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&YQFSUT� IBWF� MPOH� SFDPHOJ[FE� UIBU� DSFEJU� SJTL� JT�
MBSHFMZ� SFTQPOTJCMF� GPS� UIF�mOBODJOH�QSPCMFNT� GBDFE�
by so many small businesses. In October 2007, the 
'FEFSBM�3FTFSWF�#PBSE�T�i3FQPSU�UP�$POHSFTT�PO�UIF�
Availability of Credit to Small Businesses” stated:

“The concerns of the Congress and other policy-

NBLJOH� CPEJFT� BCPVU� TNBMM� CVTJOFTT� mOBODJOH�
TUFN� GSPN� UIF�QFSDFQUJPO� UIBU� TNBMM� mSNT�IBWF�
NPSF�EJGmDVMUZ�HBJOJOH�BDDFTT�UP�DSFEJU�TPVSDFT�
than do large businesses or other types of bor-

SPXFST��5IF�TPVSDF�PG� UIJT�EJGmDVMUZ�NBZ�CF�UIF�
HSFBUFS� SJTLJOFTT�PG�TNBMM�mSNT�BOE� UIF�BTTPDJ-
BUFE� IJHI� DPTUT� PG� FWBMVBUJOH� BOE� NPOJUPSJOH�
DSFEJU�SJTLT�PS�JU�NBZ�CF�JOFGmDJFODJFT�JO�NBSLFUT�
UIBU�IJOEFS�QSJDJOH�PG�SJTL�PS�JNQFEF�UIF�FGGFDUJWF�
QPPMJOH�PG�SJTLT��5P�UIF�FYUFOU�UIBU�QSJWBUF�NBSLFU�
JNQFEJNFOUT�PS� JOFGmDJFODJFT�BSF� UIF�TPVSDF�PG�
BOZ�EJGmDVMUJFT�GPS�TNBMM�CVTJOFTT�mOBODJOH�QPMJ-
cymakers may focus on changes that reduce 

these constraints.”

 
On June 14-15, 2012, the San Francisco Federal 

Reserve Bank, in cooperation with the Milken Insti-
tute, the Los Angeles Local Development Company, 
Capital Access Group, and Wall Street Without Walls, 
IPTUFE� B� UXP�EBZ�NFFUJOH� UP� FYBNJOF� BO� JOOPWBUJWF�
proposal for addressing small-business credit risk. 
The workshop, “Customizing Federal and State Loan 
(VBSBOUFFTw� CSPVHIU� UPHFUIFS� BQQSPYJNBUFMZ� ��� JO-
WFTUPST� MFOEFST� BOE� QVCMJD� PGmDJBMT� UP� FYQMPSF� UIF�
potential of using SBA and other federal guarantees 
to  “wrap” or “enhance” state loan-guarantee and in-
surance programs. The hybrid strategy would improve 
publicly sponsored efforts to support credit for small 
businesses in four important ways: 
 

• First, a hybrid program would combine the 
credit quality and capacity of federal guaran-
UFF�QSPHSBNT�XJUI�UIF�nFYJCJMJUZ�BOE�TJNQMJDJUZ�
of state initiatives. Thus, it could attract more 
lenders than state or federal programs alone. 

• Second, hybrid programs would allow states to 
target and tailor federal guarantees more effec-
tively to market needs. This would improve the 
performance of federal guarantee programs in 
achieving policy goals. 

• Third, state programs generally achieve less 
leverage per dollar of public cost than federal 
programs. Thus, hybrids would enable states 
to use their credit-enhancement dollars more 
FGmDJFOUMZ��

• Finally, hybrid programs are likely to make 
more types of credit available to more borrow-
ers, thus increasing their value in strengthening 
state economies and creating jobs. 

Under the plan, states would pay any added loan-de-
fault costs incurred by the federal government as a 
result of enhancing or wrapping state programs.

This report on that workshop is divided into four sec-
tions.  

• Section 1, Background looks at the principal 
differences in federal and state loan guaran-
tees, especially how the costs of these pro-
HSBNT�BSF�mOBODFE��� 

• Section 2, Findings sets forth the business 
and policy issues that must be addressed if 
“customization” is to become a practical ap-
proach to small-business lending.   

• Section 3, Conclusions�JEFOUJmFT�UIF�LFZ�FMF-
ments of a customization strategy capable of 
responding to these policy and business chal-
lenges. 

• Section 4, Recommendations proposes spe-
DJmD�JEFBT�BDUJPOT�BOE�JOJUJBUJWFT�UIBU�TIPVME�
be part of a customization program. 

