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This publication is designed to provide accurate and authori-tative information with regard to the subject matter covered. It is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional advice. If legal advice or other expert assistance is required, the services of a competent professional person should be sought.

— From a Declaration of Principles jointly adopted by a
Committee of the American Bar Association and a Committee
of Publishers and Associations



This publication is intended to provide current and prospective business owners with useful information that may assist them in preparing for and obtaining an SBA 7(a) or 504 guaranteed business loan. This information is general in nature and is not intended to provide specific advice for any individual or business entity without qualification. While the information contained herein should be helpful to the reader, appropriate financial, accounting, tax, or legal advice should always be sought from a competent professional engaged for any specific situation.



The U.S. Small Business Administration is an agency of the United States government. Every effort has been made to provide accurate and current information as publicly published by the agency. As with any government agency, many regulations, procedures, and programs are constantly under review and revision, and consequently, depending on when the book is read, some information may have changed or been rendered obsolete. The author regrets any errors that may have subsequently been published herein.



This book is available at quantity discounts for bulk purchases.
For information, call 1-800-289-0963.
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Introduction

According to recent statistics, more than 99 percent of all business entities in the United States are small businesses. These businesses represent more than 50 percent of the private work force, over 40 percent of all private commercial sales, and in excess of 52 percent of the private-sector output.

Yet obtaining capital financing continues to be a challenge for most small businesses. During the past ten years, financial deregulation changed the landscape with respect to funding available to small businesses. Financing choices became more abundant due to the advent of many new nonregulated lenders and financial products, such as commercial mortgage-backed securities (CMBSs), which were created in the securities market. But conditions quickly changed as these innovative financing vehicles failed to retain investor confidence and actually contributed to the financial market collapse in late 2008.

In a classic case of too much money chasing too few deals, many originating lenders started lowering borrower qualification standards in order to grow business as the nation rebounded financially from 9/11. Finally by early 2008, investors began to question the credit quality and underwriting of these securities and the loans that backed them. Suddenly Wall Street could not fund a robust pipeline of commercial loans because of falling values on the CMBSs already held by the market.

Simultaneously the commercial banking sector was beginning to choke on a variety of problems. The money center banks were finding themselves squeezed by an amassing of unsold loans needing securitization. The economy began teetering on the edge of a liquidity crisis as the market for these securities dried up and the calls for credit default swap (CDS) redemptions went into high gear. Several major investment banks either failed or were forced into a quick sale. The major survivors sought refuge in the commercial banking system, and were granted charters within days of applying. Within ninety days, relatively small discount broker Raymond James became the nation’s largest independent investment banking shop.

Much of the remainder of the banking industry quickly began choking on a real estate bubble, initially created by the collapse of the home lending market earlier in mid-2007, as sub-prime loan defaults rose sharply and investors began to reject investments in mortgage-backed securities (MBS). As new home construction and home resales fell off sharply in late 2007, the world entered a severe recession that affected virtually every business sector. Most immediate was the ripple effect in the commercial real estate market, which was reeling from rising vacancies, business bankruptcies, and plunging employment figures.

After a few relatively quiet years of a healthy banking sector, banks began to fail in mid-2008. As real estate values began to fall across the United States and bank capital bled, lending to small businesses evaporated almost overnight. The Federal Reserve and the FDIC were almost at open odds about how to address the problem, but meanwhile the economy continued to sink as there was no funding with which to spur growth in the small business sector.

At the time of this revision, it is still unclear as to what the federal government can or will do to restore the financing market for small businesses. In one very positive — albeit temporary — measure taken in Spring 2009, the federal stimulus program increased the SBA 7(a) guaranty on loans to up to 90 percent (from 75 percent), a move that incentivized banks with capital to make more loans. Additionally, for small business borrowers the guaranty fees on these loans was waived, saving the business up to $56,000. It remains to be seen as to whether that will remain in effect much longer.

Regardless, I felt it was time to revise The SBA Loan Book to bring it current with the many changes occurring in the SBA credit guaranty programs since 2005. I also wanted to advise readers how to tackle the much more challenging environment that small businesses currently face to obtain financing. Negotiating debt remains an art, and business owners should not be lulled into unrealistic expectations based on how much they borrowed from anyone in the past. There is a new set of rules in effect.

