
Small Business Jobs Act 
504 Loan Program Debt Refinancing (revised) 
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Overview 

•  On September 27, 2010, the Small Business Jobs Act of 2010, P.L. 111-
240 (Jobs Act) was signed into law. 
 
•  The Jobs Act temporarily extends the 504 program to allow refinance 
without business expansion. 
 
•  SBA has $15 billion in program authority for this commercial real estate 
and equipment refinance program. However, the amount of owner-
occupied commercial real estate that has lost significant value is many 
times this amount. 
 
•  All loans must be approved by September 27, 2012. 
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•In this way, SBA will maximize the impact of this program on saving small 
businesses, retaining and creating jobs and helping to stabilize commercial 
real estate values. 
 

• On November11, 2011 the SBA enacted a cash out provision. 

Overview 
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Loan Structure and Conditions 

SBA provides balance of 
financing secured by 
second mortgage  
 

Borrower provides at 
least 10% equity  
 

First mortgage lender 
provides 50% of 
financing (no SBA 
guaranty)  
 504 Loan, 40% 

Borrower, 10% 

Bank, 50% 

Use of proceeds to 
purchase land and building 
for expanding business 
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504 Program Features 

• Most 504 loans - $5.0 million 
 

• Manufacturers and Energy Conservation/Production projects 
• $5.5 million (no limit on the number of projects) 
 

• Maturities of 504 loans are: 
• 10 years – Machinery 
• 20 years – Real Estate 
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Eligibility 

Amount of Third Party Loan and 504 Loan 
 
• The initial program limited the total amount of refinancing to no more 
than the outstanding commercial mortgage   
 

NOW 
• The Third Party loan and the 504 loan combined may not be more than 
90% of the fair market value of the fixed assets securing the loan. 
 

This provision allows for the financing of other business expenses and debt 
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Eligibility 

• Substantially all (85% or more) of the proceeds of the loan being 
refinanced must have been used for 504 eligible purposes. All of the 
proceeds must have been used for the benefit of the small business 
concern. 
 

• More than one loan may be combined and refinanced provided that each 
of the loans separately satisfies statutory and regulatory requirements. As a 
clarification, the Qualified Debt that is being refinanced may consist of a 
combination of two or more commercial loans provided that the primary 
loan satisfies the statutory and regulatory requirements. 
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Eligibility 

• Loans being refinanced must have been current for the past year with no 
payment being deferred or past due for more than 30 days. Transcript must 
be provided to demonstrate compliance with this requirement. 
 

• Debt must have been incurred not less than two (2) years prior to the date 
the application is received by SBA. Short extensions of the primary loan 
that are less than 2 years old qualify as long as the entire indebtedness for 
the qualifying asset has been more than two years. 
 

• Small business concerned must have been in business for two years prior 
to the submission of the application. 
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Eligibility 

If the amount of the refinance is not sufficient to repay the entire 
outstanding debt, the CDC must disclose how the balance of the debt will 
be handled, as noted below. 
 
The lender of the Qualified Debt may: 
 
a) forgive all or part of the deficiency (which may have tax consequences 
 for the Borrower) 
b) accept payment from the Borrower for all or part of the deficiency, 
c) accept a new Note for the balance which will be subordinate to the liens 

of the Third Party Lender and SBA. Such notes will contain at least a 
three-year stand-by requirement. 
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Borrower’s Contribution 

In addition to a cash contribution, the Borrower’s 10% contribution may be 
satisfied by its equity in the Eligible Fixed Asset(s) serving as collateral for 
the Refinancing Project or by the equity in any other fixed assets that are 
acceptable to SBA as collateral. 
 
An independent appraisal of the fair market value of the project assets and 
any additional assets offered as additional collateral must be provided. 
 
Any outside collateral is not margined (dollar for dollar). 

http://en.wikipedia.org/wiki/File:US-SmallBusinessAdmin-Logo.svg


Restrictions 

•  No refinancing of loans with an existing federal guaranty. 
 

•  No refinancing of loans which is already part of an existing 504 project. 
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Comparisons 

Initial Program 
 

Appraised value of Property $1,400,000 
Outstanding Balance of Debt $1,000,000 
90% LTV   $1,260,000 
 

• Third Party Loan  $700,000 
• SBA 504 Loan  $300,000 
• Borrower Contribution $400,000 
• Excess Equity  $300,000 
  

Maximum Working Capital 
 

Appraised value of Property $1,400,000 
Outstanding Balance of Debt $1,000,000 
90% LTV   $1,260,000 
 

• Third Party Loan  $700,000 
• SBA 504 Loan  $560,000 
• Borrower Contribution $140,000 
• Available for Working Capital $260,000  
 
 Borrower benefits from lower cost working 
    capital and more debt at long-term fixed rates
  

New provisions in Final Rule 
give businesses access to 

their excess equity 
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Example 
Over-collateralized 

Appraised Value of Property  $600,000 
Outstanding Balance of Debt  $500,000 
 
The value of the collateral securing the project exceeds the outstanding principal 
balance of the debt. Lien is less than 90% of the appraised value. 
 
    Project 
Third Party Loan   $300,000 (50% of appraised value) 
SBA 504 Loan   200,000 (balance of existing lien – 33.3% in example) 
Borrower’s Contribution  100,000 (all equity in project – 16.7% in example) 
Total Project   $600,000 (100%)  
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Example 
Slightly over-collateralized 

Appraised Value of Property  $540,000 
Outstanding Balance of Debt  $500,000 
 
The value of the collateral securing the project is greater than the outstanding 
principal balance of the debt. Lien is slightly greater than 90% of the appraised 
value. No additional assets are being injected into the project.. 
 
    Project 
Third Party Loan   $270,000 (50% of appraised value) 
SBA 504 Loan     216,000 (40% of appraised value) 
Borrower’s Contribution     54,000 (10% of appraised value: $40,000 equity and 
         $14,000 cash from the borrower) 
Total Project   $540,000 (100%)  

http://en.wikipedia.org/wiki/File:US-SmallBusinessAdmin-Logo.svg


SBA at AB&T 

Rick Berkheimer 
Senior Vice President 

Business Banker 
 

602-553-7814 
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