Funds Funds

Loans

puBlic
source

priVate
sourcestate

target
Firms

spV

sBa

eligiBle
lenders

Funds

Funds Payment
or Pledge

Guarantees

target
Firms

Loans



Every year, the federal government makes or guar-
antees more than $1 trillion in loans for homeowners, 
farmers, businesses, and individuals. According to 
Douglas  Eliott of the Brookings Institution, at the end 
of FY 2010, outstanding federal loans and guarantees, 
JODMVEJOH�DSFEJU�FYUFOEFE�CZ�'BOOJF�.BF�BOE�'SFEEJF�
.BD�TUPPE�BU�NPSF�UIBO����USJMMJPO��5P�QVU�UIJT�mHVSF�
JO�QFSTQFDUJWF�UIF�GFEFSBM�HPWFSONFOU�T�DSFEJU�FYQP-
TVSF�JT�BMNPTU�FRVBM�UP�UIF�DPNCJOFE�BTTFUT�PG�UIF�mWF�
largest U.S. banks. Of this $8 trillion, over $2 trillion 
SFQSFTFOUFE�MPBO�HVBSBOUFFT�FYUFOEFE�UP�CVTJOFTTFT�
farms, students, and homeowners.

      
Until 1990, the federal government used cash ac-

counting to budget the cost of credit programs, a 
NFUIPE� UIBU� QSPEVDFE� TJHOJmDBOU� EJTUPSUJPOT��0O� UIF�
POF�IBOE�EJSFDU�MPBOT�BQQFBSFE�UP�CF�BT�FYQFOTJWF�BT�
grants, even though most loans would be repaid. On 
the other hand, loan guarantees appeared to be free 
even though some guarantees would produce losses. 

However, since the passage of the Federal Credit 
Reform Act (FCRA) in 19901,  the federal government 
has used accrual accounting to budget the cost of 
credit programs. Now, under FCRA, Congress must 
appropriate an amount equal to the net present value 
PG�UIF�FYQFDUFE�DPTUT�QSJNBSJMZ�EFGBVMU�MPTTFT�BOE�JO-
UFSFTU�TVCTJEJFT�PG�GFEFSBM�DSFEJU�QSPHSBNT��5IJT�BQ-
propriation is called the credit subsidy. 

There is no doubt that accrual accounting gives poli-
cymakers and managers a more accurate picture of 
the costs of federal loans and guarantees than cash 
accounting provides. However, especially for loan-
HVBSBOUFF�QSPHSBNT�XIJDI�BQQFBSFE�UP�CF�GSFF�VO-
EFS� UIF� GPSNFS�BDDPVOUJOH�NFUIPE�UIF�OFFE� UP�BQ-
propriate money to pay losses that may not materialize 
for many years appears to have created a bias toward 
the least-risky loans.

While tighter and more risk-averse underwriting can 
reduce program costs, it can hinder federal efforts to 
address market failures and increase investment in 
underserved markets. This is especially important in 
view of the fact that most federal credit assistance 
now takes the form of guarantees rather than direct 
MPBOT��'PS�FYBNQMF�GPS�':������POMZ������CJMMJPO�PG�UIF�

4NBMM� #VTJOFTT� "ENJOJTUSBUJPO�T� ���� CJMMJPO� JO� DSFEJU�
BTTJTUBODF�BCPVU���QFSDFOU�XJMM�UBLF�UIF�GPSN�PG�EJ-
rect loans. 

One way to make federal small-business guarantees 
available to more borrowers, especially underserved 
mSNT� JT� UP�TIJGU�DSFEJU�TVCTJEZ�DPTUT� UP�TUBUF�BOE� MP-
DBM�HPWFSONFOUT�BOE�UP�UIF�QSJWBUF�TFDUPS��5IJT�BQ-
QSPBDI�JT�JO�NBOZ�XBZT�TJNQMZ�BO�FYUFOTJPO�PG�DVS-
SFOU� QSBDUJDF�� 'PS� FYBNQMF� UIF� 6�4�� %FQBSUNFOU� PG�
Energy operates a loan-guarantee program to encour-
age funding of innovative energy projects. Similarly, 
UIF�6�4��&YQPSU�*NQPSU�#BOL�QSPWJEFT�HVBSBOUFFT�UIBU�
QSPUFDU�FYQPSUFST�BOE�UIFJS�MFOEFST�GSPN�mOBODJBM�SJTL����
The cost of these programs is paid entirely by fees 
levied on borrowers and lenders. 

Credit-enhancement programs that make small-
CVTJOFTT�MFOEJOH�TBGFS�BOE�NPSF�QSPmUBCMF�IBWF�QBS-
UJDVMBS�JNQPSUBODF�UPEBZ��*O�$BMJGPSOJB�GPS�FYBNQMF�UIF�
number of small-business loans has contracted by 40 
percent since 2005. It should be noted that this con-
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traction is not only larger than the national average but 
concentrated in loans of less than $250,000, the size 
PG� MPBO� UIBU�NBOZ� TNBMM� mSNT� OFFE�� *O� BEEJUJPO� UIF�
TUBUF�SBOLFE�TJYUI�JO�CBOLSVQUDJFT�BT�B�QFSDFOUBHF�PG�
business establishments. Not surprisingly, long-term 
joblessness (greater than 52 weeks) within California 
is by far the largest category of unemployment. 

