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	Welcome 

 New 

  Members
General Members:

- Tim Greyer Builders,   

    Inc.  

- Ocean Atlantic 

- Dommermuth, 

   Brestal, Cobine &  

      West LTD

Associate Members:

- Chicago Title 

    Insurance Co. 


	What You Should Know About the “SBA 504 Program”

& Important Changes in Store

Part I - What is the SBA 504 Program 

The mission of the SBA’s 504 program is to assist small business owners in the purchase of real estate or other long-term fixed assets that are used in the business.  According to the Small Business Administration (SBA), there are more than 600,000 Illinois businesses.  Yet, for the fiscal year ending September 30, 2002 only 201 businesses took advantage of the 504 Program.  

Many small businesses qualify for a 504 loan with only 10 percent down for purchase of land and buildings or the construction of a building for their business.  Through real estate ownership, the business owner participates in the appreciation of the property while retaining working capital for business growth needs.  

The SBA partners with a CDC (Certified Development Company) that brings borrowers together with lenders.  The CDC then guides the borrower through the entire process.  Economic development is the goal of a CDC, and success is measured by jobs created and/or retained through projects funded with SBA 504 loans.  

A 504 loan involves the CDC, a bank, and the borrower.  This is an example of a typical SBA 504 loan transaction: A business owner wants to purchase a building for $1 million.  The bank provides a 50 percent first mortgage for $500,000, the CDC provides a 40 percent second mortgage for $400,000 and the buyer provides 10 percent equity of $100,000.

The interest rate is below market, it’s long term and assumable.  The rate on the SBA 504 loan is determined when the CDC sells the bond.  This rate is then fixed for the life of the loan.  Typically, the rate is approximately 110 basis points over the 10-year US Treasury note rate.  Loans are self-amortizing over ten years for machinery and equipment, or twenty years for real estate.  Personal guarantees are required for any owners with at least 20 percent ownership in the business.
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	Part 2- What changes are in store for the SBA 504 Program 

Congress is working on a bill that will allow for larger debentures and more liberal job creation guidelines, among other features. The bill also re-authorizes the 504 Program.  At this time, the Small Business Committees of both the House of Representatives and the Senate have completed work on their respective versions of the proposed legislation.  The next step is the vote of the full House and Senate, and these dates have not yet been determined.  The changes being considered should open new doors to 504 lending and include:

- Debenture size will be increased from current levels of $1 million and $1.3 million for projects meeting public policy objectives.  The loan size for regular loan application would increase to either $1.5 million or $2 million.  Those loans meeting SBA policy objectives would increase to either $2 million or $2.5 million.  In addition, both the Senate and House bills call for a $4 million maximum loan to manufacturers.  This special ceiling for manufacturers will be a new feature of the program, and will greatly enhance the ability of the program to assist in financing larger projects.

- The job creation ratio for 504 loans will also be increased, allowing the program to help borrowers in industries that may have fewer job requirements.  Currently, the SBA 504 Program requires that one job be created or retained for every $35,000 of 504 loan funds.  The Senate and House are calling for an increase to one new or retained job per $50,000 of 504 funds, except for manufacturers, where the proposed cap is one new or retained job per $100,000.

- The definition of “rural development”, which is an SBA public purpose objective, will be expanded from a population standard for 20,000 to a standard of 50,000 using the revised USDA standards.  This will allow projects in communities such as Yorkville, to be eligible for larger debenture size.  In addition, businesses meeting a public purpose project are NOT subject to job creation requirements.

If you are interested in learning more about the SBA 504 Program, please contact the YEDC office at 630-553-0843.

YEDC THIRD ANNUAL MEETING!!!!!

This year our annual meeting will have a new location to accommodate our growing numbers, and will also have new time (a luncheon).  We are pleased to announce that Illinois State Treasurer, Judy Baar Topinka will join us as our keynote speaker. Our members have made this annual event an incredible and memorable success in the past.  Your personal invitation will be mailed this week….thank you in advance for your continued participation. Please keep October 15th open for a special luncheon experience.   

Thanks for your feedback!!!

Your feedback is always welcome and encouraged.  We continue to receive very positive comments to this form of communication.  If you receive this copy via US Mail, and have access to E-Mail, please let us know to add you to our list.  If you wish to be removed from our E-Mail newsletter list, just click on the address listed here, and note REMOVE FROM E-MAIL on the subject line. stombres@yedconline.org











