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Chapter 15 – Sources of Debt Financing

Multiple Choice Questions

1. Sometimes small businesses have to use debt financing instead of equity financing.  When they do, they discover that:

a) banks give them a lower interest rate because of their closeness to the customer and better management practices.

b) finance companies are their primary source for debt funding.

c) the cost of debt financing is often less than the cost of equity financing.

d) there are fewer lenders than investors in the marketplace, but the money is easier to get from lenders.

Answer c
 (Introduction

Page 466)

2. Small business owners should consider borrowing money from a bank when:

a) they need to refinance existing debt.

b) they need start-up seed money for a new venture.

c) 95

d) 80

Answer a           (Introduction


Page 466)

3. Studies suggest that ___% of the loans to operating small businesses comes from banks.

a) 35

b) 15

c) 95

d) 80

Answer d
 (Commercial Banks 
Page 467)

4. For small businesses, __________ are the heart of the financial market.

a) banks

b) finance companies

c) private placement

d) insurance companies

Answer a
 (Commercial Banks 
Page 467) 

5. As the providers of debt financing to small businesses, banks tend to:

a) make only asset-based, long-term loans.

b) be very conservative and lend primarily short-term capital.

c) focus on either inventory or accounts receivable when evaluating a business’s loan requests.

d) be eager lenders to start-ups as these tend to be smaller loans at less risk.

Answer b
 (Short Term Loans 
Page 468)

6. The most common type of commercial bank loan granted to small businesses is:

a) the short-term commercial loan.

b) the lines of credit agreement.

c) the floor plan.

d) the unsecured term loan.

Answer a
 (Commercial Loan 
Page 468)

7. A _______ is an agreement with a bank that allows a small business to borrow up to a predetermined specified amount during the year without making an application each time.

a) term loan

b) factor

c) line of credit

d) floor plan

Answer c
 (Lines of Credit 
Page 469)

8. Sunny Bright’s, The Tanning Parlor, is in the middle of its busy season.  The hiring of extra help, some unexpected repairs on equipment, etc., has led to a shortage of operating capital.  What type of financing would Sunny most likely use in this situation?

a) Line of credit

b) Floor planning

c) A discounted installment contract

d) An asset-based loan

Answer a
 (Lines of Credit 
Page 469)

9. _________ is a method of financing frequently employed by retailers of "big ticket items"—autos and major appliances.  

a) Discounted installment contracts

b) Trade credit

c) Installment loans

d) Floor planning

Answer d
 (Floor Planning 
Page 470)

10. A small retail boat shop is most likely to rely on _____ to finance its inventory.

a) discounted installment contracts

b) floor planning

c) installment loans

d) trade credit

Answer b
 (Floor Planning 
Page 470)

11. Term loans impose restrictions called:

a) loan boundaries.

b) covenants.

c) financial limits.

d) margins.

Answer b
(Term Loans 
Page 470)

12. The ___________ loan is based not on creditworthiness, but on the borrower’s reputation and reliability. 

a) line of credit

b) discounted installment contract

c) character

d) SBA

Answer c
 (Character Loan 
Page 470)

13. Which form of financing works especially well for manufacturers, wholesalers, distributors, and other companies with significant stocks of inventory, accounts receivable, equipment, real estate, or other assets?

a) asset-based lenders.

b) corporate investors.

c) government funding.

d) none of the above.

Answer a
 (Asset-Based Lenders 
Page 472)

14. Asset-based borrowing permits small businesses:

a) to borrow up to 100% of the value of their inventory or their accounts receivable for the money they need for long-term goals.

b) to use normally unproductive assets—accounts receivable and inventory.

c) to obtain loans more easily but with less borrowing power than if they used an unsecured line of credit.

d) access to a source of funds ideally suited for long-term financing needs.

