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Policies and Procedures
I. INTRODUCTION:  OSBN MISSION

The mission of the Omaha Small Business Network, Inc. (OSBN) is to develop entrepreneurship that creates job, wealth, and community leadership.  OSBN is a community development corporation whose programs feature a business incubator, technical assistance, entrepreneurial training and business financing for small businesses.  By assisting small businesses in generating and obtaining capital for business, the economic base will be improved and employment opportunities enhanced.  OSBN provides the key ingredient necessary to build the linkage between businesses and the lending community and assure the provision of capital and business planning.  Many residents of North and South Omaha are unemployed and underemployed.  Small businesses can hire the unskilled, the young, and the disadvantaged.  They provide the discipline and job skill training necessary for residents first entering the labor force.  A strong and vibrant small business sector is necessary to create and improve the economic vitality of the area.

North and South Omaha businesses, however, have very limited access to the credit necessary for growth and success.  Undercapitalized from their inception, small businesses have difficulty qualifying for conventional bank financing.  Small business loans are also costly to originate and service.  It takes virtually the same amount of time for a bank loan officer to make a $50,000 loan as a $500,000 loan.  Yet the bank’s revenue generated from the $500,000 loan is greater.
Also, servicing a $50,000 borrower often takes more time than servicing a larger borrower because the small borrower needs more time, attention to detail, follow-up and counseling.  Finally, small businesses have higher loan default rates than larger borrowers.  All these factors combine to hinder a conventional lender’s ability to make adequate and affordable credit available to small businesses.

The Omaha Small Business Network, Inc. (OSBN) One Stop Capital Shop Business Development Program (OSCS) will attack the root cause of the unavailability of affordable and adequate credit by forming a unique public-private partnership with local financial institutions.  OSBN will provide gap financing for small businesses and in some cases provide financing without the participation of a financial institution.

II. GOALS AND OBJECTIVES OF THE LOAN FUND PROGRAM

The primary objectives of the OSCS Loan Program are threefold:

First, to make adequate and affordable credit more readily available to small businesses in the North and South Omaha areas;

Second, through its unique public-private partnership, to encourage and to maximize the participation of local commercial and savings banks by providing gap financing;

Third, to provide a Business Development Program through technical assistance to business owners to strengthen their financial, management, and technical skills.

Adequate and Affordable Credit
OSBN is not a substitute for, or competitor to, local banks.  OSBN is in partnership with local banks to collaboratively make credit more readily available to North and South Omaha businesses.  OSBN will not make bad loans.  It will make loans to viable businesses which are not conventionally bankable, and it will structure its financing in a manner which encourages expanded lender participation either now or in the not-too-distant future.

Technical Assistance
OSBN will identify technical assistance needs of small businesses and provide linkage to technical assistance providers, such as the OSBN staff and the Nebraska Business Development Center (NBDC).  Technical assistance needs will be identified by OSBN staff after a review of a company’s financial condition and business plan.  Once areas for assistance are identified, a technical assistance program will be designed that includes individualized assistance and group educational programs through other providers.

III. ELIGIBLE BORROWERS

A primary objective of the OSCS Loan Program is to make affordable credit more readily available to emerging North and South Omaha small businesses that cannot access conventional bank financing.  The businesses assisted must meet the following criteria:

· Be located within the City, Federal and State Enterprise Zone boundaries (see enclosed map);

· Be engaged in construction, manufacturing, research and development, retail sales or services, transportation, warehousing, or wholesaling;

· Demonstrate a high potential for success;
· Require OSBN participation in the project to go forward;

· Create employment within the areas of North and South Omaha Enterprise Zone where 51% of the jobs created are for residents of North and South Omaha;

· Have committed or will commit time and resources to the business.

Note:
There is a reasonable possibility that OSBN will recapture its investment.

OSBN will attempt to have approximately 70% of the OSCS funds earmarked for existing, active businesses that have a successful track record of more than one year, and 30% of the OSCS funds earmarked for start-up businesses who demonstrate in their business plan an adequate management, cash flow and capital resources.

