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504 Debt Refinancing Program
—

Notices

NIEW! Policy Notice 5000-1939
Effective date of November 17, 2016

Policy Notice 5000-1382

All regulations and standard operating procedures of the 504
Program apply to refinancing under the Act, with some
modifications, as identified in SBA Policy Notice 5000-1382.

Information Notice 5000-1383
Forms changes are identified in SBA Information Notice 5000-1383.
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504 Debt Refinancing Program
I

NIEEW! -Fees

For loans approved under the 504 Debt Refinancing Program during FY
2017, the total annual guarantee fee is 0.731% (73.1 basis points)

SBA will review the fee annually and issue notices of any change
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504 Debt Refinancing Program
—

NEW! — Policy Notice 5000-1939

* Eligibility - Determination of new business if partial or total change of
ownership

* Loan to Value Limitation for the Financing of “Business Operating Expenses”
increased from 75% LTV to 85% LTV.

* Appraisals may be dated within one year of 504 loan approval instead of 6
months

 Escrow Account Optional for same institution debt

e Guidance on waivers of the rule that CDC’s new financings under the 504
Debt Refinancing Program during any fiscal year cannot exceed 50% of the

dollars the CDC approved under the 504 Loan Program during SBA’s previous
fiscal year.
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504 Debt Refinancing Program
—

NEW! - Eligibility

Borrower must have been in business for at least 2 years and the most
current Note (if refinanced) in existence for 2 years. If the ownership
of the OC or EPC has changed during the 2 year period, the CDC must
follow the new business guidance in SOP 50 10 5 (H), page 236, and
determine whether the Borrower is considered a new business and
document it in the credit memorandum.
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504 Debt Refinancing Program
I

Loan to Value Limitation for the Financing of “Business Operating
Expenses” increased from 75% LTV to 85% LTV

o [NEWI - “Business Operating Expenses” - a maximum 85% loan to value of the
Refinancing Project will apply and the Business Operating Expenses portion of

the project may not exceed 25% of the value of the Eligible Fixed Asset(s)
securing the Qualified Debt

* Any fixed assets that are added to satisfy the 90% loan to value requirement

may not serve to increase the amount of Business Operating Expenses that
may be financed.
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504 Debt Refinancing Program
—

NIEW! -Appraisals

e Appraisals are not required at time of application but
preferred

* Appraisals can now be dated within 1 year of the date the
application was approved and are required prior to closing.
Appraisals must otherwise comply with the requirements for
appraisals set forth in SOP 50 10 5 (H)
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504 Debt Refinancing Program

NIEEW! —Escrow Account

For refinancing Same Institution Debt, either an Interim Lender or an
escrow account may be used, and:

A. The Third Party Lender (who, in this case, is also the Lender of the
debt being refinanced) must execute SBA Form 2416, Lender
Certification for Refinanced Loan if an Escrow Account is used, and
a 2288R if an Interim Lender is used.

B. The CDC may create an escrow account at the time of closing of
the 504 loan for the purpose of holding the Borrower’s cash
contribution, if any, and the net debenture proceeds (see policy
notice 5000-1939 for further instructions)
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504 Debt Refinancing Prograim
I ——

Same Institution Debt

The following requirements apply to the escrow account (“the account”):

 The account will be established in accordance with an Escrow Agreement which must be
executed by the Borrower, the Third Party Lender, the Escrow Agent and the CDC. The

account may be held by the CDC attorney, Title Company or other party approved by SBA
District Counsel.

* The Borrower’s cash contribution, if any, must be deposited into the account at the time of
closing of the 504 loan.

* A copy of the Escrow Agreement must be provided to the SBA’s District Counsel with

evidence of funding by Borrower’s cash contribution, if any, at the time of closing of the 504
loan.

* The net debenture proceeds must be wired to the account, and all funds may be released
only upon written approval by the CDC and SBA, provided that CDC/SBA have the required
lien positions on the collateral as set forth in the Authorization and Debenture Guaranty.

* The debt to be refinanced will be satisfied by payment of the escrowed funds to the Third
Party Lender.
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504 Debt Refinancing Program

e ——
WNIEW!I - Waiver Guidance

Under the 504 Debt Refinancing Program, new financing during any
fiscal year cannot exceed 50% of the dollars the CDC had approved
under the 504 Loan Program (including the 504 Debt Refinancing
program) during SBA’s previous fiscal year, but allows this
limitation to be waived for good cause. In making this good cause
determination, SBA will consider such factors as:

 Whether the borrower has access to other sources of financing,
including other CDCs that have not exceeded their 50% cap; and

e The CDC has a loan with the Borrower that is current.
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504 Debt Refinancing Program
—

Job Creation and Retention for both
504 Program and 504 Debt Refinance Program

e All projects must adhere to 504 Program job creation and retention
requirements, or qualify under a Public Policy/Community
Development goals, excluding the Energy Public Policy goals.
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504 Debt Refinancing Program

—

Clarification: Eligible Business Operating Expenses

* “Business Operating Expenses”

