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Equity Infusion Strategies 

Introduction 

This white paper is tailored for business owners seeking commercial business loans, 
particularly SBA loans, to lay out the basic requirements for loan consideration and 
approval and to elucidate the financial benefits of utilizing Indexed Universal Life (IUL) 
insurance policies for equity infusion and loan structures. Understanding these benefits 
will help leverage this innovative financial tool to enhance the business’s financial health, 
growth and personal wealth. 

These strategies are individually tailored based upon the needs of each client.  First each 
client has to determine if they are eligible for the basic loan services offered, and once we 
determine this, the process focuses on how to optimize the capitalization opportunities to 
maximize the benefits for the business.  

SBA Loan Types and General Approval 
Guidelines 

For our purposes, we will focus on just the two 
most popular SBA loans, the 7(a) and the 504 
loan program.  

7(a) Loan Program 

Overview 

The 7(a) Loan Program is the SBA’s most common 
loan program, providing financial help for 
businesses with special requirements. 

Requirements 

• Eligibility: For-profit businesses operating in the U.S., demonstrate a need for the 
loan, and use alternative financial resources first. 

• Size: Must meet SBA size standards (based on industry). 
• Nature of Business: Certain types of businesses are ineligible (e.g., speculative 

businesses). 
• Use of Funds: Purchase real estate, equipment, working capital, refinancing debt, 

etc. 
• Creditworthiness: Satisfactory credit history. 
• Equity: Reasonable invested equity from the owner. 
• Collateral: Not required for loans under $25,000; otherwise, as much collateral as 

possible. 
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Loans Not Involving Real Estate 

For loans that do not involve real estate, such as working capital, equipment purchases, or 
inventory financing, the down payment requirement for 7(a) loans can be more flexible. 
Generally, borrowers are expected to provide around 10% to 20% of the loan amount as 
an equity contribution. This can vary based on: 

• The specific lender's requirements. 
• The risk profile of the business. 
• The borrower's credit history and financial condition. 

Factors Affecting Capital Requirements 

• Borrower's Financial Health: Stronger financial health and credit history can 
sometimes result in lower down payment requirements. 

• Type of Loan: Different types of loans (e.g., working capital vs. fixed asset 
purchases) might have varying requirements. 

• Lender Policies: Individual lenders might have their own requirements and can 
sometimes offer more flexible terms within SBA guidelines. 

• Business Type and Industry: Some industries might have higher risk profiles, which 
can affect the required equity contribution. 

Summary 

• Real Estate Transactions: Typically, a 10% down payment of the total project cost. 
• Non-Real Estate Transactions: Generally, 10% to 20% of the loan amount. 

These percentages provide a guideline, but specific requirements can vary. It's crucial for 
potential borrowers to discuss their specific situation with their lender to understand the 
exact capital requirements for their SBA 7(a) loan. 

Here are a few examples of businesses that might utilize a 7(a) 

Example 1: Retail Business Expansion 

Business Scenario 

A small retail clothing store in the U.S. wants to expand by opening a second location. 

Eligibility Criteria 

• For-profit Business: The retail store operates as a for-profit business. 
• Operating in the U.S.: The business is located and operates within the United 

States. 
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• Demonstrate a Need for the Loan: The store owner needs to demonstrate why the 
loan is necessary. This could include presenting a business plan showing expected 
revenue growth from the new location and explaining the lack of sufficient internal 
funds to finance the expansion. 

• Use Alternative Financial Resources First: The business owner should 
demonstrate that they have considered and are either exhausted or are not able to 
fully leverage other financial resources. For example, the owner might show 
attempts to obtain a traditional bank loan, use personal savings, or seek investment 
from friends or family, but these efforts fell short of the required amount for the 
expansion. 

 

Example 2: Manufacturing Equipment Purchase 

Business Scenario 

A small manufacturing company needs to purchase new machinery to increase production 
capacity. 

Eligibility Criteria 

• For-profit Business: The manufacturing company is a for-profit entity. 
• Operating in the U.S.: The company operates within the United States. 
• Demonstrate a Need for the Loan: The business must provide evidence that the 

new machinery is essential for growth. This could involve presenting current 
production limitations and projected increases in efficiency and output with the 
new equipment. 

• Use Alternative Financial Resources First: The company should show that they 
have explored other financing options, such as leasing equipment, obtaining a 
traditional loan, or using existing lines of credit. If these options were either 
insufficient or not feasible, the business could then justify the need for the SBA 
loan. 

Additional Considerations 

• Supporting Documentation: Businesses need to provide financial statements, tax 
returns, and a detailed business plan. 

• Creditworthiness: They must show a satisfactory credit history. 
• Owner Investment: The business owner should have a reasonable personal 

investment in the business. 
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Example 3: Restaurant Renovation 

Business Scenario 

A small family-owned restaurant wants to 
renovate its dining area and kitchen to enhance 
customer experience and comply with new 
health and safety regulations. 

Eligibility Criteria 

• For-profit Business: The restaurant is a 
for-profit entity. 

• Operating in the U.S.: The restaurant 
operates within the United States. 

• Demonstrate a Need for the Loan: The restaurant owner must demonstrate that 
the renovation is necessary to attract more customers and comply with updated 
health codes. They might present a renovation plan, including cost estimates and 
expected benefits in terms of increased revenue and compliance. 

• Use Alternative Financial Resources First: The owner should show that they have 
explored other financing options such as personal savings, credit cards, or small 
loans from friends or family, but these options are insufficient for the total 
renovation costs. 

Example 4: Technology Startup Growth 

Business Scenario 

A tech startup that develops software solutions for small businesses needs funding to hire 
additional developers and market their new product. 

Eligibility Criteria 

• For-profit Business: The tech startup is a for-profit entity. 
• Operating in the U.S.: The startup operates within the United States. 
• Demonstrate a Need for the Loan: The startup must show a business plan that 

details the necessity of hiring more developers to meet demand and the marketing 
strategy to reach more customers. They need to explain why current revenues and 
existing funds are insufficient for these expenses. 

• Use Alternative Financial Resources First: The startup should demonstrate that 
they have tried to secure venture capital, angel investors, or other private funding 
but either did not receive enough or terms were not favorable. 
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Example 5: Medical Practice Equipment Purchase 

Business Scenario 

A small medical practice needs to purchase advanced diagnostic equipment to improve 
patient care and attract more patients. 