*O�SFTQPOTF�UP�QFSDFJWFE�HBQT�PS�EFmDJFODJFT�JO�GFE-
eral programs, almost every state and many localities 
have instituted their own loan-guarantee and insur-
BODF�QSPHSBNT�UP�CFOFmU�TNBMM�CVTJOFTTFT��)PXFWFS�
unlike the federal government, states are generally 
prohibited from pledging their credit on behalf of pri-
vate interests. This means that a state loan-guarantee 
program is backed solely by funds contributed to a 
reserve account. The state is not legally responsible 
for the obligations of its loan-guarantee programs. 
Because lenders have no recourse to the state itself, 
state programs are often overcapitalized, holding 
large enough reserves to withstand even catastrophic 
MPTTFT��'PS�FYBNQMF�JO�$BMJGPSOJB�UIF�4NBMM�#VTJOFTT�
Loan Guarantee Program2 holds $1 in reserves for 
FBDI����JO�DSFEJU�FYQPTVSF��'PS�UIF�TBNF����4#"�DBO�
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provide about $65 in guaranteed lending.  

*U�BQQFBST�UIBU�VTJOH�TUBUF�GVOET�UP�QBZ�4#"�T�TVCTJ-
EZ�DPTUT�SBUIFS�UIBO�GPS�EFQPTJUT�UP�UIF�TUBUF�T�SFTFSWF�
BDDPVOU� DPVME� ZJFME� UXP� JNQPSUBOU� CFOFmUT�� 'JSTU� JU�
would enable states to offer stronger guarantees while 
VTJOH�GFXFS�EPMMBST��4FDPOE�JU�XPVME�JNQSPWF�UIF�FY-
tent to which federal guarantee programs increase 
DBQJUBM� nPXT� UP�VOEFSTFSWFE�mSNT�XJUIPVU� JODSFBTFE�
federal cost. The impact of this small change should 
CF�TJHOJmDBOU���

Last year, under the State Small Business Credit Ini-
tiative (SSBCI)3,  the Treasury Department awarded 
$1.4 billion to 54 states and territories to strengthen 
small-business guarantee and insurance programs.  
Nationally, about $1 billion remains unused. As of De-
cember 2011, California had employed less than $10 
million of its $168 million allocation. Many other states 
IBWF�BMTP� GPVOE�44#$*� GVOET�EJGmDVMU� UP�EFQMPZ��6T-
JOH�UIFN�UP�mOBODF�UIF�DSFEJU�TVCTJEZ�DPTUT�PG�4#"�PS�
other federal guarantors could potentially produce al-
NPTU�����CJMMJPO�JO�mOBODJOH�GPS�TNBMM�CVTJOFTTFT�BOE�
create or save more than 2 million jobs.  

states tHat HaVe expended or oBligated > $3m 
(as oF 6/30/2012)



1. SBA is, by far, the largest and most important 
source of credit support for small businesses. 

B�� *O������4#"�JT�FYQFDUFE�UP�QSPWJEF�BMNPTU�
$25 billion in credit support through multiple 
programs.    

C�� 5PHFUIFS�UIF�&YQPSU�*NQPSU�#BOL�BOE�6�4��
Department of Agriculture provide only about 
���QFSDFOU�PG�4#"�T�WPMVNF� 

��� 6%$�SURJUDPV��HVSHFLDOO\�LWV�ÁDJVKLS���D��JXDU-
anteed loan program,4�FDQ�EH�GLIÀFXOW�IRU�VPDOO�
lenders to employ successfully. 

 
a. SBA can refuse to honor its guarantee if a 

MFOEFS�CSFBDIFT�UIF�BHFODZ�T�SVMFT�SFHBSE-
ing loan and borrower eligibility, documenta-
tion, and servicing. Although SBA reports that 
recent changes have increased the percent-
age of approved requests to 95 percent, the 
program nevertheless involves “claims” risk or 
DPTUT�UIBU�TPNF�TNBMMFS�MFOEFST�mOE�VOBDDFQU-
able. 

 
C�� 5P�GVMmMM�4#"�T�FYUFOTJWF�DPNQMJBODF�SFRVJSF-

ments, larger lenders typically establish 

dedicated SBA lending divisions. However, 
because smaller banks can rarely afford such 
specialized business units, they are less likely 
to make frequent use of SBA guarantees.   

