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Overview
For more than �ve decades, U.S. Small Business Administration loans have served as �nancial lifelines for 
American entrepreneurs. The SBA was created to foster free enterprise and to help sustain economic strength 
throughout all corners of a free market. 

Traditionally, small business owners who have struggled to secure a�ordable lending have turned to the SBA 
for help. But the agency itself does not issue loans. Rather, it acts as a guarantor while working with thousands 
of private and commercial institutions. Business owners who can obtain reasonable �nancing may not be 
eligible for SBA-backed loans.

The SBA o�ers a series of loans geared toward helping small businesses. There are three major loan programs. 
Each provides entrepreneurs with di�erent degrees of �nancing options and �exibility.  

First, let’s examine the distinct loan programs before discussing eligibility and the loan application process.

Types of business loans offered
Basic 7(a) Loan Program
The name comes from a section of the Small Business Act. This is the most common and basic loan small 
business owners are likely to encounter. 

Scores of American banks participate in this program, along with some non-bank lenders. Lending institutions 
that agree to structure their loans according to SBA requirements receive a guaranty on only a portion of the 
loan. Private lenders ultimately make and administer the loans.

The 7(a) loan can be used for a host of business purposes, including equipment and real estate purchases, 
renovations and new construction, debt re�nancing and working capital. For those seeking loans for working 
capital, maturity runs up to 10 years. For �xed assets, loan maturity is typically up to 25 years.

CDC/504 Loan Program
This program serves as a mechanism for long-term funding for small business owners. Entrepreneurs willing to 
tap into their equity can obtain long-term, �xed rate loans for major �xed assets, typically real estate or 
physical buildings. 

These �nance projects are often comprised of a collection of loans from several sources. Those might include 
a commercial lender; a loan from a Certi�ed Development Company, a nonpro�t corporation that facilitates 
economic development in a given geographical area; a junior lien covering nearly half the project’s cost; and 
at least 10 percent equity from the prospective borrower.

Loans under the 504 program come with greater restrictions in terms of how the capital can be utilized. In 
essence, small business owners can use the money only for �xed asset projects, including purchasing real 
estate, building new facilities or renovating existing structures and buying equipment. 

The SBA recently expanded the 504 program through the American Recovery and Reinvestment Act of 2009. 
Quali�ed borrowers will be able to re�nance their current SBA loan and roll over up to half of the total cost of 
the purchase or pending expansion.

For example, a small business proprietor with a $500,000 SBA 504 program loan could re�nance to leverage up 
to $250,000 for equipment or an expansion. But for every $65,000 backed by the SBA, a borrower is required to 
create or retain a job. Business owners must also have kept debt payments current for at least a year. 

Microloan Program
This program o�ers minimal short-term loans to �edgling or growing small businesses. The SBA provides or 
guarantees a loan to a third-party intermediary, which are typically nonpro�t community lenders. These 
intermediaries then dole out loans to quali�ed entrepreneurs in amounts up to $35,000. The average loan is 
about $13,000.

Microloans run no longer than six years. Terms will vary depending upon the loan’s size, its intended use and 
the requirements of a given intermediary. Interest rates are also subject to �uctuation but typically range from 
8 to 13 percent.

These funds also come with restricted uses. Microloans can be used for working capital or to buy supplies, 
equipment, furniture and other physical needs. Microloan funding cannot be put toward repaying debts or 
buying real estate.

Eligible and Ineligible Business Types
Most American small businesses meet the SBA’s eligibility requirements to obtain a loan. In general, the 
prospective loan recipient must have a for-pro�t enterprise doing business in the U.S., reasonable equity and 
have pursued alternative funding resources, including personal assets. 

There are certain businesses and applicants that are eligible but face speci�c restrictions or considerations. 
Among those are: franchises, recreational facilities and clubs, farms and agricultural businesses, �shing vessels 
and medical facilities such as hospitals, clinics and laboratories.

However, there are some businesses that are not eligible for an SBA loan. Those include: real estate investment 
�rms, lenders, pyramid sales programs, gambling ventures and charitable, religious and otherwise nonpro�t 
out�ts. 

The SBA’s three major loan programs also have speci�c eligibility guidelines and requirements. Here’s a 
snapshot of those:

Basic 7(a) Loan Program
Applicants must meet SBA size requirements, be for-pro�t, ensure that the �nancial need exists and 
demonstrate the capacity for repayment. Special programs within the 7(a) program may carry with them 
additional eligibility requirements.

CDC/504 Loan Program
Prospective loan recipients cannot have a net worth beyond $8.5 million or an average net income greater 
than $3 million after taxes for the preceding two years. 

Microloan Program
Small business owners interested in learning about eligibility requirements for microloans should contact a 
microlending intermediary in their speci�c geographic region. These intermediaries are in 46 of the 50 states, 
with Alaska, Rhode Island, Utah and West Virginia the only states without. The SBA o�ers an exhaustive, 
49-page list of the nation’s intermediaries on its website, www.sba.gov.

Loan Application Process
As with most other types of loans, lending institutions that work with the SBA will seek speci�c �nancial 
information when evaluating an application. The agency’s standards are a bit more �exible than others, but 
entrepreneurs still must have a solid pro�le to obtain an SBA loan. 

