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Early Stage Small Business Investment Company (SBIC) Webinar 

Frequently Asked Questions by Topic  

 

A. FAQs Regarding Small Businesses 

1. Question:  How can a small business apply for funds from an Early Stage SBIC? 

2. Question:  What are the regulatory requirements that must be met, besides the requirement 
that businesses be “early stage” (not have positive cash flow from operations in any prior year)? 

3. Question:  How are the interest and charges charged by an SBIC determined? 

4. Question:  Is there a time frame for a small business to apply for financing? 

B. FAQs Regarding Licensing 

1. Question:  Will applicants for the Early Stage Fund have a “pre-screening “opportunity similar to 
the regular debenture program? 

3. Question:  Can a portion of the private capital come from government (other federal, state, or 
local)? 

4. Question:  Will there be a standard Limited Partnership Agreement (“LPA”) that applicants can 
access in advance? 

5. Question:  How long will the licensing process take for Early Stage SBICs? 

6. Question:  How do you see the geographic allocation with respect to licensing working? 

7. Question:  If an Early Stage SBIC applicant is denied, can they apply in a subsequent round? 

8. Question:  Does the SBA expect an applicant to submit a Management Assessment 
Questionnaire, raise capital, and get a license by September 30, 2012? 

C. FAQs Regarding Leverage 

1. Question:  Since there is limited leverage associated with the Early Stage SBICs, how will the 
leverage be allocated in any given year? 

2. Question:  Can an Early Stage SBIC draw down both standard and discounted debentures? 

3. Question:  If an Early Stage SBIC elects to use Early Stage discounted debentures, can it use 
private capital to pay interest due on its debentures after 5 years? 

4. Question:   Can you please provide an example of how the payment stream works on a 
discounted early stage debenture?  For example, if a fund wants to make a $5 million investment into 
an early stage company how much private capital would need to be invested and how much would 
the debenture draw be? 

5. Question:  What was the interest rate for the last Debenture Program pooling? 

D. FAQs Regarding Operating as Early Stage SBIC 

1. Question:  What are the reporting requirements for an Early Stage SBIC? 
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2. Question:  At what point must an Early Stage SBIC need to have met the 50% investment into 
Early Stage?  Can a fund make later stage investments? 

3. Question:  Are the SBA valuation guidelines for investments likely to be the same as in the 
current participating securities program and how will that effect the number of SBICs that may 
encounter Capital Impairment Percentages (CIPs) >50%?  In the participating securities program the 
CIP% threshold was different for the first 5 years of a fund – as this program’s focus is on the early 
stage is 50% likely to not really address the gap in true seed investing? 

E. General FAQs 

1. Question:  Why would a fund manager pick the Early Stage SBIC program over the standard SBIC 
program? 

2. Question:  What is the expected timing for the Early Stage SBIC Initiative? 

3. Question:  Where can we find a copy of the Early Stage Webinar Presentation? 
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A. FAQs Regarding Small Businesses 

1. Question:  How can a small business apply for funds from an Early Stage SBIC? 

 Answer:  Businesses must apply directly to the SBICs for financing.  Please review 
the information on our website for further information on venture capital and small 
business financing at www.sba.gov/inv.  This link also contains a directory of SBICs 
by state which includes contact information and investment profiles. 

2. Question:  What are the regulatory requirements that must be met, besides the 
requirement that businesses be “early stage” (not have positive cash flow from 
operations in any prior year)? 

 Answer:  All businesses must qualify as a U.S. “small business” to receive SBIC 
financing.    

 Small businesses are generally defined as businesses with a tangible net worth < 
$18 million AND average after-tax income for prior two years of < $6 million 

 OR Businesses that qualify as “small” under SBA’s N.A.I.C.S. Industry Code 
standards (generally under 500 employees)  

 13 CFR Part 107, Subpart G further defines the rules regarding eligible SBIC 
financings.  A few of these are listed in the chart below. 

Other Major SBIC Investment Requirements 

Area SBICs May Invest SBICs May NOT Invest 

Investments • Loans 
• Debt with Equity 

features 
• Equity 

• More than 10% of the proposed 
total fund size in a single 
company without SBA approval 

Use of 
Proceeds 

• Small businesses in non-
prohibited areas 

• Project Finance 
• Real Estate 
• Financial Intermediaries 

Geography • In businesses located 
anywhere in the U.S. or 
its territories 

• In businesses with over 49% of 
their employees located outside 
the U.S. 