 
��� $�VLJQLÀFDQW�QXPEHU�RI�OHQGHUV�XVH�6%$�JXDU-

DQWHHV� WR� LPSURYH� WKH�SURÀWDELOLW\� UDWKHU� WKDQ�
the availability of small-business loans. Risk 
aversion on the part of the federal government 
and lenders appears at least partly responsible. 

 
a. Using SBA guarantees for comparatively safe 

MPBOT�BMMPXT�MFOEFST�UP�CFOFmU�GSPN�UIF�MJRVJE-
JUZ�BOE�DBQJUBM�FGmDJFODZ�PG�4#"�MPBOT�XIJMF�
minimizing the danger that high delinquency, 
default, and loss rates will jeopardize their sta-
tus in the Preferred Lenders Program.5  

C�� 4#"�DBO�NJOJNJ[F�JUT�DPTU�UP�UBYQBZFST�CZ�MJNJU-
ing eligibility for guarantees to lenders, borrow-
ers, and loans that pose limited default risks. 
4PNF�QBTU�FGGPSUT�UP�FYQBOE�DSFEJU�UP�SJTLZ�
CPSSPXFST�TVDI�BT�$PNNVOJUZ�&YQSFTT�IBWF�
resulted in dramatically increased costs.  

 
c. According to many lenders, SBA-guaranteed 

subordinate debt would meet an important 

Findings



market need. However, OMB circular A-129, 
“Policies for Federal Credit Programs and 
/PO�5BY�3FDFJWBCMFTw�TQFDJmDBMMZ�EJTDPVS-
ages loans in which the federal government 
assumes a subordinate position. Agencies do 
OPU�IPXFWFS�BMXBZT�GPMMPX�0.#�T�HVJEBODF�
'PS�FYBNQMF�VOEFS�UIF�4#"�T�$FSUJmFE�%FWFM-
opment Company or 504 Program, the federal 
government guarantees subordinate deben-
UVSFT�JTTVFE�UP�QSPWJEF�mYFE�BTTFU�mOBODJOH�UP�
FMJHJCMF�mSNT��

4. The Treasury Department’s State Small Busi-
ness Credit Initiative gave states $1.4 billion for 
innovative credit-support programs. While the 
SURJUDP�DOORZV�VWDWHV�WR�ÀQDQFH�DOWHUQDWLYHV�WR�
SBA programs, the slow rate at which SSBCI 
funds have been deployed creates the risk that 
undisbursed funds will be forfeited. 

 a. By law, Treasury may withhold any SSBCI funds 
not disbursed within two years after the signing 
PG�B�TUBUF�T�BMMPDBUJPO�BHSFFNFOUT��

 
�C�� $BMJGPSOJB�T�BNFOEFE�BMMPDBUJPO�BHSFFNFOU�

signed in May 2011, divided the states $168 
million in SSBCI funds equally between CalCAP, 
UIF�TUBUF�T�QPSUGPMJP�JOTVSBODF�QSPHSBN�BOE�UIF�
State Small Business Loan Guarantee Program 
(SBLGP). 

 
 c. As of June 2012, the state is estimated to have 

used $10 million of its allocation. If CalCAP and 
the SBLGP are unable to use an additional $37 
million in SSBCI funds by the end of May 2013, 
California may lose up to $112 million in SSBCI 
funds. 

5. The underuse of SSBCI funds may be partly 
caused by structural features of approved pro-
grams.   

 
a. Capital access programs (CAPs)6 are unattract-

ive to many low-volume lenders because accu-
NVMBUFE�MPBO�MPTT�SFTFSWFT�NBZ�OPU�CF�TVGmDJFOU�
to cover losses. Larger, high-volume lenders 
have not yet become major users of CAPs, in 
QBSU�CFDBVTF�UIF�4#"�&YQSFTT�1SPHSBN�PGGFST�B�
more attractive alternative. For this reason, Cal-
CAP and other CAPs across the country have 
used only a small part of their SSBCI alloca-
tions.

 b. Loan-guarantee programs, such as SBLGP, 

EP�OPU�PGGFS�UIF�TBNF�CFOFmUT�BT�4#"�HVBS-
BOUFFT��'PS�FYBNQMF�VOMJLF�4#"�HVBSBOUFFT�
state guarantees cannot easily be sold in the 
secondary market. Moreover, regulators require 
lenders to hold more capital against state-guar-
anteed loans than against SBA loans. 

 
c. While state programs typically entail less com-

QMJBODF�DPNQMFYJUZ�UIBO�4#"�QSPHSBNT�TPNF�
MFOEFST�IBWF�FYQFSJFODFE�EJGmDVMUZ�JO�TFDVSJOH�
full payment of losses on defaulted loans. Along 
with the limited capital backing, this makes 
state programs less attractive as a source of 
risk mitigation. 

