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• The Small Business Administration (SBA) supports small 
businesses financially and helps communities recover 
economically after disasters.

• America’s nearly 30 million small businesses create private 
sector jobs, employing more than half of the nation’s workforce.

• Securitized SBA loans can contribute to portfolio diversification 
and lower lending costs for institutions helping to finance growth 
of small businesses in their communities.

Update title, date and by line in the A-Master. Also make change to B and C Masters.
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The Small Business Administration (SBA) plays an important economic development 
role by lending money to small businesses, often described as our economy’s primary 
growth engine. 

America’s nearly 30 million small businesses create two out of every three net new 
private sector jobs and employ more than half of the nation’s workforce.1 Through 
capital support and business development programs, the SBA helps small businesses 
grow revenue and sustain jobs in their communities, in addition to supporting economic 
recovery following local disasters.

Small businesses historically have had less access to credit than large businesses.2 By 
securitizing SBA loans for investors, financial institutions can lower their lending costs, 
which can support expansion of their SBA lending activities. In addition, securitized SBA 
loans offer investors the chance to participate in the growth of SBA lending programs.

The SBA’s definition of small business varies somewhat among sectors and industries, 
typically based on numbers of employees and receipts.3 The definition is meant to help 
small businesses across sectors secure SBA loans, win contracts with the government, 
and access general tools that can help them compete against larger corporations.

While the definition may vary, the role of small businesses in America’s economy is 
substantial. Goldman Sachs, in its 2019 report, The Voice of Small Business in America, 
cited the SBA’s Office of Advocacy when it reported, “Small businesses comprise 99% of 
all employer firms and employ nearly half of the American workforce.”

Securitized bonds can be meaningful diversifiers in a fixed income portfolio. Largely 
comprised of asset-backed securities (ABS) and mortgage-backed securities (MBS), 
securitized bonds are created by pooling a group of financial assets and then selling slices 
of them to investors, thereby providing exposure to a variety of the underlying assets. 

Securitization frees up a financial institution’s regulatory capital − the assets that 
banks are required to hold by their financial regulators to remain solvent. In addition, 
securitization can offer issuers higher credit ratings and lower borrowing costs.

MBS can be backed by either residential or commercial mortgages. ABS are backed by 
non-mortgage-related financial assets, such as auto loans, student loans and credit card 
receivables. Securitized SBA loans are another less-well-known form of securitized assets. 

Securitized SBA loans in the market can take three main forms:

Small Businesses Are a 
Force in the American 
Economy.

THREE MAIN FORMS OF 
SECURITIZED SBA LOANS

SBA 7(a) Pools
SBA Development Company 

Participation Certificates 
(DCPCs)

SBIC Debentures

These are SBA 7(a) loans 
that have been aggregated, 
with the guaranteed 
portions of the loans sold 
in the secondary market. 
They include floating-rate 
loans of 5-year to 25-
year maturities that reset 
monthly or quarterly.

SBA unsecured loans that are 
securitized into pools and trade 
under the “SBAP” ticker on 
Bloomberg. They are guaranteed 
with the full faith and credit of the 
government. They are available 
in 10-year and 20-year fixed-rate 
maturities, with proceeds to be 
used for fixed asset projects 
such as purchasing machinery, 
constructing or renovating 
facilities, and purchasing or 
improving land.

The Small Business Investment 
Company Program offers 10-
year fixed-rate non-amortizing 
loans that can be used for a 
variety of purposes, including 
operating capital, business 
acquisition, and research and 
development or marketing.

Securitized Loans Are a Key 
Segment of the Bond Market
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An active secondary market for securitized SBA loans means that lenders can 
consistently sell the guaranteed portion of a SBA loan, increasing a lender’s liquidity 
position and enabling more loans issuance. 

All three types of securitized SBA loans are structured as single-class, pass through 
certificates, so all loans have the same place in the cash flow waterfall. In other words, 
there are no tranches that would create a senior or subordinated form of debt.

Aside from fixed vs floating rate and maturity tenors, the key differences between 
different SBA bonds are liquidity and the embedded prepayment protection features 
built into the bonds. The DCPC’s for example have a prepayment penalty feature that is 
passed along to the investor whereas the others do not have this same protection. The 
DCPC’s are the largest and most liquid among the three programs and have a regular 
primary issuance calendar slot every month. The others tend to issue smaller, more 
one-off deals in the market.

Through securitization, certain risks in the underlying securities are mitigated by the 
pooling of these assets. Additionally, in a fixed-income portfolio that is focused on either 
corporate or other government debt, including ABS and MBS issues, securitized SBA 
loans may offer a distinct and complementary source of yield and risk. That can provide a 
degree of diversification through relatively low correlation with these other assets.

At Breckinridge, we seek to build diversified, customized bond portfolios that can 
counterbalance riskier assets in periods of economic distress and uncertainty. When 
appropriate, we will consider securitized SBA loans for client portfolios.  

In conclusion, we believe securitized SBA loans can diversify portfolios, offering an 
additional source of government-guaranteed yields.

BENEFITS AND RISKS OF 
SECURITIZED SBA LOANS*

The benefits include:
• A U.S. government guarantee, which effectively means there is minimal credit risk.
• Diversification within a securitized portfolio as SBA prepayments have less of a correlation to 

underlying interest rates relative to traditional MBS. 

The risks include: 
• Prepayment risk – An increase in principal prepayments could cause a drop in an 

investment’s realized return. 
• Market risk – A variety of factors, including changes in supply and demand for these and 

similar fixed income products could cause prices and yields to fluctuate.
• Liquidity risk – Because SBA pools are a relatively small segment of the fixed income market, 

a limited number of broker-dealers make a market in these securities. A period of lower 
liquidity could lead to wider bid/ask spreads.

*These are some, not all, of the benefits and risks associated with securitized SBA loans. The 
degree of benefits and risks can also vary significantly depending on the type of SBA loan.

Conclusion: Securitized 
SBA Loans Could Add 
Value to Many Portfolios
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FOOTNOTES:
1. SBA Reimagined: Powering the American Dream, Small Business Administration FY 2018-2022 Strategic Plan.
2. The Federal Reserve Bank of San Francisco, https://www.frbsf.org/economic-research/publications/economic-letter/2011/july/securitization-small-business/. July 2011.
3. U.S. Small Business Administration, https://www.sba.gov/document/support--table-size-standards, 2019.

DISCLAIMER: This material has been prepared for investment professional and institutional use. The content is current as of the time of writing or as designated within the 
material. All information is subject to change without notice. No assurances can be made that any estimates, target or projection will be accurate or prove to be profitable; actual 
results may differ substantially.
Some security or issuers may have been included for illustrative and example purposes. They are not intended to represent current, past or future holdings in client accounts. 
None of the content should be construed as a solicitation or offer of Breckinridge services or products or as legal, tax or investment advice. Securitized SBA loans may not be 
suitable for every investor. Careful evaluation of an investor’s needs, goals and risk profile is needed before making any decisions. All investments involve risks, including the 
loss of principal. 
Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable but does not guarantee its accuracy or 
completeness. 
Separate accounts may not be suitable for all investors. While Breckinridge believes the assessment of ESG criteria can improve overall credit risk analysis, there is no guarantee 
that integrating ESG analysis will improve risk-adjusted returns or lower portfolio volatility over any specific time period.
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