 

http://www.sba.gov/inv
http://www.gpo.gov/fdsys/pkg/CFR-2011-title13-vol1/pdf/CFR-2011-title13-vol1-part107-subpartG.pdf
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3. Question:  How are the interest and charges charged by an SBIC determined? 

 Answer:  Each SBIC determines the interest and charges subject to the restrictions  
of 13 CFR Part 107, Subpart G.  SBIC regulations allow SBICs to make either equity or 
debt financings. 

4. Question:  Is there a time frame for a small business to apply for financing? 

 Answer:  SBA seeks to start licensing Early Stage SBICs in 2012.  Once licensed we 
expect Early Stage SBICs to begin making investment decisions.   You may find SBIC 
contact information and investment profiles at www.sba.gov/inv once they are 
licensed. 

B. FAQs Regarding Licensing 

1. Question:  Will applicants for the Early Stage Fund have a “pre-screening “opportunity 
similar to the regular debenture program?  

 Answer:  SBA expects that the Early Stage licensing process, like the standard SBIC 
licensing process, will have two phases:  (1) an initial review focused primarily on 
management qualifications and planned investment strategy, for which applicants 
submit a Management Assessment Questionnaire (MAQ); and (2) a licensing phase 
requiring submission of a complete license application, including the licensing fee, 
organizational documents for the proposed SBIC, principals’ fingerprints and 
personal history statements that will be used to perform criminal history checks, and 
evidence that the applicant has raised sufficient private capital to carry out its 
business plan.  SBA intends to provide more information on the licensing process in 
the Federal Register Notice announcing the call for Early Stage SBIC applicants. 

2. Question:  When does the applicant need to have raised its private capital? 

 Answer:  Early stage SBIC applicants need to have at least $20 million in private 
capital at the time of licensing.  This means that applicants may submit a 
management assessment questionnaire, receive a green light letter after an initial 
review, start raising capital, and submit the rest of the licensing material without 
having all of its capital raised.  SBA intends to provide more information in the 
Federal Register Notice announcing the call for Early Stage SBIC applicants. 

http://www.gpo.gov/fdsys/pkg/CFR-2011-title13-vol1/pdf/CFR-2011-title13-vol1-part107-subpartG.pdf
http://www.sba.gov/inv
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3. Question:  Can a portion of the private capital come from government (other federal, 
state, or local)? 

 Answer:  The sources of private capital for SBICs, including Early stage SBICs, are 
described in 13 CFR 107.230.     

4. Question:  Will there be a standard Limited Partnership Agreement (“LPA”) that 
applicants can access in advance?   

 Answer:  SBA expects to publish an Early Stage model LPA after final regulations for 
this initiative are published.  

5. Question:  How long will the licensing process take for Early Stage SBICs? 

 Answer:  Although SBA expects to implement an expedited process, exact details 
will be provided in the Federal Register Notice announcing the call for Early Stage 
SBIC applicants after final regulations are posted 

6. Question:  How do you see the geographic allocation with respect to licensing working? 

 Answer:  SBA has not developed a specific algorithm on how it expects to allocate 
based on a geographic basis.  All Early Stage SBICs must first meet SBA’s basic 
licensing criteria.  However, SBA reserves the right after those criteria are met to 
consider geography in terms of where a fund expects to invest its capital.   

7. Question:  If an Early Stage SBIC applicant is denied, can they apply in a subsequent 
round? 

 Answer:  Applicants may reapply.  However, SBA would expect that a meaningful 
change has occurred (such as an addition to the management team or improvement 
in track record through additional realizations). 

8. Question:  Does the SBA expect an applicant to submit a Management Assessment 
Questionnaire, raise capital, and get a license by September 30, 2012?   

 Answer:  For the initial call for Early Stage SBIC applicants, SBA believes that there 
are funds that have already raised capital that could drop down money into a new 
fund that could potentially get licensed in this timeframe.  

