SOP 50 10 8

Effective June 1, 2025

Section B, Ch 1: Standard 7(a) Loans (Loans Greater than $350,000)

The Lender must document the file and include the date of the visit and
a description of the items reviewed on site.

v. Business Valuation Requirements — Change of Ownership:

a)

b)

Determining the value of a business (not including real estate which is
separately valued through a real estate appraisal) is the key component
to the analysis of any loan application for a change of ownership. An
accurate business valuation is required because the change in ownership
will result in new debt unrelated to business operations and potentially
the creation of intangible assets. A business valuation assists the buyer
in making a determination that the seller’s asking price is supported by
an independent Qualified Source (see definition in Appendix 3).

In order for the individual performing the business valuation to identify
the scope of work appropriately, the business valuation must be
requested by and prepared for the Lender. The scope of work should
identify whether the transaction is an asset purchase or stock purchase
and be specific enough for the individual performing the business
valuation to know what is included in the sale (including any assumed
debt). The business valuation must include the individual’s conclusion
of value, the qualifications of the individual performing the business
valuation and their signature certifying to the information contained in
the business valuation. The Lender may not use a business valuation
prepared for the Applicant or the seller. The cost of the business
valuation may be passed on to the Applicant.

1) Non-Special Purpose Properties:

(a)  If the amount being financed (including any 7(a), 504, seller, or
other financing) minus the appraised value of real estate and/or
equipment being financed is $250,000 or less, the Lender may
perform its own valuation of the business being sold, unless the
Lender’s internal policies and procedures require an independent
business valuation from a Qualified Source.

(b)  If the amount being financed (including any 7(a), 504, seller, or
other financing) minus the appraised value of real estate and/or
equipment is greater than $250,000 or if there is a close
relationship between the buyer and seller (for example,
transactions between existing owners or family members), the
Lender must obtain an independent business valuation from a
Qualified Source.

i1) Special Purpose Properties: A “Special Purpose Property” is a limited-

market property with a unique physical design, special construction
materials, or a layout that restricts its utility to the specific use for
which it was built.

(a)  If the amount being financed (including any 7(a), 504, seller, or
other financing) minus the appraised value of real estate and/or
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SOP 5010 8 Appendix 3: Definitions

Packager: (13 CFR § 103.1(e)) An Agent who is employed and compensated by an Applicant or
lender to prepare the Applicant’s application for financial assistance from SBA. SBA determines
whether or not one is a “Packager” on a loan-by-loan basis.

Participant: (13 CFR § 103.1 7(a) and 504) A person or entity that is participating in any of the
financial, investment, or business development programs authorized by the Small Business Act
or Small Business Investment Act of 1958.

Person:

1. (13 CFR § 120.10 applicable for 7(a) and 504 business loans) Any individual,
corporation, partnership, association, unit of government, or legal entity, however
organized.

2. (13 CFR § 105.201 applicable for 7(a) and 504 Standards of Conduct and Employee
Restrictions and Responsibilities) An individual, a corporation, a company, an
association, a firm, a partnership, a society, a joint stock company, or any other
organization or institution.

Pool: (13 CFR § 120.600 7(a)) An aggregation of SBA-guaranteed portions of loans made by
Lenders.

Pool Assembler: (13 CFR § 120.600 7(a)) A financial institution that:

1. Organizes and packages a Pool by acquiring the SBA-guaranteed portions of loans from
Lenders;

2. Resells fractional interests in the Pool to Registered Holders; and
3. Directs the FTA to issue Certificates.
Pool Rate: (13 CFR § 120.600 7(a)) The interest rate on a Pool Certificate.

Preference: (13 CFR § 120.10 7(a) and 504) Any arrangement giving a Lender or a CDC a
preferred position compared to SBA relating to the making, servicing, or liquidation of a
business loan with respect to such things as repayment, collateral, guarantees, control,
maintenance of a compensating balance, purchase of a Certificate of deposit or acceptance of a
separate or companion loan, without SBA’s consent.

Priority CDC: (13 CFR § 120.802 504) A CDC certified to participate on a permanent basis in
the 504 Loan Program (see §120.812) that SBA has approved to participate in an expedited 504
loan and Debenture closing process.

Project: (13 CFR § 120.802 504) The purchase or lease, and/or improvement or renovation of
long-term fixed assets by a small business, with 504 financing, for use in its business operations.
Note: This SOP uses the term Project for 7(a) also.

Project Property: (13 CFR § 120.802 504) One or more long-term fixed assets, such as land,
buildings, machinery, and equipment, acquired or improved by a small business, with 504
financing, for use in its business operations.

Qualified Source: (With respect to business valuations) 7(a):

A “qualified source” is an individual who regularly receives compensation for business
valuations and is accredited by one of the following recognized organizations and is independent
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SOP 5010 8 Appendix 3: Definitions

of the loan production function, not involved in the approval of the transaction, and must not
have the appearance of a conflict of interest:

1. Accredited Senior Appraiser (ASA) accredited through the American Society of
Appraisers;

2. Certified Business Appraiser (CBA) accredited through the Institute of Business
Appraisers;

3. Accredited in Business Valuation (ABV) accredited through the American Institute of
Certified Public Accountants;

4. Certified Valuation Analyst (CVA) accredited through the National Association of
Certified Valuation Analysts; and

5. Business Certified Appraiser (BCA) accredited through the International Society of
Business Appraisers.

Referral Agent: (13 CFR § 103.1(f)) A person or entity who identifies and refers an Applicant
to a lender or a lender to an Applicant. The Referral Agent may be employed and compensated
by either an Applicant or a lender.

Registered Holder: (13 CFR § 120.600 7(a)) The Certificate owner listed in FTA’s records.

Rentable Property: (13 CFR § 120.10 7(a) and 504) The total square footage of all buildings or
facilities used for business operations.

Risk Rating: (13 CFR § 120.10 7(a) and 504) An SBA internal composite rating assigned to
individual SBA Lenders or Intermediaries that reflects the risk associated with the SBA Lender's
or Intermediary's portfolio of SBA Loans. Risk Ratings currently range from one to five, with
one representing the least risk and five representing the most risk and may be revised by SBA
from time to time as published in the Federal Register through notice and comment.

Rural Area: 7(a) and 504: An area located in a county that the US Census Bureau has defined as
at least 30 percent rural. The Census Bureau’s urban-rural classification and the Census Bureau’s
County Classification Lookup Table can be found here: Urban and Rural (census.gov).

SBA Assistance: (13 CFR § 105.201 7(a) and 504) Financial, contractual, grant, managerial or
other aid, including size determinations, section 8(a) participation, licensing, certification, and
other eligibility determinations made by SBA. The term also includes an express decision to
compromise or defer possible litigation or other adverse action.

SBA Lender: (13 CFR § 120.10 7(a) and 504) A 7(a) Lender or a CDC. This term includes SBA
Supervised Lenders.

SBA Loan: The full amount of the 7(a) loan or the Gross Debenture amount of the 504 loan.

SBA Region: SBA divides the United States and its territories into 10 regions numbered 1-10.
SBA Regional Offices support SBA District Offices and promote economic development growth
and competitiveness within their geographic areas.

SBA Supervised Lender: (13 CFR § 120.10 7(a)) A 7(a) Lender that is either a Small Business
Lending Company or a NFRL.

SBA’s Secondary Market Program Guide: (13 CFR § 120.600 7(a)) An issuance from SBA
which describes the characteristics of Secondary Market transactions.
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