Eligibility Criteria 

• For-profit Business: The medical practice operates as a for-profit business. 
• Operating in the U.S.: The practice is located and operates within the United 

States. 
• Demonstrate a Need for the Loan: The practice needs to show that acquiring the 

new diagnostic equipment is essential for providing better patient care and 
increasing patient volume. They might present a cost-benefit analysis showing how 
the equipment will generate additional revenue. 

• Use Alternative Financial Resources First: The practice should provide evidence 
of attempts to obtain other financing, such as through medical equipment leasing 
companies, personal funds, or lines of credit, and why these were not sufficient or 
viable. 

Example 6: Retail Store Inventory Purchase 

Business Scenario 

A small independent bookstore wants to expand its inventory to include a wider variety of 
books and add a small café section to attract more customers. 

Eligibility Criteria 

• For-profit Business: The bookstore is a for-profit entity. 
• Operating in the U.S.: The bookstore operates within the United States. 
• Demonstrate a Need for the Loan: The owner must show a business plan detailing 

the need for expanded inventory and a café section, including expected increases in 
foot traffic and sales. They need to explain why current cash flow and savings are 
insufficient for these investments. 

• Use Alternative Financial Resources First: The bookstore should provide evidence 
of attempts to secure other funding, such as small business lines of credit or 
personal loans, and why these options did not meet their full financial needs. 

These examples show how a business must not only meet basic operational criteria but also 
demonstrate a clear need for the loan and make reasonable efforts to secure alternative funding 
before turning to an SBA 7(a) loan.  These examples also highlight the diverse needs of small 
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businesses that can be addressed with the SBA 7(a) loan program, from renovations and 
expansions to equipment purchases and hiring additional staff. 

For loans that do not involve real estate the SBA 7(a) is generally going to be utilized. 

 Loans Not Involving Real Estate 

Funds may be used for items such as working capital, equipment purchases, or inventory 
financing, the down payment requirement can be more flexible. Generally, borrowers are 
expected to provide around 10% to 20% of the loan amount as an equity contribution. 
This can vary based on: 

• The specific lender's requirements. 
• The risk profile of the business. 
• The borrower's credit history and financial condition. 

Factors Affecting Capital Requirements 

• Borrower's Financial Health: Stronger financial health and credit history can 
sometimes result in lower down payment requirements. 

• Type of Loan: Different types of loans (e.g., working capital vs. fixed asset 
purchases) might have varying requirements. 

• Lender Policies: Individual lenders might have their own requirements and can 
sometimes offer more flexible terms within SBA guidelines. 

• Business Type and Industry: Some industries might have higher risk profiles, which 
can affect the required equity contribution. 

Summary 

• Real Estate Transactions: Typically, a 10% down payment of the total project cost. 
• Non-Real Estate Transactions: Generally, 10% to 20% of the loan amount. 

These percentages provide a guideline, but specific requirements can vary. It's crucial for 
potential borrowers to discuss their specific situation with their lender to understand the 
exact capital requirements for their SBA 7(a) loan. 

 

Loans Involving Real Estate 504 Loan Program 

For loans that involve the purchase of real estate, the borrower is usually required to 
contribute a down payment of approximately 10% of the total project cost. This can 
sometimes vary based on the lender's policies and the specifics of the transaction, but 
10% is a common standard. 
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Overview 504 Loan Program 

The 504 Loan Program provides long-term, fixed-rate financing for major fixed assets that 
promote business growth and job creation. 

Requirements 

• Eligibility: For-profit businesses operating in the U.S. 
• Size: Must meet SBA size standards. 
• Nature of Business: Same as the 7(a) program. 
• Use of Funds: Purchase of fixed assets like real estate or equipment. 
• Job Creation: One job created or retained per $65,000 ($100,000 for small 

manufacturers). 
• Creditworthiness: Satisfactory credit history. 
• Down Payment: Typically, 10% of the project cost. 
• Collateral: Secured by the assets being financed. 

Example 1: Manufacturing Company Expansion 

Business Scenario 

A small manufacturing company wants to purchase a larger facility to accommodate 
increased production and add new, state-of-the-art machinery to improve efficiency. 

Use of 504 Loan 

• Real Estate Purchase: Financing to buy a new manufacturing plant. 
• Equipment Purchase: Funds to acquire advanced manufacturing equipment. 
• Job Creation/Retention: The expansion is expected to create additional jobs and 

retain existing ones. 

Example 2: Medical Practice New Building 

Business Scenario 

A growing medical practice needs a new building to offer expanded services, such as 
additional examination rooms, a diagnostic lab, and a physical therapy center. 

Use of 504 Loan 

• Real Estate Purchase/Construction: Financing to purchase land and construct a 
new medical facility. 

• Equipment Purchase: Funds to buy medical and diagnostic equipment. 
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• Job Creation/Retention: The new facility will enable the practice to hire more staff 
and retain current employees. 

Example 3: Restaurant Chain Expansion 

Business Scenario 

A successful local restaurant chain plans to open additional locations in nearby cities, 
requiring new buildings and commercial kitchen equipment. 

Use of 504 Loan 

• Real Estate Purchase/Construction: Financing to buy or build new restaurant 
locations. 

• Equipment Purchase: Funds to equip each new restaurant with commercial 
kitchen appliances. 

• Job Creation/Retention: Each new location will create jobs for kitchen and 
waitstaff, management, and support roles. 

Example 4: Hotel Renovation and Expansion 

Business Scenario 

A family-owned hotel seeks to renovate its existing property and add a new wing to 
increase capacity and improve amenities. 

Use of 504 Loan 

• Real Estate Renovation/Expansion: Financing to renovate the existing hotel and 
construct a new wing. 

• Equipment Purchase: Funds to buy new furniture, fixtures, and equipment for the 
expanded hotel. 

• Job Creation/Retention: The expansion will create new jobs in housekeeping, front 
desk operations, and management. 

Example 5: Agricultural Business Upgrade 

Business Scenario 

A small agricultural business wants to modernize its operations by purchasing new farming 
equipment and constructing storage facilities. 
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Use of 504 Loan 

• Real Estate Construction: Financing to build new storage and processing facilities. 
• Equipment Purchase: Funds to acquire modern farming equipment such as 

tractors and harvesters. 
• Job Creation/Retention: The upgrade will enable the business to employ more 

workers and improve productivity. 