Answer b
 (Inventory Financing 

Page 473) 

15. In asset-based borrowing, the _____ is the percentage of an asset’s value that a lender will lend.

a) prime rate

b) margin rate

c) advance rate

d) discounted rate

Answer c
 (Asset Based Lenders 

Page 472)

16. The most common form of secured credit is:

a) accounts receivable financing.

b) inventory financing.

c) floor planning.

d) discounted installment contracts.

Answer a
 (Discounting Account Receivable 
Page 473)

17. ____ is/are an asset-based financing technique.

a) Discounted installment contracts

b) Inventory financing

c) Installment lending

d) Floor planning

Answer b
 (Inventory Financing 

Page 473)

18. Asset-based lenders avoid inventory-only deals; they prefer to make loans backed by inventory and:
a) experienced management.

b) good market reputation.

c) more secure accounts receivable

d) all of the above.

Answer c
 (Inventory Financing 

Page 473)

19. Asset-based financing:

a) is efficient since the small business borrows only the money it needs.

b) provides less borrowing capacity than inventory-based financing.

c) is more expensive than other types of financing.

d) is less desirable than inventory-only deals to bankers.

Answer c
 (Inventory Financing 

Page 473)

20. When a small business is refused a loan because it is not profitable and deemed a poor credit risk, the owner can usually turn to ____ as a source of short-term funds.

a) venture capital companies

b) trade credit

c) stockbrokers

d) loans from insurance companies

Answer b
 (Trade Credit

Page 474)

21. Janis Reardon is in the process of launching a craft shop.  Her biggest supplier, Lothrop's Craft Supply, agrees to sell her the inventory she needs to stock her store on a delayed payment schedule.  Janis is using what type of financing?

a) Line of credit

b) Floor planning

c) Trade credit

d) Asset-based borrowing

Answer c
 (Trade Credit 

Page 474)

22. The most common method used by commercial finance companies to provide credit to small businesses is:

a) asset-based.

b) insurance–based.

c) unsecured lines of credit or “character loans.”

d) balance-sheet based.

Answer a
 (Commercial Finance Companies 
Page 475)
23. The loans of commercial finance companies to small businesses:

a) tend to be for less than a commercial bank but at a lower interest rate.

b) are offered based on the company’s balance sheet.

c) tend to be at a lower interest rate but are harder to get.

d) are in many of the same forms as commercial bank offers.

Answer d
 (Commercial Finance Companies 
Page 475)

24. Savings and loan associations typically specialize in loans for:

a) equipment.

b) inventory.

c) real property.

d) accounts receivable.

Answer c
 (Savings and Loan Associations 
Page 475)
25. A loan from a stockbroker, based on the stocks and bonds in the customer’s portfolio:

a) tends to be at a higher rate than a bank but easier to obtain.

b) can be “called” for payment in a matter of hours or days.

c) is for a maximum of $50,000.

d) has a fixed repayment schedule and must be paid within 90 days.

Answer b
 (Stock Brokerage Houses 
Page 476)

26. Insurance companies typically make two types of loans:

a) policy loans and mortgage loans.

b) asset-based, inventory and discounted accounts receivable.

c) short-term and policy loans.

d) mortgage loans and unsecured loans.

Answer a
 (Insurance Companies 
Page 476)

27. Entrepreneur Wally Wilton wants to build a colossal amusement park for kids of all ages.  Wilton will need $48 million to get the first phase of "Wally World" into operation.  Which of the following is the type of loan best suited for Wally?

a) An asset-based loan, based on inventory or accounts receivable

b) A mortgage loan from an insurance company

c) A credit union loan

d) A MESBIC loan

Answer b
 (Insurance Companies 
Page 476)

28. A/An _____ is a private nonprofit financial institution that will make small loans to its members for the purpose of starting a business.

a) SBIC

b) private placement

c) credit union

d) insurance company

Answer c
 (Credit Unions 
Page 477)

29. A popular form of debt financing with large companies, a sort of corporate “IOU,” which is becoming more accessible to a growing number of small companies is:

a) stockbroker-based loans.

b) bonds.

c) commercial bank loans.

d) SBICs.

