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SUBPART A
SBA LENDER AND CERTI FIED DEVELOPMENT COM PANY
PARTICIPATION REQUIR EMENTS

PURPOSE OFTHIS SUBPART

This subpart contains the requirements for lenders and Certified Development Companies
(CDCs) to participate in SBA lending programs. This subpart also explains the different levels
of delegated stas SBA grants to lenders and CDCs, as well as how lenders and CDCs maintain
their participating status with SBA. Finally, this subpart gives a brief overview of how SBA
oversees its participating lenders and CDCs.

When the policy set forth in thisuBpat does not adequately address the unique circumstances
regarding a particulanatter an exception to policy may lag@proved by the Director of the
Office of Financial Assistance (D/FAXor Export Working Capital Program (EWCand
International Trad€lTL) loans, an exception to policy may be approved by the Director,
International Trade Finance (D). For Export Express loans, an exception to patiey be
approved by the D/ITwith the concurrence of the Director, Office of Credit Risk Managemant
(D/OCRM). The D/FAor D/ITF may not approve an exception to policgifch exception
would be inconsistent withstatute or regulation. A request for an exception to policy must be
submitted tdhe Loan Guaranty Processing Center (LGRCY(a) applicationsincluding
EWCP, ITL and Export Express loan applicatioand tothe Sacramento Loan Processing
Center (SLPC) for 504 applicatian¥he processing centeiill analyze the request and make g
recommendation to the/FA or D/ITF, asapplicableor anindividual acting in that
capacitywho will make the final decisiofwith the concurrence of the D/OCRM for Export
Express loans)The decision must be documented indberopriateAgencyloanfile. This
procedure may only be used in situations wizenginor deviation from standard policy is
necessarfor the specific situationExceptions to policwill be consideredn a caséy-case
basis and the decision will only apply to the spec#iguest

CHAPTER 1: 7(A) LENDERS

l. THE 7(A) LOAN PROGRAM

A. The 7(a) Loan Program is authorized by section 7(a) of the Small Business Act and is
governed by the regulations outlinedHart 120 of Title 13 of the Code of Federal
Regulations (CFR)

B. This multipurpose business loan program is administered as a deferred participation
program where SBA guarantees a portion of the loan made by a Lender. The Lender
initiates the loan to a small business and, if the SBA agrees to guaranty the loan, the
Lender funds and services the loan. In the event of default, the lender conducts the
work-out or the liquidation efforts and the Lender and SBA share in the loss, if any,
in accordance with the percentage guaranteed by the SBA.

C. Definitions applicable to this subpart can be founi3nCFR 103.1105.201 120.1Q
120.420and120.802

Effective DateQctoberJunel, 2012 5 |
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Il. BECOMING A 7(A) LEND ER

A. The following lenders may apply t@agicipate with SBA as a 7(a) lender:

1. Federally Regulated Lendeiacluding those lenders regulated by Federal
Financial Institution Regulators (e.g., the Federal Deposit Insurance
Corporation, the Federal Reserve Board, the Office of the Comptrotlee of
Currency, the Office of Thrift Supervision, the National Credit Union
Administration, and the Farm Credit Administratipafd

2. SBA Supervised.enders

a) NonFederally Regulated LendeiacludingState regulated lenders
without federal deposit or share insurance protectiod,;

b) Small Business Lending Companies
B. The following lenders may not apply to participate with SBA as a 7(a) lender:
1. SBA-licensed Small Business Investment Compa(8&iCs); and

2. Certified Development Companies (S£2CFR 120.852except with respect to
the Community Advantage Pilot Program

C. Process to Become a 7(a) Participating Lender
1. Federally Regulated Lenders

a) Aninstitution that has federal degibor share insurance protection and is
a State or National bank, a State or Federeligrtered thrift institution or
a State or Federalghartered credit union contacts, in writing, the SBA
field office serving the igipabofficecaphi ¢ area where t
is located to request to be a participating lendéth the exception of
Statechartered credit unions, these institutions automatically comply with
the Agencyds examination and supervision require

b) When a Statehartered credit unioapplies to become a participating
lender:

(1) If the credit union has federal deposit or share insurance protection,
it must send its application to the SBA field office servicing the
geographic area where its principal office is located.

(2) If the credit uniordoes not have federal deposit or share insurance
protection, itmustsendto the SBA field office the items required in
paragraph 2.b) below for Ndfederally Regulated Lenders.

(3) The SBA field office must contact the Office of Credit Risk
ManagemenfOCRM) and ask for a written determination by
OCRM regarding the Stateds | evel of regul atory
examination.
(4) TheDistrict Counsemust review the application féegal
sufficiency As part of thateview, District Counsel must determine
that the credit union has the authority to apply for participation with
SBA and, specifically, that the person who submitted the application
has the authority to act on behalf of the credit union. Applications
submittedon behalf of a credit union by a Credit Union Service

| 6 Effective Date:June 1October] 20142
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Organization (CUSO) or Lender Service Provifle3P) are
unacceptable.

¢c) The Il enderés written request to participate must
is in good standing with its primary regulator and the Lender must
disclose any formal or informal enforcement actions or agreements within
the pasB yearsunless such disclosui prohibited by its primary
regulator SBA will determine if the enforcement actions or agreements
will render the lender unacceptable for 7(a) participation. If there are any
enforcement actions or agreements the application must be forwarded to
the Office of Capital Access (OCA).

d) The SBA field office must determine whether the lender meets the
requirements 0£3 CFR 120.41@o be a 7(a) participani. the field office
determines that the lender meets these requirements, it may enter into a
Loan GuarantyAgreement with the lender. Boparties will execute a
Loan Guaranty Agreement (Deferred Participati@BA Form 750
and/or a Loan Guaranty Agreement (Deferred Participation) for-Short
Term LoansSBA Form 750B Once the SBA Form 750 is executed, the
SBA field office will add the lenelr to the SBA Partner Information
Management System (PIMS) which identifies the lender as an SBA
participating lender.

2. Non-Federally Regulated Lenders

a) NonFederally Regulated LendgiidFRLS), including State regulated
lenders without federal deposit or share insurance protection (such as
Business and Industrial Development CompariB¢BCOs)) must file an
application (in dplicate) containing the information and documents
specified below with the SBA field office serving the geographic area

where the |l enderds principal office is |l ocated.
b) The | endero6s application must include:

(1) Lender 6s name, addr esibaddressel ephone number and e

2) A copy of |l ender 6s Ar-lawscdrtiieslbyof | ncor poration a

an appropriate officer;
B3 Amount of the | ender éirscapitagpi t al and additional

4 The Il enderés proposed geographical area of ope
(5) Alist of officers, directors, ssociates and holders of 10 percent or
more of any class ofiAsdecil eanesedo 6dreapital stoc

defined in1l3 CFR 120.10.

(6) A copy of the most recent audited financial statements on any entity,
other than natural persons, holding 10 percent or more of any class

of the | enderds stock.
(7) An organizatimal chart showing the relationship of the lender to any
Associates.

B8 A copy of AStat emeS3BAFoonfloFRsgnesio n a l Hi story, o
and dated witlm 90 days of submission to SBfar eachperson
listed under above itendy

Effective DateOctoberJunel, 2012 7|
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(9) Acopyof the |l ender 6s goeetningbusigess and procedur es
loan origination, servicing, and liquidation.

(10) A certification that the lender will not be engaged primarily in
financing the operations of an Affiliate, as defined hCFR

121.103
(11) A copy of the State or Federal statute or regulations governing the
|l enderés operations, including those pertainin

and supervision of the lendé&tach lender bears the burden of
demonstrating that it is subject to continuing supervision by a State
or Federal regulatory authority satisfactory to SBA.

(12) A copy of the latest report covering the examination of the lender, if
such report can be released®tBA. If the report cannot be released
or the lender is newly formed and has not been examined by its
primary regulator include a statement to that effect.

(13) A copy of the most recent audited financial statements of the lender.

(14) A copy of the license, if anyssued to the lender by a regulatory
authority.

(15) A certified copy of a Resolution of the Board of Directors
designating the person(s) authorized to submit the application on
behalf of the lender.

(16) A copy of a satisfactory opinion of independent counselttiea
lender complies with applicable Federal, State, and local laws in the
formation and organization of the company, and with appropriate
Federal and/or State security laws; and is chartered to conduct its

business in the proposed operating afed.| eddpnt Counsel 0 i s
counsel that is not anl3@Rssociateodo of the | end
120.10)
c) Once submitted to the SBA Field Office, SBA must perform the following
steps in evalwuating the |l enderodés application:

(1) Review and comment on the sufficiency of all of the requested items
in the application.

(2) Commentot he qualifications of the |l ender, includi
participation requirements t8 CFR 120.410and

3 Make a recommendation to approve or decline th
application.

d) The SBA Field Office must keep a copy of the application and submit the
original of the application along with its recommendation toOhector,
Office of Financial Assistand®/FA).

e) The D/FA or designee, in consultation with the Director, Office of Credit
Risk ManagemenD/OCRM), makes the fal determination on the
application and notifies the SBA Field Offidéthe application is
approved, the SBA Field Office executes an SBA Form 750 and/or SBA
Form 750B, with the lender and sends a copy of the executed agreement to

| 8 Effective Date:June 1October] 20142
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the D/FA.The D/FA or @signee will create the electronic record of the
lender.

3. SBA Regulated Lenders (Small Business Lending Companies

A Small Business Lending Compa(8BLC) is anondepository lending
institution that is SBA licensed andasthorized bySBA to only make loans
pursuant to section 7(af the Small Business Act and loans to Intermediaries in
SBAO&s Mi cr o lSeedhapter@fthe Subpart

D. Loan Guaranth\greemeni SBA Form 750 and SBA Form 750B
1. The Loan Guarantjgreement provides a basic framework for the

responsibilities and duties of the lender and SBA when making, closing, and
administering any individal SBA-guaranteed loarf13 CFR 120.400This

agreenent i s subject to SBAO6s rules and

time.

2. SBA Form 750 governs loans with a maturity of 12 months or greater. A lender
must execute this agreement prior to submitting any applications for guaranty to
SBA. SBA Form 750B gverns loans with a maturity of less than 12 months.
the lender intends to approve loans with a maturity of less than 12 months, it
must also execute SBA Form 750B.

E. Responsibilities of (a) lenders
1. In making SBAguaranteed loans, 7(a) lenders:

a) Submit gplications for guaranty with all required forms, documentation
and credit analyses, to the designated SBA processing center for review.

b) Execute the Authorizatigrwhich is prepared by SBA.

c) Close the loan in accordance with the Autkation, all policy and
regulations.

d) Maintain complete loan files.

e) Service the loan in accordance with SOP 50 50 and regulations.

f)  Liquidate the loan in accordance with SOP 50 51 and regulations.

g) Comply with SBA Loan Program Requirents for the 7(a) prograifi3
CFR 120.10), as sucheaquirements are revised from time to time. SBA
Loan Program Requirements in effect at the time that a Lender takes an
action in connection with a particular loan govern that specific adian.
example, although loan closing requirements in effect wHendser
closes a |l oan will govern closing
the same loan are subject to the liquidation requirements in effect at the
time that a liquidation action is taked3(CFR 120.18pD

h)  SBA Loan Program Requirements, center contacts and other information
can be founa http://www.sba.gov/fodlenders

i)  Individualsdebarred under the SBA or Governmeide debarment
regulations may not conduct business with SBluding participating in
an SBAguaranteed loanLenders may consult the Excluded Parties List
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Sysem (EPLS) to determine if @mployee oAgent has been debarred
or suspended by SBA or another federal agemoyw.epls.gov)

To participate in the Small/Rural Lender Advantage Initiative (S/RLA):

a) Alender must be igood standing with SBA and must have processed an
average of 20 or fewer SBA loans annually over the last 3 fiscal years.
The Loan Guaranty Processing Center (LGPC), when processing S/RLA
loan applications, will screen each application to ensure th#&nter has
processed an average of 20 or fewer SBA loans annually over the last 3
fiscal years. The LGPC will request that any lender that has processed

more than an average of 20 SBA loans annually over the last 3 fiscal years
resubmit the applicationsui ng st andard 7(a) procedures

delegated lender programs.

b) Non-SBA lenders must be approved by SBA to participate in the 7(a) loan
guaranty program before they can participate in S/RLA.

To participate in the Small Loan Advantage (SLA) atitie:

a) Non-Delegated AuthorityA lender must have aexecuted_oan Guaranty
Agreemen{SBA Form 750)

3:b) Delegated Authority:
A lender must have an active Supplemental Guaranty Agreement for the
Preferred Lenders Program (PLP). For further discussitmed?LP
program, see paragraph IV.B. of this Chapter.

To participate in the Export Working Capital Program (EWCP):

a) An existing SBA lender may contact the local United States Export
Assistance Center (USEA®) the local SBA field officeéo request
authority to participate in the EWCP. (A complete listing of USEAC
locations and personnel may be foungvatv.sba.gov/oif) The USEAC
or field office staff will provide the lender with the Supplemental
Guarantee Agreement Export Working Capital Program (SBA Form
750EX), which the lender must execute and return to the USEAC.

b) Non-SBA lenders must be approved by SBA to participate in the 7(a) loan
guaranty program before they can participate in EWCP. Suckets also
may contact the local USEA@ local SBA field officeto request
authority to participate in SBA lendingf the lender meets the criteria set
forth in paragraph Il above, the USEACfield office staff will provide
the lender with SBA Form50 and/or SBA Form 750B, as appropriate,
and SBA Form 750EX, which the lender must execute and return to the
USEAC.

c) The Regional Manager of SBAO6s Export

USEAC will consult, advise and train lenders and small business evgorte
on the procedures and benefits of

d) To request authority to participate in the Preferred Lender Program (PLP)
for EWCP, see paragraph IV.B.5 of this Chapter.

Preferences

Effective Date:June 10¢ctober] 2012

or

one

[ Formatted: Heading 4

SBAOGSs

Solutions

EWCP.

G


http://www.epls.gov/
http://www.sba.gov/oit

SOP 50 10 S¥E) Subpart A |

a) Alender may not take any action in connection with an $BAranteed
loan that establishes a preference in favor of the le(2ICFR 120.41)11
A lender must be particularly carefiol avoid establishing a preference
when using its delegated authority (for example, reducing its existing
exposure to the borrower through the use of an SBA guaranteed loan).
b) Alender must at:

(1) Take any side collateral or guaranty that would secure only its own
interest in a loan;

(2) Obtain a separate guaranty on the unguaranteed portion of the 7(a)
|l oan without SBAOG6s apguaramtyal , such as through a
program or arrangement;

(3) Require a baower to purchase certificates of deposit;
(4) Maintain a compensating balance not under the control of the

borrower;
(5) Take a side loan which would have the effect of ensuring drask

orlimtedr i sk i nvestment on the participantés shar e
(6) HaveanSBAguar anteed |l oan in a Apiggybacko structur

(a) Piggyback financing occurs when one or more lenders provide
more than one loan to a single borrower at or about the same
time, financing the same or similar purpose, and wtiere
SBA-guaranted loanis secured \ith a junior lien positioror
no lien position on the collateral securing the-goaranteed
loan(s)

(b) SBA does not consider a scenario where both loans are for
working capital and the ne8BA guaranteed loan is secured
only by working capital assets to hegiggyback structure.

(c) SBA does not consider a shared lien position with the lender
(pari passu) as a piggyback structure.

c) Under the following circumstances, a lender may make a side loan to
purchase stock of the participant (as may be required byrctntalers
such as Farm Credit Administration entities):

(1) The enabling authority of the lender requires the purchase as a
condition for making the loan.

(2) The lender makes a separate side loan not guaranteed by SBA for the
borrower to buy the stock or debergs. The side loan must be
subordinated to the SBA loan, but the lender may hold a first lien on
any stock collateralizing the side loan.

(3) The interest to be charged on the side loan must not exceed the
maximum rate of interest acceptable for SGdaranteedbans, and
the maturity of the side loan must not be less than that of the SBA
guaranteed loan.

(4) In the event of default, either on the side loan or the-§B#&anteed
loan, the lender may not take any action to collect or liquidate the
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side loan, exceptamceling or retiring the stock securing the side
loan, until the SBA loan has been fully liquidated.

6. Ethical RequirementBlacedon alLender

SBA lenders must act ethically and exhibit good charagt8rCFR 120.140
Conduct of a | e stdffevil besattribused direcilyaotthes an d
lender.Lenders are required to notify SBA immediately upon becoming aware

of any unethical behavior by its staff or its Associates. Examples of unethical
behavior are found at 13 CFR 120.140.

a) Conflicts of Interest

(1) Alender or its Associates may not have a real or apparent conflict of
interest with a small business or SEA3 CFR 120.14@nd13 CFR
Part 103

(2) Factorsthat may indicate a conflict of interest

Lender must exercise care and judgment in determining whether a
conflict of interest exists and document the file itadeSBA will

not guarantee a loan if the lender, its Associates, partner or a close
relative:

(@) Has adirect or indirect financial or other interest in the Small
Business Applicant; or

(b) Had such interest within 6 months prior to the date of
application.

SBA reserves the right to deny liability on its guaranty in the event
that the borrower defaultd,the lender, its Associates, partner or a
close relative acquires such an interest at any time during the term of
the loan.

b) The Sandards of Conduct Counselor for the Agency is the Designated
Agency Ethics Official (13 CFR 105.402(3)

c) Standards of Condu¢tii Conf | i c tApprolalsl nt er est 0)

(1) If aSmall Business Applicaititas as an employee, owner, partner,
attorney, agent, owner of stock, officer, director, creditor or debtor,
an individual who, within 1 year prior to the loan application, was an
SBA Employee (as defined B8 CFR 105.201(3)the loan
application must be approved the Standgrds of Conduct
Counselor. 13 CFR 105.203()

(2) If a Small Business Applicant has, as its sole proprietor, partner,
officer, director, or stockholder with a 10% or more interast, a
individual who is arSBA Employee(as defined byt3 CFR
105.201(&) or aHousehold Mmberof an SBA Employee, the loan
application must be approved by the Standards of Conduct
Commitee at SBA Headquarter§l3 CFR 105.20dA A Holds e ho
Member 6 of an SBA Employee includes:

(@) The spouse of the Employee;

| 12 Effective Date:June 10cteber] 20112
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(b) The minor children of the Employee; and

(c) Theblood relatives of themployeeand the blood relatives of
t h e E mpspoose,aevhoireside in the same place of abode
as the Employee.18 CFR 105.201(9)

(3) If a Small Business Applicant has,itsssole proprietor, general
partner, officer, director, or stockholder with a 10% or more interest,
or a household member of such individual, an individual who is a
Member of Congressn appointed official of the legislative or
judicial branch of the Federal Government, a merob@mployee
of a Small Business Advisory Counal,a SCORE/olunteer the
loan application must be approved by the Standards of Conduct
Committee. (13 CFR 105.301(cAnd105.302(a)

d) When a Standards of Condagtprovalis required, te applicatiorshould
be procssed by the appropriate processing center and, if appropriate, be
conditionally approvedndforwarded to the Standards of Conduct
Counselor or Standards of Conduct Committee (through the Standards of
Conduct CounselorYhe Standards of Condu€bunselomwill notify the
processing center dfie final Agencydecision and the processing center
will notify the lenderaccordingly

e) Other Government Employees

A Small Busines@pplicant must submit a statement of no objection from
the pertinent department or litary service ifits sole proprietor, partner,
officer, director, or stockholder with a 10% or more interest, or a
household member of such individualais employee of another
department or agency of tikederal GovernmelifExecutive Branch)

having a gade of at leasbS-13 (or its equivalent) or higher.

(13 CFR 105.301(3)
7. Forward Commitments

A forward commitment exists when a lender issues a commitment to a builder

or developer to finance future sales of real esfdte.SBA will not guarantee

loans made by the lender to shialsinesses to purchase such real estais.

is a potential conflict of interest for the lender because of its predisposition to

make SBA loans in order to honor their prior agreement with the builder or
developerSuch | oans ar e iarmmetdeiregardieds ef whether SB A G s
the lender gets a fee for issuing the commitment.

8. Advertising of Relationship with SBALB CFR 120.418

a) Generally A lender mayublicize itsrelationship with SBA, including
identifying itself asan SBA patrticipating lendeby placing the
appropriateSBA-approveddecal orthe window of the lending institution
or placing identical decal icons on its websKkdender may not use the
SBA logo in any manner in any advertisement, brochure, publication or
promotional piece, or state or imply that the lender or its borrowers will
receive any preferential treatment by SBA.
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b) Use of Window DecalsThe SBAapproved lender decal may only be

t h

used to inform the public of the | enderds rel ati
not be used to promote, ofSBmppear to promot e,
producs or services. Window decals are available from SBA district

offices.

c) Use of Decal Icons on Websit&#he SBAapproved lender decal icon is
an exact replica of the window decal and may only be used to inform the

public of the | endandfaynottelusedtd onshi p with SB
promot e, or appear tSBApadcmorseevicest he | ender 6s non
(1) When using the SBApproved lender decal icon on a website, the

|l ender must include the following public state

offer SBA loan productsudr SBA&s Preferred Lender Progr amo

(or SBA Express Program, etc.).
(2) The lender decal icon may be downloaded from, and must be used in

accordance with SBAO&6s | ender decal guidelines

http://www.sba.gov/content/advertisisiparelationship
d) Oversight A |l enderds usage of the window/building
identical decal icons on its website may be reviewed as part of the
Agencyds | ender oversight activities.

HOW SBA OVERSEES7(A) LENDERS
SBA oversees 7(a) lenders through:
A. Loan and Lender Monitoring System (L/LMS)

1.

L/LMS is an internal SBA data system that includes the uséstdrical data
andpredictive small business credit scorifd). SBA 7(a) loans with an
outstanding balance are credored quarterlyThese data are aggregated,
analyzed and evaluated to assess the credit quality of each individual SBA

| ender 6 of SBAguarahteed loanSBA uses this information to

monitor the performance of 7(a) lenders individually and in comparison to their
peers.

Using SBA6s L/ LMS system, SBA assigns all 7(a) | enq

The composi te r adessmentofrthe pdtentialtisktoBB Ad s as
government of that T7rhespecific penfatneance s SBA portf ol i o.
factors which comprise the composite rating are published from time to time by

SBAO6s QO@mBwal, these factors reflect both historical 7(a) lender

performance and projected future performa®®A performs quarterly

calculations on the common factors for each 7(a)
composite risk ratings are updated on a quarterly basis.

SBA has established peer groups to minimize the differences that could result

from changes in loan performance for portfolios of different sikles.peer

groups are based upon outstanding SBA dollars, and for 7(a) lenders they are:

a) $100,000,000 or more

b) $10,000,000 $99,999,999

c) $4,000,000 $9,999,999

Effective Date:June 10¢ctober] 2012
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d) $1,000,000 $3,999,999
e) $0-%$999,999 (with at least one loan disbursed in past 12 months)
f)  $0-$999,999 (with no loans disbursed within the past 12 months)

4. SBA assigns a composite rating of 1 to 5 to edel [énder based upon its
portfolio performance, as reported in L/LM&rating of 1 indicates strong
portfolio performance, the least risk, and requires the lowest degree of SBA
management oversight (relative to other 7(a) lenders in its peer glohip).
rating indicates weak portfolio performance, the highest risk, and requires the
highest degree of SBA management oversi@e#el3 CFR 120.1@{definitions
related to Risk Ratingl,3 CFR 120.101%Risk Rating System), antb FR
9257, March 1, 2010 and 75 FR 13145, March 18, 20(Risk Rating Notics).)

B. Lender Portal

1. SBA communicatetender performance to individual 7(a) lenders through the
use of SBAOG qPoita.Tihd Rortal dlawvs & 74al) lender to view its
own quarterly performance data, includibgt not limited tojts current
composite riskatingandpeer and portfolio averageRortal data includes both
summary performance and credit quality d&ammary performance data is
largely derived from data that 7(a) lenders provide to SBA through SBA Form
1502 and 172 Reports, therefore, 7(aylls bear much of the responsibility
for ensuring data accurad§.a 7(a) lender reviews its performance components
and finds a discrepancy with its records, the 7(a) lender should contact OCRM

2.  SBA 7(a) leders with at least 1 outstanding SBA loan may apply for the Portal
accessCurrently SBA issues only one Portal user account per 7(a) lender.
Submission of initial requests for a Portal user account must be submitted to
SBAO6s GadRrdst include the following information:

a) Request must be made by a senior officer with proper authority of the 7(a)
lender (Senior Vice President or higher);

b) Request must be sent via regulatar or overnight ma
409 Third Street, SW, Washington DC 20416, ATTN: Director, Office of
Credit Risk Management;

¢c) Request must be made using the 7(a) Il enderbds st a
d Request must include the userds business card;
e) Thestabnery and business card should include the 7¢(

and address;
f)  The request should include the following data:
(1) SBA FIRS ID Number(s);
(2) Account wuser name and title;

s
(3 Account user 0 teleghenée nuinbergandeehall adelrsss |,
at the 7(aJender;

(4 Requesting officerds name and title; and

(5) Requesting officerds mailing address, telephon
address at the 7(a) lender.
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Once SBA receives and approves the

user6s reques
for is

approval to SBAG®Ossudhcenftaaderaccounthamact or

and passwordlhe Portal contractor will email the user his or her user
name and password within approximately two weeks of account approval.
The user can then access its data by logging into the SBA Lender Portal
web pageBefore accessing the Portal, lenders must agree to the terms of
a Confidentiality Agreement which is found on the SBA Lender Portal
web page.

Lenders are responsible for complying with and maintaining the Portal
user accounts and pasmds as set forth in the Confidentiality Agreement
on the Portal web page, and as published by SBA from time to time.
Lenders are also responsible for timely informing SBA to terminate or
transfer an account if the person to whom it was issued no loniger ho

that responsibility for the 7(a) lendéenders must take full responsibility
for protecting the confidentiality of the user password and the 7(a) lender
risk ratingand confidentiainformation and for ensuring the security of

the data.Seel3 CFR 120.1060

C. Off-site monitoring and osite reviewq13 CFR 120.1025nd120.10%® - 1060.

L/LMS provides performance information thetows SBA to monitor and conduct
off-site reviews of all lender©ff-site monitoring serves as the primary means of
reviewing lenders with less than $10 million in SBA dollars outstanding although
SBA may determine in its discretion to conductsite reviews of these lenderSBA
will contact the lender if the review detects performance issues or trends requiring
further discussion.

For lenders with more than $10 million in SBA dollars outstanding L/LMS
details historical and projected performance data:

1.

a)
b)
c)

For use in planning and conductingsite reviews or examinations;
To assist in prioritizing ofsite reviews or examinations; and

As a system to monitor lenders betweersia reviews or examinations.
Additional information regarding esite reviewsand examinations can be
found in13 CFR 120.1050060andS B A 8GQP 51 00

Additionally, in accordance with3 CFR 120.1010 a | ender must

authorized representatives access to its SBA files to review, inspect and/or copy

all records and documentdating to SBA guaranteed loans as requested for
SBA oversight

SBA may request reports on a case by case basis.

Lender oversight feesenders are required to pay SBA fees to cover the costs

of examinations and reviews and, if assessed by SBA, otiazrleversight
activities.(13 CFR 120.1070

a)

The fees may cover:

(1) The cost of conducting esite safety and soundness examinations of
an SBA Supervised Lende8BLCs andNFRLSs);

(2) The cost of conducting an ite review of a 7(a) lender;
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(3) The cost of conducting cfite reviews/monitoring of a 7(agrider
includingtheSBAassessed charge based on the size of t
SBA-guaranteed portfolio; and

(4) Any additional expenses that SBA incurs in carrying out lender
oversight activities.

b) For the onsite examinations or reviews conducted ur{dgand(b)
above, SBA will invoice each lender for the amount owed following
completion of the examination or review.

c) For the oftsite reviews/monitoring conducted undeyabove, and other
lender oversight expenses incurred ur{d@above, SBA will invoice
ead lender on an annual basis.

(1) The invoice will state the charges, the date by which payment is due
and the approved payment method(s).

(2) The payment due date will be no less than 30 calendar days from the
invoice date.

d) SBA may waive the assessment of the findefc) for those lenders
owing less than a threshold amount below which SBA determines that it is
not cost effective to collect the fee.

e) Payments that are not received by the due date shall be considered
delinquent, and SBA will charge interest, atler applicable charges and
penalties as authorized by 31 U.S.C.3A7.l ender 6s failure to pay any o
the fee components described above, or to pay interest, charges and
penalties that have been charged, may result in a decision to suspend, limit
orrevoke a | ender 6s,iluding hutsnot dnsteddo, gpar t i ci pant
participant o6s.(IBEFRIGRIOMdI aut hority

D. Supervision and enforcement

1. An integral part of overseeing the 7(a) | oan progr :
supervise and take enforcement actions as necefSaryurther guidance on
Lender Supervision and Enforcement, see SOP 50 53.)

2. The D/FA has responsibility for the dég-day management of lenders with an
SBA risk rating of 1, 2 or 3Nith the exceptiomf servicing actions on
individual loans which will be reviewed by OF#he D/OCRMis responsible
for dayto-day management, including approving delegations of program
authority, of lenders with an SBA risk rating of 4 o(B0 FR 21262, April 25,
2009

3. The DIOCRM (either directly or through thieenderTransaction Team (LTT),
Sacramentt Loan Processing Center (SLP@hd the DFA will provide a
recommendation prior to the approval of delegated lender authority by the
appropriate SBA official

E. Suspension or revocation

1. SBA may suspend or revoke the authority of a lender to conduct 7(a) program
activities, in accordance with 13 CAR0.14001600
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V.

Examples of circumstances that may result in suspension or revocation under
the above cited regulation include but are not limited to:

a) Continuous osubstantial failure tcomply withSBA Loan Program
Requirementsincluding but not limited to, lender eligibility requirements
and prudent lending requirements

b) Consistent failure to properly report on loan disbursements and; status

c) Less Than Accepble onsite examination/review assessment or repeated
Less Than Acceptable Risk Rating, the latter generally in conjunction with
other grounds

2. SBA will notify the lender of a proposed suspension or revocation
accordance with3 CFR 120.1600The lender will be provided an opportunity
to respond prioto final action.

TYPES OF 7(A) LENDERSWITH DELEGATED AUTHO RITY
A. Certified Lenders Prografi3 CFR 120.440

More experienced SBA lenders araugted a higher level of authority under the
Certified Lenders ProgragCLP) and receive expedited processing of loan
applicatonsThese | enders are designated as ACLP Lenders. o

1. Qualifications of a CLR.ender

A CLP Lender mustlemonstrate that:it

a) Caneffectively process, close, service and liquidate loans; and

b) Has asatisfactory performance history with SBA, including the
submission of amplete and accurate loan guaranty application packages;

(1) Packages demonstrate strong knowledge of SBA forms and
procedures;

(2) Credit analyses demonstrate solid working know
eligibility and credit criteriaand
c) Has keen current in filing SBA guired 1502 reports and in remitting
required guaranty, servicing and review fees.

2. Process to become a CLBnder or to renew CLP statuk3(CER 120.441

a) A lender may request CLRatus or a field office may nominate a lende
The lender may send a written request to its local SBA field offite
l enderds written request must include a statemen
standing with its primary regulator and the Lender must disclose any
formal or informal enforcement actionsagreements within the pa&t
yearsunless such disclosure is prohibited by its primary reqguISB®A
will determinein its discretionf the enforcement actions or agreements
will render the lender unacceptable @ItP participation. If there are any
enforcement actions or agreements the application must be forwarded to
the Office of Capital Access (OCA).

b) The local SBA District Director will consider whether the lenciamtinues
to meetthe requirements df3 CFR 120.41fo be a 7(a) participamnd

Effective Date:June 10¢ctober] 2012


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=3816d42b58d73d3d194bfdc8b9d9dec7;idno=13;region=DIV1;q1=120.1600;rgn=div8;view=text;node=13%3A1.0.1.1.16.9.252.17
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=3816d42b58d73d3d194bfdc8b9d9dec7;idno=13;region=DIV1;q1=120.440;rgn=div8;view=text;node=13%3A1.0.1.1.16.4.218.21
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=3816d42b58d73d3d194bfdc8b9d9dec7;idno=13;region=DIV1;q1=120.441;rgn=div8;view=text;node=13%3A1.0.1.1.16.4.218.22
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=3816d42b58d73d3d194bfdc8b9d9dec7;idno=13;region=DIV1;q1=120.410;rgn=div8;view=text;node=13%3A1.0.1.1.16.4.215.2

SOP 50 10 S¥E) Subpart A |

meets thejualifications identified above iimitially approving or
renewing a |l enderés CLP status.
3.  Supplemental Guaranty Agreement
a) When CLPstatus ignitially approved or renewed,aHield office notifies
the lender that it has beenitially approved or renewed as a CLP Lender
and sends a fiSuppl e mE€ertifiealLendens ar anty Agreement

Program (CLP), SBA For mirecioRT® signed by the Dist
lender must sign and return the SBA Form 1186 to the field office before
the I enderdéds CLP status is effective. When the s

received by the field office, itwililpdat e PI MS with the | enderds CLP
status and ternThe term & CLP status may not exceed 2 years.

b) If the District Director declines a request for initial C&fatus or renewal
of CLP statusthe lender may appeal to the D/FA, whose decision will be
final. The D/FA will consul with the D/OCRMon each appeal.

4.  Authority and Responsibilities
The SBAG6s business |l oan eligibility requirements,

contained in this SOP apply to all Cldans.A CLP Lender must stay informed
of and apply all of SBA Loan Program Requirements.

a) Eligibility Requirements for CLProcessing

I n addition to SB /Algbilityysanmdardsale busi ness | oan
following additional restrictions apply to CUBans:

(1) Loans not eligible for CLProcessing:
(@) Any pilot program unless SBA specifically authorizes ofe
CLP for the pilot and
(b) Export Working CapitaProgram (EWCP).
(2) Additional Restrictions Specific to CLP
(@) Existing SBA loanlf an applicant businesdraady has an
SBA loan, the lender may make the CloBn only if the
existing SBA loan is current.
(b) Reconsiderationsf declined loan applications must not be
submitted under CLPBrocedures, but may be submitted under
Standard 7(a) procedures.
(3) Credit Analysis

The lender must perform a thorough and accurate credit analysis of

the applicant and include its analysis in its credit memorandum

which shall beetained inthe loanfilel he | ender 6s concl usi ons
must be thoroughly supported in the file.

(4) Application Procedure

The CLPloan packages include the same forms and information as
regular 7(a) loan packages.CLP Lender must ensure that all
required forms and submissions are complete and must prepare a
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draft of the SBA Authorizatioto include with the packag&he loan
package should be cl earllandomitzer ked ACLPO on the
mailing enwelope, fax cover or email subject line.

(5) SBA Processing Procedure

The SBA reviewer relies heavily on the information the lender
provides.For CLPloans, SBA still makes both credit and eligibility
decisions about whether to guarantee thelban. t he | ender 0s
presentation is not adequate for CLP processing, the LGPC may
convert the application from CLP to regular processing.
(6) Post Approval Respondiities

(@) Lender will notify SBA of the first disbursement by entry on
SBA Form 1502 (1502).

(b) TheCLPLender 6s servicing and | iquidating respo
CLP loans are set forth in sop8 50and50 51

5. Affiliation Issues/Change of Lend&uthority

a) If a CLPLender makes a major change in its structure or organization, it
must tell the SBA field office in writingMajor changes include:

(1) Acquisition by another entity;

(2) Merge into another legal entity;

(3) A change of name;

(4) Substantial changes management;

(5) Substantial changes in how the lender handles SBA loans; or
(6) Take over or closure of the lender by a regulatory agency.

| 20 Effective Date:June 10cteber] 20112
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If a CLP Lender continues as thesame
legal entity that signed the CLP
agreementand. . .

