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TO: Senator Stedman DATE: Tuesday, March 15,2011

FROM: Wanetta Ayers

RE: Follow-up Questions on SB34

Thank )'ou for the opportunity to respond to questions that arose during the March 10Ih meeting of the Senate Finance Committee 
during the hearing on SB34.

Can loans m ade 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.

W hat w ould be considered acceptable collateral and how has this been determ ined 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 w as the loan fund sum m ary discontinued and what w as does the departm ent 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.

A dditional Inform ation B ased  on C om m ents

T ypical D efault R ates
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 o f Inactive L oan  Funds
The Division has histoncally 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.



Senator Bill Wielechowski 
c/o Municipal Clerks Office 
632 W. 6th Ave. Suite 250 
Anchorage, AK 99501

March 9,2011

333 West 4*' Avenue, Suite 317 

Anchorage, AK 99501 

Tel. 907-279-5650 

Fax 907-279-5651

Re: Letter of support for SB34 "An Act establishing the Alaska small business revolving loan 
fund; relating to the fund and loans from the fund; and providing for an effective date."

Dear Senator Wielechowski,

Anchorage Downtown Partnership, Ltd. is an organization that represents over 900 business 

and property owners in downtown Anchorage, Alaska. Our mission is to increase cleanliness, 

occupancy rates, investment values and lease income; to decrease crime; to stimulate economic 

development; and improve the quality of life in downtown Anchorage.

We are writing to you today to express our support for SB34 "An Act establishing the Alaska 

small business revolving loan fund; relating to the fund and loans from the fund; and providing for an 

effective date."

A small business revolving loan fund — or microloan fund — is precisely what many of our 

stakeholders have been searching for, particularly over the past few years. Despite the state of the 

national economy, the Anchorage economy has fared quite well and many of our member businesses 

actually experienced growth in demand for their goods or services, growth that many were unable to 

meet because they lacked the capital to ramp up the operations.

Examples among our stakeholders include: an architecture firm whose business grew during 

the past few years as federal, state, and local capital projects came to fruition, a hotel owner who was 

poised to renovate and upgrade his small hotel to meet the growing demand for “boutique” hotels. In 

both cases, these businesses were poised to grow to meet the demands for their particular product or 

service. And in both cases, they were unable to secure the capital needed to grow their businesses.



2

Creating a microloan fund to be administered by the Department of Commerce, Community, 

and Economic Development will benefit Alaska small businesses tremendously, including many of our 

downtown stakeholders. Providing faster access to capital for growing or expanding businesses that 

have been unable to secure loans through traditional means is precisely what small businesses need.

Thank you for bringing this bill forward. On behalf of our organization and the 900+ business 

and property owners we represent, we strongly support SB34 and look forward to its passage.

Sincerely,

Schutte
Executive D irector
Anchorage Downtown Partnership, Ltd.



Department of Commerce, Community, and Economic Development 

Division of Economic Development 
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as of January 31, 201 I
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Loan Servicing Summary

Total Loans and Other Accounts 2,006 315 7 2 1 4 67 32 0 30 12 2,476

Total Principal Amount 
Outstanding ($ 000s) 76,110.6 94,774.3 424.5 50.5 381.7 14.7 6,658.9 1,716.2 0.0 2,933.4 1,061.0 184,125.8

Average Loan Amount 37.9 300.9 60.6 25.3 381.7 3.7 99.4 53.6 0 97.8 88.4 -

Performance Statistics

Delinquent 2.7% 1.0% 0.0% 0.0%
:

0.0% 100.0% 0.0% 0.0% 0.0% 0.6% 0.0% 1.6%

Foreclosure 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 10.8% 0.0% 0.2%

Division of Economic Development Funds | Funds Serviced for Other Agencies
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Sponsor S ta te m e n t: SB 34 

An Act Establishing the Alaska Small Business Revolving Loan Fund

The purpose of SB 34 is to promote additional econom ic developm ent in Alaska by
helping small businesses to secure needed capital for start-up or expansions,

• Alaska's loan fund would be modeled after the federal Small Business 
Adm inistration's "M icroloan Program."

• Only 2 states do not participate in the federal program. Alaska is one. The program 
is not available here because an interm ediary lender is required, and no lenders 
m eeting SBA qualifications have been identified.

• This bill would create a Small Business Revolving Loan Fund within the Dept of 
Com m erce, Com m unity, and Economic Developm ent. All earnings and loan 
repaym ents would be retained in the fund for future loans and all operating 
expenses would be paid from fund earnings.

• Loan applicants must be Alaska residents and provide a reasonable am ount of non­
state m atching funds. Loans are capped at $50,000 for 1 individual and $100,000 
for 2 or more. Loans would bear an interest rate of prime plus 1%, with a minimum 
of 6% and a maximum of 8%.

Slate Capitol, Rm. 101 
Juneau, AK 99801 

(907) 465-243 S 
Fax: (907)465-6615

Interim

716 W. 41h Ave, Ste. 540 
Anchorage, AK 99501 

(907) 269-0120 
Fax: (907) 269-0122

Senator_Bill_Wielechowski@legis.state.ak.us

Session

Please join me in supporting this important legislation.

mailto:Senator_Bill_Wielechowski@legis.state.ak.us


S . B .  3 4 :

Alaska
Small Busin 

Revolving Loan Fund



Prime Sponsors
(Bipartisan)

S e n a t o r s

M e n a r d ,  E l l i s ,  P a s k v a n ,  

M c G u i r e ,  T h o m a s ,  a n d

W i e l e c h o w s k i



Purpose:

To promote 
economic development 

by helping small businesses 
in Alaska to access 

critically needed capital



The Need
Nationally, the number of small 
businesses able to obtain adequate 
financing has steadily decreased in the 
last several years.

In 2008, 78% of small businesses reported 
adequate access to capital.

This declined to 62% in 2009 and 59% in 
2 0 1 0 .

(National Small Business Association)



Fewer Loans
In 2009, new small business loans 
fell 33% to $192 billion, the lowest
total since 2000. (Federal Financial
Institutions Examination Council)

Small business use of nearly every 
financing mechanism has decreased -- 
from traditional bank loans to credit 
cards to vendor loans, (n sba)



Credit Crunch

■ 80% of business owners -  4 out of 5 -  
report that their company has been 
impacted by the credit crunch.



W h y  i s  t h i s  a  p r o b l e m ?

Small firms tend to drive job growth, 
particularly during recoveries. They 
employ roughly half of all American 
workers and account for about 60% of job 
creation.

Businesses less than 2 years old are 
especially vital. Over the past 20 years, 
start-ups have accounted for roughly 25% 
of j ob creation. When capital flows more 
freely, small businesses add new jobs.



s  A l a s k a  D i f f e r e n t ?

■ Probably not, according to experts. In 
fact, Alaska's higher business costs 
could exacerbate the problem.

■ Support for small businesses is as 
important here as elsewhere.
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G i v e n  t h i s  . .

Perhaps we should listen to Fed Chairman 
Ben Bernanke, who recently said:

"Making credit accessible to sound small 
businesses is crucial to our economic recovery 
and so should be front and center among our 
current policy challenges." (June 9,2010)



O n e  A n s w e r :

M i c r o - L o a n s

■ The Small Business Revolving Loan 
Fund Senate Bill 34 proposes is modeled 
after a program currently operated by 
the federal Small Business 
Administration.
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An Unmet Need
■ 46 other states have "micro-loan" 

programs

■ Alaska does not because an 
intermediary lender is required and 
no lenders meeting SBA 
qualifications have been 
indentified to date in the state
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A  L i t t l e  H i s t o r y

■ Last year, Governor Parnell introduced 
HB 412 to create a state micro-loan 
program.

■ The bill passed the House unanimously 
on April 13 but stalled in the Senate.

■ Over the interim, we tried 
unsuccessfully to ascertain whether the 
Governor intended to re-introduce the
bill.

12



S e n a t e  B i l l  3 4

■ As a result, a bipartisan group of 
Senators decided to introduce SB 34.

- This bill differs from HB 412 in that the 
maximum loan amount has been 
slightly increased in response to 
comments from small business owners 
and new federal guidelines.
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S e n a t e  B i l l  3 4 ,  c o n t .

The Senate bill also requires applicants 
for loans over $35,000 to prove they have 
been turned-down from a local financial 
institution before requesting a state 
loan.

It also requires that applicants provide a 
minimum 20% match for the loan.

14
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L o a n  E l i g i b i l i t y

Applicants must be Alaska residents 
and their businesses must be located 
in Alaska.

They must provide sufficient collateral 
to secure the loan.

