Bridging the Capital
Access Gap

A Curriculum for Lenders, Business Development
Organizations, and TA Providers
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Underwriting Basics
(Modules 5 - 8)

What is Underwriting? (Module 5)
Five C’s of Credit (Module 6)
Understanding Credit (Module 7)

Debt Service Coverage (Module 8)
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What is
Underwriting?




Underwriting:
What You’ll Learn

* Why navigating the underwriting process is hard
and how to make it easier.

* Underwriting: what it is and how it works.

* Lenders’ priorities.

* Underwriting process and information required.
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Why is this process hard for BDO staff and
small business owners?

* Required technical financial and lending knowledge for BDO staff is significant.
* Having quality, digitized financial records is challenging for business owners.
* Some business owners have little experience with lending process.

* Financial institution norms, standards and processes: credit reports,
cash flow, net worth, and more.

* Predatory lenders. OOO
* Some business owners need help with payment ' n ‘

management over the life of the loan.
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What is Underwriting?

Underwriting is the process through which an
individual or institution takes on financial risk
(making a loan) for a fee (interest + fees).

The term underwriter originated from the
practice of having each risk-taker write their
name under the total amount of risk they were
willing to accept for a specified premium.

2 Investopedia

$)

Underwriting is the
process a lender uses
to decide whether to
loan money and under
what conditions.
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What the SBA says about underwriting

Prudently underwritten small business loans should reflect all
relevant credit factors, including:

* Capacity of the income ° Overall creditworthiness
from the business and/or of the borrower.
| p—
personal sources to S BA U.S. Small Business
adequately service the debt. * Level of equity invested | ) Administration

in the business.

° Value and quality of
the collateral. ° Any secondary sources

of repayment.

“Underwriting Standards for Small Business Loans,” Dec. 2010
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What matters to a lender?

* Determine risk by analyzing credit history, financial history,
cash position, assets, debt structure and more.

* Minimize the loss if things go wrong.
* Minimize the cost of the underwriting process.
* Get paid back in full, with interest.

* Expand credit-worthy customer base for future
financial product sales.

* For mission-based lenders: Meet community
economic development goals.
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Mission-Based vs. Traditional Lenders

Mission-Based Lenders

* Nonprofits with community ‘ \s ‘
economic development goals =

* Want to reach underserved or
disadvantaged communities

* Focus on access and equity
* Offer training support
* Have more lenient underwriting criteria

* Offer servicing help

Traditional Lenders _/\_

* Usually, for-profit corporations ‘ | ‘ ‘
=S

* Answer to bottom-line and
regulatory requirements

* Tend to loan to those with
established credit, cashflow and
assets — thus setting a higher
underwriting bar

* Generally don't offer training
resources or servicing help
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What information is usually required?

Loan application

Tax returns (business and personal)
Bank statements

Business plan

Projections

MODULE 5: WHAT IS UNDERWRITING?

Financial statements
Authorized credit report pull
Identity verification

Collateral asset verification
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What is the typical process?

Owner fills out application and signs authorization for credit report pull
Lender takes first cut based on credit report & application
Lender requests supporting documents

Lender analyzes documents and compares data to institution’s credit
box, underwriting criteria and loan product structure

Lender might come back with questions and additional requests
Lender answers yes or no, or comes back with questions or alternatives

If yes, loan closing process starts

Q®O0 0000
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How long does the process take?

It varies by lender, requested amount, and product:
anywhere from three days to three months.

2

SBA products Bank loans CDFI lender
30-90 days 30-60 days 30-60 days

Remember: There is an approval process and a closing process.

Online lenders
As little as three
days — but beware.
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How to Navigate this Process? 1

* Watch all the LISC Credit Access modules. 8 $

* Look for additional training: business bookkeeping; reading financial
statements; reading and improving credit reports; projections best practices;
bank account management; debt service coverage methods.

Bl

 Offer training and one-on-one help to small business owners on these topics.
* Offer both technical and personal support to clients.
* Get personal with small business lenders in your region.

* See accessing capital as a long-term, multi-faceted project.
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UP
NEXT

Underwriting Basics
(Modules 5 - 8)

What is Underwriting? (Module 5)
Five C’s of Credit (Module 6)
Understanding Credit (Module 7)

Debt Service Coverage (Module 8)

UP NEXT
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LISC Capital Access Training Modules
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CHAPTER 1
Lending Landscape
(Modules 1 - 4)

1 Lending Landscape
2 When to Borrow

3 Finding the Right
Lender

4 Building Relationships
with Lenders
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CHAPTER 2
Underwriting Basics
(Modules 5 - 8)

What is Underwriting?
Five C’s Overview

Understanding Credit
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Debt Service Coverage
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CHAPTER 3

The Best Version of
the Business

(Modules 9 - 14)

9 Quality Applications

10 Startups vs
Existing Businesses

11 Loan Ready vs
Not Qualified

12 Improving Credit

13 Improving Debt Service
Coverage

14 Collateral

CHAPTER 4

Preparing for the
Next Level

(Module 15)

15 Preparing for the
Next Level
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CHAPTER 5
Resources for
Professional Development

(Module 16)

16 Resources
for Professional
Development
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Thank you for joining us!

Presenter: Susan Brown

Business & Nonprofit Development
Microlending & CDFI Capacity Building
Online Program Design
susanrileybrown.com

Together with residents and partners, we forge
resilient and inclusive communities of opportunity
across America—great places to live, work, visit,
do business and raise families.

Learn more at: lisc.org

w‘
G ICIC

ICIC drives inclusive economic prosperity in
under-resourced communities through innovative
research and programs to create jobs, income,
and wealth for local residents.

Learn more at: icic.org
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