Then. ..

(1) The CLPLender changes its name.

The LTTrecords the name changeh e |
CLP authorityis not changedA new CLP
agreement is not needed.

e I

(2) TheCLP Lender is acquired by anothe
entity. The CLP lendecontinuesas a
separate legal entity.

The LTTrecords the holding company nariée
| e nd e radthorit@slnét chaged.A new
CLP agreement is not needed.

(3) The CLPLender acquires another
lender.The acquired lender does not
continue as a separate legal entity.

The CLP lender maycontinue tanake CLPloans
under its CLP authority unless there is a
substantial change in its ability to make CLP
loans

(4) The CLPLender acquires another
lender.The acquired lender continues as
separate legal ¢ity.

The acquired lender may not make AbBns.
The acquired lender mapply forCLP authority

(5) The lender is closed or taken over by
regulatory authority.

The | en chethodtygermhbatés
automaticallyand the lender must cooperate wi
SBA to transfer responsibility for servicing and
liquidating its CLP loan portfolioThe LTT
notifies the lender, SBA field office(s), and the
LGPC that the lender may not make areyv
loans.

(6) The lender changes its operations so
it cannot process SBA loans as required
the CLPProgram.

t he |
or reyv

The SBAwilnot renew
authorityorwills us pend
CLP authority

If a CLP Lender does not continue as the
samelegal entity that executed the CLP
agreement and . . .

Then. ..

(1) The CLPLender is merged into a nen
CLP LenderThe ori gi nal
SBA operations are unchanged.

The originalCLP lenderno longerhas the

authority to make CLP loan$he surviving
lendermay apply for CLP authority and execute
CLP agreement.

(2) The CLPLender is merged into anothe
CLP Lender.

Theoriginal CLP Lenderno longer has the
authority to make CLP loans under its
agreements with SBAdowever,CLP loans can
be made under the sur
agreements and the surviviGg P Lendeiis
responsibldor servicing and liquidating the
original CLP Lender bs

Effective DateOcteberJunel, 2012
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(3) The CLPLender is dissolved. The | en dhethodtydo ma@ke ELP loans
automaticallyterminates and the lender must
cooperate with SBA to transfer responsibility fq
servicing and liquidating its CLP loan portfalio
The LTT notifies the lender, SBA Field Office(g
and the LGPC that the lender may not makg
newloans.

6. Monitoring and eviews

See Paragrapii.A throughC of this Chapter for further information on
monitoring and reviews.

7. Supervision and enforcement

See Paragrapii.D of this Chapter for further information on supervision and
enforcement.

8. Suspensiomand revocation

SBA may suspend or autheritymkoeordancé vettBd er 6 s CLP
CFR 120.1404600

B. Preferred Lenders Program (PR3 CFR 120.450

The most experienced lenders are designated as &ders and delegated the
authority to process, close, service, and liquidate most SBA guaranteed loans without
prior SBA review.

1. The PLPLender

PLP Lenders are authorized to make SBA guaranteed loans, subject only to a
brief eligibility review and assignment of a loan number by SBAaddition,

they are expected to handle servicing and liquidation of all of their SBA loans
with limited involvement of SBA.

2. Qualifications fornitial PLP Consideration

a) The lendemust demonstrate that it
(1) Has disbursed at least 5 SBA loans within the past 24 months;
(2) Caneffectively process, close, service and liquidsiBA loans;

(3) Isin compliance with applicable SBA Loan Program Requirements
(as defined i3 CFR 120.1))

(4) HassatisfactorySBA performances determined by SBA in its
di scretion. The Lenderds Risk Rating, among o
considered in determining satisfactory SBA performance. Other
factors ma include, but are not limited to, esite
review/examination assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance

| 22 Effective Date:June 10cteber] 20112
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related measements and information (such as contribution toward
SBAO&s mission)

(5) Has been current in filing SBA required 1502 reports and in
remitting required guaranty, servicing and review fees;

(6) For lenders regulated by one of the federal/state oversight
authoritiesjs in good standing with its primary regulator by
submitting a statement to that effect and by disclosing any formal or
informal enforcement actions or agreements within theJgsars
unless such disclosure is prohibited by its primary regu(SBA
will determinein its discretionwhether an enforcement action or
agreement renders the lender unacceptableliBiparticipation);

(7) s not subject to any SBA enforcement actions; and

(8) Has not received a major substantive objection from its Lead SBA
Field Office

b) SBA, in its discretion, also will consider other risk related information
(e.g., rapid growth, inadequate capifatmal supervisory actions
outstanding i | ed by the |l endedbs federal or state regu

3. Process to obtain PL&atus

A lender must submit its request for P&fatus to its local SBA office with a

copy to the SLPCror multistate lenders, the request will go to the District

where the lender is headquartered.

a The |l enderés request should include:
(1) Legal nane and address of lender;
(2) Legal name of any holding company of lender;

(3) Name, title, address, phone numbemail address and fax number
for contact person at lender for nomination process;

(4 Lenderd6s Lead SBA Field Office (the SBA field

aea in which the | enderds headquarters is | oc:
B) A copy of the | ecanddSBABOEM750BA For m 750

applicable
(6) If lender is or ever was a CLEender, state how long the lender has

been CLP;

(7) If lender waspreviously a PLR.ender, an explanation of why the
lender left the Preferred Lenders Program;

8 A description of the | enderdéds history, organiz
including:
(@) When the lender was charteread
(b) Any recent mergers or acquisitions;

(9) Personnel who will:
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(@) Bein charge of PLIbans for the lender and their experience
with the lender, in the industry, and with SBA loans; and
(b) Have PLPoan approval authority;
(10) Where and how PLBans will be processedlosed, serviced and
liquidated;
(11) A statemenfrom the lender:
(&) Thatitis in good standing with its primary regulator; and
(b) Disclosing any formal or informal enforcement actions or
agreements within the pa&iearsunless such disclosure is
prohibited byits primary regulatarSBA will determinen its
discretionif recent enforcement actions or agreements will
render the lender unacceptable for PLP

Field Offi cshoéuklincNidethien dtiiedrd officeds opinion of:
(1) The | end e ithtre fieldofficeand t  w

2 The | enderdés commitment to SBA I ending

The SBA field office sends the |l enderés request
recommendation to therT.

ThelLTTO6 Role:TheLTTgat hers the information relevant to a
participationrequest i ncl uding the field officebdbs recommend
processing, servicing and |iquidation centerso6 w
|l enderb6s ability to process, close, service, and

applicableTheLTT performs an analysis, makes a recomdagion and
sends it to the appropriate SBA official who makes a decision and notifies
theLTT.TheLTTt hen i nforms the | ender of SBA®&s deci si ol

Upon approval, theTT notifies the lender and the SBA field office:
(1) That the nomination is approved; and

(2) Thelength of the preferred status, not to exceed two ydays SBA
lenders with less than 3 years of SBA lending experience/data, the
Agency may consider performance over the period of time the lender
has been an SBA | end e rtialtebruof wi | | l'imit the | en
preferredstatusto 1 year or less. Lenders that identify significant
differences between the performance numbers developed by the
lender and those developed by SBA (not related to a lack of accurate
1502 reporting) should contact OCRM.

TheLTT sends the lender a Supplemental Guaranty AgreerResferred
Lenders ProgranSBA Form 1347 signed by theppropriate SBA
official. The lender must sign and return the SBA Form 1347 thThe
before thd e n d e rstatsis isReffeBtive(Agreements must be signed
and returned to the Center witl80 days of receipt or a new application
to the program will be required.)

TheLTT sends the appropriate field offices copies of the approval letter.
ThelLTTwi | | enter the eff ecstatuswoethet er m of the | enderd
PIMS. This is an essential step for lenders processing PLP loans.
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If a lender is approved as a PLEnder, it will automatically be approved

as a CLA.ender.TheLTT will send the SBA Form 1186 to the lender for
execution along with the SBAForm134dnce approved, a | ender 6s
and CLP status extends nationally (provided the lender complies with its

lending charter).

Decline of PLPapplication:

If the PLPapplication is declined, tHeT T notifies the lender and SBA

field office with the reason for declin€éhe lender may rapply for PLP

status when it has overcome the reason for dedimeoso, the lender

must file a request with tHerT and must show how it has overcome the

reasons for declin@heLTT will review the request, make a

recommendation and send it to the appropriate SBA official for a final

Agency decision. TheTT wi | | notify the |l ender in writin
decision.

Process for Renewaf PLP Status(13 CFR 120.451(g)

a)

b)

c)

TheLTT automatically starts the renewal process just prior to the

expiration ostatusarhelLTel msksefor Gosnmdnts ffom the

Lead SBAFiel Of f i c e apmodessingservichidahd s

liquidation centersT h e comments should pertain to the
recent PLP term and must include:

(1) Whether they recommend renewal;

(2) Ifthey do not recommend renewal, why not;

(3) Whether the lender can prasg close, service and liquidate SBA
loans;

PLP

g of

| ende

(4 Changes in |l ender6s organization or management

(5) Any recurring denial of liability or repair situations with the lender;
(6) Reasons for any unfavorable loan volume or repurchase rate data
(7) Identification of any areasf concern; and

(8) An explanation of any discussions with the lenders that may impact
the PLPdecision.

TheLTT contacts the lender to obtain a statement from the lender that it is

in good standing with its primary regulatdhe lender must ditase any

formal or informal enforcement actions or a
most recent PLRermunless such disclosure is prohibited by its primary

regulator SBA will determinen its discretionf the enforcement actions

or agreementwill render the lender unacceptable for PLP.

TheLTTgat hers the information UTEl evant to a |

performs an analysis, makes a recommendation and sends it to the
appropriate SBA official who makes a decision and notified Tile The

greem

ender

LTTt hen informs the | ender of SBAO6s deci sion.

(1) Forrenewal of its PLP statuetlender must demonstrate that it

(@) Can effectively process, close, service, and liquidate SBA
loans;
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(b) Is in compliance with SBA Loan Program Requirements (as
defined inl3 CFR 120.10)

(c) Has satisfactorgBA performances determiied by SBA in its
di scretion. The Lenderds Risk Rating, amongd
will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited to,
on-site review/examination assessments, historical
performanceneasures (like default rate, purchase rate and loss
rate), loan volume to the extent that it impacts performance
measures, and other performance related measurements and
information (such as contribution toward SBA missjon)

(d) Isingood standing with itsefleral or state financial regulator
by submitting a statement to that effect andllsglosng any
formal or informal enforcement actions or agreemeittsin
the pasB yearsunless such disclosure is prohibited by its
primary regulato(SBA will determire in its discretiorwhether
those actions or agreements make the lender ineligible for PLP
status;

(e) Isnotsubject to any SBA enforcement actipasd

() Has been current in filing SBA required 1502 repartd
remitting required guarantgervicing and revie fees

(2) SBA, in its discretionalso will consider ther risk related

information (e.g., rapid growth, inadequate capifatmal

supervisory actionsutstanding i | ed by the | enderés federal or

regulato}.

d) Notification of Renewal

ThelLTT notifies the lender and Lead SBA Field Office that:

(1) The renewal is approved; and
(2) The term of the renewal.
TheLTT sends the lender a new SBA Form 1347 signed blyTieon

behalf of theappropriate SBA officialThe lender must sign and return the
SBA Form 1347 totheTTb e f or e t h ererlewahidefectbtes PL P

e) CLP Status for PLR.enders

TheLTTr enews t he statustodnatchdhise CmPof t he | ender 6s
PLPrenewal. TheLTT sends the lender a new SBA Form 1186 signed by

theLTT on behalf of theppropriate SBA officialThe lender must sign

and return the SBA Form 1186 tothETbef or e t he | ender 6s CLP
renewal is effectie. When the signed SBA Form 1186 is receivée, t

LTT updates PIMS to reflect the new expiration date

f)  If Renewalis Declined

TheLTT notifies the lender and Lead SBA Field Office of the reason(s)
for decline of the PLPenewal.The lender may not make PLP loans after
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Subpart A |
its PLP status expire6.1 f t he | enderdéds PLP renewal is decline
| e nd e rstats willnd® automatically terminatef t he | ender és PLP

status is not reneweatior to the termination of its CLP status, then the

lender must follow the procedures described above to request renewal of

its CLP status from the local SBA field offic&.he lender may rapply

for PLP status when it has overcome the reason(s) fandeto do so,

the lender must file a request with thET and must show how it has

overcome the reason(s) for decline. TH& will review the request,

make a recommendation and send it to the appropriate SBA official for a

final Agency decision. TheTT wi | | notify the |l ender in writing o
final decision.

Temporary Extension of PL8tatus
I f a | e stats is éxpirin@ dn SBA has not completed the

renewal process, th&f Tmay extend a | enderdés PLP status for a
interim period as determined by thé@®CRM, in consultation with the
D/FA.

Reinstatement

If a Il enderds PLP status was revoked, declined o
the lender may ask SBA to reinstate its Rit&us. However, the lender
must follow paragraph B.III of this section.

5. PLP-Export Working Capital Prograuthority

a)

b)

Domestic lenders with an international lending unit may have concurrent

approvaltqpar ti ci pate in SBAG6s Export Working Capital
(EWCP).This program includes the opportunity for experienced

international trade lenders to apply for P&tRtus with its EWCP unit.

Lenders withPLP-EWCP status are delegated the same level of authority

to process, close, service, and liquidate EWCP loans as is granted to

domestic lenders with PLP authority.

SBA offers PLPstatus on EWCP loans to PLP Lenders through a request

fledbythe | ender és international wunit for expansion
l ending instit uApplicatiororequeBtiifcludethe hor i t vy .

following elements:

(1) Legal name and address of lender;

(2) Addr ess, city and state where | enderds interna
perforned;

(3) Name, title, telephone and fax numbers amdadl address of the
international l ending unités primary contact;

4 A copy of the I enderds SBA Form 750EX;

(5) Identification of the USEAC offices the lending unit works through
on EWCP loans;
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(6) Adescriptonofthé endi ng unités experience in internat.
lending, including its level of EWCP lending over the last 2 years,
Exportl mpor t Blammok) (IfieExdi ng acti vity over the same
year period, and identification of any form of delegated lender status
with ExIm Bank or other trade finance agencies;

(7) Identification of personnel in charge of EWCP lending, their
experience in export trade finance for small concerns, and

(8 Documentation supporting the banko6és del egati on
contact person filinghis PLPexpansion request.

c) Completed applications should be directed toQlfffece of International
Tr ade atBSBN.OMMostaff will be responsible facreening and
collecting information fronthe applicable SBA office®n the current
regul atory status of the |l endero6s domestic | endi
international | ending uni t@Tswillcapabilities as a E
forward its recommendation and the comments of the other offices to
OCRMfor afinal decision. The lender must demonstrate that it

(1) Has asatisfactory history of providing trade finance to exporters

(both the I ender and the |l enderdés | oan officer
(2) Has he ability to develop and analyzempleteloanapplication
packages;

(3) Has been an active participant in the EW@#Rh SBA and/orwith
Ex-lIm Bank for at least six consecutive months immediately prior to
the SBA field ofjficebs recommendati on

(4) Isin compliance with SBA Loan Program Requirements (as defined
in 13 CFR 120.1))

(5) Has satisfactory SBA performance asetimined by SBA in its
di scretion. The Lenderdés Risk Rating, among o
considered in determining satisfactory SBA performance. Other
factors may include, but are not limited to;site
review/examination assessments, historical perémrce measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
SBA mission).

(6) s in good standing withis federal or state financial regulatmy
submitting a statement to that effactdby disclosng any formal or
informal enforcement actions or agreememithin the pasB years
unless such disclosure is prohibited by its primary regu{&BA
will determine in its discretiowhether those actions or agreements
make the lender ineligible for PLPWCP statuk

(7) Is not subject to any SBA enforcement actions; and

(8) Has been current in filing SBA required 1502 reports and remitting
required guaranty, servicirand review fees
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d) Lenders are notifiedf the final decisiorby written letter from @RM
with a copy to OIT and the appropriate SBA Field Offitieapproved,
OCRM will provide the lender with the Supplemental Guaranty
Agreementi Preferred Lender PrografRLP) for Export Working Capital
Program (EWCP) Loans (SBA Form 2310), which the lender must
execute and return to SBA before the lender can submit any loan
applications under its PLEWCP authority.(Agreements must be signed
and returned withiB0 daysof receipt or a new application to the program
will be required.)

e) Ifthe PLREWCPapplication is declined)CRM notifies the lender and
SBA field office with the reason for declinEhe lender may rapply for
PLP-EWCPstatus when it has ovenme the reason for declingo do so,
the lender must file a request WitHT and must show how it has
overcome the reasons for decli@dT will review the request, make a
recommendation and send it@€CRM for a final Agency decision.
OCRMwillnotifyt he |l ender in writing of SBA6s final deci

f)  All PLP-EWCP expansion approvals will be for a period not to exceed the
existing term of the dibesacseedingPLPender 6s PLP autho
renewal of the domestic lending unit willincludes@® ct i on on the | enderbés
EWCP lending, with comment requests from the SLPC directed to the
OIT in the same manner as requests for comment from SBA loan
servicing or loan liquidation Centers

g) Lenders that are participating in the Delegated Authority Lencegr&m
of the Exportimport Bank of the United States (#x Bank)(or any
successor Program) are eligible to participate in the PWEP program.
Lenders should be aware that they must comply with 13 CFR 120.410(d),
which requires PBebvisedlans pxdmeimed by eitberdi b e s u
Federal Financial Institution Regulator or a state banking regulator
sati sf act o4inyBank®eleg®etl AuthoriEyx enders must
comply with the PLFEWCP application procedures described above,
however, such lendesse not required to have prior experience with SBA
7(a) lending and are deemed to be an active participant witmBank
for purposes of the application.

6. Authority and Responsibilities
a) Eligibility Requirementsin additiontothe SB6s pri mary business | oan
eligibility standards set forth in Subpart B, Chapter 2 of this SOP, the
following additional restrictions apply to PLIB®ans.
(1) Lenders may use PLéhly for 7(a) loansLenders may not use PLP
for any pilotprogram unless SBA authorizes use of PLP for the pilot.
(2) Types of Loans Not Eligible under PLLRhese types of loans are not
eligible under PLP processing:
(a) Disabled Assistance Loans (DAL);

(b) Qualified Employee TrusteESOP)(loansmade to an ESOP
underl3 CFR 120.350 through 120.354
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(c) Pollution Control programand

(d) International Trade Loans not secured by a first lien position on
the collateral

Revolving credits are not eligible for Plekcept unde€APLines
and,if the lender has authority from SBA to make PER/CPloans
undertheEWCP.

(3) Types of Businesses Not Eligible for PLP

The types of businesses not eligible under standard 7(a) also are not
eligible under PLPSee Subpart B, Chapter 2 of this SOP.

Additional Regrictions Specific to PLR13 CFR 120152).
(1) Refinancing’ See Subpart B, Chapter 2 of this SOP.

(2) Reconsiderationsf declined loan applicationReconsiderations of
loans previously declined by SBA (regardless of the method by
which they were originlly processed) may not be processed under
PLP, or any other processing method where the lender is given
delegated approval authority.

PLPLender sdé6 Process(3CERIR@ASZA nsi bil ities

SBAO6s busi nes esquiternents, credlit policy, &nd procedyresr
apply to PLPoans.The PLP Lender must stay informed on and must
apply all of SBAOs LAlanderayoogsutamih Requi r ement s.
the same loan guaranty request under more than one procesding et
lender also may not knowingly submit a loan guaranty request under PLP
after the applicant has already submitted a request from a different lender.
(1) Lender 6 s Ré&view gi bi |l ity
(@ APLP Lender must anal yizmtha PLP applicantds
same way that SBA analyzes eligibility for a regular 7(a) loan
applicant.The PLP Lender must keep in its loan file
documentation supporting its eligibility analysis. For example,
if a franchise is involved, the PLP Lender must review the
Franclise Registry\ww.franchisereqistry.cojito ensure the
franchisorbés agreement continues to meet t
requirement that the franchiseebs opportun
of loss is commensurate withowneis | f t he franchisor 6s
agreement does not appear on the Registry, the lender must
review the agreement to ensure that it mee
requirements as set forth Subpart B, Gapter 2 of this SOP.
SBA will not conduct an eligibility review prior to iss\g a
|l oan number . SBA may review the | ender 6s
supporting its eligibility determination as part of any guaranty
purchase request or when conducting lender oversight
activities.

(b) For a PLHoan, size of the applicant is determireedof the
date of the | endeAPLREsLermlgrmayoval of the | oan.
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accept as true the size information provided by the applicant,
unless credible evidence to the contrary is apparent.

(2) Credit Analysis

SBA has authorized PLERenders to makéhe credit decision

without prior SBA reviewThe lender must perform a thorough and
complete credit analysis of the applicant, establish that the loan is of
such sound value as to reasonably assure repayment and document
its analysis in the loan fil&seeSubpart B Chapter 4f this SOP for
specific guidance on processing loan guaranty requests.

(3) The Authorizatn

PLP Lenders draft the Authorizatiomithout SBA review and

execute it on behalf of SBAhe lender must make sure that all

coll ateral and other requirements documented i
analysis are in each Authorization. The lender also must include all

SBA-required authorization provisions. See Subpart B, Chapter 5 of

this SOP.

(4) Closing Requirements

(@) SBA closing requirements are the same for RidPs as for
standard 7(a) loangVith the exception of Small Loan
Advantage (SLA) loanand CAPLinesthe same SBA forms
are required(For further guidancen the required forms fo
SLA and CAPLinessee Subpart B, Chapter 7, Parageaph
[11.C.2 and-3of this SOP.)The lender must obtain all required
collateral positions and must meet all other required conditions
before loan disbursemer8BA delegates to the PLP Lender
responsibiliy for all predisbursement Authorization
requirements in this SOFhe only actions that the lender may
not take on a PLP loan are those specifically reserved to SBA.
See Subpart B, chaptéof this SOP.

(b) After closing the loan, thBLP Lendermust send to the
appropriate CLSC a copy of the executed Authorization. The
lender shouldhot send SBA angther closinglocumentation,
including disbursement information, except through the
required periodic loan status report8£SForm 1502).

(5) Servicing and Liquidation Responsibilities

See SOBR50 50and50 51, and13 CFR 120.453nd13 CFR Part
120, Subpart Eor guidance.
7. Change oPLPLendeb Structure

a To determine the effect on a |l enderdés del egated
in the | ender éecstheghanhelow. ur e, pl ease s

b) If a PLPLender changes its structure or orgation in any of the
following ways, it must inform theTT in writing:
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1)
(2)
3)
(4)

business;
(5)
(6)

An SBA field office that discovers any of the above circumstances also

SOP 50 10 F4E)

The lender is acquired by another lender;

The lender is merged into another legal entity;

The lender changes its name;

The lender substantially changes the management of its SBA

The lender substantially changes how it handles S&Ad; or
A regulatory agency takes over or closes the lender.

must immediately notify theTT in writing.

c)
The lender may obtai

Requests for New SBA Guaramgreements

(1) A new SBA Form 750 from the SBA field office; and
(2) New SBA Forms 1186 and 1347 from thET.

If a PLP Lender continues as the same
legal entity that signed the SBA Forms
1347 (PLP) and 1186 (CLPand. . .

Then. ..

(1) The PLPLender changes its name.

TheLTT records the name changée
| e n d e ra6dsCLAaUth®@rityis not
changedA new SBA Form 1347 (PLP
or SBA Form 118§CLP) is not
needed.

(2) The PLPLender is acquired by another
entity. The PLP Lender continues as a
separate legal entity.

TheLTT records the holding company
nameT he | en amdCbPs P
authorityis not changedA new SBA
Form 1347 (PLP) or SBA Form 1186
(CLP) is not needed.

(3) The PLPLender acquires another lende
The acquired lender does not continue as
separate legal entity.

ThePLPlender maycontinue tamake
PLPloans undeits PLP authority
unless there is a substantial change i
its ability to make PLP and/or CLP
loans

(4) The PLPLender acquires another lende
The acquired lender continues as a sepatr:
legal entity.

The acquired letier may not make PLF
loans.Theacquired ¢énder maypply
for PLP authority
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If a PLP Lender continues as the same Then. ..
legal entity that signed the SBA Forms
1347 (PLP) and 1186 (CLPand. . .
(5) The lender is closed or taken overbya T h e | e n cuedrCbPauth®rity P

regulatory authority.

automaticallyterminate and the lender
must cooperate with SBA to transfer
responsibility for servicing and
liquidating its PLP and CLP portfolio
TheLTT notifies the lendeISBA field
office(s)and appropriate centers that
the lender may not make angw
loans.

(6) The lender changes its operations so
much that it cannot show that it handles S
loans appropriately.

SBAwillnot renew the
authority or willsuspend or revoke the
| end e rsawhori®/L P

If a PLP Lender does not continue as the
legal entity that executed the SBA Forms
1347 (PLP) and 1186 (CLPand . . .

Then. ..

(1) The PLPLender is merged into a nen
PLPLenderThe ori ginal F
SBA operations are unchanged.

The original PLALenderno longer has
the authority to make PLP loarnkhe
surviving lendemay apply for PLP
authority and execut@ PLP agreement

(2) The PLPLender is merged into another
PLP Lender.

The original PLALenderno longer has
the authority to make PLP loans unde
its agreements with SBAlowever,
PLP loans may be made under the
surviving PLP Len
and the surviving PLP Lender is
responsible for servicing and
l'iquidating the o
PLP loan portfolio

(3) The PLPLender is dissolvedt does not
merge into another lender.

Both PLPand CLPauthorityterminate
automaticallyand the lender must
cooperate with SBA to transfer
responsibility for servicing and
liquidating its PLP and CLP loan
portfolios. TheLTT notifies the lender
SBA field office(s)and appropriate
centerghatthe lender may not make

anynewloans.

8. Monitoring and reviews

See Paragraplfi.A throughC of this Chapter for further information on

monitoring and reviews.
9. Supervision and enforcement
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See Paragrapii.D of this Chapter for further information on supervision and
enforcement.

10. Suspension and revocation

SBA may suspend or authaity im kceordancdwittB d er 6 s
CFR 120.140€1600.

. SBA Express Program

SBA Express was established as a permanent@Bgram under P.L.10847

signed into law on December 8, 2004e program reduces the number of

government mandated forms and procedures, streamlines the processing and reduces
the cost of smaller, less complex SBA loafise program allows lenders toli#e, to

the maximum extentrpcticable their respective loan analyses, procedures, and
documentationln return for the expanded authority and autonomy provided by the
program, lenders agree to accept a maximum SBA guaranty of 50 percent.

1. The SBA Expres&ender

To the maximum extent practicab®BA Express lenders can use their own
forms, internal credit memoranda, notes, collateral documents, servicing and
liquidation documentatiorin using their documents and procedures, lenders
must follow their estalished and proven internal procedures used for their
similarly sized norSBA guaranteed commercial loarSee Subpart B, Chapter
6 for a listing of the forms SBA requires for SBA Express.

2. Qualifications fornitial SBA Express Lender Status

Lenders canifid information about how to apply for SBA Express status on the
SLPC6s website at
http://www.sba.gov/aboutsba/sbaprograms/elending/slpc/plplgicarsguest
express_statu.html

a) Existing SBA Lenders

(1) An existing SBA lender must demonstrate that it:

(@) Can effectively process, close, service, and liquidate SBA
loans;

(b) Is in compliance with applicable SBA Loan Program
Requirementgas defined irt3 CFR 120.1)

(c) Has satisfactorgBA performances determined by SBA in its
di scretion. The Lenderdéds Ri sk
will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited to,
on-site reviewexamination assessments, historical
performance measures (like default rate, purchase rate and loss
rate), loan volume to the extent that it impacts performance
measures, and other performance related measurements and
information (such as contribution tewd SBA mission)
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(d) Has been current in filing SBA required 1502 reports and in
remitting required guarantgervicingand review fees

(e) Forlenders regulated by one of the federal/state oversight
authorities, is in good standing with its primary regulatpr
submitting a statement to that effect and by disclosing any
formal or informal enforcement actions or agreements within
the pasB yearsunless such disclosure is prohibited by its
primary regulato(SBA will determinein its discretiorwhether
an enforcement action or agreement renders the lender
unacceptable foBBA Expresgarticipation);

(f) Is not subject to any SBA enforcement actions; and

(g) Has not received a major substantive objection from its Lead
SBA Field Office.

(2) SBA, inits discrédon, also will consider other risk related
information (e.g., rapid growth, inadequate capftainal
supervisory actionsutstanding i | ed by the | enderés federal or
regulatoy.

b) For SBA lenders with less than 3 years of SBA lending experienag/dat
the Agency may consider performance over the period of time the lender
has been an SBA Il ender, but wild]l Il imit the | ende
participation to 1 year or less. Lenders that identify significant differences
between the performance numbersaleped by the lender and those
developed by SBA (not related to a lack of accurate 1502 reporting) may
contactOCRM.

c) Lenders that do not currently participate with SBA

I n addition to meeting the Agencyds |l ender requi
Paragraphil .C. of this chapter, Eender that does not currently participate
with SBA alsomust demonstrate that it:

(1) Isin good standing with its primary federal/state regulator by
submitting a statement to that effect and by disclosing any formal or
informal enforcemet actions or agreements within the pagears
unless such disclosure is prohibited by its primary regu{&BA
will determine whether the enforcement action or agreement renders
the lender unacceptable for participation in this program);

(2) Has at leas?20 commercial or business loans for $350,000 or less at
their most recent fiscal year end;

(3) Ensures its primary SBA loan personnel have received appropriate
training on SBAOGs policies and procedures (suc
include SBA District Office trainingnd/or trade association training
that adequately addresses SBAOGs regul ations an
Procedur es, including SBAG6s | oan processing, S
liquidation requirements); and

(4) Has no major substantive objections from the D/OCRIN.,
relaing to risk or program integrity)

Effective DateQctoberJunel, 2012 35 |



| Subpart A SOP 50 10 33E)

3. Process to become an SBA Express Lender

a) A lender may send a written requesttsolocal SBA Field Office with a
copy totheLender Transaction TegrBacramento Loan Process
Center. For multistate lenders, the lender may send a written request to
the SBA Field Office where the lender is headquartered.

b) As noted above, lenders not currently participating with the SBA must
meet the Agencyods | enidRaragrap.G.ofi r ements as set for
this chapter and must become an approved SBA lender before
participating in SBA Express. (An application for SBA Express authority
may be made simultaneously with the application for SBA lender
authority.)

c) An SBA field office may nminate a lender for SBA Express status by
sending a written nomination to th& T. When an SBA field office
nominates a lender for PLdRatus, it also may nominate the lender for
SBA Express status.

d TheLTTgat hers the information relevant to a | ender
request. Th&TT performs an analysis, makes a recommendation and
sends it to the appropriate SBA official who makes a decision and notifies
theLTT.TheLTTt hen informs t heasionl ender of SBAG6s deci

e) SBA may limit a new SBA lender to a yearly maximum of $25 million of
SBA Express in its first year of participation.

4. Supplemental Guaranty Agreement

ay I'f the | enderds request ,thehTT SBA Express status i
notifies the lender of the decision and sends the lender an SBA Express
Supplemental Loan Guaramiygreement to sign and return. Th&T also
sends the lender instructions for submitting SBA Express applications.
b) The lender mustign and return the agreement to tH& before the
|l ender 6s SBA EXx p r(&gseemestd naust bessignedance f f ect i ve.
returned to the Center withB0O days of receipt or a new application to the
program will be required.)

c) Ifthelenderis a PLRender, the term of its SBA Express status, when

possible, will be tied to the |l enderds remaining
d Lenders not currently participating in SBAO6s | oa

approved for SBA Express will be limited to an initial SBA Expressiter

of 1 year.

5. Decline of SBA Express Status

If SBA declines a request for nomination for SBA Express statug,Tthe

notifies the lender and Lead SBA Field Office of the reason(s) for decline of the
request. The lender may-apply for SBA Express statushen it has overcome

the reason(s) for declin€o do so, the lender must file a request withlthé

and must show how it has overcome the reason(s) for deEhr&TT will

review the request, make a recommendation and send it to the appropriate SBA
official for a final Agency decision. THel' T will notify the lender in writing of
SBAG6s final decision.
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6. Renewals of SBA Express Status

a) TheLTT will automatically start the renewal process a few months prior
to the expiration of ThelLTTemildoatacbs SBA Express st at
the lender and ask it for a statement that it is in good standing with its
primary federal/state regulator and disclosure of any formal or informal
enforcement actions or agreements within the pgietarsunless such
disclosure is grhibited by its primary regulator

b) TheLTTwi I I al so cont ac tieldOfficeahddheder 6 s Lead SBA
S B A pracessingservicing and liquidation centefBhe comments of
those offices should pertain to the | enderds mos

and musinclude:
(1) Whether they recommend renewal;
(2) If they do not recommend renewal, why not;
(3) Whether the lender can effectively process, close, service and
liquidate SBA loans;
(4 Changes in |l ender6s organization or management
(5) Any recurring denial of liability or regdr situations with the lender;
(6) Reasons for any unfavorable loan volume or repurchase rate data;
(7) Identification of any areas of concern; and
(8) An explanation of any discussions with the lenders that may impact
the SBA Express decision.
c) ThelLTTgat hers the information ULTEl evant to a | ender
performs an analysis, makes a recommendation and sends it to the
appropriate SBA official who makes a decision and notified.Te The
LTTt hen informs the | ender of SBAG6s decision.
d) Lendergthat have participated in SBA Express for 2 years or more may be
renewed in the program for a term up to 2 years, but SBA may renew for
less than 2 years if lender or program circumstances wakenders
participating in SBA Express for less than 2 geaay be renewed in
SBA Express for an additional year and may be renewed for up to 2 years
thereafter.
e) Forrenewalofilended s S BA E x pndte determieeitsadnaewnwsl
term for SBA Express
(1) The lender must demonstrate that it
(@) Can effectively pocess, close, service, and liquidate SBA
loans;
(b) Is in compliance with applicable SBA Loan Program
Requirements (as defined18 CFR 120.10
(c) Has satisfactorgBA performances determined by SBA in its
di scretion. The Lenderds Risk Rating, amond
will be considered in determining satisfagt&BA
performance. Other factors may include, but are not limited to,
on-site review/examination assessments, historical
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performance measures (like default rate, purchase rate and loss
rate), loan volume to the extent that it impacts performance
measuresand other performance related measurements and
information (such as contribution toward SBA missjon)

(d) Has been current in filing SBA required 1502 reports and in
remitting required guarantgervicingand reviewfees;

(e) Isin good standing with its fedsror state financial regulator
by submitting a statement to that effacdby disclosng any
formal or informal enforcement actions or agreemeuittsin
the pasB yearsunless such disclosure is prohibited by its
primary regulatorSBA will determine ints discretiorwhether
those actions or agreements make the lender ineligible for SBA
Express status;

() Isnotsubject to anBBA enforcement actions; and

(g) Hasnotreceived substantive objections from its Lead SBA
Office.

(2) SBA, inits discretion, also will consider other risk related
information (e.g., rapid growth, inadequate capftainal
supervisory actionsutstanding i | ed by the | ender 6s
regulato}.

ThelTTnoti fies the | endédtherenéwal8BA6s deci
approved, th&TT sends the lender a new SBA Express Supplemental
Guaranty Agreemertb sign.

The lender must sign and return the agreement to the Center before the
| ender 6s SBA EfHeptivee (Bgeemeats raust dd signed
and returned to the Center witl80 days of receipt or a new application

to the program will be required.)

