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Small Business Administration § 120.802 

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. 

Debenture Pool is an aggregation of 
Debentures. 

Designated Attorney is the CDC clos-
ing attorney that SBA has approved to 
close loans under an expedited closing 
process for a Priority CDC. 

Investor is an owner of a beneficial in-
terest in a Debenture Pool. 

Job Opportunity is a full time (or 
equivalent) permanent job created 
within two years of receipt of 504 funds, 
or retained in the community because 
of a 504 loan. 

Lead SBA Office is the SBA District 
Office designated by SBA as the pri-
mary liaison between SBA and a CDC 
and with responsibility for managing 
SBA’s relationship with that CDC. 

Local Economic Area is an area, as de-
termined by SBA, that is in a State 
other than the State in which an exist-
ing CDC (or an applicant applying to 
become a CDC) is incorporated, is con-
tiguous to the CDC’s existing Area of 
Operations (or the applicant’s proposed 
Area of Operations) of its State of in-
corporation, and is a part of a local 
trade area that is contiguous to the 
CDC’s Area of Operations (or appli-
cant’s proposed Area of Operations) of 
its State of incorporation. Examples of 
a local trade area would be a city that 
is bisected by a State line or a metro-
politan statistical area that is bisected 
by a State line. 

Multi-State CDC is a CDC that is in-
corporated in one State and is author-
ized by SBA to operate as a CDC in a 
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State contiguous to its State of incor-
poration beyond any contiguous Local 
Economic Areas. 

Net Debenture Proceeds are the por-
tion of Debenture proceeds that finance 
eligible Project costs (excluding ad-
ministrative costs). 

Priority CDC is a CDC certified to par-
ticipate on a permanent basis in the 
program (see § 120.812) that SBA has ap-
proved to participate 504 in an expe-
dited 504 loan and Debenture closing 
process. 

Project is the purchase or lease, and/ 
or improvement or renovation of long- 
term fixed assets by a small business, 
with 504 financing, for use in its busi-
ness operations. 

Project Property is one or more long- 
term fixed assets, such as land, build-
ings, machinery, and equipment, ac-
quired or improved by a small business, 
with 504 financing, for use in its busi-
ness operations. 

Third Party Loan is a loan from a 
commercial or private lender, investor, 
or Federal (non-SBA), State or local 
government source that is part of the 
Project financing. 

Underwriter is an entity approved by 
SBA to form Debenture Pools and ar-
range for the sale of Certificates. 

[61 FR 3235, Jan. 31, 1996, as amended at 64 
FR 2118, Jan. 13, 1999; 65 FR 42632, July 11, 
2000; 68 FR 57980, Oct. 7, 2003] 

CERTIFICATION PROCEDURES TO BECOME 
A CDC 

§ 120.810 Applications for certification 
as a CDC. 

(a) An applicant for certification as a 
CDC must apply to the SBA District 
Office serving the jurisdiction in which 
the applicant has or proposes to locate 
its headquarters (see § 101.103 of this 
chapter). 

(b) The applicant must apply for an 
Area of Operations. The applicant’s 
proposed Area of Operations must in-
clude the entire State in which the ap-
plicant is incorporated, and may in-
clude Local Economic Areas. An appli-
cant may not apply to cover an area as 
a Multi-State CDC. 

(c) The applicant must demonstrate 
that it satisfies the CDC certification 
and operational requirements in 
§§ 120.820, and 120.822 through 120.824. 

The applicant also must include an op-
erating budget, approved by the appli-
cant’s Board of Directors, which dem-
onstrates the required financial ability 
(as described in § 120.825), and a plan to 
meet CDC operational requirements 
(without specializing in a particular in-
dustry) in §§ 120.821, and 120.826 through 
120.830. 

(d) The District Office will forward 
the application and its recommenda-
tion to the D/FA, who will make the 
final decision. SBA will notify the CDC 
in writing of its decision, and, if the pe-
tition is declined, the reasons for the 
decision. 

[68 FR 57980, Oct. 7, 2003] 

§ 120.812 Probationary period for 
newly certified CDCs. 

(a) Newly certified CDCs will be on 
probation for a period of two years 
from the date of certification, at the 
end of which the CDC must petition the 
Lead SBA Office for: 

(1) Permanent CDC status; or 
(2) A single, one-year extension of 

probation. 
(b) SBA will consider the failure to 

file a petition before the end of the pro-
bationary period as a withdrawal from 
the 504 program. If the CDC elects 
withdrawal, SBA will direct the CDC to 
transfer all funded and/or approved 
loans to another CDC, SBA, or another 
servicer approved by SBA. 

(c) The Lead SBA Office will send the 
petition and its recommendation to the 
D/FA, who will make the final decision. 
SBA will determine permanent CDC 
status or an extension of probation, in 
part, based upon the CDC’s compliance 
with the certification and operational 
requirements in §§ 120.820 through 
120.830. To be considered for permanent 
CDC status or an extension of proba-
tion, the CDC must have satisfactory 
SBA performance, as determined by 
SBA in its discretion. The CDC’s Risk 
Rating, among other factors, will be 
considered in determining satisfactory 
SBA performance. Other factors may 
include, but are not limited to, on-site 
review/examination assessments, his-
torical performance measures (like de-
fault rate, purchase rate and loss rate), 
loan volume to the extent that it im-
pacts performance measures, and other 
performance related measurements and 
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