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Financing FAQ

1 What isa co-signer/guarantor and why might | need onein order to get aloan?

A co-signer/guarantor/co-borrower is someone wrargutees the loan will be paid if the borrower
defaults on the loan. Lenders require co-signemsnwhere are concerns regarding the borrower. @kyer
first time borrowers will require a co-signer doeatlack of history and experience regarding credit
Likewise, borrowers with limited credit, a poor ditehistory, or existing debt may need a co-signken
approaching a lender for a larger amount than ptesvaccounts. In a tightened credit market, even
borrowers with good credit scores and history nemuire co-signers. A co-signer must have well-
established credit to help the borrower qualifytfo loan.

2. What is collateral? How does the amount of collateral | have impact my ability to get aloan?

Collateral are assets that have been pledged byatfnewer as security on the value of the loan. khe
lenders demand collateral for a loan, they areiegdk minimize the risks of extending credit. Tiigher
the amount of collateral provided by the borrowiee, more likely the loan is to get approved. Exarauf
collateral include real estate property, equipmienentory, cash and accounts receivables. GegedlPo
of the loan is the standard amount of collateraldeel to obtain a loan, although more may be redjdime
startup businesses. Without collateral, a startiginess will most likely not be able to obtain ficing
from traditional or alternative lenders.

3. How long will the loan application take to complete and when will | know if my loan
application has been approved?

The amount of time it takes to compile all requéstecuments highly depends on you, the borrower. A
lenders request a fairly standard set of docunfemts borrowers. Some lenders and loan programsnequ
additional information, so be sure to ask loane@sgntatives for their loan application package well
advance.

Provided you have submitted all necessary docurtientghe loan underwriting process with commercial
banks typically takes 2 - 4 weeks. If you applyddoan with an alternative or non-profit lendée
underwriting time can be lengthier, about 4 - 12kee

During the underwriting process, you may be regliceprovide additional documentation. It is injaot
to respond to any requests from the underwritempitty in order to minimize delays in the processifig
your loan application.

4, How much can | borrow and what factorswill alender take into account when determining
the size of the loan they will give me?

The amount you can borrow depends on many factdender starts by looking at the 5 C’s of Credit:
Capacity, Character, Capital, Collateral and Caoowigt.

. Capacity to repay is the most important to tradigidenders and reflects the cash
flow of the business.

. Capital is the money you personally have investethé business and is an
indication of how much you have at risk should blisiness fail.

. Collateral is the assets pledged by the recipieseaurity on the value of the loan.
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. Character is the general impression you make oprtspective lender or investor,
and includes the relevant experience and trandéesiills you bring to the business.
Character is especially important for startups iargenerally a more important
component of the decision making process for aidra lenders than for banks.

. Conditions refer to the current economic climatd how the business fits into it.

Lenders also typically expect clients to have dieefollowing:
» Established a legal structure
¢ Obtained a tax id
» Acquired all necessary licenses and permits
» Be up to date on all existing financial obligatieugh as existing loans, credit cards, and
taxes
*  Written a business plan

5. What are some common obstacles small business owners and entrepreneurs face when
seeking financing? What types of issues may prohibit me from qualifying for aloan?

The following are considered "red flags" in a bareo's loan application:

. Tax liens with the IRS or other Federal, State @itg agencies

. Poor credit due to bankruptcy or non-payment ofiitr@bligations. (Some exceptions
can be made if poor credit is due to unforeseemmnajents, such as loss of a loved one,
medical expenses, divorce, natural disaster, etc.)

. Insufficient cash flow from business to make loayments. Use a simple "loan
payment calculator" online to determine what yownthly loan payments might be.
Then look back to your monthly leftover cash flodo you have enough to make that
loan payment?

. Lack of cosigner or collateral. (Not required blylahders)

. Less than 2 years in business (typically requdsyddrger commercial banks)

. Delinquent bills (rent, utilities, etc.)

6. What interest rates should | expect to pay and what doesthis mean for my monthly
payments?

The interest rate you will pay depends on a vaibétiactors, including the type of organizationdary
you the money, the amount you are borrowing, yaus@nal credit score, the amount of collateral ga
provide, and the purpose of the loan. Rates tilgicange from 6-15%, although specific programsyma
offer loan products that fall outside of this range

7. How important ismy credit score? If | have poor credit, how will thisimpact my chances of
receiving aloan and the number of lenders| may qualify for? How do | get my score and a
copy of my credit report?

Maintaining an excellent credit score is very intpat for any consumer and even more important for a
small business owner. Generally speaking, a lowitseore will negatively impact the chances otiget

a loan and will limit the lending options availabRoor credit stemming from bankruptcy or non-payme
of credit obligations are automatic disqualifievs fnany lenders. However, some exceptions can loe ma
if poor credit is due to unforeseen major eventshsas loss of a loved one, medical expenses,atiyor
natural disaster, etc.
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To be eligible for a commercial bank loan, a creditre greater than 700 is generally required. Kieep
mind, however, that banks are increasingly utitiz8BA loan programs, which have more flexibility in
approving loan requests from borrowers whose cigditss than stellar. Alternative lenders celyain
consider a borrower's credit score, but will atsakl at other factors such as cash flow and futareiegs
potential.

Everyone is entitled to request a free credit refpom each of the three major credit bureaus gaein at
www.annualcreditreport.cowr by calling 1 877-322-8228.

8. Why do most lendersrequire a business plan in order to apply for aloan? Why should |
takethetimetowrite a business plan?

First and foremost, a business plan opens dialagfirea lender and compels them to take you serjolis|
shows that you have taken the time and effort taapuwf your ideas onto paper in a professiona an
organized fashion, and that you have thought dutteglessary steps to implement your plan. It also
conveys that you, as the entrepreneur, assesséiddheial feasibility of your business by detagjigour
product or service, your customers, your competjtand YOU (your skills to implement all plans and
make the business a success).

Besides attracting lenders, business plans act@sdamap for any start-up or existing businesis. 4t
process that enables you to organize all of yoeascand then focus on what customer need youufill f
where you want to be in the short and long-termtao you will achieve it.

9. | applied for aloan at my local bank and was denied. What other financing optionsare
available?

If a borrower is rejected by a bank for a busirleas, the cause for rejection should be evaluated.
borrower should know his or her personal and bssimeedit history and current financial situatiohe
borrower should meet with an Account Manager franiN& C Business Solutions Center to determine the
cause of the denial and the next steps to takpproaching another lender. If the borrower has léxue
credit and is in good financial condition, then tres bank may be a good option. If the borrowerdnbmsv
credit score, NYC Business Solutions will help itifigrthe best fit to obtain financing from an atlative
lender or to establish/rebuild credit.

10. What isaline of credit? How isthis different than aloan?

Lines of credit are often provided to overcome slem liquidity issues, offering borrowers flexiby to
draw on the line of credit at any time. In contttasé traditional loan, interest is not usually e on the
part of the line of credit that is unused (For eglemif your line of credit limit is $5,000 and yalniaw
$1000, you would only pay interest on that $1,0@0)ther difference is that the interest rate dine of
credit is variable, which means it fluctuates adotg to the market.