 
6. Customization may help states create hybrid 

credit-enhancement platforms that offer lend-
ers the best features of SBA and state pro-
grams. However, such programs will probably 
need the approval of the OMB, SBA, and Trea-
sury Department.

 
a. OMB Circular 129 stresses the importance of 

DPOUSBDUT�UIBU�QSPUFDU�UIF�HPWFSONFOU�T�JOUFSFTU���
"OZ�FYQBOTJPO�PG�UIF�SJTLT�BTTVNFE�CZ�GFEFSBM�
credit programs may require OMB review. 

 
b. SBA often tests innovative uses of its guaran-

tees through pilot programs. State custom-
ization of those guarantees may require SBA 
approval. 

 
c. The SSBCI statute and policy guidance are si-

MFOU�PO�UIF�VTF�PG�44#$*�GVOET�UP�mOBODF�DPTUT�
associated with using federal guarantees to 
FOIBODF�TUBUF�QSPHSBNT��&YQMJDJU�5SFBTVSZ�BQ-
proval for such a use may therefore be required 

 
��� 6RPH�VWDWHV�PD\�ÀQG�FXVWRPL]DWLRQ�XQDWWUDFW-

ive if it imposes additional costs on state agen-
cies or undermines existing efforts.

 
a. Developing a customization program may 

TUSBJO�TUBUF�CVEHFUT���'PS�FYBNQMF�TFDVSJOH�
federal approval to use SSBCI funds to pay 
federal credit-subsidy costs may place an ad-
ditional burden on limited SSBCI administrative 
funds. 

 
b. Customization may divert resources from 

established state credit enhancement, thus 
risking limited state resources on an unproven 
strategy.



1. Customization can increase the capacity and 
appeal of state credit-enhancement programs. 
In addition, using SSBCI money to fund cus-
tomization programs may help reduce the risk 
of losing undisbursed funds.

 
a. As of December 2011, CalCAP and SBLGP 

had used about $5.6 million in SSBCI funds 
to support about $57 million in loans to small 
businesses. Given current reserving policies 
and practices, lending under the two pro-
grams will have to reach over $1 billion by 
May 2013 in order to avoid the potential loss of 
$BMJGPSOJB�T�SFNBJOJOH�BMMPDBUJPO�

 
C�� *O�NBOZ�PUIFS�TUBUFT�BOE�MPDBMJUJFT�TJHOJmDBOU�

BMUFSBUJPOT�UP�44#$*�mOBODFE�QSPHSBNT�NBZ�
be needed to avoid the risk of adverse action 
by Treasury. Customization is among the op-
tions that states should consider.

 
2. Federal agencies may be able to use their au-

thority to conduct pilot programs to organize 
efforts to customize loan guarantees.

a. Pilot programs typically permit the testing of 
JOOPWBUJWF�PS�OPWFM�GPSNT�PG�TNBMM�CVTJOFTT�m-
nancing that are statutorily permissible but not 
allowable under current policy and regulations. 

 
b. SBA has used this authority to test programs, 

JODMVEJOH�$PNNVOJUZ�"EWBOUBHF�BOE�&YQSFTT�
Loan Programs.  

3. The credit-subsidy costs associated with cus-
tomization can be covered through direct or in-
GLUHFW�ÀQDQFLQJ�

B�� %JSFDU�mOBODJOH�XPVME�JOWPMWF�UIF�VTF�PG�TUBUF�
or private funds to deposit money in the appro-
priate account of the federal credit agency.

C�� *OEJSFDU�mOBODJOH�FOUBJMT�UIF�VTF�PG�QVCMJD�PS�
private assets to collateralize federal guaran-
UFFT��'PS�FYBNQMF�MPBO�MPTT�SFTFSWFT�FTUBC-
lished under state-sponsored capital access 
programs might be used to collateralize SBA 
loan guarantees.

4. Policymakers should consider a variety of op-
WLRQV�IRU�ÀQDQFLQJ�GLUHFW�SD\PHQWV�DQG�FROODW-
eral accounts.

 
B�� 3JTL�CBTFE�JOUFSFTU�SBUFT�BOE�GFFT��$BTI�nPXT�

from loans can be used to make credit-subsidy 
payments or deposited in collateral accounts.

 
b. Unused SSBCI funds. With Treasury approval, 

states may draw down unused SSBCI funds to 
DPMMBUFSBMJ[F�QSJWBUF�mOBODJOH�JG�UIF�QSPDFFET�
are employed for an approved CAP or other 
DSFEJU�TVQQPSU�QSPHSBNT��'PS�FYBNQMF�44#$*�
funds might be used as security for a private 
loan to a loan-loss account that, in turn, would 
use the proceeds to collateralize a federal loan 
guarantee for a small business. To illustrate, a 
state might transfer $10 million in SSBCI funds 
UP�B�MPBO�HVBSBOUFF�QSPHSBN�T�SFTFSWF�GVOE��
The state could then borrow an additional $10 
million in private funds, bringing the total as-
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sets of the reserve fund to $20 million. The $10 
million in private borrowing would be secured 
by the $20 million in reserve fund assets. As-
suming that each $1 of reserve fund capital 
could back $20 in federal guarantees, (about 
����PG�4#"�T�MFWFSBHF
�UIF�FOUJSF�����NJMMJPO�
would then be used to back small-business 
loan guarantees totaling $400 million. 

