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LOOKING FOR GROW TH?

After 10 years of a bull market where we have seen the 
Dow increase over 200 percent, one would think that a 
strong economy like this would make things easier on 
banks. The increasing cash flow from borrowers combined 
with fewer financial institutions should definitely pave the 
way for some continued solid earnings going into the next 
decade, right? What I am hearing instead right now are 
things like, “We need deposits,” “Competition is the worst 
it’s ever been,” “Regulatory costs are too high unless you 
have over $1billion in assets,” “I can’t retain good people,” 
and finally, “The board doesn’t give two hoots about my 
all-time low delinquency rate.”  My father used to say 
when I was having a seriously bad day, “Son, this too shall 
pass”. Well, he must have known the other side of this coin, 
because I’m sure that as a former bank president, he would 
look at those reports right now and say the same thing. 
This too shall pass….just as it did in 2008 after a long bull 
market run where bankers were having the same concerns 
then as they are now. So now what? Where can financial 
institutions look for organic growth? 

If you are sitting there looking at new markets to enter, 
more branches to open, or better marketing strategies 
(millennial yawn), what is preventing you from making 
an investment into SBA Lending? I say “you” because 
there’s close to a 90 percent chance that “you” are a senior 
banking executive who does fewer than 10 SBA loans in 
a year and doesn’t even reach $5 million. That’s because 
almost half of all banks participating in the SBA Program 
during 2018 did fewer than five SBA loans. Personally, 
this is good for me, and while many out there would never 
want to convince someone to enter their specialized line 
of business, good competition in the SBA market usually 

raises the tide. But that’s not why I am writing this article 
right now. Abrigo, formerly Sageworks, asked me to write 
about the industry I have worked in now for over 22 years 
to explain why I have loved every bit of it. There are some 
of you spitting your coffee all over your CECL report now 
as you read this, asking how anyone can ever make the 
statement that they love the SBA program. I know what you 
are thinking: It’s complicated, expensive, takes forever, and 
boy, have you ever tried collecting on those  guarantees?

SBA LENDING:  COMPLICATED BUT 
PROFITABLE

Is the SBA program difficult to learn and complicated at 
times? Absolutely. While I was managing the SBA division 
for a super-regional bank, I recall a meeting I was having 
with the entire team where we grew much of our own 
talent and did not always recruit specialized SBA Business 
Development Officers (BDOs) and operations staff. Since 
they had not spent many years in the industry, they didn’t 
quite understand what a gift that complexity really is. As 
they were kicking and screaming about all of the rules the 
SBA has, I told them all that they should all go back to their 
offices and pray that this program never gets too easy. 

First and foremost, those rules are what makes the SBA 
one of the most successful government programs to have 
ever existed. The rules I am referring to come in what is 
referred to as the SOP, SBA’s infamous Standard Operating 
Procedures, aka 50-10-5(j) which just graduated from the 
(i) and will soon become a 50-10-6(a). Second, and almost 
as important, the day that the SBA makes its program 
simple, expect twice as much competition and half the 
profitability. For those of you not working at all in the SBA 
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industry, it’s no secret that a fully secured 7(a) real estate 
loan will earn a secondary market premium of a 115. That’s 
a 15 percent premium on the guaranteed portion but the 
SBA gets their 50 percent of any premium over 110. That’s 
still a 12.5 percent premium and does not include the 1 
percent servicing strip you retain on the entire loan amount. 
That’s the premium in today’s market, which is significantly 
down from where it was the beginning of 2018 before rates 
started to rise. The 10-year loans are not too shabby either, 
with premiums still over 110.

But trust me, don’t chase the premiums or you’ll end up 
getting hooked on the wrong stuff. You can run a very 
profitable division by averaging premiums of 107 to 108, 
so there is tolerance for offering some competitive, even 
fixed rates. Like I stated previously, this program rewards 
lenders for not only being good at it but also being prudent. 
Learning the SBA is like learning a new software, practicing 
Tai Chi or even learning how to play a musical instrument. 
You start slow, lean on experts, develop a cadence, practice 
the fundamentals, and progressively get better and 
faster over time, not overnight. It’s almost like a muscle 
memory where you flow with the changes of the SOP and 
understand the spirit of the law as much as the black and 
white.

WHAT’S SO GREAT ABOUT SBA 
LENDING?

