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Executive Summary

Why this Playbook?

The Racial Equity Lens (REL) Fund Playbook is a blueprint for anyone
interested in replacing the traditional approach to lending with a new,
more equitable vision that increases access to financial products

for BIPOC small business owners. It gives you the tools to plan and
deliver products that enable these communities to start and scale
their businesses against a more fair lending landscape.

Background

Racial economic equity deals with the systemic barriers that create
gaps in income, jobs, loan access, housing and wealth among different
racial groups. The economic crisis caused by COVID-19 saw Black and
Brown communities experience hardship on many levels. Small business
owners were hit particularly hard, as they struggled to access the capital
needed to keep their doors open after the March 2020 shutdown.

The government’s Paycheck Protection Program (PPP) was created to
assist small businesses and nonprofits during the COVID-19 pandemic.
During the first round of PPP, in April 2020, the majority of the S349
billion allocated for these forgivable loans was quickly absorbed by
very large employers and businesses.
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In response, community development financial institutions (CDFls)
acted swiftly to provide unprecedented financial support to BIPOC-
owned small businesses who would have otherwise been excluded
from federal relief funding.

During this period, the US. also saw the rise of a dramatic social
movement, sparked by the murder of George Floyd. In addition to outrage
over police violence, the protests highlighted structural racial inequalities
that were further exacerbated by the pandemic’s disproportionate toll

on the health and financial well-being of communities of color.

Collaboration for change

In the spring of 2021, 1/ California-based community organizations
gathered to collectively address some of the urgent problems facing
small businesses at the peak of the economic crisis.

The California Small Business Coalition for Racial Justice

(“the Coalition”) is a state-wide coalition of small business lenders,
policy organizations and technical assistance (TA) providers. Initially
funded by a $11m grant from The California Endowment to Coalition
member Self-Help Federal Credit Union, we seek ways to expand
access to capital and other resources for small businesses of color.

About the Coalition @
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https://www.sba.gov/funding-programs/loans/covid-19-relief-options/paycheck-protection-program
https://casbcrj.org
https://www.calendow.org
https://www.self-helpfcu.org
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A new approach to lending

The Coalition created a subcommittee to explore and test racially just
underwriting principles through rethinking the traditional methods of
credit evaluation and how we think about risk. We assessed each of
the existing 5Cs of credit — capacity, capital, collateral, conditions and
character - to identify areas where a lending rule, process or practice
exists to further the racial wealth divide.

In response, we developed “The New Cs of Credit” — an alternative
system to evaluate creditworthiness with a racial justice lens based
on character, commitment, conditions and capacity.

The New 4Cs of Credit @

To put this into action, the Coalition launched the Racial Equity Lens
Fund. Four of our members received $100,000 each in grant funding,
enabling them to lend more to BIPOC-owned small businesses using
this new 4Cs model.

The Racial Equity Lens Fund @

Through another subcommittee, the Coalition also created a policy
playbook to provide members — and other organizations — with a toolkit
to discuss racial equity and social justice with funders, banks and
policymakers. Launched in 2022, the playbook lays the groundwork

for a shared understanding of the racial wealth gap and the current
situation for BIPOC-owned small businesses in California.

Read: Racial Economic Equity In Small Business Funding: A Playbook @



https://cameonetwork.org/wp-content/uploads/2022/06/Coalition-Policy-Playbook-1.pdf
https://cameonetwork.org/wp-content/uploads/2022/06/Coalition-Policy-Playbook-1.pdf

About the Coalition

Today, the California Small Business Coalition for Racial Justice
(“the Coalition”) is a collaboration of 20 community development
lenders and nonprofits throughout California who have expertise in:

e Working with small businesses — especially those run by Black
and Brown entrepreneurs

® Businesses that serve low-income, low-wealth communities
in California

Originally convened by national community development finance
institution Self-Help Federal Credit Union, the Coalition is now hosted
by San Francisco-based Mission Economic Development Agency
(MEDA). Our members include community-oriented lenders, small
business technical assistance providers, community-based anchor
institutions, and organizations leading racial justice initiatives.
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The Coalition’s mission is to:

e |dentify barriers facing Black and Brown entrepreneurs
and small businesses

Expand access to capital, including by partnering with other
efforts in California

Document learnings regarding how to restructure risk

Engage in policy discussions at municipal and state levels
to lay the foundation for structural change in the community
development lending system

Racially Just Underwriting Committee

This subcommittee was created to explore and test racially just
underwriting principles by rethinking traditional methods of credit
evaluation and risk. It reviewed existing underwriting guidelines (the
BCs) to identify where a lending rule, process or practice furthers the
racial wealth divide. Its response was The New 4Cs of Credit, which
evaluates credit worthiness through a racial justice lens.

The subcommittee developed a public-facing summary describing
the guidelines, which it began testing through the REL pilot program.

Resources @

For further information, visit the Coalition website: www.casbcrj.org/ é



https://self-help.org
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https://medasf.org
https://casbcrj.org
https://casbcrj.org

About this Playbook

Who is it for?