Answer b
 (Bonds 
Page 477)

30. Small manufacturers (for example) needing money for fixed assets with long repayment schedules have access to an attractive, relatively inexpensive source of funds called:

a) zero-coupon bonds.

b) industrial development bonds (IDBs).

c) corporate bonds.

d) both a and c.

Answer b
 (Bonds 
Page 477)

31. A/An ___ is a hybrid between a conventional loan and a bond; at its heart it is a bond, but its terms are tailored to the borrower's individual needs, as a loan would be.

a) private placement

b) industrial revenue bond

c) 504 loan

d) zero coupon bond

Answer a
 (Private Placement 
Page 478)

32. The typical private placement of debt is characterized by:

a) a variable interest rate.

b) a maturity shorter than most bank loans.

c) more restrictions imposed on the borrower than with a comparable bank loan.

d) a spreading of risk by the selling of the debt to one or more small investors.

Answer d
 (Private Placement 
Page 478)

33. SBICs:

a) were chartered by the SBA to help start-up companies find private financing from commercial banks and finance companies.

b) provide short-term debt-based capital to small businesses through the sale of the debt to private investors.

c) cannot invest in or lend money to a business for more than five years.

d) were created by the Small Business Investment Act to use a combination of private and federal guaranteed debt to provide long-term capital to small businesses.

Answer d
 (Small Business Investment Companies (SBICs) 
Page 478)
34. Small Business Investment Companies (SBICs):

a) prefer to finance companies in later stages rather than "raw start-ups."

b) only provide long-term debt financing to small businesses.

c) cannot make their own investment decisions, which are controlled by the SBA.

d) loan money through debentures not requiring regular interest payments.

Answer a
 (Small Business Investment Companies (SBICs) 
Page 479)
35. SBICs may lend up to ____% of their private capital to a single client.

a) 10

b) 20

c) 30

d) 40

Answer b
 (Small Business Investment Companies (SBICs) 
Page 479)

36. SSBICs may lend up to ____% of their private capital to a single client.

a) 10

b) 20

c) 30

d) 40

Answer c
 (Small Business Investment Companies (SBICs) 
Page 479)

37. A ________ makes only intermediate and long-term SBA guaranteed loans. It specializes in loans many banks would not consider.

a) small business investment company

b) local development company

c) small business lending company

d) MESBIC

Answer c
 (Small Business Lending Companies (SBLCs) 
Page 479)
38. A federally-sponsored program which offers loan guarantees to create and expand businesses in areas with below-average income and high unemployment is called:

a) the Small Business Administration.

b) the Economic Development Administration.

c) SBIC.

d) the Farmers Home Administration.

Answer b
 (Economic Development Administration 
Page 481)

39. Grants to small businesses, made to strengthen the local economy in cities and towns that are considered economically distressed, are made by:

a) the Department of Housing and Urban Development.

b) a local development company.

c) the Farmers Home Administration.

d) the Economic Development Administration.

Answer a
 (Department of Housing and Urban Development 
Page 482)
40. The U.S. Department of Agriculture provides financial assistance to certain small businesses through the its Rural Business-Cooperative Service (RBS).  The RBS program is open to:

a) just farms.

b) urban businesses.

c) rural businesses.

d) all types of businesses.

Answer d
 (U.S. Department of Agriculture’s Rural Business-Cooperative Service 
Page 482)

41. This program was started to encourage small businesses that wanted to expand their research and development efforts. It has made over 36,000 awards in excess of $10 billion.

a) Small Business Technology Transfer Act

b) Local development companies

c) The SBA Capline program

d) Small Business Innovation Research Program

Answer d 
(Small Business Innovation Research Program 
Page 483)

42. Which of the following businesses would be eligible for an SBA loan?

a) A small computer manufacturer

b) A nonprofit business

c) A magazine publisher

d) A casino

Answer a
(Small Business Administration (SBA) 
Page 484)
43. When a bank makes enough good SBA-guaranteed loans to become a ________ lender, the SBA promises a faster turnaround time for the loan decision—typically 3 to 10 business days.

