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SBA Policy Notice

g

11/5/96

 Set ExpDate"12/31/96" 12/31/96
TO:
All RAs; DDs; BMs; Field Counsels; Field Finance, USEAC, PLP and LowDoc Loan Processing Centers, PLP Review Branch, and Commercial Loan Servicing Center  Personnel; and Staff in the Offices of Field Operations, Financial Assistance, General Counsel, and International Trade, Disaster Area  Directors and Disaster Area Counsels
CONTROL NO.:
5000-705

SUBJECT: 
7(a) Loans to Domestic Film Makers
 EFFECTIVE:
1-4-2001

The purpose of this Notice is to provide instructions for making 7(a) guaranteed loans to small, independent, filmmakers and to the small businesses that support domestic film-making efforts.

Over the past few years, SBA has become increasingly aware of the financing difficulties facing small businesses that produce intellectual properties.  One such difficulty is attributed to the lack of traditional collateral to pledge as security for any financing.  Although many new economy businesses face this difficulty, it is a particular problem for small businesses that independently produce films for theater and television distribution.  As a result of these difficulties, film producers are often forced by economic considerations to move their production as well as their pre- and post-production activities to locations outside the United States.  The result is that many jobs are lost to other countries. 

To help to address the financing problems faced by small film production companies, the SBA intends to work with lenders who have experience in the film industry to provide SBA-guaranteed loans to support domestic film production.  By this effort, SBA intends to make it more possible for these companies to continue to operate and to provide employment opportunities within the U.S.  

In accordance with the intent of section 7(a) of the Small Business Act ("Act"), the following requirements will be emphasized for this project:  1)  The processing and underwriting of loans to the film industry will be limited to those lenders with a specific understanding of the unique risk peculiar to financing film production; and, 2) generally, to qualify for SBA-guaranteed financing, a reasonable portion of the distribution rights must have been pre-sold so as to provide assurances of repayment of the loan.

In addition, to minimize the unique risks of financing film productions, such loans will be processed only at selected locations by SBA staff members who are familiar with the special requirements associated with such financing.  And, these loans will be processed under  procedures that will allow SBA to obtain the fullest possible understanding of the risks associated with the individual loan requests.

Requirements for Loans to Filmmakers: 

A.
All film production as well as all pre-production and post-production activities must be conducted within the U.S.

B.
The film production company (applicant) must be able to demonstrate that its management and staff collectively have sufficient previous successful experience in film  production to support the conclusion that the firm has the requisite expertise to complete the project.  [When appropriate, the lender may require that the borrower obtain a completion bond in lieu of independently assessing the firm's capability for completing the project.]

C.
The film content must meet community standards.  SBA will not finance films that are of a prurient sexual nature or advocate any particular religious or political doctrine.  SBA will not provide financing for any film where records are required, under section 2257 of title 18, United States Code, to be maintained with respect to any performer in such production (reporting of books, film, etc., with sexually explicit conduct).

D.
Repayment terms will be established by the lender in accordance with prudent lending practices in this industry.  The lender may defer principal and interest payments until the films are completed and distribution commences.

E.
Lender will establish maturity in compliance with the existing SBA standard that loan maturity be for the shortest appropriate term, based on repayment ability.

F.
To the extent that distribution is pre-sold, an assignment of these rights shall be required as collateral.  [Subject to the requirements that the application must demonstrate repayment ability, the SBA-guaranteed loan may take a subordinate lien position on such assignment if other non-SBA guaranteed financing is also being provided.]  If the distribution rights are not pre-sold, the applicant Film Company must have a plan for the sale and/or other distribution of the film to supports the conclusion that repayment ability exists.

G.
SBA will guarantee a maximum of 50 percent of the loan up to the statutorily allowed maximum guaranty amount (currently $750,000, but legislation is pending that would increase this amount to $1 million with a $2 million cap on gross loan size).

H.
Although the credit decision will not be delegated to the lenders, they will be permitted to use their own forms and internal procedures to process the applications before submission to SBA.  Both the lender and applicant in each case will be required to provide additional information as required for any recipient of Federal credit assistance.

I.
Other standard 7(a) provisions will apply, including, among others:


1.
Interest rates – tied to prime (Loans with maturities under 7 years – maximum rate = prime + 2-1/4%.  Loans with maturities of 7 years or more – maximum interest rate = prime + 2-3/4%.)


2.
Collateral – An assignment of all pre-sold distribution rights and a lien against all business assets.  If the business assets are not adequate to fully secure the loan, additional collateral, i.e., additional tangible property or secured or unsecured personal or institutional guaranties will be required.

3.
Personal guaranties – In accordance with standard Agency policy, all loans will also be secured by the personal guarantee(s) of each owner of 20 percent or more of the business.

J.
Lenders will be approved to participate in the project based on SBA's evaluation of the


following factors:


1.
The quality of the lender's written film financing guidelines.  [Mandatory]


2.
The lender's experience in providing financing to independently produced films.  [Important, but not mandatory.]


3.
The lender's experience in providing financing through the 7(a) program.  [Important, but not mandatory.]

All applications will be processed in SBA offices designated by the AA/FA.  The first such office will be the Los Angeles District Office. If demand for film production loans is generated in other areas of the country, expansion of the project to other field offices will be considered.

In addition to providing guaranties for film production loans, SBA will also provide business loans to the small businesses that support the film-making industry.  The types of businesses that may require such financing include, but are not limited to, companies that provide catering, costumes, animation and graphics services, lighting, equipment rentals and car services.  These loans may be processed in accordance with standard SBA financing requirements, and may be processed in any SBA field office or processing center, depending on the type of loan being sought.

If you have any questions regarding this notice, please contact Sloan Coleman at SBA’s Office of Financial Assistance – 202/205-6490.

____________________

Aida Alvarez

Administrator

Expires: 1-01-2002
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