 

c. Program-related and impact investments.  
*OTUFBE�PG�44#$*�GVOET�mOBODJOH�GSPN�GPVOEB-
tions and institutional investors may be em-
ployed to collateralize federal guarantees or to 
make credit-subsidy payments. Under certain 
conditions, foundations may be able to use 
their endowment funds to buy market-rate debt 
JTTVFE�UP�mOBODF�DPMMBUFSBM�BDDPVOUT�PS�UP�NBLF�
credit-subsidy payments to federal agencies.  

d. Private debt. Special-purpose companies 
(SPCs) could be established to collateralize fed-
eral guarantees or to make credit-subsidy pay-
NFOUT��5IFTF�41$T�NJHIU�CF�mOBODFE�UISPVHI�
the issuance of a collateralized loan obligation 
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	$-0
�CBDLFE�CZ�UIF�DBTI�nPXT�GSPN�GFEFSBMMZ�
guaranteed or insured loans. In most cases, 
a small interest surcharge on the guaranteed 
MPBOT�TIPVME�CF�TVGmDJFOU�UP�NBLF�SFRVJSFE�
interest and principal payments on the CLO.

e. Foreign investment. Policymakers should con-
sider use of EB-5 (Employment-Based Immi-
HSBUJPO
�JOWFTUNFOUT�UP�mOBODF�GFEFSBM�TVCTJEZ�
costs or to provide collateral for federal guar-
antees. The EB-5 program provides temporary 
visas for immigrants who invest a minimum of 
$500,000 in a business that directly or indirect-
ly creates 10 U.S. jobs. 

G�� 5BY�DSFEJUT��$BMJGPSOJB�T����QFSDFOU�UBY�DSFEJU�
UISPVHI�5SFBTVSZ�T��$PNNVOJUZ�%FWFMPQNFOU�
Financial Institutions program is a potential 
TPVSDF�PG�mOBODJOH�GPS�DSFEJU�TVCTJEZ�QBZ-
ments or accounts that collateralize federal 
guarantees. 

5. Technical assistance can help to reduce bor-
rower defaults. As such, the funding of technical 
assistance should be considered a legitimate 
strategy for reducing credit-subsidy costs.

 
B�� $POTJEFSBUJPO�TIPVME�CF�HJWFO�UP�mOBODJOH�

“post-closing” technical assistance through 
transaction fees. These fees could be included 
in loan proceeds and repaid by the borrower 
over time.

b. Borrowers who agree to post-closing techni-
cal assistance should have part of the cost 
rebated or offset in the form of reduced interest 
rates or easier repayment terms. Loans that al-
low borrowers to defer the repayment of princi-
QBM�BSF�BO�FYBNQMF��

 
6. Best-of-breed technology is important to the 

success of customization.

a. Using electronic technology to collect, store, 
and analyze loan and lender data will permit ac-
curate analysis and pricing of risk. This will en-
sure that credit-subsidy and collateral require-
ments are established at appropriate levels.

 
b. Technology will also lower costs and facilitate 

the standardized underwriting, servicing, and 
documentation that will permit lenders to meet 
the requirements of regulators and investors 
for securitization programs. 



��� 2UJDQL]H�D�SLORW�SURJUDP�LQ�WKUHH�WR�ÀYH�VWDWHV��
including California, to test the customization 
of SBA and other federal guarantees.  

 
a. The pilot programs should be designed to pro-

WJEF�GPSNT�PG�mOBODJOH�OPU�HFOFSBMMZ�BWBJMBCMF�
or affordable to small businesses and produce 
BU�MFBTU������NJMMJPO�JO�mOBODJOH�GPS�VOEFS-
TFSWFE�CPSSPXFST�PWFS�mWF�ZFBST�

 
b. Sponsoring states should be required to 

demonstrate the capacity to provide the credit-
TVCTJEZ�QBZNFOUT�PS�DPMMBUFSBM�SFRVJSFE�GPS�mWF�
years of guaranteed lending. 

 
c. Within sponsoring states, the program should 

initially be limited to a relatively small group of 
CDFIs and banks with a history of successful 
small-business lending.

 
d. Guaranteed lending under the program should 

be restricted to borrowers and loans meeting 
eligibility criteria proposed by each lender and 
approved by SBA.   

 
2. Require lenders in pilot programs to employ a 

common technology-based platform for origi-
nating and administering loans.

a. A common platform will also allow lending 
costs to be distributed among lenders, fa-
cilitate compliance with SBA rules, and allow 
QSPHSBN�NPEJmDBUJPOT�BOE�FOIBODFNFOUT�UP�
be made quickly and uniformly. 

 
b. A common platform will also ensure the stan-

dardization required for accurate pricing of 
loans and credit subsidies as well as for secu-
ritization.

 
��� (VWDEOLVK�D�VSHFLDO�SXUSRVH�FRPSDQ\��63&��DV�

WKH�ÀQDQFLQJ�YHKLFOH�IRU�WKH�FXVWRPL]DWLRQ�SUR-
gram. 

 
a. The SPC could take a number of forms but 

would have the authority to issue notes and 
bonds and to serve as the repository for cash 

and other assets required to collateralize SBA 
guarantees or to make credit-subsidy pay-
ments. 

  
b. SPC assets, whether collateralizing SBA guar-

antees or deposited in an SBA account, would 
be used to buy all defaulted loans under the 
pilot program.  Only after the depletion of SPC 
assets would SBA funds be used to purchase 
defaulted guarantees.