(Nationally, micro loans have a very low default rate -  less 
than 5%. DCCED expects an even lower rate in Alaska. 
Overall, their default rate is .6%)

15



Loan Terms
The loans would bear an interest 
rate of prime plus 1%, with a floor 
of 6% and a cap of 8%.

The maximum term would be 6 
years.
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L o a n  T e r m s ,  c o n t .

Loans could not exceed $50,000 for 
1 individual and $100,000 for 2 or 
more individuals.

The program would be housed 
within the Department of 
Commerce, Community and 
Economic Development.



O t h e r  P r o g r a m s

This program would complement two 
existing programs administered by the 
Division of Economic Development:

l .The Small Business Economic 
Development Revolving Loan Fund

2. The Rural Development Initiative 
Fund

18



Economic Development 
Fund (SBEDRLF)

This program relies on funding 
from the federal EDA and is 
targeted at communities 
experiencing economic hardship.

Funds are primarily used for long­
term financing and numerous 
federal requirements must be met.



Rural Development Fund 
(RDIF)

■ Created with state funds, primarily 
for long-term financing.

■ Only available in communities of 
5,000 or less (if not connected by 
road or rail to Anchorage or 
Fairbanks) or communities of less 
than 2,000 (if connected).



Alaska 
Small Business Loans

Would provide relatively short­
term, low-interest loans to Alaska 
small businesses

Could be used for working capital, 
purchasing machinery, equipment, 
inventory and leasehold 
improvements.
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S t a t e w i d e  E l i g i b i l i t y

■ Loans would be available in all 
regions of the state.

■ The application process would be 
streamlined and fees would be 
modest: $100 to apply and a 1% 
origination fee.



C a p i t a l i z a t i o n

The fund would be capitalized 
with $3.5 million.
All earnings and loan repayments 
would be retained by the fund for 
future loans.
And operating expenses would be 
paid from fund earnings.



P o t e n t i a l  F u n d  S o u r c e s

- T w o  p o s s i b i l i t i e s :

1. General funds (likely)
2. State Small Business Credit 

Initiative funding through the 
U.S. Treasury (less likely)
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S m a l l  B u s i n e s s  C r e d i t  

I n i t i a t i v e

New federal program created by the 
Small Business Jobs Act of 2010

$1.5 billion appropriated to 
"strengthen state programs that 
support lending to small businesses 
and small manufacturers"

Formula-driven program



S m a l l  B u s i n e s s  C r e d i t  

I n i t i a t i v e ,  c o n t .

■ Alaska's share = More than $13 
million

■ State has filed letter of intent to 
apply

■ Application deadline : June 27,2011



R e v o l v i n g  L o a n  F u n d s :

Self-Sustaining
Assumptions: 20 loans in first year
Average loan = $35,000
25 in second year and every year 
thereafter
By FY'17, all principle pushed out
Fund starts earning money and re­
lending



Widespread Support 
For Micro-Loans

Business groups from across the 
recognize the need for a micro­
lending program, such as that 
proposed by S.B. 34.



Bristol Bay Economic 
Development Corporation

"By far, the most challenging aspect of starting a 
small business in our region is lack of capital; 
even when it involves a very small amount of 
money. Traditional sources of capital such as 
banks and other financial institutes are not 
viable sources of capital for small entrepreneurs 
in rural Alaska."

H. Robin Samuelsen
Chief Executive
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Anchorage Economic 
Development Corporation

"This modest investment by the state of Alaska 
could yield significant benefits for communities in 
every region of the state. The sizes of the loan are 
quite modest, as are the corresponding fees and 
interest rates charged. The infusion of capital this 
program offers will help both existing businesses 
and start-up businesses to bridge short-term 
funding gaps, purchase new equipment, expand 
services and employ more Alaska citizens."

Bill Popp
President and CEO
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A l a s k a  S m a l l  B u s i n e s s  

D e v e l o p m e n t  C e n t e r

"Micro-lending is an opportunity for many small 
businesses who typically do not find lending 
options with banks due to the small amount of their 
loan request. Many lending institutions prefer loan 
applications with values of $100,000 or more. ... The 
approval of micro-lending bills will significantly 
impact and support many small businesses 
throughout Alaska..."

Debi Fowler 
Associate State Director
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Southwest Alaska 
Municipal Conference

"In Southwest Alaska, a revolving loan fund  
could help small boat owners or smaller fish  
processors w ith equipment purchases. It could 
assist bed and breakfast owners w ith upgrades 
to their homes and business. Or it could provide 
much needed capital to mechanics, day care 
providers, and a host of other small business 
startups and entrepreneurs."

Andy Varner
Executive Director
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S m a l l  B u s i n e s s  O w n e r

"As a small business owner, I depend on credit 
to place orders for inventory, expansion, 
advertising and payroll during slow times. 
Availability of this credit has allowed many 
businesses to weather economic slow downs in  
the past and even to emerge stronger when the 
economy recovers. This recession is different: 
all forms of available credit have dried up, 
especially those for small business."

Ted Ragains
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A l a s k a  B a n k e r s  A s s o c i a t i o n

- SB 34 even has the support of the 
Alaska Bankers Association.

■ The sponsors of this legislation 
worked closely with them to resolve 
any concerns they had.
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Closing Thoughts
■ Small loans, many under $15,000
- Alaska residents only
- Quick pay-back
■ The difference between success and 

failure, especially when credit is tight
- Possible federal funding
- Self-sustaining, including operating 

costs



L E G A L  S E R V IC E S

(9 0 7 ) 4 6 5 -3 8 6 7  o r 4 6 5 -2 4 5 0  
F A X  (9 0 7 ) 4 6 5 -2 0 2 9  
M a il S to p  3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA S ta te  C ap ito l 
Ju n e a u , A la s k a  9 9 8 0 1 -1 1 8 2  

D e liv e r ie s  to : 129  6 th  S t., R m . 329

M E M O R A N D U M February 10, 201

SUBJECT: Sectional summary of CSSB 34(L&C) establishing the Alaska 
small business revolving loan fund 
(Work Order No. 27-LS0204\I)

TO:

FROM:

Senator Bill Wielechowski 
Attn: Michelle Sydeman

Theresa Bannister 
Legislative Counsel

You have requested a sectional summary of the above-described bill. As a preliminary 
matter, note that a sectional summary of a bill should not be considered an authoritative 
interpretation of the bill and the bill itself is the best statement of its contents.

Section 1. Gives the new material a short title. Places this in uncodified law.

Section 2. States legislative intent for the bill.

Section 3. Establishes the new Alaska Small Business Revolving Loan Fund.

Sec. 44.33.950 creates the new fund in the general fund. Allows the Department of 
Commerce, Community, and Economic Development to use money in the fund to carry 
out the purposes of the new fund provisions. Identifies the money and payments that 
make up the fund. Authorizes the legislature to make appropriations from the fund to 
administer the new fund provisions.

Sec. 44.33.955 lists the powers and duties of the department relating to the fund.

Sec. 44,33.960 sets out the eligibility requirements for applicants for loans from the fund, 
including (1) providing 20 percent of the money to be used on the project, and (2) 
proving that the applicant was turned down for a loan or that another loan is contingent 
on the fund loan. Indicates how an applicant meets the residency requirements.

Sec. 44.33.965 sets the monetary limits on loans to individuals and to two or more 
individuals. Sets a maximum term for fund loans and allows for extensions. Sets 
maximum and minimum interest rates for fund loans. Requires loans to be secured by 
collateral. Prohibits loans to individuals with established past due child support 
obligations.



Senator Bill Wielechowski
February 10, 2011
Page 2

Sec. 44.33.970 establishes a special foreclosure expense account and indicates when the 
department may use the money in the account.

Sec. 44.33.975 directs the department to dispose of property acquired through loan 
default or foreclosure. Requires the method of disposal to serve the state's best interest. 
Allows for amortization of payments.

Sec. 44.33.990 defines terms for the new provisions.

Section 4. Authorizes the department to begin the regulation adoption process for the 
new loan fund immediately. But the regulations may not take effect before July I, 2011.

Section 5. Gives bill sec. 3 an immediate effective date.

Section 6. Aside from the start-up regulation authority, sets a general effective date for 
the bill of July 1, 2011.

If I may be of further assistance, please advise.

TLB:plm 
11-073.plm





Small-Business Financing
As NSBA repeatedly has said over the last two years, small- 
business access to capital is a growing problem. When asked 
what are the most significant challenges facing their business, 
nearly one-third (29~percent) said lack of available capital— that's 
up'from 24 percent just six months ago.

