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The Business and Industry (B&I) Guaranteed Loan Program  

• The United States Department of Agriculture Business and Industry Loan Guaranty 
Program has been an important economic development financing tool for rural 
America.  

• The Business and Industry Guaranteed Loan Program is a loan guarantee program 
designed to assist credit-worthy rural businesses obtain needed credit for most any 
legal business purpose and to improve the economic and environmental climate in 
rural communities. 

• Under the American Recovery and Reinvestment Act of 2009, over $1.6 billion was 
authorized for the Loan Guaranty Program. 

• Generally range from $200,000 to $5 million, with an average size of about $3 
million. No minimum loan amount, but loans cannot generally exceed $10 million 
without an exception.  

 
 



The Business and Industry (B&I) Guaranteed Loan Program  

What are the benefits to the borrower?  
 
• Better pricing and terms  
• Loans must be fully amortized, without calls or balloon repayment structures.  
• Longer terms can reduce additional loan fees that may be incurred in the 

future on shorter term loans or balloon loans.  
• There is an active secondary market for the guaranteed portion of loans. Many 

buyers of guaranteed loans under the Small Business Administration (SBA) will 
also buy the guaranteed portion of USDA loans. 



The Business and Industry (B&I) Guaranteed Loan Program  

What types of businesses are eligible? 
 
• Businesses with facilities located in rural areas that save or create jobs.  
• Most types of businesses are eligible, including those engaged in the 

manufacturing, wholesale, retail and service industries.  
• Eligible entities include partnerships, individuals, cooperatives, for-profit and 

nonprofit corporations, including publicly traded companies, Tribal groups, or 
public bodies.  

• Local economic development organizations and non-owner occupied facilities 
such as retail facilities may be considered.  



The Business and Industry (B&I) Guaranteed Loan Program  

What are eligible uses of loan funds? 
 
• Loan proceeds may be used for essentially any business purposes, including 

but not limited to the following:  
 

– Business acquisitions, construction, conversion, expansion, repair, modernization 
and development.  

– Purchase equipment, machinery, and supplies.  
– Start up costs and working capital.  
– Debt refinancing under certain conditions. 



New Markets Tax Credits – Rural Investments 

• Between 2003 and 2011, an estimated $3.5 billion in New Markets Tax Credit 
(“NMTC”) financing was provided to over 600 rural businesses.1 

• These investments created over 47,000 full‐time jobs and 20,000 construction 
jobs.1  

• In 2015, nearly 25% of total NMTC investments were located in rural areas.2 
• Rural communities are a continued focus of many Community Development 

Entities (“CDEs”) in an attempt to utilize NMTCs to serve as a catalyst for 
economic growth and create job opportunities in these severely underserved 
areas.  

1 “NMTC 2014 Progress Report,” New Markets Tax Credit Coalition (2015) 
2 “NMTC 2015 Progress Report,” New Markets Tax Credit Coalition (2016) 
 



B&I & the NMTC Program  



B&I & the NMTC Program  

On June 3, 2016, the USDA published final regulations that, among other 
changes, permit loans guaranteed by the USDA to be used for New Markets Tax 
Credits (“NMTC”) projects. The clear goal of the NMTC Provisions is to permit loans 
guaranteed by the Loan Guaranty Program to be used for two purposes:  

1. To make an equity investment (“Equity Investment”) in a qualified active 
low-income community business (“QALICB”); and 

2. To make a leverage loan (“Leverage Loan”) to an investment fund which 
in turn makes a qualified equity investment in a community 
development entity (“CDE”) or its subsidiary (“sub-CDE”). 