If the renewal is declined, the lender will be notified of the reason(s) for

the decline, and it may not malSBA Express loans after its SBA Express

status expireslThe lender may rapply when it has overcome the

reason(s) for declind.o do so, the lender must file a request withLthé

and must show how it has overcome the reason(s) for denialTllhe

will review the request, make a recommendation and send it to the

appropriate SBA official for a final Agency decision. TIHET will notify

the | ender in writing of SBAOG6s final
I f a Il enderds SBA Express status was
temminated, the lender may ask SBA to reinstate its SBA Express status.
However, the lender must follow paragraph C.3 of this section

Authority and Responsibilities

a)

b)

SBA Express lenders may make SBA Express loans in any area of the
country.

feder al

sion and,

deci si on
revoked,

SBAExpressleer s must apply and comply with all/l of

Program Requirements.
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c) Eligibility Requirementst n addi ti on to the SBAOGS primary busin
eligibility standards set forth in Subpart B, Chapter 2 of this SOP, the
following additional restrictions apply to SBA Express loans.

(1) Lenders may not use SBA Express for any pilot program unless SBA
authorizes use of SBA Express for the pilot.

(2) Types of Loans Not Eligible under SBA Exprésthese types of
loans are not eligible under SBA Expseprocessing:

(@) Disabled Assistance Loans (DAL);

(b) Qualified Employee Trust&ESOP)(loans made to an ESOP
underl3 CFR 120.350 through 120.354

(c) Pollution Controlprogram; and

(d) CAPLinesprogram.

(3) Types of Businesses Not Eligible for SBA Express

The types of businesses not eligible under standard 7(a) also are not

eligible under SBA Expres§ee Subpart B, Chapter 2 of this SOP.
(4) Additional Restrictions Specific toB Express

(@) Refinancing’ See Subpart B, Chapter 2 of this SOP.

(b) Reconsiderationsf declined loan applications.
Reconsiderations of loans previously declined by SBA
(regardless of the method by which they watiginally
processed) may not be processed under SBA Express.

(c) Previous Submissioné loan is not eligible for SBA Express
if the SBA Express lender is aware that the application was
previously submitted to SBA under any SBA program, except
that the SLPC Dector may waive this prohibition if the
application was preliminary or incomplete when previously
submitted or it has changed materially since the previous

submission. .
d SBA Express Lenderds Processing Responsibilities
(1) Lender 6 s Réview gi bi |l ity

(@) SBA Express is a streamlined program, so complex or
ambiguous eligibility issues should be processed using
standard 7(a) procedures rather than through SBA Express.
SBA grants SBA Express lenders increased responsibility for
screening applicas and loans for SBA eligibilitySBA
Express |l enders must be fully familiar with
requirements as set forth in the SBA Loan Program
Requirements and must screen all SBA Express applicants and
loans to ensure they meet those requirements.

(b) Lenders may rely, in many instances, on certifications provided
by the Small Business Applicant, several of which are included
in the SBA Express application documenmsthe case of size,
the lender may rely on information provided by the applicant at
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the date of application, unless the lender has credible evidence
to the contrary.

(c) Certain eligibility issues require additional lender review
and/or verificationlf, for example, a franchise is involved, the
SBA Express lender must review The Franchisgi®ey
(www.franchiseregistry.cojrto ensure the agreement
continues to
Chapter 2 of this SOP for further guidance on franchise
eligibility.) Lenders must follow aktandard 7(a) eligibility
requirements and maintain appropriate documentation
supporting their eligibility screening in the loan fikhe lender
also must ensure all required forms/information are obtained,
complete and properly executed.

(d) Lenders must cafully review and screen SBA Express

applicants

meet

SBAO6s requirements.

and | oans to ensure they

requirements before transmitting to the SLPC the SBA Express
guaranty request and supplemental informatiare-Tran

(e) Lenders must ensure all requifedms/information are
obtained, complete, and properly execufsgpropriate
documentation must be maintained, including adequate
information to support the eligibility of the applicant and the
|l enderds Il oan file.

oan, in the

(2) Credit Analysis

(@) SBA has autbrized SBA Express lenders to make the credit
decision without prior SBA review.he credit analysis must
demonstrate that there is a reasonable assurance of repayment.
The lender is required to use appropriate, prudent and generally
accepted industry crédanalysis processes and procedures
(which may include credit scoring), and these procedures must
generally be consistent with those used for its similarly sized
non-SBA guaranteed commercial loahenders that do not
use credit scoring for their similgrsized noRSBA guaranteed
commercial loans may not use credit scoring for SBA Express.
Lenders must validate (and document) with appropriate
statistical methodologies that their credit analysis procedures
are predictive of loan performance, and they rpusvide that
documentation to SBA upon request. In addition, the credit
scoring results must be documented in each loan file and
available for SBA review.

(b) Lenders must not make a SBA Express loan which would be

nconsi stent

wi t h

| B Ad ss efivchree ceiot not

standard (see Subpart B, Chapter 2 of this SOP), i.e., lenders
must not make an SBA guaranteed loan that would be available
on reasonable terms from either the lender itself or another
source without an SBA guaranty.
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(c) The credit decision, itieding how much to factor in a past
bankruptcy or whether to require an equity injection, is left to
the business judgment of the lend&iso, if the lender requires
an equity injection and, as part of its standard processes for
non-SBA guaranteed loan®kifies the equity injection, it must
do so for SBA Express loans. (Lenders must adhere to the
requirement that owners of 20% or more must inject equity into
the business above certain thresholds. See Subpart B, Chapter 2
of this SOP, regarding the Utilidan of Personal Resourcgs
While the credit decision is left to the business judgment of the
lender, early loan defaults will be reviewed by SBA pursuant to
SOP 5651.

(3) Application Documents and Authorization

(a) The SBA Express lender is responsible for ensuring all
required forms/information are obtained, complete, and
properly executedAfter the loan is closed, the lender must
continue to apprise SBA of certain critical performance data as
well as changesicertain basic borrower information, such as
trade name and address. See Subpart B, Chapter 6 of this SOP.

(b) The lender completes the SBA Express Authorizatighout
SBA review and signs it on behalf of SBBBA does not
require thathis form be provided to the borrower. See Subpart
B, Chapter 5 of this SOP.

Closing, Servicing and Liquidation

The SBA Express lender must close, service, and liquidate its SBA
Express loans using the same reasonable and prudent practices and
procedureshat the lender uses for its rR@BA guaranteed commercial
loans.

Affiliation issues/Change of Lender Status

When a holding company with a PlsBbsidiary requests an extension of
PLP status to a neRLP subsidiary, it may also request SBA Express
status for the noPLP subsidiaryThe nomination or request must include
documentation that the lender has met the SBA Express participation
requiremats set forth above.

8. Monitoring and reviews

SBA uses the L/LMS system to assess SBA Express lenders quarterly through
the composite risk ratingn addition, those SBA Express lenders with
outstanding SBA balances of $10 million or more are also reviewsda in
accordance with SOP 51 (Bee Paragraplii.A throughC of this Chapter for
further information on monitoring and reviews.

9.  Supervision and enforcement

See Paragrapli.D of this Chapter for further information on supervision and
enforcement.
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10. Suspension or revocation

See Paragrapli.E of this Chapter for further information on suspension and
revocation.

D. The Patriot ExpresBilot Loan Initiative

SBA developed the Patriot Expré38ot Loan Initative to support the entrepreneur

segment of the Nationds mi IThigirdtiatyeusee mmuni ty (i ncluding
streamlined documentation and processing features similar to SBA Express. The

specific features of the program, including but not lichite@ applicant eligibility,

maximum loan amounts and guaranty percentages, are set forth in Subpart B of this

SOP.

1. Becoming a Patriot Expretgnder
a) Existing SBA Lenders

(1) Lenders that currently participate in the SBA Express or PLP
programs are automatically eligible to make Patriot Expoesss
after they have executed the Patriot Express Supplemental Guaranty
Agreement

(2) Lenders that do not currently paipate in the SBA Express or PLP
programs may request Patriot Exprass SBA Express authority
simultaneouslyAn existing SBA lender must demonstrate that it
meets the criteria to participate in SBA Express set farth
ParagraphV.C.2. above.

(3) How To Request Patriot ExpreStatus

(@) An SBA lender (or field office on behalf of an SBA lender)
may send a request to participate in writing toltbieder
Transaction Tean§acramento Loan Processingn@a 6501
Sylvan RoadCitrus Heights CA 955100r fax a request to
(916) 7350643 with an information copy to its Lead SBA
Office.

(b) When a lender (or field office on behalf of an SBA lender)
requests or extends SBA Express and/or &hRus, it also may
request Patriot Expressatus.

(c) When a holding company with a PisBbsidiary requests an
extension of PLP status to a RBhP subsidiary, it also may
request Patriot Expressatus for the ne#fLP subsidiaryThe
nomination or request must include documentation that the
lender has met the Patriot Express participation requirements.

d 1I'f the I ender 6s LTEwlwendthe i s approved, the
lender a Patriot Expre&upplemental Loan Guaranty
Agreement to be signed by the lender.
(e) Agreements must be signed and returned ta.Tiebefore the
| ender 6 s Pdatusis efféctivEAgeemergssnust
be returnedvithin 30 days of receipt or a new application to
the initiative will be required.)
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b) Lenders Not Currently Participating I n SBAOGs Loa

(1) Lenders not currently participating with the SBA must meet the
Agencyds | ender r equgdraprdlofdhist s as set forth in P
Chapter and must become an approved SBA Express before
participating in Patriot Expres6An application for SBA
Express/Patriot Express authority may be made simultaneously with
the application for SBA lender authority. See paragtapii this
Chapter.)n order to become an approved SBA Express, the lender
must demonstrate that it meete triteria set forth in Paragraph
IV.C.2 (SBA Express) of this Chapter.

(2) How To Request Patriot ExpreSgatus

(a) The process is the same as stated above for existing SBA
lenders.

(b)) Lenders not currently m@maAs tici pating in SBAOGS
that are approved for Patriot Expregl be limited to an
initial Patriot Express term of 1 year, after which SBA will
review their performance.

(c) SBA may limit a new SBA lender to a yearly maximum of $25
million of Patriot Expessauthority in its initial year of
participation.

2. Renewing Patriot Expred®nder Status

a) TheLTT will automatically start the renewal process a few months prior
to the expirat i BxpressfatusdhelLTd wil@mtalits Pat ri ot
the lender and ask for a statement that it is in good standing with its
primary federal/state financial regulator and disclosure of any formal or
informal enforcement actions or agreements ddtsgrevious Patriot
Express ternunless such disclosure is prohibited by its primary regulator
TheLTTwi | | also contact the | enderdéds Lead SBA Of fi
Servicing and Purchase Centassapplicabléor information on the
| e n dpelicids,sprocedures and any other relevant informationThe
LTTgat hers the information relevant to a |l enderds
and sends it with a recommendation to the appropriate SBA official, who
reviews the renewal, makes a final decision, and forwardsi¢e#gion to
theLTT.

b) Lenders that have participated in Patriot Expfes2 years or more may
be renewed in the initiative for a term up to 2 years, but SBA may renew
for less than 2 years if lender or program circumstances warearders
participating in Patriot Express for less than 2 years may be renewed in
Patriot Express for an additional year and may be renewed for up to 2
years thereafter.

¢) Inrenewing a lender and determining its renewal term for Patriot Express
SBA will consider whether the lender meets the criteria set out in
ParagraphV.C.6 of this Chapter.
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d ThelLTTnoti fies the | ender of the SBAOGs decision an:
approved, th& TT sends the lender a new Patriot Expr@gpplemental
Guaranty Agreemertb sign. The lender must sign and return the
agreementtotheTTbef or e the | enderds Patriot Express ren
effective. (Agreements must be signed and retutoéldeLTT within 30
days of receipt or a new application to the initiative will be requiiéd.)
the renewal is not approved, the lender will be notified as to the reason(s),
and it may not make Patriot Express loans after its Patriot Express status
ends

e) The lender may rapply for Patriot Expresstatus when it has overcome
the reason(s) for decline. To do so, the lender must file a request with the
LTT and must show how it has overcome the reason(s) for decline. The
LTT will review the request, make a recommendation and send it to the
appropriate SBA official for a final Agency decision. THET will notify
the I ender in writing of SBA®&6s final decision

) I f the I enderds Patriot Express status was revok
terminated, the lender may ask SBA to reinstate its Patriot Express status.
However, the lender must follow paragraph D.1 of this section

3. Authority and Responsibilities

Patriot Expresgenders have all of the same authority asponsibilities set
forth in Paragraplv.C.7 of this Chapter.

4.  Monitoring and Enforcement

SBA uses the L/LMS system to assess Patriot Expeasiers quarterly through
the composite risk ratingn addition, those lenders withutstanding SBA
balances of $10 million or more are also reviewedgits in accordance with
SOP 51 00See Paragrapli.A throughC of this Chapter for further
information on monitoring and reviews.

5. Supervision and enforcement

See Paragrapli.D of this Chapter for further information on supervision and
enforcement.

6. Suspension or revocation

See Paragrapli.E of this Chapter for further information on suspension and
revocation.

E. Export Expres$rogram

The Export ExpresBrogram is designed to help SBA meet the export financing

needs of small businesses too small to be effectively met by existing SBA export loan
guaranty programst is generally subject to the same loan processing, making,

closing, serviaig, and liquidation requirements as well as the same maturity terms,
interest rates, and applicable fees as the SBA Express Loan Program. Any differences
between the Export Express requirements are set forth in the appropriate section of
this SOP (For exanple, certain uses of loan proceeds are allowed under Export
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that are not all owe 8ee8ubpheB, SBAG6s ot her | endin
Chapter f this SOP)

Becoming an Export Expresender

ExistingSBA-Expresdlendersontinue-to-have-ExportExpressithority
through-December2,-2011 but-afterthat-aatist have a signed Export

Express Supplemental Guaranty Agreemembae ExporExpress

a)

b)

<)

d)

loans.

The procedures for receiving permanent Expogiress authority are

di fferent based on the |l enderds existing authori
(1) Active SBA Express Lenders

)

Lenders that currently have SBA Express authority that would like to
make Export Express loansust submit aequest to SBA. The

requestshouldbesubneitd t o t he | enderés | ocal SBA Distric

or U.S. Export Assistance Center (USEAC). These offices should

submit |l enders6é requests to the Office of
Lender Transaction Team (LTT) lander.oversight@sba.govhe

LTT will send the lender the Export Express Supplemental Guaranty

Agreement (Agreement) and the lender will have 30 days to execute

and return the Agreement to the LTT.

Existing 7(a) Lender that Does Not Participate in thé& &&press
Program

An existing 7(a) lender that would like to participate in the Export
Express Program must submit a nomination request to its local SBA
District Office. The local SBA District Office will submit the

request to the LTT. The LTT will contaithe local SBA USEAC for
comments and process the request in accordance with the procedures
and process for the SBA Express Program, as described in Paragraph
IV.C. above. Lenders can request SBA Express and Export Express
authority simultaneously, batre not required to do so. The LTT

will send the lender the Export Express Supplemental Guaranty
Agreement and the lender will have 30 days to executed and return
the Agreement to the LTT.

To retain or renew Export Expreasthority SBA Express lenders must:

1)
)
3

(4)

Effectively process, make, close, service, and liquidate Export
Expresdoans;

Remain in substantial compliance with applicable SBA Loan
Program Requirements;

Have received no major substantive objecti@uarding renewal
from the field office(s) covering the territory where the lender
generates significant numbers of Export Expteass; and

Received acceptable review results on the Export Expasisn of
any SBA administered lender reviews.

SBA will generally grant lenders Export Exprésan authority for a term
that coincides wit handlohPéRelmeunldssthds SBA EXpr ess
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D/OCRM or designee determines a shorter term is appropfiate?(a)
lenders that do nqtarticipate in SBA Express or PLP, the maximum term
will be 2 years.

Monitoring and reviews

SBA uses the L/LMS system to assess Export Expeestas quarterly through
the composite risk ratingn addition, those lenders with outstanding SBA
balances of $10 million or more are also reviewegit® in accordance with
SOP 51 00See Paragrapli.A throughC of this Chapter for further
information @ monitoring and reviews.

Supervision and enforcement

See Paragrapli.D of this Chapter for further information on supervision and
enforcement.

Suspension or revocation

See Paragraplh.E of this Chapter for further information on suspension and
revoa@tion.
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CHAPTER 2 SMALL BUSINESS LENDING COMPANIES

l. A SMALL BUSINESS LENDING COMPANY ( i S BBLJ® 13 CFR 120.460
120.490

A. Authorized by theAdministrator to make loans pursuant to section 7(a);
B. Regulated, supervised and examined solely by SBA,

C. Subject to additional SBA regulations specificBLCs regarding the formation,
capitalization, and enforcement actions; and

D. Subject to all other 7jaegulations specific to loan processing, servicing and
liquidation.

Il. PROCESS FOR ACQUIRING AN SBLC

A. SBA regulations restrict the issuance of the SBA lendirigaaity to operate as an
SBLCto 14 entities. T@cquirean SBLC, an entity must purchase one of the existing
lending authorities from a current SBLC.

B. The private parties negotiate a purchase and sale agreehieh includes the terms
and conditions related to the sale.

C. A written request by the selling SBLG the D/FA for approval of a transfer of
ownership and control by the entity transferring the SBA lendinigosity becomes
notice to SBA of the intent to transfer. The written request should include:

1. The name and address of the acquiring concern; and
2. The name of the acquiring concernds primary cont ac:t

D. The acquiring concern must file a request for transfduplicate with the D/FA
addressing each of the following elements:

1. The Legal name, address, telephone, facsimile and email address of the
acquiring concern;
2. ldentification of the form of organization of the proposed SBildéhg with
stampfiled copies of the concerns articles of incorporation or limited liability
company operating agreement;
3. Identification of the proposed SBIECs capi tali zation including the forn
ownership, the identification of all classes of equity capital and proposed
funding amounts, rights and preferences accorded to each class of stock or
members interest (including voting rights, redemption rights, and rights of
convertibility) and conditios for transfer, sale or assignment of these interests;

4, Theproposed SBL&s geographic area of operation;

5. Identification of all officers, directors, limited partners, members and all other
parties that propose told an equity interest of at least 10% of the economic
interest in any class of stock, limited partnership interest or members interest in
the concern.

6. An organization chart showing the relationship of the proposed SBtCall
related associates and affiliates within the organization.
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7. A copy of the SBA Form 1081, Statement of Personal Hisgigymed and dated
within 90 days of submission to SBfgr eachindividual and entity identified
in 5 above.

8. Proof d fidelity insurance coverage as detailedBiCFR 120.470(e)
9. A comprehensive business plan that detalils:

a) The nature of proposed operations, including the organizational units
involved in sourcing, evaluating, underwriting, closing, disbursing
servicing and liquidating small business loans in the dzgéion;

b) The level of prospective lending activity for the first three years of
operation;

c) The identification of all sources of capital used to finance lending
operations; and

d) A projected balance sheet, income statement and statements of cash flows
threeyears forward, along with the related interest rate, default and
prepayment assumptioriBhe plan projections should be assembled under
three different operating scenario®rmalized activity, activity assuming
a 30% reduction in projected lending, anthdity based on a 50%
reduction in projected lending.

10. All documents associated with any type of external financing expected to be
undertaken by the proposed SBLC

11. A written statement from an authorized officidlthe acquiring concern
certifying that the SBLQvill not be primarily engaged in the financing the
operations of an affiliate as definedli8 CFR 121.103

12. The most recent audited financial statements of the acquiring concern if it has
been in operation fanore than one year, or the audited financial statements of
the acquiring concernbés parent company.

13. A certified copy of a board, limited partners, or members resolution specifying
the individual(s) or officials granted the authority by the organizaticulthonit
this SBLCapplication;

14. A written opinion of independent counsel that addresses:

a) Whether the acquiring concern is duly formed and organized and in good
standing;

b) Whether the acquiring concern is qualifi® enter into this transaction;
and

c) The qualifications of the individual or official to submit the application.
15. A certification by the acquiring concern that it is in full compliance with all
federal, state, and local laws.
E. The D/FA will provide writtemotification to the acquiring concern that SBA will not
object to the transfer of the lending authority. Included with this letter will be all
applicable SBA Form 750 agreement(s) for execution and return to OFA

Note: Lender participation in specific SBA programs such as &dPSBA Express will be
considered separately.
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CHAPTER 3: CERTIFIED DEVELOPMEN T COMPANIES

l. THE 504 LOAN PROGRAM

A. The SBA 504 Loan Program is an economic development program offering a
financing package that stimulates private sector investment itéongfixed assets
to increase productivity, create new jobs, and increase the local tax base. The stimulus
is provided by making longerm, low down payment, reasonably priced fixate
financing to healthy and expanding businesses which have the highest probability of
successfully creating new jobs and competing in the world marketplace.

B. Certified Development Compasi¢CDCs) are norprofit corporations certified and
regulated by the Small Business Administration to package, process, close, and
service 504 loang.hese504 loans are issued through a partnership with Certified
Development Companies (CDC) and privateaecthird party lenders. There are a
small number of foprofit CDCs that have been grandfathered into the current 504
program. The provisions of this SOP apply to the-pmfit and the foprofit CDCs
in accordance with the terms of the regulations.

C. Terms and definitions specific to the 504 program can be fouhd @R 120.802
Il. BECOMING A CDC

A. A CDC must provide evidence of the following in its applicatt@CFR 120.810

1.  Non-Profit Statusl3 CFR 120.820 A CDC must be a noeprofit corporation
and must:

a) Bein good standing in the State in which the CDC is incorporated;

b) Be in compliance with all laws, including taxation requirements, in the
State in which the CDC is incorporated and any other Stateigh e
CDC conducts businesand

c) Provide a copy of their IRS tax exempt status.
2. Area of Operationd3 CFR 120.8211
The Area of Operations is the state of the CDCO6s

3. CDC Membershid3 CFR 120.822 A CDC must have at least 25 members
who actively support economic development in their area of operations.
Members are responsible for electthg Board of Directors of the CDThe
Members(whether active or retirellut still actively supporting economic
developmentmust represent the following 4 Membership groups:

a) Government organizations;
b) Financial institutions (lenders);

c) Community organiations such as chambers of commerce, foundations,
trade associations, colleges, universities, or small business development
centers; and

d) Businesses in the Area of Operations.
4. Other Membership requirements are:
a) CDC membership must meet annually.
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b) Memberslip meetings require a quorum to transact businesgiorum
must be present for the duration of the meet8®A defines a quorum as
the presence of at least 51% (in person or by proxy) of the Members
entitled to vote.

¢c) No person or entity can own or cortmore than 10% of the CDC's
voting membership.

d) No employee or staff of the CDC can qualify as a member of the CDC for
the purpose of meeting the membership requirements.

CDC Board of Directord3 CFR 120.823 The CDC must have a Board of
Directors chosen from the membership by the membeeidition:

a) There must be at least 3 of the 4 membership groups represented on the
Board.

b) No single membership group shall control the Board.

¢) No person who is a member of a CDC's staff may be a voting member of
the Board except for the CDC manager.

d) At least Imember other than the CDC manager must possess commercial
lending experience.

e) The Board must meet at least quarterly and shall be responsible for CDC
staff decisions and actions.

f) A quorum shall require at least 5 Directors authorized to ¥die Board
medings require a quorum to transact busin@sguorum must be present
for the duration of the meeting.

g) SBA allows interim vacancies on the Board of Directors to be filled by a
majority of the remaining Board membefsy person filling an interim
vacancy rast stand for election at the next Annual or Special meeting of
the members, whichever comes first.

h) If a new Board position is created, it must be filled by a vote of the
members at the next Annual or Special meeting of the members.

i) When the Board votes @BA loan approval or servicing actions, at least
1 Board Member with commercial loan experience acceptable to SBA,
other than the CDC manager, must be present and vote.

i)  There must be no actual or apparent conflict of interest with respect to any
actionsof the Board.

k) The CDC Board of Directors may delegate management functions to an
Executive CommitteeThe Executive Committee must meet the same
requirements as the Board of Directbtg may be appointed by the Board
of Directors

Committeesl3 CFR 120.823(d) The Board may establish a Loan Committee

comprised of members of the CDC who may or may not
of Directors.The Loan Committee reports to the Board, and members must

include:
a) Atleast 1 member with commercial lending experience acceptable to
SBA,
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b) All members of the Loan Commete must live or work in the Area of
Operations of the State where the 504 project they are voting on is
located,;

c) No CDC staff may serve on a Loan Committee;
d) A quorum must have at least 5 committee members authorized to vote;
e) The CDC's Board must ratify¢hactions of any Loan Committee; and

f)  There must be no actual or apparent conflict of interest with respect to any
actions of the Loan Committee.

g) For multistateCDCs there must be a separate Loan Committee for each
state into which the CDC expand8 CFR 120.823(b)

7. CDC Staffl3 CFR 120.824

a) A CDC must directly employul-time professional management,
including an Executive Director (or the equivalent) managing daily
operationsA CDC may petition SBA to waive the requirement of the
manager being employed directly if:

(1) Another norprofit with the same Area of Operations as the CDC
and with economic delopment as one of its principal activities will
contribute to the management of the CDC; or

(2) The petitioning CDC is rural and has insufficient loan volume to
justify having management employed directly by the CDC.

b) A CDC must have wglified full-time professional staff to market
packageprocess, close and service loans.

¢) When any of the functions referred to in 7.a) and b) above are not
performed by an employee directynployedby the CDC, the CDC must
use a written professional services contract.

d) Profes®nal services contracts, with the exception of those for accounting
and legal services, must be faeproved bySBA. 13 CFR 120.824(k(f)

e) Theprofessional servicentract must:

(1) Demonstrate that the CDC is not a shell for another entity as a result
of the contract;

(2) Not diminish the responsibility ohe Board of Directors for the
operations of the CDC;

(3) State that the CDCbs Board of Directors specif
and retains the ultimate responsibility for all loan approvals and loan
servicing actionsl3 CFR120.823 and that such responsibility must
becarried out independently of any control by the Contractor;

(4) State that no contractor or associate of the contractor may be a
votingornorv ot i ng member of the CDC6és Board of Dire

(5) Clearly state the:
(@) Contract is for services performed,;
(b) Description ofservices that the contractor will perform;
(c) Paymentis for services actually rendered;
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(d) Compensation must be broken down by individual if more than
one person is being compensated under the contract;

(e) A description of each individual who is providing sergice
under the contract, whether the individuals are specifically
named in the contract;

(f)  Sources of compensation for services;

(g) Rate of compensation for all parts of the contract except
servicing must be stated at an hourly ratee servicing
portion may béased on a percentage not to exceed the amount
authorized by the regulations3 CFR 120.971(a)(3)

(h) Basis for its determination that the fees are customary and
reasonable for similar services in the area;

(i) Additional compensation from CDC fee income such as
multipliers or bonuses are not permitted; and

(i) Conract payments for professional services should not exceed
75% of the CDCbs 504 processing and servicin

(6) Include a provision that allows the CDC to terminate the contract
with written notice (usually a 30 to 60 day notice) without penalty at
any time prior to the expiration date of the contract;

(7) State the term of the contract and cannot be -epeled;

(8) State that all compensation paid to the contractor will be paid by the
CDC and that the contractor cannot charge the borrower for the same
services;

(9) State that the contractor is prohibited from requiring a 503/504
applicant or borrower to purchase other services from the contractor
as a condition of the contractords performing
management functions;

) A Board of Direct ompary th®keerdractand i on must acc
contain a statement:

(1) That the contract is in compliance witB CFR120.824and120.825
and SBA Loan Program Requirements;

(2) Of understanding that the contract is subject tegmgroval and
yearly review by SBA; and

(3) Of understanding that submission of the contract with the Annual
Report is required.

g) Financial Ability to Operaté3 CFR 120.825

A CDC must be able to sustain its ogwns continuously, with reliable
sources of funds (such as income from services rendered and contributions
from government or other sponsors). Any funds generated from 504 loan
activity by a CDC remaining after payment of staff and overhead expenses
mustbe retained by the CDC as a reserve for future operations or for
investment in other local economic development activity in its Area of
Operations.
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B. Basic Operating and Ethical RequiremeioitsCDCs

1. A CDC must operate in acatance with all SBA Loan Program Requirements.
It must supply to SBA current and accurate information about all certification
and operational requirements, and maintain all records and submit all reports
required by SBA13CFR120.826 and13 CFR 120.830

a) This includes submission ihancial statementsuditedin accordance
with Generally Acceptedccounting Principles (GAAP)y an
independent CPAor CDCs with 504 loan portfolio balances of $20
million or more; or at a minimum a review by an independent CPA or
independent accountant in accordance with GAARCIDEs with 504
loan portfolio balancesf less than $20 milionT he audi t or 6 s opi ni on
must state that the financial statements are in conformity with GSA®E.
13 CFR 120.826(dpr further guidance on auditor qualifications.

b) For further guidance on the preparation of the annual report, ref8r to
CFER 120.830the Operational Review Guide for the Annual Repant
the Operational Rview Example FormaWithin 60 days of receipt of the
CDC annual report, the SBA field office must forward a copy to theA\D/
along with the field officebs analysis and revie
CDC operational reviewf the annual report is incoplete, the SBA field
office must notify the CDC in writing and within 30 days of receipt of
SBAG6s notice, the CDC must resubmit a complete a

c) A CDC thatis certifiedy SBAwithin 6 months of its fiscal yeand will
not have to submit finaied statements or its Annual Report for that year

d) A CDC must have satisfactory SBA performance as determined by SBA
in its discretion. The CDCb6s Risk Rating, among
considered in determining satisfactory SBA performance. Othergact
may include, but are not limited to, -gite review/examination
assessments, historical performance measures (like default rate, purchase
rate and loss rate), loan volume to the extent that it impacts performance
measures, and other performance relatedsurements and information
(such as contribution toward SBA®&Gs mission).

2. Regulations regarding the ethical requirement<IoCs may be found at 13
CFR 120.14Gand13 CFR 120.851

a) The Standards of Conduct Counselor for the Agency is the Designated
Agency Ethics Official. 13 CFR 105.402(3)

b) Standar ds @offlict@blimedesh GApproyafs

(1) If aSmall Business Applicaititas as an employee, owner, partner,
attorney, agent, owner of stock, officer, director, creditor or debtor,
an individual who, within 1 year prior to the loan application, was an
SBA Employee (as defined i3 CFR 105.201(3)the loan
application must be approved the Standards of Conduct
Counselor. 13 CFR 105.203(3)

(2) If a Small Business Applicant has, as its sole proprietor, partner,
officer, director, or stockholder with a 10% or more interagst, a
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individual who is arSBA Employee(as defined b3 CFR
105.201(a) or aHousehold Mmberof an SBA Employee, the loan
application must be approved by the Standards of Conduct
Committee at SBA Headquarterl3 CFR 105.204 A  dudehold
Member 6 of an SBA Employee includes:

(@) The spouse of the Employee;
(b) The minor children of the Employee; and

(c) Theblood relatives of themployeeand the blood relatives of
t h e E mpspoose,evhoireside in the same place of abode
as the Employee(13 CFR 105.201(9)

(3) If a Small Business Applicant baas its sole proprietor, general
partner, officer, director, or stockholder with a 10% or more interest,
or a household member of such individual, an individual who is a
Member of Congressn appointed official of the legislative or
judicial branch oflie Federal Government, a membeemployee
of a Small Business Advisory Counal, a SCORE/olunteer the
loan application must be approved by the Standards of Conduct
Committee. (13 CFR 105.301(cAnd105.302(a)

c) When a Standards of Condagiprovalis required, te applicatiorshould
be processed by the appropriate processing center and, if appropriate, be
conditionally approve@ndforwarded to the Standards of Conduct
Counselor or Standards of Conduct Committee (through the Standards of
Conduct CounselorYhe Standards of Condu€bunselorwill notify the
processing center dfie final Agencydecision and the processing center
will notify the lenderaccordingly

d) Other Government Employees

A Small Busines#&pplicant must submit a statement of no objection from
the pertinent departmeor military service ifts sole proprietor, partner,
officer, director, or stockholder with a 10% or more interest, or a
household member of such individualais employee of another
department or agency of tiederal GovernmeriExecutive Branch)

having a grade of at lea&S-13 (or its equivalent) or higher.

(13 CFR 105.301(3)

3. Restrictions regarding CDC participation in SBIC and 7(a) programs may found
at13 CFR 120.852.

4, The CDCb6s place of business:

a) Must be accessible and open to the public during regular business hours
with an adequate staff to perform normal business transactions;

b) May be located wh a sponsoring organization if it is clearly evident to
the public that the CDC is a separate entity; and

c) Must have
(1) A separately listed telephone number; and
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7.

(2) At least one qualified professional staff member availableifulk
as described in paragraftA. 7 above.

CDC Loan files:

a) Allloan case files and collateral documents must be either at the principal
office of the CDC or maintained in a manner acceptebi&BA that
permits their immediate access.

b) A CDC must provide, at its own expense, documents or copies when
requested by SBA.

c) CDCsmaintaining computestored documents must ensure that the
documents are actual reproductions of original documents.

d) File Retention Guidelines:

(1) Inquiries, partial applicationsind applicationsithdrawn,canceled
ordenied by the CDC or SBAwust be kept for 2 years after
notification of incomplete application, withdrawagncelatioror
decline.After 2 years, the filemay be destroyed.

(2) General correspondence must be kept for 1 yemsespecific
correspondence should be filed in the case file.

(3) Paid off loan files (including the original application file, servicing
file and closing file), must be kept féryears aftethe loarwaspaid
in full.

(4) Files from liquidated loans (including the original application file,
closing and servicing files), must be kept fryears after the loan
wascharged off.

CDC financial and organizational records:

a) The CDC must maintaingtown financial records including books of
account and minutes of all meetings of members, stockholders, directors,
executive committees, and other officialbie CDC financial reports
furnished to SBA must contain complete disclosure of matters relevant t
the act and regulationRecords and documents which are the basis for or
related to its financial statements or loans must be maintained in a manner
that permits their immediate availability.

b) All organizational files must be accessible to SBA.

CDC fiscal yearThe CDCs choose their own fiscal yedihe CDC must notify
its Lead SBA Office of any change.

C. Operational changes the CDC must report to SBA

1.

Any changes in a CDC6s address, telephone number,
professional staff, bylaws, ortenles of incorporation must be reported to its

Lead SBA Office not later than 30 days after the change takes place.

iStatements of Personal Hi story, o (SBA Form 1081),
258), must be filed on new officers, directors, and profeas&taff as required

in paragraphll.A below.Requests for name changes must be submitted to the

Lead SBA Office prior to filing an amended Articles of Incorporation as noted

in subparagraph 4 below.
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2. The CDC must submit notice of all changes to its LeRA Bffice by certified
mail or other form of delivery from which a receipt of acceptance is obtained.
All changes are subject to pespproval by SBA.

3. Ifthe CDC works with multiple SBA district offices, the CDC is responsible for
updating all SBA officees bout any changes in the CDC6s name, add
telephone number and professional staff.

4. CDC legal name changes must be submitted to tR& B'r prior approval.
After approval, the CDC must send a copy of the board resolution authorizing
the change and@py of the Amendment to the Articles of Incorporation
approved by the State acknowledging the legal name change to all the
appropriate SBA field offices, the SLPC, appropriate SBA CL:8d b the
D/FA. The Lead SBA Office will notifgthe Central Servicing Ager(iCSA).
Note:xt he CDC must use its | egal name, not a fAdbaodo nam
correspondence.