The prospect of getting financed for a small business— even in 
a growing economy— is very difficult simply due to the fact that 
many small businesses lack the assets necessary for a traditional 
bank loan, making them a riskier lending option for hanks. 
Unfortunately, the number of small businesses able to obtain 
adequate financing for their business has steadily decreased in 
the last few years. Today, only 59 percent of small businesses 
are able to obtain adequate financing for their business. That 
number has droppedfrom 78 percent in August 2008,67 percent 
in December 2008, 62 percent in July 2009, and 61 percent in 
December 2009. Although a majority are able to secure financing, 
it cannot be glossed over that 41 percent— which translates into 
more than 12 million— of the nation's small businesses are not 
able to get adequate financing.

NSBA has been asking small-business owners if their business 
had been impacted by the credit crunch since early 2008. In

What types of financing has your company used within the 
past 12 months to meet your capital needs?

February 2008, 55 percent responded that it had. In August
2008 that number jumped to 67 percent, and continued to 
rise to 69 percent in December 2008 and hit a high of 80 
percent in July 2009. Despite a slight easing in December
2009 down to 78 percent, the number today is back up at 
its highest point. Eighty percent— four out of five— of small- 
business owners report that their company has been impacted 
by the credit crunch.

The availability of capital is a critical component to business 
growth and job creation for small businesses. Since 1993, when 
NSBA began asking these questions, there has been a direct 
correlation between access to capital and job growth— when 
capital flows more freely, small businesses add new jobs.

Among small-business owners for whom capital availability has 
been a problem, 44 percent state that they have been unable 
to grow or expand the business, and 20 percent state that 
they have been forced to reduce their number of employees. 
Perhaps even more worrisome is the growth in small businesses 
that report they are unable to increase inventory to meet 
demand— up from seven percent in December 2009 to 12 
percent today. This means that, although growth opportunities 
exist for these businesses, they are being held back by a lack 
of capital.

In the last six months, there has been a decrease in small- 
business use of nearly every financing mechanism, from 
traditional bank loans to credit cards to vendor credit. The 
number of small businesses using no financing options 
remained steady at 21 percent— virtually no change from the 
December 2009 results.

Prior to the December 2009 survey, credit cards had been the 
number one source of financing for small-business owners, 
Today, however, they have dropped to the number three slot, 
just behind traditional bank loans at number one and earnings 
of the business at number two. Although reports have shown 
a higher rate of approvals among credit card applicants, many 
small businesses are hesitant to take on credit-card debt given 
the volatility associated with them.

Loans
While the number of small businesses relying on traditional 
bank loans jumped to 53 percent in July 2009— up from 44 
percent in December 2008— only 43 percent small-business 
owners today are using bank loans. That number was higher 
just six months ago with 46 percent of small-business owners 
using bank loans. In addition to banks' unwillingness to loan 
to small businesses, the fact that terms continue to worsen 
for small businesses is likely part of the reason small-business 
owners have been seeking fewer bank loans. Twenty-four 
percent of small-business owners reported less favorable terms 
on their loans in the last year, and only two percent report that

■  Aug. 03 Dec. OS HJuly 09 Dec. 03 July 10 
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the terms of their loans have become more favorable.

Although lower demand for loans from small-business owners 
who are typically hesitant to take on additional debt in a distressed 
economy may be a part of the equation, the decrease in loans 
is more likely related to the terms and availability of such loans. 
Many banks appear unable or unwilling to lend affordable capital 
to any small businesses that doesn't meet their extremely high 
definition of a "creditworthy" small business.

Underscoring this fact, the April 2010 Federal Reserve Board 
(the Fed) Senior Loan Officer Survey reported that, although 
banks have begun slightly easing standards on large firm loans, 
little has changed for small firms. Among large banks, 19.4 
percent eased their standards on loans to large firms while 
only 3.4 percent did the same for small business. Compounding 
matters, there was even a net tightening on loan terms to 
small businesses from smaller banks— the very banks that 
small businesses typically turn to as they are the last remaining 
institutions still willing to make character-based loans. The 
reason cited for this tightening was completely unrelated to the 
businesses themselves, and rather was due to a less favorable 
economic outlook and the banks' decreased tolerance for risk.

The implications of the collapsed housing market continue 
to haunt the small-business community. In August 2008, 12 
percent of small-business owners leveraged their business 
loans with a second home mortgage. That number has been 
steadily decreasing since that time and is now at an all-time 
low of six percent.

Credit Cards
Given the events of the last year, in which interest rates on credit 
cards remained high, credit-card limits were arbitrarily cut, and 
credit-card accounts were eliminated entirely by the credit- 
card companies, it is not surprising that the gradual decrease 
in credit-card usage has continued. Although the number of 
small-businesses relying on credit cards has dropped slightly, 
they still account for one of the largest sources of financing for 
NSBA's members.

In the last year, a major piece of legislation was passed, the 
Credit CARD Act, which went into effect in early-2010 and put a 
stop to some of the most egregious practices of the credit-card 
industry. Unfortunately that legislation didn't expressly include 
the cards used exclusively or primarily for small-business use 
despite the best efforts of NSBA and some key advocates on 
Capitol Hill. Credit-card companies and large banks railed against 
the legislation and an amendment to extend the protections to 
small businesses, warning that the legislation and the small- 
business inclusion amendment would make credit cards wildly 
more expensive and difficult to qualify for across the board.

Now four months after the implementation date, that simply

has not happened. Granted, a significant number of small 
businesses (48 percent) report that the terms on their credit 
cards have in fact gotten worse in the last several months, 
however that number actually decreased since the December 
2009 report when 64 percent reported worsening terms 
in recent months. Given that many banks have voluntarily 
adjusted their standard operating procedures to extend the 
legislative protections to both personal and business credit 
cards, this is a clear indication that the legislation did NOT 
cause wholesale cost increases in credit cards as opponents to 
the bill projected. Furthermore, the survey indicates that the 
law is working, as fewer small-business owners reported that 
the terms of their credit card had worsened.

The interest rates small-business owners are subject to continue 
to be high, though not as a direct result of the legislation. The 
average interest rate small businesses pay is 16 percent. Half 
of small businesses (50 percent) pay more than 15 percent 
in interest rates on their credit cards. Nearly one-quarter (23 
percent) of all small-business owners are currently paying 20 
percent or more in interest rates. This has not been a notable 
change since the December 2009 report.

One particularly problematic trend that began in late-2008 was 
credit-card companies arbitrarily reducing the credit limit on a 
card— or shutting down the card entirely. For a small-business 
owner carrying a balance, this unexpected reduction results in a 
diminished credit score, as the owner suddenly is utilizing more 
of his/her available credit. With banks increasingly reliant on 
personal credit scores in their underwriting practices, this credit 
score hit can be quite problematic. Compounding matters, these 
reductions are typically due simply to the fact that, as a small 
business, they are viewed as a more risky credit option.

When asked in December 2008, 28 percent of small-business 
owners responded that they had experienced a decrease 
in their line(s) of credit or a credit-card limit in the past six 
months. Today, 36 percent— up slightly from 35 percent in 
December 2009— of small-business owners were subject to 
such a decrease in the last six months.

2010 Mid-Year Economic Report National Small Business Association



" T h e r e  i s  a  d i r e c t  c o r r e l a t i o n  

b e t w e e n  a c c e s s  t o  c a p i t a l  

a n d  j o b  g r o w t h .  U n l e s s  

s m a l l - b u s i n e s s  o w n e r s  a r e  

a b l e  t o  s e c u r e  f i n a n c i n g ,  

w e  w i l l  c o n t i n u e  t o  s e e  h i g h  

u n e m p l o y m e n t "

Which one of the following issues do you 
believe Congress and President Obama's 
administration should address first?

July 10 Dec. 09
Reducing the tax burden 36% 43%
Increase small business 
access to capital

23% 18%

Reducing the regulatory 
burden on businesses

14% 15%

Health care reform 10% | 7%
Rising fuel prices and 
addressing the nations' 
dependence on oil

3% 4%

Credit card reform 3% 3%
Improving education to 
provide a qualified domestic 
workforce

1% 1%

How we!! would you say you understand how the new 
health care reform law is going to impact your business?

H I  have a 
very dear 
understanding

I  have a limited 
understanding

I do not
understand at ail

Public Policy
Just months away from the mid-term elections with some key pieces 
of legislation having been passed— health care reform and financial 
regulatory reform to name a few— lawmakers find themselves 
still facing high unemployment and a struggling small-business 
community. Despite all the rhetoric about the importance of small 
business to the U.S. economy, too little has been done address the 
many issues bogging down America's small-business owners. Small 
business has played a critical role in past economic recoveries; 
however they continue to be hit with increasing difficulty accessing 
capital, putting the brakes on any growth opportunities.

