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an amount equal to 20 percent of the 
grant. The contribution from the non-
profit entity must come solely from 
non-Federal sources, and may include 
direct costs or in-kind contributions 
paid for under non-Federal programs. 

[61 FR 3235, Jan. 31, 1996, as amended at 66 
FR 47073, Sept. 11, 2001; 66 FR 47878, Sept. 14, 
2001] 

§ 120.715 Does SBA guarantee any 
loans an Intermediary obtains from 
another source? 

(a) SBA may guarantee not less than 
90 percent of loans made by for-profit 
or nonprofit entities (or an alliance of 
such entities) to no more than 10 Inter-
mediaries in urban areas and 10 Inter-
mediaries in Rural Areas (as defined in 
§ 120.10). 

(b) Any loan guaranteed by SBA 
under this section will have a term of 
10 years. If an Intermediary receives 
such a loan, it will not need to repay 
any principal or interest during the 
first year, although the interest will 
accrue. During the second through fifth 
years, the Intermediary will pay inter-
est only. During the sixth through 
tenth years, it will pay interest and 
fully amortize the principal. 

(c) The interest rate on any loan 
under this section shall be calculated 
as described in § 120.706. 

[61 FR 3235, Jan. 31, 1996, as amended at 66 
FR 47073, Sept. 11, 2001] 

Subpart H—Development 
Company Loan Program (504) 

§ 120.800 The purpose of the 504 pro-
gram. 

As authorized by Congress, SBA has 
established this program to foster eco-
nomic development, create or preserve 
job opportunities, and stimulate 
growth, expansion, and modernization 
of small businesses. 

§ 120.801 How a 504 Project is fi-
nanced. 

(a) One or more small businesses may 
apply for 504 financing through a CDC 
serving the area where the 504 Project 
is located. SBA issues an Authorization 
if it agrees to guarantee part of the 
funding for a Project. 

(b) Usually, a Project requires in-
terim financing from an interim lender 
(often the same lender that later pro-
vides a portion of the permanent fi-
nancing). 

(c) Generally, permanent financing of 
the Project consists of: 

(1) A contribution by the small busi-
ness in an amount of at least 10 percent 
of the Project costs; 

(2) A loan made with the proceeds of 
a CDC Debenture for up to 40 percent of 
the Project costs and certain adminis-
trative costs, collateralized by a second 
lien on the Project Property; and 

(3) A Third Party Loan comprising the 
balance of the financing, collateralized 
by a first lien on the Project property 
(see § 120.920). 

(d) The Debenture is guaranteed 100 
percent by SBA (with the full faith and 
credit of the United States), and sold 
to Underwriters who form Debenture 
Pools. Investors purchase interests in 
Debenture Pools and receive Certifi-
cates representing ownership of all or 
part of a Debenture Pool. SBA and 
CDCs use various agents to facilitate 
the sale and service of the Certificates 
and the orderly flow of funds among 
the parties. 

[61 FR 3235, Jan. 31, 1996, as amended at 64 
FR 2118, Jan. 13, 1999] 

§ 120.802 Definitions. 

The following terms have the same 
meaning wherever they are used in this 
subpart. Defined terms are capitalized 
wherever they appear. 

Area of Operations is the geographic 
area where SBA has approved a CDC’s 
request to provide 504 program services 
to small businesses on a permanent 
basis. The minimum Area of Oper-
ations is the State in which the CDC is 
incorporated. 

Central Servicing Agent (CSA) is an en-
tity that receives and disburses funds 
among the various parties involved in 
504 financing under a master servicing 
agent agreement with SBA. 

Certificate is a document issued by 
SBA or its agent representing owner-
ship of all or part of a Debenture Pool. 

Debenture is an obligation issued by a 
CDC and guaranteed 100 percent by 
SBA, the proceeds of which are used to 
fund a 504 loan. 
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