Example 6: Retail Store Real Estate Purchase 

Business Scenario 

A small retail business specializing in home goods and decor wants to purchase its own 
retail space to reduce rental costs and create a custom shopping environment. 

Use of 504 Loan 

• Real Estate Purchase: Financing to buy a retail property. 
• Renovations: Funds to customize and renovate the space to match the store’s 

branding and improve customer experience. 
• Job Creation/Retention: The new location will allow the store to hire additional 

staff and increase sales. 
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Basic Document Requirements 

When applying for an SBA 7(a) loan, providing a comprehensive set of documents is crucial 
to demonstrate the financial health and eligibility of the business. Here are the typical 
upfront document requirements: 

1. Business Plan 
o A detailed business plan that includes a description of the business, market 

analysis, management team, marketing strategy, and financial projections. 
2. Profit and Loss Statement (P&L) 

o A current P&L statement (within 90 days of the application) showing 
profitability. 

o P&L statements for the past two to three years. 
3. Balance Sheet 

o A current balance sheet (within 90 days of the application). 
o Balance sheets for the past two to three years. 

4. Tax Returns 
o Business tax returns for the past three years. 
o Personal tax returns for the past three years for all owners with 20% or more 

ownership. 
5. Bank Statements 

o Business bank statements for the past 12 months. 
6. Personal Financial Statement 

o Personal financial statement for all owners with 20% or more ownership. 
7. Business Debt Schedule 

o A detailed schedule of all current business debts, including lender names, 
original loan amounts, current balances, interest rates, and monthly 
payments. 

8. Collateral Documentation 
o Information on any collateral being offered, such as real estate, equipment, 

or inventory. 
9. Legal Documents 

o Business licenses and registrations. 
o Articles of incorporation or organization. 
o Copies of any business leases. 
o Contracts or purchase agreements relevant to the use of the loan. 

10. Management Resumes 
o Resumes for all owners and key management team members. 

11. Ownership and Affiliations 
o A list of all owners, affiliates, and subsidiaries. 

12. Loan Application History 
o Information on any past loan applications made by the business. 

Additional Documents (if applicable) 
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1. Franchise Agreement 
o If the business is a franchise, a copy of the franchise agreement. 

2. Buy-Sell Agreement 
o If applicable, a copy of any buy-sell agreements. 

3. Real Estate Appraisal 
o If the loan involves real estate, an independent appraisal of the property. 

4. Equipment Quotes or Invoices 
o For loans involving the purchase of equipment, provide quotes or invoices. 

5. Lease Agreements 
o Copies of current or proposed lease agreements if loan proceeds will be 

used for leasehold improvements or moving to a new location. 
6. Projected Financial Statements 

o Projections for the next one to three years, including income statements, 
cash flow statements, and balance sheets. 

Summary of Key Documents 

• Current and past P&L statements 
• Current and past balance sheets 
• Business and personal tax returns (last three years) 
• Business bank statements (last 12 months) 
• Personal financial statements (owners with 20%+ ownership) 
• Business debt schedule 
• Collateral documentation 
• Legal documents (licenses, articles of incorporation, leases, etc.) 
• Resumes of owners and key management 
• Franchise agreement (if applicable) 
• Real estate appraisal (if applicable) 
• Equipment quotes/invoices (if applicable) 
• Lease agreements (if applicable) 
• Financial projections 

By providing these documents upfront, the can ensure that the application is 
comprehensive and meets the general guidelines of the SBA 7(a) loan program, increasing 
the chances of a successful application. 
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SBA 504 Loan Documentation Requirements 

Basic Document Requirements 

The documentation requirements for the SBA 7(a) loan and the SBA 504 loan program have 
similarities, but there are also some differences due to the specific purposes and 
structures of the loans. Below are the documentation requirements for the SBA 504 loan 
program: 

1. Business Plan 
o A detailed business plan, especially if the loan is for a new business or 

significant expansion. 
2. Profit and Loss Statement (P&L) 

o Current P&L statement (within 90 days of the application). 
o P&L statements for the past two to three years. 

3. Balance Sheet 
o Current balance sheet (within 90 days of the application). 
o Balance sheets for the past two to three years. 

4. Tax Returns 
o Business tax returns for the past three years. 
o Personal tax returns for the past three years for all owners with 20% or more 

ownership. 
5. Bank Statements 

o Business bank statements for the past 12 months. 
6. Personal Financial Statement 

o Personal financial statement for all owners with 20% or more ownership. 
7. Business Debt Schedule 

o A detailed schedule of all current business debts, including lender names, 
original loan amounts, current balances, interest rates, and monthly 
payments. 

8. Collateral Documentation 
o Information on any collateral being offered, such as real estate, equipment, 

or inventory. 
9. Legal Documents 

o Business licenses and registrations. 
o Articles of incorporation or organization. 
o Copies of any business leases. 
o Contracts or purchase agreements relevant to the use of the loan. 

10. Management Resumes 
o Resumes for all owners and key management team members. 

11. Ownership and Affiliations 
o A list of all owners, affiliates, and subsidiaries. 

12. Loan Application History 
o Information on any past loan applications made by the business. 
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Additional Requirements for SBA 504 Loans 

1. Project Plan 
o Detailed description of the project, including the total project cost, sources 

of funds, and uses of funds. 
2. Appraisal 

o An independent real estate appraisal for property purchases or construction 
projects. 

3. Environmental Assessment 
o Phase I Environmental Site Assessment for real estate purchases or 

construction projects. 
4. Leases 

o Copy of any current or proposed lease agreements if applicable. 
5. Equipment Quotes or Invoices 

o For loans involving the purchase of equipment, provide quotes or invoices. 
6. Contractor Bids 

o If the loan is for construction, include bids from contractors. 
7. Job Creation/Retention Documentation 

o Evidence supporting the job creation or retention requirements (one job per 
$65,000 loaned, or $100,000 for small manufacturers). 

8. Interim Financing 
o Documentation of interim financing if any part of the project will be financed 

on an interim basis until the 504 loan is funded. 
9. Corporate Documents 

o Corporate resolutions authorizing the borrowing of funds. 