IV. TECHNICAL ASSISTANCE

At the time of loan application, OSBN staff will review the business for technical assistance needs in the area of marketing, management, production, accounting, advertising, HR legal requirements and finance.  OSBN will assess the needs of the business and the available Omaha Small Business Network resources to determine whether the technical assistance should be provided by staff, by another provider, such as the Nebraska Business Development Center, contracted out to a third party, or assigning individuals from OSBN’s Technical Assistance Team (T-A Team).  Technical assistance to the borrower is critical to the success of the company and so in some cases, requirements for consultation will be built into the loan agreement.
V.
ACCEPTABLE LOAN LOSS RATES

Traditionally, commercial banks expect a 1% loss rate on their commercial and industrial loan portfolios annually.  From the description of the types of companies OSBN will finance, it is obvious that OSBN will have somewhat less collateral and somewhat more risk than conventional lenders.  OSBN has selected 10% annual loss rate as a target.
Losses are a function of two factors:  credit criteria, and loan servicing and work-out procedures.  OSBN has adopted credit criteria and servicing procedures which will keep loss rates acceptable.  From a credit criteria point of view, OSBN will make loans to businesses which have demonstrated the ability to generate cash flow, but have somewhat weaker collateral than conventional borrowers.  In addition, loans to start-ups will be limited.  From a loan servicing standpoint, OSBN will implement an intensive servicing system which will minimize delinquencies.
VI.
JOB CREATION

The goal of the OSCS Loan Program is to assist businesses that will create new jobs in North and South Omaha.  OSBN will attempt to make loans where the OSCS Fund Loan Program creates at least one job for each $20,000 in loans.  Businesses receiving the OSCS loans must agree to give area residents priority in hiring and set a goal of at least 51% of new jobs being filled by North Omaha residents.
VII. INELIGIBLE USE OF PROCEEDS

Loan proceeds may not be used to:

· Cover product development costs;

· Pay the organizational costs of a start-up;

· Invest in residential real estate or real estate held for investment purposes;

· Finance the distribution or payments to owners and shareholders;

· Pay finders fees for securing financing;

· Pay delinquent taxes;

· Provide more than 25% of loan proceeds for refinancing existing debt.

OSCS funds may be used to assist a business in financing accounts receivable and inventory.  However, OSBN must have full control of the receivables where pledged receivables are directly paid to OSBN to support the approved line of credit.

VIII. LOAN AMOUNTS

OSBN will make loans within the following size parameters:

· Minimum OSCS Fund Loan:  $10,000

· Maximum OSCS Fund Loan:  $250,000 or up to 10% of the portfolio, whichever is less.  
The portfolio is defined as the cash available to lend and the outstanding principal balance of OSCS Fund performing loans.
Maximum OCSC loan when no commercial lender is participating will be $75,000.
OSBN has a stated goal of leveraging bank funds, but the participation of another financial institution is not required in every project.  However, OSBN requires 10% equity in every project, except for business start-ups or buyouts that require 15% equity participation.  Equity can consist of cash, land, or machinery and equipment purchases less depreciation at a fixed 4% interest rate.

IX. EQUITY REQUIREMENTS AND RATES OF INTEREST

Equity Requirements
The amount of equity in the business will provide a determination regarding capital.  For existing businesses, the applicant’s equity participation must equal at least 10% of the total project.  This can be cash, equipment, inventory or real estate owned.  For start-up business, the applicant’s equity participation must equal at least 15% of the total project.  A one (1)-point discount may be available to start-up businesses with the following conditions:

· Leveraging from outside funding sources of at least $2.00 of every $1.00 of funding;

· Borrower equity injected of cash, equipment, inventory or real estate owned into the project in excess of 25% of the total project cost;

· A 2:1 ratio exists for job creation.  The OSCS loan program requires at least 1 job created for every $20,000 of loan funds;

· Borrower qualifies as low to moderate-income individual;

· Project results in the elimination of slum and blight.

The first principal payment on the loan may be deferred up to two (2) years.  Each loan will be reviewed on a case-by-case basis to determine the deferred principal payment.  The first interest payment on the loan may be deferred up to six (6) months.  The cash flow of the business and the loan structure will be reviewed in making such a determination.  If a deferred principal payment loan is approved, the loan closing documents shall fully explain the terms regarding the interest payments during the principal deferral period.

