson Electric Co.

“RE:

TELEPHONE 202-224-5175

JUL 14 7977

MEMORANDUM

“This transeript of your remarks is furnished to you so that you may
‘review your testimony (or answers to questions) and make necessary typo-
..graphical and grammatical corrections. Other minor clarifying changes will
be accepted if they do not change your original statements.

Please make all corrections in RED (OR ANOTHER CGNTRASTING COLOR )
PIRECTLY ONTO THE.TRANSCRIPT ATTACHER. If a lengthy insert should be

w

. necessary, please staple it to the page of origin. w1th point of insertion

--elearly marked. -

Kindly return the transcript WITHIN FIVE PAYS to the attention of
‘Mr. Frank J. Merendino, editorial assistant, V.S, Senate Small Business
~Committee, Room 42U, Russell Senate office Buildlng, Washlngton, B.C. 20510

Respectfulky;

 William B, Cherks
7Sta§f Director.

P S, Please supply the Commlttee with any documents or information which
may have been requested during your appearance. A self-addressed, franked
maillng label is enclosed for your convenience in returning the transcript.
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|l STATITROL DIVISION, EMERSON ELECTRIC COMPANY

'~smoke’a1arms. _We were:thé fitst'tq.introduce a low-cost

STATEMENT OF MR. DUANE D. PEARSALL, PRESIDENT,

‘the:Statitrol Division of Emefson'Electric*Company.

record, I would like to iny summarize that my purpoée in

78

Senator Humphrey. I believe we have the Small Busineg
Man df“thé Yedr with us here, too. We welgome you, Mr.

Pearsall.

Mr. Pearsall.__Thank_ybuﬂ'Seﬁétor, it is my
priﬁilege to be here.

?MyAnéme is Duane Pearsall and I am President of

I want to.vgfy éuickly identify;that Statitrol
did not receive the award of.smail business_as being part
oflithe Emersoﬁ Eiectric Company. Wefwere quite a small
business énd onlv as of March did we become é Division of.
Emerson. o

.Rather‘than.fead-the'report'whiCh is part of the

being here is simply to testify to the fact that our company
by.coincidence refiecté‘é}charactéristic in ouxr economic system
that identifies a cifcﬁmstanée where small business or the
intermédiate business-ééﬁéoé;is being<erroded from our whole
busiﬁéss-structufe._'

Our company started out making smoke alarms -- home

unit. We were successful in encouraging code agencies to requir

s

1Y)
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characteristics of such a device. Today there are probably
fifty:manufacturers-of Similarvdevices; most of them major

corporations in the United.States. Our-other independent

<competitors’Were'graduallypacQuiredbby iarger businesses

and -we fOund-ourselves very visible as a small company with

a unlque product rn an exp1051ve market

AAs a result we had to elect What alternatlves we
had to stay in.business.; We had prev1ously gone ‘through the
SBA programs of loans and I share your concern for. paperwor&
involved 1n getting aniSBA loan, Senator, and was disturbed
to learn that-your credit'rating was as bad‘back in your
state. Mine was bad, too, but with good jnstification.

(Laughter) | |

I .would have to say that the paperwork 1nvolved in

getting a loantthrongh SBA was horrendous. I think they call

‘them 502° loans --‘and'ended up.with‘five'mortgages, one of which

we held ourselves, if you can imagine such a complicated

structure. But it was effective, it worked. It was expensive
. _ P

' and a lot of paperwork;i uubsequently we. went into a—9‘percent :

B rF70LE . e
simplified form.\

buth his was some“three years_ago'and the paperwork was about

six or eight inches deep at the final closing. That'is. -

belng reduced and I commend Senator McIntyre for his efforts
in paperwork ‘reduction.

~We reached a crossroads)asul started to say5{
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‘on where we should gokto stay in business. We were what
'.youvmight'term aAmedium or intermediate size company growing
out of a small business category. -Normally such a company -

lWOuld*haVe‘acceSS t0“public~fuhds in-the public market, but

_ thw2¥72

_because of the 1mped1ments created through the ERISA program,

. fnot the. type that have been . dlscussed today in terms of

BEERALSE &~
paperwork, but~byhtheprudent-man rule,lnvestorsare not

'a110wed(those-controlling pension fund%)werewnet—a%%ewed«

to invest in small bu51nesses as such a deClSlon would not

NEDIRY DELINED, | Fos
be aAprudent dec131on.” As a result the: publlc narket)beeause

FHE FET0H

fw—{hatkreason)and also because of SEC 144 rules and SLmllar‘

regulatlons, Ehe—publ&e—market is not avallable to 1ntermed1ate

‘grow1ng bus1nesses:today. I thlnk the statistics are. clear

@we7¢77zvvﬂ£\
in the SBA report—-ﬁhe task force report which is already1 -

a matter of record Ehat.;n 1972 there were .some ° 418 bu31nesses
that went publxc Whlchsvaulred,cap;tal.Just under.$1 billion.
Three Years.later‘therelweretonly‘four husineSSes that were
able_tovgo public'acquirlng capitalvunder $16 million. Not
a reduction but a precipitious‘drop-off,in theaavailability of
public funds to 1ntermed1ate grow1ng bu51nesses

‘Senator. Humphrey ¥ What was ‘the time span7

‘LMro'Pearsall. 1972 there were. 418 buSLnesses and

”1975 ‘there were four. Part of that is the obv10us rece331on

but .a blg part of it was the 1974 ERISA 1eglslatlon which

had the unlntended effect of creatlng a maJor 1mped1ment to
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- pension fund investing in small.bpsiness either in the market

;or;independently.