This book updates earlier editions in which I shared the rules to qualify for an SBA-guaranteed loan, and the basic information and strategies needed to succeed in getting the loan approved and closed. Most of the basic drill has not changed. What’s different is the environment in which a business owner must navigate today.

If they read this book carefully and follow its advice closely, business owners will greatly improve their chances of getting an SBA loan approved. The conditions that can negatively alter the chances of approval are too numerous to cite here, but they are covered in Chapters 5 and 7. Efforts to borrow money will be more successful if the borrower develops a proposal with the lender’s perspective in mind, and works back to what the business needs.

Certain attributes are especially helpful in obtaining financing, but none is more important to success than perseverance. In today’s environment, you may put a lot of effort into preparing a proposal only to learn that the bank you’re approaching is unable to fund any loans. You may even have to wait out the completion of a difficult business cycle and look for improvements in the macro economy before there is a chance to get funds. Wait, but don’t wait idly.

Since the original edition in 1999, this book has served as a guide for more than 50,000 entrepreneurs to get started in the search for SBA financing. Its success has been due to the fact that the lessons, suggestions, and guidance offered here are not written in the abstract by a casual or theoretical observer, but by an active participant in the process. While my thirty years of firsthand experience in small business financing was not totally SBA related, guaranteed loans were probably about half of my lending. My understanding of this information is based on experience as a bank president and lender, as an independent commercial loan originator, and also as a borrower. I want to provide the reader with an updated version of what I have learned in originating, underwriting, and servicing small business loans.

Practical lessons about financing small businesses have to be learned over time. You can see it in such diverse places as construction sites, factories, power plants, automotive shops, convenience stores, archeological excavation sites, truck terminals, restaurant kitchens, day care centers, retail stores, insurance agencies, and machine shops. In each of these places someone is trying to perform an economic activity for a profitable outcome. There are less pleasant places where you can learn other lessons: equipment liquidation auctions, legal depositions, bankruptcy court, and even the courthouse steps on foreclosure day. All these locales are the kinds of places where you can see the positives and negatives of venturing into business.

This book provides a comprehensive guide to how a qualified borrower can successfully prepare for, apply for, and obtain a business loan. Throughout the text I have attempted to communicate the information in language that can be easily deciphered by the most inexperienced entrepreneur. The book incorporates general information about many disciplines in order to describe and detail the dynamics of commercial lending.

In its essence, finance can sometimes be very complex and sometimes be very simple. My goal is to collaborate with readers to provide information, direction, and expectations for the loan application process.

The book contains illustrations of several forms that are needed in various circumstances by participating borrowers in the SBA lending process. Many of these forms are official SBA documents, whiles others are tools built in Excel to better analyze and present information needed by your lender. All of these forms and more can be downloaded at no expense from my website www.CharlesGreenCo.com using the code: SBABOOK.


PART 1 STRATEGIES TO BORROW MONEY FOR THE BUSINESS



CHAPTER 1
Loan Programs Offered by the SBA

Most business people would probably look to either strategic tax breaks or large public works projects for engines to spur economic development and boost our national economy. So think about the Small Business Administration in the same terms — an economic development agency that enables small businesses to more readily access business financing with longer repayment terms. These funds create jobs, develop communities, and spur economic activity that feeds families and generates taxes. Understanding the SBA program will ease your effort to take advantage of the benefits available for all eligible participants. You’ll learn:

[image: star] How the SBA loan guaranty program works

[image: star] What options are available for SBA financing assistance

[image: star] Why SBA financing is one of the best options in today’s economy

What Is the SBA?

“SBA” is the acronym for the U.S. Small Business Administration, an agency of the federal government established in 1953 to assist small business enterprises. Arguably the most important programs implemented by the agency are the loan assistance programs, which provide incentive to private sector commercial lenders (banks and certain licensed nonbank lenders) to extend longterm capital financing to qualified, eligible small businesses.