Small-business owners continue to rank "reducing the tax burden" 
as the top issue Congress and the administration should address. 
However in the last six months, there was a notable drop from 43 
percent to 36 percent among those that ranked taxes their top issue. 
In that same time, the number of small businesses that ranked 
"access to capital" as the top issue Congress and the administration 
should address rose 5 points to 23 percent. Reducing the regulatory 
burden on small businesses and health care reform came in third and 
fourth, respectively.

Health Care Reform
Despite the passage of broad health care reform— legislation which NSBA 
ultimately opposed due to its inability to truly address rising costs— small 
business owners continue to report dire consequences of rising health 
insurance costs. When asked how they have coped with rising health care 
costs, 24 percent, up from 20 percent in December 2009, were forced to 
reduce their workforce. That means one in four small businesses, in this 
terrible economy with high unemployment, is having to lay-off workers 
due to health insurance costs.

There exists a significant amount of confusion among small-business 
owners about how the new health care law will impact their business. 
When asked if their business will qualify for the small-business health care 
tax credit, only 10 percent said yes. The majority— 52 percent— said they 
weren't sure whether or not they were eligible for the tax credit. In more 
broad terms, small businesses were asked to rate their understanding of 
the new law, and only 21 percent said they have a dear understanding 
while 79 percent said they have a limited or no understanding at all of 
how their business will be impacted. Given that this survey is among
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What are the three most significant challenges 
to the future growth and survival of your 
business?

ECONOMIC UNCERTAINTY

DECLINE IN CUSTOMER 
SPENDING

C O S T O F  H E A L T H  
IN S U R A N C E

v M u  F E D E R A L  T A X E S

LAC K O F  A V A IL A B L E  p o %  
C A P IT A L

R E G U LA TO R Y  B U R D E N S  2 8 %

STA TE  A N D  LO C A L g g %
K j j f S  T A X E S

r * ' FO REIG N  C O M P E TIT IO N  1 0 %

g ; y  c o s t  o f  e m p l o y e e
| 1  S A L A R IE S

LAC K O F  Q U A LIF IE D  
W O R K E R S

EH
COST OF EMPLOYEE
BENEFITS, NOT INCLUDING 7 /0
H E A LT H  IN S U R A N C E

C O S T O F  TE C H N O LO G Y  5 %

NO M A JO R  C H A L L E N G E S  1 %

CONCLUSION
Small employers comprise 99.7 percent of all employer firms in the U.S. 
One in two workers in the private workforce run or work for a small 
business, and one in four individuals in the total U.S. population is part 
of the small business community (equaling 23 percent of the population.) 
Firms with fewer than 500 employees accounted for 64 percent of net 
new jobs between 1993 and the third quarter of 2008. Thirty-two percent 
of those gains came from the creation of new, small firms.

According to the Pew Research Center, small businesses are widely 
seen as having a positive impact on the country. Small business ranked 
number one with 71 percent of respondents having positive views. Large 
corporations, on the other hand, earned a 64 percent negative rating. 
Just 25 percent say the federal government has a positive effect on 
the way things are going in the country and banks and other financial 
institutions only earned a 22 percent positive rating.

According to SBA's Small Business Economic Indicators for 2003, 
when the economy gained momentum after the previous downturn in 
the early 1990s, firms with fewer than 500 employees increased their 
net employment in the first year after the recession, while large firms 
continued to shrink. From March 2000 to March 2001, small firms added 
1.15 million net new jobs while large firms lost 0.15 million net new 
jobs.

NSBA believes more can, and must be done to ensure entrepreneurship 
remains a viable, attainable option for every American.

i i i iI §5? \ \ H
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A l a s k a  B a n k e r s  A s s o c i a t i o n

February 14, 2011

Senator Bilf Wielechowski 
AK State Capitol, Room #101 
Juneau, AK 99801

Dear Senator Wielechowski:

The Alaska Bankers Association consists of the following eight member banks: Alaska Pacific Bank, Denali 
State Bank, First Bank Ketchikan, First National Bank Alaska, KeyBank, Mt. McKinley Bank, Northrim Bank, 
and Wells Fargo Bank.
The Alaska Bankers Association would like to express our thanks for working with us to amend Senate Bill 
34; the Small Business Revolving Loan Fund. The addition of the "turn down" language for loans over 
$35,000 is of particular importance. We are satisfied with the changes made in the Senate Labor & 
Commerce Committee and are now in support of the bill.
As Craig Dahl, President of Alaska Pacific Bank, indicated in his testimony, the Alaska banks are actively 
engaged in making loans to the small business community. While the nation's headlines spoke to bank's 
not making loans, the banks watched loan demand slow or stop all together depending on the market. 
However, at no time during the last two plus years have any of the community banks in Alaska stopped 
lending in any of their portfolios.
To give you a sense of recent loan volume over the last two years, we have acquired a range of lending 
from several of our members. The following data represents the 2009 and 2010 new business loans 
under $100,000 made by First National Bank, Northrim Bank and Alaska Pacific Bank.
2009 2010

This data represents three of our eight member banks in Alaska.
All banks, not just in Alaska, have excess liquidity and are looking forward to increased loan demand. If a 
viable business proposal walks into any of the Alaskan institutions, the proposal is going to receive a fair 
review. We want to make the loan as bad as the borrower wants it.
Again, thank you for working with the Alaska Bankers Association to craft a committee substitute that 
works for all of us.

1,060 $34,146,278 1,035 $37,796,775

Sincerely,

0

Joe Beedle
President, Alaska Bankers Association

3111C Street • P.O. Box 241489 
Anchorage, Alaska 99524-1489

PHONE: 907/261-3306 
FAX: 907/562-1758



M at-S u  R esource C onservation  & D evelopm ent

“Fostering Responsible Resource Conservation and 
Economic Development in the Matanuska-Susitna BoroughRESOURCE CONSERVATION & DEVELOPMENT

February 2, 2011

Senator Bill Wielechowski 
Room 101,State Capitol Building 

Juneau, Alaska 99801-1182

Dear Senator Wielechowski;

As the A R D O R  in the Matanuska-Susitna Borough our goal is to assist in creating jobs, 
expanding the local economy, conserve natural resources and enhance the quality of 
life for the residents and institutions of the Matanuska-Susitna Borough.

One of the economic development tools we are in need of not only in the Mat-Su 
Borough but throughout the State is an effective Micro-Loan program that meets the 
broad needs of entrepreneurs in both rural and urban Alaska.

As an Economic Development practitioner I fully support the development of a broad 
reaching Micro-Loan program that allows Small Businesses access to much needed 
capital.

Sincerely,

Marty Metiva 
Executive Director

1700 East Bogard Rd Suite 203A • Wasilla, Alaska 99654 •
Phone: 907-373-1062 ext 108 • Fax:907-373-1064 • matsurcd@mtaonline.net

SBOVflNS, SUSTAINING «S0 D!V£RSIFV«SG -AUStt'S ECSNOMV

mailto:matsurcd@mtaonline.net


3300 Arctic Boulevard, Suite 203 Anchorage, AK 99503 p: 907.562.7380 f: 888.356.1206 www.swamc.org

Southwest Alaska Municipal Conference
Alaska Peninsula 
A leutian Chain
Bristol Bay 
Kodiak Island 
P rib ilof Islands

February 2, 2011

Dear Senator Wielechowski,

This letter is written in support of SB 34, a bill aimed at creating a micro revolving loan 
fund for the State of Alaska. Access to startup and working capital is a key component of 
starting new enterprises and creating jobs in Alaska, and many rural Alaskans do not have 
access to this type of capital.

In Southwest Alaska, a revolving loan fund could help boat owners or smaller fish 
processors with equipment purchases. It could assist bed and breakfast owners with 
upgrades to their homes and business. Or it could provide much-needed construction 
capital to mechanics, day care providers, and a host of other small business startups and 
entrepreneurs.

Alaska is one of only four states in the nation that do not have a microloan program and 
this bill would resolve that and fill an unmet need that would help small businesses, which 
is why SWAMC supports it.

Our organization believes SB 34 is a valuable bill with great potential. I hope it can help 
add to Alaska’s efforts to support our small businesses and entrepreneurs.