5.  Within 10 business days of the date a CDC becomes a pditigation or other
legal proceedings, it must submit a written report, by certified or overnight mail,
to its Lead SBA Office and must notify all appropriate SBA field offiddse
report must describe the rmplationshpéodi ngs, the CDCbés i d
other parties involvedOnce proceedings are terminated by settlement or final
judgment, the CDC must promptly advise SBA of the terms.

6. Any change affecting the perception of the CDCOs 0o
reported immediatelytothelCC6s Lead SBA Office.

D. Other CDC Service$3 CFR 20.827

A CDC may provide a small business with assistance unrelated to the 504 loan
program as long as the CDC does not make such assistance a condition of the
application for a 504 loa®\ CDC is subject td3 CFR Part 108/hen providing such
assistanceSee Subpart B, Chapter 3 of this SOP when providing suchesssisin
a 7(a) loan.

E. Minimum Level of Activity and Restrictions on Portfolio Concentrati@BSCFR
120.828

A CDC must have at least 4 approvals during 2 consecutive fiscal years, and the
portfolio must be diversified as to type of business.

F. Job OpportunityAveragel3 CFR 120.829

1. A CDC must maintain the required average of dole Opportunityper an
amount of 504 loan funding as specified by SBA from time to time in the
Federal Register and must indicate in its annual report the Job Opportunities
actually or estimated to be provided by each Project.

2. A CDCis permitted two years from its certification date to meet this avelfage.
a CDC does not maintain the required average, it may retain its certification if it
justifies to SBA's satisfaction its failure to do so in its annual report and shows
how it intends to attain the required average.
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. THE PROCESS OF APPLYING TO BECOME A CDC
A. The Application13 CFR 120.810

The Application for Certification as a Certified Development Comp&BA Form
12446 outlines the requirements for an applicatidhe following documents must
accompany the application:

1. Membership list of persons/entities organized by membership groups;

2. Board of Directors List organized by membership groups and accompanied by
SBA Form 1081, Sttement of Personal Historsigned and dated within 90
days of submission to SBAgr eachBoard Member (any Board member that
answers fiyeso to gque,otlloo8BAfrarrmio8lr s 10a, 10b, 10c
must also submit fingerprint cards);

3. PlanofOperatona narrative describing the applicantoés abil
process, close and service the lodmsddition, the plan should identify the
applicantés financial and |l egal capacity and ident.i

504 program and the geographicaaiteplans to serve;
4. Organizational Chart;

5. List of all officers and paid employees of the CDC (including all contracted
staff and contractors performing loan packaging, processing, closing and
servicing for the CDC) accompanied by a completed SBA Form, Bigied
and dated within 90 days of submission to SEAeach officer and paid
employee and fingerprint cards for paid employees and contractors (any officer
that answers fAyeso to ,qumsSBABorm1@8imber s 10a, 10b, 1
must also submitifigerprint cards);
6. Certificate of Incorporation;
Articles of Incorporation;

8. By-Laws, which must include the regulatory requirements regarding
Membership and the Board of Directors;

9. Board Resolutionauth@ng t he CDC&6s creati on;

10. Financial statementsandm j ecti ons demonstrating the CDC6s finan
to operate.

B. Where to Apply
1. The CDC submits an original and one copy of the application to the SBA field

office serving the proposed Area of Operatidhthere is more than one field
office serving thgroposed Area of Operations, the CDC submits its application
to the field office where the CDC will be headquartered. The field office will
review the application and forward all SBA Forms 1081 and fingerprint cards to
OIG. If the application is completend eligible, the field office will forward to
the appropriate SBA official for a final decision:

a) The application;
b) Copies of SBA Forms 1081 with attachments;

c) A notation that the SBA Forms 1081 and fingerprint cards have been
forwarded to OIG; and

N
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d) Its recommendation.

Decline at the Field Officdf the field office declines a CDC application, it will
notify the CDC in writing outlining
of appeal, with a copy to the appropriate SBA officldde CDC applicanhas

60 days to send an appeal to the field office for action by the next higher
authority.

Final Decisioni SBA will send a letter to the CDC applicant notifying it of the
decision with a copy to the appropriate SBA district director.

C. Probationary Periocbf a New CDCL3 CFR 120.812

1.

Newly certifiedCDCs will be on probation for a period of two yea&hortly
before the end of the probationary period, to apply for permanent status the
CDC must providéts Lead SBA Gfice with:

a) A current Membership List;

b) A current Board of Directors List;

c) Alist of all members of all committees;

d) Current ByLaws, including any amendments; and

e) Current Articles of Incorporation, including any amendments.

TheLead SBA Qfice must obtain comments from the SBA processing and

servicing centers as to the qualifyot he CDC6és processin
field office must include the cente
CDCb6s closing in its recommendati on

SBA will determine permanent CDC status or an extension of probatipart,
based upon the CDC6s compliance with
requirements ii.20.820through 120.830Also, the CDC must have

satisfactory SBA performance, as determined by SBA in its discretion. The
CDCO0s Ri sk Rtherfaators, will Aenconsidered in determining
satisfactoy SBA performance. Other factors may include, but are not limited

to, onsite review; examination assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measurard other performance related measurements

and information (such as contribution toward SBA mission).

SBA will consider failure to apply for permanent status before the end of the
probationary period as a withdrawal from the 504 program. If the CDC
withdraws, it must transfer all funded and/or approved loans to another CDC
approved by SBAincluding all related servicing fees

The CDC must have appropriate personnel attend industry training in credit
analysis, 504 packaging, closing and servicing withyrear of certification.

V. SBA OVERSIGHT OF CDCS
A. CDCs must submit to SBA the reports listedlih CFR 120.830

B. SBA oversee€DCs through:

1.

Loan and Lender Monitoring System (L/LMS)

Effective Date:June 10¢ctober] 2012
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a) L/LMS is an internal SBA data system that includes udestbrical data
andpredictive small business credit scoridd. SBA 504 loans with an
outstanding balance are creditored quarterlyThese data are aggregated,
analyzed and evaluated to assess the credit quality of each individual SBA
| ender 6oofSBAloansSBA uses this information to monitor the
performance o€DCs individually and in comparison to their peers.

b) Using SBAG6s L/ LMS sGDE€dacomposieBating.as s i
The composite rating refl edsktetheSBAOG
government of that CDCOlhespgeBftE port f
performance factors which comprise the composite rating are published
from time to time by SBAOGSOWRMj.i ce of Credit Risk
In general, these factors reflect both historical CDC performance and
projected future performanc8BA performs quarterly calculations on the
common factors foreach CDC,6@Cs 6 composite risk ratings are
updated on a quarterly basis.

c) SBA establkhed peer groups to minimize the differences that could result
from changes in loan performance for portfolios of different sites.
peer groups are based upon outstanding SBA dollars, atDfcs they
are:

(1) $100,000,000 or more
(2) $30,000,000 $99,999,999
(3) $10,000,000 $29,999,999
(4) $5,000,000 $9,999,999
(5) $0-$4,999,999

d) SBA assigns a composite rating of 1 to 5 to each CDC based upon its
portfolio performance, as reported in L/LM&rating of 1 indicates
strong portfolio performance, the least risk, arguiees the lowest degree
of SBA management oversight (relative to ot8&Cs in its peer group).
A 5 rating indicates weak portfolio performance, the highest risk, and
requires the highest degree of SBA management ovéer§ggel3 CFR
120.10(definitions related to Risk Ratindd3 CFR 120.1018Risk Rating
System), and5 FR 9257 March 1, 2010 and 75 FR 13145, March 18,
2010(Risk Rating Notics).)

2. Lender Portal

a) SBA communicates CDC performance to individG&iCs through the
use of SBAO®S qPoita.fihd Rortal dlaws & GDI® view its
own quarterly performance data, includitgit not limited toijts current
composite risk ratingndpeer and portfolio averageRortal data includes
both summary performance and credit quality datemmary performance
data is largely deriveftom data that is provided to SBA through the
Central Servicing Agentf a CDC reviews its performance components
and finds a discrepancy with its records, the CDC should contact OCRM

b) CDCs with at least 1 outstanding SBA loan may apply for the Portal
accessCurrently SBA issues only 1 Portal user account per CDC.

gns al |l
S assessment o
olio perfor man
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Submission of initial requests for a Portal user account must be submitted
t o S B Ad sandorbsRiktlude the following information:

(1) Request must be made by a senior officer of the CDC with proper
authority (Senior Vice President or higher);

(2) Request must be sent via regular or overnight
OCRMat 409 Third Street, SW, Washington DC 20416, ATTN:
Director, Office of Credit Risk Management;

(3 Request must be made using the CDCbs stationer
4 Request must include the userds business card;

o}
(5) Thestatonerand business card should include the CDC
and address;

(6) The request should include the following data:
(a) SBA FIRS ID Number(s);
(b) Account userdés name and title;

(c0 Account userd6s mailing address, telephone nu
address at the CDC;

(d) Requestingofi er s name and title; and

() Requesting officerds mailing address, teleph

email address at the CDC.

(7) Once SBA receives and approves the userds requ
forward the approval to SBAO6s Portal contracto
user account namand passwordlhe Portal contractor will email
the user his or her user name and password within approximately
two weeks of account approvalhe user can then access its data by
logging into the SBA Lender Portaleb pageBefore acessing the
Portal, lenders must agree to the terms of a Confidentiality
Agreement, which is found on the SBA Lender Portal web page.

(8) CDCs are responsible for complying with and maintaining the Portal
user accounts and passwords as set forth in the Cotidilitgn
Agreement on the Portal web page, and as published by SBA from
time to time.CDCs are also responsible for timely informing SBA to
terminate or transfer an account if the person to whom it was issued
no longer holds that responsibility for the CBZDCs must take full
responsibility for protecting the confidentiality of the user password
and the CDC risk ratingnd confidentiainformation and for
ensuring the security of the dageel3 CFR 120.1060

Off-site monitoring and osite reviewg13 CFR 120.1025nd120.10501060

L/LMS provides performance information that allows SBA to monitor and
conduct offsite reviews of alCDCs. Off-site monitoring serves as the primary
means of reviewin@DCs with less than $30 million in SBA dollars
outstandinghowever SBA may determine at its discretion to conducsia
reviews of thes€DCs. SBA will contact the CDC if the review detects
performance issues or trends requiring further discussion.
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a) ForCDCs with $30 million or more in SBA dollars outstanding L/LMS
details historical and projected performance data:
(1) Foruse in planning and conducting-site reviews or examinations;
(2) To assistin prioritizing oisite reviews or examinations, and

(3) As asystm to monitoICDCs between ofsite reviews or
examinationsAdditional information regarding esite reviews and
examinations can be found13 CFR 120.1050060andS B A 0 s
SOP 51 00
b) Additionally, in accordancwith 13 CFR 120.1010a CDC must allow
S B A 6 sorizedirephesentatives access to its SBA files to review, inspect
and/or copy all records and documents relating to SBA guaranteed loans
or as requested for SBA oversight
c) SBA may request reports on a case by case.basis
C. Supervision and Enforcement

1. An integral part of overseeing the CDC program i s
and take enforcement actions as necessary.

2. The D/FA has responsibility for dag-day management &DCs with an SBA
risk rating of 1, 2, or 3With the exception of servicing actions on individual
loans which will be reviewed by OFAhe D/OCRMis responsible for dato-
day management including approvindetdmtions of program authority of
CDCs with an SBA risk rating of 4 or. 0 FR 21262April 25, 2007

D. Oversight and enforcement actidt CFR 120.1400600
1. SBA may take enforcement aatagainst a CDC if the CD(@r example)

a) Fails to receive approval for at least 4 loans dulast? consecutive
fiscalyears;

b) Fails to comply materially with SBA Loan Program Requirements;

c) Makes a material false statement or fails to disclasaterial fact to
SBA,

d) Performs actions with respect to the 504 loans in a commercially
imprudent or unreasonable manner;

e) Fails to correct a deficiency after receiving notice of same from SBA; or

) Exercises poor behavior ornageméenes actions under mi
of the 504 program.

2. SBA may take enforcement actions against an ALPCLP CDC if the CDC
(for example)

a) Does not continue to meet the requirements for eligibility;
b) Fails to follow SBA Loan Program Reqgeiments; or
c) Fails to maintain a LLRf&s requiredPCLP only).

SBA identifies the types of enforcement actiond3nCFR 120.150(BA, in
its discretion, mayndertakgfor example)

a)

Immediate suspensipnpon written noticewhen SBA determines that
one or more grounds set forthif CFR 1201400(c)(11) exist andsuch
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action is necessary to prevergrsficant loss to SBA or significant
impairment of program integrity;

Suspension or termination of the CDC6s authority
(1) Participate in the 504 program or any pilot or other program within
the 504 program; or
(2) Perform any function under the program (pssirg, closing,
servicing, liquidation or litigation).
Transfer of some or all oforanhe CDC6és portfolio t

other entity(13 CFR 120.1500(e)(%)

Instruct the Central Servicing Agef@SA) to withhold payments to CDC;
or

For ALP or PCLPCDCs, suspension or termination of 8®Cs authority
to participate as an ALP or PCLP CDC.

The term of any suspension will be determined by SBA in its discretion.

Enforcement Procedurd8 CFR 120.1600

a)

b)

<)

d)

For all enforcement actions other than immediate suspension, SBA wil
issue a written notice to the CDC:

(1) Identifying the proposed action;
(2) Outlining the reasons for the action; and
(3) Stating the ternand scop®f the any suspension proposed.
For immediate suspension, the written notice will contain the:
(1) Reasons for the actipand, if from a third party, the

(@) Name of the third partygr

(b) Documentation received from that party; or

(c) If there are compelling reasons not to release that information,
a summary of same.
(2) Term and scope of the suspension.
A CDC proposing an objection to the action must file a written objection
to theappropriate SBA officiabr other person identified in the notice
within 30 calendar days of its receipt of the notice from SBA as provided
in 13 CFR 12Q.600.
Up on CDCd, SBAriri diseretion may extend the time to object.
If CDC timely files a written objection, SBA will
(1) Issue a written notice of decision to the Ciai{thin 90 days of either
receiving the objection or from when additional information is
provided, whchever is later, unless SBA provides notice that it
requires additional timeand
(2) For immediate suspension, the notice must be issued \Bltdiays
of receiving the objection advising if SBA is continuing with the
suspensionunless SBA provides notickat it requires additional
time.
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f)  SBA, in its discretion, may:
(1) Seek additional information; or
(2) Consider an untimely objection.
g) SBA may then issue a notice of final agency decision.

h) CDC may appeal the final agency decision in accordanceSEth
regulations

5. Mergers

CDCs wishing to merge must notify the SBA in writing of their desire to merge.
A letter signed by a responsible management official accompanied by a Board
of Directors resolution from each of the CDCs wishing to merge must be sent to
the Distict Office. The request should include the following:

a) The name of the proposed merged entity;

b) Alisting of the proposed Membership of the merged entity;

c) Alisting of the proposed Board of Directors of the merged entity;

d) An explanation of theurpose ofttemerger and how the merged entity
will service its area of operations;

e) Copies of the proposed merger documents and any proposed amendments
to the Articles of Incorporation and Byaws;and

f) A pro forma balance sheet and income statement for the menggd

The District Office should prepare a recommendation that should include, but
not be limited to, an evaluation of the historical performance of the surviving
CDC regarding the:

a Quality and completeness of the CDC6és | oan packa
b) CDC6s amraeldyisti s abilities as well as knowledge of
and procedures;

c) CDCb6bs capability and perdndbr mance related to | oan

d) C D C éesvicing capability and performance (include comments from the
appropriate servicing center(s)).

Thedecisionprocess is a twatep process:

a) The CDCbds request and the slpulsber i ct Officeds recor
sent by email to the Chief, 504 Program Branch who will forward it to the D/FA
for a final decision

b) If SBA approvethe mergerSBA will notify the CDC whichmust
provide SBA with

(1) Copies of the documents for the merger filed with the state

(2)  Any executed amendments to the Articles of Incorporation and By
Laws and

3) Revised list of the Members of the CDC and Board of Directors,
along with the corresponding Minutes of the meetings for the
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Members and Board Resolution reflecting the approval of the
changes

Upon receiptreviewand approval of the merger documelgBA
will take the steps necessary to merge the portfolios.

6. Voluntary Transfer and Surrender of CDC Certification

SBA regulations at3 CFR 120.85discuss the circumstances under which a
CDC can voluntarily transfer and surrender its certification.

The process for voluntary withdrawal and surrendering a CDC certification
requires the following:

a) The CDC mushotify the SBA in writing of the intent to withdraw from
the program. The letter must be signed by a responsible management
official and accompanied by a Board of Directors resolution stating the
intent to withdraw from the program.

b) Upon receipt of théetter ofintent to withdraw and approval IS8BA, the
CDC must surrender to SBA all active loans files for review and transfer.

c) The District will make a recommendation to transfer the files of the
withdrawing CDC to one or more CDCh order to make a
determination that the recipient CDC(s) is/are capable and have the
capacity to take on the additional responsibility of an increased portfolio,
the District Office should prepare a recommendation on behalf of the
recipient(s) that should include, but hbe limited to, an evaluation of the

CDCds:

(1) Quality and completeness of loan packages;

2 Credit analysis abilities as wel/l as knowl edge
procedures;

(3) Capability and performance related to loan closing; and
(4) Servicing capability and performance (include comments from the
appropriate servicing center(s).

d The CDCbs request and the District Officebdbs reco
of the portfolio should be emailed to the Chief, 504 Program Branch who
will forward it to the D/FA. Upon receipt and review, SBA will notify the
CDC of SBAO6s acceptance of their request to surr
andthe District Office will be notified of by the 504 Program Branch of
the steps necessary to complete the traasfire portfolioto another
CDC.

V. TYPES OF CDCS

In order for a CDC to apply for a change in status, the CDC must be in compliance with
SBA Loan Program Requirements.
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A. Priority CDCs 13 CFR 120.802

Priority CDC status provides for expedited 504 loan closiiog.equest this status,
the CDC must use the serviagfsa Designated Attorney.

1. To become a priority CDC, a CDC must have:
a) At least one 504 closing attorney, designated as provided below;
b) Adequate experience and expertise in 504 loan closings;
c) A history of presenting complete and accurate closing packages;

d) Satisfactory SBA performance as determined by SBA in its discretion.
The CDCé6s Risk Rating, among other factors, wil.l
determining satisfactory SBA performance. Other factors may include,
but are not limited to, osite review/examinatioassessments, historical
performance measures (like default rate, purchase rate and loss rate), loan
volume to the extent that it impacts performance measures, and other
performance related measurements and information (such as contribution
toward SBMAO6s mi
e) A qualified and knowledgeable staff;
f) A satisfactory working relationship with its Lead SBA Office; and
g Directors and officerso6 liability insurance in f
satisfactory to SBA with:

(1) An endorsement covering CDC committees and stafiged in the
closing process;

(2) Limits of at least $1,000,000/$1,000,000;

(3) A deductible not more than $10,000; and

(4) A declaration that SBA will receive at least 20 days prior notice of
any lapse of coverage, failure to renew, or cancellation.

(5) The CDC must samit to SBA annually a certificate from its
insurance carrier confirming this coverage.

2. Application Process
a) Application by the CDC

(1) The CDC submits a written application to the Lead SBA Offide
application must address each of the items in the prep@anagraph,
the items identified in paragraph.A.1, 2 and 5 abovgo assure
that the CDC remains in compliance with these requiremeantd)
must include a copy of the CDCés insurance pol
insurance or declarations page showing:
(a) The amount of coverage;
(b) The amount of the deductible;
(c) The premium; and
(d) A declaration from the insurance company that SBA will

receive the required 2@ay notice of cancellation.
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(2) The Lead SBA Office forwards the application to th&M®ivith the
recommendions of the district director, district counsel and other
field offices, if applicable.

b) Nomination by the Lead SBA Office

(1) The Lead SBA Office sends a nhomination to thEAWwith a copy to
the CDC.The nomination must be signed by the district counsel and
the district directorThe nomination should address all of the
conditions above and include evidence of the required insurance
coverage and the name of the Designated Attorney.

(2) If the application contains both a request for Designated Attorney
and a reqest for priority status, the Lead SBA Office should send
the complete package to tBéFA, who will forward the attorney
information to Office of General Counsel (OGC).

c) Naotification to the CDC

TheD/FA will notify the CDC in writing of its approval and ttaétorney
will receive a separate acceptance letter from OGC.

Designated Attorney is defined #2 CFR 120.802To become a Designated
Attorney, an attorney must submit evidence of:

a) A degree from a recognized law school;

b) Membership in the bar of the state
practice is owill be primarily located;
c) Professional malpractice insurance coverage:

(1) With limits of at least $1,000,000/$1,000,000; and

(2) A deductible not to exceed $20,000 for individuals and firms with 3
or fewer attorneys, $50,000 for law firms with more than 3 adtys
or $100,000 for large law firms with more than 25 attorneys.

(3) Applicants may request a hardship exemption from the General
Counsel with respect to the policy limits or the deductiBtdicy
limit reductions to $500,000/$1,000,000 will only be graritegole
practitioners and small firms of three or less attorneys, while
deductible requirement waivers will only be granted to larger firms
with a demonstrated, strong financial history.

(4) Sole practitioners seeking a hardship waiver must state what their
present annual premium is and what it would cost to get $1,000,000
with $20,000 deductible and $500,000/$1,000,000 with $20,000
deductible All other relevant financial information should also be
provided.

d) Attendanceatan SBAapproved 504 loan closirttpining course.
Attorneys may fulfill this requirement at any time prior to designation or
within 6 months after designation; and

e) Adequate expertise in 504 loan closings.

Process to request Desigrafetorney status
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a) The CDC nominates the attorney by suthing an application to the SBA

field office in which the Anttorneyés practice 1is

application must include:

(1) A submission on the attorneyédés | etterhead addr
conditions in the previous paragraph;

2 A copy of the attorneyédés malpractice insurance

of insurance or declarations page showing the:
(@ Amount of coverage and deductible;

(b) Premium; and

(c) Name of the attorney insured.

(3) If the attorney regests a hardship exemption with respect to the
insurance policy limits or a waiver of the amount of the deductible,
the attorney must include the request with the application, supported
by appropriate information including:

(@) The amount of the policy limitsr deductible; and
(b) The current premium;

(c) The quote obtained for the increased premium;
(d) The size of the firm;

() The firmbés arrangement for covering the dedu
loss reserve or escrow; and

 Evidence of the firmds history and financi al
b) Other Restrictions/Requirements
(1) A designated attorney cannot be:
(@ An employee of the CDC or of an associate of the CDC.

(b) On the board of the CDC, participate in its lending decisions,
or otherwise be too closely associated with the CDC.
(2) An attorney may be a member of the CDC, but not an officer,
provided SBA Counsel determines the attorney is not too closely
associated with the CDC. SBA Counsel must cons
relationship with the CDC including:
(@) Thedegree of controlexede by t he attorney on the CDC6s
decisionmaking;
() Any benefits accruing to the attorney throud
association with the CDC; and
(c) Any appearance of conflict of interest.
c) The SBA field office forwards the application to the Office of General
Counsé&(OGC) with the recommendations of the district director, district
counsel and other field offices, if applicable.

d) OGC will notify the attorney that he/she has been accepted as a designated
504 closing attorney
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e) The district office must allow a CDC to uaerondesignated attorney for
a reasonable time to develop an additional designated attorney or to
replace a designated attorney. In either event, SBA counsel will accept
the closing package from a ndesignated attorney and conduct a-non
priority closing review.
5. To retain Designated Attorney status an attorney must:

a) Deliver annually to the Office of General Counsel on or before July 1, a
certificate from its insurance carrier confirming the existence of this
coverage.

b) Notify SBA immediately if there ia change of status (e.g., new address,
new law firm or change in malpractice coverage).

c) Submit evidence of attendanaean SBAapproved closing update course
every 2 years. The attorney may take the course any time within the year
their status would exp to maintain their status.

6. Termination of PriorityCDC Status

The D/ FA or designee may terminate a
cause, including, but not I imited to
attorney, failure to maintain adequate ir@\ce coverage, submission of
unsatisfactory closing packages or failure to maintain a good working
relationship and good communications with SBA field office personnel.

B. Accredited Lenders PrografALP)

SBA may dsignate a CDC as an Accredited LenddrP-CDCs are accountable for
thorough credit and eligibility analysis on loan applications and on servicing actions.

The Agencyreliesonthe ALBEDC6s credi t gaheddcisiontos i n maki

guarantee the debenture and complete the documentation in a reduced timeframe.

1. Application for ALPstatus

a) A CDC may apply in writing to its Lead SBA Office providing all
applicable information addssed in subparagraph 2 below.

b) To be eligible for ALPstatus, a CDC must have permanent CDC status.

SBA will consider the following factors:

(1) CDC staff experience;

(2) Number of 504 loans approved and size of podfoli

(3) Satisfactory SBA performance as determined by SBA in its
di scretion. The CDC6s Risk Rati
considered in determining satisfactory SBA performance. Other
factors may include, but are not limited to;site
review/examinabn assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
S B A fission);

(4) Record of compliance with SBA Loan Program Requirements;

(5) Priority CDC status; and
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Subpart A |

(6) Record of cooperation with all SBA offices, including field offices

and SBAOGs | oan processing and servicing center

Seel3 CFR 120.84Gnd120.841

Lead SBA Office Review

a)

The Lead SBA Officanust review the ALRpplication and make a

recommendation within 2 welTakliesadof recei pt of the
SBA Officebs recommendati on must include:
(1) An evaluation, in conjunction with the SLPC and the appate
CLSC, of the:
(@ Quality of the CDCbs | oan packages,;
(b) CDC stafféd knowledge of SBA policies and pr
(co CDC stafféo credit analysis abilities;
(d CDC staffo capability aingl performance rel at
and
() CDC staffdéds servicing capability and perforn
(2) Evidence that the CDC is in compliance with 13CFR 120.840 &
120.841;
(3) A certified copy of the CDC's Board of Directors' resolution
authorizing the application for ALBtatus (this is only required for
new ALP CDC applications not for renewals);
(4) Comments from the CDC and the Lead SBA office on any
outstanding issues on the CDC6s most current C

Report including:
(&) Any failed benchmarks;

(b) Anyloansint he A90 day or more past dueod0 category

AiCadUpld category; and
(c) Any past due Annual Reports;

(5) Veri fication that the CDCbs employees are eith

the CDC or are under a contract that has been approved by SBA,
(6) A copy of the contracind the Board of Directors (BOD) resolution
must be provided (if applicable);

(7) Verification that the CDC is in compliance witl8 CFR 120.824
120.825and120.826;

B8 A copy of and an evaluation of the CDCO&s curre

articles of incorporation to insure that they are in compliance with
the regulations;
(9) Evidence of compliance with the requirements of a Priority CDC,
i ncluding B o #abiltyinsurande and Besignateds 6
Attorney requirements (see paragrapiA above); and
(10)Current list of the CDC6bs Membership, Board
any committees.
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b) The Lead SBA Office forwards the application and its recommendation to
the appropate SBA official for final determination.

3. Term of designation

SBA will designate a CDC as an ALEDC for up to two years and may renew
the designation for additional two year periods.

4. RenewabfanALP-CDCb6s designati on

a) Ninety days prior to the end of the term, the CDC should apply in writing
for renewal to the Lead SBA Offic&he application for renewal must
address all of the requirements found 2tCFR 120.84@nd120.841and
submit the required items noted in paragrayts 1 and 2above.

b) The Lead SBA Office wild.l review the CDCbés applic
Report and send its recommendation to the appropriate SBA official for
final determination.

5. Recognition of ALPStatus Between SBA Offices

Once tle CDC is approved as an ALPDC for a particular field office, it is an
ALP-CDC for its entire Area of Operations.

6. Oversight and Enforcement Actions
See Paragraplv of this Chapter above.
C. Premier Certified Lendemrogram (PCLP)

Under the PCLP, SBA designates qualiflédCs as PCLRCDCs and delegates

to them increased authority to process, close, service and liquidate 504L.Bans.
CFR 120.84&BA also may give PCLEDCs increased authority to litigate

504 loans13 CER 120.84%0ans processed under PCLP are sutlifethe

same loan terms and conditions as other 504 loans, but SBA delegates to the
PCLP CDC all loan approval decisions, except eligibility.

1. Application for PCLP Status

A CDC may apply in writing to its Lead SBA Office providing all applicable
informaion set forth in paragrap¥i.B.1 and 2above and the following:

a) A certified copy of the Board of Directors' resolution authorizing the
application for PCLP status (this is only required for new PCLP CDC
applications not for renewals); and

b) Evidence thatite CDC:

(1) Isin compliance with its Loan Loss Reserve Fund (LLRF)
requirements;

(2) Has established a PCLP processing goal of 50%; and

(3) Has a demonstrated ability to process, close, service and liquidate
504 and/or PCLP loanand

(4) Has satisfactory SBA performem as determined by SBA in its
di scretion. The CDCé6s Risk Rating, among ot he
considered in determining satisfactory SBA performance. Other
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factors may include, but are not limited to;site
review/examination assessments, historiesfgrmance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
SBAO6s mission)

2. Lead SBA Office Rview

a) The Lead SBA Office must review the PCLP application and make a
recommendation within 2 welakisadof r ec
SBA Officeds recommendati on must add
the information stated in the previous paegyr.

b) The Lead SBA Office sends the application and its recommendation to the
SLPC. The SLPC reviews the materials and forwards the entire
application including all supporting documentation with its
recommendation to the appropriate SBA official for finededmination.

3. Notification of PCLP Status
SBA will notify the CDC in writing of an approval or decline of a PCLP

application If the application is declined SBA will notify the CDC of the
reasons for the decline.

ei p
res

4. Loan Guarantgreement Remier Certified Lenders Program (PCLP)

Upon approval as a PCLP CDC, the SLPC will send the CDC a Loan Guaranty
Agreement Premier Certified Lenders Program (PQEBA Form 2006). The
CDC must sign and return the agreement before it can begin processing PCLP
loans.

5. PCLP Term
SBA will confer PCLP status for a period of up to two years.
6. Area of Operations

The PCLP CDC may exercise its PCLP authority in its entire Area of
Operations.

7. Loan Loss Reserve Fund (LLRF)

a) A PCLP CDC must establish and maintain a LLRF for its financings under
this program. The LLRF will be used to reimburse the SBA for 10 percent
of any loss sustained by SBA as a result of a default in the payment of
principal or interest on a PCLP debentltach Loss Reserve must equal
1% of the original principal amount of each PCLP debenture.

b) The PCLP CDC must grant SBA a first priority petéztsecurity interest
initsLLRF.The security interest in the PCLP CDCb6s LLR
granted pursuant to a security agreement between the PCLP CDC and
SBAThe security interest in the PCLP CDCb6s LLRF n
pursuant to a control agreementvwaeen the PCLP CDC, SBA and the
applicable depository institution.
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c) When establishing a LLRF, a PCLP CDC must coordinate with its Lead
SBA Office to execute and deliver the required documentzEiBA
created a Control AgreemeBBA Form 223(nd a Security Agreement
SBA Form 2223hat must be used in connection with BeLP.If any
changes to the agreements are required in order to meet local legal
requirements, or if significant numbers of local lenders are adverse to
executing the agreements, SBA field counsel must work with the OGC to
make appropriate changes to tigeementsA fully executed original
copy of the control and security agreements, as well as any applicable
financing statements, must be provided to and retained by the lead SBA
office.

d) All documents must be satisfactory to SBA in both form and substance.
SBA may require changes in, or supplements to, the documentation from
time to time.If a depository institution will not enter into any agreement
required by SBA or violates the terms of any such agreement, the PCLP
CDC may not maintain an LLRF with thigistitution.

e) For further guidance on the LLRF, see the table at the end of this chapter
and13 CFR 120.847

8. RenewabfanPCLPCDCb6s designation
The SLPC automatically starts the renewal process just prior to the expiration of
a CDCbs PChe sStL®&Cussks for choeaits8ht s from the CDCOs
Of fice and the SBAGSs s eSrBvAidcsi nmrgevanedv Iwiigui dati on cent

address all of the requirements found 2tCFR 120.84@&nd the items noted in
paragraph¥.C.1 above.

D. Oversight and Enforcement Actions

See Paragraplv of this Chapter above.

What Each PCLP CDC Must Do Deadline For Activity

EstablishLLRFs 180 days after becoming a PCLP CDC
Contribute 50% of the required Loss Reser] Within 5 business days after the PCLP
for a PCLP Debenture Debenture is sold

Contribute an additional 25% of the require| 1 year after PCLP CDC issues PCLP
Loss Reserve for a PCLBebenture Debenture

Contribute the final 25% of the required Log 2 years after PCLP CDC issues PCLP
Reserve for a PCLP Debenture Debenture

Pay SBA its Exposure on a PCLP Debentu| 10 days after the PCLP CDC and SBA
in |ieu of SBAOumstsfram | determine the Exposure

the Loss Reserves (optional)
Contribute to the Loss Reserve any differen 30 days from the creation of the difference
between the required amountlafss
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Reserves and actual Loss Reserves resulti
from transfers, fees, or any othreason

Pay SBA any difference between the
Exposure on a PCLP Debenture and the Lg
Reserves after SBA makes withdrawals fro
the Loss Reserves

45 days after demand for payment by SBA

Report to andeconcile with the lead SBA
office any discrepancies between the
Quarterly PCLP List of Required LLRF
Deposits and its records

45 days after the end of each quarter

Submit to lead SBA office the Quarterly
PCLP Summary of LLRF Balances

45 days after thend of each quarter

What Lead SBA Office Must Do

Deadline For Activity

Notify Sacramento Loan Processing Cente
when a PCLP CDC meets LLRF initial
establishment requirements

30 days after it verifies compliance

Process requests for interest earnetIdrRF
or excess funds in LLRF

15 days after request by PCLP CDC, unles
there is disagreement on entitled amount

Transmit to each PCLP CDC the Quarterly
PCLP List of Required LLRF Deposits

15 days after the end of the quarter

Work with PCLPCDCs toreconcile any
differences in quarterly Loss Reserve
calculations

Within 45 days of the end of the quarter

Review and approvihe Quarterly PCLP List
of Required LLRF Deposits

Within 60 days of the end of the quarter

Written notice to the PCLP CDC of SBAs
intent to transfer funds from the LLRF

No less than 3 days before effecting the
transfer

VI.  AREA OF OPERATIONS

There are 3 ways a CDC may process 504 loans outside its approved area of dperation

they are:

1 - Caseby-case requests based on particulianuenstances

2 - Expanding based on a Local Economic Area (LEA)

3 - Becoming a MultiState CDC

A. Caseby-casel3 CFR120.839
1.

A CDC may apply to make a 504 loan for a Project outside its Area of

Operations to the field office serving the area in which the Project will be
located. The CDC must demonstrate that it can adequately fulfill its 504
program responsibilities for the 50z&n, including proper servicing.
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The field office may approve the applicatioriie CDC has satisfactory SBA
performance as determined by SBA in its discretion and either

a) The applicant CDC has previously assisted the business to obtain a 504
loan; or

b) The existing CDC o€DCs serving the area agree to permit the applicant
CDC to make the 504 loan; or

c) There is no CDC within the Area of Operations.

B. Local Economic Area (LEA) Expansidi8 CFR120.835

1.

A CDC may apply for expansion of its territory to include a Local Economic
Area (LEA).An LEA is an areaas determined by SBA, that is:

a) In a State other than the State in which an existing CDC, or an applicant
applying to become a CDC, is incorporated,

b) Is contiguous to the CDC's existing Area of Operations, or the applicant's
proposed Area of Operations,itsf State of incorporation, and

c) Is apartof alocal trade area that is contiguous to the CDC's Area of
Operations (or applicant's proposed Area of Operations) of its State of
incorporation.