Lenders will look for an array of documentation. Chief among them will be �nancial statements regarding the 
business and its owners, partners and o�cers. These will generally include: balance sheets for the last three 
years; cash �ow projections; personal �nancial statements regarding assets, liabilities and previous tax returns; 
a breakdown of accounts receivable and payable; and any current �nancial information.

Applicants should also expect to produce a business pro�le; a speci�c breakdown of how the loan will be 
utilized; and an explanation of the collateral to be used to obtain the loan.

Lenders will also scrutinize an applicant’s credit and contributing factors. Those can be broken down into �ve 
distinct areas:

Equity Investment
Lenders will scour debt-to-worth ratios, expected earnings and projected pro�ts. Businesses with little to no 
equity may scare o� lending institutions, which generally see the gap as a harbinger of default. Entrepreneurs 
will be expected to prove the value of invested assets. Businesses with weak equity can still obtain SBA loans, 
provided they have solid credit indicators elsewhere. But as the SBA makes perfectly clear, low equity, high 
debt and baseless projections is a recipe for loan denial.

Earnings Requirements
Cash out�ow and management constitutes another major element. Small business owners will likely have to 
provide cash �ow projections that detail the �ow of capital and when expenses are paid. These projections 
typically cover the 12 months after the prospective loan is granted. The SBA recommends that new 
entrepreneurs document all the assumptions that go into creating revenue and expense estimates. 
 
Working Capital
This is basically when a business has more assets than liabilities at a given time. It’s basically a way to examine 
a small business’s ability to pay current debts. Lenders will evaluate the nature and worth of assets on hand, as 
well as examine all liabilities due within a year. 
 
Collateral
Collateral is a requirement for all SBA loans. The agency accepts usable assets within the business and personal 
assets from beyond it. Any business owner with a 20-percent stake or greater must present a personal 
guarantee, as do other key management stakeholders. The SBA notes that assets �nanced with borrowed 
funds will ultimately collateralize the SBA loan. Lending institutions working with entrepreneurs who aim to 
use real estate as collateral will have to obtain third-party valuation on transactions valued at $50,000 and 
above. Much like equity investment, weak collateral itself will not generally disqualify a business from 
obtaining an SBA loan.

Resource Management
Lenders will closely examine the way capital and resources are managed. That includes scrutiny of an 
operation’s managers and leadership. Those evaluating a loan application may also rely on ratios derived from 

historical �gures and �nancial statements, including debt-to-worth, the rate that debt is paid upon become 
due and the rate income is received after being earned. Lenders will also evaluate the subjective character of a 
particular applicant. Education, business experience and quality of references may all be considered. 

After all this consideration, the �nal piece for entrepreneurs is crafting a formal written loan proposal. First 
impressions are crucial, both on paper and in person.

There is no formula or exact science for writing a loan proposal. But the SBA does o�er some suggestions 
when it comes time to put one together. Some of those tips include:

�t�4�U�B�S�U���X�J�U�I���B���D�P�W�F�S���M�F�U�U�F�S���P�S���F�Y�F�D�V�U�J�W�F���T�V�N�N�B�S�Z���U�I�B�U���D�P�O�D�J�T�F�M�Z���F�Y�Q�M�B�J�O�T���U�I�F���C�V�T�J�O�F�T�T�
���Z�P�V�S��
background, the requested loan amount and other key information.
 
�t�1�S�P�W�J�E�F���B���T�F�Q�B�S�B�U�F�
���E�F�U�B�J�M�F�E���E�F�T�D�S�J�Q�U�J�P�O���P�G���Z�P�V�S���C�V�T�J�O�F�T�T���U�I�B�U���J�O�D�M�V�E�F�T���J�O�G�P�S�N�B�U�J�P�O���P�O��
products and services, future operations, competition and customers.

�t�4�V�C�N�J�U���B���S�F�T�V�N�F���G�P�S���F�B�D�I���P�X�O�F�S���B�O�E���L�F�Z���N�B�O�B�H�F�N�F�O�U���N�F�N�C�F�S��

�t�&�Y�Q�M�B�J�O���I�P�X���U�I�F���M�P�B�O���X�J�M�M���C�F���S�F�Q�B�J�E�
���J�O�D�M�V�E�J�O�H���T�P�V�S�D�F�T���B�O�E���U�J�N�F���F�T�U�J�N�B�U�F�T�����&�Y�Q�F�D�U���U�P���T�V�C�N�J�U��
cash �ow information, budgets and other material �nancial documents.

�t�*�O�D�M�V�E�F���ö�O�B�O�D�J�B�M���T�U�B�U�F�N�F�O�U�T���B�O�E���J�O�G�P�S�N�B�U�J�P�O���G�P�S���U�I�F���Q�S�F�W�J�P�V�T���U�I�S�F�F���ö�T�D�B�M���Z�F�B�S�T���B�T���X�F�M�M���B�T��
current statements.

�t�*�G���B�Q�Q�M�J�D�B�C�M�F�
���D�P�O�T�J�E�F�S���J�O�D�M�V�E�J�O�H���D�P�Q�J�F�T���P�G���J�U�F�N�T���T�V�D�I���B�T���M�F�B�T�F�T�
���G�S�B�O�D�I�J�T�F���B�H�S�F�F�N�F�O�U�T�
���M�F�U�U�F�S�T���P�G��
reference, contracts and copies of licenses.

For more detailed information on SBA loans and the loan application process, visit SBA.gov or contact the 
creators of this guide at SBALoans.com to learn how we can help you obtain an SBA Loan.