The SBA loan guaranty program has grown steadily over the years as a popular tool for small businesses to obtain capital financing. In 2009, with fluctuating economic conditions, difficult regulatory trends, and a collapse of the secondary market for guaranteed loans, the nation encountered a perfect storm. The agency experienced a rare but notable 37 percent reduction in the number of SBA loans funded (reduction of 30,811 loans), which translated into a 27 percent decline of loan volume ($5,175,000,000 decline).1 But even in this disastrous year, the agency assisted with the creation of hundreds of thousands of jobs across thousands of communities in the United States.

Although the SBA conducts many programs to assist small businesses, the focus of this book is on the assistance provided by the flagship 7(a) Loan Guaranty Program, which provides a credit enhancement to participating lenders, and the 504 Loan Program, which provides subordinated financing directly to small businesses and is administered locally through SBA-licensed nonprofit Certified Development Companies (CDCs).

The regulations governing these loan programs and borrower’s costs are subject to change from time to time. However, from this book you’ll get a broad view of the program and financial requirements necessary to determine eligibility and qualifications for the borrower. Mainly, the book will help you in the efficient and effective development of an SBA loan application.

For a list and description of other programs and services conducted by the SBA, go to www.sba.gov/aboutsba/sbaprograms/index.html.

The Loan Guaranty Programs

The two primary loan guaranty programs that are currently offered by the SBA for small business financing are the 7(a) Loan Guaranty Program and the 504 Loan Program. They are governed by different regulations and are distinguished by: (1) eligibility standards, (2) restrictions on the use of loan proceeds, (3) repayment terms, and (4) the borrower’s approval process. I describe these two programs in more detail below in order for you to understand what kind of funding can be obtained through the agency and to decipher which program may be more advantageous to your business.



1 U.S. Small Business Administration Summary of Performance and Financial Information, Fiscal Year 2009, found at http://www.sba.gov/idc/groups/public/document/sba_homepage/serv_aboutsba_perf_summ.pdf.

The 7(a) Loan Guaranty Program

The 7(a) loan program is SBA’s primary loan program for helping star-tup and existing businesses, providing funds for a variety of general business purposes. SBA does not make direct loans. Instead, it provides a credit enhancement to participating lending institutions in the form of a long-term loan guaranty. The costs of reimbursing banks for loan defaults is paid for from fees collected from participating small businesses getting loans and the lenders that fund them. While the guaranty reduces the risk to the lender, if you, the borrower, default, you must repay the entire debt.

Small businesses can obtain financing through the program for acquisition or improvement of assets (real estate, equipment, operating business concerns, etc.), refinancing existing debt, or working capital. Repayment terms are determined by the actual use of the loan proceeds according to limitations imposed on each purpose:

[image: star] Loans used to purchase, construct improvements on, or refinance real estate can be extended for up to a maximum of twenty-five years.

[image: star] Loans used to purchase equipment can be extended for up to a maximum of fifteen years (though usually limited to ten) or to the expected useful life of the equipment, whichever is shorter.

[image: star] Loans used to acquire an operating business concern can be extended for up to a maximum of ten years.

[image: star] Loans used to fund business working capital can be extended for up to a maximum of ten years.

Currently participating lenders are guaranteed repayment by the SBA for 75 percent of the total loan amount up to $2 million (80 percent for loans under $250,000) for a maximum loan guaranty of $1.5 million.





Change Is a Constant
The loan guaranty level is subject to change at any time when Congress decides such a modification is desirable or necessary. Contained within the American Recovery and Reinvestment Act of 2009 were provisions that temporarily increased the maximum guaranty to 90 percent of the loan (although the maximum guaranty amount remained $1.5 million). The obvious intended consequence was to encourage more lenders to approve more loans and enable more small businesses to get financing in an effort to stimulate economic growth during that difficult period.

You should determine the present status of guaranty limits at the onset of the application period to maximize your opportunities to get funding. Lenders may be willing to stretch a little in favor of borrower concessions if a higher loan guaranty is available.

Eligibility for borrowers to participate in the 7(a) program is limited by one of two factors: either their average annual revenues or their average employment. In accordance with federal law, as modified periodically by the Office of Management and Budget, the SBA determines eligibility for financing assistance by referring to the North American Industry Classification System (NAICS). The NAICS codes define what a “small” business is and determine the SBA eligibility of prospective borrowers.

