SBA Finance Options
—

Fourth National Rural Grocery Summit
June 9 - 10, 2014

SBA ...

U.S. Small Business Administration




SBA — What it is/What it does
—

 Federal government agency created in 1953

 Purpose —to help potential and existing small
businesses start, grow & succeed

e The three “C’s”:
e COUNSELING
e CONTRACTING
 CAPITAL
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Presentation Notes
How many of you have heard of SBA?

Have any of you used SBA?

Read first 2 bullets

How does it do this?  With the Three C’s of Counseling, Contracting & Capital.  

Counseling:  SBA (District Offices and On-Line Training), SCORE (Service Corp of Retired Executives) & the SBDC (Small Business Development Center) network

Contracting:  Programs to assist small businesses that want to sell their goods or services to the largest single purchaser in the world – the U.S. Gov’t.

Capital:  3rd “C” is what we’re going to talk about today


SBA Loan Programs

—

e Key source of financing for viable small businesses that
cannot qualify for credit on reasonable terms from
traditional sources

 Three Principal Players:
 Small Business Applicant
 Alender

e SBA
SBA does not provide direct loans or grants to start or

grow a small business
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SBA offers multiple loan programs to help viable small businesses that are unable to obtain financing on reasonable terms through conventional means.

Reasons?  (Why wouldn’t a viable business be able to obtain financing from traditional sources?)  

For one reason or another, cannot meet credit parameters/benchmarks set by lenders to do a loan on their own.  Many “viable’ small businesses can meet most, but not all, of them.

Lack of collateral  (liquidation value)
Can’t meet lender’s down payment/equity requirement
New start-up (no repayment history)
Business needs longer term/maturity than bank policy to be able to show repayment ability

There are 3 Principal Players involved in any of SBA’s Loan Programs
The Small Bus Applicant
An outside lender
The SBA

No direct loans or grants



SBA Loan Programs

—
* Loan programs:

e 7(a) loan program
504 loan program
 Benefits to borrowers:
e Access to capital not otherwise available
 Lower down payment

e Longer repayment term; no balloon or demand notes
e Reasonable interest rate

 Term loans & revolving lines of credit avaiIabISm
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SBA offers many individual loan programs, but the majority fall under two main “umbrellas”:  the 7(a) program and the 504 program.  They get their names from the section of the Small Business Act authorizing them.

So why would you want to use SBA’s loan program/what are the benefits to you?
Gives you access to capital that otherwise you just couldn’t get
With SBA involvement, lenders are willing to make loans w/less money down or less existing equity (higher leveraged)
Gives you longer repayment term – FULLY AMORTIZED (no demand or balloon notes hanging over your head).  Lower down payment & longer repayment term helps you conserve working capital
“Reasonable” interest rate (will discuss more on coming slides)
SBA’s loan programs can be used for term loans & RLOC’s (to meet both LT & ST needs)



7(a) Loan Program
—

 SBA’s primary loan program

* Broad eligibility requirements
 Meets wide range of financing needs

e SBA guarantees loans made by private lenders, such as
banks, credit unions or non-bank lenders

e SBA guaranty: 50 - 85%
 Reduces lender’s risk of borrower non-payment

* Borrower still obligated for full loan amount

SBA

U.S. Small Business Administration
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Read all bullets


7(a) Loan Program

—

e Use of loan funds
 New start-up, change of ownership or existing businesses

e Acquire land, building, equipment, fixtures
* |nventory

 Working capital

e Refinance of existing debt

e Maximum amount - $5,000,000

e |nterest rate set by lender w/in SBA maximums
* Prime + 2.25% for loans < 7 yrs; prime + 2.75% for loans > 7 yrs;

rates can be higher for smaller loans
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Read all bullets


7(a) Loan Program
—

e Maximum maturities

e Up to 25 years for real estate
e Up to 10 years or useful life for equipment
e 7—10 years for working capital, inventory

e Fees

e SBA charges one-time “guaranty fee” (2-3.75% of guaranteed
portion of loan)

e Tiered structured based upon loan amount
* NO FEE on loans of $150,000 and less through 9/30/2014

SBA

U.S. Small Business Administration
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7(a) Loan Program

—

* Procedure
e Prepare business plan or loan proposal

e Submit to lender of your choice

e Lender decides to: 1) make loan themselves; 2) make loan
with SBA guaranty or 3) decline

e Lender gathers necessary information from applicant and
submits request for guaranty to SBA

e |f approved by SBA, lender responsible for closing loan,
disbursing funds, collecting payments and servicing loan