® Anyone involved in the process of funding
a CDFl loan, including:

O

@)

O

@)

O

CDFls

Banks

Policy advocates
Funders/investors

Business consulting practitioners.

® Anyone exploring the creation, support or funding
of new loan programs in their communities
that align with our work of providing access
to equitable financial products to BIPOC small
business owners.
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How can it help you?

This Playbook shares our Racial Equity Lens (REL)
underwriting principles and explains how they break
from the traditional 5Cs of credit. It also presents
Coalition members’ different pilot programs that
follow our model of the 4Cs of credit.

The learning from our lenders will help to:

e Guide other lenders across the US. who are
interested in replicating and/or adopting aspects
of our 4Cs of credit for their own programing

e Demonstrate how this approach can be adapted
to specific communities and financing needs

e Show lenders of all types that this approach
can work regardless of community, type of loan
product and geography.

<Previous page Next page—>




Unity 1n action transforms
adversity Into opportunity.
This coalition has powerfully
demonstrated this principle
by championing Black and
Brown small business owners
during unprecedented
economic challenges.

Annalisa Robles, The California Endowment




®

52.5% of California small businesses
are owned by a Hispanic or a racial
minority

©

There are 4.1

million small
businesses in
California

©
119 CDFlIs in California

Sources: US. Small Business Administration @ ; McKinsey & Company @
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California’s small businesses employ
almost 50% of the state’s workforce

u
Y
o

If Black- and Latino-owned business
ownership matched their share of

the population and their business
revenues matched those of their peers,
GDP would increase by $4 trillion

AR A ARAA]



https://advocacy.sba.gov/wp-content/uploads/2023/11/2023-Small-Business-Economic-Profile-CA.pdf
https://www.self-help.org/docs/default-source/PDFs/confronting-racial-inequity-in-small-business-lending.pdf?sfvrsn=2
https://www.mckinsey.com/featured-insights/diversity-and-inclusion/underestimated-start-up-founders-the-untapped-opportunity#
https://www.self-help.org/docs/default-source/PDFs/confronting-racial-inequity-in-small-business-lending.pdf?sfvrsn=2

Challenges for BIPOC Business Owners

From slavery to Jim Crow laws to redlining, BIPOC communities
have been subject to systemic racism and discrimination for
centuries. This has had a profound impact on their ability to
thrive economically.

Access to capital is the biggest challenge for BIPOC businesses.
According to the Federal Reserve, BIPOC entrepreneurs are denied
loans at nearly twice the rate of white business owners.

Here are some of the reasons why:

e [raditional financial institutions have created systems and
underwriting criteria that don’t meet the needs of BIPOC
entrepreneurs wanting to start, sustain or grow their business.

® The predatory lending industry has targeted BIPOC businesses,
with more accessible but much higher-interest loans than
traditional lenders offer.

e BIPOC small business owners may encounter racial bias,
discrimination or cultural ignorance, which can influence
their progress and opportunities.

e Networking and mentorship opportunities are essential
components of any small business owner’s journey but
sometimes challenging for BIPOC entrepreneurs due to
the lack of role models, mentors and social networks.

Community-Based Lending using a Racial Equity Lens approach <Previous page

Truth in Lending Legislation

California’s Truth in Lending Act is the first of its kind in the country,
with the state leading the way to ensure that small business
borrowers have more transparency and clearer information when
considering online and alternative financing options. A broad
coalition of more than 60 private sector and nonprofit organizations
worked together to support this legislation, which sets clear and
consistent disclosure standards that provide small business owners
with better transparency during the loan process and was passed
by overwhelming bi-partisan support.

To stay true to the Act, the Coalition members have agreed that
all financing offered will disclose the following:

Total amount of financing

Total cost of financing i.e. processing fees
Term length of repayment

Frequency and amount of payments
Pre-payment policies

Annualized interest rate

Next page~> 9



https://leginfo.legislature.ca.gov/faces/billTextClient.xhtml?bill_id=201720180SB1235
https://www.federalreserve.gov/publications/2017-september-availability-of-credit-to-small-businesses.htm
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The New
4Cs of Credit

Our Coalition has assessed the traditional “6Cs

of Credit” (capacity, capital, collateral, conditions
and character) with a critical racial justice lens.

We wanted to understand how each of these 5Cs
negatively affect BIPOC communities seeking loans

For example, traditional credit evaluation favors
borrowers with money in the bank or a proven credit
history. But this does not consider the systemic tools
of racism such as redlining and predatory lending
that have historically served to keep capital out of
the hands of BIPOC businesses in the U.S.

The Coalition’s New 4Cs aims to demonstrate
the borrower's creditworthiness through more
community-centric methods of analysis. This
is then paired with extensive, high quality and
mandatory technical assistance tailored to
each borrower.

10



Here’s what our New 4Cs look like:

Commitment:
“| Am Dedicated & Actively Involved”

® Receive technical assistance
by lender and/or partner
organization, once per quarter

e No Uniform Commercial
Code (UCC) filings

e No capital injection requirements

e Alternative methods eg.:

o Provide proof of attendance
to industry-specific
workshops or training,
years in business etc.

o Full-time and part-time
engagement in business.
Do not discriminate against
part-time engagement.