D�� "�mSN�TFMFDUFE�CZ�QBSUJDJQBUJOH�MFOEFST�BOE�
approved by the sponsoring state agency 
should manage the SPC.  Ideally, the manage-
NFOU�mSN�TIPVME�IBWF�B�mOBODJBM�JOUFSFTU�JO�UIF�
SPC. 

 
4. If permitted by Treasury, employ unused SSBCI 

IXQGV�WR�ÀQDQFH�WKH�63&�
 

a. Nationally, about $1 billion of the $1.4 billion 
in SSBCI funds allocated to states remains un-
used.  The use of some of these funds to sup-
port the pilot program appears to be consistent 
with the SSBCI statute and Treasury policy 
guidance. 

 
a. Use the “qualifying loan or swap funding facil-

ity” provision of the SSBCI statute to leverage 
QSJWBUF�mOBODJOH����6OEFS�DVSSFOU�SVMFT�TUBUFT�
can draw down SSBCI funds to collateralize 
QSJWBUF�mOBODJOH�JG�UIF�QSPDFFET�PG�UIF�USBOT-
action are used to support an approved pro-
gram. 

suggestions



endnotes

1  The Federal Credit Reform Act of 1990 (FCRA) 

was enacted as part of the Omnibus Budget 

Reconciliation Act of 1990 and was intended 

UP�JNQSPWF�UIF�NFBTVSFNFOU�PG�UIF�CVEHFUBSZ�
costs of federal credit programs.

2  
The California Small Business Loan Guarantee 

Program resembles the Small Business Admin-

JTUSBUJPO�T�(VBSBOUFFE�-PBO�1SPHSBN��*U�QSPWJEFT�
a partial guarantee of small-business loans 

made by banks and other eligible lenders.

 

3 �5IF�4UBUF�4NBMM�#VTJOFTT�$SFEJU�*OJUJBUJWF�
(SSBCI) was part of the Small Business Jobs 

"DU�PG�������*U�QSPWJEFT�TUBUFT�XJUI������CJMMJPO�
to strengthen programs that support lending 

to small businesses and small manufacturers. 

44#$*�XBT�EFTJHOFE�UP�TQVS�VQ�UP�����CJMMJPO�JO�
lending to small businesses. Participating states 

VTF�44#$*�GVOET�GPS�QSPHSBNT�UIBU�MFWFSBHF�
QSJWBUF�MFOEJOH�UP�IFMQ�mOBODF�TNBMM�CVTJOFTTFT�
and manufacturers that are creditworthy, but are 

not getting the loans they need to expand and 

create jobs. 

4  Under the 7(a) program, SBA typically guar-

BOUFFT����QFSDFOU�UP����QFSDFOU�PG�MPBOT�UP�
eligible small businesses. Upon loan default, 

SBA will buy the guaranteed portion of the loan 

from the lender. 

 

�
  Under the Preferred Lenders Program (PLP), 

4#"�EFMFHBUFT�UIF�mOBM�DSFEJU�EFDJTJPO�MJRVJEB-

UJPO�BVUIPSJUZ�BOE�NPTU�SFTQPOTJCJMJUZ�GPS�TFSWJD-

ing to carefully selected lenders.

6
  A CAP is a loan portfolio insurance program. 

Under CAPs, when a lender originates a loan, 

the lender and borrower contribute a portion of 

the loan or line of credit, from 2 percent to 7 per-

DFOU�UP�B�SFTFSWF�GVOE�JO�UIF�MFOEFS�T�OBNF��5IF�
state matches the combined lender/borrower 

contribution, and sends the state contribution to 

UIF�MFOEFS�IFME�SFTFSWF�GVOE��&BDI�MFOEFS�T�UPUBM�
$"1�SFTFSWF�GVOE�JT�BWBJMBCMF�BT�DBTI�DPMMBUFSBM�
UP�DPWFS�MPTTFT�PO�BMM�MPBOT�JO�UIF�MFOEFS�T�$"1�
QPSUGPMJP��-PBOT�BSF�PSJHJOBUFE�BOE�TFSWJDFE�CZ�
the lender, and the lender may make claims to 

XJUIESBX�GSPN�UIF�SFTFSWF�GPS�MPTTFT�JODVSSFE�
through default.
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PG� UIF� mSTU� TFDVSJUJ[FE� TBMFT� PG� TNBMM� CVTJOFTT� MPBOT�
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supporters
Southern California Business Development Corporation���B�GPS�QSPmU�DPNNVOJUZ�EFWFMPQNFOU�DPSQPSBUJPO�
with a mission to establish and build an investment fund to foster and stimulate community development and 
job creation in Southern California, and particularly in the City of Los Angeles, by making debt and/or equity 
JOWFTUNFOUT�JO�TNBMM�CVTJOFTTFT�XIJDI�IBWF�HSPXUI�PQQPSUVOJUJFT�BOE�EP�OPU�RVBMJGZ�GPS�DPOWFOUJPOBM�mOBODJOH�

Main Street Capital BIDCO�o�B�GPS�QSPmU�DPSQPSBUJPO�JO�GPSNBUJPO�XJUI�B�NJTTJPO�UP�QSPNPUF�DPNNVOJUZ�EF-
velopment in distressed and underserved communities throughout the state of California by making, either di-
rectly or through local development corporations, debt and/or equity investments in small businesses that have 
HSPXUI�PQQPSUVOJUJFT�CVU�NBZ�OPU�RVBMJGZ�GPS�DPOWFOUJPOBM�mOBODJOH��

Community Reinvestment Fund USA�o�B�OBUJPOBM�OPO�QSPmU�PSHBOJ[BUJPO�UIBU�IFMQT�UP�JNQSPWF�UIF�MJWFT�PG�
EJTBEWBOUBHFE�QFPQMF�BOE�TUSFOHUIFO�EJTUSFTTFE�DPNNVOJUJFT�UISPVHI�JOOPWBUJWF�mOBODF�

conVeners
Federal Reserve Bank of San Francisco – The Federal Reserve System 
DPOEVDUT�NPOFUBSZ�QPMJDZ�JO�UIF�QVSTVJU�PG�NBYJNVN�FNQMPZNFOU�TUBCMF�
prices, and moderate long term interest rates. The twelve Reserve Banks 
TVQFSWJTF�BOE�SFHVMBUF�CBOLT�BOE� UIF�mOBODJBM�TZTUFN�QSPUFDUJOH�DPO-
TVNFS�DSFEJU�SJHIUT�NBJOUBJOJOH�TUBCJMJUZ�JO�UIF�mOBODJBM�NBSLFUT�NBOBH-
JOH�QBZNFOUT�TZTUFNT�BOE�QSPWJEJOH�mOBODJBM�TFSWJDFT�UP�CBOLT�HPWFSO-
NFOU� BOE� GPSFJHO� mOBODJBM� JOTUJUVUJPOT�� -PDBMMZ� UIF� i'FEw� DPOWFOFT� PO�
DPNNVOJUZ�FDPOPNJD�EFWFMPQNFOU�JTTVFT��SFQPSUJOH�PO�SFTFBSDI�BOBMZTJT�
UIBU�FYQMBJOT�QPMJDZ�JNQMJDBUJPOT�

The Milken Institute - is an independent economic think tank whose mis-
sion is to improve the lives and economic conditions of diverse popula-
tions in the United States and around the world by helping business and 
public policy leaders identify and implement innovative ideas for creating 
broad-based prosperity. We put research to work with the goal of revitalizing 
SFHJPOT�BOE�mOEJOH�OFX�XBZT�UP�HFOFSBUF�DBQJUBM�GPS�QFPQMF�XJUI�PSJHJOBM�
ideas.

Wall Street Without Walls���DPOOFDUT�DBQJUBM�NBSLFU�JOTUJUVUJPOT�BOE�mOBO-
cial products with organizations engaged in community economic devel-
opment in low and moderate-income communities, both urban and rural. 

Capital Access Group, LLC�JT�B�NJOPSJUZ�PXOFE�DPOTVMUJOH�BOE�mOBODJBM�
BEWJTPSZ�mSN�TQFDJBMJ[JOH�JO�mOBODJBM�JOOPWBUJPO�GPS�UIF�DPNNVOJUZ�EFWFM-
PQNFOU�BOE�FDPOPNJD�EFWFMPQNFOU�mOBODF�JOEVTUSJFT���*U�IBT�QBSUJDVMBS�
FYQFSUJTF� JO� UIF� DSFBUJWF� VTF�PG� QVCMJD�QPMJDZ� BOE� TUSVDUVSFE� mOBODF� UP�
SFEVDF�UIF�SJTL�BOE�DPTUT�PG�MPBOT�UP�FNFSHJOH�EPNFTUJD�NBSLFU�mSNT�

Los Angeles LDC, Inc.�o�JT�BO�JOEFQFOEFOU�OPO�QSPmU�DPNNVOJUZ�EFWFM-
PQNFOU�mOBODJBM�JOTUJUVUJPO�XJUI�B�NJTTJPO�UP�QSPWJEF�DBQJUBM�BOE�BEWJTPSZ�
services to foster positive community development impacts in distressed 
neighborhoods by aligning the needs of our borrowers and investors.



For more details please contact:
 
SCBDC Manager
Michael Banner
Los Angeles LDC, Inc. 
1200 Wilshire Boulevard, Suite 404 
Los Angeles, CA 90017 
Phone: 213-362-9111


