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N ‘,I.‘ Purbose of Study

., The study was designed to determine the relative repayment experience of various
. types of SBA loans. The Joan types with best repayment record would presumably reflect
. ' those types of businesses or business conditions most likely to accompany business

- -success. A secondary purpose of the study was to determine the repayment experience of
" guaranteed ' loans compared to direct loans.’ The study also included geographic
' * .comparisons 50 that repayment experience under the'veteran direct loan prograrm could be
anticipated.  This study is the only work to date sponsored by SBA that scientifically
! -samples the relative success of particular types of SBA loans. '

1. Highlights

) The. principal findings of the study are that successful loan repayment lis clearly
> ¢orrellated with: ‘

- o the econornic growth rate of the region in which the business is located;
N ' and ,
IS o the economic growth rate of the industry involved.

There is some evidence suggesting that further relevant factors might includes:

o franchised operations compared to independent businesses; and
0 the years of previous experience of the owners.

It also was found that marginal improvement in probability of loan repayment was
present for: ‘ '

; @ businesses with larger numbers of employees; and
o .. businesses relatively high in assets per employee.

The loan repayments were current or paid in full ont

o 7] percent of the guaranteed loans; and
o 36 percent of the direct loans.
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The study also indicates other factors which frequently were noted in prbblem loan
situations:

0 acurrent or recent divorce involving the business owner;
o fallure to maintain business liability insurance coverage; and
o - disputes between co-owners of a business.

i 'S\cqpe‘ and Methodology

This is the first project funded by the 3BA that scientifically sampled and analyzed

. . SBA direct and guaranteed loans. The final sample consisted of 724 guaranteed loans and

290 direct loans. They are representative of four areas of the Nation and three industry

' sectors. Each loan was awarded during the five-year period of 1975-1979.

" The report is not a study of the impact of 3BA loans, nor is it an investigation of

 small business capital access. It attempts to answer the questions of how many and what

types of businesses did best in paying off their 3BA loans.

.. The study focused on three particular indusiries for comparative purposes,
restaurants, auto repair, and a general category of "high-tech" industry. The study

-sampled loan records from five states, two with very active economic growth (Florida
, and"'Texas) and three with sluggish or negative growth (New York, Michigan and 1llinois).

The sample data were collected in 1984, so there was at least four years'

\ periormance of a loan measured.

IV Sum mary

The study found that about three out of four guaranteed loans were either paid in
full or were being paid on schedule. However, less than one out of every two direct loans
was paid off or current in payment schedule. "High-Tech" industries showed a better
rgpayment record than slower growth industries, such as auto repair and restaurants.
During the period measured, the southern regions expenenmng economic growth (Florida,

' . Texas) showed a better repayment rate than the northern regions with sluggish economies
.Q(New York, Chicago, Detroit).

After adjusting for age, sex, education and experience, no difference was detected
in' the loan repayment rate of veterans compared to nonveterans. The study does supply
information useful to counselors of veterans indicating which types of business activity

' are most viable as evidenced by overall loan repayment experience.
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