Source: The Power of Coalition Building: Confronting Racial Inequity in Small Business Lending @

Conditions:
“Flexibility”

e Elements that lenders have
control over with flexibility

o Seasonal repayment
structure, if applicable to
business. Quarterly technical
assistance, to evaluate
progress and repayment

o bto 9 percentinterest rate

e Term: Up to 120 months,
determined by lender

e Pre-closing conditions may be
required on a case-by-case
approach

Community-Based Lending using a Racial Equity Lens approach
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Character:
“Asset-Framing Approach”

® Holistic credit evaluation:

o Payment history — rent, utilities,

phone, suppliers, vendors

o FEvaluate credit reports
and NOT credit scores

e Relationship with the community:

o Character references and
accountability in community

e [ocus on the borrower's
strengths, while evaluating
challenges/weaknesses
presented

o Personal investment in
business, sales record,
resilience, creativity, etc.

e Intangible factors:

o Responsiveness during the
loan packaging process.

Next page~>
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Capacity:
“Global Cashflow Analysis”

® Measure capacity via historic

business and personal tax returns,
financial statements and projections
(if available), and/or monthly bank
statements

e Consider global household income.

Debt Coverage Ratio (DCR) Standard
is 1.25, flexible is 0.9

e Bank statement analysis, of both

personal and business accounts,
to include for cash

o Evaluate unreported cash and
to be formally documented via
deposits in a bank account and
to appear on bank statements
and on taxes in future year filings.

e Debt Coverage Ratio (DCR)

Projected: 1.0

1


https://www.self-help.org/docs/default-source/PDFs/confronting-racial-inequity-in-small-business-lending.pdf?sfvrsn=2
https://www.self-help.org/docs/default-source/PDFs/confronting-racial-inequity-in-small-business-lending.pdf?sfvrsn=2

"

We're here as allies for
those who've been left out
by the financial system,
using what we know and
have to fight inequality.

California Small Business Coalition for Racial Justice
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The Racial Equity Lens (REL) Loan Program

To support mission-driven lenders to test the As a result of the collective support, each Coalition
“New Cs of Credit” model, we created the Racial grant recipient is able to disburse S450,000 in loan
Equity Lens Fund. capital fully backed by guarantees. It was important
N that the grants were made to organizations that
Four Qoalltlon members were awarded $100,000 could commit to using our New Cs of Credit focusing _ -
sach |.n g.rant funding: $90,000 was qsed by each on BIPOC communities, and that this grant would _-" -
orgamzaﬂon as loan loss reserves tp increase allow the organizations to offer a new loan product .-
lending to BIPOC-owned small businesses, and while taking on more “perceived risk” in their lending. S -

up to $10,000 was allocated as operating capital.

Each of the four Coalition members provided at
least a $45,000 loan loss reserve commitment

from their own funds. We also engaged with the
California Infrastructure and Economic Development
Bank to provide an additional state loan guarantee
for loans made by grant recipients. We use
California Southern Small Business Development
Corporation's 80% guarantee program.

—
-
—
-
—-—
—
—
____—
-
— - - - -
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https://www.ibank.ca.gov
https://www.ibank.ca.gov
https://casouth.com
https://casouth.com
https://casouth.com
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Eligible borrowers

e T[raditionally underinvested in for-profit BIPOC-owned business

e Borrowers who were denied a loan by the lending organization
in the past

e SSN & ITIN holders

LLoan size

e Microloans from S5,000 to S50,000

Interest rates

e Varying interests from 5-9% at the time of funding

Project/business types

@ Existing businesses
e New businesses (< 2 years old)

e Pre-revenue start-ups

Use of funds

Examples include:

e \Working capital

Inventory

Machinery, FFE (furniture, fixtures, equipment)

Eligible business debt refinance

Tenant improvements (with lease)

Next page~>
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Businesses funded Total cities
128 loans | «neamea 50

Fund d °q11° BIPOC- d
arlll(lll/osr aclﬁgll;?l‘;ged $5 o 9 Mllllon businessg:ne 75 %

Average loan size Women-owned 0]
16,644 | o 56%

Repayment rate 0) .
98% .

