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A (Very Brief) History of Microloans
Microcredit is the extension of very small loans (microloans) to very low income individuals, designed to spur entrepreneurship. They may lack collateral, steady employment and a verifiable credit history and therefore are unable to meet even the most minimal qualifications to gain access to traditional credit. 
The origins of microcredit can be linked to several organizations founded in Bangladesh, especially the Grameen Bank. Muhammad Yunus began the project in a small town called Jobra, using his own money to deliver small loans at low-interest rates to the rural poor. Yunus founded the Grameen Bank in 1976 and was later awarded the Nobel Peace Prize in 2006 for his work providing microcredit services to the poor.

Microcredit quickly became a popular tool for economic development throughout the third world, spurring the development of hundreds of institutions. Microcredit is not only provided in poor countries and is increasingly gaining credibility in the US. Microcredit emphasizes trust building and is used as a tool to enable microentrepreneurship and to help people help themselves during enterprise initiation and difficult times.

eDev’s Role as a Microlender

If you have used any of eDev’s services, you probably know that our organization wears many hats. We offer training courses and workshops, provide individualized business counseling, and offer Individual Development Account (IDA) grants to qualified clients. In 2009, eDev added a microloan program to its list of services. 

While personal savings, borrowing from friends and family, or using credit cards have been typical sources of funding, microloans can provide a valuable option to individuals seeking capital to start up a small business. 

If you have been searching for financing, you have probably noticed that banks are not extending credit as easily as they used to. In today’s economy, only businesses with the strongest financial history are receiving bank loans. In support of our mission to serve low-income microentrepreneurs, eDev became a certified microlender in order to offer financing to our clients. eDev microloans are specifically for small business owners who may or may not have good credit or have other barriers to a traditional bank loan.
SBA Overview

 The  SBA Microloan Program provides small, short-term loans to   

 small business concerns and certain types of not-for-profit child-
 care centers. The SBA makes funds available to specially 
 designated intermediary lenders (like eDev), which are nonprofit community-based organizations with experience in lending as well as management and technical assistance. These intermediaries make loans to eligible borrowers. (www.sba.gov)

eDev has been an SBA Microlender since 2009. We offer SBA microloans up to $35,000 with a maximum term of 6 years. One of the biggest benefits of the SBA Microloan program is a “technical assistance” grant that accompanies the loan funds. This grant allows eDev to offer individual business counseling and classes to each of our loan clients free of charge. 

RMAP Overview

 The purpose of RMAP (Rural Microenterprise Assistance  

 Program) is to support the development and ongoing  

 success of rural microentrepreneurs and microenterprises.   

 Direct loans and grants are made to selected 

 Microenterprise Development Organizations (like eDev). RMAP funding may be used to provide fixed interest rate microloans to rural microentrepreneurs for startup and growing microenterprises. (www.rurdev.usda.gov)

eDev made its first RMAP Microloan in 2011. The biggest difference between an RMAP loan and an SBA loan is that the RMAP program is exclusively available to rural microentrepreneurs. The maximum loan amount offered through RMAP is $50,000 with a maximum term of 5 years. Like SBA, RMAP also comes with a technical assistance grant which allows you to utilize eDev services free of charge.
Although eDev offers microloans up to a maximum of $50,000, most of our loans are much smaller. The average loan size of an eDev client is $8,000. To help reduce risk of default and, more importantly, to ensure that you are taking on a manageable amount of debt, eDev will work with you to determine an appropriate loan size to help you complete projects and reach your goals.

Eligibility Requirements
To qualify for eDev’s microloan program, you must meet the eligibility requirements for either an SBA or RMAP Microloan. 
	Eligibility Requirement
	SBA
	RMAP

	Resident of urban Lane County
	(
	

	Resident of rural Lane County (outside Eugene or Springfield)
	(
	(

	10 or fewer employees
	(
	(

	For-profit business
	(
	(

	Low Income – 80% or less of median income for household size (see table below)
	(
	(


	Household Size
	Lane Income Guidelines

	1
	$32,700

	2
	$37,400

	3
	$42,050

	4
	$46,700

	5
	$50,450

	6
	$54,200

	7
	$57,950


Other Considerations
While the basic eligibility requirements are outlined above, there are some other important considerations to keep in mind when applying for an eDev microloan. If you are seeking a large amount of financing, it is recommended that you first inquire with banks or other larger financial institutions. Therefore, for loan requests greater than $20,000, you must provide proof that you were either denied from another financial institution or that the interest rate was too high for your business to service.
Qualified Projects

SBA and RMAP have similar guidelines regarding eligible projects. Therefore, any microloan available through eDev may be used for the following purposes:
· Working capital

· The purchase of inventory or supplies

· The purchase of furniture or fixtures

· The purchase of machinery or equipment
IMPORTANT NOTE: eDev policies state that proceeds from a microloan (SBA and RMAP) cannot be used to pay existing debts or to purchase real estate.

