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(5) Expansion of minority enterprise
development (see §124.103(b) of this
chapter for minority groups who qual-
ify for this description);

(6) Aiding rural development;

(7) Increasing productivity and com-
petitiveness (retooling, robotics, mod-
ernization, competition with imports);

(8) Modernizing or upgrading facili-
ties to meet health, safety, and envi-
ronmental requirements;

(9) Assisting businesses in or moving
to areas affected by Federal budget re-
ductions, including base closings, ei-
ther because of the loss of Federal con-
tracts or the reduction in revenues in
the area due to a decreased Federal
presence; or

(10) Reduction of rates of unemploy-
ment in labor surplus areas, as such
areas are determined by the Secretary
of Liabor.

[61 FR 3235, Jan. 31, 1996, as amended at 64
FR 2118, Jan. 13, 1999; 68 FR 57987, Oct. 7, 2003;
76 FR 63547, Oct. 12, 2011]

LEASING POLICIES SPECIFIC TO 504
LOANS

§120.870 Leasing Project Property.

(a) A Borrower may use the proceeds
of a 504 loan to acquire, construct, or
modify buildings and improvements,
and/or to purchase and install machin-
ery and equipment located on land
leased to the Borrower by an unrelated
lessor if:

(1) The remaining term of the lease,
including options to renew, exercisable
only by the lessee, equals or exceeds
the term of the Debenture;

(2) The Borrower assigns its interest
in the lease to the CDC with right of
reassignment to SBA; and

(3) The 504 loan is secured by a re-
corded lien against the leasehold estate
and other collateral as necessary.

(b) If the Project is for new construc-
tion, the Borrower may lease long term
up to 20 percent of the Rentable Prop-
erty in the Project to one or more ten-
ants if the Borrower immediately occu-
pies at least 60 percent of the Rentable
Property, plans to occupy within three
years some of the remaining space not
immediately occupied and not leased
long term, and plans to occupy all of
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the remaining space not leased long
term within ten years.

[61 FR 3235, Jan. 31, 1996, as amended at 64
FR 2118, Jan. 13, 1999; 68 FR 57987, Oct. 7,
2003]

§120.871 Leasing part of Project Prop-
erty to another business.

(a) The costs of interior finishing of
space to be leased out to another busi-
ness are not eligible Project costs.

(b) Third-party loan proceeds used to
renovate the leased space do not count
towards the 504 first mortgage require-
ment or the Borrower’s contribution.

LOAN-MAKING POLICIES SPECIFIC TO 504
LOANS

§120.880 Basic
ments.

In addition to the eligibility require-
ments specified in subpart A, to be an
eligible Borrower for a 504 loan, a small
business must:

(a) Use the Project Property (except
that an Eligible Passive Company may
lease to an Operating Company); and

(b) Together with its Affiliates, meet
one of the size standards set forth in
§121.301(b) of this chapter.

[61 FR 3235, Jan. 31, 1996, as amended at 68
FR 57987, Oct. 7, 2003]

§120.881 Ineligible Projects for 504
loans.

In addition to the ineligible busi-
nesses and uses of proceeds specified in
subpart A of this part, the following
Projects are ineligible for 504 financ-
ing:

(a) Relocation of any of the oper-
ations of a small business which will
cause a net reduction of one-third or
more in the workforce of a relocating
small business or a substantial in-
crease in unemployment in any area of
the country, unless the CDC can justify
the loan because:

(1) The relocation is for key eco-
nomic reasons and crucial to the con-
tinued existence, economic wellbeing,
and/or competitiveness of the appli-
cant; and

(2) The economic development bene-
fits to the applicant and the receiving
community outweigh the negative im-
pact on the community from which the
applicant is moving; and

eligibility  require-
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(b) Projects in foreign countries
(loans financing real or personal prop-
erty located outside the United States
or its possessions).

§120.882 Eligible Project costs for 504
loans.

Eligible Project costs which may be
paid with the proceeds of 504 loans are:

(a) Costs directly attributable to the
Project including expenditures in-
curred by the Borrower (with its own
funds or from a loan):

(1) To acquire land used in the
Project prior to applying to SBA for
the 504 loan; or

(2) For any other expense toward a
Project within nine months prior to re-
ceipt by SBA of a complete loan appli-
cation, unless the time limit is ex-
tended or waived by SBA for good
cause;

(b) In Projects involving construc-
tion, a contingency reserve for cost
overruns not to exceed 10 percent of
construction cost;

(c) Professional fees directly attrib-
utable and essential to the Project,
such as title insurance, opinion of title,
architectural and engineering costs,
appraisals, environmental studies, and
legal fees related to zoning, permits, or
platting; and

(d) Repayment of interim financing
including points, fees and interest.

(e) If the project involves expansion
of a small business concern, any
amount of existing indebtedness that
does not exceed 50 percent of the
project cost of the expansion may be
refinanced and added to the expansion
cost if:

(1) Substantially all (85% or more) of
the proceeds of the indebtedness were
used to acquire land, including a build-
ing situated thereon, to construct a
building thereon, or to purchase equip-
ment. The assets acquired must be eli-
gible for financing under the 504 loan
program. If the acquisition, construc-
tion or purchase of the asset was origi-
nally financed through a commercial
loan that would have satisfied the
“substantially all” requirement and
that was subsequently refinanced one
or more times, with the current com-
mercial loan being the most recent re-
financing, the current commercial loan

§120.882

will be deemed to satisfy this para-
graph (e)(1).

(2) The existing indebtedness is
collateralized by fixed assets. The 504
eligible fixed assets collateralizing any
debt to be refinanced or relating to the
portion of debt being refinanced in the
case of a partial refinance must also
collateralize the 504 Loan unless SBA
approves a waiver due to extraordinary
circumstances. PCLP CDCs may not
use their delegated authority to ap-
prove a loan requiring this waiver;

(3) The existing indebtedness was in-
curred for the benefit of the small busi-
ness concern for which any new Project
costs are incurred. Existing 7(a) and 504
loans may be refinanced under this sec-
tion in accordance with SBA policies or
procedures;

(4) The financing will be used only for
refinancing existing indebtedness or
costs relating to the project financed;

(5) The financing will provide a sub-
stantial benefit to the borrower when
prepayment penalties, financing fees,
and other financing costs are ac-
counted for. For purposes of this para-
graph, ‘‘substantial benefit’”> means
that the portion of the new installment
amount attributable to the debt being
refinanced must be at least 10 percent
less than the existing installment
amount(s). Prepayment penalties, fi-
nancing fees, and other financing costs
must also be added to the amount
being refinanced in calculating the per-
centage reduction in the new install-
ment payment. Exceptions to the 10%
reduction requirement may be ap-
proved by the D/FA or designee for
good cause. PCLP CDCs may not use
their delegated authority to approve a
loan requiring this exception;

(6) The borrower has been current on
all payments due on the existing debt
for not less than 1 year preceding the
date of refinancing. For purposes of
this section, ‘‘date of refinancing’ re-
fers to the date the 504 loan is approved
by SBA. Any unremedied delinquency
after approval must be reported to SBA
as an adverse change;

(7) The financing under section 504
will provide better terms or rate of in-
terest than the existing indebtedness
on the date of refinancing. For pur-
poses of this paragraph, ‘‘better terms
or rate of interest’” may include longer
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