Generally, most businesses that have an average total revenue over the previous three years of $7 million or less or have no more than 500 employees are eligible for SBA assistance. However, there is a wide range of limitations, based on industry. Average revenues can range from $750,000 to $35.5 million, and average employment can vary from 50 to 1,500. For one industry (power generation) the definition of “small” means producing less than 4 million megawatts of power!

While there are definitive qualifications for each industry, only one factor — revenue or employment — is used to measure whether a company is a “small” business or not.

One of the most attractive features of the 7(a) program is that the repayment terms provide for the full amortization of the loan proceeds. In other words, the borrower can repay the loan proceeds over the economic life of the asset being financed, or a reasonable period provided to repay borrowed working capital. Lenders cannot shorten the loan terms or use “balloon” notes, which may amortize loans for a longer term than the promissory note provides for repayment.

Most long-term commercial loans funded by banks are made for a three-, five-, or seven-year term, regardless of the purpose of the proceeds. If you are purchasing land and buildings but must repay over three years, obviously you are at a clear disadvantage and you’ll face much more risk when you have to renegotiate the terms of that financing three years later.

By arranging for fully amortizing terms in the initial loan, you can better focus on growing business revenues and profits without the worry of changing terms. You can also avoid having to refinance the debt several times before repayment due to uncontrollable market conditions.

With few exceptions, lenders are restricted on the interest rates they can assess on 7(a) loans. Interest is generally negotiated between the borrower and lender based on the lender’s cost of funds and analysis of the transaction risk. However, the SBA imposes rate caps on the interest the lender may charge. Rates can be fixed or variable. For variable rates, they may be pegged to the prime rate as published on the first day of each month in the Wall Street Journal; the one-month London Interbank Offered Rate (LIBOR) plus 3 percent; or the optional peg rate, which is published quarterly in the Federal Register.

[image: star] The prime rate is traditionally defined as the best rate offered by major U.S. banks to their prime commercial clients. Generally, over the past twenty years or more this rate has tracked the Fed Funds rate (interest rate paid to banks by the Federal Reserve Bank for overnight deposits) plus 3 percent.

[image: star] The LIBOR averages the rates paid by leading British banks for deposits from other banks worldwide. There are varying maturities offered. The SBA permits the lender to add an additional spread onto this rate as described below.

[image: star] The optional peg rate is a weighted average of rates the federal government pays for loans with maturities similar to the average SBA 7(a) loan. This rate is determined and published by the SBA in the Federal Register at the beginning of each fiscal quarter.

While there are exceptions in some of the Express and Special Lending programs, generally, the SBA limits lenders to the following maximum interest rates over one of the three rate indexes (“base”) described above:

For loans less than $25,000, with a maturity of 7 years or less: Base + 4.25%

For loans less than $25,000, with a maturity of 7 years or more: Base + 4.75%

For loans $25,000–$50,000, with a maturity of 7 years or less: Base + 3.25%

For loans $25,000–$50,000, with a maturity of 7 years or more: Base + 3.75%

For loans more than $50,000, with a maturity of 7 years or less: Base + 2.25%

For loans more than $50,000, with a maturity of 7 years or more: Base + 2.75%

Variable interest rates may be adjusted at virtually any frequency negotiated by the lender and borrower, but most are reset either monthly or quarterly. SBA lets the lender decide so long as the change term is clearly defined in the promissory note.

Express Programs

The SBA Express programs offer streamlined and expedited loan procedures for particular groups of borrowers.

SBA Express

The SBA launched the Express Loan Program in an effort to accommodate lenders that were trying to fund smaller loans to smaller businesses but were finding the SBA processing requirements too onerous and expensive to be profitable.

Thus the SBA Express provides more flexibility to lenders that make these smaller loans by abbreviating the guaranty application, loosening collateral requirements, allowing lenders to use their own loan documents and procedures and charge higher interest rates, and promising a thirty-six-hour decision turnaround when lenders request a guaranty authorization. In exchange, the lender receives only a 50 percent guaranty from the SBA.

