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Summary  

1. Requirements 

2. Suggested Format 

3. Hot Topics 

4. Screen Out’s 



The SOP (pg. 149)(<$350k) 

The Lender’s credit memorandum will also (in addition to credit score) be used to demonstrate reasonable 
assurance of repayment and must include the following:  

 A brief description of the history of the business;  

 A brief description of the management team of the company. Consider the length of time in business under 
current management and, if applicable, the depth of management experience in this industry or a related 
industry;  

 Owner/Guarantor analysis, including obtaining personal financial statements, consistent with lender’s 
similarly-sized non-SBA guaranteed commercial loans;  

 Confirmation of Lender’s collection of business tax returns and verification and reconciliation of the 
applicant’s financial data against income tax data (received in response to IRS Form 4506-T, Request for 
Transcript of Tax Return) prior to submitting the application to SBA. (PLP lenders must do this prior to first 
disbursement);  

 Lender must determine if the equity and the pro-forma debt-to-worth are acceptable based on its policies 
and procedures for its similarly-sized, non-SBA guaranteed commercial loans. If the lender requires an 
equity injection and, as part of its policies and procedures for its similarly-sized, non-SBA guaranteed 
commercial loans verifies the equity injection, it must do so for SBA loans;  

 A list of collateral and its estimated value, if secured; and  

 The effect any affiliates may have on the ultimate repayment ability of the applicant.  



The SOP (pg. 149-151) 

(>$350k)(every deal?) 

 A description and history of the business; 

 Must consider the nature of the business, length of time in business under current 
management and, if applicable, the depth of management experience in the industry or a 
related industry. Include a brief description of the business’s management team; 

 A financial analysis of repayment ability based on historical financial statements (if an existing 
business); 

 Spread of pro-forma Business Balance Sheet (current business balance sheet adjusted for all 
changes in assets and liabilities as a result of the loan, other debt, any required equity 
injection and use of loan proceeds); 

 Ratio calculations and comparisons (based on the pro-forma Balance Sheet and historical and 
projected Income Statements) for the following financial ratio benchmarks: 

• Current Ratio, Debt/Tangible Net Worth, Debt Service Coverage, and any other ratios 
considered significant for the industry (e.g., inventory turnover, receivables turnover, and 
payables turnover, etc.); 

 



The SOP (pg. 149-151) 

(>$350k) 

 Analysis of working capital adequacy to support projected sales growth over the next 12 
months; 

 Collateral adequacy assessment (using market or net book value as defined later in the 
presentation; 

 Explanation of and justification for the refinancing of any debts as part of the loan request, 
particularly Same Institution Debt;  

 Analysis of credit, including lender’s rationale for recommending approval.  Include discussion 
and analysis of any: 

  i.  Competition 

  ii.  Seller financing; 

  iii.  Stand-by agreements; 

  iv.  90+day delinquencies; 

  v.  Trade disputes and/or; 

  vi. Tax Liabilities 

 



Suggestions! 

1) Invest in your people! 

1) NAGGL 

2) Excel training? 

3) SBA/Trade Associations. 

 

2) Be complete and do everything to avoid screen outs! 

1) Attach back-up where necessary (notes, etc.) 

2) Address Credit elsewhere, eligibility, life insurance, affiliation, franchise info and 
working capital 

3) Learn from your screen-outs; your goal should be SBA approval with no screen-outs. 

4) Use each of the following as categories for your credit memo. 

 

 



Basic Information 

Structure however you like but include the following in clear, concise manner: 

1) Loan type (Reg. 7a; PLP; Export) 

2) Guaranty % 

3) Structure (EPC/OC) 

4) Borrower name 

5) Borrower address 

6) Borrower phone number 

7) Tax ID# 

8) Date established 

9) NAICS code 

10) Franchise (name and SBA number) 

11) Eligibility (Ref. NAICS code; standard; borrower) 

 
 



Basic Information (cont.) 