I can’t help but talk about how awesome the SBA is. I do 
the same thing when I go talk to large groups about the 
SBA product. It’s not until you understand the true history 
of the program can you truly appreciate what we have here 
in this country. I like to begin talks by asking if anyone in 
the audience knows how old the SBA is or who formed it. 
(The lucky winner usually gets a Bluetooth speaker, so I’m 
not cheap with the prizes for my questions, either.)  The 
answer to this question is probably one of the main reasons 
why I love it so much. The SBA is a program developed in 
1953 by Dwight D. Eisenhower. Today, the SBA would be 
considered one of the top 10 financial institutions in the U.S. 
if it were a public company. It is usually a “zero subsidy” 
program, which means that while it gets a whopping $29 
billion appropriation in FY2019, the fees the program 
generates are expected to cover all of the loan subsidies, 
meaning the taxpayers are not paying for the subsidies the 

SBA uses to guaranty loans made to small businesses in 
America. 

The Banks? Well, they get don’t just get a 75 percent 
guaranty on their loans. They (the smart ones) actually use 
the SBA product to attract new customers, which grows 
those precious deposits. They will use the SBA product to 
retain existing customers of the bank — and retain those 
precious deposits. SBA lending usually helps the bank meet 
Community Reinvestment Act (CRA) lending requirements 
by making it easier to lend to lower income or rural areas 
that you may not otherwise feel comfortable with the 
collateral values in those areas. And while SBA loans are 
more profitable because they are higher risk and are more 
challenging to service, 

BIGGEST BENEFITS OF SBA LENDING

What made me fully appreciate what makes the SBA 
product special, which most of you readers should better 
understand than me, is a comment a C-suite executive 
made to me one time after we were going over our 
numbers. He made the statement that it was the SBA 
product that drove all of the behavior of the Business 
Banking team. It drove their behavior because they used 
the SBA product to get their foot in the door. I know leading 
indicators if I ever see one and that’s exactly what he 
was referring to that I never truly appreciated until that 
conversation. It was the SBA product that got his teams 
on the phone, got them out to visit centers of influence, 
gave them reasons to stand up and talk in front of groups. 
That SBA product was the lever that opened doors and 
the bankers fired up, because it was the SBA loan that 
provided real solutions. Instead of punching numbers in 
their calculator to determine what the liquidation value rate 
would be on their retail building that happened to be in an 
industry they didn’t like this season, they simply became 
cash flow lenders. 

Yes, collateral can matter to the SBA but it isn’t the end-
all. It takes the middle market lender’s underwriting hat 
and throws it into the “Mom & Pop” arena. It allows you to 
come in with a loan that doesn’t seem to mean a whole 
lot to the bank’s balance sheet and make a monumental 
difference to a second-generation family-owned company.  
Instead of getting into interest rate negotiations where it’s 

https://www.abrigo.com/blog/2019/05/02/how-banks-can-win-small-business-borrowers/
https://www.abrigo.com/blog/2019/05/02/how-banks-can-win-small-business-borrowers/
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all about the IR, the SBA program lets you talk ROI. What 
capital does the business need to grow or become more 
sustainable? How can they make an additional $250,000 
a year? You’re not just limited to discussing how they can 
reduce their interest rate expense by $1,000 a month. The 
bank across the street will just reduce it by $1,050 a month.   

SO WHERE ARE THE SBA LENDERS?

Bankers love their numbers and stats, so let’s dive into 
some of the SBA performance numbers. The distribution 
is not a normal one and illustrates the lack of participation 
from the banking industry as a whole. Fewer than 50 
percent of the active banks in the SBA program hardly do 
any loans at all. So where is the SBA headed? Who do they 
want in their program? Here are some stats that you may 
find interesting and that may help you see why this door 
is opening for you and your bank where previously you 
couldn’t or wouldn’t see it as a viable opportunity. Here are 
the numbers that I find baffling. Over the past 5 years:

• The amount of SBA loans has increased from 46,000 to
60,000, a 30 percent increase.

• The approved dollar amount of SBA 7(a) loans
increased from $17.8 billion to $25.3 billion, a 42
percent increase.

Sounds like a compelling and an extremely competitive, 
possibly even mature market, until you actually begin to 
look inside the numbers:

• The number of active SBA Lenders decreased from
2,344 to 1,811, a decrease of 22.7 percent.