a) preferred

b) qualified

c) certified

d) LDC

Answer c
 (Small Business Administration (SBA) 
Page 484)  
44. When a bank proves the quality of its loan decisions to the SBA and becomes a ________ lender, the bank makes the final lending decision itself, subject to SBA review for the guarantee.

a) preferred

b) qualified

c) certified

d) LDC

Answer a
 (Small Business Administration (SBA) 
Page 484)
45. Which program is designed to help disadvantaged entrepreneurs such as those in rural areas, minorities, women, the disabled, those with low incomes, veterans, and others?

a) The Direct Loan Program.

b) Capline.

c) Immediate Participation Loan Program.

d) Prequalification Loan Program.

Answer d
 (Prequalification Loan Program 
Page 489)

46. The majority of loans provided by the SBA are:

a) direct.

b) preferred.

c) guaranteed.

d) immediate participation

Answer c
(Where Not to Seek Funds 
Page 494)

47. Within SBA program, __________, allows small businesses to use a simple one-page application for all loan applications.

a) Preferred

b) Low doc

c) Certified

d) 7(A) program

Answer b
 (Small Business Administration 
Page 484)

48. The average interest rates on SBA-guaranteed loans is:

a) prime-minus-2-percent.

b) 2 percent.

c) prime-plus-2-percent.

d) 7 percent.

Answer c
 (SBA Loan program 
Page 485)

49. _____ is designed to provide working capital to small exporters by providing loan guarantees of 90 percent of the loan amount up to $1.5 million.

a) A Capline program

b) A Section 504 loan

c) An LDC loan

d) An export working capital program

Answer d
 (Loans Involving International trade 

Page 487)

50. A Section 504 program has three types of lenders involved:

a) a local development company, the SBA, and a commercial finance company.

b) a bank, the SBA, and a certified development company.

c) the SBA, a private placement, and an SBIC.

d) HUD, a bank, and an economic development company.

Answer b
(Section 504 Certified Development Company Program

Page 488)
51. ______ were created by the SBA in 1992 to provide loans under $35,000 that are normally shunned by banks.

a) Microloans

b) Preferred loans

c) Seasonal line of credits

d) 8(a) program loans

Answer a
 (Microloans Program 

Page 489)

52. The _____ is designed to help minority-owned businesses get a fair share of federal government contracts.

a) microloan

b) preferred loan

c) seasonal line of credit

d) SBA's 8(a) Program

Answer d
(SBA’s 8(a) Program 

Page 490)

53. If a minority business owner is able to convince the SBA that his/her business meets the appropriate criteria, the SBA finds a federal agency needing work to be done and matches the minority small business and that agency. This program is 

a) a bootstrap program.

b) the 8(a) program.

c) the minority and women's prequalified program.

d) a Section 504 certified development company program.

Answer b
 (SBA’s 8(a)program 

Page 490)

54. A small business that uses factoring:

a) pledges its accounts receivable as collateral to obtain a loan from a financial institution.

b) relies on a third-party consultant to apply for SBA-guaranteed loans.

c) sells its accounts receivable to a third party to get the capital it needs.

d) borrows money from lenders by offering them the option to convert the loan into stock in the company.

Answer c
(Factoring Accounts Receivable 
Page 491)
55. Factoring:

a) is a more expensive method of financing than borrowing from a bank.

b) places the risk of uncollected accounts receivable on the small business owner.

c) is best used as a long-term source of capital.

d) is a type of trade credit.