Express Loans offer small borrowers a flexible revolving or fixed-payment loan structure, depending on the lender’s requirements, for a total of a seven-year term to repay the loan in full. Borrowers can repay the loan in full faster without penalty if they choose to amortize the loan from the beginning over seven years. Loans under this program are limited to $350,000.

The SBA Express has proven to be very popular with lenders and borrower and has become one of the most utilized financing options offered by the SBA.

Community Express Program

In October 2008, SBA introduced the newly restructured and enhanced Community Express Pilot Loan Program. Approved SBA lenders are authorized to adopt SBA’s most streamlined and expedited loan procedures to provide a unique combination of financial and technical assistance to borrowers located in the nation’s underserved communities.

Communities that are eligible include SBA’s Historically Underutilized Business Zones (HUBZones) and those communities identified as distressed through the Community Reinvestment Act (CRA).

To encourage small businesses startups, SBA makes eligible loans of $25,000 or less for Community Express, regardless of where small businesses are located.

Because the SBA knows that the success of its loans to disadvantaged communities rests in large part on the technical assistance it renders the borrowers, the lenders have to document this assistance. If you request one of these loans, you have the option of using SBA’s Small Business Training Network (SBTN) as well as such resources as Small Business Development Centers, SCORE (Service Corps of Retired Executives), Women’s Business Centers, and Veterans Business Outreach Centers.

The Community Express Program offers borrowers a seven-year revolving line of credit for up to $250,000, with other typical 7(a) loan terms, such as interest rate restrictions. The exception is for loans under $25,000, which may be charged 2 percent higher rates. Lenders can use their own forms and are not required to have collateral on loans less than $25,000. For larger loans, the lender may use its own collateral policy. The SBA promises a thirty-six-hour decision turnaround when lenders request a guaranty authorization.

Patriot Express Program

If you or your co-owners are veterans, this may be the type of loan for you. The Patriot Express Program is designed for small businesses that are 51 percent or more owned by veterans or members of the military community. The maximum loan under this program is $500,000 and the guaranty follows the standard 7(a) percentages. This program combines many of the features of the other Express programs.

Borrowers under the Patriot Express Program must be eligible for SBA financing with every typical financial and personal qualification, but in addition must be 51 percent or more controlled by:

[image: star] A U.S. military veteran (other than dishonorably discharged)

[image: star] Active duty military, a potential retiree within twenty-four months of separation and discharging, or an active duty member within twelve months of discharge (TAP eligible)

[image: star] A reservist or National Guard member

[image: star] The current spouse of the above or the spouse of a service member or veteran who died of a service-connected disability

The Patriot Express Program offers borrowers a seven-year revolving line of credit for up to $500,000, with other typical 7(a) loan terms, such as interest rate restrictions (except for loans under $50,000, which may be charged 1 percent higher rates, or loans under $25,000, which may be charged 2 percent higher rates). Lenders can use their own forms and are not required to have collateral on loans less than $25,000. For loans up to $350,000, the lender may use its own collateral policy, but larger loans must take available collateral.

Like the other Express programs, the SBA promises a thirty-six-hour decision turnaround when lenders request a guaranty authorization.

Export Loan Programs

Since more than 70 percent of all U.S. exporters have less than twenty employees, the SBA has placed a high priority on providing financial assistance to help them develop or increase their export activities. There are a number of programs designed to serve these small businesses.

Export Express

The SBA Export Express Program provides exporters and lenders with a streamlined method to obtain SBA-guaranteed financing for loans and lines of credit up to $250,000, and the guaranty follows the standard 7(a) percentages. This program combines many of the features of the other Express programs.

The Export Express Program offers borrowers a seven-year revolving line of credit for up to $250,000, with other typical 7(a) loan terms, such as interest rate restrictions. Lenders make the credit decision, can use their own loan documentation forms, and are free to use their own collateral policies such as those on nonguaranteed loans. Quicker than the other Express programs, the SBA promises a twenty-four-hour decision turnaround when lenders request a guaranty authorization.

Export Working Capital Program

SBA’s Export Working Capital Program (EWCP) loans are targeted for businesses that export and need additional working capital to support these sales. Participating lenders review and approve applications and submit the request to the SBA staff at the U.S. Export Assistance Center location servicing the exporter’s geographical territory.