Examples of a local trade area would include a city that isteiddy a State
line or a metropolitan statistical area that is bisected by a State line.

A CDC that has been certified to participate in the 504 program may apply to
expand its Area of Operations if it meets all requirements to be an Accredited
Lender Prgram (ALP CDC, as outlined elsewhere in this chapter, and
demonstrates that it can competently fulfill its 504 program responsibilities in
the proposed area.

Application Process

a) The CDC must submit the items listeelow to its Lead SBA Office (13
CFR120.802 Definitions).

(1) Alist of the requested area(s) (e.g., a county, parish, incorporated
city) in the contiguous state and information supporting how those
area(s) meet the definition of a Local Economic AR CFR
120.802 Definitions).

(2) A certified copy of the resolution of the Board of Directors
approving the pposed expansion; a copy of any changes to the
articles of incorporation that are required; and a copy of any bylaw
changes that are required (or a statement that no changes are
necessary)CDCs are reminded that they may have to register as a
Af or eripgonr actoi ond in the state which contains

(3) Documentation showing that the CDC currently meets the
requirements of an ALEDC. (This includes thos€DCs that are
ALP CDCs already.J13 CFR 120.841Qualifications for the ALP
and earlierinthischapfed n addi ti on, the CDCO6s attorney i
provide a written statement certifying that the CDC is operating in
compliance with its articles and #gws and is in good standing with
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its State of incorporatiold CDC6s attorney must review the CDC(
corporatedocuments and minutes of board and membership
meetings before providing the certification.

(4) A summary of the qualifications and experience of any new
professional staff who will be responsible for marketing, packaging,
processing, closing, servicing, andifplicable, liquidating the loans
in the expanded area as well as a com@@&aA Form1081, signed
and dated within 90 days of submission to SB®d fingerprint card
for each persorif the new employees will be provided under
contract, submit a contraftr their services that meets the
regulations governing contrac{d3 CFR 120.824In addition,
identify the CDCbs Designated 504 Closing Atto
to practice in that jurisdictionlf a CDC does not have a designated
attorney in that jurisdiction at the time of application, then:

(@) The CDC may request a waivésr a period of up to 2 years
the requirement of a designated 504 Closing Attorney through
the District Office in the new jurisdiction as part of the LEA or
Multi-Stateexpansiorrequest

(b) If awaiver is granted under (a) above, the LEA or MBtate
expansion will also be limited to the period of the waiuér.
the CDC does not haweDesignated 504 Closing Attornaty
the end of 2 year s-StatdelpansialDCds LEA or Mul ti
will expire.
(c) TheCDC may not close loans as a Priority CDC in the area of
expansion until such time as they have a Designated 504
ClosingAttorney licensed to practice in that state.

5) A copy of the CDC6s most recently published CD
Report demonstratingthdl ) t he CDC6s portfolio passes at | e
the 5 SBAestablished risk benchmarks; 2) all loan statuses (i.e.

Those items listed in the mid section of the report under status

summary) are current or in compliance; 3) there are no loans listed

undertheiLoans 90 or More Days Past Dued category;
are no |l oans | i st-gpdThatMisbediAt Léast@ans i n Cat ch
Consecut i v @fthBraaredeamsursler Blos. 3 and 4,

provide documentation for each such loan describing the actions

takento correct the deficiencies on those loans after the report was

prepared and whether those efforts were successful for each of the

relevant loans.)

b) The Lead SBA Office will review the request and submit to Headquarters
the following in the analysis of ¢hrequest for an LEA expansion:

(1) Comments on whether the CDC is in compliance w
regulations and policies;

(2) Comments on whether the Lead SBA Office agrees that the areas
requested meet the definition of a Local Economic Area;
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(3) Confirmation that the Laed SBA Office has reviewed any new
contracts to determine if they meet the requirements set foith in
CER 120.824nd a note that the contracts have been approved by

SBA;
(4 Comments on

operations.

the CDC6s ability to
servicing activity resulting from the expansion; and

(5) Anyotherper ti nent

comments regarding

(@) The Lead SBA Office must solicit the comments of any other
field office in which the CDC operates or proposes to operate
as well as the comments of the processing and servicing

centers.

(b) Thelead SBA Office must determine that the CDC is in
compliance with SBA's regulations, policies, and performance
benchmarks, including pr@pproval and annual review by SBA
of any management or staff contracts, and the timely
submission of all annual repsrt

(c) In making its recommendation on the application, the Lead
SBA Office may consider any information presented to it
regarding the requesting CDC, the existing CDGZDCs that
may be affected by the application, and the proposed Area of

Operations.

(6) Thelead SBA Office will submit the application, recommendation,
and supporting materials within 60 days of the receipt of a complete
application from the CDC to the D/FA, who will make the final

decision.

If the Lead SBA Office determines that the CDC LEAligation is
incomplete, it should inform the CDC in writing, identifying the

information missing from the applicationhe Lead SBA Office also has

y t o dec AletteeoutiningxizC o6 s
reasons for decline and the CDG
CDC with a copy to th®/FA. The CDC has 60 days to appeal the decline
to the Lead SBA Office for action by ti¥FA.

SBA will consider whether the CDC has satisfactory SBA performance as
determined by SBA initsdisr et i on . The CDC6s Ri sk
other factors, will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited tsiten
review/examination assessments, historical performance measures (like
defaultrate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measures, and other performance related

full aut horit

measurements
mission).

and

rights of appeal m

information (such

The D/FA may consider any information submitted vaikable related to
the applicant and the applicatid®BA will notify the CDC of its decision
in writing, and if the application is denied, the reasons for its decision.

Effective Date:June 10¢ctober] 2012
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C. Multi-State Expansiof3 CFR120.835

A CDC can expand by applying to be a Mi8tate CDC provided the State the CDC
seeks to expanato is contiguous to the State of the CDC's incorporation; the CDC
demonstrates that its membership meets the requiremet8dRR 120.822

separately for its State of incorporation and for each additional State in which it seeks
to operate as a Multate CDC; and the CDC has a loan committee meeténg th
requirements of3 CFR 120.823

1. Application Proces

A CDC seeking to become a MuBtate CDC must apply to the Lead SBA
Office where the CDC intends to locate its principal office for that Stée.
request must include:

a) Demonstration that the state that the CDC seeks to expand into is
contiguoustoh e st ate of t he[lPREHBBAI ncor porati on.
Definitions]

b) Alisting of the 25 new members that meets the requirements contained in
13 CFR 120.822 (a)13 CFR 120.835(c)(2)]

c) Alisting of the new memberd the loan committee that meets the
requirements contained 8 CFR120.823[13 CFR 120.835(c3{] For
loan committee members, provi88A Form 108%or each member and
if necessary fingerprint cards.

d The address where thteen8s@@willber i nci pal of fice i
located and a copy of the lease if the space is to be |eE3&FR

120.835(c).

e) A certified copy of the resolution of the Board of Directors (BOD)
approving the expansion; a certified copy of any changes to the articles of
incorporation that are required; and a certified copgrgf bylaw changes
that are required (or a statement that no changes are required).

) After the CDC6bs attorney has had an oppo
documents and minutes of board and membe
attorney is to provide a written statent certifying that the CDC is
operating in compliance with its articles andlaws and is in good
standing with its State of incorporatidhregistration as a foreign
corporation is required, provide a copy of the registration.

g) Evidence that the CD@urrently meets the requirements of an ACBC.
(This includes thos€DCs that are ALRCDCs already.]13 CFR120.840
and120.841 Qualifications for the ALP, and earlier in this chapter].
hy A copy of the binder page of the Board of Direct
insurance or a Certificate of Insurance reflectinigast $1,000,000
Liability coverage and a deductible/retention of not more than $10,000.

i)  The name of the designated attorney licensed to practice in the new state.
Include proof that the designated status is current and provide a copy of
the binderpagefo t he attorneyds current mal practice insu
Certificate of Insurance reflecting at least $1,000,000 Liability coverage

Effective DateOctoberJunel, 2012 77 |


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.835;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.232.17
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.822;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.231.8
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.823;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.231.9
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.802;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.230.3
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.822;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.231.8
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.835;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.232.17
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.823;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.231.9
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.835;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.232.17
http://www.sba.gov/idc/groups/public/documents/sba_homepage/serv_tools_forms_lender_1081.pdf
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.835;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.232.17
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.835;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.232.17
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.840;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.233.20
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.841;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.233.21

| Subpart A

SOP 50 10 F4E)

and a deductible/retention of not more than $10,000. The certificate must
either contain the name of the designated attorneyomide it in an
attachment.I3 CFR 120.841(§)

) Acopy of the CDCbs most recently published CDC M
demonstrating that:
(1) The CDC6és portfolio performance passes 4 of th
established risk benchmarks.
(2) All statuses are current or in compliance;
3 There are no | oans90drMaeDayPastnder t he fiLoan
Dued category,;
(4 There are no | oans FpFhatevibsedAder A Loans in Catc
Least 3 Consecutive Payments. 0
(5) If there are loans under Nos. 3 and 4, then the CDC should explain
what action has been taken, such as a deferment or a request that
SBA purchase the debenture.
6) The CDCbébs Annual Report submission is current
Report is in compliance.
k) The CDCmust demonstrate that it has satisfactory SBA performance as
determined by SBA in its discretion. The CDCO6s
other factors, will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limitedrtsite
review/examination assessments, historical performance measures (like
default rate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measures, and other performance related
measurements and information (sucltasnt r i buti on toward SBAGS
mission).
I)  Provide a summary of the qualifications and experience of those loan
officers who will be responsible for marketing, packaging, processing and
servicing the loans in the expanded aftthe loan officers are new
employees, provide a complete 1081 and fingerprint card (as required) for
each employedf the new employees will be provided under contract,
submit a contract for their services that meets the regulations governing
contracts 13 CFR 120.824
Analysis by the SBA Officd3 CFR 120.837
a) The Lead SBA Office conducts a review and comments on:
(1) Any previousexperience with the applicant, including comments on
the CDCé6és ability to handle an increase in | oa

including onsite servicing of an expanded geographic area.

2) The CDCbdbs compliance with SBA's regulations,

performance berhmarks, including the timely submission of all
annual reports.

(3) Compliance of any new contracts with SBA regulatidt®& CFR
120.824.

Effective Date:June 10¢ctober] 2012
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(4) Comments from other field offices that have dealings with the
applicant, including Servicing Centers.

(5) Any other pertinent comments regarding the CDC
b) IftheLead SBA Officebds analysis determines that the

compliance with SBAO&Gs reghCs thei ons and
district will, within 60 days of receipt of a complete request, forward the

CDCbs application along ysisiahdh t he Lead
recommendation to the/FA.

policies g

SBA Of fice

c) I'f the Lead SBA Officebds analysis determines tha

compliance with SBAO&Gs r e@gDhChetunons and
the application to the CDC identifying the outstanding issues to give the
CDC anopportunity to come into compliance.

3. The Decision

a) The D/FA may consider any information submitted or available related to
the applicant and the application and will make the final deciSB&
will notify the CDC of its decision in writing, and if theglication is
denied, the reasons for its decision.

b) Multi-StateCDCs must maintain a separate accountargeach State of

policies g

al | 504 fee income and expenses and provide, upo

evidence that the funds resulting from its Mi8tate CDC operatianare
being invested in economic development activities in each State in which
they operatel3 CFR 120.825

c) IfaCDC is approved to operate as a M@ltate CDC, the CDC's ALP
PCLP, or Priority CDC authority will carry over into every additional
State in which iis approved to operate as a Mi8tiate CDC.
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SUBPART B
SECTION 7(A) BUSINESS LOAN PROGRAMS

PURPOSE OF THIS SUBFRART

This subpart contains the policies and procedures governing 7(a) business loan programs
including standard 7(a), the Certified Lenders Progithen Preferred Lenders Program, SBA
Express and the mMggamnacyds Pilot Loan P

When the policy set forth in thisuBpartdoes not adequately address the unique circumstances
regarding a particulanatter an exception to policy may lag@proved by the D/FAzor Export
Working Capital Program (EWQRndInternational Trade (IL) loans, an exception to policy
may be approved by the Director, International Trade Finance (D/IF&t) Export Express
loans, an exception to policy may be approved by the Ddliirthe concurrence of the
Director, Officeof Credit Risk Management (D/OCRMjThe D/FAor D/ITF may not approve
an exception to policy if such exception would be inconsistent with a statute or regulation.
request for an exception to policy must be submitteiéd GPC The LGPC will analyze the
request and make a recommendation tdeA or D/ITF, as applicableor anindividual acting
in that capacitywho will make the final decisiofwith the concurrence of the D/OCRM for
Export Express loansJhe decision must b#ocumented in theppropriateAgencyloanfile.
This procedure may only be used in situations whergnor deviation from standard policy is
necessarfor the specific situationExceptions to policwill be considerean a caséy-case
basis and the d&sion will only apply to the specifiequest

CHAPTER 1: GENERAL DESCRIPTION OF THE 7(A) LOAN PROGRAMS

SBA is an agency of the federal government that is authorized thtbe@mall Business Act to
guarantee loans made by lenders to eligible small businé$3¢SFR Part 120

l. VARIOUS DELIVERY MET HODS

A. TheAgency guarantees loans through various delivery methods including:
1. Standard 7(a) Loan Processing

Small/Rural Lender Advantage (.A)

Certified Lenders PrografCLP)

Preferred Lenders Program (PLP

Small Loan Advantage (SLA)

SBA Express

Export Express

Pilot Loan Programswhich currently include:

a) Patrid Express

b) Community Advantage (covered by a separate Community Advantage
Participant Guide); and

© N gD
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c) Dealer Floor Plan (covered by a separate Dealer Floor Plan Procedural
Guide).

Il. USE OF LOAN PROCEEDS
SBA loan proceeds may be used to finance any of the following:

1.

ok wnbn

6.

Working capital;

Furniture and fixtures;

Machinery and equipment;

Purchase of land and building including construction and renovations;
Business Acquisitionand

Refinancingof existing debt.

Il. SUMMARY OF DELIVERY METHODS AND PILOT LO AN PROGRAMS

The

foll owing charts summarize the various

programs, includig Pilot Loan Programs
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7(a) LOANS (exc8®A Express, Export Exprespitdban programs)
Standard 7(a), C9fall/Rural Lender AdvanRigeand Small Loan Advantage

Attribute Standard 7(&LP Small/Rural Lender| Preferred Lenders Progrg Small Loan Advantage (SLA)
AdvantagéS/RLA (PLP)

Geographic Area | Nationwide Nationwid@nly Nationwide Nationwide. Delegated autBonty available to
available to lenders th PLP Lenders.
have averaged 20 SB|
loans or legmnually
for the last 3 fiscal
yeary

Borroy Portion of | SBA Form 4 plus required Form 2301, Part A Same as Standard 7(a) Same-aS/RLASBA Form 1919. Requires

SBA Application

attachments.

abbreviated information and no exhibits

Lender Portion of
SBA Application

Full credit analysis by lender on|
Form 4. Submitted to SBAIt®
review prior to SBA approval.
EligibilitQuestionnaire may be
completed by lender but is not
requiredCLP lenders prepare
Authorization and submit to SB,
with application.

Form 2301, Part B
(Lenders Application f
Guarantyjsorm 2301,
Part C (Eligibility
Questionnaire). Speci
credit analysis
requirements based o
size of loan, new
business, debt service
coverage, or judgmen|
or bankruptcy filings.

Full credit analysis by lend
using Formi4but not
submitted to SBAoptd
approvakorm 1920 (Part {
which requires abbreviate|
information. Lender is
delegated credit decision {
completechecklist which ig
submitted to SBAender
prepares and executes
Authorization.

Forn2301.920SXPart Band GlLenders
b Rguires abbreviated

information and noikeitb.

Type of Loan

Shorterm (12 months) or kong
term loan (No revolving feature

Same as Standard 7({

Same as Standard 7(a)

Same as Standard 7(a)

Loan Pecision

SBAapproves the loan for both
credit and eligibility.

Same as Standard 7({

Lender is delegated the cr
decision and completes a
checklist for eligibility whid
SBA reviews.

Nondelegated loans: Lendesgmeens applicant|
foracceptableredit scordf credit scoie
acceptablé ender may submit applicatibe to
Standard 7(a) Loan Guaranty Processing Cen|
(LGPCjor approval. If not, loan cannot be sub)
under SLA.

Delegated loanisender is delegated the credit
decision and completebexklist for eligibility wh
it retains for possible review byT8B# is no prig
eligibility review by SBA.

Target Processing
Time

Standard 7(€business days
CLP: 3 business days

5 business days

1 business day

1 business day

Centralized
Processing

Yes. Standard 7§d_oan Guarant
Processing Cent&acramento,
CA and Hazard, KY.

Complete review of credit and
eligibility by SBA loan officers
CLP. Same as Standard 7(a) ex
that SBA relies principally on

| e n d eysi$resulting ia shor
review by SBA.

Same as Standard 7({
except that analysis b
SBAdoes not include
the review of any
supporting
documentation such &
financial statements b
instead relies principa
on the | en
along with credibses
resulting in shorter
review by SBA

Use of Hran Required

Use of Hran required. If a delegated submissi
once thefran fields are completed and submi
by the lender, the lerdévereceives approval fr
SBA as evidenced by aenberor;ff lender is
nonPLP lender atheloan is not eligible for
submission under delegated aythemidgyvill
enter certain information-fiea& and thevill be
instructed to submit loan application package

electronically to thBPStandard-7{a)-Loan
Guaranty Processing C

i enter

E-tran Available

No, lender may submit by mail,
and email

Same as Standard 7(4

Use of Hran required.

Use of Hran igequired.

Maxinjum loan
amounts

General rule is gross loan amo
limited to5p0®,000 per loan.
SBA guaranty amount limited td
$3,750,000 to one borrower (an
any affiliates).

Limited to $350,000

Same as Standard 7(a)

Limited To2$50,000

Percent of Guaran

85% for loans of $150,000 or le|
75% for loans o$4150,000

Same as Standard 7({

Same as Standard 7(a)

Same as Standard 7(a)

Maximum Maturity

WCi 10 Years
F&F, M&E Useful life
Real Estatie25 years

Same as Standard 7(4

Same as Standard 7(a)

Same as Standard 7(a)

Maximum Interest
Rates

Primé&.IBOR Base Rate/SBA
Optional Peg Rat®.25% for
maturities under 7 years.
Prim&.IBOR Base Rate/SBA
Optional Peg Rat®.75% for
Tyears or more.

Rates can be higher by 2% for |

of $25,000 or less; and 1% for |

Same as Standard 7({

Same as Standard 7(a)

Same as Standard 7(a)

Effective Date:June 10¢ctober] 2012
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between $25,080d $50,000.

Collaterd®olicy

Available collateral (liquidation
value) up to loan amount.

Same as Standard 7(4

Same as Standard 7(a)

Same awj

minimum must obtain lien on business|assets

applicant and, if loan is more than $25p,000 a
secured by commercial real estate, myst com
Standard 7(a) appraisal requirements.

SBA Guararfges

Maturity df2 months or less =

Same as Standard 7({

Same as Standard 7(a)

Same as Standard 7(a)

0.25%

Maturities over 12 Months
Gross loan: $150,000 or less 4
2.0% of guaranteed portion
Gross loan: $150,06700,000
3.0% of guaranteed portion
Gross loan: $700,66]000,000 =
3.5% of guaranteed portion up
$1,00@00 PLUS 3.75% of the
guaranteed portion over $1,000
Ongoing guaranty fee 58

SBA Prepayment
Penalty

Yes if term of loan is for 15 yeal
more and prepaidiist 3.

Same as Standard 7({

Same as Standard 7(a)

Same as Standard 7(a)

Lender Agreement|
with SBA

All lenders must execute Form
(and 750B for short term loans)
CLP lenders must execute a
Supplemental Guaranty Agreen
which must be renewed éery
years.

Same as Standard 7(4

Same as Standard Plap

-Nondelegated: SBA Form 750.

Supplemental Agreement
which must be renewed ey
2 years.

DelegatedSame as PLP.

SBAExpressExport Expressnd Patriot Express

Attribute

SBAExpresgest. 198 as a pilot;
became permanent in 204

Export Expresgest. 1998s a pilot; became|
permanent in 2010

Patriot ExpresBilot Loan Initiative
(est. 2007)

EligibilitRestrictions

Standard 7(a).

None Same eligibility requirements a:

Applicant musseloan proceedisr an export
development activity addition, applicant m
have been in operation, though not neces:
exporting, for at least 12 mamthess (1) the
applicantés key per
demonstrated export expertise and substg
previous business experience, and (2) the|
processes the loamgsionventional
commercial underwriting procedures and
not rely solely on credit scoring or credit n
to approve the loan

Applicant must be owned and controlle
percent or more) by one or more of the
following groupsteranservicalisdled
veteramctive duty military participating
the militaryos Tr
(TAP), reservist or national guard men
acurrenspouse of any of these groups,
widowed spouse of a service member
died while in service, or ameidspouse ¢
a veteran who died of a secuiteected
disability.

BorrowrPortion of SBA
Application

Forml919. Rquires abbreviated
information and no exhibits.

Same as SBA Express

Same as SBA Express

Lender Portion of SBA
Application

Forml920 (AB & C). Bquires
abbreviated information and no exhib|
Nopriorcredit review by SBA.

Same as SBA Express

Same as SBA Express

Target Processing Time

1 business day

1 business day

1 business day

Centralized Processing

Lender retains applicadimrumentation
in its files and submits a request for §
approval by entering general informat
about the borrower and loan-iram E
(SBAG6s electronid
SBAO6s approval g
issuance of an SBA loan number.

Same as SH&xpress

Same as SBA Express

E-tran Available

Use of Hran equired

Use of Hran equired

Use of Hran equired

Maximum loan amounts

Limited t0350,000 (gross) (including &
outstanding SBA Express, Communit
ExpressRatriot Expreasd Export
Expres#oans.)

Limited to $6,000 (gross)

Limited to $500,000 (gross) (including
outstanding SBA Express, Community
ExpressRatriot Expreasd Export Expre:
loans.)

MaximurRercent of Guaranty

50%

90% for loans a8%0,000 or less.
75% for loans ov&6@,00Qp to $500,000

Same as Standard 7(a)

Maximum Maturity

Maximum 7 years Revolving Lines of
Credit including term out period.
Otherwise, same as Standard 7(a).

Generallyasne as SBA Expressluding
general line of credit witfonaerm out
period. If transactional line of credit, the
maximum term is 7 years adisharsement
may be made for an export transaction wl

Same as SBA Express

Effective DateOcteberJunel, 2012
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payment by the foreign buyer will occur af|
maturity date of the loan.

Maximum Interest Rates

Loans $50,000 or less: Prime +6.5%
Over $50,000: Prifnd.5%

Same as SBA Express

Same as Standard 7(a)

Collaterdtolicy

$25,000 or less, no collateral require
Over $25,000, lenders use same coll
policies used for their8B/A guarantee
loans.

Generallyasne as SBA Expresfiine of cred
over $25,000 is used to support the issual
standby letter of credit, the line of credit m
have collateral that will provide coverage
least 25% of the issued standby letter of c|
amount.

Same as SBA Express up to $35@0@0|
$350,00Game as Standard 7(a)

SBA Guaran®ges

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

SBA Prepaymé®enalty

Same as Standard 7(a)

Same as Standard 7(a)

Same aStandard 7(a)

Other Fees Lender May
Charge

Same asonSBA guaranteed loans wi
limited restrictions. (Ex. Renewal fee:
not permitted.)

Same aSBAExpress

Same aSBAExpress

Lender Supplemental
Agreement

Same as Standard PlapSBAEXxpress
Supplemental Guaranty Agreevheft
must be renewed every 2 years.

Same as Standard 7(a) plus Exygoess |
Supplement@uarantygkeemenvhichmust
be renewed every 2 years

Same as Standard PlapPatriot Expresg
Supplemental Guaranty Agreevhett
must be renewed every 2 years.

Technical Assistance

None required.

Provided e USEACs.

None required. However, SBA empha
its existing technical assistance progra|
such as SCORE and the SBDCs as p4g
the overall Patriot Expieigigtive.

Effective Date:June 10¢ctober] 2012
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V. VARIOUS SPECIALIZED PROGRAMS
7(a) Loans
International Trade
Attribute International Trade Loan Program (IT) Export Working Capital ProgréEnVCP)
Geographic Area Nationwide Nationwide

Borrow Portion of SBA Applicati

SBA Form 4 plus required attachments.

EIB SBA Form-84Joint Application for Export Worl
Capital Guaranteles required attachments.

Lender Portiaf SBA Application

Full credit analysis by lender on For&uBmitted to
SBA for its review prior to SBA approval. Additiol
eligibility requirements must be met. Identified in
EligibilitQuestionnaire (Standard 7(a) submission|
Eligibility Checklist (BuBmission).

EIB SBA Form-84Joint Application for Export Wo
Capital Guarantee plus required attachment

For PLP EWCP Lenders: EIB SBA Fbrinig
Applicatiofor Export Working Capital Guarantee p|
required attachmer88A Forml4SBA Form 1820
(Part B), and PEWCP Eligibility Checklist

Type of Loan

Longerm loan specifically for the acquisition,

construction, renovation, moderniiafiooyement, of
expansion of productive facilities or equipment to
in the United States in the production of goods ar|
services involved in internationgltvagdénance debi
as allowed under Standard 7(a) and for working d

Working caplitioan. May be sHerim (12 months or
less) or long term up to a maximum of 3 yeamne. o
twoSBA loan prograthat is permitted to finance a
staneby letter of crediExport Express is the other.)

Loan Decision

Same as Standard 7(a) &Rl P

Same as Standard 7(a) and PLP.

Target Processing Time

Same as Standard 7(a) and PLP.

Same as Standard 7(a) and PLP.

Centralized Processing

Yes.For no#PLP_submissioStandard 7(a) Loan
GuarantiProcessing Cent&acramento-CA-and

For PLRubmissions, centralized processing in the
Sacramento LoBrocessing Center.

{ eligibility by USEAC SBA loan officerd SEAC Loal

YesFor nofPLPEWCRubmissionspplications are
sent taheUSEAC (located in multiple locations
throughout the country) for a complete review of ¢

Officer will submit appropriate documentation to t
Standard 7(a) Loan Guarmtyssing Center
S L

For PLEEWCPsubmissions centralized processing
Sacramento Loan Processing Center.

E-Tran Available

For notPLP loan$ye;lender may submit by mail, fa
and email For PLP loanse oE-Trarequired

FornorPLPEWCP#e;lender may submit by mail, f
and email For PLEEWCP, use ofTEan required.

Maximum loan amounts

Gross loan amount limite8,69@,000 per loan.
SBA guaranty amount limitef3605000 to one
borrower (and any affiliates). Hothevamount
guaranteed for working capital for the IT loan con|
with any other outstanding 7(a) loan for working ¢
cannot exceed $4,000,000.

General rule is gross loan amount limg©aa®e0
per loan.

SBA guaranty amount limitet/3605000 to one
borrower (and any affiliates).

Percent of Guaranty

D%

90%

Maximum Maturity

Same as Standard 7(a)

36 months

Maximum Interest Rates

Same aStandard 7(a)

No SBA maximum, but SBA monitors for reasona|

Collaterdtolicy

Generally, adt lien on the fixed assets financed w|
loan as well as other collateral avaiahlever, a
second lien may be approvedtainceases if there ig
adequate assurance of repayment of the loan. M
be processed PLP if a first lien is not taken.

First lien on export receivainiésnventobeing
financedOther collateral may be considered.

SBA Guaranfges

(Multiply percentage times
guaranteed amount, not gross
amount.)

Same as Standard 7(a)

Same as Standard T¢ajshosterm loan&l/4 of 1% fo
loans under 12 montHsissueds a new loan for ar|
additional 12 months, the-ghworiguaranty fee appliq
Ifmaturity iextended beyond 12 months, thtetamg
guaranty fee will apply.

SBA Prepaymé®enalty

Same as Standard 7(a)

Not applicable due to short term nature of loan.

Lender Agreements with SBA

Alllenders must execute FormF5h 750 B for sho|
term loanPLP lenderSupplemental Guaranty

Agreement which must be renewed every 2 yearg

All lenders must execute Forn@gf 750 B for sho
term loanand Form 750BLP Lenders: Suppleme|
Guaranty Agreement that is renewed every 2 yea

Effective DateOcteberJunel, 2012
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7(a) LOANS
CAPLines
Attribute Working Capital Contract Seasonal Builders
CAPLines CAPLines CAPLines CAPLines
Geographic Area Nationwide Nationwide Nationwide Nationwide

BorrowrPortion of
SBA Application

NondelegatedBame as
Standard 7(a)
PLP: SBA Form 1919

NondelegateB8ame as
Standard 7(a) PLM8st
provide a project cost
schedule for each contrg
to be financed.

PLP: SBA Fort819 PLUY
the project cost schedulg
for each contract to be
financed.

Nondelegatedame as
Standard 7(a) PLUS
historical financial
statements that
demonstrate a seasonal
financing pattern.

PLP: SBA Form 1919 Pl
historical financial
statements that
demonstrate a seasonal
financing pattern.

NondelegatedBame as
Standard 7(a) PLUS

- demonstrate successfy
performance on similar t]
construction PLUS

- produce a cash flow
projection for project to
financed.

PLP: SBA Form 1919 Pl
two items noted above.

Lender Portion of SH
Application

NondelegatedBame as
Standard 7(a)

PLP: SBA Form 1920SX
Parts B and C.

NondelegatedBame as
Standard 7(a)

PLP: SBA Form 1920SX|
Parts B and C.

NondelegatedBame as
Standard 7(a)

PLP: SBA Form 1920SX|
Parts B & C.

NondelegatedBame as
Standard 7(a)

PLP: SBA Fort820SX
Parts B & C.

Unique Eligibility
Requirements

Must sell on credit and
createaccountseceivable
not notes receivable

Contract must permit len|
to obtain an assignment
proceedsSome exceptior|
may applfsee ch.7 of thig
subpart)

30day zero balance eac
year is required.

Borrower must have
previous building
experience of the same
type. Speculative buildi
butwith documentation t
support likelihood of sal¢

Type of Loan

Revolving Line of Credit
finance sheerm WC
needs of the Borrower

Financeallcosts
associated wishecific
contrags), but not profit
May be revolving.

Finances seasonal WC
needs.May be revolving.

Finances direct costs

associated with building
commercial or residentia|
structure for sale.

Loan Decision

NondelegatedBA
approves the loan for bo
credit and eligibility.
PLP: Lender is delegate
credit decision and
completesehecklist for
eligibility whidtretains fo
possible review 8BAat a
later date

Same a¥Vorking Capital
CAPLines.

Same agVorking Capital
CAPLines.

Same a®Vorking Capital
CAPLines.

Target Processing

Nondelegated business

Same as Working Capitg

Same as Working Capitg

Same as Working Capitg

Guarantirocessing
Center Complete review
credit andligibility by SB.
loan officers

PLP:XYes. Sacramento, C
(SLPC).

Time days.PLP: business dayl CAPLines. CAPLines. CAPLines.
Centralized Yes.Nondelegated: Same as Working Capit§ Same as Working Capitg Same as Working Capitg
Processing Standard 7(a) Loan CAPLines. CAPLines. CAPLines.

E-tran Available

Nardelegatedender may
submit by mail, fax and ¢
mail

PLP: Use &tran
required.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Maximum loan
amounts

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Percent of Guarant

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Maximum Maturity

10Years

10Years

10Years

5 Years

Maximum Interest
Rates

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

Collaterd®olicy

Istlien on working/trading
assets (A/R, inventory) g
if not using a borrowing
base certificate additiong
collateral to ensuré
collateral ratio

Assignment cbntract
proceedsSome exceptior]
may apply.

First lien on seasonal
Inventory and Receivabl

No less than a second li
on real estate project.

SBA Guaranfiees Same aStandard 7(a) Same aStandard 7(a) Same aStanded 7(a) Same aStandard 7(a)
SBA Prepayment N/A N/A N/A N/A
Penalty

Lender Agreements

All lenders must execute]

Same as Working Capitg

Same as Working Capitg

Same as Working Capitg

Effective Date:June 10cteber] 20112
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with SBA

Form 750 & 750B (short
term loanglusPLP
lenders must have
Supplemental Guaranty
Agreement for PLP.

CAPLines.

CAPLines.

CAPLines.

Effective Date OctoberJunel, 20112
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V.

SPECIAL PURPOSE LOANS

Certain special purpedoan programs are subject to separate or special funding under
SBAO6s .budget

A. Community Adjustment and Investment Program (CAIP)

CAIP was established in 1993 to assist U.S. companies doing business in areas of the
country that have been negatively affected by the North American Free Trade
Agreement (NAFTA).CAIP loans allow for theeimbursemenof the guaranty fee
on eligible 7(a) loas.
1. Eligibility
To be eligible for CAIP, the small business must reside in a county, or a defined
area within a county, noted as being negatively affected by NAFTA based on
job losses and the unemployment rate of the county. There is also a job creation
conponent of one job created for every $70,000 ofiranteegbortion of the
7(a)loan.
2. Eligible CAIP Communities
To find out ifthe business im an eligible area, go tie listing of the counties
atwww.sba.gowat All CAIP. This listing is updated several times a year.
3. Debt Refinancing under CAIP
a) No more than 49% of loan principal made aafalié under CAIP may be
used to refinance existing loitgrm debt (i.e., debt with a remaining term
of more than 24 months) or to finance a change of ownership.
b) For purposes of this limitation, the following are not considered to be
long-term debt refinacing and, accordingly, are not subject to the
limitation:
(1) Converting shorterm debt (i.e., debt with a remaining term of 24
months or less) to longrm debt;
(2) Converting interim debt (i.e., a bridge loan) to lgegn debt;
(3) Converting line of credit or x@lving credit debt to longerm debt;
(4) If the debt was incurred to open a new facility, expand operations at
an existing facility, enter new mar ket s, or i m
competitive position;
(5) Bringing trade payables to a current status or bugirtca factor;
and
(6) A change of ownership (e.g., acquisition, merger or consolidation)
that is essential to sustain the existence of the business.
4. Application Process
Once the 7(a) loan is approved by SBA (as evidenced by an SBA loan number),
the lender mst submit a completegorm 2021to the Standard 7(a) Loan
Guaranty Processing Center (LGPC). The LGPC willewthe form and, iit
meets all eligibility requirementsvill forward it to the Office of Financial
AssistancéOFA). I n addition to t hacomtinghpl eted form, SBAOGS
information must reflect that the guaranty fee has already been ([@&id CAIP
request is for reimbursement.

Effective Date:June 10¢ctober] 2012
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OFAthenprepares a package to be submitted to and considered by the CAIP
Finance Committee, which is comprised of officials from the Departments of
Agriculture and Treasury and the North American Development Bank.

If the CAIP Finance Committee approves the application, SBA will refund the
guaranty fee to the lender who, in turn, refunds any fee paid by the borrower to
the borrower. (Note: The CAIP Finance Committee meets infrequently, and
funds for this initiativeare limited and may not always be available.)

B. The following special purpose loan programs as of the date of this SOP are not
funded:

1. Disabled Assistance Loan (DAL)
Loan Program for Low Income Individuals
The Veterandoan Program (not to be confused with Patriot Express
The 8(a) Participant Loan Program
Defense Economic Transition Loan Program
6. Defense Loan and Technical Assistance (DELTA)
Check with the local SBA field office, the $tdard 7(a) Loan Guaranty Processing

Center (LGPCpr the Sacramento Loan Processing Center (St&83e if these
programs have been funded and are available.