Summary of Key Differences Between 7(a) and 504 Loan Documentation 

• Project Plan: More detailed project plan is required for 504 loans. 
• Appraisal: Independent appraisal is required for 504 loans involving real estate. 
• Environmental Assessment: Phase I Environmental Site Assessment required for 

real estate projects in 504 loans. 
• Job Creation Documentation: Specific evidence of job creation or retention for 504 

loans. 
• Interim Financing: Documentation of interim financing arrangements for 504 

loans. 
• Contractor Bids: Required for construction projects under the 504 loan program. 

By providing these specific documents for the 504 loan program, businesses can meet the 
requirements and enhance their chances of obtaining financing for fixed assets and major 
expansion projects. 
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SBA Loan Type Determination Questionnaire 

Section 1: General Information 

1. Business Name: (Short answer) 
2. Business Address: (Short answer) 
3. Owner(s) Name: (Short answer) 
4. Type of Business: (Short answer) 
5. Years in Operation: (Short answer) 

Section 2: Financing Needs 

6. What is the primary purpose of the loan? (Multiple choice) 
o a. Working capital 
o b. Purchasing inventory 
o c. Refinancing existing debt 
o d. Buying real estate 
o e. Purchasing equipment 
o f. Construction or renovation of a facility 

7. How much financing are the seeking? (Multiple choice) 
o a. Less than $150,000 
o b. $150,000 to $500,000 
o c. $500,000 to $5 million 
o d. More than $5 million 

8. What will the loan funds be used for? (Check all that apply) 
o a. Day-to-day operations 
o b. Marketing and advertising 
o c. Real estate purchase or renovation 
o d. Equipment purchase 
o e. Debt consolidation or refinancing 
o f. Inventory purchase 

Section 3: Business Financial Health 

9. Do you have a detailed  business plan and financial projections? (Yes/No) 
10. Are your financial statements (P&L, balance sheet) up-to-date and available? 

(Yes/No) 
11. Was your business profitable in the previous year? (Yes/No) 
12. Do you have collateral to secure the loan? (Yes/No) 
13. What is your current credit score? (Multiple choice) 

o a. Above 680 
o b. Between 620 and 680 
o c. Below 620 
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Section 4: Job Creation and Retention 

14. Will the loan help create or retain jobs? (Yes/No) 
15. If yes, how many jobs will be created or retained? (Short answer) 

Section 5: Real Estate and Equipment Needs 

16. Are the planning to purchase or renovate real estate? (Yes/No) 
17. Are the planning to purchase significant equipment or machinery? (Yes/No) 

Section 6: Interim Financing and Project Costs 

18. Have the explored interim financing options for ther project? (Yes/No) 
19. Do you have a detailed project plan with total project costs and timelines? (Yes/No) 

Analysis and Recommendations 

Based on the answers, here are general guidelines to determine the suitable loan program: 

SBA 7(a) Loan 

• Purpose: If the primary purpose includes working capital, purchasing inventory, 
refinancing existing debt, or any other non-fixed asset use. 

• Loan Amount: Typically, less than $5 million. 
• Flexibility: Suitable for various business needs, including operational expenses and 

minor expansions. 
• Collateral: Collateral is required, but the flexibility of asset types is higher. 
• Financial Health: Generally good financial health and reasonable credit score. 

SBA 504 Loan 

• Purpose: If the primary purpose includes purchasing real estate, constructing or 
renovating facilities, or buying significant equipment. 

• Loan Amount: Typically projects larger than $500,000, and up to $5.5 million for 
each project component. 

• Fixed Assets: Specifically for long-term investments in fixed assets. 
• Job Creation: Must meet job creation/retention requirements (e.g., one job per 

$65,000 loaned). 
• Project Plan: Detailed project plan with total costs and timelines, including 

environmental assessments and interim financing options. 

Follow-Up Questions 
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• If the primary need is for working capital, inventory, or debt refinancing, a 7(a) loan 
may be more appropriate. 

• If the primary need is for purchasing real estate or significant equipment and the 
have a detailed project plan and can meet job creation requirements, a 504 loan 
may be the better choice. 

By filling out this questionnaire, business owners can gain a clearer understanding of 
which SBA loan program might be best suited to their needs. 

o provide guidance on how the answers to the SBA Loan Type Determination Questionnaire 
might lead to the recommendation of either an SBA 7(a) or a 504 loan, or suggest areas of 
potential concern for loan approval, here's an "answer key" or analysis framework for 
interpreting the responses: 

Answer Key for SBA Loan Type Determination Questionnaire 

Financing Needs 

1. What is the primary purpose of the loan? 
o Working capital, Purchasing inventory, Refinancing existing debt: 

Typically points to SBA 7(a) loan, as these are not fixed asset uses. 
o Buying real estate, Purchasing equipment, Construction or renovation of 

a facility: Typically points to SBA 504 loan, especially if the funds are used 
for significant fixed assets that promote business growth and job creation. 

2. How much financing are the seeking? 
o Less than $150,000 to $500,000: Often handled well by either loan type but 

generally suggests a more straightforward 7(a) scenario. 
o $500,000 to $5 million, More than $5 million: Large amounts often lean 

towards 504 loans, especially if they are for fixed assets or projects that can 
support heavy financing. 

3. What will the loan funds be used for? (Select all that apply) 
o Day-to-day operations, Marketing and advertising, Debt consolidation or 

refinancing, Inventory purchase: Point towards 7(a) loan. 
o Real estate purchase or renovation, Equipment purchase: Point towards 

504 loans. 

Section 3: Business Financial Health 

4. Do you have a detailed business plan and financial projections? 
o Yes: Essential for both loan types, especially important for securing larger 

loans or loans for fixed assets (504 loan). 
o No: May lead to difficulties in loan approval; necessary to develop these to 

enhance loan application strength. 
5. Are your financial statements (P&L, balance sheet) up-to-date and available? 
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o Yes: Crucial for assessing the financial health and viability of the loan. 
o No: Potential red flag; needs addressing before application. 