• The most compelling number is the ratio of credit
unions, where only 178 out of 5,806 institutions
participated in the SBA Program. That’s barely 3
percent of all credit unions!

• The Top 100 SBA Lenders represented 59.5 percent of
all SBA loans approved in 2013,  whereas the Top 100
represented 68.7 percent for 2018.

• The Top 100 SBA Lenders represented 62.6 percent of
the loan $ volume in 2013 compared to 67.7 percent
disbursed by the Top 100 in 2018.

• Loans disbursed and loan production among the Top
100 SBA lenders has increased from an average of 278
loans for $111 million to an average of 415 loans for
$171 million. These are increases of 49 percent and 54
percent, respectively.

• Loans disbursed by the rest of SBA lenders have also
increased but only from 8 loans for $2.9 million, on
average,  to 11 loans and $4.8 million — increases
of 37.5 percent and 65.5 percent. These increases
would be pretty respectable, had the total SBA lender
population not decreased by almost 23 percent.

A statistic provided by the SBA reflects only 15.4 percent of 
all financial institutions in the U.S. are active SBA lenders. 
This is 1,811 out of 11,726. How can this be true when the 
government not only provides access to this program but 
spends $30 million a year to staff this program in every 
state? This doesn’t even include the nearly 1,000 Small 
Business Development Centers (SBDCs) that are staffed 
across the country who help borrowers and banks guide 
small businesses through the SBA application and 
processing steps. Even after exiting my most recent full 
review from the Office of Credit Risk Management (OCRM), 
it feels like I am working with a service-driven organization. 
The criticisms SBA used to receive are mostly gone. While 
I have always respected the SBA staff and process, it is a 
significantly better program today than 25 years ago. 

What would turn this around to increase participation 
from more banks? One answer I have and actually shared 
with the National Association of Government Guaranteed 
Lenders (NAGGL) is to go buy a Super Bowl commercial, 
and I wasn’t being sarcastic — for a change. I honestly 
believe that driving demand from the consumer/small 
business owner would have one of the biggest impacts 
as there are still so many old myths about SBA lending. If 
only everyone knew what the SBA loan program is really 
like, they would be demanding this loan from their own 
institution instead of having to accept less favorable 
conventional terms or to go find an SBA loan from another 
financial institution. Well, even though I am absolutely 
certain the SBA would not only sell more product but would 
do more good for this society than selling a ninth flavor of 
potato chip or the next spin on another low carb drink, a 
Super Bowl commercial for the SBA will probably never 
happen in my lifetime!  
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Certainly, another Global Financial Crisis would also 
increase participation in SBA lending from more banks, 
but none of us want that to happen!  What typically drives 
new participation is competition, and I believe competition 
is becoming more evident now that banks are competing 
against fintech lenders and national Loan Production 
Offices (LPOs) from competitors that do not come with 
brick and mortar branch investments. The retail sites and 
large corporate offices are becoming less necessary due 
to the use of technology.  Another driver could be that your 
financial institution is like one of those I mentioned earlier: 
looking for new growth, new deposits, and a new way to 
serve your existing customers. 

GET SBA LENDING GOING WITH 
PEOPLE ,  TECHNOLOGY

With all of this support from the SBA and all of the 
advantages outlined previously, what does a bank need 
to do to get the ball rolling? Read the SOP this weekend? 
Probably not the best place to start. I’ve guided many 
bankers on starting an SBA program before and I always 
share that it is always best, and most respectful, to call the 
SBA Lender Relations Specialist in your market and ask 
them to meet. In today’s SBA, they will likely visit you at 
your bank, give you a very detailed outline of what to do, 
and give you the people in their office and other resources 
to help you get started. 