12. Loan Amount: $650,000.00     

13. Loan Term: 120 Months (From Date of Note)    

14. Interest Rate: Variable/Fixed: WSJ Prime Rate  

15. 4.00% + Spread: 2.75% = Variable Interest Rate: 6.25%  

16. Rate Adj. Frequency: Calendar Quarter 

17. Interest Only Payments: 1       

18. Starting: 1 Month(s) from the Date of Note  

19. Monthly P&I Payment: $$$$$$ 

20. Starting: 2 Month(s) from the Date of Note (Due on First Calendar Day) 

21. Late Charge: Up to 5.00% of the unpaid portion of the regularly scheduled 
payment after payment is 10 days late 

 



Summary and Description of Project 

Tell a story.  Hopefully your have done a site visit 
(PLEASE!). Describe here what you observed.  The SBA 
credit person DOES NOT KNOW YOUR BORROWER! Be 
clear and concise as to what your are doing and the 
need for this financing.  Proof this again before you 
submit but after loan committee. Seldom does a loan 
get approved as submitted! 

Personally, this is where I share the weaknesses of the 
loan, then the strengths, and why the strengths 
outweigh the weaknesses. 



Management 

SBA calls this “Credit Analysis”; it is really management ability.  Remember, 
SBA is a cash flow lender, and this is a direct reflection of management 
ability.  You cannot be too in-depth in my opinion.  In start-ups, you want 
direct industry experience if at all possible.  If not, is their experience 
translatable? Franchises? BizAc? 

Summarizing resumes is NOT adequate! And don’t forget to ask who is key to 
the ongoing success of the enterprise (and tie them to your loan!). 

Two things specific to address here: 

1. Analysis of PFS (guarantors)and personal credit reports; discuss  and 
put some thought into this.  Does everything make sense and  tie-out? 

2. Global cash flow calculation (to determine potential addback or 
subtraction for your DSC calculation). NOTE: If you include spousal 
income to service “joint” debt, they MUST guaranty the debt. 



Financial Analysis 

Four parts: 

1. Annual EBITDA (historical Operating Cash Flow) 
and current financial statements 

2. Additions/subtractions (must be justified in 
detail) 

3. DSC and GDSC (picked up from management 
section) 

4. Projections. 



EBITDA and additions/subtractions 

 Your loan analysis must document additions and subtractions to cash flow such 

as the following:  

1. Anticipated capital expenditures;  

2. Non-recurring income;  

3. Expenses and distributions (taxes, insurance, utilities, security, etc.);  

4. Distributions for S-Corp taxes;  

5. Rent payments;  

6. Owner’s Draw  

 You MUST also address global cash flow, both individually and through 

affiliates. Verify that there is no drain on your enterprise; I have had little 

success (as in NONE!) ADDING to my enterprises ability to repay the debt! 



Debt Service 

1) Include ALL debt (including credit cards) 

2) Include THIS proposed financing 

3) OCF/DS MUST be 1.15 (projections???) 

4) Shock the interest rate. 



Excel 

All this should be incorporated into an excel 
worksheet and inserted into the CM. I prefer a 
narrative to accompany the numbers to explain the 
WHY of the addbacks, subtractions and other 
considerations. MUCH to voluminous to include 
here. 

NOTE: This is what we choose because we do not 
have “canned” software applications.  If you have 
these, do not reinvent the wheel. 



Projections 

These should be addressed numerically (quantify) in the 

Excel spreadsheets (or your format).  SBA REQUIRES 

extensive research into the basis of these projections.  

There is no such thing as overkill! Document each 

savings and why.  Contracts or LOI’s for new products. 

ALWAYS compare to RMA (yes you HAVE to buy a 

subscription) or a similar industry publication (many 

canned underwriting programs have this module). This 

comes into play in the balance sheet analysis also. 



Use of Proceeds 

I recommend another excel spreadsheet, but if you have an existing format use 

that.  Advantage of Excel is that you can use this to monitor your disbursements 

at closing. Should include: 

1) Detailed Use (M&E; L&B; WC; Closing costs; Guaranty fee; Business 

acquisition; etc. 