Answer a
(Factoring Accounts Receivable 
Page 467)
56. Some of the reasons which small business owners should consider borrowing money are:

a) Gaining market share 

b) Refinancing existing debt

c) Taking advantage of cash discounts 

d) All of the above

Answer d
(Sources of Debt Capital 
Page 467)

57. Which of the following factors banks focus when lending money to a company:

a) Personal guarantee

b) Positive cash flow

c) Successful track record

d) All of the above

Answer d
(Sources of Debt Capital 
Page 467)

58. Typical short term loans are for:

a) Purchase of more inventory

b) Purchase of computers

c) Have positive cash to pay other debts

d) All of the above

Answer a
(Short Term Loans 
Page 468)

59. A line of credit means:

a) The company has access to unlimited funds

b) A line of credit is the same as long term loan

c) A line of credit remains active for ever

d) None of the above

Answer d
(Lines of Credit 
Page 469)

60. Which of the following retailers may use floor planning financing?

a) Car dealer

b) Shoe store

c) Carpet dealer and cleaning service

d) All of the above

Answer a
(Floor Planning 
Page 470)

61. Amortization schedule is:

a) A breakdown of the loan payment which includes the interest rate and number of years for the loan to be paid.

b) A breakdown of all fixed assets with their depreciation schedule

c) The company has to provide the bank as part of their financial statements

d) All of the above

Answer a
(Installment Loans 
Page 470)

62. A discounted installment contract is when

a) The bank uses if for fixed assets as collateral

b) The bank typically uses the accounts receivable by discounting it

c) It is a equity loan that has been discounted for installment payment

d) None of the above

Answer b
(Discounted Installment Contract 
Page 470)

63. Character loans typically require the following from the business owner:

a) Financial statements

b) Tax returns

c) Evaluations

d) None of the above

Answer d
(Character Loans 
Page 470)

64. Nonbank sources of debt financing could be based on:

a) Asset-based lenders

b) Inventory financing

c) Both a and b

d) None of the above

Answer c
(Nonbank Sources of Debt Financing 

Page 472)

65. Jones Manufacturing has been in business for 30 years.  About 3 years ago, the company spent about $2.5 million in upgrading / purchasing new equipment.  Currently, due to bad weather, the company is suffering cash flow problems and is not able to pay its expenses or inventory purchases.  One option for financing would be:

a) Inventory financing

b) Asset-based financing

c) Sell the business

d) All of the above

Answer b
(Asset-Based Lenders 

Page 472)

66. Typically, a minimum loan amount form Savings & Loan is:

a) $10,000 

b) $30,000

c) $50,000

d) $100,000

Answer c
(Savings and Loan Associations 
Page 475)

67. Convertible bonds are:
a) The can’t be converted to equity
b) Typically they pay a lower interest rate.

c) Typically they pay a higher interest rate. 

d) None of the above

Answer b
(Bonds 

Page 477)

True or False Questions

68. Generally speaking, all growing companies need to borrow money at some point.

Answer T
 (Introduction

Page 466)

69. A small business owner should avoid borrowing money when he/she see a downturn, in business or to refinance existing debt.

Answer F
 (Introduction

Page 466)

70. 47% of small business owners rely on banks as their source of start-up capital.

Answer F
 (Commercial Banks 

Page 467)

71. Commercial banks are lenders of last resort for small businesses.  

Answer F
 (Commercial Banks 

Page 467)

72. Banks focus on a small business’s ability to generate a positive cash flow when lending money.

Answer T
 (Commercial Banks 

Page 468)

73. Commercial banks are primarily lenders of short-term capital to small businesses.

Answer T
 (Short-Term Loans 
Page 468)

74. The common short-term loan is for one year, often repaid sooner, and repaid in one lump sum.

Answer T
(Short-Term Loans 
Page 468)  

75. A line of credit is usually secured by collateral.

Answer T
 (Lines of Credit 
Page 469)

76. A recent survey of small companies with lines of credit found that only 25% actually use them.

Answer F
 (Lines of Credit 
Page 469)

77. A boat retailer would most likely use a line of credit to finance the purchase of his inventory.

Answer F
 (Lines of Credit 
Page 469)

78. A business owner does not pay interest on a floor-planned item in inventory until it is sold.

Answer F
(Floor Planning 
Page 470)

79. Unsecured term loans typically involve very specific terms which may limit the owner's freedom to make financial decisions.