 



B&I & the NMTC Program  

Equity Investments 
Although equity investments are relatively rare in practice, under the NMTC 
Provisions, a CDE or sub-CDE lender is permitted to have an ownership interest in 
the borrower (which is generally prohibited under the Loan Guaranty Program) 
provided that the following conditions are met: 

 
• The lender does not have a pre-existing ownership interest in the borrower; 
• The lender does not take a controlling interest in the borrower and the lender’s 

ownership interest in the borrower is under 20 percent; and 
• The lender provides a USDA-approved plan to address what occurs to the 

lender’s equity interest in the project after the seven-year NMTC recapture 
period expires.1 
 



B&I & the NMTC Program  

Equity Investments 
 

As intended, these rules permit CDEs and sub-CDE’s participating in the Loan 
Guaranty Program to make an equity investment in a QALICB.  

 
1 See 7 C.F.R. § 4279.116(a)(2) 



B&I & the NMTC Program  

Leverage Loan 
The NMTC Provisions are also intended to permit a Leverage Loan to be guaranteed by 
the Loan Guaranty Program. This intent is made clear in the preamble to the 
regulations, which state in pertinent part that the Final Regulations: “has been 
expanded to include a lender’s leveraged loan to accommodate the mechanics of the 
NMTC program.”1 
 

Although the caption to the regulation refers to “Loan guarantees for the leveraged 
lender,” suggesting the rule is intended to apply to a loan made by a leverage lender to 
a leverage fund, the regulation itself indicates that the rule applies “when the eligible 
borrower is a sub-CDE,”2 not when the borrower is a leverage fund. Sub-CDEs normally 
are capitalized solely by equity investments, and therefore would not be borrowers. 
 

1 81 Fed. Reg. at 35990 
2 See 7 C.F.R. § 4279.116(b) 



Community Health Care Facility 
  
Sponsor is attempting to finance a community 
health care facility in a low-income rural 
census tract, which will provide critical health 
services to the low-income population. There 
are $10MM of eligible project costs. A 
Community Development Entity has agreed to 
sub-allocate $10MM of New Markets Tax 
Credit Allocation. The USDA Guaranteed Loan 
underwrites to $6.7MM, leaving a financing 
gap to be filled by the New Markets Tax 
Credits of $3.3MM. 
 The new ruling provides a very powerful tool to use the USDA Loan to leverage the NMTC 
Allocation. 



Project Costs are $10MM and the USDA Loan 
cannot be leveraged under the old rules, so there 
are not enough proceeds to complete the Project. 
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How NMTC Leverage Works 

 
Step 1. The Tax Credits are Monetized 
 
• The New Markets Tax Credits are “worth” 39% of the NMTC Allocation over a 7-year 
period and are valued on a price per credit basis. 
• Example - 39% of $10MM of NMTCs that are sold at $.85 equal a gross subsidy of 
approximately $3,300,000. 
 
 
 
 
• In order to “leverage” the credits, the USDA Guaranteed Loan must be pooled with the 
monetized tax credit equity. Some clarification of the recent regulation may be required. 
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Step 2. The Loan Proceeds are Pooled with NMTC Equity 
 

• The Pooling Entity has $10MM to make a Qualified Equity 
Investment (“QEI”) which allows the Investor to take the NMTCs. 

 
 
 
 
 
 

* Note: There is now $3,300,000 more than if the USDA Guaranteed Loan was not leveraged. 
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Step 3. The Sub-CDE Makes 2 Loans 
 

• The “A Loan” is a pass-through loan which can be traced to the Leverage 
Loan. 
 
 
 
 
 
 
 
 
 
 
 

• The “A Loan” has substantially similar terms to the Leverage Loan to the Pooling Entity. 
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• The “B Loan” is the tax credit loan which provides capital to fill the 
gap. 

• Provides credit support for the “A Loan”. 
• Typically stays permanently in the Project when the transaction is 

unwound at  the end of the 7-year regulatory compliance period. 

 

*Example is simplified to exclude fees and costs attributable to transaction. 
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Community Health Care Facility 
 
 
 
 
 
 
 
 
 
 

• $3,300,000 of New Markets Tax Credit capital is injected into the Project. 
 

The health care facility is successfully financed and constructed. 
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