ﬂE&@P‘progrém or an ESOP ‘That§hist6tically)is called a

81

. So oUr«alternatives'were perhaps'to start an’

£&97“

low-multlple bail-out method. It‘is nothing new. It has

' been'tbuted recently butbit'reallyvis not new. Aﬂdngecause

AN

-our major stockholder was. &neSBIC it was not a rnasonable

alternatlve. It would not produce the multlﬁle on earnlngs

necessary. to relieve a maJor-stockholder.

d

‘We lookedvat~leverage‘aSSets as a means of increasing

"debt to allow us to build machinery)to automate produetion,to

meet this major‘competition.lehis was not possible because

we are'fundamentally a'labor-intensiveﬂcompany. So'the'

remaining alternative whlch was. the one we chose,was to

CgHEN

become acqulred by a blg buSLness, and our choice was, which

b1g bu31nessy &ndnwg are very pleased with Emerson Electrlc
(Frreeson’)

I do not want to reflect any negatives. They probably saved

us from going bankrupt -- not yet, but we would'have progres51ve :

The competition in smoke alarms today is fierce. It is almost

going the way of'the'hahd—he1d ca1culator.» So we are a

typicalfexample'of a teehnically oriented, growth-oriented,

intermediate size business ‘that had no alternative but to

‘become part of big business, and we are proud of it at this

point. But I look backlatLSOme of the statistics of the

SBA,task'force'WhichFI Wés.privileged to participate in last
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| U.S. Chamber in maklng the unlted effort to correct some of
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year _and #hrough the SBA staff ‘we learned that in the 20

‘years, from 1956 to 1975;ﬂtheitota1 invested capital in

i| business in the United-StateS-went from 1.3 (in businesses

.

o THE » - -
under 50umillioé>timesAdnvestment in businesses over 50 million

to the reverse in 1975 ?-‘3,l,timesithe capital, invested
| eapital, is now in big business as ‘opposed to small business.
II' This is not a criticism of big business, but it does

!l demonstrate that becausewof.the unintended effects of

' dorgerR . ES
1eg151at10n we are 1nst1tut10nallzlng our u31ness by a

10 ﬂ‘natural effect of 1eglslatlon

. : LJ)

“Now, I agree wholeheartedly w1th Dr. Lesher arhat
my,main‘concern is and.I:want to emphasize, I am a member
of the Council of Small Business of the ﬁ;S7 Chamber.' That
is an organization whichuhas been in place just one year.
It is made up of" about 70 small businessmen that are turned -on

PeoPLE '

small bus1nessﬂthat are reactlng to some of the bad effects

T
of 1eglslat10n up to now, andrthe Chamber has responded

beautlfully We are tlckled to death to be part of the

| these 1mped1ments.

Vei% PaJ/r/oA/ |
Whatdmy—concern—&s‘ls that this leglslatlon ‘1looks

of small-business in the-Congress; it establishes some clear_
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analysis and their.depthuof study of legislation-and its
- long-range philosophicalpeffects and tangibly‘predictgg,g
"effectsp i ‘

may Stlll have some unlntended effects that could create-

'them but I lean to the experlenceﬂand I Just add a word

‘questlons, my experlence‘hasmbeen-on the SBA Task Force last

circumstances thathr;-McDonough mentionedvthis morning -- a

" of ERISA. I 1nstructed our Chlef Accountant to keep a
.separate record. Now the company absorbed that last year
-but normally a plan 1s structured so- that those costs are

' 'deducted from the employers contrlbutlon to the plan Thatl

83 |

What I am concerned about.is that this legislation -

some—negatrve-problems to small bu31ness I cannot see
o éppr7z%f62merwﬁ

For THE BENELIT

of caution that I would hope that thlS leglslatlonﬁerrented.\ﬁw

te small bu81ness)1s carefully rev1ewed before it is released

T Would llke to add for the- beneflt of anyfﬁéﬂffb
PELRATES To SELVING
A

year. I have»been,c1ted by OSHA tw;ce for some‘of the

dlsgruntled employee, been flned once for $459 we have5~

BHD awxr*
been plagued by . ERISA 1eglslatlonﬁpot only from athe paperwork
Let me give you some- flgures -- in a company of -- last year --.

650 employees, 1t cost us $13 OOO to admlnlster the paperwork

Grpev)

would mean that those 650 employees of Whlch about. 400 were
part1c1pants 'in the plan Would have pald $l3 000 for the o
admlnlstratlon of ERISA whlch d1d not. 1mprove the employees_

beneflts._ It 1mpeded the employees beneflts, and_I can c1te:f'




1| two br,three‘circumStences:of thet; In addition of course
2 they payhtheir~taxes*to;éupportjthe;agencny'
-3 So with that background I just want to emphasize
o : T APERRS  prpy T 50O THAT
4 .that it is‘a real pleasure and a pr1v1lege -- 5ir, ;your
.5 'openlng remarks gave;meuawllttle thrill this morning. I
6 'fappreciete thpse.' .
o f'7‘ ’<Senat0r'Humphrey Thank you. very much.
';'f -8 . (The prepared statement of Dr Lesher and Mr.
o .79 || Pearsall follow:) :
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