Arcata Economic Development Corporation, AmPac Business Capital, California Capital Financial Development Corporation,
California FarmLink, Inclusive Action for the City, Mission Economic Development Agency

Figures correct as of June 12, 2024
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Demographics: Loan by Type of Industry
. Latino/Latina 51.6% Restaurant/Food Service 27%
White 18.0% @ Other 25%
Black/African American 10.9% ‘ Retail 15%
. Asian 7.0% Multiple Sectors 9%
Southeast Asian 3.9% ‘ Family Child Care Providers 8%
. Multi-Racial 3.1% Janitorial/Maintenance 7%
European 2.3% Stylist/Cosmetology 5%
@ American Indian or Alaska Native 1.6% ® Agriculture 4%
Not Disclosed 0.8%
@ Other 0.8%
Q Comparison of Start-ups vs. Established businesses

O Native Hawaiian or Other Pacific Islander 0.0%

Types of Businesses:
. LLC 46% . Start-up business . Established business
@ Sole-Proprietor 4% - T T ==
-

Corporation 11% AN .7

Partnership 1% A
@ Other 1% L

~ -

Community-Based Lending using a Racial Equity Lens approach <Previous page  Next page—> 16




Lender Spotlight 1

AmPac Business Capital

Founded: 2005

LLocation: Ontario, California

REL loans to date: 26

www.ampac.com @ ampm

Profile:

AmPac Business Capital is the country’s first faith-based Small
Business Administration (SBA) lender, serving small businesses
throughout the State of California and targeting under-represented
groups in the Inland Empire region of southern California. Products
include the SBA 504 loan program which offers small businesses
competitive interest rates, long repayment terms, and lock-down
payments for buying owner-occupied commercial real estate.

It also offers a community lending program to help start-up small
businesses to scale. A Community Development Financial Institution
(CDFI) since 2017, its focus is on providing loans of $5000 - $350,000
for small businesses to finance start-up costs, working capital,
equipment, inventory and other business growth needs.

Community-Based Lending using a Racial Equity Lens approach <Previous page
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Approach:

AmPac Business Capital does not treat the REL loan program
as a separate model; it is part of its flagship program.

Commitment:

The AmPac Business Capital’'s Entrepreneur Ecosystem (ABCEE)

is a key part of the lender’'s New Cs support, offering 12-18 months
of in-person training including coaching, mentoring, curriculum and
events. This technical assistance has included train-the-trainer events
for Black- and Latino-focused partner organizations. A mobile app
allows businesses to access business resources 24-/.

Conditions:

It has established a down payment assistance program to help
Black-owned businesses to purchase their own commercial real
estate. It also set up a loan program aimed at Black and Latino
borrowers that offers reduced interest rates at each loan anniversary
for three years, in return for consistent repayments and training
program attendance.

17



https://ampac.com/
https://ampac.com/

Learning:

Strong business support and training is at the center of AmPac’s
Business Capital’'s approach. Its Entrepreneur Ecosystem offers
in-person and hybrid options so small businesses can access
support how they want.

It has established a Memoranda of Understanding with several key
SBA partners in the region to ensure small businesses can access
their support through the training center or the mobile app.

<Previous page
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Case study: Cayno Inc.

Cayno Inc. owner Duane Cayno met with AmPac about the
possibility of buying a property for Auction Liquidators, his car
distribution company. With equity in the bank, several years in
business and a commitment to accessing technical assistance,
Duane was given a SBA 504 loan to purchase a new facility. This
has enabled the company to expand. Sales growth is predicted
to almost triple with this expansion.

Says Duane: “The down payment assistance program was like
dynamite to me because they loaned me the money for the property
and | didn't have to make a payment until a year later.”

Duane adds that people assume they won't qualify for a loan but
that it’s possible if they have some equity and strong support from
their lender.

He says: “The growth of the business is more than | ever imagined.
| own a couple of locations and we're getting ready to go nationwide
in a couple of months’”

Next page—>



Lender Spotlight 2

California Capital Financial Development Corporation

Founded: 1982

LLocation: Sacramento, California

REL loans to date: 25

www.cacapital.org @

,roe
oe °® CaliforniaCapital
'.':' Financaal Development L‘MDU'\I[.‘:P\

Profile:

California Capital Financial Development Corporation provides
capital and business development services to underserved and
underbanked communities across Northern California and the
Central Valley. Since 2014, it has — as a Department of Defense
APEX Accelerator — provided training and technical assistance for
small businesses that sell their products and services to federal,
state and/or local governments. It is an SBA-designated Women’s

Business Center and in 2022 launched the Sacramento Valley SBDC,

serving four counties in Northern California.

Community-Based Lending using a Racial Equity Lens approach <Previous page

Certified as a CDFl in 2002, California Capital’s financial products
include small business loans up to $150,000 for expansion, working
capital and equipment, and a microloan program of up to $50,000
for start-ups and bridge financing. Its service delivery model targets
known barriers to equity — access to skills development, access to
business networks, and access to capital. Business development
support includes industry-specific training for Very Small Businesses
(VSBs) like childcare, restaurants and barber/beauty shops, and a
strong focus on financial education.

Approach:

California Capital first approached the REL program by developing
its Risk Rating Matrix, improving its ability to assess where potential
risks to portfolio may arise, and creating the ability to identify
criteria for underwriting and post-loan TA. It also considered the
role of intake in the loan process as potential barriers to entry and
developed an online application process that was intended to be
more accessible. It established data points to assess the intake
and underwriting process.

