
 

 

 

 
 

 
 

 

Borrowers commonly ask these 

questions about the 504 loan 

program. Your Self-Help loan 

officer will be happy to talk to you 

about these topics. 

 

How much do I have to invest in 

this project?  
The 504 program’s “typical” down 

payment requirement for borrowers 

is 10% on the assets being financed 

with the 504 loan. However, the 

SBA requires higher down 

payments for both start-up 

businesses and businesses operating 

in special-purpose properties (such 

as hotels and C-stores). For these 

projects, the SBA requires a 15-

20% down payment. 

 

 

 

 

 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Frequently Asked Questions 
 

What are the collateral requirements with a 504 loan? 

Typically, the SBA takes only a second lien position on the assets being financed 

with the 504 loan. However, the SBA may request additional collateral when the 

estimated value of the assets being financed is seen as too low to protect the 

SBA’s loan position. Additional collateral may consist of a mortgage on owners’ 

homes, other real estate owned by the business owners, or assets of the business 

outside the 504 project. 

 

Projects that usually require outside collateral would most often be real estate 

projects involving special-use facilities, such as car washes and miniature golf 

courses. These may have poor resale value if the business fails. 

 

Who needs to provide a personal guarantee on a 504 loan? 

Anyone who owns 20% or more of a business receiving a 504 loan must provide 

an unlimited personal guarantee on the loan. Virtually no exceptions to this rule 

exist. Consequently, a borrower should expect to provide a personal guarantee on 

a 504 deal. In some cases, if the SBA feels it needs an additional personal 

guarantee to secure its position, the SBA may also require an owner with less than 

20% ownership to guarantee. If the business has partners with small interests, the 

borrower may need them to provide personal guarantees, too. 

 

Do 504 loan payments have to be made using automatic electronic transfers 

of funds? 

Yes. To reduce costs and streamline the program, every 504 loan customer makes 

payments via an ACH transfer of funds on or near the first business day of each 

month. Through the ACH transfer, the SBA’s servicing agent electronically 

deducts the monthly payment from the checking account of the borrower’s choice. 

There are no bills or receipts, and the transfers take place automatically. Making 

504 loan payments by check is not an option. 

 

Is there a prepayment penalty with a 504 loan? 

For the first half of a 504 loan’s term, there is a prepayment penalty. The penalty 

is high in the early days of the loan and decreases over time (talk to a loan officer 

for more details). Unfortunately, we cannot refinance a 504 loan with a new 504 

loan.   

 

What are the legal fees for a 504 loan? 

The SBA requests that we employ an attorney to oversee the 504 loan closing 

process and that the borrower employs a different attorney to follow our attorney's 

instructions. The borrower must pay both attorneys. We finance some of these 

fees as part of the 504 loan, but a portion of the legal fees are an out-of-pocket 

expense to the borrower. We minimize the work, and thus the borrower’s legal 

fees, as much as possible on our end. 

m ipsum dolor sit amet, consectetur adipiscing elit. Cras vel elit eu velit ultricies 

hendrerit vel eget lectus. Proin mollis, risus ac placerat molestie, risus ante mattis 

tortor, vel mollis sem felis suscipit elit. Aliquam scelerisque varius nunc. 

Vestibulum ante ipsum primis in faucibus orci luctus et ultrices posuere cubilia 

Curae;  