6. Do you have collateral to secure the loan? 
o Yes: Supports applications for both loan types but particularly important for 

larger 504 loans. 
o No: May not preclude approval but can complicate the application, 

especially for larger amounts or 504 loans. 
7. What is your current credit score? 

o Above 680: Supports strong loan application for either type. 
o Between 620 and 680: May still be feasible, particularly for 7(a) loans with 

strong business cases. 
o Below 620: Likely problematic; needs improving to enhance chances of 

approval. 

Section 4: Job Creation and Retention 

8. Will the loan help create or retain jobs? 
o Yes: Essential for a 504 loan, beneficial for 7(a) applications. 
o No: Not necessarily a barrier for 7(a) loans, problematic for 504 loans unless 

other community benefits are demonstrated. 

Section 5: Real Estate and Equipment Needs 

9. Are you planning to purchase or renovate real estate? 
o Yes: Indicates a strong case for a 504 loan. 
o No: Indicates that other types of financing might be more appropriate, 

potentially a 7(a) loan if other uses align. 
10. Are you planning to purchase significant equipment or machinery? 

o Yes: Supports a 504 loan application. 
o No: More likely to align with 7(a) loan needs unless other large fixed assets 

are involved. 

Section 6: Interim Financing and Project Costs 

11. Have the explored interim financing options for your project? 
o Yes: Important for both types but essential for 504 projects involving 

construction or major renovations. 
o No: Recommended to explore, especially for large projects requiring 504 

loans. 
12. Do you have a detailed project plan with total project costs and timelines? 

o Yes: Crucial for a 504 loan, beneficial for large or complex 7(a) loans. 
o No: Necessary to develop for a successful application, especially for 504 

loans. 
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Summary 

This answer key serves as a guideline to evaluate the appropriateness of an SBA 7(a) 
versus a 504 loan based on a business's specific needs and situations. Preparing 
thoroughly with the right documentation and plans is crucial to maximizing the chances of 
a successful loan application. 

Here are two detailed examples of how different businesses might fill out the 
questionnaire and the resulting analysis that would suggest the best loan type for them, or 
why they might be initially turned down. 

Example 1: Downtown Café 

General Information 

• Business Name: Downtown Café 
• Business Address: City Center, Anytown, USA 
• Owner(s) Name: Jane Doe 
• Type of Business: Restaurant/Café 
• Years in Operation: 5 

Financing Needs 

• Primary Purpose of the Loan: Construction or renovation of a facility 
• Loan Amount Sought: $750,000 
• Use of Loan Funds: Real estate purchase and renovation 

Business Financial Health 

• Business Plan and Projections: Yes 
• Financial Statements Available: Yes 
• Collateral: Yes (existing property) 
• Credit Score: Above 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: Yes 
• Jobs Created or Retained: 15 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: Yes 
• Planning to Purchase Significant Equipment or Machinery?: No 
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Interim Financing and Project Costs 

• Explored Interim Financing Options?: Yes 
• Detailed Project Plan Available?: Yes 

Analysis: 

Downtown Café plans to expand by purchasing and renovating an adjacent property to 
expand their seating and kitchen facilities. They have a solid financial foundation, 
collateral in the form of existing property, and a strong credit score. The loan will help 
create 15 new jobs, and the project has a detailed plan with interim financing considered. 

Loan Recommendation: SBA 504 loan. This loan is appropriate because the primary use is 
for real estate and renovation, a major fixed asset investment that will create jobs. The 
business is stable and well-prepared, making it a strong candidate for this type of 
investment loan. 

Example 2: Tech Startups Inc. 

General Information 

• Business Name: Tech Startups Inc. 
• Business Address: Tech Park, Innovate City, USA 
• Owner(s) Name: John Smith 
• Type of Business: Software Development 
• Years in Operation: 2 

Financing Needs 

• Primary Purpose of the Loan: Working capital 
• Loan Amount Sought: $200,000 
• Use of Loan Funds: Day-to-day operations, marketing and advertising 

Business Financial Health 

• Business Plan and Projections: No 
• Financial Statements Available: No 
• Collateral: No 
• Credit Score: Between 620 and 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: No 
• Jobs Created or Retained: 0 
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Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: No 
• Planning to Purchase Significant Equipment or Machinery?: No 

Interim Financing and Project Costs 

• Explored Interim Financing Options?: No 
• Detailed Project Plan Available?: No 

Analysis: 

Tech Startups Inc. seeks financing for working capital to support day-to-day operations 
and marketing efforts. However, the business lacks a detailed business plan, updated 
financial statements, and collateral. The credit score is moderate but not strong, and there 
is no plan for job creation. 

Potential Outcome: Potential for initial turn down. The lack of preparedness, financial 
documentation, and job creation plans make it unlikely to secure an SBA loan. The 
business would be advised to either seek alternative financing solutions or develop a more 
robust business and financial plan to qualify for an SBA 7(a) loan, which would be more 
suitable for their needs if they could provide the necessary documentation and improve 
their credit situation. 

These examples illustrate how the type of business needs, preparedness, and financial 
health can significantly influence the appropriate SBA loan type or the potential for initial 
rejection. 

Here are several more examples of different business scenarios, illustrating how each 
might answer the questionnaire and which SBA loan type they could qualify for or why they 
might face initial rejection. 

Additional Examples: 

Example 3: GreenTech Solutions 

General Information 

• Business Name: GreenTech Solutions 
• Business Address: Green Park, Eco City, USA 
• Owner(s) Name: Alice Green 
• Type of Business: Renewable Energy Equipment Manufacturing 
• Years in Operation: 4 
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Financing Needs 

• Primary Purpose of the Loan: Purchasing equipment 
• Loan Amount Sought: $1,200,000 
• Use of Loan Funds: Purchase of large-scale solar panel manufacturing equipment 

Business Financial Health 

• Business Plan and Projections: Yes 
• Financial Statements Available: Yes 
• Collateral: Yes (existing manufacturing equipment) 
• Credit Score: Above 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: Yes 
• Jobs Created or Retained: 20 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: No 
• Planning to Purchase Significant Equipment or Machinery?: Yes 

Interim Financing and Project Costs 

• Explored Interim Financing Options?: Yes 
• Detailed Project Plan Available?: Yes 

Analysis: 

GreenTech Solutions is expanding its manufacturing capacity by purchasing specialized 
equipment. The loan would be used for a significant equipment purchase, they have 
collateral, and the business plans to create 20 new jobs. 