The maximum interest rates charged will be four percent (4%).  Interest rates will be reviewed annually by the Investment Committee and approved by the OSBN Board of Directors and the Enterprise Zone Board of Directors.

X. TERMS OF THE LOAN

The preferred loan term shall be seven (7) years or less; however, a maximum of up to ten (10) years may be considered if job creation is over 10 jobs created or retained.  The term of the loan will be determined by the useful life of the asset as determined by Internal Revenue Service guidelines for depreciation.  In addition, to be considered are the strengths of the borrower, type of property being financed, and what is needed to make the project a success.

XI. FEES

OSBN will charge a non-refundable application fee of $50.00.  A 1% origination fee will be charged to the borrower and is due at closing.  Borrower is also responsible for all costs to OSBN in originating the loan, including legal costs, lien searches, appraisals and credit reports.

XII. COLLATERAL AND PERSONAL GUARANTEES

As a general policy, each loan will be secured by collateral adequate to safeguard the lender.  If OSBN is the sole lender in a project, OSBN will take a first security interest in the assets being financed and related collateral.  If OSBN is participating with a commercial or savings bank loan, OSBN will take a shared first position on the assets being financed, whenever possible.  On loans which are SBA guaranteed, OSBN will take a second position on the collateral.  In addition, OSBN will normally file a general security agreement on all assets of the company.  Liens on outside assets will be required where appropriate and available.  When real property is taken as collateral, OSBN may require an appraisal to be completed on the property where there are concerns about the value of the real property.

Finally, personal guarantees will be required in all projects.  The personal guarantees may be collateralized with person assets where available.  Hazard insurance will be required on the business being financed.  Life insurance will be required on the principals of closely held corporations and assigned to OSBN.
While OSBN will endeavor to secure each and every loan with adequate collateral, lack of hard collateral, by itself, will not be a reason to decline a loan.  Many small businesses tend not to have hard collateral on their balance sheets.  Their primary assets are their human resources and their receivables.  In situations where company operations are healthy and cash flow is relatively strong, collateral will be of secondary importance.  OSBN’s projected loss rate is higher than a conventional lender’s loss rate, in part, because OSBN anticipates low recoveries when moving against the collateral of a small business.

XIII. PERSONAL CREDIT EVALUATIONS

A loan is repaid not so much because of the financial strength of the business, but more so because of the personal fortitude and integrity of the entrepreneur.  For this reason, the credit history of each entrepreneur will be evaluated.  If an entrepreneur has not handled his/her person obligations to others in a satisfactory manner, he/she probably will not handle the OSBN obligation any better.  OSBN will request a personal financial statement and perform a personal credit check with each loan application.  Credit reports should be satisfactory; meaning the essential bills, i.e., mortgage, rent, utilities and taxes should be current.  Problems may have existed in slow payment of revolving credit, however, no charge-offs should be noted.  If substantive problems exist, a satisfactory resolution or a satisfactory explanation of the problem must occur before the loan can go forward.

XIV. APPLICATION PROCEDURES AND APPROVAL PROCESS

Applicant borrowers may be referred by a lender or be originated directly by OSBN.  OSBN staff will assist each borrower to complete the application package.  Loan requests will be reviewed for credit adequacy by the Investment Committee.  The Investment Committee, made up of seven members, will determine that the loan, from a credit and collateral point of view, is either adequate or inadequate.  The Investment Committee will reach one of four decisions:

1. Defer application to the next Investment Committee meeting for consideration;
2. Reject applications;
3. Send application back to applicant with requirements for further consideration;
4. Refer to Board of Directors with recommendations for approval.
The Board of Directors of OSBN will review the loan for overall policy compliance and make a determination to approve or decline the loan.  Turnaround time, from the point at which an application is complete and all required information is turned into OSBN, will be 30 days or less.

