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SBA LOAN TERMS AND CONDITIONS

DISCLOSURE STATEMENT
SBA 504 loans are direct government loans.  Typically there will be three loans – construction or bridge bank loan, permanent SBA loan and permanent bank loan.
Interest Rates and Fees Charged by the Lender:
The lender sets interest rates.  Rates may be fixed or variable.
On conventional loans (loans without an SBA guarantee or junior lien loan), the bank sets the rate and fees.  These will generally be discussed and are sometimes negotiable.  They are typically fully disclosed in any proposal or commitment letter.

On SBA guaranteed loans, the SBA allows rates of up to 2.25% over Prime Rate on loans of under seven years maturity and 2.75% over Prime on loans of seven years or greater maturity.  The SBA does not allow a lender to charge points on an SBA guaranteed loan.  A lender may charge a documentation fee of up to $2,500.00.

On SBA 504 loans the lender sets the rate on the bridge or construction loan and on the permanent loan.  The bank or lender first lien loan must have minimum maturity of ten years and a minimum amortization of twenty years.  The lender may and usually will charge points on the bridge/construction and/or permanent loans.

SBA Fees:
The February 17, 2009 HR 1 Stimulus Bill temporarily waived all initial fees on the SBA 7a and 504 loans and all ongoing fees on 7a loans.
Loan Costs:

· The lender will generally pass on costs associated with making and closing the loan.  The lender will generally disclose these fees.  You can request a fee and cost disclosure statement. 

· The lender may require a deposit for appraisals and other costs at time of acceptance of the lender proposal letter or commitment letter.  The deposit will be for costs such as the appraisal and environmental survey and for closing the loan.

· Some lenders require a non refundable commitment fee.

· The lender will require an appraisal of primary real estate collateral.  These range from $300 for a residential appraisal to $4,000 or more for commercial properties depending on the property and type of appraisal.  Appraisal costs are typically borne by the borrower.

· An environmental clearance will be needed for real property that is the primary collateral.  The lender and/or SBA may require a report from a licensed engineering company specializing in environmental evaluations.  The charges for these, if any, will be the responsibility of the small business borrower.   A complete Phase I Environmental Survey is generally required by SBA and costs $1,400.00 to $3,000.00.  Occasionally soil samples are needed or required to determine the extent of contamination, if any.  This is an Environmental Phase II with cost of $6,000.00 to $10,000.00.  We urge you to get quotes on these before engaging the services of an Environmental Engineering company.

Equity:

Equity in the property or business purchase to be financed is 10% minimum.

· Balance Sheet equity for financing expansions of existing businesses, purchase of equipment or debt refinancing varies.  Generally the business must show a positive net worth.  

· A lender may require that equity for a business acquisition may be more than 10%.  Also, the lender and SBA will require that the business have adequate working capital which often requires more cash equity.

· SBA 504 loans to existing businesses (in business two years or more or under the same day-to-day management for two years or more) to finance general purpose properties is 10% in the property to be financed and related eligible project costs.

· If the business is “new” (owned or managed by the same person(s) less than two years) add 5%. 

· If the property is “special purpose” add 5%.  “Special Purpose” is all motels, restaurants, gasoline service stations and other properties determined by the appraiser to have a highest and best use as a special purpose property.

SBA Limits and Options on Use of Proceeds:

· Construction – all loans.
· The business must occupy 60% of the new building.
· Some of the building must be available to the business within three years for expansion or the business must initially occupy more than 60%.
· 20% or space that totals 80% occupancy must be available to the business for expansion within ten years or the business must occupy more than 60% initially.
· 20% may be leased on any term.
· Purchase of a Building – all loans.
· 51% must be occupied by the business.
· 49% can be leased on any term.
Loan Conditions:

On conventional loans the lender will require a lien or deed of trust on the property being financed plus a pledge of additional collateral depending on the value of the primary collateral relative to the amount of the loan.  The lender will typically require the personal guarantee of all owners on any loan to a small business.

The SBA will require a personal guarantee from each person who owns 20% or more of the small business.  In addition the SBA will generally require the guarantee of any affiliate.  An “affiliate” is any entity owned or controlled by an individual who owns 20% or more of the primary small business (the SBA calls the primary small business the Operating Company).  “Owned or Controlled” is generally ownership of 50% or more.
On SBA “7a” loans, the SBA will require that all available collateral be pledged until the loan is fully secured.  This generally includes equity in personally owned real estate.
On SBA “504” loans the only collateral required will be the project collateral if the primary business has strong historical cash flow (1.1 or better debt service coverage from business cash flow for the past two years based on filed tax return data).   If the business does not have strong historical cash flow then additional real estate collateral will be required to achieve a loan to value ratio of 75% or better.  The “extra” collateral can be released after three years of performance (“performance” is generally 1.1 or better debt service coverage from business cash flow and having made all loan payments on time). 
The SBA will require that owners of the business and their relatives "standby" on any amounts owed to them.  A standby means that no payments may be made until the SBA loan is paid.   Any variance from this policy must be proposed at the time the loan is submitted.  
Insurance Requirements:

All lenders will require evidence in the form of a Certificate of Insurance from your insurance agent covering:

· Hazard insurance.

· Liability Insurance.

· Workers Compensation Insurance.

Life Insurance in some amount may be required - not more than the amount of the loan.   Some lenders routinely require life insurance in some amount.  Life insurance is typically required on owners in key management positions.  The amounts vary so it is important to check with the lender early in the application process.  When Life Insurance is a condition of the loan the lender will require an Assignment of the policy with endorsement by the home office of the life insurance company.  The assignment process generally takes several weeks and should be started early.

Licensing Requirements and Other Lender Conditions:

The lender, whether it is a bank or commercial lender, or SBA, will require appropriate licenses and registrations to be in place prior to closing:

· Requisite licenses to operate the business.  These are important for business acquisition loans.  Food and beverage businesses typically have periodic health department inspections and written evidence of approval.  Liquor licenses can be transferred or acquired and this process can take several weeks.  Most businesses need to have a sales tax permit or permits.

· Corporate, Partnership or LLC registration with the Secretary of State.  The lender will need a Certificate of Good Standing and a copy of the organizational documents which they can obtain on line.

· Corporate, Partnership or LLC by laws.  

· An IRS employer ID number for the borrower and operating company.

· Identity verification and if an owner is not a citizen, evidence of that person being a registered permanent alien.

Credit and Character:
All lenders will require a credit report on the owners.  Some lenders may not accept a credit score below 640 and all will require a written explanation for any bankruptcy, collections or delinquencies.

The SBA does not have a minimum credit score.  SBA will require completion of the SBA 912 Form “Statement of Personal History” which requires disclosure of any arrest or conviction of any offense more serious than a minor traffic violation.  Minor offenses can be waived in a few days.  Offenses of a more serious nature including felonies can also be waived and the process, which includes sending the request to SBA in Washington, DC, takes eight to twelve weeks.

I have read and understand these provisions and conditions.  I have received a copy of this form.

By ____________________________________________  Date _____________

By _____________________________________________ Date _____________

By _____________________________________________ Date ______________ 
12/2011 CMF