Sincerely,
SOUTHWEST ALASKA MUNICIPAL CONFERENCE

Executive Director

Economic deve lopm ent and  advocacy  for Southwest Alaska
Economic Development District (EDD) and Alaska Regional Development Organization

(ARDOR)

http://www.swamc.org


T a t it ls k

February 1, 2011 

To Whom It May Concern:

On behalf of Prince William Sound Economic Development District, I would like to 
offer our support for Senate Bill No. 34 to establish an Alaska Small Business 
Revolving Loan Fund. This would be extremely helpful to those in our state who 
wish to open a new business.

S834 would provide loans for working capital, equipment, construction or other 
purposes needed to start a business in Alaska.

We, therefore, support Senate Bili No. 34.

Sue Cogswell, Executive Di 0

A L A S K A  C hV F I,O P M F N 7 OnC:■ A N $7A T jq jv A R D O R



This letter is written in support of Senate Bill 34, a bipartisan effort to create and 
maintain a Small Business Revolving Loan Fund for residents of the State of 
Alaska.

There is a need in Alaska for a funding source to support the needs of 
entrepreneurs who wish to initiate a small business and borrow a portion of their 
initial investment for it. Applicants would provide the remainder of funds from 
their own sources and would be responsible for repaying the amount borrowed at 
a reasonable rate of interest.

For residents of the Yukon Kuskokwim Delta, this program would provide an 
opportunity currently unavailable to them to establish their business idea and 
access needed capital for a startup or a business expansion.

Your support of this bill would provide a needed source of funds for potential 
small business entrepreneurs in Alaska who are currently underserved and 
without other resources to draw upon.

Thank you for your consideration of this request.

Carl Berger, Executive Director
Lower Kuskokwim Economic Development Council
Bethel, AK



Bemanke Urges Small-Business Lending - Real Time Economics - WSJ http://blogs.wsj.com/economics/2010/07/12/bernanke-urges-expansi.
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Bernanke Urges Small-Business Lending

D ecla ring  sm a ll bu s in esses  a s  "cen tra l” to  tack ling  unem ploym ent, 

the  Fed c h ie f sa id  not enough  is be ing done to  ensure th a t financia lly  

sound com pan ie s  can  ob ta in  loans.

Fed o ff ic ia ls  have be co m e  increas ing ly  w o rr ie d  about the  s tub born ly  

h igh unem ploym ent. The jo b le ss  ra te  ed ged  dow n to  9 .5 %  in June 

fro m  9 .7 %  th e  prev ious m onth. B ut the  econom y shed jo b s  fo r  the  

f irs t tim e  th is  yea r, w ith  nonfarm  pa y ro lls  fa lling  125 ,000  las t month.

"T he fo rm a tio n and g ro w th  o f  sm a ll bus inesses depends c ritica lly  on acce ss  to  c re d it,” B ernanke sa id  in the  te x t o f his

rem arks . “ U n fo rtunate ly , th o se  bu s inesses re p o rt thaTcredTTcond itions  rem a in  very d ifficu lt."

The fo rum  is the  cu lm ina tion  o f  a fac t-fin d in g  m iss ion the  Fed launched in F ebruary  to  iden tify  ho w  to  im prove  c red it 

a cce ss  fo r  sm a ll f irm s , w h ich  account fo r ab ou t 60%  o f jo b  c re a tion .

Fed o ff ic ia ls  have ho s ted  m o re  tha n  4 0  m ee tings  around the  coun try  w ith  sm all businesses, ba n ke rs  and com m unity  

lead e rs  to  iden tify  o b s ta c le s  th a t have con tribu ted  to  a  con tinued co n trac tio n  in lending.

B ernanke  c ite d  d a ta  show ing  th a t ou ts tand ing  loans to  sm a ll bus inesses have declined  to  less than $670 b illion in the 

f irs t q u a rte r o f  2 0 1 0  fro m  a b ou t $7 10  b illion in the second  qu a rte r o f  2008.

W h ile  m a jo r ba nks  e a se d  loan  cond itions  fo r  b ig firm s  during the  f irs t quarte r, lending s ta ndards rem ained tigh t am ong

the  loca l ba nks  th a t sm a ll bus inesses re ly  on, acco rd ing  to  th e  q u a rte rly  F e d  survey. S im ilarly, a  survey by  the  N a tio n a l 

F e d e ra tio n  o f  In d e p e n d e n t B u s in e s s  found th a t th e  p ro p o rtio n  o f  firm s  re po rtin g  tig h te r c re d it cond itions o ve r the   — ——  ...... .... .... . ...i-....— ...... ...... . ,0
p a s t th re e  m onths re m a ined “ ex trem e ly  e le va te d," B ernanke  said.

S om e  lend e rs  p a rtic ipa tin g  in the  m ee tings v iew ed  th e  cu rre n t lend ing s tan da rds  a re tu rn  to  m ore  no rm al cond itions 

fo llow in g  a p e rio d  o f  lax s ta n d a rd s . But B ernanke sa id  “ it see m s c le a r” th a t som e c re d itw o rth y  b o rro w e rs  and having 

tro ub le  g e ttin g  c re d it, even w hen  s tro ng  cash  flo w  is com pensa ting  fo r  a loss  in  co lla te ra l.

“T h e  cha lle nge  a h ead  fo r  lenders  w ill be  to  de te rm in e  how  to  a sse ss  the c re d it qua lity  o f bu s in esses  in an  uncerta in  

and d ifficu lt e co n o m ic  env ironm en t,’’ he sa id .

Lending to  c re d itw o rth y  b o rro w e rs  is in th e ir in te rest, B ernanke said, s ince “th a t's  how  th e y  ea rn  th e ir p ro fits .”

M eanw hile , he  sa id  re g u la to rs  should con tinue  to  w o rk  w ith  lenders  to  help im prove  c re d it ava ila b ility  to  sound sm all 

firm s.

Reuters

Fed Chairman Ben Bernanke

F e d e ra l R e s e rv e  C ha irm an B e n  B e rn a n k e  urged banks and regu la to rs  M onday to  see k  o ut w a ys  to  ensure  tha t sm all 

b u s in esses  g e t th e  c re d it th e y  need to  c re a te  jobs.

“ M ak ing  c re d it a c ce ss ib le  to  sound sm all b us inesses is c ruc ia l to  our 

e co nom ic  re cove ry  and  so  should  be fro n t and  cen te r  am ong ou r 

cu rren t p o lic y  c h a lle nge s ,” B ernanke sa id  in p repa red  re m a rks  to  

the  F e d ’s  fo rum  on  re s to ring  c re d it to  sm all businesses.
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T h e  Fed has been encourag ing  banks to  ensure th a t c re d it-w o rth y  sm all bus inesses ca n  g e t the  c re d it th e y  need. 

R eac tin g  to  com p la in ts  tha t its  o w n  bank exam iners a re  con tribu ting  to  ove rly  tigh t s tan dards , the  cen tra l bank is a lso 

con duc ting  tra in ing  p ro g ra m s  w ith  exa m iners  to  d rive  hom e the  m e ssage  tha t encourag ing  loans to  sm all bus inesses 

th a t ca n  re p a y  is p o s it ive  fo r  the  banking system .

S till, B em a nke  cau tioned  ag a in s t “o n e -s ize -fits -a ll so lu tio ns ,” say ing  th a t the  m ee tings con firm ed  th a t ea ch  sm all 

b us iness has a  unique co m b ina tio n  o f loca l econom ic  cond itions and re la tionsh ips  w ith  c re d ito rs  and custom ers .

H e d idn ’t  m ake  any com m en ts  on  th e  ou tlook fo r m o ne ta ry  po licy.

C opyright 2008  Dow  Jo n e s  & Com pany, Inc. All R ights Reserved 
Th is  co p y is  for your personal, non-com m ercial u se  only. Distribution and use of this material are  governed by our S u b scr ib e r Agreem ent and by 

copyright law. F o r  non-personal use or to order multiple co p ies, p lease contact D ow  Jo n e s  Reprints at 1 -800-843-0008 or visit
www.djreprints.com
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Bemanke: Small Businesses Denied Credit - CBS News http://www.cbsnews.com/stories/2010/07/12/business/main6672066..

WASHINGTON, July 12, 2010

Bernanke: Small Businesses Denied 
Credit
F e d e r a l  R e s e r v e  C h a ir m a n  S t e p s  U p  P r e s s u r e  o n  B a n k s  t o  L e n d  M o r e  
to  S m a l le r  F ir m s

(AP) Big companies are building up cash and are 
expected to report strong earnings starting this week. 
Not so for small businesses that can't get loans - or 
hire freely until they do.