Next page~> 19
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Commitment: Conditions:

Working with its Women’s Business Center, the lender engaged
entrepreneurs and small businesses through monthly “Motivated
Entrepreneur” networking events and a pitch competition on

The lender has introduced interest-only payments for initial months,
structured loan fees into the loan, and has sought to develop new
. _ ’ loan products with lower interest and fees. It capped its interest rate
Del Paso Boulevard, one of its partner business corridors. Four at 975% in 2023. In December 2023, it launched a Revolving Loan

participants in this program received loans in 2023. The lending Fund through the support of the City of Lodi, enabling it to make
team also worked with the SBDC, meeting business advisors no-fees loans at 5% interest to very small businesses in Lodi.

and other SBDC directors to share information about its lending
programs and criteria, establishing relationships for client referrals Capacity:

and coordination of services. Global cash flow, accounting for varied income sources and financial

Character: obligations, is considered to accurately assess repayment capacity.

_ , _ o _ . Previously weighed as b0% of its risk rating analysis, in 2024, this
California Capital offers a holistic credit evaluation to understand why has been adjusted to 40% in favor of emphasizing other factors as
a credit score might be lower due to understandable circumstances. part of the REL.

Community involvement, industry experience, personal investment
into the business, partnerships and/or mentorships, and motivation
are all considered. Analysis extends beyond the borrower's
immediate financial situation to consider broader economic and
industry conditions affecting their life or business, and other external
pressures such as a history of incarceration or a past bankruptcy.

— o - e = = = e o
e — e e o
- —
- —
— o
_—
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Learning:

As part of the State Small Business Credit Initiative (SSBCI), it will
offer a financial, legal and accounting TA program that builds on

lessons learned in the REL program. This will give critical support
to borrowers who are near loan-ready, and have a post-loan TA

service integrated with SBDC and WBC advising.

Top tips:

e Deep community engagement: Work closely with local leaders
and organizations to tailor your program to the community's
specific needs. Ensure that counselors and trainers fit with
the culture and speak the language of the audience. |dentify
community liaisons (preferably established CBOs) who can
help facilitate access and/or provide ‘wrap-around’ services
e.g. translation/interpretation, outreach, transportation etc.

e Provide strong TA: Whether in-house or through partnerships,
emphasize one-on-one counseling/TA services. Prioritize both
pre- and post-loan TA, leveraging additional resources and
referral networks to facilitate business growth and network
expansion

e® Foster peer-to-peer mentorship: Create the space for informal
mentorships from within your business networks — e.g. cohort-
based training and recurring networking events

e Highlight successes: Share stories to inspire potential borrowers,
demonstrate the program's potential for transformative impact,
and help your clients’ businesses gain exposure

Community-Based Lending using a Racial Equity Lens approach <Previous page
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Case study: The Lux Barber Lounge

After completing barber school in New York, Ron Burt returned to
Sacramento with the vision of opening a high-end barber shop in

a prime location. Knowing that he would need a loan to make this
possible, Ron attended WBC’s Motivated Entrepreneurs meet-up

to find out how to access business funding. There, he learned about
the holistic approach of California Capital’s no-cost services, and
decided to work with WBC business counselor Prashante Bailey-
Lewis to prepare his loan application.

“Prashante told me she had experience in the beauty industry, so it
was kind of a perfect match in terms of mentoring and counseling,”
Ron explains. “I had a business plan, but she helped me tweak it,
make it better and also write financial projections.”

With this guidance, Ron put together a comprehensive loan
application and was approved for funding in late 2023. He used the
funds to secure a lease in the heart of Midtown, Sacramento, and
to purchase state-of-the-art equipment to complete the build-out.

The Lux Barber Lounge officially opened its doors in November
2023. That year, Ron was also hamed a finalist of the Motivated
Entrepreneurs Small Business Showcase pitch competition.

21




Lender Spotlight 3

California FarmLink

Founded: 1999

Location: Sacramento & Aptos, California

REL loans to date: 5

www.californiafarmlink.org @ % CALIFORNIA
9 NEZFARMLINK

Profile:

California FarmLink supports farmers, ranchers and fishers who
have limited access to financial resources due to length of time

iNn business, language barriers and lack of traditional credit history.
Its programs center communities of color across more than 35
California counties through fair financing, business education and
support for owning or managing agricultural land.

Over half of FarmLink’s borrower clients are Latino farmers who
require small, flexibly structured loans to cover seasonal cash flow
constraints and unexpected costs due to extreme weather.

Community-Based Lending using a Racial Equity Lens approach <Previous page

A CDFI since 2013, FarmLink provides operating, infrastructure and
farm mortgage loans. Programs include a 0% microenterprise and
small business “developmental” lending program, and it manages
the California Ocean Protection Council’s California Fisheries Fund.
For borrowers without a social security number (“ITIN borrower”),
it established a facility with impact investors that provides a 90%
first-loss guarantee for loans.

FarmLink’s Land Access and Business (LAB) program provides

pre- and post-loan technical assistance and education courses.

Its flagship educational programs — the Resilerator and El Resilerador
— are 10-week long, cohort-based programs serving farmers with

at least two years of experience managing their own operation.
Asset and equity growth management, succession planning and
resilience self-assessment are among the topics covered.