Loan Recommendation: SBA 504 loan. This scenario is ideal for a 504 loan because it 
involves substantial investment in long-term machinery, and the business meets the job 
creation criteria. 
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Example 4: QuickFix Auto Repair 

General Information 

• Business Name: QuickFix Auto Repair 
• Business Address: Auto Lane, Motor City, USA 
• Owner(s) Name: Bob Johnson 
• Type of Business: Auto Repair Services 
• Years in Operation: 10 

Financing Needs 

• Primary Purpose of the Loan: Refinancing existing debt 
• Loan Amount Sought: $300,000 
• Use of Loan Funds: Consolidate business debt 

Business Financial Health 

• Business Plan and Projections: No 
• Financial Statements Available: Yes 
• Collateral: Yes (garage property and equipment) 
• Credit Score: Between 620 and 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: No 
• Jobs Created or Retained: 0 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: No 
• Planning to Purchase Significant Equipment or Machinery?: No 

Interim Financing and Project Costs 

• Explored Interim Financing Options?: No 
• Detailed Project Plan Available?: No 

Analysis: 

QuickFix Auto Repair wants to consolidate its business debt. They have collateral and 
satisfactory credit but lack a business plan and job creation strategy. 
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Loan Recommendation: SBA 7(a) loan. This scenario fits the 7(a) loan program better as it 
involves refinancing existing debt and doesn’t involve purchasing fixed assets or requiring 
job creation. 

Example 5: Farm Fresh Grocers 

General Information 

• Business Name: Farm Fresh Grocers 
• Business Address: Market Road, Harvest Town, USA 
• Owner(s) Name: Emily White 
• Type of Business: Organic Grocery Store 
• Years in Operation: 3 

Financing Needs 

• Primary Purpose of the Loan: Working capital 
• Loan Amount Sought: $150,000 
• Use of Loan Funds: Inventory purchase and marketing 

Business Financial Health 

• Business Plan and Projections: Yes 
• Financial Statements Available: Yes 
• Collateral: No 
• Credit Score: Above 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: Yes 
• Jobs Created or Retained: 5 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: No 
• Planning to Purchase Significant Equipment or Machinery?: No 

Interim Financing and Project Costs 

• Explored Interim Financing Options?: Yes 
• Detailed Project Plan Available?: Yes 

Analysis: 
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Farm Fresh Grocers needs additional working capital to expand its inventory and enhance 
marketing efforts. They have a solid credit score and business plan but lack collateral. 

Loan Recommendation: SBA 7(a) loan. Suitable for working capital needs and doesn’t 
require collateral for smaller loan amounts. This program also accommodates businesses 
with no significant fixed assets investment. 

Example 6: Elite Graphics Design Studio 

General Information 

• Business Name: Elite Graphics Design Studio 
• Business Address: Design District, Creative City, USA 
• Owner(s) Name: Mike Ross 
• Type of Business: Graphic Design Services 
• Years in Operation: 1 

Financing Needs 

• Primary Purpose of the Loan: Purchasing equipment 
• Loan Amount Sought: $100,000 
• Use of Loan Funds: High-end design computers and printing equipment 

Business Financial Health 

• Business Plan and Projections: Yes 
• Financial Statements Available: No 
• Collateral: No 
• Credit Score: Below 620 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: No 
• Jobs Created or Retained: 0 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: No 
• Planning to Purchase Significant Equipment or Machinery?: Yes 

Interim Financing and Project Costs 

• Explored Interim Financing Options?: No 
• Detailed Project Plan Available?: No 
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Analysis: 

Elite Graphics Design Studio wants to purchase new, high-end equipment to enhance their 
service offerings. However, they lack a good credit score, updated financial statements, 
and collateral. 

Potential Outcome: Potential for initial turn down. They might be advised to improve their 
credit score and financial documentation or seek smaller, secured financing options. 

Example 7: Classic Reads Bookstore 

General Information 

• Business Name: Classic Reads Bookstore 
• Business Address: Culture St., Literati City, USA 
• Owner(s) Name: Sarah Lee 
• Type of Business: Independent Bookstore 
• Years in Operation: 8 

Financing Needs 

• Primary Purpose of the Loan: Real estate purchase 
• Loan Amount Sought: $500,000 
• Use of Loan Funds: Purchase property to relocate and expand the bookstore 

Business Financial Health 

• Business Plan and Projections: Yes 
• Financial Statements Available: Yes 
• Collateral: Yes (the property to be purchased) 
• Credit Score: Above 680 

Job Creation and Retention 

• Will the Loan Help Create or Retain Jobs?: Yes 
• Jobs Created or Retained: 10 

Real Estate and Equipment Needs 

• Planning to Purchase or Renovate Real Estate?: Yes 
• Planning to Purchase Significant Equipment or Machinery?: No 

Interim Financing and Project Costs 
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• Explored Interim Financing Options?: Yes 
• Detailed Project Plan Available?: Yes 

Analysis: 

Classic Reads Bookstore plans to purchase a new property for expansion. They have a 
solid business foundation, collateral in the form of the property, and plans for job creation. 

Loan Recommendation: SBA 504 loan. Perfect for purchasing real estate as a fixed asset 
and for a business looking to expand physical operations and create jobs. 

 

These examples illustrate how 
different business needs and 
financial conditions can guide 
the decision toward either an 
SBA 7(a) or 504 loan or highlight 
potential issues for loan 
approval.  As one can see, the 
application process needs to be 
managed properly and doing so 
can have tremendously positive 
outcomes for the business. 

Proper loan management from 
the beginning of the process can 
also dramatically affect the 
positive cashflow and success 
of owners and/or key personnel.  
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The Critical Role of Equity Infusion for SBA Loans and Other Commercial Loans 

1. Securing an SBA Loan: 

Enhanced Collateral: An IUL (Indexed Universal Life Insurance) policy serves as a 
robust collateral, improving  the loan application’s attractiveness to lenders.  

In addition to providing lenders with the reduced risk of a life insurance policy, the 
policy’s cash value can be temporarily assigned to the business, in an equity infusion 
agreement, providing a secure asset that reduces the lender’s risk in several ways: 

Business Liquidity.  First, the qualifying business receives an infusion of capital 
initially, as well as securities from the IUL. 

