
Mercanti le Commercial  Capi tal 
LLC of  Florida, which special izes in 
Smal l  Business Administration 504 
loans, of ten touts the fact that i t is not 
a bank. But eager for cheap deposi ts 
to fund i ts growth, the privately held 
lender is applying to become one.

Christopher Hurn, the six-year-old 
lenderÕs president and chief  execu-
tive, concedes that wi th this move he 
might have to tone down his cri ti -
cism of  banks, but he said l i ttle else 
is l ikely to change at the Al tamonte 
Springs company, which would retain 
i ts name as a division of  the proposed 
Emergent National  Bank.

ÒAm I  going to have to moder-
ate my antibank stance? Probably. I 
canÕt continue to slam what wi l l  be 
my brethren,Ó Mr. Hurn said. ÒWi l l  I 
occasional ly have to wear a jacket? 
Probably. But I  donÕt anticipate hav-
ing to wear a tie.Ó

Mr. Hurn said he has sof t commit-
ments for about $26 mi l l ion of  the 
$37 mi l l ion he aims to raise. A private 
offering is expected to get under way 
this month.

Ken Thomas, a bank consul tant and 
economist based in Miami, said the 
early interest f rom investors is prom-
ising. ÒRight now anything over $25 

mi l l ion is good,Ó he said.

Regulators are l ikely to look favor-
ably on Mercanti leÕs niche in 504 
loans, which are considered Òsocial ly 
desi rableÓ and general ly qual i fy for 
communi ty development credi t, Mr. 
Thomas said. But how much that 
would help i t get i ts charter approved 
l ikely would depend on how much of 
i ts lending volume would be in 504 
loans af ter i t became a bank.

With a 504 loan the borrower puts 
10% down, a lender f inances 50%, 
and the remaining 40%, guaranteed 
by the SBA, comes f rom a certi f ied 
development company. The develop-
ment company then sel ls i ts portion of 
the loan on the secondary market.

The 504 loan is speci f ical ly for 
buying, bui lding, or refurbishing 
f ixed assets such as land, bui ldings, 
or equipment.

Mike Stamler, an SBA spokesman, 
said the more popular 7(a) loan pro-
gram is simpler than the 504 one and 
can be used for vi rtual ly any business 
purpose. He said the 504 loans make 
up less than 15% of  SBA lending each 
year.

Mercanti le sel ls most of  the loans 
i t originates into the secondary 

market, relying more heavi ly on fee 
income than spreads for i ts prof i t. Mr. 
Hurn said i t expects to continue doing 
so even as a bank.

One thing that would change for 
Mercanti le is access to deposi ts, 
which Mr. Hurn said would shave 
about 200 or 300 basis points f rom i ts 
cost of  funds.

Though he was reluctant to be 
more speci f ic, Mr. Hurn said Mer-
canti le borrows around prime and has 
four warehouse l ines of  credi t wi th 
$31.5 mi l l ion avai lable.

ÒWeÕre a very prof i table insti tution 
now, but when we can uti l ize deposi ts 
to fund our loans versus commercial 
l ines of  credi t, our cost of  funds drops 
dramatical ly,Ó he said.

The bank would have about $20 
mi l l ion of  assets starting out and Mr. 
Hurn said he would expect i t to break 
even i ts f i rst year.

Chet Fenimore, a managing partner 
at the law f i rm Hunton &  Wi l l iams 
LLP in Austin, said the Mercanti le 
assets would give the bank an advan-
tage over other start-ups. Gathering 
deposi ts wi l l  not be so easy, he said.

ÒThatÕs been more of  a chal lenge 
for al l  banks, but in particular de no-
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vos, is how they are capturing those 
deposi ts,Ó Mr. Fenimore said.

Mr. Hurn said Mercanti le, which 
has closed loans in 30 states, has 
worked wi th about 125 businesses in 
the Orlando area to f inance the 504 
loans and hopes to attract them as 
banking customers.

He al ready has a bank headquar-
ters bui lding in Winter Park, Fla., 
that also would be EmergentÕs f i rst 
branch.

The goal  is to have f ive branches 
wi thin three years, but Mr. Hurn said 
he expects that by using technology 
such as remote deposi t capture, Emer-
gent would not need a lot of  expen-
sive branches.

John Matheny, the di rector of  sales 
and marketing for the consul ting 
f i rm Brintech Inc. in Austin, said the 
strategy may work for business own-
ers who can do most of  thei r banking 
electronical ly.

But many retai l  businesses make 
dai ly trips to the bank to get change 
and make deposi ts. ÒThe convenience 
of  a location near them is extraordi -
nari ly important to those people,Ó he 
said.

Mr. Hurn, who started Mercanti le 
wi th Geoff  Longstaff , i ts chai rman, 
said the 504 program had become 
popular on the West Coast but was l i t-
tle known or used on the East Coast.

Ini tial ly thei r idea of  focusing on 
504 loans had few bel ievers. ÒEv-
erybody thought we were out of  our 
minds,Ó Mr. Hurn said. ÒUsual ly they 
would walk away laughing: ÔYouÕre 
going to do one product and i tÕs a 
government product? YouÕre just ask-
ing for fai lure.Õ Qui te the contrary 
occurred. WeÕve had tremendous 
growth.Ó

As of  midyear Mercanti leÕs loan 
volume had increased 12% from a 
year earl ier, wi th revenue up 10% and 
prof i ts up 5%, according to Mr. Hurn, 
who would not disclose speci f ic dol -

lar f igures.

Last year Mercanti le made Inc.Õs 
l ist of  the fastest-growing privately 
held companies by revenue growth, 
ranking 245th out of  500. The maga-
zine pegged i ts cumulative revenue 
growth f rom 2003 through 2006 at 
951%.

Mr. Hurn, formerly a commercial 
lender wi th GE Capi tal  Corp. and 
Hel ler Financial  Inc., said he be-
l ieves more business owners would 
opt for 504 loans i f  more were aware 
of  them. He claims that commercial 
loan off icers at banks favor 7(a) loans 
because they are less work and pay 
better commissions.

ÒI know most people want to think 
of  thei r bank as a trusted adviser, but 
sometimes a trusted adviser wonÕt al -
ways give you the straight scoop, and 
thatÕs unfortunate,Ó he said.

Mr. Hurn appl ied for a national 
bank charter in March, and though he 
original ly aimed to open Emergent by 
yearend, the opening is more l ikely 
to happen next spring. Mr. Hurn said 
regulators have been so swamped 
wi th problem banks that the review 
process for new ones is taking longer, 
and they are scrutinizing an unusual 
model  in this case.

ÒWeÕve got to do some extra 
explaining, because theyÕre just not 

used to this kind of  a structure,Ó Mr. 
Hurn said.

Mr. Hurn said becoming a bank is 
Òa natural  progressionÓ for Mercanti le 
and that i t has the right leadership to 
make the move work: Mr. Longstaff 
has been a bank president four times, 
most recently at Fi rst Mercanti le Na-
tional  Bank in Orlando, which sold to 
Regions Financial  Corp. in 1998.

Robert Coleman, edi tor of  the 
Coleman Report, a newsletter for SBA 
lenders, said Mercanti le has thrived 
because Mr. Hurn is an effective 
marketer of  504 loans, even posting 
videos on YouTube.

ÒIf  he appl ies his marketing ap-
proach that he has wi th Mercanti le to 
the bank, heÕl l  be hugely successful ,Ó 
Mr. Coleman said. !


