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“We’re from the government and we’re here to help.” 

It’s a phrase that has been used to draw a laugh, at times with good reason. Government guaranteed loans from the Small Business Administration (SBA) are a resource that business owners sometimes overlook. Probably because the idea of bringing the government into their business financial life comes with, well, the government. 

A careful look may reveal that the benefits of federally backed loans may outweigh the costs of paperwork and reporting. Government guaranteed loans to small businesses have already been a successful tool in helping new and expanding businesses succeed here on the north coast. The first step is an understanding of what is available and how to access the funds. 
First, the SBA doesn’t lend funds directly to entrepreneurs. Borrowers will need to strike up a relationship with a loan officer at a local bank or credit union. If you choose the SBA 504 loan you will also be working with a certified development corporation (CDC) like AEDC’s Small Business Lending Center.
Of the two primary government guaranteed loan programs that provide financing to small business, each fulfills different business needs. The devil is in the details, as every business owner knows, and which loan is right for you depends on what you want to do with the funds.

The 7(a) is the SBA's most popular loan program and is available through many local banks and credit unions. SBA 7(a) loans are typically used for working capital, asset purchases and leasehold improvements. Each owner of a business who holds an ownership stake of 20 percent or more is required to personally guarantee the loan.
The 7a program has a floating interest rate, adjusted quarterly, which is capped at 2.75% over prime. Length of the loan varies with use of the funds. Terms are 25 years for real estate, 10 years for equipment or business acquisition and 5 to 7 years for working capital with no balloon payment.

The 504 loan program is intended to supply funds for asset purchases, such as land, or construction or renovation of a new commercial building which will be 51% occupied by the business or for business equipment. Typically, the asset purchase is funded by a loan from a bank or other lender, along with a second loan from a CDC like Arcata Economic Development Corporation. This financing structure—50% of project costs from the bank, 40% from the SBA through a community development corporation and 10% from the borrower— helps the bank reduce its exposure to loss by relying on the SBA to shoulder some of the risk.

The SBA 504 loan portion of your project is a below market, fixed rate loan (currently 6.79%) for 20 years in most cases and fully amortized with no balloon payment. The bank portion of the 504 loan will be made at terms set by your bank.
The major barrier in going from one level of business maturity to the next can be acquiring capital. That barrier can seem especially daunting if you aren’t able to provide the collateral or financial history needed for traditional bank financing. That’s when working with the government might help.  
If you are considering buying, building or renovating a business, you might want to learn more about the SBA 504 Loan at a seminar hosted by AEDC at the River Lodge in Fortuna on September 12 from noon to 2:30 p.m. 
Representatives from San Francisco SBA including Steve Bangs, lead lender relations specialist and Michael Elkin, assistant district director, entrepreneurial development will bring nearly 50 years experience with the SBA to their presentation about the program.   

Kelli Denney, loan manager for AEDC will bring a regional perspective to the seminar, and give information about specific 504 loan requirements and the steps in the loan process for borrowers. 

The event will conclude with a panel discussion with local business owners. Moderated by former SBA loan underwriter Joan Rainwater Gish, the panelists will include the ups and downs of the loan process  from business owners who have been there, including Mary Keehn from Cypress Grove Chevre, Jerry King from Fortuna Ace Hardware and Michael Braught from Long Valley Market. 
To register, or for more information about the seminar, call AEDC at 822-4616 ext. 12. If you’re not sure which SBA government guaranteed loan program is right for you, talk with the loan officer at your lending institution. Having a lender with government guaranteed loan experience can help you make the best choice for your business. 

