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Introduction


On April 23, 2014, the Committee on Small Business, chaired by Council Member Robert Cornegy, will hold a hearing entitled “Oversight: Is the City Doing Enough to Increase Access to Capital and Credit Readiness for Small Businesses?” This hearing will review the ability of New York City’s small businesses to access capital, as well as the City’s efforts to assist small businesses which struggle to qualify for traditional loans. Representatives of the Department of Small Business Services (SBS), the Economic Development Corporation (EDC), traditional banks and microlenders, advocacy groups and small businesses have been invited to testify.
Background


Even as the economy recovers from the financial crisis, many small businesses continue to struggle to access capital to grow and sustain their businesses. Many small businesses are deemed risky investments by banks, given their relative lack of assets.
 According to the National Small Business Association’s 2012 Small Business Access to Capital Survey, 43% of small businesses had needed additional funding and been unable to find a willing lender at some point during the prior four years.
 In order to qualify for loans, many business owners are forced to use personal savings and property as assets.
 These barriers to capital hurt the economy at large. According to the New York Federal Reserve Bank, of the businesses denied credit in the tri-state area in the fourth quarter of Fiscal Year 2013, 42% were forced to limit business expansion plans, and 16% were prevented from hiring new employees.
 Only 3% of these businesses sought alternative sources of funding.


However, alternative sources of capital exist, and they can be powerful resources for small businesses with minimal assets. One such source is microfinance, which can be broadly defined as small loans, credit and other financial services geared specifically towards the needs of low income individuals, families and businesses which normally would be unwilling or unable to qualify for more traditional financial services.
 The Microfinance Information Exchange defines microfinancing products as no greater than 250% of  an average person’s income.
 Modern microfinance can be traced to the 1970s, when Muhammad Yunus founded Grameen Bank, an institution aimed at extending credit to extremely low income communities in Bangladesh.
 Today in the United States, entities such as Accion, Grameen America, Project Enterprise, and others offer microloans to businesses which struggle to qualify for traditional bank loans. While nonprofit lenders like these play a crucial role in supporting very small businesses, there are multiple steps local governments can take to further assist businesses struggling to access capital.
Capital Access Assistance Offered by the City


New York City offers a variety of services to businesses seeking financing through SBS’s NYC Business Solutions program. Through its Business Library, SBS provides written guidance for business owners regarding different types and features of loans, including alternative lenders.
 SBS also encourages visitors to its website to contact an SBS Account Manager, who can help business owners identify potential lenders and package loan applications.
 In Fiscal Year 2013, SBS successfully connected 1,053 businesses with financial assistance, totaling over $54 million.
 This number is nearly twice that reported by SBS for Fiscal Year 2012, an increase which the Preliminary Mayor’s Management Report attributes to the federally funded Recovery Loan and Grant Program implemented in the aftermath of Superstorm Sandy.
 SBS’s goal for Fiscal Year 2014 is to connect 590 businesses with financing, a number more in line with historical levels predating Sandy.
 SBS works with over 30 lenders citywide in connecting businesses to financing.
 In literature directed at business owners, SBS emphasizes the variety of loans and lending organizations available, and stresses that certain organizations are better suited to specific types of businesses (e.g. Accion lends exclusively to currently operating businesses, the Business Center for New Americans focuses on immigrant business owners, etc.)


SBS also operates the Upfront Capital loan program for certain businesses pursuing City contracts, including small construction firms and minority and women owned business enterprises (M/WBEs) in any industry.
 Firms that apply and are found eligible are given loan application packaging assistance by SBS and, upon successfully procuring a City contract, are awarded loans from Business Outreach Center (BOC) Capital and the New York Business Development Corporation.


Arguably, the leading capital access program for small businesses in the City is the EDC’s Capital Access Loan Guaranty Program at EDC. This program connects businesses with fewer than hundred employees to lenders, and authorizes the EDC to guarantee up to 40% of any loan or line of credit up to $250,000 that a participating business receives.
 The program is designed to increase access to competitively priced loans and enhance the credit of small businesses that might not be able to qualify for certain loans without EDC’s guaranty.
 The program is appealing to many small businesses on account of its relatively broad eligibility requirements, which make it available to a wide variety of small businesses in the retail, wholesale, manufacturing and nonprofit sectors.
 Loans obtained under the program can be used for operating costs, working capital, and equipment purchases.
 Some participating lenders provide startup capital under the program.