Answer T
 (Term Loans 

Page 470)
80. In an installment loan for equipment, the loan's amortization schedule would coincide with the equipment's useful life.

Answer T
 (Installment Loans 
Page 470)

81. Banks may make “character loans” when the small business is able to pledge installment contracts as collateral.

Answer F
(Character Loans 
Page 470)

82. It is important for the small business owner to stay in communication with his/her banker by visiting, sending customer mailings to him/her, and even sending samples of new products.

Answer T
(Character Loans 
Page 470)

83. Even companies whose financial statements are too weak to produce other types of loans can get asset-based loans.

Answer T
 (Asset-Based Lenders 

Page 472)

84. Typically, a commercial bank will lend a small business owner 100% of the value of accounts receivable pledged as collateral.

Answer F
(Floor Planning 
Page 470)

85. Inventory-only deals are the easiest form of asset-based financing to obtain because banks like to have “tangible” assets backing a loan.

Answer F
(Inventory Financing 

Page 473)

86. Asset-based financing is an efficient means of borrowing because the business only pays for the capital it actually needs and uses.

Answer T
(Asset-Based Lenders

Page 472)

87. Trade credit, while more difficult to obtain than bank financing, is a somewhat important source of financing to most established companies.

Answer F
(Trade Credit 

Page 474)

88. Start-up companies often use trade credit from suppliers to buy equipment and fixtures for their business.

Answer T
(Economic Development Administration (EDA) 
Page 481)

89. Commercial finance companies are willing to take more risks in making loans, but they also charge a higher interest rate.

Answer T
(Commercial Finance Companies 
Page 475)

90. The majority of the loans a commercial finance company makes are unsecured by collateral.

Answer F
 (Commercial Finance Companies 
Page 475)

91. Commercial finance companies offer many of the same types of loans as commercial banks, but they are willing to tolerate more risk in their loan portfolios.  

Answer T
(Commercial Finance Companies 
Page 475)

92. Savings and loan associations specialize in loans for the purchase of and for working capital.

Answer F
 (Savings and Loan Associations 
Page 475)

93. Loans from stockbrokers carry higher interest rates since the collateral—stocks and bonds in the borrower's portfolio—involve a high level of risk.

Answer F
 (Stock Brokerage Houses 
Page 476)

94. Loans from a stockbrokerage on the small business owner’s portfolio can be “called” to be paid within a matter of days or even hours.

Answer T
(Stock Brokerage Houses  
Page 476)

95. Insurance companies specialize in long-term loans.

Answer T
 (Insurance Companies)

96. Some credit unions are now extending personal loans to members, often without personal collateral, in order to start a business.

Answer T
(Credit Unions 
Page 477)

97. Credit unions are best known for making consumer and car loans.

Answer T
 (Credit Unions 
Page 477)
98. Bonds are corporate “IOUs.”

Answer T
(Bonds

Page 477)
99. Industrial revenue bonds are a relatively inexpensive source of funds for small manufacturers.

Answer T
 (Bonds

Page 477)

100. Private placement debt is a hybrid between a conventional loan and a bond.

Answer T
(Private Placements 
Page 478)

101. Because private investors are willing to take greater risks than banks, they are more willing to finance deals through private placements than are banks.

Answer T
(Private Placements 
Page 478)

102. SBICs are privately owned financial institutions that are licensed and regulated by the SBA.

Answer T
 (Small Business Lending Companies (SBLCs) 
Page 479)

103. Over the past 30 years, SBICs have provided over $13 billion in financing to some 80,000 small businesses.

Answer T
(Small Business Lending Companies (SBLCs) 
Page 479)

104. An SBIC can lend up to 40% of its private capital to a single client.

Answer F
 (Small Business Lending Companies (SBLCs) 
Page 479)

105. SBICs provide only debt financing to small businesses.

Answer F
(Small Business Lending Companies (SBLCs) 
Page 479)

106. Small Business Lending Companies (SBLCs) make only intermediate and long- term SBA-guaranteed loans.

Answer T
 (Small Business Lending Companies (SBLCs) 
Page 479)

107. The EDA makes low-interest loans to create new businesses in economically depressed areas with below-average incomes and high unemployment rates.