A Word to the Wise
As a microenterprise development organization, eDev’s purpose is to help entrepreneurs take their businesses to a higher level. The aim of eDev’s Microloan Program is to help promising microentrepreneurs build capacity and boost business performance, as opposed to just “buying time.” Therefore, with a limited amount of microloan funds, the loan committee is more likely to choose a project that will create a new level of efficiency, increase sales and income, decrease costs, improve quality, or make your life as an entrepreneur easier! 
Application Checklist

In order to apply for either and SBA or RMAP Microloan through eDev, you must complete and submit all of the following materials (see Appendix for copies of the documents):

(    Completed Loan Application

(    Completed Client Intake Form

(    Itemized Use of Loan Proceeds

(    Completed Collateral Worksheet

(    Completed Business Plan

(    Corporate Documents: Articles of Incorporation/dba/Partnership Agreement/Membership Agreement

(    Business Financial Statements (2 years)

(    Current Interim Financials

(    Prior Business and Personal Tax Returns (2 years)

(    Financial Projections, including revenue and expense projections for first three years of operation

(    Owner’s Personal Financial Statement

(    Credit Report Authorization

(    Credit Report (eDev will run this)
(    Certification of Income Eligibility

(    Certification of Denial of Credit (for loan requests > $20,000)
(    $35 Loan Application Fee
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After you submit your microloan application package, there are several phases of the review process that take place before a final decision is made. Depending on the quality of information provided in the application, some applicants may spend more time in certain phases than others. Here is a basic outline of eDev’s microloan review process:

1) eDev staff reviews your application materials.

2) A meeting is scheduled with you to review your application. eDev staff  give recommendations on ways to strengthen your loan application. This could include any range of suggestions, including submitting any missing materials, working on certain sections of your business plan, calculating a more realistic cash flow projection, soliciting testimonials from customers or suppliers, or setting up certain systems in your business. We want to help you put your best foot forward in front of the loan committee, who makes the ultimate decision.

3) eDev submits your application to the Microloan Committee. The Committee is made up of several members, outside of our organization. The members come from a variety of backgrounds (finance, economic and community development, etc.) and offer different perspectives when evaluating a microloan candidate. 

4) A Microloan Committee meeting is scheduled. For this meeting, you prepare a 10-minute Powerpoint presentation, highlighting the strengths of your business, how you plan to use the loan, how the loan will improve your business, how you plan to pay back the loan, and any other issues that need to be addressed. The Microloan Committee will also have a chance to ask you some questions.

5) The Microloan Committee makes a decision. There are three possibilities: the committee approves your loan (with or without conditions), the committee denies your loan (with recommendations for future application), or – more than likely – the loan committee makes a request for additional information. In the last situation, you may need to make a simple clarification, provide further explanation, or submit new information all together. In any case, eDev will act as a liaison between you and the Committee and work with you to gather the requested information, submit it to the Committee, and provide you with a timely response.

6) eDev notifies you of the decision. You will receive an official approval or denial letter in the mail, but we will follow-up with a phone call immediately after a decision is made. If the loan is approved, we will schedule a meeting to close within a couple of days.
Once your application is submitted to the Microloan Committee, the entire process takes 4-6 weeks. This timeline depends on how quickly the applicant submits requested information. We do our best to ensure that a fair and prompt decision is made.

The closing process takes place within one week after your microloan is approved.  Closing involves reviewing and signing all of the official documents containing the terms of your microloan and receiving your loan check. Prior to the closing meeting, we will give you all of the documents so that you have plenty of time to read them over. Closing is your time to ask questions, make clarifications, and ensure you have a solid understanding of the microloan terms, what is expected of you, and what you can expect from eDev.

Receiving your loan check is just the beginning of your relationship with eDev. We are committed to supporting you and your business throughout the ups and downs and to ensure that you are achieving positive results. At closing, we will set your first ‘technical assistance’ meeting, which will be scheduled regularly throughout the life of your loan.  
The date of your loan closing is the official start date of your loan. You are given a one-month grace period following your start date before monthly payments begin. For example, if you close on October 20th, your first payment will not be due until December 1st.

Loan Document Checklist

The following is a list of the closing documents that you will review and sign before receiving your loan (see Appendix for samples of the documents):

(    Loan Closing Checklist
(    Disclosure Statement
(    Loan Acceptance Agreement
(    Promissory Note
(    Security Agreement

(    Collateral Documentation
(    Technical Assistance Agreement
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The specific terms of each microloan are outlined in the loan documents. The following terms and conditions are typical for an eDev microloan, but may vary and are subject to change.


Interest Rate

eDev’s interest rate range is set by our lending agencies (SBA and RMAP). eDev currently offers a 9% interest rate for microloans. The interest rate specified in your loan documents is fixed for the life of your loan. While we may not have the lowest rate in town, remember that microloans – by their nature – are small. The total interest paid may be smaller than you think!

