Looking for

R funding? Consider
Nl SBA loans

If you’re seeking financing to start or grow a small business, don’t forget to look at loan programs
through the U.S. Small Business Administration (SBA). Down payments, interest rates and borrowing
fees are typically lower, and application requirements may be more flexible than you’d find elsewhere.
Some SBA loans also come with counseling and education, which can be particularly valuable if you're
a first-time business owner. But you’ll want to pay attention to the details because SBA loans may
restrict how borrowers can use the funds. Here’s a quick overview of some of the more popular
programs.

Borrowing basics

The SBA guarantees, but doesn’t actually make, its loans. To obtain an SBA loan, you’ll work with a
bank, community development organization or other financial institution.

Your business generally will need to meet a few criteria to qualify. For example, you generally must
operate for profit in the United States or its possessions, and you must have tried to use other financial
resources (including your own assets) before applying for a loan. Your business also may need to meet
specificincome or size criteria. And some types of businesses, such as lenders and life insurance
companies, generally aren’t eligible.

Although you’ll negotiate your loan’s interest rate with your lender, it can’t exceed maximums
established by the SBA. Rates are calculated from a base rate, such as the prime rate (what commercial
banks charge their most creditworthy corporate customers), plus a markup. The markup depends on
factors such as loan size, repayment terms and your business’s financial profile. Lenders can also
charge fees — for example, packaging and legal service fees, as well as out-of-pocket expenses.
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The SBA’s most popular offering is the 7(a) loan program. Fixed- and variable-rate loans of up to

$5 million are available and can be used to buy real estate, buildings, equipment and furniture, and to
refinance existing debt, among other uses. The SBA guarantees 85% of loan amounts up to $150,000
and 75% of loan amounts greater than that.

To qualify fora 7(a) loan, your business must fall within the SBA’s size standards. In general, this means
your business is considered “small” within its industry. Depending on the industry, this may be
expressed by either the number of employees or your annual revenue. You'll typically repay the loan in
monthly payments of principal and interest.

The SBA also has a 7(a) Working Capital Pilot program designed for growing smaller businesses. Loans
are in the form of monitored lines of credit. Borrowers and their lenders receive one-on-one counseling
with the SBA’s subject-matter experts.

504 program

The 504 loan program provides long-term, fixed-rate loans designed to help borrowers purchase major
assets that help promote business growth and job creation. The maximum loan amount is $5.5 million.
Your business should be able to repay the loan from projected operating cash flows, generally over a
10-, 20- or 25-year period.

Again, you’ll need to meet a few requirements to qualify for a 504 loan. Among them, your business’s
tangible net worth must be less than $20 million, and its after-tax net income must have been less than
$6.5 million during the preceding two years. 504 loans are available only through Certified
Development Companies.

Microloan program

The microloan program is designed to help small businesses and qualified nonprofit child care centers
establish operations and grow. The maximum microloan amount is only $50,000. However, the average
microloan is for much less — $13,000. You can use these funds for everything from working capital to
inventory to equipment purchases.

Interest rates depend on intermediary lenders (certain community-based nonprofit organizations), but
they’re usually in the 8% to 13% range. The maximum repayment term allowed by the SBA is
seven years.

How to apply

Most lenders ask for extensive information before they’ll lend a business money, and the SBA is no
exception. Forinstance, to apply for a 7(a) loan, you'll generally need to supply a current income
statement, balance sheet and cash flow projection.
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In some cases, you'll also need to provide a personal financial statement. Owners with at least a 20%
stake in the business may need to sign a personal guarantee. In addition, larger loans usually require
some form of collateral.

Get guidance

The SBA’s website can guide you through the process of selecting the most appropriate loan program
for your situation.

Return to CTDA This Week Here
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