
W
hen the U.S. Small Business  
Administration debuted its  
vehicle inventory loan program 
for dealers in the summer of 
2009, the federal agency called 

the president of Magnum Finance Inc. to gauge 
his interest in it. At the time, the SBA’s program, 
dubbed the Dealer Floorplan Pilot(DFP),  
provided 75% government-guaranteed loans to 
finance as much as $2 million of titled inventory.

Dennis Craig, president of the Acme, Mich.-
based subprime financing source, recalls pointing 
out that the program’s weakness lied with its 
requirement for lenders to want to underwrite the 
government-backed loans. For many unfamiliar 
with financing floorplans, that willingness is  
limited, as many newbies lack the capacity to 
audit dealers monthly.

“Banks have to be comfortable with that type of 
loan,” Craig says. 

One man’s opinion turned out to be the  
majority’s stance.

Despite dealers’ cries for floorplan loan financiers 
amid the recession, the SBA’s DFP program, 
which expired last September, met with little 
demand. In its 15 month lifespan, the agency 
approved roughly 75 loans, totaling some $75 
million dollars, says SBA Spokesman Michael 
Stamler. Insiders blamed its loan limit, lender apathy, 
red tape, and inefficient marketing as four reasons 
why the product failed to solicit stronger results.

“It’s the equation of big banks not doing it,  
small banks not having expertise, and no banks 
taking on risk,” Scott Gorden, principal in  
charge of dealerships at LarsonAllen LLP, told 
GreenLight magazine.  

Despite the expired pilot’s limited success, the 
SBA is gearing up to launch a DFP sequel as 
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required by a new law. Indeed, the Small Business 
Jobs Act, which President Barack Obama signed 
into law in September, mandates, among many 
things, that a second, revised DFP program launch. 

The biggest and best change is that the loan cap 
has more than doubled. Rather than a $2 million 
limit, dealers will be allowed to take out as much as 
$5 million, and consequently, Stamler estimates 
that roughly 5,700 more dealerships are eligible 
for the new loan. 

“The $5 million cap will help,” says Bill Thompson, 
president and founder of consultancy, Cardinal 
Points Network LLC. “When you increase the 
cap, it becomes impactful for banks that want to 
take advantage of it.” 

Plus, the second DFP program has a longer shelf 
life. Rather than running for one year only, the 
program will grant lenders more than two years 
time to increase their portfolios’ profitability, 
Thompson explains. Indeed, the law mandates 
the DFP run through September 2013. The SBA 
expects all DFP regulations to be released in  
February, with the program going public in  
March 2011.

Another perk of the soon-to-launch program is 
that it lets dealers with 200 or fewer employees 
qualify for loans, while the initial program only 
permitted dealerships with less than $29 million 
in average annual receipts to apply. The  
“generous” change will allow for greater  
eligibility, notes Doug Greenhaus, a director of 
the National Automobile Dealers Association.

And this time around, more lenders are interested.

HOT STUFF
“It’s fair to say there’s more interest and  
conversation than there was for the first program,” 
Greenhaus says. “Two years ago, somebody in 
floorplan couldn’t spell SBA and the SBA couldn’t 
spell ‘floorplan.’ Now, banks are paying attention 
and coming to meetings. This time, there’s a 
little more push.”

That even includes helping to design the program.
Indeed, the SBA hosted a mid-November meeting 
to discuss curtailment policies, collateral  
monitoring procedures, and fees typically 
charged to administer floorplan funding. Per 
that conversation, the SBA’s target audience is 
not every U.S. financial institution, but rather, 
players involved in “significant” floorplan books 
of business, says Greenhaus, who attended the 
meeting. From that early talk, Greenhaus says 
it seems like the SBA may offer those lenders a 
special treat. “It appears they want to establish 
an express loan-type program that will reduce 
historical approval burdens that lenders would 
otherwise face,” he says.

The SBA plans to solicit further input from  
interested parties before hammering out the rest 
of the DFP program’s regulations.

TOO LITTLE, TOO LATE?
Despite the financial improvements, some 
wonder whether it’s too late for another go at the 
DFP. In other words, will lenders participate and 
will dealers apply?

“You have to remember that the universe of  
folks that the program is designed for are people 
who can’t get floorplan financing in the normal 
marketplace,” Greenhaus says, adding that  
lenders remain capitally constrained even today. 
Plus, another barrier to success lies with banks’ 
silo-like layouts. Large national lenders typically 
have separate small business and floorplan 
divisions, points out Greenhaus. And though he 
maintains lenders are in better positions to lend 
in general, hundreds of dealerships have gone 
out of business over the past two years.

“There may not be nearly the demand there was,” 
Greenhaus says, but there is a population of  
dealers who desire more flooring options.

Becky Hillig, an owner of Long Prairie, Minn.-
based Hillig Auto Center, is one such dealer.  
Although Hillig says there is funding out there, 
with the criteria banks and credit unions require 
of their dealer partners, the loans are not  
usable. One problem? Hillig says many regional 
floorplans will only allow dealers to floor vehicles 
at the average NADA trade-in price, while most 
vehicles selling at auction supersede those  
estimates by $1,000 or $2,000.

“It’s almost like you have to make a down  
payment,” Hillig says. “We just changed what we 
buy to fit into the criteria.”

Hillig says hers is a small shop, with 30 to 40 
cars — worth $200,000 to $300,000 — on the lot. 
To stock that inventory, her dealership relies on a 
credit union floorplan loan, “which has tightened 
up its criteria,” she says. For example, the lender 
mandates the dealer not buy anything older than 
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10 years, while in better days, her flooring financier 
let her buy whatever she wished. Plus, credit 
unions have different lending guidelines than 
banks, and can only loan certain percentages to 
businesses. “Credit unions can’t loan as much,” 
she says. “We found that out later.”

Because of this, and what she knows about the 
DFP program, Hillig believes the program is a 
good idea overall.

“Bankers would feel secure,” Hillig says. The 
caveat, though, is that lenders might try to avoid 
additional government scrutiny to their already 
heavily regulated financial practices.

Hillig is not the only one harboring concerns. 
Magnum Finance’s Craig, for another, says the 
new program seems to have the same problem 
as before, namely, why should lenders participate 
in it?

Thompson, meanwhile, ponders whether banks 
will provide lending to people to whom they  
don’t provide lending to today. “I’m cautiously 
optimistic that a couple will, but on a really  
limited basis,” he says.

That limited basis has to do with familiarity. For 
those not well-versed in financing inventory, they 
would have to build the infrastructure to handle 
the line of credit, which could become cost- 
prohibitive, he explains. The DFP can baffle  
dealers, too. The first program, for example, 
required dealers to provide lenders with monthly 
statements, in addition to monthly audits. For 
franchise dealerships, that requirement is simple, 
but as the program is targeted more toward 
smaller dealerships, the mandate becomes  
arduous. “A lot of guys work from their  
checkbooks,” Thompson says.

Regardless of outcome, continuing to market the 
program is essential to spark interest in it.

“It’s fair to say we have to advertise to the lending 
community,” says NADA’s Greenhaus. “The job 
doesn’t stop when the program is published in 
the Federal Register.” 
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