Exporting businesses can get up to a $2 million revolving credit facility through this program, which can be extended for up to twelve months. Loans carry a 90 percent SBA guaranty up to $1.5 million, and for larger loans, there is a companion guaranty that may be available from the Export-Import Bank for the gap. The interest rate may be fixed or variable and is negotiated between the lender and borrower.

The credit decision for these loans is made by the SBA, although lenders may use their own loan forms to document the transaction. The loans require all export-related inventory and receivables be pledged as collateral, as well as the personal guaranties of all 20+ percent owners. The SBA provides a five- to seven-day turnaround time to respond to the request for guaranty.

International Trade Loan Program

The International Trade Loan Program offers term loans to businesses that plan to start or continue exporting or that have been adversely affected by competition from imports. If you receive one of these loans, you must use the funds to enhance your position to compete. The program offers borrowers a maximum SBA-guaranteed portion of $1.75 million.

Funds may be used for the acquisition, construction, renovation, modernization, improvement, or expansion of long-term fixed assets or the refinancing of an existing loan used for these same purposes.

The maximum guaranty for this program follows the guidelines of the other 7(a) programs, with one important exception: borrowers using an International Trade Loan are able to exceed the typical amount of guaranty any one person qualifies for, which today equals $1.5 million. While the international trade loan itself is limited to a $1.5 million guaranty, borrowers may have a second SBA-guaranteed loan, so long as the combined guaranty does not exceed $1.75 million.

The interest rate may be fixed or variable and is negotiated between the lender and borrower, but the program restricts the maximum rate at prime plus 2.75 percent for loans with a maturity of seven or more years. As with most SBA programs, the lender makes the credit decisions, but the loan must be fully secured with collateral to the extent possible.

Rural Lender Advantage Program

The Small/Rural Lender Advantage (S/RLA) initiative by the SBA is designed to accommodate the unique loan-processing needs of small community and rural-based lenders, many of which make very few SBA loans. It is part of a broader SBA initiative to promote the economic development of local communities, particularly those facing the challenges of population loss, economic dislocation, and high unemployment. S/RLA encourages small community and rural lenders to partner with SBA by simplifying and streamlining loan application process and procedures, particularly for smaller SBA loans.

Key features of this program include:

[image: star] Streamlined loan application and processing for SBA loans of $150,000 or less, with limited additional information and analysis required for loans above $150,000

[image: star] A simplified SBA loan eligibility questionnaire to help small or occasional lenders meet SBA eligibility requirements

[image: star] Loans centrally processed through SBA’s Standard 7(a) Loan Processing Center

[image: star] Lenders can transmit applications via fax and eventually online

Loans in this program are limited to $350,000 or less, and the standard 7(a) guaranty percentage applies. The interest rate may be fixed or variable, and is negotiated between the lender and borrower, but the program restricts the maximum rate at prime + 2.75 percent for loans with a maturity of seven or more years. The lender makes the credit decisions, but the loan must be fully secured with collateral to the extent possible.

Since this program is limited to lenders that averaged less than twenty SBA loans annually over the previous three years, the SBA reviews all loans for eligibility and credit underwriting. Guaranty decisions are generally turned around in three to five days in this program.

Special Purpose Loans

There are several special purpose loan programs under the umbrella of the 7(a) program that enable the borrower to qualify under certain conditions that may not otherwise be available. These special initiative programs are primarily intended to encourage and assist the private sector in accomplishing specific public policy objectives approved by Congress.

Community Adjustment and Investment Program

The Community Adjustment and Investment Program (CAIP) was established to assist U.S. companies doing business in areas of the country that have been negatively affected by the North American Free Trade Agreement (NAFTA). CAIP loans allow for the payment of fees on eligible loans, including the 7(a) Loan Guaranty Program guaranty fee and the 504 program guaranty and CDC and lender fees. Depending on the size of the loan, these fees can be sizeable. CAIP works with SBA to reduce borrower costs and increase the availability of these programs.

To be eligible for CAIP, the small business must reside in a county, or a defined area within a county, that is negatively affected by NAFTA. This is based on job losses and the unemployment rate of the county. The loan agreement also contains a job creation component. For 7(a) loans, one job has to be created for every $70,000 SBA guaranty. For 504 loans, one job has to be created for every $65,000 SBA guaranty.