Certified as a CDFl in 2002, California Capital’s financial products
include small business loans up to $150,000 for expansion, working
capital and equipment, and a microloan program of up to $50,000
for start-ups and bridge financing. Its service delivery model targets
known barriers to equity — access to skills development, access to
business networks, and access to capital. Business development
support includes a strong focus on financial education.

Next page~> 22
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Approach:

The Making Access to Capital Happen (MATCH) loan program is

a partnership between FarmLink and the Fresno Asian Business
Institute and Resource Center (ABIRC), a community-based business
technical assistance organization primarily serving Southeast Asian
and Hmong communities in the San Joaquin Valley of California.

The program provides microloans of $5,000 or $10,000 to support
the operation of a small farm. By applying the REL approach, this
program streamlines underwriting, includes flexibility in repayment
schedule, and alternative eligibility based on commitments to
participate in periodic technical assistance and cohort-based training.

While FarmLink reviews all 5Cs of credit, for this loan product the
primary factors for approval follow the New Cs of Credit:

Commitment:

Participation in ABIRC’s cohort-based business training and
individualized assistance. No discrimination against owners who
operate their business part-time.

Character:

FarmLink takes a holistic approach to assess borrower character to
ensure that context is taken into account if they have little, no or poor
credit history.

It also looks at other ways they “show up” in their community that
demonstrate they are honest, reliable, and have a support network.

Community-Based Lending using a Racial Equity Lens approach <Previous page

Conditions:

FarmLink uses conditions as factors it can control which help

to mitigate potential challenges that the borrower may face. For
instance, it can amortize a loan according to the borrower’s projected
cash flow, rather than a straight principal and interest amortization
schedule. In addition, the lender requires the borrower to meet

1-on-1 with an ABIRC business counselor at least once a quarter

to establish open lines of communication, provide the opportunity to
discuss challenges and opportunities, and encourage preventive and
proactive behaviors.,

Capacity:

FarmLink takes a global approach to assessing capacity, to include
household income (not just business income), utilization of projections
in certain cases (not necessarily requiring historical debt service
capacity), and incorporation of undocumented sources of income,
with support to begin to document them in the future.
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Learning:

The first challenge and win was designing the MATCH product with
ABIRC, who knows their community well and what loan structures
will work for them. It took many months of communication back and
forth to develop relationships between the staff in each organization,
and to land on the final loan program structure.

Having closed the first five loans, a couple of borrowers will likely need
their payment plans restructured, pushing the partners to consider
additional repayment options. Another challenge is overcoming

the perception that it is easier to do without the funds than to take
steps to formalize the business and qualify for a loan.

Success strategies:

e Creation of an intentional loan program and product for a specific
underserved community of farmers

e Partnering with an organization deeply engaged with this
community, with cultural and language competencies for these
SE Asian farmers

e Fixed loan amounts of $5,000 or $10,000 simplified the program
and met business development needs of community farmers

e Loan Loss Reserve (LLR) provided by grant funds helps to
manage risk

e Strong pre- and post-loan TA to develop/improve practices that
will lead to goal achievement
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Case study: Karan Songiaroenkun, Song Farm

Farmer Karan Songiaroenkun grows mostly Asian specialty crops at two
farms in the Fresno area: a two-and-a-quarter acre lease in Sanger and
a four-acre lease in Selma from his sister and brother-in-law. Song Farm’s
highest revenue crops are sugar cane and daikon radish but his other 14
include purple yam, mustard greens and bok choy. He has one consistent
wholesale buyer, four additional periodic or on-demand wholesale
relationships, and four regular direct market buyers.

Karan’s main business goals are to develop more consistent wholesale
relationships and to increase sales revenue in order to eventually purchase
10 acres of farmland in the Central Valley. Although the business is just
three years old, Songiaroenkun has nine years of farming experience.

He is also investing over $8,000 of his own money into the operation this
year. His $10,000 one-year operating loan had a 2% fee, 0% interest and
four equal quarterly principal repayments.

A key success was the creation of a business plan, which includes a
SWOT analysis, a sales and marketing plan (including social media),

an operational plan, and a financial plan. Karan’s mandatory business
workshops have included financial record keeping, financial literacy and
business planning. FarmLink and ABIRC co—planned the curriculum,
conducted by ABIRC staff in Hmong, or presented by FarmLink staff
and interpreted by ABIRC colleagues.

Based on last year’s success, Karan anticipates adding one part-time
employee this season.
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Lender Spotlight 4

Mission Economic Development Agency

Founded: 1973

LLocation: San Francisco, California

REL loans to date: 41

,
www.medasforg @ Smeda

Profile:

Fondo Adelante is the in-house Community Development Financial
Institution (CDFI) of the Mission Economic Development Agency
(MEDA), established in 1973 in San Francisco's Mission District.

The organization supports the Bay Area’s Latino community, for
whom language barriers and immigration status can be obstacles
to accessing traditional loans. Little or no credit history also means
Latino small businesses may lack a strong profile if assessed using
the traditional 5Cs of credit.
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Certified as a CDFI in 201/, Fondo Adelante offers loans from
$5,000 to $100,000 to start-ups, growing and established
businesses. The small business loans can support start-up
expenses, supplies/inventory, equipment, lease improvements,
vehicles, business acquisition, business debt consolidation and
working capital.