 

http://www.gpo.gov/fdsys/pkg/CFR-2011-title13-vol1/xml/CFR-2011-title13-vol1-part107.xml#seqnum107.230
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C. FAQs Regarding Leverage 

1. Question:  Since there is limited leverage associated with the Early Stage SBICs, how will 
the leverage be allocated in any given year? 

 Answer:    SBA Early Stage commitments depend on the amount of leverage 
available in any given fiscal year.  If leverage is available, Early Stage SBICs may 
receive their full commitment (1 tier up to $50 million) at licensing.  Otherwise, SBA 
will allocate the leverage across all approved eligible recipients.  SBA has not 
decided on any particular methodology for allocating leverage. 

 By creating periodic application windows, SBA will be able to gauge the overall demand for 
leverage and allocate the available funds among all successful applicants.  Up to a maximum 
of $50 million per fund, SBA intends to make one full tier of leverage available to each 
licensed Early Stage SBIC (unless the SBIC requests less) and will stop licensing new funds 
when the aggregate private capital of existing licensees is sufficient to utilize all of the $1 
billion of leverage allocated to the Early Stage initiative.  Depending on demand, SBA may 
need to commit leverage to Early Stage SBICs in tranches spread over several years, rather 
than providing a full one-tier commitment at the time of licensing. 

 Example:  Early Stage SBIC is licensed with $25 million in Private Capital.  They only 
receive a $15 million leverage commitment when licensed due to allocation issues.  
The SBIC may apply in another year for an additional $10 million leverage 
commitment. 

2. Question:  Can an Early Stage SBIC draw down both standard and discounted debentures?   

 Answer:  An Early Stage SBIC may draw down both Early Stage standard and 
discounted debentures.  However, Early Stage SBICs will not have access to the 
regular program’s Debenture leverage.  Similarly, SBIC’s licensed through the 
standard debenture program will not have access to Early Stage Debenture leverage. 

3. Question:  If an Early Stage SBIC elects to use Early Stage discounted debentures, can it 
use private capital to pay interest due on its debentures after 5 years? 

 Answer:  Yes.  Early Stage SBICs may use investment proceeds or private capital 
draws to pay interest on its debentures.   



7 
 

4. Question:   Can you please provide an example of how the payment stream works on a 
discounted early stage debenture?  For example, if a fund wants to make a $5 million 
investment into an early stage company how much private capital would need to be 
invested and how much would the debenture draw be? 

 Answer:  The Early Stage Discount Debenture is expected to be very similar to SBIC’s 
10 year LMI Debenture.  There may be different pricing based on differences in Early 
Stage distribution rules and terms associated with Early Stage Discounted 
Debentures (such as quarterly payments after 5 years) versus those for LMI 
debentures.  However, the following link describes the LMI Debenture and provides 
a link to the LMI Calculator.  Link:  www.sba.gov/content/low-or-moderate-income-
lmi-debentures.   Although interest rates and annual charges are subject to change, 
this calculator should help you understand the proceeds you might expect when 
issuing an Early Stage Discounted Debenture. 

5. Question:  What was the interest rate for the last Debenture Program pooling?   

 Answer:  The September 2011 Debenture Pooling rate was 2.88%.  SBA Debenture 
Program pooling rates may be found at the following link:  
www.sba.gov/content/trust-certificate-rates-annual-charge-debenture-program. 

 However, SBA does not expect to pool Early Stage Debentures.  We expect that due 
to the unique terms of the Early Stage Debenture that they will be financed through 
a single entity, similar to the Low and Moderate Income Debentures.  SBA expects 
that since the debentures are 100% guaranteed by SBA that interest rates will 
remain similar, with variations in interest due to prepayment risk based on the Early 
Stage portfolios and distribution rules. 

D. FAQs Regarding Operating as Early Stage SBIC 

1. Question:  What are the reporting requirements for an Early Stage SBIC? 

 Answer:    The reporting requirements are the same as in the regular SBIC program.  
SBIC reporting requirements are governed by 13 CFR Part 107, Subpart F.  Key 
reporting includes annual financial statements (Form 468) and for leveraged SBICs 
(SBICs with either outstanding leverage or leverage commitments) quarterly 
financial statements (short Form 468).  SBICs must also provide a Portfolio Financing 
Report (Form 1031) within 30 days after the close of each financing. 

http://www.sba.gov/content/low-or-moderate-income-lmi-debentures
http://www.sba.gov/content/low-or-moderate-income-lmi-debentures
http://www.sba.gov/content/trust-certificate-rates-annual-charge-debenture-program
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2. Question:  At what point must an Early Stage SBIC need to have met the 50% investment 
into Early Stage?  Can a fund make later stage investments? 