Projects that have been restructured by the Board of Directors must go back to the Investment Committee for their concurrence.  For projects that the Investment Committee has already reviewed in a meeting, a conference call can be held to finalize the approval.
XV. THE INVESTMENT COMMITTEE

An Investment Committee shall be composed of seven (7) members.  The EZ Board of Directors shall generally appoint the Committee members with recommendations from OSBN.  The Committee members’ term is one (1) year or until his or her successor has been appointed.  The membership of the Committee is one representative each from the following:

· EZ Board of Directors

· OSBN Board of Directors

· South Omaha business community representative

· Omaha business community representative

· CPA or an individual with extensive background in accounting

· An economic development professional familiar with the demographics of North and South Omaha

· Representative of a financial institution or extensive background in commercial lending

The primary purpose of the Investment Committee is to be proactive in helping OSBN development team make loan applications “bankable”, that is, to find a way to structure the loan so that it has a high potential for repayment.  The secondary purpose of the committee is to attempt to reduce failure.  Lastly, to recommend loan approval or denial of the application to the OSBN Board of Directors.

Committee members must be prepared to meet the program volume of application, therefore meeting expeditiously as scheduled.   The Commercial Credit Analyst will prepare a presentation for the Committee.  The Committee will follow the policies and procedures set forth in the One Stop Capital Shop Business Development Program Policies and Procedures, Investment Committee Bylaws, and Investment Committee Policies and Procedures.
XVI. CONFLICT OF INTEREST

No member of the Investment Committee, member of the Board of Directors, or staff of OSBN shall have any financial interest in businesses receiving loans from OSBN.  Immediate family members are also bared from having any financial interest in the businesses.  Members of the Investment Committee and Board of Director representing banks may participate in discussions concerning businesses receiving services from their respective banks, but will not vote on the loan approval.

XVII. LOAN COMMITMENTS

Upon approval, OSBN shall notify each applicant in writing, listing the terms and condition of the approval.  Loan commitments will be issued within 72 hours of Board approval.  Loan commitment letters prepared by legal counsel will be signed by the Executive Director as long as all conditions, covenants and terms match the decision of the Board of Directors.

XVIII. LOAN CLOSINGS AND STANDARDIZED DOCUMENTS

To be a cost efficient program, all loan closings will utilize standardized documents and closing procedures.  Standardized documents will be reviewed by legal counsel before being utilized.  Exceptions will be made as appropriate.  Loan documents will be executed by the Executive Director as long as all conditions, covenants and terms match the decision of the Board of Directors.  
Loans used to purchase machinery and equipment or to find leasehold improvements will be disbursed as a two-party check, issued to the vendor and the business.

XIX. CREDIT AND LEGAL FILES

Each loan will have a credit and legal file and tickler system for updating the files as necessary.  OSBN staff will be responsible for keeping files adequate and current.

XX. SERVICING POLICIES AND PROCEDURES

Two factors help keep credit losses low in small business lending:  a prudent set of credit policies and a timely, personalized servicing system.  Loan repayments will be collected by the bank and payments forwarded to OSBN.  OSBN will perform all the other servicing.  Under the OSCS Fund Loan Program, the Business Development Officer will be responsible for servicing that loan.  This servicing policy has two beneficial effects.  First, there is continuity in the borrowing relationship.  A borrower is less likely to default on a payment to a “friend”, someone who helped the borrower get the loan in the first place.  Second, there is the pride factor.  The Business Development Officer will not want to see one of his/her deals go bad.
Servicing will be intensive in order to establish a good payment discipline.  An early warning system will be established so that the servicer knows within one month that a loan payment has been missed.  The servicer will visit all delinquent borrowers within two weeks of notice of the missed payment.  Delinquent borrowers will then be visited as often as necessary to reestablish timely payments.  The goal of each visit is to bring back a payment.  The borrower will be encouraged to make partial payments if the entire payment cannot be made, with additional installments collected on a weekly basis if necessary.  The goal of the intensive call program is to prevent a borrower from becoming so delinquent that he/she feels as though it is impossible to catch up.

XXI. WORKOUTS

Problem loans will be referred to the Investment Committee for their guidance and advice.  As part of a workout strategy, partial moratoriums will be permitted, but full moratoriums will be discouraged because full moratoriums lead to bad habits (not making loan payments).  To be a serious loan program, problem loans must be dealt with quickly and fairly.  Foreclosure and moving against personal guarantees cannot be idle threats.
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