The second thing you will need is that SBA Champion!  The 
SBA Champion is someone who lives and breathes the SOP 
gospel and who has loan closing documentation experience 
who can help you originate, underwrite, and even process 
a SBA 7(a) loan. You do not need an entire staff to start off 
with as long as you have a sales-driven SBA office to help 
you and also to coach your bank on servicing the loan after 
it closes. The SBA has done a lot to overcome the learning 
curve by developing the Community Advantage program 
for loans under $250,000, staffing local SBA Offices with 
Lender Relation Specialists as mentioned previously, and 
by creating new software (SBA One) to help with the 
actual submission to SBA for the Loan Guaranty. These 
changes we have seen from the SBA aren’t simply PR 
to help promote the program; they are truly investments 
made by the SBA to increase the amount of participants 
and to strengthen the integrity of the program for the 

small banks and non-bank entities like credit unions, Small 
Business Lending Companies (SBLCs) and Community 
Development Financial Institutions (CDFIs). In addition to 
the program itself, the lenders have their own advocacy 
group (mentioned earlier), called the National Association 
of Government Guaranteed Lenders (NAGGL), which is 
there for changes in policy and continuing education that 
can be done either remotely or onsite by some of the most 
experienced SBA professionals in the field. 

Now comes the final tidbit for starting an SBA lending 
program, should this article hit at a time when you need 
some ideas. It is companies that are developing SBA-
tailored processing software that are beginning to give the 
smaller lenders a level playing field. If there is any feature 
that is available today that does not get enough attention, 
it’s the technology. While the SBA itself will never become 
a contender in the fintech space, there is a wide landscape 
of open architecture out there to integrate with the SBA. 
We use software, for example, that is customized to 
streamline the underwriting and decision process for SBA 
loans applications. It also integrates FRANdata technology, 
transferring all franchisor data for franchisees we lend 
to. No more researching volumes of Franchise Disclosure 
Documents (FDDs) or gambling on the performance of the 
franchise itself. The overall cost was similar to very specific 
SBA processing software which can be robust for Divisions 
or CDFIs but is one we can take anywhere in the bank. This, 
too, checks the eligibility of the franchise system we are 
lending into. 

On top of this type of loan origination software that is 
catered to SBA lending, you need to be able to layer 
other professionals who are specialists in SBA lending. 
Examples of these specialists include construction control 
or environmental report providers like Partner Engineering 
and Science, business valuation firms like Reliant Business 
Valuation, bank-represented attorneys like Fogel Law 
Group, and a reliable public records search firm like 
CORPSMART. Don’t use your attorney friend who sits on 
the board of the bank unless they actually do many SBA 
loans a year and know the SOP. 

So now what? If you are one of the bankers feeling the 
pain points I referenced earlier about needing deposits, 
diversification, CRA, and higher returns, you may not want 
to be so quick to write off the option of an SBA initiative. 

https://www.abrigo.com/software/lending-and-credit-risk/sageworks-lending-software/sba-lending/
https://www.abrigo.com/software/lending-and-credit-risk/sageworks-lending-software/sba-lending/
https://www.abrigo.com/blog/2019/05/08/how-to-grow-your-sba-lending-using-fintech/
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The portfolio numbers speak for themselves, and the successful history of the SBA is hard to ignore, but what I haven’t even 
shared yet is what this can do for the culture of the bank. Of the hundreds of SBA professionals I have worked with in my 
career, I’m guessing more than 95 percent still work exclusively in the SBA field. Like everywhere I have worked, people 
from other areas of the bank will want to move into your SBA team. And I will say to you what I always say when recruiting 
someone from conventional lending or other financial service industries: “Get ready to buckle up, because once you get in it, 
you’ll never want to get out!” 
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ADDITIONAL RESOURCES

Webinar: What SBA Lenders Need to Know in 2019

eBook: Agile Bankers: How Community Banks Are Addressing Disruption, Risk and Growth 

Whitepaper: Loan Pathing: The Road to More Efficient Lending

https://www.abrigo.com/webinars/what-sba-lenders-need-to-know-in-2019/
https://www.abrigo.com/whitepapers/agile-bankers-ebook/
https://www.abrigo.com/whitepapers/loan-pathing-the-road-to-more-efficient-lending/
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About Abrigo 
 

ABOUT ABRIGO

Abrigo is a leading technology provider of compliance, credit risk, lending, and asset/liability 

management solutions that community financial institutions use to manage risk and drive growth. 

Our software automates key processes – from anti-money laundering to asset liability management 

to fraud detection to lending solutions – empowering our customers by addressing their Enterprise 

Risk Management needs.

Make Big Things Happen. Get started at abrigo.com.

https://www.abrigo.com/
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ENDNOTES

Activity through 9/30/2018 of each fiscal year. 




