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Thank you for the opportunity to respond to questions that arose during the March 10th meeting of the Senate Finance Committee during the hearing on SB34.

Can loans made under SB34 be stacked?
Yes. SB34 refers to loans in the plural, so multiple loans up to the maximum loan amount are allowable as long as the borrower meets the additional collateral requirements to secure any subsequent loans.

Are loans under SB34 recourse or non-recourse loans?
All of the loans issued by the Division are recourse loans. However, the Division works diligently with borrowers to avoid foreclosure. The Collections staff is very adept at achieving work outs that satisfy the loan requirements and leave the borrower whole.

What would be considered acceptable collateral and how has this been determined in the past?
Page 4, line 11 is standard language with regard to collateral requirements. Collateral is determined to be acceptable if it is in acceptable condition, has a determined market value, lien perfection is achievable, and there are no limiting factors. Limiting factors could be considerations regarding its location, possible environmental concerns, flood plain status, and similar concerns. The most common types of collateral accepted include real estate, aircraft, vessels, equipment, gear and inventory. The Division assigns a ratio to mitigate any of the limitation or risk factors associated with a particular type of collateral. Inventory is generally assigned a very low ratio of 25%, if it is accepted at all. The nature of the inventory will be taken into consideration. All of the foregoing is part of the due diligence that the lending staff regularly undertakes to determine if/how a loan application should advance to a credit decision. 

Why was the loan fund summary discontinued and what was does the department need to continue this service?
In the past, this information was provided as part of a Division budget overview. The budget overview presentation was revised and submitted on a Department-wide basis. The Division will provide an update for yearend FY10 and year-to-date for FY11 no later than March 21. I believe the committee has a summary spreadsheet that provides some, but not all of this historical information. 

Additional Information Based on Comments

Typical Default Rates
The Division has achieved an outstanding track record with regard to minimizing loan defaults and delinquencies. With regard to comparative default rates, a number of sources cite 4% as an average (Businessweek, WSJ). The SBA microloan program has a reported a 5 to 12 % rate, depending on the state. In Wisconsin, the average default rate was 9.26% and the median default rate was 5.58% (multiple loans administered by many agencies and NGOs). According to the Micro Capital Monitor, the 2006 average was 4.76% for U.S. micro lending. It is, perhaps, worth noting that according to 13 CFR 307.16 (d) an EDA funded RLF may have a default rate of 20% before a fund review is conducted and no specific action is mandated until the rate meets or exceeds 30%. 

Clean-up of Inactive Loan Funds
The Division has historically continued to carry loan funds on its reports if there is any likelihood of a payment or other transaction. Loan Servicing reports include funds for which no active lending has occurred for many years, but some payment or interagency transaction may have occurred in the prior year. We welcome the discussion of streamlining this presentation of loan fund activity to focus on only those funds where active lending is occurring. 

If I can provide any additional information, please let me know. 
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