VI. DEFINITIONS APPLICABL E TO THE 7(A) LOAN PROGRAMS

The definitions applicable to the 7(a) loan programs are set forth in 13C¥Rand
120.10.

ok wn
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CHAPTER 2: ELIGIBILITY FOR 7(A) GUARANTY LOAN PROGRA M

INTRODUCTION

This section discusses the steps necessary to determine if a Small Business Applicant is

eligible for an SBA guaranteed loarhe eligibility issues that apply to thender or the
structure of the loan are discussed elsewhere.

Eligibility should be determined as early in the loan making process as poEsile.
small business must meet the eligibility requirements at the time of application #nd, wi

the exception of the size standard, must continue to meet these requirements through the

closing and disbursement of the loan.

A Standard 7(a) Eligibility Checkligtas been created to assist those lenders that do not
have delegated authority to iddwteligibility issues.For delegated lenders, an Eligibility

Checklist must be completed (uAnleaspeoft he
one of these checklists is tRégibility Information for Preferred Lender Participation
(PLP) Loans
SUMMARY OF ELIGIBLIT Y REQUIREMENTS
A. The Small Business Applicant must3(CFR 120.100
1. Be an operating business;
2. Be organied for profit;
3. Belocated in the United States (includes territories and possessions);
4. Be small (as defined by SBA); and
5. Demonstrate a need for the desired credit.
B. Lender must certify that credit is not available elsewhere on reasonable tE8ms; (
CFR 120.10}
C. The Small Business Applicant must show tinagt funds are not available from
alternative sources, including personal resources of the principal&HR 120.10R
D. The following businesses are not eligible3 (CFR 120.110

1.
2.

3.

Non-profit businesses (for profit subsidiaries are eligible)

Financial businesses primarily engaged in the business of lending, such as
banks, finance companies, and factors;

Passve businesses owned by developers and landlords that do not actively use
or occupy the assets acquired or improved with the loan proceeds (except
Eligible Passive Companies);

Life insurance companies;

Businesses located in a foreign country (businessbib.S. owned by aliens
may qualify)

Pyramid sales distribution plans;

Businesses deriving more than eh@&d of gross annual revenue from legal
gambling activities;
Businesses engaged in any illegal activity;

Effective Date:June 10¢ctober] 2012
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10.

11.

12.

13.

14.

15.
16.

17.

18.
19.

Private clubs and businesses which lim& tlumber of memberships for

reasons other than capacity;

Governmenbwned entities (except for businesses owned or controlled by a
Native American tribe);

Businesses principally engaged in teaching, instructing, counseling or
indoctrinating religion or réjious beliefs, whether in a religious or secular
setting;

Consumer and marketing cooperatives (producer cooperatives are eligible);
Loan packagers earning more than one third of their gross annual revenue from
packaging SBA loans;

Businesses with afissociate who is incarcerated, on probation, on parole, or
has been indicted for a felony or a crime of moral turpitude;

Businesses in which the lender or any of its Associates owns an equity interest;
Businesses which present live performances of a pitsexual nature; or

derive directly or indirectly more th&® of theirgross revenue through the

sale of products or services, or the presentation of any depictions or displays, of
a prurient sexual nature;

A business or applicant involved in a businebich defaulted on a Federal

loan or Federally assisted financing resulting in a loss to the government. A
compromise agreement shall also be considered a loss;

Businesses primarily engaged in political or lobbying activities; and

Speculative businessesi¢h as oil wildcatting).

11K ELIGIBILITY REQUIREM ENTS
A. The Small Business Must be Organized for Profit.

1.

2.

All small business applicants must be argad for profit.Non-profit
businesses are not eligible for SBA business loan assistance.

For-profit businesses owned by a Rprofit business are eligible if they meet
SBAO6s ot her el i ghelbdnprdfittaffiiate reugt e incladece nt s .
in the calculation of the size of the businédsis may result in a determination
that the forprofit entity is not considered small by SBA size standards and
therefore not eligiblein addition, if the norprofit affiliate owns 20 percent or
more of the foiprofit business but cannot or will not guarantee the loan, the for
profit business is not eligible for SBA assistari€éhe loan proceedare used

for the benefit of the neprofit rather than the feprofit business, the feprofit

business is not eligle.

Documentation that may be reviewed to determingfofit status:

a) Articles of Incorporatios filed with Secretary of State or similar
department in the state where the applicant is organized or conducts
operations;

b) Articles of Organizatior (for a Limited Liability Corporation (LLC))
filed with Secretary of State or similar department in the state where the
applicant is organized or conducts operations;
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c) Corporate ByLaws and any amendments;
d) Partnership Agreements;

e) Association Bylaws; and

f)  Tax Reurns.

B. The Applicant Must Be Small Under SBA Size Requiremém@sCFR Part 121

1.

The applicant business alone (without affiliates) must not exceed the size
standard for the industry in which the applicant is primarily engaged AND the
amplicant business combined with its affiliates must not exceed the size standard
designated for either the primary industry of the applicant alone or the primary
industry of the applicant and its affiliates, whichever is higidfiliation

exists when onindividual or entity controls or has the power to control another
or a third party or parties controls or has the power to control both. SBA
considers factors such as ownership, management, previous relationships with
or ties to another entity, and caattual relationships when determining

whether affiliation exists. The complete definition of affiliation is foundl3at
CFR121.103(See also, 13 CFR21.107and121.30)

The applicable size standards are increased ¥n%en the applicant agrees to
use all of the financial assistance withitabor surplus area. Labor surplus
areas are designatbg the Department of Labafl3 CFR 121.301(e))

For most retail businesses, the applicant and its affiliates cannot ext@ed $
million in gross sales averaged over the last 3 fiscal years.

For most wholesale businesses, the applicant and its affiliates cannot have more
than 100 employees.

For mostmanufacturing businesses, the applicant and its affiliates cannot have
more than 500 employees

The applicant business may qualify under either the industry size standards
discussed above or the alternative size standard. To qualify under the
alternativesize standard, the applicant business rmesdt the following

a) The maximum tangible net worth of the applicant is not more than
$15,000,000ad

b) The average net income after Federal income taxes (excluding any carry
over losses) of the applicant for théul fiscal years before the date of
the application is not more than $5,000,000

When size status of an applicant is determined: (13 THR302)

a) The size of an applicant for SBA financial assistance is determined as of
the date the application for such financial assistance is accepted for
procesig by SBA. Changes in the size of the business subsequent to the
applicable date when size is determined will not disqualify an applicant
for assistance.

b) If the Small Business Applicant is an existing business and is using the

proposed loan proceeds to acq@in®ther business, the sizes of the two
businesses are combined to determine if the application is size eligible.
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c) Forapplications processed under a legslelelegated authorityP (P,
SBA ExpressExport Express, Patriot Express, etsi}e is determineds
of the date of approval of the loan by the lender.

8. Formal size determinatior{$3 CFR121.303

a) By signing the application, a small business applicant is deemed to have
certified that it is small under the applicable size stanc&Bé or lender
may request additional information concerningthe applicads si ze based
on informaion supplied in the application or any other soufcereferred
lender or SBA Express lender may accept as true the size information
provided by an applicant, unless credible evidence to the contrary is
apparent.

b) Prior to denal of eligibility based on size, a formal size or affiliation
determination may be requested by a small business applicant, the SBA
loan application processing office or a lendére request must be made
to the Government Contracting Area Director senthregarea in which
the headquarters of the applicant is located, regardless of the location of
the parent company or affiliates.

9. Review of Franchise/License/Dealer/Jobber or Similar Agreements

The discussion in this section applies to franchise agreentieatse

agreements, dealer agreements (with the exception of dealer agreements from
new car manufacturers which are not reviewed for eligibility), jobber or similar
agreementdA finding that the agreement is acceptable under this section
means that theagreement does not impose unacceptable control provisions

on the Small Business Applicant which would result in affiliation. The fact

that the agreement is acceptable does not mean that the Small Business
Applicant is eligible.

Franchisedevelopmentgreementgoftenreferred to as Master Franchise

Agreements) are ineligible as they have been determined to be inherently

speculative and are considered to be passive investments. Development

agreements may include, but are not limited to: (a) agreemwdith provide

the developer a geographic area with which to grow additional franchise units;

and (b) agreements where the devel operds
payments of each franchise unit in the de

Franchise dvelopment agreements should not be confused with area
development rights within a franchise agreement, which allow a specific
franchisee to operate a number of franchises within a specified geographic area.
An agreement containing area development rigtay be eligible if it complies
with the guidance in this section.
a) Affiliation can exist through:

(1) Common ownership,

(2) Common management,
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(3) Excessive restrictions upon the gabnsferof the franchise interest,
or

(4) Control by a franchigoeither directly or through an affiliated entity
or agent such that the franchisee does not have the independent right
to both profit from its efforts and bear the risk of loss commensurate
with ownership. (13 CFR21.103 (i)

Review

SBA requires, in all cases, a determination as to whether affiliatists ex
when the applicant has or will have a Franchise/License/Dealer/Jobber or
similar relationship Regardless of the title of the agreement, if the
franchisor/licensor/dealer/jobber, epcovides a product or service that is
critical to the Small Busines Appl i cant 6s business

o}
provides a trademark critical to th

operation, then the agreement and any related documents must be
reviewed.

Review and determination must be conducted by:
(1) SBA--for all loans pocessed through the LGPC, including CLP

(2) Lender-for PLP, SBA Express, or any other expedited processing
method

(3) Inall cases, the Franchise/License/Dealer/Jobber or similar
agreement, including any antments and/or addendums must be
executed by all parties prior to first disbursement

Franchise Information Assistance

Lendersmustshouldgo tohttp://www.sba.gov/content/franchi§edings

to check the SBA Franchise Findings List for information with respect to a
specific Franchise/License/Dealer/Jobber or similar agreement to review
specific findings and seetifiere have been any findings for a particular
Franchise/License/Dealer/Jobber oritmagreement, which if still in the
Agreement, would make the Agreement ineligiblenders may also
contact SBA afranchise@sba.gaw request statistical information on
SBA lending to a specific franchise operatidrhis mailbox is not

designed to evaluate franchise material, so lenders should not send
franchise documents to this mailbox for review.In addition, lenders

may contac6BA counsel in the District Office or the SBA Franchise
Counsel for specific questions regarding eligibility determinations.

Registry of approved franchise/license/dealer/jobber or similar agreements

To facilitate the review of these agreemettigFrarchise Registry

( A Re gi s franghide)agréements that have bapprovechy SBA
Lender must ensure that the documents with the loan application are the
same as the documents listed on the Registry.

Lenders must follow the procedures set forth belmaetermine franchise
program eligibility for a loan application.

Effective Date:June 10¢ctober] 2012

pe
e

r
S

ati
ma |

on

and/

Busi

n


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=121.103;rgn=div8;view=text;node=13%3A1.0.1.1.17.1.265.3
http://www.sba.gov/content/franchise-findings
mailto:franchise@sba.gov

SOP 50 10 S¥E) Subpart B |

(1) Checkwww.franchiseregistry.coro determine if the agreement is
listed.

(&) Process to determinelifsted on Registry

Lendermustlogintb he Lender 6s section from the Home
of the Franchise Registry using their password. Upon logging

into the Lendero6s section, |l ender should typ
franchise system in the Search Box to determine if a specific

franchise system has beendidton the Registry.

If the franchise system is not listed, lender should follow the
procedure under (b) below.

If the franchise system is listed, lender should click on the plus
(+) box to determine if the specific year (effective date) of the
Agreement hs been listed. Agreements have been organized
into loan folders.

If the specific year of the Agreement is not listed as a loan
folder, lender should follow the procedure under (b) below.
(Lenders are no longer able to use the generic Certification of
No Material Change Form.)

If the specific year of the Agreeman listed as a loan folder,

lender should open the loan folder. Lender should then click

on AView Agreement Detail 06 to review the spe
of the specific Agreement. Lender stobuéview the

Agreement Application Summary page for the following

information:

(i) Determination Date (Approval) of the Agreement;
(i) Addendum required; and
(i) Specific Eligibility Notes (formally Footnotes).

Lender should return to the Loanléer to print the
Certification of Franchise Documents.

In order for a franchise agreement to be eligible under the
Franchise Registry the | enderds file must in

(i) Executed franchise/license/dealer/jobber Agreement and
any approveattachments and exhibits;

(i) Executed Addendum (if required);
(i) Executed Certification of Franchise Documents; and
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(iv) Compliance with any required eligibility notes.

(b) Not Listed on Registry

(i) Ifthe Agreement is not listed on the Regjisa review
must be made of the Agreement and all related
documents.

(i) Lendersmust consult the franchise findings list at
http://www.sba.gov/content/franchidi@dingsto see if
there have beeany findings for a particular
Franchise/License/Dealer/Jobber or similar agreement
which if still in the Agreement, would makkee
Agreement ineligible. The information provided by the
SBA Franchise Findings List should be used by Lenders
to ensure theare making informed eligibility
determinations. Lenders should consult the findings list
under the Afix availableodo category to see
remedy the specific issues noted on the findings list

(i) If an Agreemenhasnho negotiated fix available and the
noted findinggemain in the
FranchisélLicense/Dealer/Jobber or similagreement,
then theAgreement should be determined tarmdigible.
Lender may contact the SBA Franchise Counsel for
additional guidance

(2) Affili ationlssues to Consider

The following are examples of common situations that should be
examined to determine if affiliation exists.

(@) Control
The provisions of the Agreement may not:

i) Set the Applicantés net profit;

(i) Require the payment of excessive
Franchise/License/Dealer/Jobber, etmtinuing es

(i) Directly control the applicantds empl oyee:
hiring or terminating (unless under a short term-ftep
agreement);

(iv) Require the Applicant to deposéceipts or revenues into
an account which Franchisor/Licensor/Dealer/Jobber, etc.
controls, or from which withdrawals may be made only
with Franchisor/Licensor/Dealer/Jobber, etmsent
(whether or not a fee is charged to the franchjsee)

(v) Includeanpti on to purclpasommal t he applicant ds
property upon expiration or breach of the Agreement,

| 96 Effective Date:June 1October] 20142
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where the Franchisor/Licensor/Dealer/Jobber lets.the
ability to control the price at the time of purchésght
of first refusal is allowed provided it @ commercially
reasonable terms)

(vii All ow the hiring of the applicantés empl o)
Franchisor/Licensor/Dealer/Jobber, etc. (in the temporary
personnel industry, consider temporary employees hired
by the franchisee to be employees of the franchiser); |

(vii) Require that the billing activities for the applicant be
handled by the Franchisor/Licensor/Dealer/Jobberpetc.
Third Party chosen by the
Franchisor/Licensor/Dealer/Jobber,.petc

(viii) Require the franchisee EPC owneto sell thér real
propertyferlease)o the franchisor upon expiration or
breach of the Agreemen.requirement to leashe real
property to the franchisor on reasonable tefonshe
remainder of the term of the franchise agreement is
acceptable(This type of provision can be found in the
Agreement itself or recorded against the real estate as a
purchase option or deed restrictioml)

(ix) Include a Right of First Refusal on a partial transfer of
ownership within a franchise entity.

(b) Leasing from Fanchisor/Licensor/Dealer/Jobber, etc.

During the term of the SBAuaranteed loan,
Franchisor/Licensor/Dealer/Jobber, etay not terminate any

Real Estate Lease unless an uncured default has occurred under
the terms of the Real Estate Lease or the FiaadAgreement.

(c) Transfer
Any transfer provision which requires a

Franchisor/Licensor/ Dealer/ Jobber, etc.6s coa
AConsent must not be unreasonably withheld o
equivalentSBA will not infer this irio a FranchiseAgreement.
Reasnable Business Judgment is not an acceptable standard.

(d) Termination
A Franchisor/ Licensor/ Deal er/ Jobber, etc. 6s

without cause does not confer upon it power to control the
applicant and is not an ingitton of affiliation.

(e) Independent Contctor

Franchisor/Licensor/Dealer/Jobber, etad applicant must
maintain an Independent Contractor Relationship.

Effective DateOeteber-June 120112 97 |
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Example:lnsurance Agentaho sell policies issued by one
insurance company have been found to be independent
contractors whethe Agents performed their services at their
own business locations and paid all of the expenses of
maintaining their own offices.

Insurance Industry

Based on the Industry standard established by the Insurance
Agency, it is common practice for the frafsdr to own the
Insurance Policies as well as receive the payments on the
policy. This type of arrangement, by itself, does not create
affiliation.

Fitness Industry

Fitness centers that appear to cater to one gender but have a

policy that allows both meand women to use the facility must

submit the following additional documentation with the loan

application:

(i) Affidavit that men and women are allowed to use the
facility; and

(i) Diagrammed layout of the facility clearly showing two
separate bathrooms/changirooms.

Gasoline Industry

Based on the Industry standard established by the Gasoline
Industry, it is common practice for the oil company to install a
credit card system to provide for payment of gasoline products.
This type of arrangement, by itself, does not create excessive
contol or affiliation.

Most Dealer Agreements are for a term of three years with
limited or no renewal term#n situations where a gasoline
supplier is leasing the real property to the dealer, the Petroleum
Marketing Practices Act controls and containsied

provisions on the authority and procedure for non renewal or
termination. This type of lease arrangement, by itself, does not
place inappropriate control in the oil company/dealer.

(i) Eligibility Determination The eligibility determination
for all Gas Station Loans must include a review of the
relevant documentsThe documentation associated with
Gas Station Loans is voluminous, compéexd frequently
contairs provisions thaf1l) enable awil company or
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andhernonsmallPerson to exert significant control over
the small businedsan applicant resulting in affiliation
(13 CFR 121.108 (2) have a significant negative impact
on the marketability and collateral value of the Property;
and (3) impair the applicant's repayment ability.
Therefore, all'RelevantDocument’ must be reviewed to
determine whethea single provision obased orthe
"totality of the circumstances18 CFR 121.103(a)(p)
execution of the Relevant Documents by the small
business would renderiiteligible for SBA financial
assistance.

(@) Relevant Documents-or purposes of this
paragraphthe term "Relevant Documents” includes
but is not limited to 1) the report containing the
preliminary results of a search of the title to the
Property including the documents listed in the
abstract of title (hereafter the "Title Report9) (
thesmalbusi ness concernés oil company supp
agreemenand convenience store franchise
agreementif any, and 8) if the loan is to purchase
the Property, all purchase and sale documents
including the exhibits, addendums, amendments,
etc., (hereafter the "Purcleaand Sale
Documents").While titles vary, examples of
Relevant Documents that must be reviewed include:
the Real Estate Sale Agreement; Terms and
Conditions of Sale Contract; Escrow Instructions;
Escrow Agreement; Franchise Agreement; Contract
Dealer Gasline Agreement; Branded Reseller
Agreement; Memorandum of Gasoline Agreement
for DealerOwner, Franchise®perated Facility;
Branded Gas Sales Restriction and Covenant;
Special Warranty Deed; Bill of Sale; Use
Restriction Addendum; Right of First Refusal
Agreement; Repurchase Option; Subordination
Agreement; Environmental Release; Environmental
Declaration; Environmental Matters, Remediation
and Indemnification Addendum; and Site Access
Agreement.

(b) Subordination is not sufficient to overcome the
unacceptatd resultof objectionable provisions that
are of record or to be recorded. This is because to
clear the title, SBA's lien would need to be
foreclosed and doing so would prevent the small
business concern from selling the gas station as a
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going concern ahsignificantly diminish SBA's
recovery in the event of default.

Examples of Unacceptable Document Review
Findings:

(i)

(ii)

Affiliation . Provisions irthe Relevant
Documents that give an oil company or
another norsmall Persomsignificant control
over the small business applicamé not
acceptable(Seel3 CFR 120.100 (d)

Examples include(1) Purchase or
Repurchase OptionPurchase or repurchase
options that allow an oil company or other
Person to acquire the small business concern's
primary business asset (e.g. real estate) if the
small kusiness concern violates a condition,
covenant, restriction or other provision.
(Distinction A "purchase option" is different
from a "right of first refusal". A right of first
refusal that allows an oil company or other
Person to match a third partyev is

generally acceptable to SBABlease note

that a right of first refusal on a partial transfer
of an interest in the small business concern is
NOT acceptable(2) Deed/Use Restrictions.
Provisions that give an oil company or other
Person the righto record deed or use
restrictions that enable the oil company or
other Person to control the use of the Property
thereby preventing the small business owner
from fully benefiting commensurate with
ownership.Note thatcertaindeed restrictions
pertainng to the use of the property, which are
intended to protect the health and safety of
occupants, may be acceptable. Examples of
uses in deed restrictions based upon
environmental concernghich may be
acceptablenay includeresidential use, use as
adaycare centefor children or seniotsuse

as aschool, or use as a hospital

Significant Impairment of Collateral Value or
Repayment Ability Provisions in the
RelevantDocuments that impose
requirements, restrictions or consequeribas
could significanty impair (1) the collateral

value and marketability of the Property or (2)
the small business concern's repayment ability
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are not acceptable. The fact that the collateral
will consist solely of personal property, such
as buildings and trade fixtures leed on

leased land, is irrelevant since they would
ordinarily be sold implace in the event of
foreclosure, e.g., a carwash, minart, or fuel
pumping equipmentExamples include (1)

Deed restrictions, covenants, easements,
reversionary interestnd dher provisions that
restrict the use of the Property for the benefit
of the seller, an oil company, or any other
Person such as those that restrict the brand of
fuel that can be sold on the Property or require
subsequent owners of the Property to
indemnify an oil company or other Person;
and(2) Engineering Controlthat require the
small business concern or subsequent owners
to install costly devices or structures such as
extraction wells or subsurface barrier walls
prior to constructing a buildingemodeling,

or otherwise improving the Property.

(i) Alteration of SBA/Lenderds Legal Ri gh
Remedies or ResponsibilitieRrovisions in
the Relevant Documents that alter SBA or
Lender's legal rights, remedies or
responsibilities or impose additional dutes
not acceptableExamples includ@rovisions
that require SBA_enderto: (1) Release or
Waivetheir legal rights, remedies or claims
against the sellegn oil company or other
Persony2) Subordinate the SBA/Lender lign
(3) Indemnifythe seller, anibcompany or
any other Persor{4) Notice Provide the
seller, an oil company or any other Person
with special notice of default or foreclosure;
or (5) ForbearanceProvide the oil company
or another Person with an exclusive period of
time in which to deide what action to take
before SBA/Lender can initiate liquidation
activities in the event of default on the SBA
loan

) Questions on SBAOGs Franchise Policy, Requests fo
Appeals

(1) Questions on SBAOGs Franchléase Policy should be
field counsel, center counsel, or SBA Senior Franchise Counsel.
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(2) Lendersthatbelieve that a franchise decision that has been rendered

by SBA is inconsistent with this SOP may appeal the decision by
forwarding a copy of the decision, along with an exjtion of how

the determination is perceived to be inconsistent with this SOP to

FranchiseAppeals@sba.gdwanchise appeals will be reviewed by

the SBA Franchise Committee comprised of OGC attorneys
appointed by the Associate General Counsel for Finbbaia &

Lender OversightThe Associate General Counsel fanancial Law

& Lender Oversight wilketain the authority to overrule decisions
rendered by the SBA Franchise Committee.

C. The Small Business Applicant Must Demonstiaiéeedfor a Guarantyon the Loan.

1. The Small Business Applicantds need

ACredit Ted ssileewirpose®f the Credit Elsewhere testis to

determine if the Small Business Applicant along with its principals have the

ability to obtain some or all of the requested loan funds from alternative sources

without causing undue hardshif@3(CFR 120.101L
2. The lender must determine that:

a) The Small Busines&pplicant is unable to obtain the loan on reasonable

terms without a Federal government guaranty, and

b) Some or all of the loan is not available from any of the following sources:

(1) The resources of the applicant business; or
(2) The personal resources of thengipals of the applicant business.

If some or all of the loan applied for is otherwise available on reasonable terms
from any of these sources, the loan application must be reduced or declined.

3. The lender must substantiate the factors that preventiduecfing from being

accomplished without SBA support and retain the explanation in the Small

Busi ness ApTphefieonashcontagdodumentationthatspecifically

identifiesthe factors in the present financing that meet the Credit Elsewhere

Ted.

4. Acceptable factors that demonstrate an identifiable weakness in the credit or

exceed policy limits of the lender include, among others:

a) The business needs a |l onger maturi

example, the business needs a loanithadt on a demand basis);

b) The requested | oan exceeds either

limit regarding the amount that it can lend to one customer;

c) The |l enderdés |liquidity depends
loan on the secalary market;

upo

d The coll ateral does not meet the |
el The |l enderés policy normally does
businesses in the applicantds indu

) Any ot her factors r el at $apigionfcanndt h e

be overcome except for the guaranthese other factors must be
specifically documented in the loan file.
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5. Unacceptable factors include:

a To address the |l enderdéds Community Reinvestment A
or

b) To refinance debt alreadyn reasonable terms.

6. The lender must certify that credit is not otherwise available by signing the

Lender Official block on the appropriate application form.

7.  Utilization of personal resourceis part of the credit elsewhere test, SBA
requires the persoheesources of any owner of Z0or more of the Small

Business Applicant be reviewgd3 CFR 120.10p

a) The rule also applies to each persdren the combined ownership of the
spouses and dependent children %20 more.

b) If the Small Business Applicant is owned by a Trust, the rule applies to the
Trustor. All donors to the trust will be deemed to have Trustor status for
eligibility purposes.

c) The utilization of the personal resources rule does not apply to the
business resources of an associate or affiliated business.

d) Onceitis determined that an individual owner is subject to the utilization
of personal resources rule, his or her pergentd ownership has no
effect on the amount of the required injection.

8. Personal Resource$ Spouses and Dependent Children

a) The SBAG6s | ending pr-Bugppose@redtqual i fy as fASpeci al
Programso under t hgAEGQOOA).ThiIEredi t Opportuni
regulation stipulates that information pertainin

status, sources of personal income, alimony, child support, and épsuse

financial resources can be obtained and considered in determining

program eligibility. Therefore, the lender has the right to obtain the

signature of an applicantés spouse (whether an o
not) or other person on an applicatmmncredit instrument if it is required

by Federal or State law

b) Unless there is a legal impediment to access the personal resources of the
spouse, such as those held by an independent trustee of an irrevocable
trust, the applicant is presumed to have accetfetpersonal resources of
his/her spouse and minor childrdine personal resources of close
relatives (excluding spouse and dependent children), including children
above the age of majority, living in the household are not considered to be
available tohe applicant for injection into the business.

c) SBA or the lender can require injection of the available personal resources
of the individual ds minor children.

d SBA or the | ender cannot require the injection o
resources, but can det@ne that the applicant is ineligible because of
access to personal resources.

9. Liquid Assets
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a) Only liquid assets are subject to being injected into the pr(ifest
includes liquid assets held in a revocable trustuid assets inade:

(1) Cash;

(2) Certificates of deposit;

(3) Marketable securities and bonds;

(4) Cash surrender value of life insurance; and

(5) Similar assetd_enders should consider carefully the transfer of
assets or other actions of the applicant to avoid compliance with the
intent of this provisionAt a minimum, liquid assets transferred by
applicants within 6 months of application for SBA assistance will
not be exempt.

b) Liquid assets do not include:
(1) Closely held normarketable stocks or bonds;

(2) Individual retirement accountfRAs), 401(k), 403(b), Keoghs, or
other established retirement accounts subject to withdrawal
restrictions or penalties; Health Savings Accoutasteadvantaged
Educational Saving&ccounts such a$29 accountsand other
similar assets;

(3) Equityin real estate or other fixed assets; or

(4) Assets pledged as security on debt obtained over 6 months prior to
the loan applicatioriThe dollar value of the pledged liquid assets
that exceeds the amount of the debt being secured is considered a
liquid asset.

10. Utilization of Personal ResourcBslle (13 CFR 120.10p

a) The lender must determine the overall dollar value of the allowable
exemption, which is defined as the amount of personal resources that do
not have to be injected into the businddse allowable exemption is
determined on the basis Todtotal he fAtotal financing g
financing package includes the SBA loan, together with any other loans,
equity injection, or business funds used or arranged for at the same
general time for the same project as the SBA.loa

b) If the total financing package:
(1) Is $250,000 or less, the exemption is two times the total financing
package or $100,000, whichever is greater;
(2) Is between $250,001 and $500,000, the exemption is one and one
half times the total financing package or $®80®, whichever is
greater; or
(3) Exceeds $500,000, the exemption is one times the total financing
package or $750,000, whichever is greater.
c) Once the exemption is determined, it is subtracted from the liquid assets.
If the result is positive, that amount mibst injected into the project.
d) Liquid assets required to be injected into the business under the utilization
of personal resources rule cannot be pledged as an alternative to injection.
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e) SBA or the lender may require additional capitalization beyond that
required by the utilization of personal resources rule.

11. Determining the Amount of the Allowable Exemption

Lenders must use the following procedures to make, as of the date of the loan
application, a written determination of thbkowable exemption which must be
kept in the fil e, available for SBAOGS revi ew:

a) Carefully review the personal financial statements required from the
owners of 20% or more of the equity of the business (including the
resources of spouse and dependenticdril);

b) Determine the value of the liquid assets subject to the rule for each
individual; and

c) Subtract the allowable exemption from the liquid assets of each individual
subject to the rule (including their immediate family).

Note: A husband and wife and tinelependent children are only entitled to one
exemption.

12. Reducing Ownership Interest

a) Any person subject to the utilization of personal resources rule 6 months
prior to the date of the loan application would continue to be subject to the
rule even if thaperson has changed his or her ownership interest to less
than 20%.

b) The only exception to the®onth rule is when that person completely
divests his or her interest prior to the date of applicaGamplete
divestiture includes divestiture of all owship interest and severance of
any relationship with the Small Business Applicant (and any associated
Eligible Passive Concern) in any capacity, including being an employee
(paid or unpaid)

D. Ineligible Types Of Businesses
1. To determine if a business is eligible for SBA assistance, the lender must:

a) Determine the primary business industry of the Small Business Applicant.
(13 CFR 121.10y¢

b) Determine whether the Small Busindgsplicant is one of the types of
business listed as ineligible in SBA regulatiod8 CFR 120.110

2. SBA may not guarantee a loan to a Small Business Applicant for the benefit of
an ineligible affiliated business.

3. SBA cannot guarantee a loan to any of the following types of businesses:

a) Businesses organideas a nosprofit (for-profit subsidiaries are eligible)
(13 CFR 120.110 (3)

b) Businesses Engaged in Lendiii® CFR 120.110 (b)

(1) SBA cannot guarantee a loan that provides funds to businesses
primarily engaged in lending or investment, or to an otherwise

Effective DateQstober-Tune ] 20112 105 |


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=121.107;rgn=div8;view=text;node=13%3A1.0.1.1.17.1.265.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7

| Subpart B SOP 50 10 33E)

eligible business for the purpose of fieing investment not related
or essential to the busine3shis prohibits loans to:

(a) Banks;
(b) Life Insurance Companidbut not independent agents);
(c) Finance Companies
(d) Factors
(e) Investment Companies
(f) Bail Bond Companigsand
(g) Other businesses whose stock in trade is money and which are
engaged in financing.
(2) The following are exceptions to this regulation:

(@) A pawn shop that provides financing is eligible if more than
50% of its revenue for the premiis year was from the sale of
merchandise rather than from interest on loans.

(b) A business that provides financing in the regular course of its
business (such as a business that finances credit sales) is
eligible provided not more than 50% of its revenukedm
financing its sales.

(c) A mortgage servicing company that disburses loans and sells
them within 14 calendar days of loan closing is eligible.
Mortgage companies are eligible when they are primarily
engaged in the business of servicing loans. Mortgage
companies that make loans and hold them in their portfolio are
not eligible.

(d) A check cashing business is eligible if it receiwe®re than
50% of its revenue from the service of cashing checks.

c) Passive Business€s3 CFR 120.110 (9)

(1) Passive businesses owned by developers and landlords that do not
actively use or occupy the assets acquired or improved with the loan
proceeds (except Eligible Passive Companies under 120.111) are not
eligible.

(2) Businessesnmarily eng@ed in subdividing real property into lots
and developing it for resale on its own account are not eligible.

(3) Businesses thatre primarily engaged iowning or purchamg real
estateand leamg it for any purposarenot eligible. For example,
shoppingcenters are not eligiblend lusinesses thaghs landfor
the installation of cell phone tower or winirbinealso arenot
eligible; however, the business operating the cell phone tower or
wind turbineis eligible.

(4) Apartment buildings and mobile he parks are not eligible. But,
hotels, motelstecreational vehiclparks,marinascampgrounds, or
similar types of businesses are eligible if more than 50% of the
businessdés revenue for the prior year is deriyv
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stay for 30 days dess at a timelf the applicant is a stattp, the

applicantdés projections must show that more th
businessdéds revenue will be derived from transi
days or less at a time

(5) Residential facilities that are licensed as nursing homes or assisted
living facilities are eligible.

(6) Businesses that are engaged in leasing equipment, household goods
or other items are eligible. (See subparagraph b) above regarding the
eligibility of businesses engaged in lending.)

(7) Businesses such as barber shbp#, salonsnail salonsand similar
types of businessese eligible regardless of whether they have
employees or contract with individuals to provide the services

(8) Anineligible pasive business cannot obtain an SBA loan for any
purpose, including the purchase or construction of a building for its
own use.

d) Life Insurance Companiegl3 CFR 120.110 (gl
(1) Life insurance companies are mdigible.

(2) Even if alife insurance agent writes insurance for only one
company, he or she may qualify as an eligible independent
contractor if the business meets all of the following factors:

(@) If the insurance agent is subject to the control or directfon
another merely as to the result to be accomplished and not as to
the means and methods for accomplishing the result;

(b) If the insurance agent hires, supervises and pays employees he
or she needs to help perform his or her services;
(c) If the insurance ageiperforms his or her services at his or her
own place of business rather than at the con
business;
(d) If the insurance agent is paid by the job or on a commission
basis, rather than by the hour, week or month;

(e) Ifthe insurance agent is respiie for paying his or her own
business expenses;

(f) If the insurance agent provides the significant amount of his or
her tools, materials, and other equipment, even if the insurance
company provides some forms, manuals, or other materials;

(g) If the insurancegent invests in facilities that are used by him
or her in performing services and are not typically maintained
by employees (such as the maintenance of an office rented at
fair market value from an unrelated party); and

(h) If the insurance agent can realia profit or incur a loss as a
result of his or her services.
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Business Located in a Foreign Country or Owned by Undocumented
(Ilegal) Aliens(13 CFR 120.110 ()

(1) Businesses are not eligible if the business is:

(@) Located in a foreign country with no activities in the United
States; or

(b) Ownedin whole or in part by undocumented (illegal) aliens.
(2) Businesses are eligible if the business:
(@) Islocated inthe U.S.;
(b) Operates primarily in the U.S.; and
(c) Is authorized to operate in the state or territory where they seek
SBA financial assistance; OR
(d) Makes a significant contribution to the U.S. economy through
the:
(i) Payment of taxes to the U.S.; or
(i) Use of American products, materials, and labor.
(3) The proceeds must be used exclusively for the benefit of the

domestic operationé\s a result the businessdaits employees are
subject to U.S. and local taxes.

(4) Businesses involved in international trade are subject to U.S. trade
restrictions.

(5) Businesses owned by legal permanent residents are eligéde.
Paragraphil .E. of this Chapter.

Businesses Selling Tbugh a Pyramid Plari8 CFR 120.110 (J)

Pyramid omultilevel sales distribution plans amet eligible for SBA

assistance.