Secure a Stream of Investment Capital.  The business may be eligible for an equity 
infusion for a predetermined number of years, improving cash balance projections and 
lowering risk to lenders.  Many times, this infusion increases the odds of the business 
successfully closing on a loan that otherwise would have been turned down, or the 
business may be able to secure greater amounts at more favorable terms. 

Lower Overhead.  The business may be able to lower the overhead of its Payroll to the 
business owner(s) to key personnel, resulting in improved cash flow to the bottom line 
of the business and to the personal balance sheets of the key personnel. 

 

Key Personnel.  This liquidity is often able to be 
delivered from the policy to key personnel in terms of 
a loan.  The result is that this loan can be paid directly 
to key personnel.  Often these persons can lower 
their taxable income, and the corresponding drain on 
their business P&L projections to present more 
favorable projections to lenders.  Most importantly 
for the Key personnel, these key personnel loans do 
not have to be repaid.  The result is often times not 
only loan approval, but also, better business 
cashflow and personal cash flow for key personnel.     
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Equity Stake Alignment: By giving the equity partner a temporary equity stake in the 
business, the interests are aligned, fostering cooperation and support. This stake 
ensures that both parties have a vested interest in the 
business’s success.  In particular: 

Meeting SBA Loan Requirements: 

• Adequate Capitalization: Equity infusion through the IUL 
policy ensures the business is adequately capitalized, a 
critical requirement for SBA loans. This strengthens the 
financial position, making it easier to meet SBA loan 
prerequisites. 

• Risk Mitigation: The temporary assignment of the IUL 
policy as an asset mitigates the lender’s risk, increasing 
the likelihood of loan approval. 

• Future cashflow streams: these are structured with IUL 
agreements so that there is a repeatable positive flow of 
capital for a period of years.    

Financial Benefits for Business Owners 

1. Tax-Free Loans to the Business Owner: 

• Tax Efficiency: Loans taken against the IUL policy’s cash value are tax-free, 
providing funds without increasing the taxable income. This results in significant tax 
savings, enhancing the personal wealth of key personnel. 

• Personal Financial Flexibility: Access to tax-free loans offers financial flexibility, 
thus addressing personal financial needs without tapping into business resources. 

2. Improved Cash Flow for the Business and Owner: 

• Cost-Effective Borrowing: The borrowing is part of an equity transaction that often 
creates a negative cost (aka a profit center) to the business for the cash infusion.   

• Enhanced Cash Flow: The infusion of loan proceeds into the business improves 
cash flow, enabling investment in growth opportunities, operational improvements, 
or debt repayment.   

3. Reduction of Taxable Income: 

• Lower Tax Liability: By borrowing against the IUL policy, one can reduce the taxable 
income, leading to lower tax liability. This provides additional financial resources for 
personal or business use. 

• Financial Planning: The ability to strategically manage the taxable income 
enhances the overall financial planning, providing long-term benefits.  
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The Power of IUL Policies 

1. Flexibility and Growth Potential: 

• Premium Offset: IUL policies plans are set up to offset what the business may have 
been paying in the form of salary to key personnel. 

• Market-Linked Growth: The policy’s cash value grows based on market indices, 
offering potential gains without direct market exposure. 

2. Tax Advantages: 

• Tax-Free Growth: The cash value growth is tax-free, compounding over time and 
enhancing the policy’s value. 

• Tax-Free Loans: Loans taken against the policy’s cash value are also tax-free, 
providing financial benefits without increasing personal taxable income. 

Leverage and Financial Security 

1. Initial Percentage Stake and Growing Value of the IUL: 

• Immediate Equity: Starting with a percentage stake in the IUL policy gives 
immediate equity. This stake grows as the policy’s value increases, providing a 
valuable financial asset for the business. 

• Compounding Benefits: The policy’s value growth enhances the equity stake, 
compounding the financial benefits over time. 

• Increasing the Loan Approval Amount:  On 504s for every additional dollar of 
investment the loan increases by 10x.  7(a)s the factor increases the approval dollar 
amount by 5x (see graph next page).   

2. Built-In Safeguards and Risk Mitigation: 

• Policy as Collateral: The temporary assignment of the IUL policy as collateral 
provides strong security for the SBA loan. 

• Additional Cashflow Annuities on equity infusion multi-year deals provide long-
term security for the SBA lenders. 
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Conclusion 

For business owners seeking growth capital. Through commercial loans such as SBA 
loans, leveraging IUL policies for equity infusion and loan structures offers substantial 
financial benefits. The ability to secure loans with enhanced collateral, combined with tax-
free loans and improved cash flow to the business and its key personnel, makes this 
arrangement an effective tool for enhancing both the business’s financial health and 
personal wealth. The growing value of the equity stake and built-in safeguards further 
reduce the risk of loan default, providing a robust framework for financial security and 
growth for the lender. 

Setting up these transactions is what Key Capital Strategies does with it’s precision lending 
systems model and each one of them is tailored to the needs of each of our clients. 

If you would like an initial web meeting to explore options let’s discuss.   

Click here:  Meeting Link 

 

 

https://calendly.com/chuck-autoequity
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Appendices: 

 

SBA Loan Type Determination Questionnaire 

Section 1: General Information 

1. Business Name: (Short answer) 

2. Business Address: (Short answer) 

3. Owner(s) Name: (Short answer) 

4. Type of Business: (Short answer) 

5. Years in Operation: (Short answer) 

Section 2: Financing Needs 

6. What is the primary purpose of the loan? (Multiple choice) 

o a. Working capital 

o b. Purchasing inventory 

o c. Refinancing existing debt 

o d. Buying real estate 

o e. Purchasing equipment 

o f. Construction or renovation of a facility 

7. How much financing are the seeking? (Multiple choice) 

o a. Less than $150,000 

o b. $150,000 to $500,000 

o c. $500,000 to $5 million 

o d. More than $5 million 

8. What will the loan funds be used for? (Check all that apply) 

o a. Day-to-day operations 

o b. Marketing and advertising 

o c. Real estate purchase or renovation 

o d. Equipment purchase 

o e. Debt consolidation or refinancing 

o f. Inventory purchase 
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Section 3: Business Financial Health 