As the NAFTA gets older, fewer businesses will be able to claim eligibility under this program, and it will probably be phased out over time.

CAPLines Program

This is an umbrella loan program designed to help small businesses with short-term and cyclical working capital needs. It offers five different types of credit lines: Seasonal, Contract, Builders, Standard Asset-Based, and Small Asset-Based.

[image: star] Seasonal Line — You must use proceeds from this line of credit solely to finance the seasonal increases of accounts receivable and inventory in your business (or in some cases associated increased labor costs). The loan can be revolving or nonrevolving, but you should repay it entirely by the end of the business cycle.

[image: star] Contract Line — This line of credit finances the direct labor and material cost associated with performing assignable contract(s) obtained by your business. The loan can be revolving or nonrevolving, but you should repay the associated borrowing from this line with the final payments from each associated contract.

[image: star] Builders Line — This line of credit is for small general contractors or builders constructing or renovating commercial or residential buildings. Proceeds can be used to finance direct labor and material costs. The building project (real estate) will serve as collateral for the loan, and the line of credit can be revolving or nonrevolving. As with the others, you should use the proceeds from the sale of the building to pay off the associated borrowing in full.

[image: star] Standard Asset-Based Line — This line of credit is a traditional asset-based revolving line of credit for businesses unable to meet credit standards associated with long-term credit. It provides financing for cyclical growth, as well as recurring and/or short-term working capital needs. You repay it by tx1nv.short-term assets (accounts receivable) into cash, which you then remit directly to the lender. The business continually draws from the line of credit based on its borrowing base of assets and repays the line as its cash cycle permits. This line generally is used by businesses that provide credit to other businesses by selling goods on open invoice. Because these loans require continual servicing and monitoring of collateral, additional fees may be charged by the lender to cover the extra costs.

[image: star] Small Asset-Based Line — This line of credit is an asset-based revolving line for smaller businesses and is limited to credit of up to $200,000. It operates like a standard asset-based line except that some of the stricter servicing requirements are waived, providing the business can consistently shotx1re.t ability from cash flow for the full amount of the outstanding balance.

Employee Trusts Loan Program

This program is designed to provide financial assistance to Employee Stock Ownership Plans. The employee trust must be part of a plan sponsored by the employer company and qualified under regulations set by either the Internal Revenue Service Code (as an Employee Stock Ownership Plan, or ESOP) or the Department of Labor (the Employee Retirement Income Security Act, or ERISA). Applicants covered by the ERISA regulations must also secure an exemption from the Department of Labor regulations prohibiting certain loan transactions.

Pollution Control Loan Program

This program provides financing to eligible small businesses for the planning, design, or installation of a pollution control facility. This facility must prevent, reduce, abate, or control any form of pollution, including recycling. This program follows the guidelines for the 7(a) Loan Guaranty Program with the following exception: use of proceeds must be for fixed assets only.

Other Loan Programs

Military Reservists Loans

The Military Reservist Economic Injury Disaster Loan Program (MREIDL) provides funds to eligible small businesses to meet ordinary and necessary operating expenses that the business can’t meet because an essential employee was “called up” to active duty in the military reserves. These loans are intended to help bridge the financial gap until the military reservist is able to return to the company. The loans are not to cover lost income or lost profits. MREIDL funds cannot be used to take the place of regular commercial debt, to refinance long-term debt, or to expand the business.

Federal law requires the SBA to determine whether credit in an amount needed to accomplish full recovery is available from nongovernment sources without creating an undue financial hardship to the applicant. Generally, SBA determines that over 90 percent of disaster loan applicants do not have sufficient financial resources to recover without the assistance of the federal government. When it passed the law creating these loans Congress intended that applicants with the financial capacity to fund their own recovery should do so and therefore shouldn’t be eligible for MREIDL assistance.

These loans are underwritten with the full expectation of being repaid. Interest rates are fixed at 4 percent, and the loans are expected to be fully secured to the extent collateral is available. Repayment is limited to a maximum thirty-year term, but the SBA establishes the term based on its assessment of the installment payments the borrowers are able to repay. These loans are limited to $2 million, but the SBA has the authority to waive this limitation.