Answer T
(Economic Development Administration (EDA) 
Page 481)  

108. Urban Development Grants are used to construct buildings and plants for small businesses and have no ceilings or geographic limitations.

Answer T
(Department of Housing and Urban Development (HUD) 
Page 482)
109. The Farmers Home Administration only makes loans to small farms.  

Answer F
(U.S. Department of Agriculture’s Rural Business-Cooperative Service 
Page 482)
110. The Farmers Home Administration makes direct loans to small businesses meeting the rural area criteria in order to create nonfarm employment.

Answer F
 (U.S. Department of Agriculture’s Rural Business-Cooperative Service 
Page 482)
111. The Small Business Innovation Research Program was started by the National Science Foundation and spread to 10 other federal agencies with an annual budget in excess of $100 million.

Answer T
 (Small Business Innovation Research (SBIR) Program 
Page 483)

112. The Small Business Technology Transfer Act of 1992 supports the SBIR program by exploiting promising technological developments that come out of small businesses and funds and guides their practical application to the commercial world.

Answer F
 (Small Business Innovation Research (SBIR) Program 
Page 483)

113. Certified and preferred lenders make nearly 60% of all SBA-guaranteed loans.

Answer F
 (Small Business Administration 
Page 484)

114. An entrepreneur seeking an SBA loan guarantee can cut out a tremendous amount of time and paperwork by working with a bank that is either a certified or a preferred lender.  

Answer T
 (Small Business Administration 
Page 484)

115. The majority of loans provided by the SBA are direct.

Answer F
 (SBA Loan Programs 

Page 485)

116. The SBA's immediate participation loans are a mix of private and public funds, and the SBA is prohibited from financing more than 75% of the loan.

Answer T
 (SBA Loan Programs

Page 485)

117. The average SBA loan guarantee is $150,000 and has an average duration of seven years.

Answer F
 (SBA Loan Programs 

Page 485)

118. Approximately 75% of SBA-guaranteed loans go to small businesses start-ups.

Answer F
(SBA Loan Programs

Page 485)

119. SBA loans do not carry special deals or interest rates and typically are set at prime plus 2.25% for loans under seven years in length.

Answer T
 (SBA Loan Programs 

Page 485)

120. Three lenders play a role in every 504 loan: a bank, the SBA, and a certified development company (CDC).  

Answer T
(Section 504 Certified Development Company Program 
Page 488)

121. The SBA’s Section 504 program is designed to encourage small businesses to expand their facilities and to create jobs.

Answer T         (Section 504 Certified Development Company Program 
Page 488)

122. The Minority and Women's Prequalified Loan Program guarantees loans up to $250,000 to minorities and women if local commercial banks decline to lend to them.

Answer F
(Prequalified Loan Program 
Page 489)

123. In a factoring arrangement, the risk of uncollected accounts receivable falls on the small business owner.

Answer F
 (Factoring Accounts Receivable 
Page 491)

124. Leasing is an effective way to reduce long-term capital requirements for a small business.

Answer T
(Leasing 
Page 493)

125. Jerry Turner and Michael Clarke needed money to buy equipment and weren't able to get either trade credit or a bank loan because they had no assets and didn't have the cash for a down payment.

Answer T
 (Leasing 
Page 493)

126. Credit cards are a ready source of temporary financing that can carry a company through the start-up phase until it begins generating positive cash flow.

Answer T
(Credit Cards 

Page 493)

127. Bootstrap financing is only available to a select few small businesses that must first meet a wide variety of qualifications.

