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of the applicant (and the Operating 
Company, if applicable). 

§ 120.192 Approval or denial. 
Applicants receive notice of approval 

or denial by the Lender, CDC, Inter-
mediary, or SBA, as appropriate. No-
tice of denial will include the reasons. 
If a loan is approved, an Authorization 
will be issued. 

§ 120.193 Reconsideration after denial. 
An applicant or recipient of a busi-

ness loan may request reconsideration 
of a denied loan or loan modification 
request within 6 months of denial. Ap-
plicants denied due to a size deter-
mination can appeal that determina-
tion under part 121 of this chapter. All 
others must be submitted to the office 
that denied the original request. To 
prevail, the applicant must dem-
onstrate that it has overcome all le-
gitimate reasons for denial. Six months 
after denial, a new application is re-
quired. If the reconsideration is denied, 
a second and final reconsideration may 
be considered by the Director, Office of 
Financial Assistance (D/FA), whose de-
cision is final. 

COMPUTERIZED SBA FORMS 

§ 120.194 Use of computer forms. 
Any Applicant or Participant may 

use computer generated SBA applica-
tion forms, closing forms, and other 
forms designated by SBA if the forms 
are exact reproductions of SBA forms. 

REPORTING 

§ 120.195 Disclosure of fees. 
An Applicant for a business loan 

must identify to SBA the name of each 
Agent as defined in part 103 of this 
chapter that helped the applicant ob-
tain the loan, describing the services 
performed, and disclosing the amount 
of each fee paid or to be paid by the ap-
plicant to the Agent in conjunction 
with the performance of those services. 

§ 120.197 Notifying SBA’s Office of In-
spector General of suspected fraud. 

Lenders, CDCs, Borrowers, and others 
must notify the SBA Office of Inspec-
tor General of any information which 
indicates that fraud may have occurred 

in connection with a 7(a) or 504 loan. 
Send the notification to the Assistant 
Inspector General for Investigations, 
Office of Inspector General, U.S. Small 
Business Administration, 409 3rd 
Street, SW., Washington, DC 20416. 

[72 FR 18360, Apr. 12, 2007] 

Subpart B—Policies Specific to 
7(a) Loans 

BONDING REQUIREMENTS 

§ 120.200 What bonding requirements 
exist during construction? 

On 7(a) loans which finance construc-
tion, the Borrower must supply a 100 
percent payment and performance bond 
and builder’s risk insurance, unless 
waived by SBA. 

LIMITATIONS ON USE OF PROCEEDS 

§ 120.201 Refinancing unsecured or 
undersecured loans. 

A Borrower may not use 7(a) loan 
proceeds to pay any creditor in a posi-
tion to sustain a loss causing a shift to 
SBA of all or part of a potential loss 
from an existing debt. 

§ 120.202 Restrictions on loans for 
changes in ownership. 

A Borrower may not use 7(a) loan 
proceeds to purchase a portion of a 
business or a portion of another own-
er’s interest. One or more current own-
ers may use loan proceeds to purchase 
the entire interest of another current 
owner, or a Borrower can purchase 
ownership of an entire business. 

MATURITIES; INTEREST RATES; LOAN 
AND GUARANTEE AMOUNTS 

§ 120.210 What percentage of a loan 
may SBA guarantee? 

SBA’s guarantee percentage must 
not exceed the applicable percentage 
established in section 7(a) of the Act. 
The maximum allowable guarantee 
percentage on a loan will be deter-
mined by the loan amount. Loans of 
$150,000 or less may receive a maximum 
guaranty of 85 percent. Loans more 
than $150,000 may receive a maximum 
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guaranty of 75 percent, except as other-
wise authorized by law. 

[61 FR 3235, Jan. 31, 1996, as amended at 68 
FR 51680, Aug. 28, 2003; 76 FR 63546, Oct. 12, 
2011] 

§ 120.211 What limits are there on the 
amounts of direct loans? 

(a) The statutory limit for direct 
loans made under the authority of sec-
tion 7(a)(1)-(19) of the Small Business 
Act is $350,000. SBA has established an 
administrative limit of $150,000 for di-
rect loans. The D/FA may authorize ac-
ceptance of an application up to the 
statutory limit. 

(b) The statutory limit for direct 
loans made under the authority of sec-
tion 7(a)(20) is $750,000. SBA has estab-
lished an administrative limit of 
$150,000. The Associate Administrator 
for Business Development may author-
ize the acceptance of an application 
that exceeds the administrative limit. 

(c) The statutory limit on SBA’s por-
tion of an immediate participation 
loan is $350,000. The administrative 
limit is the lesser of 75 percent of the 
loan or $150,000. The D/FA may author-
ize exceptions to the administrative 
limit up to $350,000. 

[61 FR 3235, Jan. 31, 1996, as amended at 74 
FR 45753, Sept. 4, 2009] 

§ 120.212 What limits are there on loan 
maturities? 

The term of a loan shall be: 
(a) The shortest appropriate term, 

depending upon the Borrower’s ability 
to repay; 

(b) Ten years or less, unless it fi-
nances or refinances real estate or 
equipment with a useful life exceeding 
ten years; and 

(c) A maximum of 25 years, including 
extensions. (A portion of a loan used to 
acquire or improve real property may 
have a term of 25 years plus an addi-
tional period needed to complete the 
construction or improvements.) 

§ 120.213 What fixed interest rates may 
a Lender charge? 

(a) Fixed Rates for Guaranteed Loans. 
A loan may have a reasonable fixed in-
terest rate. SBA periodically publishes 
the maximum allowable rate in the 
FEDERAL REGISTER. 

(b) Direct loans. A statutory formula 
based on the cost of money to the Fed-
eral government determines the inter-
est rate on direct loans. SBA publishes 
the rate periodically in the FEDERAL 
REGISTER. 

§ 120.214 What conditions apply for 
variable interest rates? 

A Lender may use a variable rate of 
interest, upon SBA’s approval. SBA’s 
maximum allowable rates apply only 
to the initial rate on the date SBA re-
ceived the loan application. SBA shall 
approve the use of a variable interest 
rate under the following conditions: 

(a) Frequency. The first change may 
occur on the first calendar day of the 
month following initial disbursement, 
using the base rate (see paragraph (c) 
of this section) in effect on the first 
business day of the month. After that, 
changes may occur no more often than 
monthly. 

(b) Range of fluctuation. The amount 
of fluctuation shall be equal to the 
movement in the base rate. The dif-
ference between the initial rate and the 
ceiling rate may be no greater than the 
difference between the initial rate and 
the floor rate. 

(c) Base rate. The base rate will be 
one of the following: (i) The prime rate; 
(ii) the thirty-day (1-month) London 
Interbank Offered Rate (LIBOR) plus 3 
percentage points, or (iii) the Optional 
Peg Rate. The prime or LIBOR rate 
will be that which is in effect on the 
first business day of the month, as 
printed in a national financial news-
paper published each business day. SBA 
publishes the Optional Peg Rate quar-
terly in the FEDERAL REGISTER. 

(d) Maturities under 7 years. For loans 
with maturities under seven years, the 
maximum interest rate shall not ex-
ceed two and one-quarter (2 1/4) per-
centage points over the base rate. 

(e) Maturities of 7 years or more. For 
loans with maturities of seven or more 
years, the maximum interest rate shall 
not exceed two and three-quarters (2 3/ 
4) percentage points over the base rate. 

(f) Amortization. Initial amortization 
of principal and interest may be recom-
puted and reassessed as interest rates 
fluctuate, as directed by SBA. With 
prior approval of SBA, the Lender may 
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