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U.S. Small Business Administration (SBA)
Proposes Rules Relating to New “Early Stage
Small Business Investment Companies”

On December 9, 2011, the SBA published a proposed rule defining a new
category of small business investment companies (SBICs) which will focus on
equity investments in early stage companies. Noting in the background section
of the proposed rule that in 2010 less than one third of venture financing
> US. Small dollars went to early stage or start up businesses, and less than 10 percent to
BiJs:iness businesses outside of California, Massachusetts, and New York, the SBA will
AR allocate from its current debenture authorization up to $200 million per year for
(SBA) Proposes five years for use by early state SBICs to make equity available to those
businesses. [The proposed rule is at Federal register, Vol. 76, No., 237,

p. 76907-76917 (December 9, 2011)]
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Annual Licensing: The SBA will publish an annual call for applications with a
fixed deadline for response. The SBA will utilize the same management
assessment questionnaire as used for regular SBICs.

Review and application: The SBA will review the applicant's management
team, track record, strategy, and fund structure and economics. Applicants
determined to be preliminarily qualified will be invited to the licensing
application step.

Licensing application and SBA due diligence: Selected applicants will submit
the standard SBIC license application and a $25,000 non-refundable fee. SBA
will perform due diligence and license qualified applicants.

Private capital requirement: Not less than $20 million.
Investments: 50 percent of investment dollars into early stage businesses

(defined as those not yet achieving positive cash flow from operations for any
prior fiscal year).

Maximum leverage: Up to tier 1 leverage; no grater than $50 million.
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Term: Ten year maturity. Repayment without penalty at any time.
SBA fees: 1 percent commitment fee; 2 percent draw fee; annual fee
(expected to be under 1 percent); licensing fee of $25,000; examination fee
Past issues of (factor test defined in the proposed rule).
Small Business Notes The proposed rule also contains other details of leverage, distribution rules,
are available on the and SBA rights to valuations, priority of distribution, and liquidation.
Department of The SBA has invited comments on the rule to be provided on or before
February 7, 2012.
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Small Business Notes is published to offer timely, accurate, and useful
information on topics of concern to small businesses in Minnesota. It is for
general information purposes only. It is not legal advice and should not be
relied on for resolution or evaluation of legal issues or questions. Readers are
advised to consult with their private legal advisors for specific legal advice on
any legal issues they may have.
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I\ﬂllr;neslota Departge”t Information in Small Business Notes on tax matters, both federal and state, is
Bty ggcgﬁ)npmem not tax advice and cannot be used for the purposes of avoiding federal or
state tax liabilities or penalties or for the purpose of promoting, marketing or
recommending any entity, investment plan or other transaction. Readers are
advised to consult with their private tax advisors for specific tax advice on any
tax related issues they may have.
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