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Fund managers operating under the U.S. Small Business
Administration’s Small Business Investment Company program
expect to flourish under the Obama Administration’s proposed
“Volcker Rule.”

The bullish outlook marks a sharp shift in sentiment. When
President Obama first said in a Jan. 21 speech that he would seek
to stop U.S. banks from investing in or
sponsoring private equity funds, among
other activities, the thought was that
those institutions would have to retreat
from their traditional roles as primary
backers of SBIC vehicles.

But when the U.S. Treasury
Department sent a more-detailed set of
provisions to the U.S. Congress on
March 3, it carved out exemptions for
SBIC contributions and “investments
designed primarily to promote the
public welfare.” Not only does that
mean SBIC funds would be able to
continue soliciting banks for capital, it
means their offerings would be one of
the only ways for U.S. financial insti-
tutions to gain exposure to private
equity products. It could even spur
the creation of new SBIC offerings.

Indeed, the Treasury draft would
still ban banks from running or
backing most private equity vehi-
cles or hedge funds. It would also
bar them from proprietary trading, and would impose mar-
ket-share limits. “I think this language will be a boon for SBIC
funds,” said Mark Kromkowski, a partner at Chicago law firm
McGuireWoods. “You will have [non-SBIC] fund managers set up
the functional equivalent of SBIC sidecar funds solely for finan-
cial institutions to make investments in them.”

The change reflects a lobbying push that followed Obama’s
speech. In the most high-profile of those efforts, Patriot Capital
co-founder Charles McCusker testified at a joint hearing of the
House Financial Services Committee and the House Small

Business Committee on Feb. 26 that the rule would choke off
funding to small businesses. 

McCusker added that the Treasury should encourage banks
to invest in SBIC funds as a means of assuring financing for
small businesses, given that the volume of direct loans avail-
able from financial institutions has fallen sharply amid the
global financial crisis. The first step, he said, would be to clar-

ify that existing legislation allows banks
to claim Community Reinvestment
Act credits when they invest in
SBIC vehicles.

McCusker also set his sights on
some of a $30 billion chunk of the
Treasury’s Troubled Asset Relief
Program that the Obama
Administration has proposed to make
available for small-business lending
programs at community banks. “If just
3% of that were allocated to communi-
ty banks to invest directly in SBICs,
that capital can be leveraged by the SBA
and in turn invested in companies pro-
viding long-term investment capital,” he
told the House committees.

SBIC advocates are additionally
pushing for fund contributions to be
exempt from capital-gains taxes, which
would further boost their appeal for
banks. 

The Volcker Rule, named for White
House advisor and former Federal

Reserve chairman Paul Volcker, is being touted as a means of
reducing risk in the financial system. However, Senate Banking
Committee Chairman Christopher Dodd (D-Conn.) has sig-
naled that he might push for a narrower version of the propos-
al to be incorporated into broader reforms already in develop-
ment.

SBIC funds raise money from private-sector backers for
investments in small businesses, then boost their buying
power with SBA loans. 

Modified Volcker Rule Benefits SBICs

Founder’s Exit Dampens Parish’s ProspectsCo-founder Wendell McCain is leaving Parish Capital, dealing yet another set-
back to the well-known fund-of-funds operator.While the circumstances surrounding McCain’s departure are unclear, sources
point out that the split comes as the Chapel Hill, N.C., firm has been struggling to
raise capital for its three newest funds. Those efforts now promise to become even
more difficult.

Parish is now notifying limited partners of McCain’s exit, a step it must take due
to his status as a key man in fund documents. Key-man provisions typically allow
backers to halt a fund’s activities with the loss of a vital staffer. However, Parish’s
vehicles require two such departures.Parish lists four key men: McCain; co-founders James Mason and Charles

Merritt; and managing partner David Jeffrey. McCain and Mason work in Chapel
See PARISH on Page 7Manpower Spat Halts Kayne Anderson Funds Kayne Anderson Capital has stopped making new investments through two of its

funds, after a staffing dispute led to the departure of the vehicles’ co-head.
Neil Malik, a growth-equity specialist who had been overseeing the $400 million

Kayne Anderson Private Investors 2 and a $109 million companion fund called
KAPI Mezzanine alongside Krishnan Ramaswami, left about a month ago. He has
been replaced by senior managing director David Walsh, a former Kayne contrac-
tor who was running a consulting firm called KMJ Investments.

Malik, whose plans aren’t known, held the title of co-managing partner and was
stationed in Kayne Anderson’s Los Angeles headquarters. His exit was precipitated
by a clash in which the firm wanted him to add personnel, possibly another partner,
to help work out specific problems at portfolio companies. Management apparently
felt he was short-handed in that respect. Malik resisted, perhaps over costs or out of a belief that he didn’t need the  

See KAYNE on Page 5AIG Unit’s Takeover Encounters New HurdleThe future of AIG’s asset-management division has suddenly become a lot
cloudier.

At issue is a criminal investigation involving Pacific Century leader Richard Li,

whose Hong Kong company agreed in September to buy the AIG unit — now
called PineBridge Investments. That deal was initially slated to close at yearend, but
has been delayed at least twice.Now there are differing accounts about the takeover’s prospects. Sources with
knowledge of the pact insist it will close soon, saying the investigation of Li isn’t rel-
evant. Others concede a brief setback is possible. Meanwhile, nervousness is build-
ing among some PineBridge staffers that the sale won’t happen at all.

Even if the deal does close, the mere fact that PineBridge has ties to Li might
give already-cautious investors further cause to distance themselves from the New 

See AIG on Page 6
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Polaris Ventures general partner BobGeiman is leaving, destination unknown.Geiman, an investment specialist focusingon information-technology companies,had been with the Boston firm since2002. His exit comes at a delicate time, asPolaris is trying to collect $500 million forits sixth fund. The outfit had been hopingto wrap up marketing within two months.
SVG Capital executive Simon Lund hasresigned. Lund, a marketing director,will phase out of his role at the Londonfund-of-funds shop over the next fewmonths. He joined SVG predecessorSchroder Ventures in 1995 and mostrecently worked in Singapore. While hisplans aren’t known, he appears to bemoving to London. Separately, SVG isseeking an investor-relations staffer towork in London under marketing direc-tor James Witter.

Ohio Public Employees is seeking a port-folio manager to help run its $3 billion
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