 Answer:    When a fund’s investments (in dollars) are at least equal to the Early 
Stage SBIC’s Private Regulatory Capital, SBA will review the portfolio to see whether 
the Early Stage SBIC meets the test of 50%.  This does not prohibit an Early Stage 
SBIC from making later stage investments.  As a reminder, all follow-ons into a 
portfolio company defined as “early stage” (not operating cash flow positive in any 
prior fiscal year) at the initial financing will be considered an early stage investment. 

3. Question:  Are the SBA valuation guidelines for investments likely to be the same as in the 
current participating securities program and how will that effect the number of SBICs that 
may encounter Capital Impairment Percentages (CIPs) >50%?  In the participating 
securities program the CIP% threshold was different for the first 5 years of a fund – as this 
program’s focus is on the early stage is 50% likely to not really address the gap in true 
seed investing? 

 Answer:  SBA has not made any decision concerning the valuation guidelines for 
investments in the Early Stage SBIC program.  SBA expects to provide more 
information on valuation guidelines in the Federal Register Notice announcing the 
call for Early Stage SBIC applicants. 

 SBA believes that its ability to take priority in distributions when the CIP reaches 50 
percent is an appropriate risk reduction measure for the Early Stage initiative, based 
on historical data showing that a high proportion of SBICs that reach a 50 percent 
CIP go on to exceed their maximum allowable CIP.  CIP allows higher losses with 
higher amounts of private capital before an SBIC would reach the 50 percent 
threshold.  The minimum private capital for Early Stage is $20 million, twice the 
amount of the participating securities program which was only $10 million. 

E. General FAQs 

1. Question:  Why would a fund manager pick the Early Stage SBIC program over the 
standard SBIC program? 

 Answer:    As part of its licensing process, SBA looks closely at the fund’s strategy 
and its compatibility to the Debenture leverage.  As a result, SBA typically doesn’t 
license applicants to issue leverage if they intend to perform a large percentage of 
early stage investments.  This is because the Debenture leverage requires semi-
annual interest payments, which is typically incompatible with early stage investing.   
In addition, the risk profile associated with Early Stage tends to make it 
inappropriate to the standard SBIC Debenture program.  SBA’s proposed rules 
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provided for several measures to make it more compatible with early stage 
investing.   

 Applicants that are not interested in leverage may find several benefits to the SBIC 
program as a non-leveraged SBIC, including the following: 

 Only annual financial reporting (Form 468) is required versus quarterly for 
leveraged SBICs. 

 Fewer examinations; typically once every 2 years versus every year for 
leveraged SBICs. 

 Lower private capital requirements; $5 million in private capital versus the 
proposed $20 million for Early Stage SBICs. 

 No distribution restrictions. 

 Non-leveraged SBICs have the same regulatory benefits as any SBIC, 
including:   

 SEC Registration Exemption Benefits:  SBICs are exempt from SEC 
registration requirements.  Yet, LPs benefit from the careful 
monitoring done by the SBA, greatly reducing the risk for fraud and 
abuse.  

 Volcker Rule Exemption Benefits:  Bank investments into SBICs are 
exempt from the 3% cap set forth by the Volcker Rule enacted by the 
Dodd-Frank Wall Street Reform and Consumer Protection Act (PL-111-
203)” 

 Community Reinvestment Act:  Investments in Small Business 
Investment Companies are presumed qualified for Community 
Reinvestment Act credits.  

2. Question:  What is the expected timing for the Early Stage SBIC Initiative? 

 Answer:    SBA seeks to issue final regulations and a call for Early Stage SBIC 
applicants through a Federal Register Notice in the spring of 2012.  SBA seeks to 
begin licensing applicants in the fall of 2012.    

3. Question:  Where can we find a copy of the Early Stage Webinar Presentation? 

 Answer:    The presentation materials for the Webinars are located here. 

http://www.sba.gov/sites/default/files/Early%20Stage%2001102012c.pdf
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