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an exception. 

 

II. APPRAISAL REQUIREMENTS  
The regulations governing appraisal requirements are set forth at 13 CFR § 120.160(b). 

A. Commercial Real Estate: 

1. SBA requires a real estate appraisal if the estimated value of the Project Property is: 

a) Greater than $250,000; or 

b) $250,000 or less, if such appraisal is necessary for appropriate evaluation of 
creditworthiness. 

2. The appraiser must be: 

a) Independent and have no appearance of a conflict of interest (such as a direct or 
indirect financial or other interest in the property or transaction); and 
b) Either State-licensed or State-certified with the following exception:  when the 
Project Property’s estimated value is over $1,000,000, the appraiser must be State-
certified. 

3. The “Appraisal Report” must be prepared in compliance with the Uniform Standards 
of Professional Appraisal Practice (USPAP) and dated no more than twelve months prior 
to the date of application. 

4. In order for the appraiser to identify the scope of work appropriately, the appraisal 
must identify SBA as the client or an intended user of the appraisal, as those terms are 
defined in the Uniform Standards of Professional Appraisal Practice (USPAP). The CDC 
may also be identified as the client or an intended user. It is acceptable to SBA if the 
appraisal identifies the Third Party Lender as the client and SBA as intended user. The 
CDC may not use an appraisal prepared for the applicant. The cost may be passed on to 
the borrower.  

5. If the loan will be used to finance new construction or the substantial renovation of an 
existing building, the appraisal must estimate what the market value will be at completion 
of construction. (“Substantial” means rehabilitation expenses of more than one-third of the 
purchase price or fair market value at the time of the application.) After construction is 
completed, CDC must obtain a statement from the appraiser, general contractor, project 
architect, or construction management firm that the building was built with only minor 
deviations (if any) from the plans and specifications upon which the original estimate of 
value was based. If the CDC cannot obtain such a statement, then the CDC cannot close 
the loan without the Sacramento Loan Processing Center’s (SLPC) prior written 
permission. 

6. If the loan will be used to acquire an existing building that does not require 
construction, the appraiser should estimate market value on an as-is basis. If the appraiser 
estimates the value other than on an as-is basis, the narrative must include an explanation 
of why the as-is basis was not used. 

7. If the appraisal engagement letter asks the appraiser for a business enterprise or going 
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concern value, the appraiser must allocate separate values to the individual components of 
the transaction including land, building, equipment and business (including intangible 
assets). 

8. When the collateral is a Special Purpose Property, the appraiser must be experienced 
in the particular industry. 

9. An appraisal must be submitted and approved by the SLPC (except on Delegated 
loans) prior to closing.  If the appraisal comes in at less than 95% the estimated value, the 
debenture must be reduced or, if available, the CDC must secure additional collateral or 
additional investment from the borrower and/or guarantors that will be added to the 
required Borrower’s Contribution and will be sufficient to address the gap in value. If 
additional collateral or additional investment is not available, but the applicant 
demonstrates strong, consistent cash flow sufficient to support the debt, then the SLPC 
can approve the appraisal and the CDC may close the loan. 

10. An appraisal must be submitted to the SLPC with the application under the following 
circumstances: 

a) Equity in land owned for 2 years or more is being contributed as part of 
Borrower’s contribution; 

b) The real estate is Third Party Lender’s OREO; or 

c) The Project is not an arms-length transaction (e.g., family members). 

d) The seller of the property is carrying back a loan that is part of the Borrower’s 
contribution. 

B. Equipment Appraisal: 

SBA requires that an equipment appraisal be obtained when used equipment is part of the 
Project and is either being purchased from someone other than an equipment dealer, or being 
refinanced. The equipment appraisal needs to be a written document from a person that is 
qualified to provide a valuation, is independent of the transaction, and has performed an on-
site inspection of the equipment. The appraisal must be dated no more than twelve months 
prior to the date of the application.  

C. Non-commercial real estate or real estate securing a personal guaranty: 

SBA has no specific appraisal requirements for non-commercial real estate (such as a 
residence) or real estate (commercial or non-commercial) taken as collateral to secure a 
personal guaranty. 

 

III. ENVIRONMENTAL POLICIES AND PROCEDURES 
These environmental policies and procedures apply to all 504 loans. Prudent lending practices may 
dictate additional Environmental Investigations or safeguards. 

A. Definitions: 

Terms that are capitalized in this paragraph are defined in the “Definitions” section in Appendix 
2. 