Types of Businesses Eligible for SBA Financing

Most every type of business and industry is eligible for SBA financing assistance, so long as they meet some basic qualifications:

[image: star] The business is operated for profit

[image: star] The business is engaged in, or proposes to do business in, the United States or its possessions

[image: star] The owners have a reasonable level of equity to invest

[image: star] The owners use alternative sources of financial resources, including personal assets, before seeking financial assistance

Some businesses and individuals require special consideration due to certain qualifications:

[image: star] Franchises are eligible except in situations where a franchisor retains power to control operations to such an extent as to be tantamount to an employment contract. The franchisee must have the right to profit from efforts commensurate with ownership.

[image: star] Recreational facilities and clubs are eligible provided: (a) the facilities are open to the general public, or (b) in membership-only situations, membership is not selectively denied to any particular group of individuals and the number of memberships is not restricted either as a whole or by establishing maximum limits for particular groups.

[image: star] Farms and agricultural businesses are eligible. However, if you run such a business, you should first explore the Farm Service Agency (FSA) programs, particularly if you have a prior or existing relationship with FSA.

[image: star] Fishing vessels are eligible. However, those seeking funds for the construction or reconditioning of vessels with a cargo capacity of five tons or more must first request financing from the National Marine Fisheries Service (NMFS), a part of the Department of Commerce.

[image: star] Medical facilities (hospitals, clinics, emergency outpatient facilities, and medical and dental laboratories) are eligible. Convalescent and nursing homes are eligible, provided they are licensed by the appropriate government agency and services rendered go beyond those of room and board.

[image: star] An Eligible Passive Company (EPC) is a small entity that does not engage in regular and continuous business activity. For example, a business owner may decide to own the real estate that houses her business in a different corporation for tax, estate, or liability protection. If the business of that second company was solely to own the property and lease it to the owner’s primary business, it would be an eligible passive company and could get SBA financing. An EPC must use loan proceeds to acquire or lease, and/or improve or renovate real or personal property that it leases to one or more operating companies for conducting that company’s business. The EPC must comply with the conditions set forth in 13 CFR Sec 120.111, including that their lease with the operating company be in writing, that the operating company subordinate their lease to the SBA, that the operating company qualify as an eligible SBA borrower, and that any owner of 20 percent or more of the EPC and the operating company must personally guarantee the loan.

[image: star] If your business changes ownership and benefits from the change, you may be eligible for an SBA loan. In most cases, this benefit should be seen in promoting the sound development of the business or, perhaps, in preserving its existence when the former owner is retiring or changing careers. Loans cannot be made to help you purchase: (a) part of a business in which you have no present interest; or (b) part of an interest of a present and continuing owner. The SBA discourages loans to effect a change of ownership among members of the same family, and they will scrutinize such applications much more carefully.

[image: star] Legal aliens are eligible for SBA loans. However, the SBA will look at the type of status of the borrower (e.g., resident, lawful temporary resident, etc.) in determining the degree of risk relating to the continuity of the applicant’s business. Excessive risk may be offset by full collateralization. You can discuss the various types of visas in more detail with your local SBA office. Use USCIS Form G-85 for verification of citizenship.

[image: star] Probation, parole, or indictment. The SBA won’t accept applications from firms where a principal (any one of those required to submit a personal history statement, SBA Form 912) is currently incarcerated, on parole, probation, or under indictment; is a defendant in a criminal proceeding; or whose probation or parole is lifted expressly because it prohibits an SBA loan. On the other hand, if one of the principals has formerly been in prison but has served his or her sentence, the business would be eligible. Judgments concerning applicants who detail prison time on their personal history statement are made on a case-by-case evaluation of the nature, frequency, and timing of the offenses. If you answer a question on Form 912 in the affirmative, you’ll have to submit fingerprint cards (available from the local SBA office) with your application.

Ineligible Businesses

There are a few types of businesses that are ineligible to receive financing assistance from the SBA. In general these business activities include those based on a passive investment, those engaged solely in financing third parties, or those operating a purely speculative business activity.
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