Payment Schedule
Microloan clients are required to make regular payments. This typically means monthly, with payments due on either the 1st or 15th of each month. However, we are able to work with you to determine a regular payment schedule that is appropriate for you and your business. For example, if you have a seasonal business with its peak during summer months, we may be able to arrange smaller payments during the slower, winter months. 

Term
While SBA and RMAP microloans have different maximum terms (6 years and 5 years, respectively). Because loan amounts are small and because most microloan clients prefer to pay off their debt quickly, eDev loan terms are relatively short. The majority of microloans in eDev’s portfolio have a 3-year term. Some of the smallest loans have a 1 or 2 year term. Depending on the size of your loan and the amount of monthly payments, we will determine a loan term that is suitable for you. 
Collateral
Both of our microloan programs require applicants to pledge collateral. The most common form of collateral includes business equipment and inventory. Like many lenders, eDev prefers ‘liquid’ collateral, or collateral that can easily be sold in the event of default. eDev does not accept real estate as collateral for microloans. Micoentrepreneurs often do not have a pot of gold sitting around, waiting to be pledged as collateral. eDev does not want the collateral requirement to be a limiting factor in obtaining a loan, and we will work with you to determine an appropriate form and amount of collateral.

Financial Statements
In order to help you improve performance of your business, we must be able to track it. Every microloan client is expected to submit monthly financial statements (i.e. Profit &Loss statements) for the first 6 months of your loan. After that, depending on your goals and the state of your business, quarterly statements may be sufficient.

Technical Assistance

 As mentioned throughout this handbook, one major benefit of receiving a microloan is the one-on-one business counseling services provided free of charge for the life of your loan. We recommend participating in these meeting twice per month for the first 6 months, then monthly for the remainder of your loan term. We can also make site visits and hold our meetings at your place of business.  
Payment Policies 
eDev’s microloan policies are outlined in your loan documents and will be reviewed at the time of closing. The following is a quick list of policies regarding loan payments:

· Early Payment: You will not incur a penalty for paying off your loan early. eDev is in the business of helping you become successful, not collecting as much interest from you as possible. Some microloan clients opt to pay a little extra each month in order to pay off their loans early, and eDev supports this practice!

· Grace Period: Payments are due on either the 1st or 15th of each month, with a 5-day grace period. Ideally, eDev will receive all of your payments on or before the due date, but we understand that life happens. The grace period allows you to make your payment up to 5 days late without receiving a penalty.
· Penalties: If eDev does not receive your monthly loan payment within the 5-day grace period after the due date, then the payment is subject to a 5% late penalty.

· Delinquency: You are technically considered delinquent as soon as you are late on a payment. In addition to meetings and phone calls, once you become delinquent, you will be receiving 30-day, 60-day, and 90-day delinquency notification letters. 
· Default: If you are 120 days late on a payment, this is an automatic default in the eyes of our lenders, and we have no choice but to write off and terminate your loan.
Best Policy?

COMMUNICATION! We want to be in communication with you continually throughout the life of your loan. Before you become delinquent or are on the verge of default, we want to help you combat any issues and come up with a payment plan that works for you. Be proactive and stay in contact with us if you think you may be late or if you foresee any issues. We can work with you and find a reasonable solution that is beneficial for you and your business. 

Unlike traditional lenders, eDev does not give you a loan and only contact you to collect payments. The purpose of the microloan program is to help you reach your goals, accomplish a project and improve your business performance. There are several ways to engage with eDev after receiving your loan.
Technical Assistance

Technical Assistance (TA) is the industry term for individual business counseling. eDev is your go-to resource for business counseling and support! For at least the first 6 months of your loan, we will schedule one-on-one meetings. We want these ‘technical assistance’ meetings to be as helpful and convenient for you as possible. We will help you to determine your most-pressing business needs and work together to create an action plan to address your needs and improve business performance. We can continue to meet with you on a regular or as-needed basis. 

.
Training Classes

eDev offers  skill-building courses and workshops, focused on the various areas of your business. Regardless of your business stage or skill level, eDev classes can help build your knowledge and set up the systems to run a successful business - practical knowledge that you can immediately apply in your business. We offer feasibility and business plan courses for start-ups, and a number of sales, marketing, and finance classes. 

Peer Groups

eDev has found that entrepreneurs learn best from other entrepreneurs. Every once in a while, eDev will organize peer groups so that our clients can learn from each other’s experiences and share ideas. The peer groups could be focused on specific topics (sales, time management, etc.), organized by industry (healing arts, textiles, etc.), or comprised of entrepreneurs in similar business stages (pre-venture, start-up, existing). Participating in peer groups is a great way to connect with other microentrepreneurs, network, bounce ideas off of your peers, and pick up a few tips!
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