— means business expenses other than Qualified Debt or Other Secured
Debt, including salaries, rent, utilities, inventory, or other obligations
of the business that were incurred but not paid prior to the date of
application or that will become due for payment within 18 months

after the date of application
— Business Line of Credit can be included

SMART * BOLD * ACCESSIBLE
www.sba.gov

12



504 Debt Refinancing Program
—

Refinancing Project

The fair market value of the Eligible Fixed Asset(s)
securing the Qualified Debt and any other fixed assets
acceptable to SBA (Additional fixed assets may be
added only when needed to comply with 90% loan-to-
value limitation).
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504 Debt Refinancing Program
—

Qualified Debt

* That was incurred not less than 2 years before the date of
the application for assistance

 If loan was refinanced previously, the existing loan/note
needs to be in place for at least 2 years

* That is not subject to a guarantee by a Federal Agency

* The proceeds of which were used to acquire an eligible
fixed asset

* No expansion allowed
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504 Debt Refinancing Program

—

Qualified Debt (cont.)

* |Incurred for the benefit of the small business concern

* Secured by 504 eligible fixed assets
* For which the borrower has been current on all payments

for not less than 1 year before the date of application

* May consist of a combination of two or more loans, provided
that each of the loans satisfies the Qualified Debt

requirements
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FAQ Update
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EXAMPLES

504 Debt Refinancing
Deal Structures
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504 Debt Refinancing Program
I

4 Ineligible Request )
Refinance $ XXX, XXX (any amount of
business loans) none of which are secured
by fixed assets. / \
A le Str r
\_ ) cceptable Structure
NONE

" /

18



504 Debt Refinancing Program

I ——

/ Request

Refinance $100K existing acquisition
mortgage plus $400K 2nd mortgage
borrowed 5 years ago for other business
purposes. Property is appraised at
$1,000,000.

\_

~

J

/ Acceptable Structure \

Appraised value of Property S 1,000,000
Qualified Debt S 100,000
Other Secured Debt S 400,000
Total Project Financing S 500,000
Third Party Loan S 250,000
SBA 504 Loan S 250,000
Borrower Equity Contribution S 500,000

U /




504 Debt Refinancing Program

4 Request )
Refinance $300K existing Qualified Debt plus
Acceptable Structure

$400K for other unsecured loan obligations and
Business Operating Expenses. Property is
appraised at $1,000,000. Refinancing Project (Appraisal) S 1,000,000
Qualified Debt S 300,000
\ j Business Operating Expenses S 250,000
Total Project Financing S 550,000
Third Party Loan S 275,000
SBA 504 Loan S 275,000

@wer Equity Contribution S 450,0D




504 Debt Refinancing Program
—

/ \ Acceptable Structure #1 with
Request $350K cash to close

Refinance three Qualified Debt mortgages Refinancing Project (Appraisal) 5 1,000,000
totaling $1,250K. Loan #1 to buy the land, Qualified Debt S 900,000
Loan #2 'FO build the building, Loap #3 for. Third Party Loan $ 500,000
property improvements. Property is appraised
at $1 ,000,000. SBA 504 Loan $ 400,000
\_ J Borrower Equity Contribution $ 100,000
Acceptable Structure #2
add eligible fixed assets
Refinance Project $ 1,389,000
Qualified Debt S 1,250,000
Third Party Loan S 694,500
SBA 504 Loan S 555,500

Borrower Equity Contribution § 139,000




504 Debt Refinancing Program
I

Request / Acceptable Structure \
Refinance $600,000 in Qualified Debt plus

$200,000 in secured debt borrowed 3 years ago Refinancing Project (Appraisal) S 1,000,000
for equipment purchases and inventory, plus Qualified Debt $ 600,000
$50,000 for next year’s salary for an additional ’

employee. Property is appraised at $1,000,000. Other Secured Debt $ 200,000
\ / Business Operating Expenses S 50,000

Total Project Financing S 850,000

Third Party Loan S 425,000

SBA 504 Loan S 425,000

@wer Equity Contribution S 150,000




504 Debt Refinancing Program
I

/ Request \

Refinance $100,000 Qualified Debt plus $650,000

to cover other obligations and/or business

expenses, some of which will be incurred in the
following 6 months. Property is appraised at

Acceptable Structure \
Refinancing Project (Appraisal) S 1,000,000

$1,000,000. Qualified Debt S 100,000
\ / Business Operating Expenses S 250,000
Total Project Financing S 350,000

Third Party Loan S 175,000
SBA 504 Loan 175,000

{orrower Equity Contribution S 650,000/

2%




Discussion Forum
o SLPC Coordination
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Contacts
—

For more information about the 504 Debt Refinance Program contact:

Email all new refinance program questions to:
504refiquestions@sba.gov

Linda T. Reilly, Acting Director OFA / Chief, 504 Loan Program
Office of Financial Assistance
linda.reilly@sba.gov/ 202-205-9949

Babak Hosseini, Financial and Loan Specialist
Office of Financial Assistance, 504 Program Branch
babak.hosseini@sba.gov/ 202-205-7076

David Miller, Supervisory Loan Specialist
Sacramento Loan Processing Center
david.miller@sba.gov/ 916-735-1210

www.sba.gov 25