Businesses Engaged in Gambl{ig CFR 120.110 (g))

(1) Small businesses that obtain more thantbire of their annual
gross incoméor the prior yearincluding rental income, from legal
gambling activities are not eligle.
(2) Small businesses are eligible if they obtain-tmed or less of their
annual gross income, including rental income, from:
(@) Commissions from official State lottery ticket sales under a
State licenseor
(b) Gamblingactivities licensed and supervised by state authority
in those states where the activities are legal.
Businesses Engaged in any lllegal Acti\ind CFR 120.110 (h))
SBA must not approve loans to borrowers that are exthemjillegal
activity or who make, sell, service, or distribute products or services used

in connection with illegal activity, unless such use can be shown to be
compl etely outside of the borrowerés intended

Businesses Which Restrict Patronat@ CFR 120.110 (i))
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Businesses that restrict pateme for any reason other than capacity are
not eligbleFor exampl e, a menbés only or
eligible.

GovernmerfOwned EntitiesExcluding Native American Tribg43 CFR
120.1D(j))

(1) Municipalities and other political subdivisions are not eligible.
(2) Special Requirements Applicable to Native American Businesses
(3) A Native American tribe is a Governmental entity and is not eligible.
A small business owned in whole or in part Qyative American
tribe is eligible if:
(@) It establishes that it is a separate legal entity from the tribe and
submits the documents authorizing its existence; and

(b) The tribe waives sovereign immunity with respect to the
collateral for the loan and collectiaf the loan from the
borrower, OR agrees to a fsue
naming U.S. Federal courts as
jurisdiction. o

Lenders may seek the advice and assistance of the Bureau of Indian

Affairs (BIA) personnel when dealing thiloans collateralized by

Indian lands held in trust.

Businesses Engaged in Promoting Religib® CFR 120.110 (k)

(1) A Small Business Applicant is netigible if it is principally engaged
in teaching, instructing, counseling or indoctrinating religion or
religious beliefs, whether in a religious or secular setting.

(2) A Small Business Applicant is not ineligible merely because it offers
religious books, msic, ceremonial items and other religious articles
for sale.The lender must consider the overall activities and business
environment of the Small Business Applics®BA has a worksheet
to assist with this proceg$SOP 70 50, Legal Responsibilities,
Appendix 3aReligious Eligibility)

Cooperativegl3 CFR 120.110()

(1) Consumer and marketing cooperatives ateeligible, For
agricultural marketing cooperatives, see (3) below.

(2) Producer Cooperatives

A producer cooperative is eligible if:

(@) Itis engaged in a business activity;

(b) The purpose of the cooperative is to obtain financial benefit for
itself as an entity AND its members in their capacity as
businesses; and

(c) Itis small and=each member of the cooperative is small. |
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(3)__Agricultural Marketing CooperativesAn agriculturalcooperative < ( Formatted:  Heading 5 ]
acting pursuant to the provisions of the Agricultural Marketing Act
(12 USC 1143j) is considered to be a@ducer cooperative and is
eligible if it meets the requiremenfor eligible producer
cooperatives in (2) above.

{e)(4) Worker Cooperatives. A woek cooperative, in which the
employees of the small business cooperatively own the company, is
eligible if it meets all other SBA eligibility requirements

m) Businesses Engaged in Loan Packagirf8iCFR 120.110(n)

A Small Business Applicant that receives more than 1/3 of its gross annual
revenue from packaging SBA loans is not eligible.

n) Businessewith an Associatef Poor Characte(13 CFR 120.110 (n))

(1) The SBA cannot provide financial assistance to businesses with
Associatesvho ae incarceratedyn probationon parole or have
been indicted for a felony or a crime of morabitude

(2) An application can be accepted for processing if the individual
indicates an arrest record, but was acquitted or the indictment was
dismissed andhe individual is not incarcerated, on probation or on
parole for any offense.

(3) Anindividual with a deferred prosecution is treated as if the
individual is on probation or parol8uch an applicant is not eligible.

(4) To determine eligibility under this seati, the Agency requires that
every proprietorgenerapartner, officer, directomanagingnember
of alimited liability company (LLC),owner of 20% or more of the
equity of theApplicant Trustor (if the Small Business Applicant is
owned by a trustiandany person hired by the Applicant to manage
dayto-day operation$ i Subj ect I ndividual o) must be of goo
characterThe completion of aBBA Form 912, Stement of
Personal H | by ¢aohrSubjeét individizabis) required as
part of the character evaluation procasd the form must be
completed within 90 days of submission of the application to.SBA
Every person completing a 912 must answer eacstigunefully
giving details about any fiyesd response. NOTE:
even when the applicant believes the record is sealed, expunged or
otherwise unavailable. (This information must be kept private and
confidential.)There are no exceptions to owaivers of this policy.

(@) If every Subject Individual answers questions 7, 8 and 9 as

Aino, 6 nor mal |l oan processing may proceed.

) 1f a Subject I ndividual answers fAyeso to que
Small Business Applicant is not eligible.

(c) IfaSubjectindividuahnswer s fAyeso to question 8 or 9, t

that individual must go through a background check and
character determination unless the charge re
answer was a single misdemeanor that was subsequently
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dropped without prosecutioDocumentationrbm the

appropriate court or prosecutords office mus
SBAForm912and mai nt ai ned i Jifttehe | ender és | oan f|
individual pleads guilty to the charges or to lesser charges the

background check and character determination must be

conducted. Currently, SBA conducts two types of background

checks: (1) a Name Check, which requires a search of available

records based on a personds name and soci al
(SSN); and (2) a Fingerprint Check, which searches available

recordsbasedo t he personés name and SSN plus a col
and legibly written FE258 Fingerprint Card.

I f ther e i s thelerier mssiiake tleedoowings e ,
actions:

(i) The lender must obtain a complete understanding of the
reason(s) for twhennécgssasydorr esponse and
clarification, the lender must obtain additional written
explanation from the Subject Individual to include the
following:

(a) Date of the offense(s) including month, day and
year.If the actual day is not known, include the
month and year.

(b) City and state or the county and state where the
offense(s) occurred.

(c) The specific charge(s) [DUI, assault, forgery,
robbery etc.] AND the level of the charge; (either a
misdemeanor or felony).

(d) Disposition of the charge(shhis may include but
is notlimited to the following:

(i)  Any fines imposed;

(i)  Any class or workshop to be attended;

(iii) Any jail time served;

(iv) If applicable, the terms of probation (including
evidence and dates of successful conclusion of
the probation); or

(v) Any other court conditions (such as
registration as a sex offender).

() Assuming the courtds conditions have be
applicant should state that all conditions of the court
have been satisfied in his explanation and provide
court documents evidencing that these conditions
were met.

() Thelrrower 6s dated signature on the expl

Effective DateOctober-June 120112 111 |
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(i) When an applicant discloses a felony arrest a Fingerprint
Check is required and a Fingerprint Card (FD 258) must
be completed. Local law enforcement agencies will
usually assist the individual with the fingeirging.
Lenders may obtain the FD 258 from their local District

Office.

(i) When an applicant discloses a past offense(s) that was
classified as a misdemeanor, the background check may
either be a Name Check or a Fingerprint Check.

(iv) Regardless of whether thagt offense was a felony or a
misdemeanor, the lender must submit the complete 912
package to the local field office before loan processing
can proceed. Copies of the documents are to be submitted
to the field office.The lender must retain the originafs i
its loan file. SBA recommends that the lender submit the
912 package as soon as possible.

(v) The field office will send the complete 912 package to
the Office of Inspector General/Office of Security
Operations (OIG/OSO) at SBA Headquart&hen a
912witha fiyes o
lender personnel must not make any statement to anyone
outside the SBA about action being taken regarding the
912 information submittedExceptions are only permitted
when in compliance with the provisionstbg Privacy

Act. (SeeSOP 40 09

response i s

forwarded

Decisions Available to the SBA When Processing a 912 with a
fyesoO response:

(i) Clear the 912 to permit processing, approval and

disbursement;

(@) SBA will clear a positre 912 for processing and
waive the fingerprint requirement only when the

reason

for

following criteria:
(i) A single minor (misdemeanor) offense or

arrest;.OR

t h e ofeoéhe o

(i) Up to three minor offenses (arrests and/or
convictions at onetie or separately),
concluded more than 10 years prior to the date
of the SBA application; OR

(iif) A Prior Offense cleared by¢ Director,
Office of Financial Assistand®/FA) or
designee on a previous application where no
other offenses have occurred since the
previous application was cleared by the D/FA

Effective Date:June 10¢ctober] 2012
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(b)
(©)

(d)

(e)

®
(@)
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or designeeThis clearance is only valid for
six months from date of issuance.

NOTE: Only the D/FA or designee maythorize

the processing center or lender to process and
subsequently disburse a loan when the Form 912 is
not cleared.

The field office cannot clear felony arrests or
convictions for loan processing.

When the field office receives the completed 912
packa@ and decides to clear it for processing, it
will notify the lender that the application has been
cleared for processing and will submit the 912
package to the OIG/OSO for a Name Check.

When the Name Check corroborates the information
on the 912, OIG/OS@iill advise the field office,
which will then notify the lender.

When the Name Check results contradict the
disclosure on the 912, or the disclosed criminal
history raises a question about the character of the
individual, OIG/OSO will refer the matter the

D/FA. If the loan was already processed and
approved, the lender shall be notified of the adverse
change and directed to immediately cease further
loan disbursements and seek immediate repayment
of the loan proceeds from the borrower.

The D/FA or desigee can overrule the clearance by
the field office.

The lendemay beresponsible for any funds that
are uncollected in the event that the Name Check
reveals additional undisclosed offenses or fraud.

(i) Place the processing of the application on hold for further
investigation;

@)

(b)

Effective DateOcteber-June 12012

Thelender must obtain from tHaubjectindividual

a Form FD 258, SBA Fingerprint Ca@hdsubmit

it to the field officeto forward to OIG/OSQor a
FingerprintCheck The procedsag of the

application will remain on hold until the results of a
Fingerprint Check are received at which time the
application will either proceed or be declined.

If additional criminal activity is revealed,
information pertaining to the additional crinain
activity will be provided to the D/FA or designee
who will notify the field office that an adverse
condition exists.
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(i) Decline the application because the information supplied

on the Subject Individual shows the offense is open and
has not been adjudieat or the Subject Individual is on
probation or parole.

() 912 Decision Appeals

@)

(ii)

SBA will consider a request submitted by an applicant for
reconsideration of a determination of lack of good
characterFactorsthat contribute to a favorable
reconsideration include: (1) additional information
provided by the applicant that satisfactorily explains the
circumstances of the prior offense(s); and/or (2) the
passage of time between the date of the prior offense(s)
and the date of application, during which the applicant
has not committed additional offenses and has generally
led a responsible life and made a contribution to the
community.

The applicant should send a written request for
reconsideration through the tber to: Director, Office of
Financial Assistan¢d).S. Small Business
Administration, Office of Financial Assistance, 409 3rd
Street, SW, Suite 8300, Washington, DC 20416.

() CLPand PLPR12 Procedures.

@)

(ii)

If, in connection with a CL®r a PLPloan, a Subject

I ndi vidual answers question

individual must go through a background cheok
character determination unless the charge resulting in a
Afyeso answer was a single
subsequently dropped without prosecution.
(Documentation from the appropriate court or

mi

prosecutorés office must be

912.) Ifthe individual pleads guilty to the charges or to
lesser charges the background check and character
determination must be conductédhe application may be
processed using CLP or PLP procedures, as applicable,
after the lender has requested and receiwittew

clearance of the character issue(s) from the district office.

To request clearance from the district office, the lender
must submit a cover |l etter
information, a brief description of the business along with
SBA Form912 aml any required attachments.

(h) SBA Express and Patriot Expre®k2 Procedures.

(i)

Generally, loans submitted under SBA Express and
Patriot Expressnay be made only if questions 1, 2, and 3
on SBA Form 1919 arelal a n s we If &Lbjettn o .

I ndividual answers fAyeso t

Effective Date:June 10¢ctober] 2012
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(ii)
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Business Applicant is not eligibld#.a Subject Individual

answers fAyeso to question 2 or 3, then
must go through a background check and character

determhat i on unless the charge resulting i
answer was a single misdemeanor that was subsequently

dropped without prosecutio(Documentation from the

appropriate court or prosecutordéds office

to the SBA Form 1918nd maintained in theded e r 6 s
loan file)) If the individual pleads guilty to the charges or
to lesser charges the background check and character
determination must be conduct8th en t here is a fiyeso
response on questions 2 or 3, the lender may elect to
process, submit, and distse the loan under SBA
Express and Patriot Express, only when
affirmative activity meets the criteria set forth above for
SBA to clear an application for processing (a single
minor offense or up to three minor offenses more than 10
years pror to the date of the application or a prior offense
that was cleared by the D/FA or designee on a previous
application and no additional offenses have occurred
since the date the prior application was cleatied D/FA
or designeeds dforémonthefoom i s only wvali
date of issuance))lf the affirmative activity does not
meet the criteria set forth above and the lender cannot
clear the application for processing, figm 912 and
any supporting documentationustbe sent to the local
field office which will forward it to the OI@SOfor
processing.OIG/OSO will notify thefield office, and the
field office will notify the lender that the applicantads is
noteligible on a character basis for an SBA |oEne
lender must document its loan filew h SBAG s
notification. The application may bgrocessed using
SBA Express or Patriot Express procedures, as
applicable afterthe lender has receivé&@l G/ OSO6 s
written clearance of the character issue(s) fronfitld
office.
In using this authority, SBAXxpress and Patriot Express
lenders must secure and submit a completed 912 to SBA
using the following procedure:
(@) The Subject Individual must complete and sign the
912. The lender must ensure that the following
items are completecbrrectly, as incomplete Forms
912 will be returned to the lender:
i) Applicantdéds Sogi al Security number

(i) Applicantdés date of birth

Effective DateQstober-Tune ] 20112 115 |
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(iii) Applicant must provide specific information
about each charge including the date, city and
state where charged;

(iv) Applicant musbe very specific on the
disposition of each charge. For example, if
probation was the disposition, specify for
which charge(s) and for how long;

(v) Signature Block: Must be signed and dated
within 90 days of the submission to SBA,;

(b) Lender must insert the SB®ervicing Office that
will service the loan after it is processed by the

SLPC;

(¢ Il'nclude the I enderd6s address, telephone
contact person;

(d Lender must check, S i

n and date the 0
I

g ;
wai vedo box and the ACI| ear For Processi

(e) Lendermust submit one copy of the 912 to the
OIG/OSO at 409 3rd Street, SW, Washington DC
20416 and retain the original copy of the 912 in the
loan file.

NOTE: An SBA Express or Patriot Exprdesader
choosing not to exercise its authygtio clear a 912
with a Ayesd response must submit a st a
loan application to the Standard 7(a) Loan Guaranty
Processing Center to be processed under standard
7(a) loan procedures.

(i) ForallForm912s u b mi t t eOdG/OSO Wilhrégsiest a

AName Checko (al/k/ a background check) from t

Note:Incomplete Form 912sannot be processed and will be
returned to the lender. The lender must submit a corrected 912
before processing can continue.

(i) If theinformation from the FBI Name Check is consistent
with the information provided on the 912, OIG/OSO will
notify the appropriate SBA Servicing Office, and the
SBA Servicing Office will document its file and notify
the lender that the applicant is eligible @ character
basis for an SBA loafhe lender must document its loan
file with SBAO6s notification that the appl

(i) If the information from the FBI Name Check contradicts
the information provided on the SBA Form 912,
OIG/OSO will notify OFA and the D/FA or designee will
evaluate the discrepancy and determine if the discrepancy
warrants a denial of the loan on the basis of chardtter.
the loan warrants a denial, the D/FA or designee will

| 116 Effective Date:June 10cteber] 20112
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0)

p)

Q)

Subpart B |

notify the SBA Servicing Office and the SBA Servicing
Office will notify the lender that the applicant is not
eligible on a character basléthe loan has been
disbursed, the Agency will cancel its guaranty.

() Reducing Ownership to Avoid Submitting Form 912

A Subject Individual may not reduce his or her ownership in a
Small Business Applicant for the purpose of avoiding
completion of Form 912Anyone who would have been
considered a Subject Individual within 6 months prior to the
application must complete Form2IThe only exception to the
6-month rule is when a Subject Individual completely divests
his or her interest prior to the date of applicati@amplete
divestiture includes divestiture of all ownership interest and
severance of any relationship with thm&l Business
Applicant (and any associated Eligible Passive Concern) in any
capacity, including being an employee (paid or unpaid).

Equity Interest by Lendeor Associates in Applicant Concerb3(CFR

120.11@0))

A lender or any of its associates may not obtain an equity position, either

directly or indirectly, in the Small Business Applicant. The only exception

is when the Associate of the lender is a Small Business Investment

Company (SBIC), in which caské requirements df3 CFR 120.104

apply.See alsd.3 CFR 120.146or a list of ethical requirementkat

apply to lenders.

Businesses Providing Prurient Sexual Matgidl CFR 120.110 (p)
A business is not eligible for SBA assistance if:

(1) It presents live or recorded performances of a prurient sexual nature;
or

(2) It derives more than% of its gross revenue, directly ardirectly,
through the sale of products, services or the presentation of any
depictions or displays of a prurient sexual nature.

By law SBA must consider the public interest in granting or denying
financial assistanc@he SBA has determined that finangilawful
activities of a prurient sexual nature is not in the public intefést.
lender must consider whether the nature and extent of the sexual
component causes it, in view of community standards, to be prurient.

Prior Loss to the Governmeni3 CFR 120.110 (¢nd Delinquent
FederaDebt(31 CFR 285.18

(1) Unless waived by SBA for good cause, SBA carmprovide
assistance to a Small Business Applidétitere has been a Prior
Loss to the Government. APrior
any deficiency on a Federal loan or Federally assisted financing

Effective DateOctober-June 120112 117 |
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which has been incurred and recognized by a Fedgeaicy after it
has concluded its writeff and/or closeout procedures for the
particular account including the following:

(a) Loss on the sale or other disposition of collateral acquired after
default;

(b) Compromise, i.e., resolution or settlement of a loalance for
less than the full amount due;

(c) Bankruptcy by a borrower and/or any guarantors; and
(d) Any unreimbursed advance payments by a Federal agency

(2) Unless waived by SBA for good cause, SBA cannot provide
assistancé a Small Business Applicaiftthereis a Delinquent
Federal Debt:

(@) Adebtisconsidered d e | i nvhamnany Rederal loan or
Federally assisted financing has not been paid within 90 days
of the paymentduedatd debt i s considered fAdelinquento
even if the creditor agency has suspendedroninated
collection activity with respect to such debt.

(b) A debt is not considered fAdelinquentao if:
(i) The creditor agency has released the obligor from paying
the debt;

(i) The obligor is subject to, or has been discharged in, a
bankruptcy proceeding;

(i) The obligor has entered into a satisfactory written
repayment agreement and is current; or

(iv) The debtis in an administrative or judicial appeal
process.

(Note: If there was a loss associated with any of these
debts, however, the loan remains subject to the rules
governing a Prior Loss to the Government under
paragraph q)(1) above.)

3 AFeder al |l oan or Federally assisted financingo
made directly or guaranteed/insured by any Federal agency, any
unreimbursed advance payments under 8(a) or siprd@rams
operated by any Federal agency, federaligked student loans and
disaster loans (excluding any amount forgiven as a condition of the
loan at the time of origination)t does not include
unpaid/delinquent taxes or any loss incurred by the BeBeposit
Insurance Corporation (FDIC) when it sells a loan at a discount.

(4) These rules apply to:
(@) The Small Business Applicant;
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(b) Any business in which an Associate of the Small Business
Applicantowned, operated or controlled a business that
incurredthe Delinquent Federal Debt @aused th@rior Loss;

(c) Any business controlled by the same person(s) who
controls/controlled thbusinesghatincurredthe Delinquent
Federal Debt ocaused th&rior Loss;

(d) Any Associate of the Small Business Applicant who has (or
guaranteed) a Delinquent Federal Debtaurseda Prior Loss
(either directly or as a guarantor); and

(e) Any guarantowho has (or guaranteed) a Delinquent Federal
Debt or acausedPrior Loss (either directly or as a guarantor).

(5) Delegated lenders are respibie for checkinghe Credit Alert
Verification Reporting System (CAIVRS) to determine if any of the
individuals orbusinesseglentified in paragraph (4) immediately
above has either a Delinquent Federal Debt or a Prior Loss which
would result in the SnllaBusiness Applicant being ineligible for
SBA financial assistance.

(@) CAIVRS allows the lender to enter multiple tax id numbers
(either SSN or EIN) to search for an outstanding Delinquent
Federal Debt or Prior Loss in connection with a loan
application.

(b) Lenders may obtain instructions for accessing CAIVRS at
http://www.hud.gov/offices/hsqg/sfh/sys/caivrs/caivrs_fag.cfm

(6) WaiverRequests

(&) When there are compelling circumstances, the lemdgrsend
a written request for a waiver to th&PC. The lender must
identify the Delinquent Federal Debt or Prior Loss to the
Government, explain the relationship of the Small Business
Applicant to themdividual orbusinesausing the delinquency
or prior loss and the circumstances

(b) For Delinquent Federal Debt, the Chief Financial Officer
(CFO)(who may only delegate this authority to the Deputy
Chief Financial Officer) will make the final decision tire
request.

(c) For Prior Loss to the Government, the D/FA or designee will
make the final decision on the request

(7) If the Delinquent Federal Ebtor Prior Loss to the Governmeist
fully satisfied, the application can be processed without a waiver
fromtheCFOorD/FA, i ncluding under a | enderds del egat e
authority The lender must document its file as to how the debt or
loss has been fully satisfied.

r)  Businesses primarily engaged in political or lobbying activiieésCFR
120.110 (r))

Effective DateQstober-Tune ] 20112 119 |
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A Small Business Applicant that derives ove#®0f its gross annual
revenue from political or lobbying activities is not eligible.
s) Speculation(13 CFR 120.110 (¥)

(1) Speculative businesses are najible. This prohibits loans to a
Small Business Applicant for:

(@) The sole purpose of purchasing and holding an item until the
market price increases; or

(b) Engaging in a risky business for the chance of an unusually

large profit.
(2) Speculative businesses inciad

(@) Wildcatting in oil;

(b) Dealing in stocks, bonds, commaodity futures, and other
financial instruments;

(c) Mining gold or silver in other than established fields;

(d) Research and Development; and

(e) Building homes for future sale (except under the Builders
CAPLineprogram).

Note: Construction of homes for future sale with no sales contract in
pl ace (spec homes) i €APtiheprggraml e under the
(13 CFR120.391

(3) Nonspeculative businesses which are eligible include:

(@) A business, such as a grain elevator, that uses a commaodity
contract to lock in a prég

(b) A farmer who uses a commodity contract to lock in the sale
price of his or her harvest;

(c) A business engaged in drilling for oil in established fields; and

(d) A business engaged in building a home under contract with an
identified purchaser.

E. Businesses Ownday NonUS Citizens

SBA can provide financial assistance to businesses that are at least 51% owned and
controlled by persons who are not citizens of the US provided the persons are

lawfully in the US.The processing procedures and the terms and conditions will vary,
depending upon the status of the owners as assigned by the United States Citizenship
and Immigration Service®JSCIS).

SBA requires all participating lenders, including SBLCs, to comply with the U.S.

Department of the Treasury regulations for Customer Identification Programs for
banks, savings associations, credit unions, and certairederally regulated banks
found at31 CFR 1020.220

1. Businesses owned by Naturalized Gitizare eligible and the naturalized
citizens are not subject to any special restrictions or requirentieguts.
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individual 6s SBA Form 912 reflects s/ he is a U.S.
of status is required.

2. Businesss owned by Lawful Permanent Residdh®Rs) are eligible. PRs
are persons who may live and work in the U.S. for life unless their status is
revoked through an administrative hearing.

a) The USCIS Form-b51 (551)is evidence of LPRtatus USCIS has two
versions of the 551:

(1) Resident Alien Card; and
(2) Permanent Resident Card. (This is the most recent version.)

b) USCIS requires replacement of the 551 every 10 years to update the
photograph and security measuf@splacements may also be necessary if
the 551 is lost, the individual changes name,Réplacement of the 551
may take more than a yedPR status is not in jeopardy merely base
the 551 document lapses.

Acceptable forms of evidence when the 551 has been submitted to USCIS
for replacement or has an expired date include the following:

(1) A temporary stamp by USCIS on the individual és
i Pr o c e s-55%idrenfpmary Evidence of Lawful Permanent
Residence; 0

(2) USCISForm43 27 ,-eimRey P er mliPRs,indieuiofasued t o
visa, which is valid for only 2 years;

(3) USCISFormi7 97, f@ANotice of Action, o0 a receipt issue
when the 551 is lost or surrenderedriemewal or changes (e.g., a
name change because of marriage or divorce).

(4) SBA requires that the 551 or an acceptable substitute must be current
at the time it is submitted with an application or it will be returned
and not processeBLP, SBA Express and Pilot Loan Program
lenders must have a copy of the current 551 or acceptable substitute
prior to requesting a loan number.

3. Businesses owned by the following persons may be eligible:

a) Non-immigrant aliens residing in the UNon-immigrant (documeted)
aliens are persons who are admitted to the U.S. for a specific purpose(s)
and for a temporary period of time with a current/valid USCIS document,
such as a visa.

(1) They must have current/valid USCIS documentation permitting them
to reside in the U.S. ¢mlly; and

(2) The documentation/status of each alien must be verified with
USCIS.

b) Asylees and refugees (persons who receive temporary refuge in the United
States) with LPRstatus.

4. Businesses owned by aliens who subject to the Immigration Reform and
Control Act of 1986 (IRCA) might be eligible under limited circumstances.
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a) IRCA vests USCIS with the authority to grant illegal aliens lawful
temporary resident statURCA prohibits financial assistance to
businesseswned 206 or more by such individuals for a period of 5 years
after USCIS grants lawful temporary resident status.

b) This disqualification does not apply to Cuban or Haitian entrants or alien
entrants subject to IRCA who are aged, blind or disafled.deinition

of blind or disabled is equivalent to SBAOG6s crit
eligibility for assistance to any small business owned by disabled
individuals.

c) All applicants seHcertify that they are eligible under IRCA by signing
SBAForm4or SBAForm1®1, whi ch includes the fAStatements
Required by Law aThiindures a aertificationth@r der s . 0
IRCA does not apply to them.

5, Documentation to evidence and verify an alienbs st:

a) Attime of applicationfor any alien required to complete SBArm 912
(for EWCP loans, for any alien identified as an owner on&H Form
84-1 and for SBA Expres$atriot Express and Export Exprésans, for
any alien identified on SBA Form 19}, 3he following applies

(1) Aliens must provide their alien registi@n number or5BA Form
912, St at ement (far EWdPdoans,@liersimusHi st or y o
provide their alien registration number on EBBA Form 841 and
for SBA ExpressPatriot ExpresandExport Expressoans, aliens
must provide their alien registration number on SBA Form 1919).

(2) Lenders mustobtainacopyfhe i ndi vi dual 6s USCI S
documentation and maintain in the case file.

(3) All lendersmust register designated personnel with the SLPC at
Sacramento504Register@sba.gdhe SLPC will respond to such
requestdy providing instructions on how to complete registration
and to use the electronic verification proceske lender submits a
USCISForm&E 45 (845) , AfiDocument Verification Reque:
supporting information to th8LPC The lender must state on the
845 that the request is for an SByaranteed loan.

(4) As required byJSCIS SBA will release information about the status
of an alien to lenders or other rngovernmental entities ONLY
when a signed and dated authorization from the alien is attached to
and sibmitted with the 845 on that alien providing name, address
and date of birth.
(@) As required byJSCIS SBA accepts either of the following
authorization statements:
(i) 1 authorize the U.Citizenshipand Immigration Service
to release information regarding rmgmigration status to
[name of lender], because | am applying for a U.S. Smalll
Business Administration loan.
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(ii) 1 authorize the U.SCitizenshipand Immigration Service
to release alien verification information about me to
[name of lender], because | am bjpg for a U.S. Small
Business Administration loan.

(b) As required byJSCIS all verification requests must include an
authorization with the original signature of the alien for SBA to
release information to lenders on the status of a verification.
The orignal Document Verification Request (Form845) and
authorization for release must be maintained by the lender in
the borrowerés file for review by SBA and US

(c) The information provided to SBA by the USCIS system is
intended solely for thpurpose of determining eligibility for
SBA financial assistance. This information is governed by the
Privacy Act, 5 U.S.C. 552(a)(i)(1), and any person who obtains
this information under false pretenses or uses it for any purpose
other than for determingneligibility may be subject to
criminal penalties.

(d) The authorization statement must not be on SBA or lender
stationery.

b) Lenders musteceiveverification of thestatus of each alierequired to
submit USCIS documentsior to submission of the applioan to SBA.
The lender must document the findings in the loan Tikés applies in all
cases, regardless of the processing method or loan program.

c) Verification of the status of an LPR is required if 6 months has elapsed
since the last verification withn@ exception: if the individual reported an
offense on SBA Form 912, then verification would be required even if 6
months had not elapsed, as the offense may put their status at risk. For
nonLPRs, verification is required with each loan applicatiorthas
status can be revoked at any time.

6. Businesses owned by Foreign Nationals or Foreign Entities may be eligible.

Businesses listed in Appendix 1 ofs#ls OP, fARestri ctions on Foreign
Controlled Enterprises, o0 thatnassre owned and manage
Foreign Entities or Nothmmigrant Aliensare not eligiblelf a business is not

listed in Appendix 1 it may be eligible.

7. Additional requirements for eligibility of businesses owned by-citinens
other tharLPRs, including foreignowned businesses

a) The application must contain assurance that management is expected to
continue in place indefinitely and have U.S. citizenship or verified LPR
status.
(1) Management must have ope&mthe business for at least 1 year prior
to the application dat€This requirement prevents financial
assistancmo thhudisteasses owned by aliens who do
LPR status.)
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(2) The personal guaranty of mayenent must be considered as a loan
condition and if not required, the decision must be explained in the
loan file.

The applicant must pledge collateral within the jurisdiction of the U.S.

sufficient to pay the loan in full at any time during its lifethe small
business applicant owned by foreign nationals, foreign entities er non

immigrant aliens residing in the US does not have sufficient collateral, the

applicant is not eligible for a guaranteed loan.

In order for a business not to be subject todlelditional requirements, it
must be at least 84 owned by individuals who are U.S. citizens and/or
who have LPRStatus from USCIS and control the management and daily
operations of the business. This can omwaived by the D/FA or
designee.

F. The Eligible Passive CompaliZPC)Rule

The Eligible Passive CompaiiiPC) rule isan exception to SBA regulations that
prohibit financing assets which are held for their passive incBemause the EPC
rule is an exception, it is interpreted strictly.

Conditions necessary to qualify as an EBG CFR 120.1111

1.

a)

b)

Under SBA regulations, an ER@n take any legal form or ownership

structure A tenancy in common is a form of legal ownership and does not

create a new or separate legal entftauthorized by state law, legal
entities can be a tenant in common witHividuals.

(1) There may be several individuals or entities in a tenancy in common,

but the tenancy in common is considered 1 EPC

(2) The loan documents must be signed by all of the members of the
tenancy in common, witauthorized individuals signing for the
entity members.

An EPCmust use loan proceeds to acquire or lease, and/or improve or
renovate real or personal property (including eligible refinancing) that it

leases to one onore Operating Compani¢sOC) f or conducti

businessAn EPC may not use loan proceeds to acquire a business,
acquire stock in a business or any intangible assets of a business or to
refinance debt that was incad for those purposes.

Conditions that apply to all legal entities:

a)
b)

<)

d)

The OCmust be an eligible small business;

The proposed use of proceeds must be an eligible use as if tvert®C
obtaining the financing directlysubject to paragraph 1.b) abpve

The EPQwith the exception of a trust) and &€ each must be small
under the appropriate size standard ®ICFR Part 121

The EPOmust lease the project property directly to the &>@:
(1) The lease must be in writing;

(2) The |l ease must be subordinated
lien, or security interest on the property;

Effective Date:June 10¢ctober] 2012

t

(o]

ng

t

t

he

he

SBAOS

mo


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.111;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.8
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=Part%20121;rgn=div5;view=text;node=13%3A1.0.1.1.17

SOP 50 10 S¥E) Subpart B |

(3) The lease must have a tefim;luding options to renew exercisable
solely by the OCat least equal to the term of the loan;

(4) The EP(as landlord) must furnish as collateral for the loan an
assignment of all rés paid under the leas&n assignment of the
lease is only required when necessary to perfect the assignment of
rents or to enable |l ender to exercise the tena

(5) The rent or lease payments cannot exceed the amount necessary to
makethe loan payment to the lender, and an additional amount to
covertheEP@s expenses of holding the property, suc
maintenance, insurance and property taxes; and

(6) The OCmust leasd00% of the property from the EPBut it can
sublease a portion of the property under the rules governing
occupancy requirements with which all SBA borrowers must
comply.

(7) Ifin acquiring the property, the EPC becantke beneficiary or
owner of the rights to an existing mineral lease on the property, the
EPC must assign its interest in the lease (together with its rights to
all rental, mineral, royalty, bonus, or similar lease payments that
might accrue by virtue dhe existing minergloil and gas)ease) to
the OC; and any such assignment must be subordinated to all Deeds
of Trust or Mortgagesin addition, the lender must take the
following actions as applicable:

(@) If subordination is not possible, the lender narstvide
documentation to that effect.

(b) If the mineral lease has been terminated, the lender should
attempt to have it removed from the Title Policy.

(c) If thelender is unable to have tleaseremoved frontheTitle
Policy, the lender mugtrovide supportig documentation
evidencing the proper assignment of the lease to the OC and
obtain a title endorsement to protect SBAOGS
property (i.e., @lifornia LandTitle Association (CLTA)
100.23 or 100.24).

e) The OCmust be a guarantor or a-borrower on the loarmhe OC must
be a caborrower if it receives any loan proceeds as working cagitabr
for the purchase dixed-otherassetsincluding intangible assetfor the
Operating Companyds wuse

f)  Each holdepof an ownership interest constituting at least 20% of either the
EPCor the OCmust:

(1) Guarantee the loan (if the holder is a trust, then the Trustee shall
execute the guarantee on bfof the trust); and
(2) Comply with the Utilization of Personal Resource Rule. See
Paragraphil .C.7 - 11 of this Chapter.
3. Conditions that apply to trusts.
a) The eligibility status of the Trustor will determine trust eligibility.
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All donors to the trust wilbe deemed to have Trustor status for eligibility

purpose.

The Trustee must warrant and certify that the trust will not be revoked or

substantially amended for the term of the loan without the prior written

consent of SBA.

The Trustor must guarantee tharo

(1) If an Employee Stock Ownership Plan trust agreement prohibits it
from being a guarantor or dmrrower, then it cannot use the EPC
form of borrowing.

(2) Beneficiaries usually do not have any control over the actibtise
trust and, therefore, do not have to meet the guaranty and personal
resource requirements.

The Trustee shall certify in writing to SBA that:

(1) The Trustee has authority to act;

(2) The trust has authority to borrow funds, pledge trust assets, and lease

the property to the OC
(3) The Trustee has provided accurate, pertinent language from the trust
agreement confirming the above; and
(4) The Trustee has provided and will continue to provide SBA with a
true and complete list of allustors and donors.
The trust itself does not have to be small by SBA size standards.
Determinations under the ER@e
If the EPCand the OGire affiliated the two companies are combined for
determining size.
(1) IfthereisonlyoneOC us e NAGScA&E b s
(2) If there are multiple, unaffiliate@Cs use the NAICS code of the

OC that derives the most revenidpte: Each OC must be small
based on its own NAICS code.