2) SBA Proceeds 

3) Borrower Proceeds 

4) Seller Proceeds 

5) Total 

Note: You can also use this section to justify your proposed term of the financing.  



Balance Sheet Analysis 

Anyone remember the 4-I??? 

Real simple: 

Current balance sheet by assets category 

Debit/Credit showing use of proceeds 

Proforma balance sheet; NOW 

1) Current Ratio and comparison 

2) Quick Ration and comparison 

3) DTW Ration and comparison 

4) A/P days; A/R days; Inventory Days (and RMA comparisons)(required). 



Working Capital (Hot!) 

Steps to determining adequacy of working capital 

for non-cash businesses. 

1. Determine the cash expenses of the business 

2. Calculate the cash needs of the business 

3. Determine what sources will support the cash 

needs. 

 



Working Capital 

Determining Cash Expenses 

  Net Sales  

 - Net Income 

 - Depreciation/Amortization 

  Cash Expenses 

Calculating Cash Needs 

 (Cash Expenses/365) x Cash Cycle in Days 

Calculating Cash Cycle Days 

  A/R Days 

 + Inventory Days 

 - A/P Days            

  Cash Cycle Days 
 



Working Capital 

Scenario 1 – Working Capital Needs 

 

Assumptions 

 Net Sales   $2,000,000 

 Net Income   $50,000 

 Depreciation   $75,000 

 A/R Days  45 

 Inventory Days 35 

 Payable Days  30 

 



Working Capital 

Determining Cash Expenses 

  $2,000,000 Net Sales  

 - $      50,000 Net Income 

 - $      75,000 Depreciation/Amortization 

  $1,875,000 Cash Expenses 

Calculating Cash Needs 

 (Cash Expenses/365) x Cash Cycle in Days 

  $1,875,000/365 x 50=$256,849.32 

Calculating Cash Cycle Days 

  45 A/R Days 

 + 35 Inventory Days 

 - 30 A/P Days            

  50 Cash Cycle Days 

 



Working Capital 

Calculating monthly working capital needs of cash businesses 

  Annual COGS 

 + Annual Operating Expenses 

 + Owner’s Draw Requirements 

 - Owner’s Salary 

 + Non-recurring Expenses 

 - Depreciation/Amortization 

 = Annual Operating Costs/12 

  $442,000  Annual COGS 

 + $286,000  Annual Operating Expenses 

 + $  85,000  Owner’s Draw Requirements 

 - $  40,000  Owner’s Salary 

 + $            0  Non-recurring Expenses 

 - $  18,000  Depreciation/Amortization 

 = $755,000 annual or $62,917 monthly Operating Costs 

 



Definitions 

A/R Days: 

 Find the company's ending accounts receivables and credit sales for the year. 

Credit sales is on the income statement, and accounts receivables is an asset 

on the balance sheet. For example, assume a company has accounts 

receivable of $500,000 and credit sales of $1 million. 

 Divide the credit sales by 365. In the example, $1 million divided by 365 

equals $2,739.73 per day. These are the credit sales per day. 

 Divide the ending accounts receivable by the credit sales per day to find the 

average days in receivables. In this example, $500,000 divided by $2,739.73 

per day equals 182.5 days. 

 



Definitions 

Inventory Days: 

 You can simply use the cost of goods sold and the average inventory figures. 

You would divide the average inventory by the COGS. Then you would multiply 

that number by the number of days in the accounting period. In this example, 

the average inventory is $6,000, the COGS is $26,000 and the number of days 

in the period is 365.  

 Calculate the days in inventory with the formula ($6,000/$26,000)∗365=84.2 

 It takes this company 84.2 days to sell its average inventory.  



Definitions 

A/P Days: 

 The formula for calculating Accounts Payable Days is: 

 (Accounts Payable / Cost of Goods Sold) x Number of Days In Year 

 For the purpose of this calculation, it is usually assumed that there are 360 

 days in the year (4 quarters of 90 days).  

 



Collateral 

Use SBA’s values (in my opinion)! 

