SBA 7a Refinance Discussion and Writeup List

Note – All of these items need to be included in the bank writeup or attached as an addendum and referenced in the writeup.  If attached as an addendum the addendum must be signed.  Comment on each question.  The questions or comments in this guide following the question are for your guidance only so do not include them in the bank writeup.
1. Why the debt was incurred?

a. Financing an asset purchase, working capital and business purchase or debt refinancing are typical.
b. If for working capital explain what the business intended to accomplish with the working capital.

2. Has over-obligated or imprudent borrowing necessitated a major restructuring of the debt?

a. Here the down economy and lower sales are typically the real cause of the problem so a short statement to this effect is sufficient.

3. Is the debt being refinanced currently on reasonable terms? 

a. If they cannot make the payments or meet the LOC cleanup requirements then the terms are not reasonable.

b. “Reasonable” are the maximum SBA term limits – 25 years on Real Estate and 10 years on all other uses.  

c. A higher interest rate than SBA currently allows can be cited but unless the rate is above 8.5% the rate alone generally is not a big problem.

4. If the debt being refinanced is a term debt will the new loan reduce the payments on that specific obligation by 10 %?

a. CMF will complete an eligibility document covering this in more detail.

b. Include a copy of the existing Note.

5. Will the new loan improve the financial condition of the Small Business Applicant?

a. Yes and point to payment reduction or benefits of terming out an LOC.

b. Here the bank should state the amount of payment reduction on any term note.

c. Add any other benefits – being able to get open account shipments from suppliers, bid on contracts, etc.
6. Does the refinancing include payments to creditors in a position to sustain a loss?

a. Here you explain or reiterate the main reason for making the loan – with the refi the business can make the payments and survive.

b. If the case for survival or recovery is believable then none of the unsecured creditors being refinanced are in a position to sustain a loss.

c. Also explain the collateral value relative to the loan.  If the loan is fully secured then that becomes one of the, maybe primary, reasons for there being no risk of loss.

7. Would the lender/SBA be likely to sustain part or all of the same loss by refinancing the debt or will additional collateral or altered terms protect the interest of the taxpayer.

a. Here you can refer to 6 above – it is basically the same question with the same answers.

8. What portion of total debt does refinancing constitute?

a. Refi/total debt = %.

b. If over 50% of total then comment on that fact – the bank and SBA will be the major creditor.  This bears on survivability so you could reiterate here the survival or recovery plan and why you think it will work.

9. Credit Card Debt (if any)?

a. If business credit card debt (the name of the business is on the card and the debt is shown on the business balance sheet, even though it may show up in the owner’s personal credit report) – then we need a written certification from the Applicant that that debt was incurred exclusively for business purposes).

b. If it is a personal credit card then we need the last three credit card statements (or more if needed to document the total for this item) with the business purchases flagged.  The bank is responsible for gathering these and keeping them in the file – the applicant AND bank certifies that it has reviewed the statements and business purchases have been documented to support the amount requested for the card or cards.

Same Institution Debt:

1. The SBA presumption is that we are bailing out the bank so we need to rebut that presumption and the bank writeup must speak to survivability of the business, not what the refi will do for the bank.

2. The bank loan must be current and have been current for 36 months.

a. “Current” is not beyond 29 days past due.

b. A deferment before 30 days past due is okay.

c. A bank statement of account or transcript must be provided.
d. A copy of the Note and extensions or renewals must be provided.

e. A copy of the Deed of Trust or Security Agreement (if any) must be provided.

f. The bank must provide a signed statement addressed to SBA stating “I hereby certify that loan (describe the loan or refer to it by number) is not and has not been delinquent during the past 36 months).

g. We can submit loans with over 29 day delinquencies but then they go on to Washington for final approval.  Obviously this will receive greater scrutiny so unless the default was due to some oversight or ongoing negotiation we don’t expect SBA to approve.

Refinancing an SBA guaranteed loan:

The bank must contact the current lender and ask if they will extend the same terms.  The bank must document with a file memo the institution and person contacted, their phone number and/or contact information and that they declined to change the terms of their existing loan to match what is being offered now.

If the existing lender has sold the loan on the secondary market then that fact is a sufficient reason or response from the current lender as secondary market holders will not modify loan terms.

You can refinance your own exiting SBA guaranteed loan only if it is sold on the secondary market and the secondary market holder refuses to modify terms.  They won’t but you need to run a request through Colson.