The gap helps explain why the economic rebound 
isn't stronger and could even stall. Federal Reserve 
Chairman Ben Bernanke stepped up pressure 
Monday on banks to break the logjam and lend more 
to smaller firms, which employ at least half of
American workers.

Federal Reserve Chairman Ben Bernanke 
testifies on Capitol Hill in Washington,
Wednesday, June 9, 2010. (AP Photo/J.
Scott Applewhite) ' 4—  ............—

Small business owners are relying on personal credit 
cards or raiding retirement accounts to stay afloat, the Fed chairman said.

Bemanke and other regulators have urged banks for months to lend more to smaller companies. 
Lawmakers have complained that small businesses that want loans are having trouble getting 
them. Banks have countered by saying demand remains weak.

The Fed does have authority to create programs to increase lending, such as providing low-cost 
loans to banks. But economic conditions would probably have to weaken considerably before 
the Fed would propose such a move. One such program set up during the 2008 financial crisis 
was recently closed.

The Fed chiefs latest comments came as legislative efforts to spur small-business lending have 
languished, and as the recovery has lost momentum. Bernanke spoke at a Fed conference held 
to explore ways to loosen lending to small companies.
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"Making credit accessible to sound small businesses is crucial to our economic recovery,"
Bernanke said. "More must be done."

Some small business leaders say they would hire more if only they had easier access to loans.
One o f  them is Marilyn Landis o f Basic Business Concepts Inc. o f Pittsburgh, which compiles 
financial documents for other small businesses.

Landis says she would like to hire one or two more people for her 10-person firm and wants to 
expand into New England. Yet even though she says she's never missed a payment, Landis says 
her line o f credit was cut about 18 months ago.

She relies on credit cards to pay for everything from supplies to payrolls. Without additional 
credit, she says, "It is impossible to expand, and I can't hire."

Nearly one-third o f small business borrowers report difficulty arranging credit, the National 
Federation o f Independent Businesses says.

By contrast, big businesses, which start reporting their second-quarter earnings this week, have 
enjoyed easier access to loans and low interest rates.

Analysts expect companies in the Standard & Poor's 500 to report a 42 percent jump in profit by 
one measure, S&P says. For the current quarter, which ends Sept. 30, they expect a 31 percent 
rise.

The big companies also benefit from something available to fairly few small businesses: plenty o f  
cash.

In March, cash at S&P 500 companies hit a record $837 billion - about a year and a halfs worth 
o f profits. And S&P senior analyst Howard Silverblatt says he expects cash to rise to a new 
record for the April-to-June quarter when figures are released later this summer.

Yet even as the economy has improved, lending to small businesses has declined. It's dropped v, 
from around $710 billion in the second quarter 2008 to less than $670 billion in the first quarter 
o f this year.

* Bernanke: Small Businesses Denied Credit - CBS News http://www.cbsnews.com/stories/2010/07/12/business/main6672066....

The Fed and other regulators have urged banks to step up lending to creditworthy small 
businesses. Despite the push, such lending is still tight.
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The impact on the economy is severe because small businesses tend to drive job growth during 
recoveries. They employ roughly half of all Americans and account for about 60 percent o f job 
creation, Bernanke said.

* Bernanke: Small Businesses Denied Credit - CBS News http://www.cbsnews.com/stories/2010/07/12/business/main6672066....

And newer small businesses - those less than two years old - are especially vital. Over the past . 
20 years, these startups accounted for roughly a quarter o f all job creation, even though they 
employed less than 10 percent o f the work force, he added.

The Obama administration in early May sent Congress a proposal to create a $30 billion 
program to unfreeze credit for small businesses. The fund would provide money to small and 
medium-sized banks to encourage them to lend to small businesses. The legislation has yet to 
pass the Senate.

Bemanke said it's hard to tell whether the problem is banks refusing to lend to small businesses 
or a lack o f demand from those companies. Each company faces different economic conditions 
and complex relationships with customers, suppliers and creditors, Bernanke said.

Some lenders say they have restored more traditional standards after a period o f lax lending that 
contributed to the financial crisis.

Several big banks say they're already lending more to small businesses. Bank o f America lent 
$19.4 billion to small and medium-sized businesses in the first three months o f 2010, an increase 
o f nearly $3 billion from last year. JPMorgan Chase and Citigroup have pledged to lend more, 
too.

Combined, though, the dollar amounts are relatively tiny compared with how much banks would 
lend in a healthy economy, said Robert DeYoung, a finance professor at the University o f  
Kansas.

"These numbers would be dwarfed by the increase in lending after the economy starts 
recovering, and the economy hasn't really started to recover," DeYoung said.

Banks will be able to increase lending significantly, DeYoung said, only after businesses feel 
confident enough to take on more debt. Prodding banks to lend before then raises the risk that 
they'll make bad loans, he said.

"I wish I could conclude this wrap-up with a list o f the three or four things we could do to 
immediately unlock small business lending," Fed Governor Elizabeth Duke said at the
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conference. "But the problems are numerous and complex, and they will require creativity and 
persistence to solve."

Bernanke: Small Businesses Denied Credit- CBS News http://www.cbsnews.com/stories/2010/07/12/business/main6672066....

©  MMX, The Associated Press. All Rights Reserved. This material may not be published, broadcast, rewritten, or 

redistributed.

More From Business

• U.S. Factories Still Out-Producing China
• Egypt Crisis Stirs Concern for World Economy
• GM Stakes Millions on Super Bowl Ad Blitz
• Dow Has First Close Above 12,000 in 2.5 Years
• Egypt Unrest Hammers Nation's Economy
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Egypt Crisis Adds "Fear Premium" to Oil Prices

Though Egypt itself is not a major oil producer, its Suez Canal is a key oil transit route, and 
as Anthony Mason reports, the crisis there is adding a fear premium to the price o f oil.

• Chevron Countersues Ecuador Pollution Claimants
• Judge Refused Mistrial In Ex-CIA Operative's Case
•  NY Document: ID Theft Ring Targets Apple Stores
• Imprisoned NH Farmer: I Felt Threatened By Woman
•  Coal Mine Operator Massey Reports $70.1M Q4 Loss
• Airlines Add Fuel Surcharges
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Bloomberg
Small Business Canft Get Loans From Bailed-Out 
Banks in U.S.
By Bob Ivry - Sep 16 ,2010

Chip Besse figured he could hire a dozen people once he got a $1.1 million small-business loan. 

Wells Fargo & Co. turned him down.

U.S. taxpayers helped the San Francisco-based bank weather the 2008 financial crisis with a 
$25 billion loan and $9.5 billion of debt guarantees. By July 2009, when Besse wanted to buy 
and expand a Colorado snowmobile-rental business, Wells Fargo wasn’t sharing the wealth, he 
said.

Besse, 29, had little success with 16 other lenders in 2008 and 2009. His list included New 
York-based JPMorgan Chase & Co.. which agreed to provide less than 70 percent of what he 
wanted, and Charlotte, North Carolina-based Bank of America Corp.. which Besse said kept him 
hopeful for a month before rejecting his application.

“I was furious,” he said. “A lot of bankers are trying to justify their jobs and they waste 
everyone’s time.”

Besse, a Philadelphia native, was a partner in a London private equity firm with a credit score of 
769 out of 850 and $185,000 in a checking account. His search for a loan shows how difficult it 
is for small companies, which the Small Business Administration says created 64 percent of net 
new jobs over the past 15 years, to get credit — even from banks that accepted billions in 
taxpayer-funded bailouts.

Trading, Not Lending

The U.S. government helped Wells Fargo, JPMorgan Chase and Bank of America back to health 
with $189.3 billion in loans under the Troubled Asset Relief Program and debt guarantees 
through the Federal Deposit Insurance Corp. The rest of the country: not so much. That’s in part 
because of policies the Federal Reserve has instituted to help banks, said Peter Morici. an 
economist and professor at the Smith School of Business at the University of Maryland in 
College Park.

1 of 7 2/1/2011 5:16 PM

http://www.bloomberg.com/news/print/2010-09-16/small-business-c


“We’ve created a system that encourages bankers to trade, not lend,” Morici said.

A record 41 percent of small business owners say they can’t get adequate financing, up from 22 .
percent two years ago, according to a July report by the National Small Business Association, a a y ~   —        .       _
150,000-member advocacy group founded in 1937 that has surveyed entrepreneurs since 1992.
New small-business loans fell 33 percent last year from 2008 to $191.6 billion, the lowest total
since 2000, according to the Federal Financial Institutions Examination Council.

Outstanding loans declined 16 percent as of June 30 compared with 2009, based on the 
council’s data. Tighter credit makes it tougher for entrepreneurs such as Besse to hire some of 
the 14.9 million Americans who are out of work.