The lender’s business development program provides business
coaching and technical assistance to borrowers across the nine Bay
Area counties: Alameda, Contra Costa, Marin, Napa, San Francisco,
San Mateo, Santa Clara, Solano and Sonoma.

Approach:

Fondo Adelante’s REL loan program is a second-look loan product
where, if the applicant is declined by its third-party underwriter for

a traditional loan, the applicant can be reassessed if they meet the
New Cs of Credit criteria. This is done by the REL Credit Committee,
which includes the Vice President of Fondo Adelante, Fondo Adelante
CDFI Controller/Chief Financial Officer and Loan Servicing Manager.
MEDA's Associate Director of Business Development is present in
the conversation by providing feedback on the proposed loan, but
will not be able to vote on a decision.
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Since August 2022, Fondo Adelante has deployed 41 REL loans, Learning:
with an average loan amount of around $25,000. The top three

industries supported are restaurants, family childcare providers During the initial stage of the pilot program, the REL loan

and janitorial companies. Borrowers are 100% low-income, 85% approvals were done by the Vice President of Fondo Adelante.

Latino-owned businesses, 36% ITIN holder-owned borrowers After a few months, the CDF realized the benefit of getting a

and 58% wormen-owned businesses. different perspective in the approval process. The REL Credit
Committee allowed Fondo Adelante to obtain diverse opinions

Fondo Adelante’s REL loan program follows the New Cs of Crediit: from different lending experts. While the REL Credit Committee
meetings are helpful for discussing small businesses within the

Commitment: New Cs of Credit criteria, the lender is exploring ways to scale up

the REL loan program. One approach is to partner with business

Contract agreement to receive technical assistance by lender technical assistance providers in the Bay Area.

and/or partner organization (once per quarter)

Fondo Adelante is currently developing a REL Credit Rubric that will

Character: showcase the REL New Cs of Credit. Expected by the end of 2024,

Holistic credit evaluation and character references/accountability this flexible rubric will be a template for other CDFIs willing to adopt

in the community the REL model in their respective communities. It will have a universal
scoring system that will enable lenders to better understand the

Conditions: community impact of the business and the risk factors lenders

Flexible repayment structure usually review.

Capacity:

Debt Coverage Ratio (DCR) of 0.9 (Historical) or 1.0 (Projected) @

—
—
= =
-
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To increase the success of the REL program,
other tips include:

e Establish a REL credit committee (if possible)

e Partner with organizations that specialize in business development
e Obtain access to guarantee programs (if possible)

e Provide technical assistance support during the loan's duration

e Explore potential grant opportunities (when available)

® Business coach/workshops.

Community-Based Lending using a Racial Equity Lens approach
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Case study: Flor de Oaxaca

The hardships induced by the COVID-19 pandemic inspired an immigrant
mother to take the leap into entrepreneurship in order to provide for her
family. “I had to be my own boss. | clung to the idea of opening my own
business,” explains Nayeli Bustamante, proprietor of Flor de Oaxaca, a San
Francisco business specializing in products from Oaxaca, Mexico.

Nayeli established Flor de Oaxaca in 2023 following years working in
restaurants and retail. “| started looking for guidance to start the process,
like how to make a business plan, obtain operating permits,” says Nayeli.
“You can have experience as an employee, but it’s very different to be an
owner and manage a business”

During her quest, Nayeli reached out to the business development team
at Fondo Adelante. She enrolled in courses on how to start a business and
digital tools to enhance management and marketing.

The final hurdle for Nayeli was to secure additional capital to launch her
business. Unfortunately, prior to partnering with Fondo Adelante, Nayeli, like
many Latinos, fell victim to predatory lending practices. However, through
the CDFI, Nayeli was able to refinance her loan and access operating
capital for her business. This significantly reduced her monthly obligations.
The pivotal support for Nayeli came through the REL Fund, which gave her
an interest rate aligned with her business plan. Importantly, it also shielded
her from further exposure to predatory lending practices.

“Once the requirements are met, it’s a simple process, in addition to
receiving crucial assistance in Spanish,” says Nayeli.
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Lender Spotlight 5

Inclusive Action for the City

Founded: 2008

Location: Los Angeles

REL loans to date: 17

www.inclusiveaction.org @ INCLUSIVE
ACTION

FOR THE CITY

Profile:

Inclusive Action for the City (IAC) responds to the needs of low-to-
moderate income, BIPOC and immigrant entrepreneurs and small
businesses in Los Angeles County. Inspired by its advocacy work

to recognize and legalize street vendors, IAC set up the Semia Fund
(Seed Fund) in 2016. This microloan program provides low-interest
loans to unbanked or underbanked business owners who might
otherwise resort to predatory lenders. Loans are paired with tailored
business coaching to foster longevity for small businesses.