9. Do you have a detailed business plan and financial projections? (Yes/No) 

10. Are your financial statements (P&L, balance sheet) up-to-date and available? (Yes/No) 

11. Was your business profitable in the previous year? (Yes/No) 

12. Do you have collateral to secure the loan? (Yes/No) 

13. What is your current credit score? (Multiple choice) 

o a. Above 680 

o b. Between 620 and 680 

o c. Below 620 

Section 4: Job Creation and Retention 

14. Will the loan help create or retain jobs? (Yes/No) 

15. If yes, how many jobs will be created or retained? (Short answer) 

Section 5: Real Estate and Equipment Needs 

16. Are the planning to purchase or renovate real estate? (Yes/No) 

17. Are the planning to purchase significant equipment or machinery? (Yes/No) 

Section 6: Interim Financing and Project Costs 

18. Have the explored interim financing options for your project? (Yes/No) 

19. Do you have a detailed project plan with total project costs and timelines? (Yes/No) 
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Adjusted Answer Key Section for SBA Loan Type Determination Questionnaire 

Section 3: Business Financial Health (Revised) 

1. Do you have a detailed business plan and financial projections? 

o Yes: Essential for both loan types, critical for securing larger loans or loans for fixed 
assets (504 loan). 

o No: May lead to difficulties in loan approval; developing these is necessary to 
enhance the loan application's strength. 

2. Are your financial statements (P&L, balance sheet) up-to-date and available? 

o Yes: Crucial for assessing the financial health and viability of the loan. 

o No: A potential red flag; needs addressing before application. 

3. Was your business profitable in the previous year? 

o Yes: Strongly supports the loan application, indicating good financial management 
and a positive track record. 

o No: This could be a significant hurdle in loan approval, especially if not explained by 
exceptional circumstances or offset by a strong current year performance and 
substantial growth potential. 

4. Do you have collateral to secure the loan? 

o Yes: Supports applications for both loan types but particularly important for larger 
504 loans. 

o No: May not preclude approval but can complicate the application, especially for 
larger amounts or 504 loans. 

5. What is your current credit score? 

o Above 680: Supports a strong loan application for either type. 

o Between 620 and 680: May still be feasible, particularly for 7(a) loans with strong 
business cases. 

o Below 620: Likely problematic; needs improving to enhance chances of approval. 
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Summary 

By incorporating profitability into the questionnaire, the adjusted answer key provides a more 
accurate and comprehensive guideline for potential borrowers to evaluate the appropriateness of 
an SBA 7(a) versus a 504 loan based on their specific needs and financial situations. Preparing 
thoroughly with the right documentation and a clear understanding of financial performance is 
crucial to maximizing the chances of a successful loan application. 

 

Analysis and Recommendations 

Based on the responses, use the following guidelines to determine the suitable loan type or identify 
any issues: 

• Profitability: Essential for evaluating financial stability and the ability to repay the loan. 
Lack of profitability may require additional justification or risk mitigation strategies. 

• Purpose and Amount of Loan: Aligns with 7(a) for operational needs and smaller amounts, 
and 504 for fixed assets and larger amounts. 

• Financial Health Indicators: Including credit score, collateral, and financial statements, 
which are crucial in determining loan eligibility and type. 

• Job Creation: Especially important for 504 loans, where job creation or retention is a 
significant factor. 

This questionnaire helps guide a potential borrower through the necessary considerations and 
helps them gather the essential information needed to pursue an SBA loan effectively. 

To better tailor the SBA Loan Type Determination Questionnaire for specific needs such as real 
estate transactions, equipment purchases, and construction projects, here are suggested further 
questions for each respective section. These questions can help lenders assess the specific 
requirements and risks associated with each type of investment. 

Real Estate Section 

For businesses applying for loans that involve purchasing or renovating real estate, the following 
additional questions can provide crucial information: 

1. What is the location of the property? (Provide address and describe the area) 

2. What is the purpose of the property purchase or renovation? (e.g., expansion, relocation) 

3. Have the obtained a recent appraisal of the property? (Yes/No; If yes, provide the 
appraised value) 

4. Is there an environmental assessment available for the property? (Yes/No; If yes, 
summarize findings) 

5. What is the expected impact of this real estate transaction on ther business 
operations? (e.g., increase in capacity, reduction in operating costs) 
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6. Do you have existing real estate holdings? (Yes/No; If yes, provide details and how they 
are leveraged) 

7. What is the total cost of the real estate project? (Include purchase price, renovation 
costs, and any associated fees) 

8. What percentage of the project cost are the financing through the SBA loan? 

Equipment Section 

For loans intended for significant equipment purchases, consider these questions to understand 
the scope and impact of the investment: 

1. What type of equipment are the planning to purchase? (Describe the equipment and its 
use in operations) 

2. How will this equipment purchase enhance ther business operations? (e.g., increased 
production capacity, reduced labor costs) 

3. Is the equipment new or used? (New/Used; If used, provide details on condition and any 
warranties) 

4. What is the cost of the equipment? 

5. Do you have quotes from suppliers? (Yes/No; If yes, attach copies) 

6. Will you require training for your staff to use this new equipment? (Yes/No; If yes, what is 
the estimated cost of training?) 

7. What is the expected lifespan of the equipment? 

8. Do you have existing equipment that will be replaced or upgraded? (Yes/No; If yes, what 
will happen to the old equipment?) 

Construction Section 

For construction or renovation projects, additional specifics can help assess the project's 
feasibility and alignment with business goals: 

1. What is the scope of the construction or renovation project? (Describe the project in 
detail) 

2. Who is the general contractor or construction firm handling the project? (Provide 
company name and contact information) 

3. Have the secured all necessary permits for the construction? (Yes/No; If no, what is the 
status?) 

4. What is the timeline for the construction project? (Provide start and completion dates) 

5. What are the total estimated costs for the project? (Include all costs such as materials, 
labor, permits, etc.) 
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6. How will this construction or renovation impact ther business operations during and 
after completion? 

7. Do you have previous experience with similar construction projects? (Yes/No; If yes, 
provide details) 

8. How is the project being financed apart from the SBA loan? (Detail any additional funding 
sources) 

These additional questions in each specific section are designed to gather comprehensive 
information that can significantly influence the decision-making process regarding loan approvals 
and conditions. They ensure that both the lender and borrower have a clear understanding of the 
purpose, scope, and financial implications of the loan. 
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