No Data

Spokespeople for the three big banks that Besse approached said they didn’t track their small- 
business lending until last year, the middle of the longest economic downturn since the 1930s.
It’s therefore impossible to gauge their recent volume against their performance before the credit 
contraction began.

JPMorgan Chase increased new small-business loans 36 percent to $4.5 billion in the first half 
of 2010 over the same period last year. Bank of America lent $8.2 billion, a 1 percent increase, 
the company said.

Wells Fargo lent $6.6 billion; it has no comparable number for 2009, according to Marc L.
Bernstein, head of the bank’s Business Direct and Small Business Segment. Banks define small 
businesses as those with annual revenue of less than $20 million.

Little Demand

The three banks said they’re lending as much as they safely can in an environment with few 
creditworthy small businesses and soft demand.

“The last thing we want the banking system to be is excessively liberal in its lending standards,” 
said Bert Ely, a banking industry analyst in Alexandria, Virginia.

Entrepreneurs and their advocates counter that lending guidelines have become so strict that 
many business owners have given up trying to get credit.

“If the government had used the same lending criteria on the big banks that the big banks are 
using on us, the banks never would have gotten the TARP money,” said Carl Calhoun, who 
tapped $400,000 in home equity to finance his St. Petersburg, Florida-based mattress company,
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Commercial Bedding Co.. after he couldn’t find a lender.

The credit crunch for small businesses has drawn the attention of President Barack Obama and 
Fed Chairman Ben S. Bemanke. who have both called for more lending.

With the U.S. unemployment rate stuck at more than 9.5 percent for the past year, the U.S. 
Senate today passed legislation that would provide $30 billion in loans to banks with less than 
$10 billion in assets. The bill, which now must go to the House for a final vote, includes 
incentives for the banks to extend credit to small businesses, along with tax breaks for eligible 
companies.

‘Still Struggling’

“At a time when small business owners are still struggling to make payroll and they’re still 
holding off hiring, we put together a plan that would give them some tax relief and make it 
easier for them to take out loans,” Obama said yesterday.

While they won’t disclose their investing strategies, JPMorgan Chase and Bank of America were 
among four banks that reported a “perfect quarter” in the first three months of this year. That 
means they made money trading every day. Wells Fargo wouldn’t reveal how its trading desk 
fared.

The Fed’s low-interest-rate policy makes it easy for banks to lend to the U.S. government rather 
than small businesses, said David Rosenberg, chief economist and strategist for Toronto-based 
Glusldn Sheff & Associates Inc., which manages $5.4 billion.

Safe Yields

Banks, which can borrow at the overnight rate of about 0.20 percent, can get safe yields of more 
than 2.5 percent buying 10- year Treasury bonds and other almost risk-free U.S. obligations, 
Rosenberg said.

Banks held a record $1,597 trillion of Treasury and government agency securities on Sept. 1, 
according to the Fed, 44 percent more than at the start of the recession in December 2007. The 
10-year Treasury yield was 2.72 percent yesterday.

“The biggest risk in buying Treasuries is that interest rates will rise, and the Fed has repeatedly 
said short-term rates would remain close to zero as far as the eye can see,” Rosenberg said.

Lowering interest rates has been part of the Fed’s effort to facilitate small-business lending, said 
David W. Skidmore, a spokesman for the central bank in Washington.

3 of 7 2/1/2011 5:16 PM

http://www.bloomberg.com/news/print/20l0-09-16/small-business-c


Small Business Can't Get Loans From Bailed-Out Banks in U.S. - Bl... http://www.bloomberg.com/news/print/2010-09-16/small-business-c.

Strengthening Banks

“Easier monetary policy encourages banks to lend to small businesses and other borrowers since 
the rates banks receive on alternative investments are lower,” Skidmore said. “And we have 
focused on strengthening the nation’s banks so that they can resume normal lending as quickly 
as possible.”

The Term Asset-Backed Securities Loan Facility, a Fed lending program established in 
November 2008, helped finance more than 850,000 small business loans, he said.

One option the central bank has to spur lending is cutting the 0.25 percent interest it pays banks 
on reserve accounts it holds for them, Bernanke said on Aug. 27 . The central bank’s emergency 
lending and asset purchases since September 2008 have swelled those accounts to more than $1 

trillion, according to Fed data, a more than 20-fold jump since the bankruptcy of Lehman 
Brothers Holdings Inc.

Senior loan officers at big banks reported loosening credit guidelines for small businesses this 
year for the first time since 2006, according to a July survey by the Fed. Still, small business 
owners complain that banks have reduced credit lines and increased interest charges.

‘Zero, Zippo’

“Bailing out Wall Street has done zero, zippo, nothing to help small business and create jobs,” 
said Dale R. Kluga, 50, president of Cobra Capital LLC, a finance company in Darien, Illinois, 
that funds about $40 million worth of equipment for small businesses.

Besse said he was eager to run his own outfit, so he left Clearbrook Capital Partners LLP when 
he found Grand Adventures LLC in Winter Park, Colorado. The company rents snowmobiles and 
arranges tours.

“It was a lifestyle decision,” he said. “I was thinking, how can I not work so much and have fun? 
Something where I can watch my kids grow up and be a part of the community.”

Since he had an account with Bank of America, he said he applied there first for a loan.

Jefferson George, a Bank of America spokesman — like all representatives of banks Besse applied 
to — declined to comment on Besse’s case specifically.

Bear Stearns

Besse approached Bank of America in June 2008, as financial institutions were tightening credit 
in the wake of the near- failure of Bear Stearns Cos. Since then, Bank of America’s lending to
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businesses with less than $20 million in annual revenue has fallen, according to regulatory 
filings. It had $15.9 billion in such loans outstanding at the end of June, down 12 percent from 
the same date last year and 20 percent from two years ago.

Though Bank of America said in a July 27 press release that it had loaned $45.4 billion in the 
first half of 2010 to small and mid-size businesses, about 80 percent of the loans went to 
companies with more than $20 million in sales.

“There’s very weak demand from the smallest businesses,” said Kathie Sowa, Bank of America’s 
small-business credit executive, who is based in Sacramento, California.

Demand only appears to have slackened because entrepreneurs are frustrated with lenders and 
have given up asking for money, said Galen Gondolfi, a senior loan counselor at Justine 
Petersen, a nonprofit microlender in St. Louis.

“I can tell you straight out: Small businesses are not getting the financing they need,” Gondolfi 
said. “We are experiencing unabated demand.”

Incomplete Statistics

Statistics on lending to small business aren’t always complete. Data collected by the Small 
Business Administration include only loans backed by the agency. The Federal Financial 
Institutions Examination Council, established in 1979 and consisting of the Fed, the FDIC and 
other bank regulators, tallies outstanding loans with original amounts of $1 million or less.

Loans backed by the SBA so far this year are down 14 percent compared with roughly the same 
period in 2007, according to the agency’s data. They increased 47 percent to $12.3 billion over 
last year, when the U.S. economy was contracting. SBA loans went to less than 1 percent of small 
businesses in 2009, according to data compiled by Bloomberg.

Besse took his quest for a loan to Wells Fargo in June 2008. After the bank’s underwriters said 
they wanted him to have experience in the snowmobile business, he went to work for the 
company he wanted to buy, he said.

In July 2009, Wells Fargo turned him down.

Went Snowmobiling

“I had a relationship with them,” Besse said. “They came out to Winter Park in January and 
went snowmobiling. They promised so many things and didn’t deliver anything.”

Wells Fargo’s Bernstein said the bank made $13 billion in new small-business loans last year,
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followed by $6.6 billion in the first half of 2010.

“We do everything we can to say yes,” Bernstein said in an interview. He declined to discuss 
Besse’s individual case.

Besse said a loan officer from JPMorgan Chase “moved faster than anyone else and operated the 
most honorably” and ended up offering a loan for $750,000 — less than Besse needed.

The bank was looking to pare back risk, Besse said the loan officer told him.

Banks need cash cushions to insulate themselves against losses from the property bubble that 
they haven’t yet written off, said Christopher Whalen, co-founder of Torrance, California-based 
Institutional Risk Analytics.

Buybacks Possible

Such losses equal about one-third of the amount they’ve already written off as unrecoverable, 
Whalen said. For Bank of America, JPMorgan Chase and Wells Fargo, the total amount would 
be about $50 billion, he said, based on the banks’ regulatoiy filings.