SBA
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7(a) Loan Program — SBA Express

—

e SBA guarantees 7(a) loans through several different
delivery methods/sub-programs

 SBA Express (most popular)

Lender must be approved to use the program

SBA delegates credit decision entirely to the lender
Minimal SBA paperwork for applicant

Quicker response time

Lender receives 50% guaranty from SBA

U.S. Small Business Administration

Maximum loan amount - $350,000

www.sba.gov
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Read 1st bullet (SBA offers lenders different ways to obtain the guarantee)

Read remaining bullets



7(a) Loan Program — SBA Express
—

e “Veterans Initiative”

e For businesses owned at least 51% by members of
the military community and/or their spouses

e NO GUARANTY FEE on loans of $350,000 and less
originated through SBA Express program

e |nitiative good through 9/30/2014
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504 Loan Program
—

* Long-term, fully amortizing, fixed rate, subordinate
financing for purchase, renovation or construction of fixed

assets (land, building, machinery & equipment)

 Two-tiered project financing

e Private lender
 50% of project cost; 1% lien on project assets (no SBA guaranty)

* SBA 504 loan
* Finances 30 — 40% of project cost; 2"9 lien on project assets

 Small business applicant provides 10 — 20%

SBA
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Now switching from “7(a)” to the other main loan program, “504”.  This program is an entirely different animal from 7(a).

This loan provides long-term, low down payment, reasonably priced fixed-rate financing for the purchase or construction of fixed assets only.   

Like we mentioned on previous slide, SBA loans have 3 principal players involved.   With 7(a) loan, it’s the lender (making the loan), SBA (guaranteeing a % of the loan) and the small business applicant.  A 504 project also has three main partners, but involves a two-tiered financing structure.  1) Private Lender provides 50% of the financing w/no guaranty from SBA but 1st lien on project fixed assets; 2) SBA 504 loan provides 30 - 40% of the financing taking 2nd lien on project fixed assets,  and 3) applicant (borrower) injects 10 – 20% of the needed funds.


504 Loan Program
—

* Provided through Certified Development Companies
(CDCs)

e Funded by monthly sale of 100% SBA-guaranteed
debentures/bonds to investors on Wall Street

e Can be for new start-up, change of ownership, or
existing business

e 504 & 7(a) can be used together to meet current & fixed
asset financing needs

 Amount (504 share): $125,000 to S5 - S5.5 million

U.S. Small Business Administration
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How does the 504 portion (30 – 40% of total) work? 

504 loans are provided thru “Certified Development Companies” or “CDCs”.  Certified Development Companies (CDCs) are non-profit corporations certified and regulated by the Small Business Administration to package, process, close, and service 504 loans

504 loans are funded by the monthly sale of 504 debentures that are 100% guaranteed by SBA to investors on Wall Street

504 loans can be used to finance fixed assets for a new start-up, chg. of ownership or existing business

An applicant can apply for a 7(a) loan in combination with a 504 loan to meet the business’ current & fixed asset financing needs.  Example:  new start-up or chg. of ownership may use 7(a) loan to finance WC & inventory, & 504 for RE and M&E.

The 504 loan can be a minimum of $125K to a max of $5 - $5.5 million (depending upon type of business).  As 504 represents only 30 – 40% of total project, can do much larger deals under this program than 7(a).


504 Loan Program
—

* |nterest Rate
e Private lender loan: set by lender & must be w/in SBA
maximum (currently 6%)

e 504 loan: low, fixed rate based upon debenture rate
in month loan is funded

e Maturity

e Private lender loan: Must be at least 10 yrs for Real Estate; at
least 7 yrs for Machinery & Equipment

e 504 loan: 20 yrs for Real Estate; 10 yrs for Machinery &

e SBA
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Read all bullets


SBA Wi ichita District Office
—

For more information on SBA’s programs and services

Please contact:

Vanessa Klein

220 W. Douglas, Suite 450
Wichita, KS 67202

Telephone: 316-269-6571 ext. 220
Email: vanessa.klein@sba.gov

Or visit our office web site at www.sba.gov/ks

U.S. Small Business Administration
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Thank you

My contact information

More information at our exhibit table

mailto:xxxxx.xxxxx@sba.gov
http://www.sba.gov/ks
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