 1) 85% Improved RE 

 2) 75% Purchase Price M&E 

 3) 50% NBV or 80% orderly liquidation value 

 4) 10% on trade assets 

 5) Personal Assets (when required?) 

***Hot! This is where you should address Life Insurance. In my 

experience you must require FULL value life insurance.  If you 

wish to require less (which is fine), you must offer justification. 

 



Nuances 

1. Loans > $350k MUST be fully secured if at all possible. 

2. Personal residences and investment RE: 

1. More than 25% equity (Zillow?)(Appraisals – YES, if 

taken) 

2. May be limited to 150% of equity in tax burden states 

3. MUST be secured by assets acquired with loans proceeds 

(or refinanced) ALWAYS! 



Further Analysis  

This is the catch all.  Each category below MUST be addressed in your memo.  To be on the safe side and 
for uniformity, keep each of these categories in your memo format and highlight (BOLD) each category.  
If not applicable, so state! Address each in-depth and be clear! 

 1) Debt refi and same institution debt; 

 2) Seller financing; Stand-by agreements; late payments (business and personal);  restrictions 
and covenants. 

 3) Change of ownership (discuss valuation AND how this financing helps the business to 
 survive). 

 4) Taxes, liens or judgements (payroll taxes?) 

 5) Discussion of franchise (know the franchise; site Disclosure Document; summarize your 
 eligibility review). 

 6) ***HOT! This is where we insert “Credit Elsewhere” test! This is CRITICAL! Use bold  face 
type! Describe not only your institution (site page and verse), but conditions in your  “market” in 
general, which would preclude this project not being financed conventionally! 

Why here? Because this is where the Loan Officer has to sign the document so the SBA person we see this 
information clearly.  If they cannot, screen-out. 

 

 

 



Screen Outs 



Numero Uno…  your credit memo 

 Missing/Incomplete Credit Memo 
 

 Lender failed to address Life Insurance 

 Lender failed to Certify verification of financials against IRS Transcripts 

 Schedule of Collateral Missing or Incomplete 

 Draft Authorization conflicts with Credit Memo 

 Use of Proceeds Unclear 

 Notes to be refinanced not clearly identified 

 Justification for refinance not properly addressed 

 Need for Working Capital not addressed 

 Derogatory credit not addressed 

 Collateral Shortfall not addressed 

 Justification for Projections 

 



2nd on the list of the top 5 reasons 

Problem: 

 Borrower Application (form 1919) incomplete 

 Lender Application (form 1920) incomplete 

Solution: 

 Use SBA One for generating your forms for your loans to be forwarded to the 

Center. 

 If not using SBA One make sure that all questions are addressed and that the 

terms match your credit memo. 

 



3rd on the list of the top 5 reasons 

Problem: 

 Financials information missing for Applicant business and/or Affiliates 

Solution: 

 Make sure that you have current YTD Financials, no older than 180 days from 

submission to SBA 

 Make sure you understand the affiliation rules and have properly identified all 

affiliates. 

 



4th on the list of the top 5 reasons 

Problem: 

 No back-up for refinancing 

Solution: 

 You must provide a copy of the original note (if note does not provide detail 

of use of proceeds will need settlement statement) to be refinanced with 

your request (this is not actually a requirement but SBA treats it as such; see 

eligibility). This will generate a screen-out. 

 And for same institution debt debt 3 years of payment transcripts with 

explanation of any late payments. 

 Justify Eligibility (balloons; use of proceeds, i.e. were the original use of 

proceeds eligible; who is the actual borrower; collateral; guaranties). 

 



 Gary Griffin at Ggriffin@capgs.com or (423) 475-5700/(423) 593-0976 

 Rick Haney at Richard.haney@sba.gov or (304) 623-7449 

 Leo López at Leopoldo.Lopez@sba.gov or (304) 347-5220 

 Or contact your local LRS (www.sba.gov)  

 

Contact Info  

mailto:Ggriffin@capgs.com
mailto:Richard.haney@sba.gov
mailto:Leopoldo.Lopez@sba.gov
http://www.sba.gov/