Bank of America and JPMorgan Chase may be on the hook for as much as $78 billion in home 
loans they sold to buyers during the housing boom such as government-controlled Fannie Mae 
and Freddie Mac, according to an Aug. 17 report by Washington-based Compass Point Research 
& Trading LLC. Mortgage buyers can demand reimbursement for loans that violate underwriting 
guidelines or involve fraud.

Jerry Dubrowski. a spokesman for Bank of America, said credit quality is improving and he 
wouldn’t forecast charge- offs. Thomas Kelly, a JPMorgan Chase spokesman, said the bank is 
ready and willing and will continue to lend. Wells Fargo’s credit losses peaked in the third 
quarter of 2009 and the bank expects them to continue to decline, Chief Financial Officer 
Howard I. Atkins said Sept. 13.

Banks Under Pressure

Besse finally got an $850,000 loan from Collegiate Peaks Bank of Salida, Colorado. Collegiate 
Peaks, with four branches and $164 million in assets, borrowed $2 million in TARP funds, about 
.002 percent of the $95 billion in TARP money that went to Bank of America, JPMorgan Chase 
and Wells Fargo.

Banks with less than $10 billion in assets make 60 percent of the country’s small-business 
loans, according to the Independent Community Bankers of America. They’re under pressure to
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make fewer loans now, said Bob Hahn, chief executive officer of Community Valiev Bank in El 
Centro, California, where the jobless rate is 30.3 percent, the highest in the U.S.

Small banks are failing at a rate of one every two days, according to FDIC data, and they’re 
facing greater regulatory scrutiny because of that, Hahn said.

“We’re being told to raise more capital or shrink assets,” said Hahn, whose bank has two 
branches and $60 million in assets. “What’s the primaiy asset of a community bank? Loans.
That’s where the pressure is coming from.”

‘Financially Savvy’

Besse’s snowmobile business got credit in part because it had sufficient cash flow and the 
snowmobiles could be sold off in the event of missed payments, said Kim Palmer, the SBA 
lending manager at Collegiate Peaks.

“Chip is veiy financially savvy and has accomplished a great deal for someone his age and we 
saw this as a way to establish a relationship with someone like that,” Palmer said.

Besse hired 12 new employees by adding a guided back- country skiing business he called 
Powder Addiction.

Shawn Edmondson, 36, a husband and father of two boys, 9 and 7, was a carpenter in the area 
when work “slowed way down” because customers couldn’t get loans to renovate their homes, he 
said. He estimated that his 2008 income was $15,000.

Besse hired him last year as a ski guide. Edmondson said he earned about $200 in salary and 
tips every day on the slopes, surpassing his full-year 2008 pay in the six-month ski season.

“We don’t make a lot, but this is income that keeps us afloat,” Edmondson said. “We can pay our 
mortgage and stay on top of things.”

To contact the reporter on this story: Bob Ivry in New York at bivrv(g>bIoomberg.net.
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M ic r o - L o a n  P r o g r a m  S B A  Program  Office

T h e  M icroloan P ro gra m  p ro v id e s sm all, short-term  lo an s to sm all b u s in e s s  c o n c e rn s  a s  
w ell a s  not-for-profit ch ild -care  cen ters. S B A  m ak e s  funds av a ila b le  to sp e cia lly  de sign ate d  
interm ediary len d ers, w h ich  are nonprofit co m m u n ity-b ased  o rgan izatio n s with exp erie n ce  
in lend ing a s  well a s  m an a ge m e n t an d  tech n ica l ass istan ce ; th e se  interm ediaries m ake  
lo a n s  to e ligib le  borrow ers. T h e  m axim um  loan am ount is $35,000; the a v e ra g e  loan is 
ab out $ 1 3,000.

How Funds May Be Used
M icro loans m ay b e  u se d  for w orking cap ital o r the p u rch ase  of inventory, su p p lies, 
furniture, fixtures, m ach in ery  and/or equipm ent. P ro c e e d s  can n o t be u se d  to p a y  e x istin g 
de b ts o r to p u rch a se  real estate.

Technical Assistance
E a c h  interm ediary is  required  to provide b u s in e s s  training an d tech n ica l a ss is ta n c e  to its 
m icro-borrow ers. T h o s e  ap p ly in g  for m icroloan financing m ay be  required to fulfill training 
and/or p lan n in g req u irem en ts before a  loan application is considered.

Terms, Interest Rates, and Fees
Lo an  term s v a ry  a cco rd in g  to  the s iz e  o f the loan, the planned u se  of funds, the 
requirem ents o f the  interm ediary lender, an d  the n e ed s o f the sm all b u s in e s s  borrower.
T h e  m axim um  term a llow ed for a m icroloan is  s ix  years. Interest rates vary, d e p e n d in g  on 
the  interm ediary len d e r an d  c o sts  to the  interm ediary from the U .S . T re a su ry . G en e ra lly , 
th e se  rates will be  betw een 8  and 13 percent.
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E a c h  interm ediary len d er h a s  its own lending an d  credit requirem ents. G en e ra lly , 
interm ediaries require  so m e  type o f co llateral and the perso n al gu aran tee  o f the  b u s in e ss  
owner.

For More Information
S m all b u s in e s s e s  interested  in ap p ly in g  for a  m icroloan should  contact an  interm ediary in 
their are a ; all cred it d e c is io n s  are m ad e  on the  local level. T h e  Mioroloan P ro gram  is 
av a ila b le  in se le cte d  lo catio n s in m ost sta te s. A  list o f approved M icroloan interm ediaries in 
yo u r a re a  can  be found h e re .
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State Small Business Credit Initiative (SSBCI)

Overview

O n  Se p te m b e r 27, 2010, P re s id e n t O b a m a  s ig n e d  into law the S m a ll B u s in e s s  Jo b s  A ct o 

2 0 1 0  (the "Act"). T h e  A ct created  the Sta te  S m a ll B u s in e s s  Cred it Initiative, w hich w a s 

fu nd e d  with $1.5  billion to strengthen state p ro g ra m s that support lend ing to sm all 

b u s in e s s e s  and sm all m anufacturers. T h e  S ta te  S m a ll B u s in e s s  C red it Initiative is  expect 

to help  sp u r up to $15  billion in lending to sm all b u s in e sse s . U nder the S ta te  S m a ll 

B u s in e s s  C red it Initiative, participating sta te s  will u se  the federal fu n d s for p rogram s that 

le v e ra g e  private lending to help  fin a n ce  sm all b u s in e s se s  and m anufacturers that are 

creditworthy, but a re  not getting the lo an s they n eed to e xp a n d  and create  jo b s. T h e  Staff 

S m a ll B u s in e s s  C red it Initiative will allow  state s to build on su c c e s sfu l m od els for state sm  

b u s in e s s  p rogram s, including co llatera l support p rogram s, C ap ita l A c c e s s  P ro g ra m s (C A P  

a n d  loan  guaran tee  p rogram s. E x ist in g  and new  state program s are  elig ible  for support 
u n der the State  S m a ll B u s in e s s  C red it Initiative.

Who May Apply?

T h e  S ta te  S m a ll B u s in e s s  C re d it Initiative is o p en  to an y  state of the United S ta te s  (and th 

D istrict of Co lum b ia, the C om m on w ealth  of Puerto  R ico , the Com m on w ealth  of Northern 
M ariana  Islan ds, G u a m , A m e rica n  S a m o a , a n d  the United S ta te s  V irgin  Is la n d s) that 

e sta b lish e s  a  new, or h a s an  e x istin g , cap ita l a c c e s s  or state credit sup p ort program  that 

m eets the eligibility requirem ents in the A ct. In certain  c ircu m sta n ce s, m unicipalities m ay 

h ave  a n  opportunity to ap ply  to the T re a su ry  D epartm ent for Sta te  S m a ll B u s in e s s  Credit 
Initiative funding.

Key Deadlines

• N otice of Intent to A p p ly . T h e  first step  in the application p ro ce ss  is  for applicants 

file a  "Notice of Intent to A pply" with the T re a su ry  Departm ent no later than 5 :00 pr 

E S T  on N ovem ber 26, 20 1 0 . T h e  N otice o f Intent form is a v a ila b le  on th is p age  

under "R eso u rces."

• Application p a ck a g e . T h e  se c o n d  step is to file a  com pleted ap plication  p a ck a g e  r 
later than 5 :00  pm E S T  on Ju n e  27, 2011 . T h e  application form and required 

attachm ents are m ade a v a ila b le  on th is p a g e  under "R e so u rce s ."

http://www.treasury.gov/resource-center/sb-programs/PaRes/ssbci.aspx 1/31/2011

http://www.treasury.gov/resource-center/sb-programs/PaRes/ssbci.aspx