In order to apply for the Capital Access Loan Guaranty, businesses are first encouraged to contact an SBS Account Manager, who will in turn refer appropriate candidates to the program.
 Applications for loans are then made directly to participating lenders, rather than to the EDC, and the eligibility requirements are similar to those normally required by the lender.
 Participating lenders include Accion and the Brooklyn Cooperative Federal Credit Union for loans of up to $100,000, and SeedCo for loans of $5,000 to $250,000.


Additionally, in the wake of Superstorm Sandy, the City greatly increased the amount of financial assistance available to affected businesses. $72 million were allocated to a Business Loan and Grant Program under the City’s federally-funded Community Development Block Grant – Disaster Recovery Action Plan (“the Action Plan”).
 $90 million were allocated to a Business Resiliency Investment Program under the Action Plan, aimed specifically at businesses looking to upgrade their physical infrastructure by undertaking measures such as flood proofing or elevation of critical building systems.
 A $10 million Emergency Loan Fund was also implemented by the Mayor’s Office, Goldman Sachs and the New York Bankers Association.
 While this funding was only available to businesses affected by the storm, the programs demonstrate the potential City action has to impact the availability of small business capital. However, following the storm, many businesses were reportedly unable to qualify for loans, especially given the dire financial straits Sandy had put them in. As such, many called for an increased emphasis on grants when allocating Sandy assistance and recovery funding.

Recent Federal Developments


Recent Federal legislation has loosened regulations governing small business access to capital. The Jumpstart Our Business Startups (JOBS) Act, signed into law by President Barack Obama in 2012, increases the limit of shareholders a company may have before it must register as a public company with the Securities Exchange Commission (SEC) from 500 to 1,000.
 This increase allows greater financial flexibility for small and growing firms. The bill also authorizes small businesses to solicit and advertise for investors, a practice which the SEC initially banned in 1982.


However, the provision of the JOBS Act which has received the most attention loosens regulations to allow small businesses to take advantage of the growing trend of “crowdfunding”. The Act allows smaller businesses that are not registered with the SEC to pool up to $1 million from small investors, or $2 million if the company provides these small investors with financial statements.
 Individual contributions from these small investors cannot exceed $10,000, or ten percent of the investor’s income.
 Companies may only collect these investments through federally registered funding portals or websites.
 In effect, this allows small firms to raise funds using websites which utilize a model similar to those of Fundable and Kickstarter.

Access to Capital in Other Jurisdictions


In Illinois, the City of Chicago’s Department of Business Affairs and Consumer Protection directs business owners to a relatively extensive list of loan programs, organized by amount.
 Many of these are offered through the United States Small Business Administration (SBA) and the Illinois Department of Commerce and Economic Opportunity, or through organizations like Accion Chicago.
 For counseling services, Chicago refers business owners to local Small Business Development Corporations, although it does offer workshops on a variety of issues, some related to funding and capital access.
 The City of Chicago does not appear to offer a loan guaranty program similar to the one offered by the EDC.

The City of Los Angeles offers business owners technical assistance with capital access, including advice regarding alternative and non-traditional funding sources, at its nine BusinessSource Centers.
 However, the City of Los Angeles itself does not appear to offer programs along the lines of those offered by SBS and EDC, and refers business owners seeking financial assistance to SBA and community lenders.


Boston, Massachusetts offers loans between $25,000 and $150,000 through the Boston Local Development Corporation (BLDC).
 The BLDC generally holds businesses applying for these loans to the standards of traditional banks and lenders.
 Additionally, the Boston Business Hub offers assistance and guidance by connecting businesses to potential sources of funding.
 Business owners may also create an online account through the Business Hub, and access demographic information about their area and customer base, advice from experts, and information about licensing and permits.

Conclusion


Access to capital is a pressing concern for businesses across New York City. According to the New York Federal Reserve Bank, this concern is especially acute for small businesses, new businesses and businesses which are not yet profitable.
 However, there are resources available to businesses that do not qualify for most traditional loans. Business owners may work with SBS Account Managers to be connected to sources of funding, or may apply for an Upfront Capital loan if they contract with the City. They may also take advantage of EDC’s Capital Access Loan Guaranty program, or a number of statewide programs offered by the Empire State Development Corporation.
 Additionally, with the passage of the Federal JOBS Act, businesses in need of financing now have new, innovative options that were previously unavailable or illegal.

However, given the number of businesses that reportedly struggle to access the capital they need to thrive and grow, it appears more could be done. This hearing will explore the current financial climate for businesses in New York City which may not qualify for traditional loans, and will consider whether the City is currently doing enough to aid these businesses.
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