Answer F
(Internal Methods of Financing 
Page 491)

128. Revolving loan funds (RLFs) combine private and public funds to make loans to small businesses, often at below-market interest rates.

Answer T
(State and Local Loan Development Programs 
Page 490)

129. Capital Access Programs (CAPs) that are designed to encourage lending institutions to make loans to businesses that do not qualify for traditional financing.

Answer T
 (State and Local Loan Development Programs 
Page 490)

130. Disaster loans are made to small businesses devastated by some kind of financial or physical losses

Answer T
 (Disaster Loans 
Page 489)
131. When a lender becomes a certified lender, it makes the final lending decision itself, subject to SBA review.

Answer F
 (Small Business Administration 
Page 484)

132. International Trade Program is for small businesses that are engaging in international trade or are adversely affected by competition from imports.

Answer T
(Loans Involving International Trade 

Page 487)

133. The CAPLine Program offers short-term capital to growing companies needing to finance seasonal buildups in inventory or accounts receivable.

Answer T
 (The CAPLine Program

Page 487)

134. The Community Development Block Grants (CDBGs) are extended to cities and towns that, in turn, lend or grant money to entrepreneurs to start small businesses that will strengthen the local economy.

Answer T
(Department of Housing and Urban Development (HUD) 
Page 482)

135. The 8(a) Program is designed to help minority-owned businesses.
Answer T
(Disaster Loans 
Page 489)

136. CAPs are designed to encourage lending institutions to make loans to businesses that do not qualify for traditional financing. 

Answer T
(State and Local Development Programs 
Page 490)

137. Typically, factoring is less expensive than bank and commercial finance company loans
Answer F
(Factoring Accounts Receivable 
Page 491)

138. One advantage of leasing is that in most cases, it does not require any down payment.
Answer T
(Leasing 
Page 493)

139. Under a CAP, the bank and the borrower each pay an upfront fee (a portion of the loan amount) into a loan-loss reserve fund at the participating bank, and the state matches this amount.  

Answer T
(State and Local Development Programs 
Page 490)

140. The average microloan is for $25,500 with a maturity of 37 months (the maximum term is six years). 

Answer F
(Microloan Programs 

Page 489)

141. Section 504 deals provide short term financing for working capital and purchases of inventory merchandise.
Answer F
(Section 504 
Page 488)

142. Most SBIC loans are between $10,000 and $50, 0000 and the loan term is longer than most banks allow.  
Answer F
(Small Business Investment Companies 
Page 478)
Essay Questions

143. Under what circumstances should the small business owner consider borrowing money?

(Debt Financing 
Page 466)

144. Explain the role of commercial banks as source of debt capital for small businesses.  What types of financing are available from commercial banks?

(Commercial Banks 
Page 467)

145. What is asset-based borrowing?  Explain the two major types of asset-based borrowing, including the pros and cons of each type.

(Asset-based Financing 
Page 472)

146. What is trade credit? How is it different from or the same as loans from equipment suppliers?

(Trade Credit 

Page 474)

147. What role do commercial finance companies, savings and loan associations, stockbrokerages, and insurance companies play in providing debt-based loans to small businesses?

(Commercial Finance Companies, S & L Association, Stockbrokerage, and Insurance Companies 
Page 475)

148. What is an SBIC?  What is an SBLC? How important are they as sources of small business capital?  How does do they operate?

(Small Business Investment Companies 
Page 478)

149. How do the EDA and HUD lend money to small businesses?

(EDA and HUD 
Page 481)

150. What are local development companies and the small business innovation research programs? How do they help small businesses?

(Local Development Companies and The Small Business Innovation Research Programs  
Page 483)

151. Explain the different SBA loan programs. Explain how a typical SBA loan guarantee works.  What interest rates do such loans normally carry?

(Small Business Administration 
Page 484)

152. Explain how a small business can use factoring to raise funds. What are the advantages and dangers of this type of financing?

(Internal Method of Financing 
Page 491)
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