Approach:

To try out the New Cs of Credit, IAC decided to use them in two of
its most “risky” loan products. “Cultivate” is its young entrepreneur
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program that supports formerly foster/ justice system-involved,
LGBTQ+ and low-income youth aged 18 to 30 with a 1% business
loan of between $500-$15,000. Raices is its small dollar program,
which aims to be an alternative to predatory loans and offers
$500-$2,500.

Character:

IAC doesn’t have a minimum credit score to apply. It asks for
personal rent and utility payments as a way to access credit
histories. Applicants have 11 support throughout the application
process. This allows loan officers to gain the applicant’s trust; in
turn, applicants are more willing to share more details about their
businesses. This tactic is critical when working with applicants with
little in the way of documentation, such as cash-based businesses.

Conditions:

Depending on the loan, IAC can choose to deploy the loan on
multiple disbursements. This option allows it to ensure appropriate
use of funds and establish some payment history. For servicing, it
offers borrowers the option to make cash, Zelle and ACH payments.
Borrowers are also able to modify payment dates for convenience.
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Capacity:

IAC underwriting considers global household income, including
government benefits, income from family members who live in the
household, and income from other jobs/businesses. All borrowers
are assigned a business coach who will support them through the
term of their loan.

Learning:

To support applicants, IAC uses a high-touch approach that is very
staff-intensive and requires funding. It has also been challenging to
find support for the Cultivate program since it is considered risky.
IAC was fortunate to find a funder — Self-Help for Loan Loss Reserve
— who recognized their vision and gave them

a grant to support the program.

Top tips:

e Staff is key: Do you have the appropriate staff to fill the needs
of the community you are servicing?

® language and experience working with community members
is essential

e Fundraise capital for loan loss reserve. This will calm the nerves
of board members and possible grantors

e Follow-ups with borrowers are key. If there’s a deferment period,
do you have the processes in place to continue communication
with the borrower during that time?

e What TA will be necessary in the future”? Connecting borrowers with
the appropriate resources can be a good way to build a deeper
relationship with borrowers and increase their responsiveness.
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Case study: SoyHood

Leslie Campos Cristobal is the owner of SoyHood, a streetwear brand
and social enterprise focused on storytelling, wellness and creative
development for Black and Brown youth in Los Angeles. She dreamt

of taking her business to the next level but lacked access to the capital
or resources she needed.

Leslie’s participation in the inaugural Cultivate group provided her with
tailored one-to-one coaching and a cohort-based program, which enabled
her to learn from and collaborate with peers. She also gained access to
other business resources, such as legal support. After four months in the
program, Leslie felt ready to pursue her first business loan, which she used
to fund the production of her first shirt collection and the development

of her Shopify e-commerce site. She also upgraded her phone, which
allowed her to take high-quality photos and easily produce brand content
to support her pop-up events.

When Leslie applied for the loan, she had limited credit history. There were
no installment accounts with the exception of her student loans, and only
one revolving account that was closed. Her perfect loan repayment has
helped increase her credit score and confidence in her ability to meet
credit obligations. She recently opened a business bank account and

a credit card for small expenses she can pay off each month.

Leslie credits the Cultivate program and its microloan for not only jump
starting her business but providing her with the education, resources
and community support to continue to grow.
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Next Steps

The Coalition believes that the data collected through
this program will demonstrate that more racially equitable
underwriting criteria can be used successfully with low
borrower default.

Our expectation is that this pilot program will continue
building the case for shifting toward a more racially-just
paradigm to allow capital to reach more BIPOC small
business owners across California.

Community-Based Lending using a Racial Equity Lens approach

Here are some specific goals for stakeholders:

O CDFI Lenders: Feel empowered to launch their own
REL loan programs in their communities following our
underwriting principles, and increase partnerships and
collaboration among community lenders

O Investors/Banks: Feel confident to trust our REL
underwriting model and increase their investment in
the sector, as our model’s success is backed with data.

O Policymakers: Advocate toward changing the
policies around the use of bCs of Credit for all loans/
types of lending
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Resources

Coalition members

Access Plus Capital

Accessity
Accion Opportunity Fund

AmPac Business Capital

Arcata Economic Development Corporation

California Capital Financial Development Corporation

California Farm Link

California Association for Micro Enterprise Opportunity

CDC Small Business Finance

El Pajaro Community Development Corporation

Fresno Area Hispanic Foundation

Fresno Metro Black Chamber of Commerce

Inclusive Action For The City

La Cocina
LISC LA

Main Street Launch

MicroEnterprise Collaborative of Inland Southern California

Mission Economic Development Agency/Fondo Adelante

Rise Economy
Self-Help Federal Credit Union

For more information, visit the Coalition website: www.casbcrj.org @

Other organizations

California Asian Pacific Chamber of Commerce

California Black Chamber of Commerce

California Hispanic Chambers of Commerce
California SBDC
GO-Biz

Small Business Majority

Further reading

Racial Economic Equity in Small Business Funding:
A Playbook

The Power of Coalition Building: Confronting Racial

Inequity in Small Business Lending

||
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