(3) If the multipleOCs are affiliated, then use the rules detailetldn
CFR 121.107or determining the primary industry of affiliated
businesseslhe NAICS Code of the primary industry of the Giaall
be the identifying NAICS Code.

If the EPCand the OGare not affiliated, each entity must be small under
the size requirement for its particular industry.

The exisence of a lease between the Ed the OQGloes not, in and of
itself, create an affiliation, even if the EPC and OC arb@wowers.

An EPC(including a trust) may engage in a business activity other than
leasing the property to the OC

Multiple OCs can be separately owned.
Multiple EPGs in one transaction are not permitted.

When sending data to SBA, use the same NAICS Code that was used to
determine size for the Small Business Applicant.

Effective Date:June 10¢ctober] 2012


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=121.107;rgn=div8;view=text;node=13%3A1.0.1.1.17.1.265.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=121.107;rgn=div8;view=text;node=13%3A1.0.1.1.17.1.265.7

SOP 50 10 S¥E) Subpart B |

8. Submission of Financial Statemebtsthe EPCand the OC

a) Both the EPGind each O@ust submit Financial Statemenish e OC6 s
statements are subject to tax verification.

b) The regular requirement for an Aging of receivables and payables is
waived forEPGs.

G. Special Requirements For Loans Where Collatéi@) Be Included In The National
Register Of Historic Places

If a loan will in any way affect properties included or eligible to be included in the
National Register of Historic Places, lender must consult with local SBA counsel for
further guidance.

H. Additional Eligibility Requirement$or Patriot Express Pilottoan Initiative

1. Eligibility for Patriot Expresssl i mi t ed t o businesses that meet SBAGsS
eligibility requirements discussed above and that are 51% or more owned and
controlled by an individual or individuals in one or more of the following
groups:
a) Veterangother than dishonorably discharged);
b) ServiceDisabled Veterans

¢c) Active Duty Military service member participatin
Transition Assistance Program (TAP), which is applicable to potential
retireeswithin 24 months of separation and to discharging Active Duty
members within 12 months of discharge;
d) Reservists and National Guard members;
e) Current spouse of any Veteran, any Active Duty service member, or any
Reservist or National Guard member; widoweduse of a service

member who died while in service; or widowed spouse of a veteran who
died of a serviceonnected disability.

Eligibility for Reservists and National Guard members is limited to current
members of the Reserve or Guéadd their current spousesprmer Reservists
and National Guard members (and their spouses) are not eligible, unless they
qualify from active duty as Veterans

2 Lenders must document iin thePatiotl oan file a borrowerl
Expresausing the following DOD/DVA documentation, including the 51%
ownership by the above, and must present copies of that documentation with
any request to SBA to purchase:

a) Veteran: Copy of Form DR14, which is providefbr other than
dishonorablydischarged veterans.
b) ServiceDisabled Veteran: Copy of Form DD 214 or documentation from

the DVA that the veterahas been determined lagving a service
connected disability.

c) Service Member: DOD photo card (Geneva Conventientification
Card) and Form DD 2648 (active duty service member) or Form-2648
(reserve component member).
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d) Transitioning Active Dutilitary Member: DDForm 2, "U.S. Armed
Forcesldentification Card (Active)," or DD Form 2, "Armed Forces of the
United Sates Geneva Conventions Identification Cgkdtive)" and,DD
Form2648 (Active Duty Military member) dbD Form 26481 (Reserve
Component membegr

e) Reservists and National Guard: DD Form 2, Armed Forces of the United
States Identification Card (Reserve).

f)  CurrentSpousef Veteran: The veterands Form DD 214 and
status as a current spouse.

g) Current Spousef Transitioning Active DutyMilitary Member or Current
Reservist/National Guard Member: DD Form 1173, Departmoin
Defense Guard Reserve Family Member Identification Card and evidence
of status as the current spouse.

h)  Widow of Active Duty Service Member who died in service or Widowed
Spousef Veteran who died of a service connected disability:
Docunentation from DOD or from DVA clearly showing this to be the
case.

3. Patriot Expresgs a streamlined loan initiative, so complex loans or unusual
situations/issues are generally not eligible and shoufitdeessed through
standard {&) loan processing.

|. Additional Eligibility Requirement For Bl Cs

An SBLC may not make a loan to a Small Business Applicant that has received
assistance from an affiliated SBIQG3(CFR 120.476

J. Additional Eligibility Requirements for Export Express

a) Eligibility for Export Expresssl i mi t ed t o businesses that meet SBA
standarceligibility requirements discussed above and that have been in
operation, although not necessarily in exporting, for at least 12 full
months However, applicants that have been in operation for less than 12
months are eligible if both of the following atditions are met:

(1) The applicantds key personnel have clearly dem
expertise and substantial previous successful business experience,
and

(2) The lender processes the Export Express loan using conventional
commercial loan underwriting procedureslaloes not rely solely on
credit scoring or credit matrices to approve the loan. -bark
lenders that do not have a conventional loan portfolio must submit
their underwriting procedures to the Office of Credit Risk
Management for written approval prim making an Export Express
loan.

Evidence of compliance with both of these requirements must be
retained by the lender in its file.
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b) Small Business Applicants with operations, facilities or offices overseas,
other than those strictly associated with iterketing and/or distribution
of products/services exported from the U.S., are not eligible for Export
Expressalthough they may be eligible for other SBA 7(a) financial
assistance

c) Lender must maintain in its loan file informatiprovided by the borrower
as it pertains to the use of proceeds for export development activities and

its projected impact on the borrowe

of the borrowerdés export sales for
of theloan application.

K. Additional Eligibility Requirements for International Trade Loans

The Small Business Applicant must establish either of the following in order to be

eligible:

1. Thatthe loan proceeds will expand existing export markets or develop new
expat markets. To establish this, the Small Business Applicant must submit an
export business plan, including both a projection and narrative rationale that
contains enough information to reasonably support the likelihood of expanded
export sales The planshould identify the amount of expected export sales
Indirect exports are considered exports for purposes of determining eligibility.
The term fiindirect exportodé appliepg t
direct customer is located in the Unit8thtes, that customer will be exporting
the items/services it purchased from the Borrower to a foreign Buyer. In sugh

cases, the Borrower mu st provide fer
domestic customer (typically in the form of a letter dive, order or contract)
that the goods or services are in fact being expoedr a | | of tlhe

exports (including indirect exports), the lender must determine if US compdnies
are authorized to conduct business with the country to which the goods
services will be shippegbursuant to the Ekn Bank Country Limitation
Schedule. A loan may not be made to a business that exports to a foreign
country which is listed as a prohibited country (Note # 7) on the Country
Limitation Schedul&he-plan-shold-identify-the-amount-of-expected-export
sales or

2. That the Small Business Applicant is adversely affected by import competition.
The Small Business Applicant must demonstrate injury attributable to increased
competition with foreign firms in the relevamarket. A narrative explanation
and financial statements showing that imported products or services which are
directly competitive with those produced by the Small Business Applicant have
contributed significantly to a decline in competitive positios r@quired.
Alternatively, the Small Business Applitacan submit a finding of injury by
the International Trade Comrsisn or the Secretary of Commerce pursuant to
Chapter 3 of Title Il of the Trade Act of 1974 (19 U.S.C. 2341 et seq.), and

3. In additionto either 1 or 2 above, the Small Business Applicant must also be
able to demonstrate that the loan will allow the Small Business Applicant to
improve its competitive position. The loan report must document evidence that
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can support the fact that the loaill allow the Small Business Applicant to
improve its competitive position.

L. Additional Eligibility RequiremergFor BNCP

1.

Eligibility for EWCP willbel i mi t ed t o businesses that meet SBAOS
eligibility requirements discussed above and that have a history of at least 12
full months of operations prior to filing an application.

The SBA Approving Official may waive the 12 month requirement, baped
demonstrated export expertise and previous business experience. The
justification and recommendation for waiver must be included in the loan
officer's report.

Export management companies (EMC) or export trading companies (ETC) may
use this program dyif the EMC or ETC takes title to the goods or services
being exported. HCs orETCs which have any bank ownership are ineligible

for the EWCP loan program.

M. Additional Eligibility Requirements For APLines

1.

To be eligible for a Season@APLine, the applicant must qualify under
standard 7(a) requirements and:

a) Have been in operation for at least 12 calendar months; and
b) Be abk to demonstrate a definite pattern of seasonal activity.

To be eligible for a&ontractCAPLine the applicant must qualify under
standard 7(a) requirements and:

a) Be able to demonstrate an ability to operate profitably based upon the
prior completion of sirifar contracts;

b) Possess the overall ability to bid, accurately project costs, and perform the
specific type of work required by the contract(s); and

c) Have the financial capacity and technical expertise to complete the
contract on time and at a profit.

Tobeel i gi bl e fCARLIN&X13 BRRLA0.894 126.392120.393
120.393, the applicant must qualify under standard 7(a) requirements and:

a) Be construction contractors or homebuilders under NAdQ&®es 236220
236115236116 or 236118nith a demonstrated managerial and technical
ability in profitable construction or renovation;

b) Must either perform the construction/renovation work or manage the job
with at least one supervisory employee on thesjtdduring the entire
construction phase;

¢c) Renovations must be Céngtruciompastbeagmd si gni fi cant . o
within a reasonable time after loan approval and the cost of renovation
must equal or exceed ottdrd (1/3) of the purchase price of thmperty.
The cost of renovation of buildings already owned by the applicant must
equal or exceed orteird (1/3) of the fair market value at the time of loan
application; and
d) Have demonstrated a successful performance record in bidding and
completing consuction/renovation at a profit within the estimated
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4,

construction period, are able to demonstrate prior prompt payments to
suppliers and subcontractors, and the prior successful performance must
have been of comparable type and size to the proposed p(Bject
experience in single family construction is not comparable to-tisgh
apartment construction);
To be eligible for &Vorking CapitalCAPLing the applicant must qualify under
standard 7(a) requiremergadgenerate accounts receivable (not notes
receivable)

V. ELIGIBLE USES OF LOA N PROCEEDS(13 CFR120.120
A. SBA Guaranteed Loan Proceeds May Be Used To:

1.
2.

9.

© NGO

Acquire Land and/or purchase, construct or renovate buildings;

Improve a site (e.g. Grading, streets, parking lots, landscaping), including up to
5 percent of the loan amount for community improvements such as curbs and
sidewalks;

Acquire and install fied assets.
Inventory;

Supplies;

Raw Materials;

Working Capita]

Energy Conservation loansr
Refinancing

B. Loan ProceedMaybeUsed o Fi nance a Lender d6s Ot her Real

(OREQ):

Whereloan proceedwill be usedto financethe purchase okal estate owned by the

1.

2.

7(a) lendemaking the loanthe application must:

Be submitted to the LGPC (delegated authority may not be used to process these
applications);

Include an independent real estate appraisal that meets the reqtsréoned

in Chapter 4 of this Subpart (the appraisal requirement cannot be delayed until
loan closing) and that provides the liquidation value of the real estate

Il nclude an explanation of the circumstances
of the reakstate. If the acquisition of the property was triggered by a business

failure at that particular location, the lender must submit a detailed explanation

of why the new small business borrower will succeed at that same locatobn

Estate O

surroul

I dentify the | endelmadidertogetthe fuliSBA t he real estate.

guaranty, the sales price may not exceed the mortgage balance plus care and
preservation expenses or the liquidation value, whichever islfes® sales

price is greatethanthe mortgage balance plus care and preservation expenses
or the liquidation value (whichever is lesg)en the SBA guaranty is reduced
accordindy.

For example:
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OREO Sales Price $1.2 million
Lenderds costs or | iqui &¢BQnillom value (whichever is
Guaranty amount: 75% of $1.0 million $750,000

Effective SBA guaranty: $750,000/$1,200,000 62.5%

C. LoanProceeds for Farfanterprisesviay beUsed for:

1. The purchase of land, buildings, and land improvements (ferigiiggtion
systems, construction of dikes, silos, barns, hog and dairy facilities, etc.)

2. Construction, renovation, or improvement (including water systems) of farm
buildings other than residences;

3. The purchase of farm machinery and equipment;
The purchasef seed and the acquisition of animals;

5. Operating expenses directly related to the farming operation, excluding personal
or family living expenses; and

6. The refinancing of debt related to the farming operation, excluding personal or
family debt, providedtte refinancing meets Agency policy regarding
refinancing (see paragraph D below).

D. Business Loan Proceeds Restrictions

»

Loan proceeds maythbe used for any of the following purposes (including the
replacement of funds used or borrowed for any such purgd@8efFR 120.13D

1. Payments, distributions or loguto anAssociateof the applicant except for
compersation for services actually rendered at a fair and reasonable rate;

2. Refinancingdebt owed to an SBIC;
3. Floorplan financing;

4. Investments in real or personal property acquired and held primarily for sale,
lease or investment.

5. Payment oDelinquent Taxesl3 CFR 120.160(d)

a) Loan proceeds must not be used to pay delinquent IRS withholding
(payroll) taxes, sales taxes or other funds payable for the benefit of others.

b) Payment of delinquent income taxes maybenittedif the applicant has
an approved pagent arrangement with the IRS

6. Tofinancethe relocation of the applicant business out of a community, if there
will be a net reduction of orthird of its jobs or a substantial increase in
unemploymenin any area of the countryAn exception may be aleed if the
lender can justify the relocation because:

a) The relocation is for key economic reasons and crucial to the continued
existence, economic wellbeing, and/or competitiveness of the applicant;
and

b) The economic development benefits to the applicattlaa receiving
community outweigh the negative impact on the community from which
the applicant is moving.
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E. Policies Regarding Debt Refinancing

1.

SBA guaranteed loan proceeds may not be used to refinance debt originally
used to finance loan purpose that would have been ineligible for SBA
financing at the time it was originally made.

SBA guaranteed loan proceeds maybe used to refinance debt in the persopal

name of the ownersuch as a Home Equity Line of Credit (HELOCath
the-limited-exception-noted-below-foredit card debin-the persenal-nantbat
wasused for business purposeghe borrower must certify that tenount
being refinanced wassedexclusively for business purposasdprovide
appropriate documentatippuch as copy ofthenoteand/or current loan

statementto demonstrate that the debt was, in fact, used for business purposes.

For example, a sole proprietor may demonstrate that the debt was used fo
business purposésy providinga copy of the note @ldocumentation that
shows the debt is reflected on the business balance shémtthrdnterest

deductionig eported on the Schedule ACO| not t
propri et orlidhe interaskdedueionueparted on the Schedule C
includesmultiple debts, then the applicant must provide a copy of the
appropriatdRS Form 1098&elated to the debt being refinance(For
documentation requirements concerning the refinancing of credit card debt} see
paragraph 5.h) below.)
SBA guaranteed loans may be used to refinance the following typesiokss
debt(see paragrapBbelowfor additional requiremeni§refinancing same
institution debt)
a) Debt (short ordng £rm) structured with a demand note or balloon
payment;
b) Debt with an interest ratthat exceeds the SBA maximum interest rate for
the processing method being used
c) Credit cardobligations used for businesslated purposes
d) Debt thatis overcollateralizebbased or6BAG sollateral requirements
e) Revolvinglines ofcredit(short term or long termyhere the original
lender is unwilling to renew tHane or the applicant is restructuring its
financing in order to obtain a lower interest rate or longer;term
f)  Debt with a maturity that wasot appropriate for the purpose of the
financing(e.g. a 3 year term loan to finance a piece of equipment with a
useful life of 15 years)
g) Debtused to finance a change of ownersfiipbusinessnay be
refinanced if
(1) Thelenderobtamac ur rent business valuation
requirements in Chapter 4 of this Subpart;
(2) Theamount ef |l ected on the applicantés

financial statements fantangible assets exceeds0®,000and the
applicantdoes not have at least 25%uity, the application may not
be processed using delegated authority and must be sent to the
LGPC

Effective DateQstober-Tune ] 20112 133 |
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(3) The lender may consider refinancing any sellertadek financing
with an SBAguaranteed loan if it has been in place for at least 24
months following thehange of ownership and is, and has been,
current for the past 24 months. The refinancing request must meet
the requirements set forth in paragragtasd5 below;and

h) Debt that is not identified above but the Lender believes no longer meets
the needs athe Small Business Applicanfpplicationsunder this
subparagraph may onbe processethrough Standard 7(a) procedures.

With the exception of debt unddm), c) or ) above, enrefinancingdebt the

new installment amount must be at lei&percat less than the existing

installment amount(s)f other debt is being refinanced at the same time, such
debt may be included in the cashflow improvement calculdftidine note

terms include an escalating payment structure, the new installment amaint mu
be at least 10 percent less than the expected installment amount within the next
12 months.

When refinancing debthte | ender 6s | oaawnitter andlysis mu s t
that addresses the following iss@esl any supporting documentation

a) Why was the debt incurred?

b) Has overobligated or imprudent borrowing necessitated a major
restructuring of the debt?

c) Isthe debbeing refinancedurrentlyon reasonable terms?

d) Will the new loan improve the financial condition of tBmall Business
Applicant?

e) Does the refinancing include payments to creditors in a position to sustain
a loss for example, the applicant has inadequate collateral positjon
low or deficit net worthor the loan is in defaut

f)  Would the lender/SBA bekKely to sustain part or all of the same loss by
refinancing the debt or will additional collateral or altered terms protect
the interest of the taxpayer?

g) What portion of the total loan does the refinancing constitute?

h) If credit card debwill be refinance, the borrower must certify that the
credit card debt being refinanced was incurred exclusively for business
purposes.

(1) If the credit card is issued to the small business, the lender may
refinance the credit card debt after confirming that the creditisar
in the name of the business and the borrowecesdsied that the
credit card debt being refinanced was incurred exclusively for
business related purpos#ghe business credit card was also used
for personal reasons, the small business mustifigevitich
purchases were for personal reasons and that amount must be
deducted from the credit card balance before applying for thé SBA
guaranteed loanLoan proceeds must not be used to refinance any
personal expenses.

Effective Date:June 10¢ctober] 2012
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(2) Ifthe credit card is issued to ardividual personally, the lender
must confirm which of the credit card obligations were used for
businesgelated purposes. Lenders must document the specific
business purpose of the credit card debt and the borrower must
certify that the loan proceedeegbeing used only for business
related debt. Documentation required for refinancing credit card
debt includes a copy of the credit card statementsnaiivddual
receipts for any business expenses in excess of #1@0 cases, the
borrower must certjf that theamount that will be refinanced was
usedexclusivelyfor business expenses.

6. RefinancingSame Institution Debt

a)

b)

When a lender seeks to use SBA guaranteed loan proceeds toaefisa

own debt, it must include a transcrghtowing the due dates and when
payments were received as part of its analysis and recommendation
addition, the lender must explain any late payments and late charges that
have occurred during the last Bfbnths. An SBA guaranteed loan may

not be used to refinance same institution debt where there is an appearance
that the lender will shift to SBA all or part of a potential loss from that

same debt. 13 CFR 120.2011

Applications that include the refancing of same institution debt may not

be processed using Plgfocedures unlegd3 CFR 120.452(a)(2)

(1) The debtis an interim loan that has been made for other than real
estate construction purposes and was approved by the lender within
90 days prior to the issuance of a Rb&n number; or

(2) The debtis a construction loan that has not been disbursed.

7. Refinancingan SBAGuaranteed Loan

Refinancingan existing SBA debt is permissible provided the conditions of
paragraph$, 4, and5 above are satisfied and the procedures of this paragraph
are followed.

a)

b)

Procedure to refinance an SRfvaranteed loan:

(1) Contact the lender holding the existing SBAaranteed loan and
verify that the lender has declined to approve an increase in loan
amour or a second loan and the lender is either unwilling or unable
to modify the current payment schedule.

(2) Document the conversation in the case file, recording the date, time
and person with whom you spoke, along with a short summary of the
conversation.

Procedure to refinance a same institution S@faranteed loan:

(1) A lender may refinance one of its own Sigfaranteed loans only if
it is unable to modify the terms of the existing loan because a
secondary market investor will not agree to modified terms.

Effective DateQstober-Tune ] 20112 135 |
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(2) These applications may not be processed,Rh&y must be
processed in theGPC.

Refinancingunder SBA Express

a) Alender may refinance an existing ASBA guaranteed loan or borrower
debt from another lender if:

(1) The existingoan no longer meets the needs of the applicant (for
example if the current loan is a term loan and a revolver is needed);
and

(2) The new | oan 19% edesse in bash fl8\B A6 s
requirement, as applicable (see Paragrapbove).

b) Under SBA Express, lander may refinance its own n@BA guaranteed
debt to the applicant if:

(1) Items a)(1) and a)(2) above are met;

(2) The debt has been current (no payment beyond 29 days past due) for
at least the last 36 months; and

3) The Il ender és expolnotbegediced. t he applicant wil

c) Lenders must avoid any circumstances that could create a possible conflict
of interestAlso, in refinancing debt, particularly credit card debt, lenders
must take reasonable steps to ensure applicants are aware and certify
(SBAForm199, Borrower 6s I nformation Form, includes
certification) that refinancing comprises only business related debt.

d) Existing SBAguaranteed loans may not be refinanced under SBA
Express. The only exception is if the transaction is the purchase of an
existing business that has an existing SBA loan that is not with the
requesting SBA Express lender.

Refinancingunder Patriot Express

a) A lender may refinance debt under Patriot Express if it follows the
guidelines set forth in paragraplabove for SBA Express.

b}—1In addition, he lender may not make a Patriot Expiess which reduces
its existing credit exposure for any borrower, except in cases where an
interim loan(s) has been made for other than real estat&wditn
purposes to the borrower which was approved by the lender within 90
days of receipt of the issuance of a subsequent SBA loan number.

b ) « [ Formatted: Heading 4

Refinancing Under Export Express

| 136

a) A lender may refinance debt under Export Expresddflibws the “ ( Formatted:  Heading 4

guidelines set forth in paragraph 8 above for SBA Express; and

b) The applicant provides documentation that the new loan or line of credit
will help to develop a market or support sales outside of the United .States

1011. Refinancingunder CAPlines

a) No proceeds from 8easonalContracto r B u iCAPtHiremaybe used
to refinanceanyexistingdebt

Effective Date:June 10¢ctober] 2012
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b) Proceeds from ®orking CapitalCAPLine may refinancexistingshort
termrevolving debhetesas long ashe conditions of paragraphs®and |
5 above are met and
(1) The shortermrevolvingnetedebtismust beterminatedafter it is

paid off with the CAPLinaetan-operendedine-ofcredit

he refinanced-portion-does-notin de—amvterm-deb permament

£2)(2) The refinancingloes not put SBA in a position to sustain a loss
which the existing lender is presently faging

{4)(3) _Theborrower has a sufficient borrowing base to supibet
Working Capital CAPLingefinancing-of thexistingline-of-eredit
plusanyotheraeditionaland/orexistinghortterm debthat is not
being refinanced

{5)(4) The refinancing is specifically identified in the Use of Proceeds
section of the Authorization; and

{8)(5) If the application includes theplacementefinancingof same |
institutionshortterm debt:
(a) The application must be submitted to the LGPC for processing;
such applications may not be processed under delegated
authority; and

(b) If the applicant defaults on the SBAlaranteed CAFine |
within 90 days of initial disbursemerthere willbe a
presumption that the loan proceeds were used to pay a creditor
in a position to sustain a loss causing a shift of all or part of the
loss toSBA in violation of 13 CFR 120.201 and SBray
deny liability on its guaranty of the line

{b)(6) If the applicatiorincludes the refinancing of sarestitution, « ( Formatted: Heading 5

SBA-guaranteeghorttermrevolving debtin addition to the
requirement®f (1) through (5) abovéhel ender 6 s exgdosure to the
applicant will not be reduced

c) Additional documentation required:

(1) A copy of thenote(s)and an explanation of the terms and conditions
of any debt(speing refinanced;

(2) A copy of the transcript of accoyrand

(3) A BorrowingBase Certificate with Aging of Receivables and List of
Inventory, as necessary.

d) If theshortterm revolvingdebt to be refinanced was rstingrepaid
revolvingin accordance with the terms of the note, the dibtidis not
eligible tobe refinancedinder CAPLinesh-a-term—+ratherthanrevelving
basis

1112, Refinancing under International Trade Loan Program
Interndional Trade loan proceeds may be used for the refinancing of any debt

Effective DateQstober-Tune ] 20112 137 |
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that is not structured with reasonable terms and conditions, including any debt
that qualifies for refinancing under Standard 7(a).

1213. Refinancing as part oféhange of ownership

a) If thechange of ownership is a complete change of ownership and any
existing debt of the business being acquired will be refinanced as part of
the transaction, the refinancing of such débtsonsidereghart ofthe
purchase ofthebusinesand doesiot have tomeet the requirements set
forth in this section

b) If the change of ownership is between existing owners of a business and
existing business debt will be refinanced as part of the transaction, the
refinancing must meet the requirements set forthimsetion.

c) Ifthe existing debt is SBA guaranteed and with the same lender, the
application cannot be processed using PRBA ExpressExport Express
or Patriot Expresgrocessing procedurebhese applications must be
processed in theGPC. In acomplete change of ownership situatidre t
option to assume the existing SBA debt should be offered to the buyer.

13.14. Other conditions that apply to debt refinancing
a) A 7(a)loan may not be used to refinance a debt owed to an SBIC.
b) The third party financin@or an existing 504 project cannot be refinanced
with a 7(a) loan(13 CFR 120.920(h)

c) After an SBA Authorization has been issuadender or an affiliate of the
lendermay make interim advancéslso known abridge loansand SBA
loan proceeds may be used to reimburse the interim advaisdesg as
the interim advances reasonably comply with the terms of the SBA
Authorization Such advances are madbe at the | ender6s own
lender does not have to notify SBA of such advances or loans.

d) The payment of trade payables is oohsidered to be debt repayment.
e) The Authorizatiormust include:
(1) An itemization of all debts being repaid by loan proceeds when the
individual creditor is to be paid $10,000 or more; and/or
(2) The loan number and dollar amount of anistixg SBA debt
refinancing.

F. LeasingPartof aBuilding Acquiredwith Loan Proceedsl CFR120.13)
1. Amount of rentable property that can be leased:
a) For an existing building, a small business must occupy 51% of the
rentable property and may lease up to 49%; and

b) For new construction, a small business nmestpy 60% of the rentable
property, may permanently lease up to 20% and temporarily lease an
additional 20% with the intention of using some of the additional 20%
within three years and all of it within 10 years.

c) An EPCmust lease 100% of the rentable property to anT€ OC must
follow itemsa) andb) above.

| 138 Effective Date:June 10cteber] 20112
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d) Circumstances may justify allowing the SBC a period of time after closing

of the SBA loan to comply with the above occupareguirementsi-or
example, a prexisting lease may have a few more months tolruno

case may the small business have more than 1 year to meet occupancy

requirements

e) Therestrictions in a) and b) above apply regardless of whether the rentable

property is leased to a commercial or residential tenant

f)  The applicant may not use loan proceeds to improve or renovate any of the

Rentable Property that is leased to a third party.

iRentable Propertyo is the
for business operation$3 CFER 120.1Pexcluding vertical penetrations

t diegsaded squar e

footage of

(stairways, elevators, and mechanical areas that are designed to transfer people

or services vertically between floors), and including common areas (lobbies,

passageways, vestibules, and bathrooRejtable propertgxcludesal

outside-areanay include exterior space (except parking areas) that is activgly

used i n Borr ower d0Esamplesfexterier space thapie r a
actively used i n B o rinclodeEgamples-mbirelude e
outdoor storageards for general contractors, trucking companies, moving
storage companiesr boat slips and docks for marinas

i ons.
S operati
d

ons

Lender must document in its loan file the basis for determining that the exterior

@M@Fﬁ—em we
mon ar

space is

actively used

If the projected rental income is included in the repayment analysis, it must be

independently substantiated.

G. Residential Spacas Part of the Business

If the nature of the business requires a resident owner or manager, loan proceeds may

be used for the purchase of an existing building(s) or construction of a new
building(s) that includes residential space, however, such residential space may not
exceed 49% dthe total property.The residential space must be an essential part of
the business. For example, a helsseeding facility traditionally requires that

someone be on premises 24/7 to care for the horses.

In this case, the residential

O0S busi ness oper
Comment [SBA1]: Revised the areas that may
included in firentable
language stating that the D/FA may classify outsi
areas as usable square footage and added langu
stating that théendermust document its file with th
basis for includingerior space. These changes
effectiveOctober 1, 2012

property would beansidered to be a part of the business rather than leased property.

H. Changeof Ownership(13 CFR120.203

1.

Effective DateOcteber-June 12012

A Small Business Applicafg) (and any individual capplicant as permitted
under this paragraph kay use loan proceeds for a change of ownership
whether the change of ership is accomplished through a stock purchase
(including a stock redemption) or an asset purchase, only dndee
follewing-circumstancedescribed in this paragraph H. (An asset purchase
be deemed a change of ownership and must comply With thle requirements
of this paragraph if the Small Business Applicant(s) is purchasing all or

substantially all of the assetstbES e | | er 6 s busi ness o
the operations o:if the Sellerods busps
139 |
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is other wi
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a) The change of ownership wgkomote the sound development and/or
preserve the existence of a small business;

b) Change oBOwnershipbBetweeneExisting eOwners: A change of
ownership between existing owners may be financed under the following
circumstances:

(1) An existing owner(s) of themall business is purchasing the < { Formatted: Heading 5

ownership interest of another owner(s), resulting irkA0Wnership
of the business by the purchasing owneds);

a)(2) TheSsmall BbusinessApplicantis redeeming the ownership interest
of an owner(s), resulting iacguiring100% -eftheownershipof the
small business by the remalnlnq owne@es@#en&er—mere

steek) erand
c) Change obBOwnershiprResulting in aaNeweOwner. A change of

ownership resulting in a new owner may be financed under the following
circumstances:

(1) ATheSsmall BbusinessApplieantis purchasing 100% of the < { Formatted: Heading 5

ownership interest in another business

(2) An individual(s) who is not an existing owner is purchasing 100% of
the ownership interest in a small business; or

B)(3) A small business is acquiring another small business through an

asset purch %eémaﬂ—Busmess—Apphe&nt—rs&eqwnng—L@Qﬂ/o of

through-the purchasef—a—part nerb6s—i+nterest by the partne!

in

2. The sellemayis-not remaifrg as an officer, director, atkholder okey
employee of the busineq4.3 CFR120.130 (If a short transitional period is
needed, the small business may contract with the seller as a consultant for a
period not to exceed 12 months including any extensions.)

SBA quaranteed Ioaoamot be madeolelvto an mdrvrdual The small

busmess must be elther the Borrower or ab@crower as followserexample

a) Ina chanqe of ownershrpnder section H.1. b’hb or H.1.c)(2) above, the«  { Formatted: Heading 4 )
small business and the individual owner(s) must blearoowers. In
addition, the Note must be executgntly and severally, by both the
individual(s) who acquires thmvnershipinterest(s) and the small
business whose ownéip interest is being acquired. If the small business

| 140 Effective Date:June 10cteber] 20112
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denies liability for the debt based on an alleged failure of consideratio
under apphcable state law, SBA may denv I|ab|I|tv on its guakstyeen

=]

2b) In a change of ownershipnder section H.1.b)(2) above, the small
business must be the Borrower and the remaining owner(s) maybe C
borrower(s) or Guarantor(s). In a change of ownership under section
H.1.c)(1) or c)(3) aboveheacquiring entity may be the Borrower or the
acquiring ent|tv and the smaII busmess belcgwred mav be Co

[=]

. er(s)

4. Feoracompletechange-of-aership;The lender must meet the requirements
for IRS verification identified in Chapter 5, ParagraptC of this Subpart.

5, Ifthe Borrower wildl be thaegsbusmeswal t he s mal | busi ness:¢
estatdn a separate transaction wib-part-ofthe change-ef-ownership;the real
estate-cannotbe-financed-separateln IdpnrSBA guaranteed loarsrlessthe
SBA loanmustreceives a shared lien position (pari passu) on the real estate
with the noRSBA guaranteed loafThis provision doesot apply if the
business real estate is being financed as part of a 504 project.

6. The following changes of ownership are not eligible:

a) A nonowner who is purchasingss than 100%pertienof the ownership
interests imfthe businesfrom-a-selling-owne or

b) An existing owner who is purchasing the ownership of another existing
owner that will not result in 108 ownershipof the businesby the |
purchaser.

7. SBA considers a change of ownership to be a finewo I
result in new, unproven avership/management and increased debt unrelated to
business operations.

a The |l enderés | oan documentation must include:
(1) A currentbusiness valuation (not to include any real estate) by thle
lender or an independent third party hired by the lender with proven

experience in business valuatio(See Chapter 4 of this Subpart for
SBAO6s business valuation requirements.)

Effective DateOctober-June 120112 141 |
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| (2) A site visit of thebusinesassetdeing acquiredThe lender must
document in its loan file the date of the site visit as well as
comments.

(3) Areal estate appraisal for commerci al real est e
| requiremerd. ( See Chapter 4 of this Subpart for SBAOS
requirements.)

(4) An analysis as to how the change of ownershipprdimote the
sound development and/or preserve the existeneeraffitthe
businesgrotthe-sellererthe-buyelj the analysis cannot support
that the change of ownership will be in the best interests of the
business and its continued, successful djpers, then the loan
request must not be submitted to SBA for its guaranty.

b) Intangible AssetsAn SBA-guaranteed loan may be used to finance a
change of ownership that includes intangible assets.

(1) If the purchase price of the business includéngibleassets
(including, but not limited tpgoodwill, clienfcustometists, patents,
copyrights, trademarkandagreements not to compgie excess of
$500,000,theborrowerandor sellermust providean equity
injection ofat leas5% of the purchase pricaf the businesfr the
application to be processed under delegated auth@8sller equity
is defined as seller takeack financing that is on full standby
(principal and interest) for a minimum of 2 yearshe borrower
and seller will agree how mhequity each will providezor
example, the borrower and seller may each pravateof theequity
or the borrower may provides% and the seller may provide 10%.

(2) If the purchase price of the business includes intangible assets of
$500,000 or less, b)(Immediately above does not apply.

(3) If the purchase price of the business incluiiéangible assets
exces 0f$500,000and the equity contribution from thetower
and the seller combined is less than 2Z8%he purchase pricaf the
businessthe application may not be processed using delegated
authority and must be sent to the LGPC.

(4 The fipurchase price of the businesso includes
acquired such as real estate, machinery and equipment, and
intangible assets. Real estate maylme removed from the
transaction and financed separately to avoid the 25% equity injection
requirement for PLP processing.

(5) Thevalueof theintangible assstis determined by eithéne book
value as reflected on the businessdds balance s
appraisafor the particular assety thevalue of the business as
identified in the business valuation minus the sum of the working
capital assets and the fixed assets being purchased
| {6)—If any of the loan proceeds will be used to finaimtangible assts

the amount must be specifically identified in the Use of Proceeds : :
. . . . . Comment [SBA2]:  These changes areffective
‘ section of thepplication and thé\uthorlzanon\ Juy 1, 2013.

| 142 Effective Date:June 10cteber] 20112
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- Thelendermust-obtain-a current business-valuation-in-accordance
with-the-requirements-set-forth-in-Chapter-4-of this- Subpart

I. Eligible Use of Proceeds for SBA Expres®d Patriot Express

SBA Expressnd Patriot Expredsan proceeds must be used exclusively for
businesgelated purposes.

J. Eligible Use of Proceeds f@xport Express

1. Export Expressoans must be usddr an export development activity, which
includes the following

a)

b)
c)

d)

)

h)

2. Indirect Exports are considered exports for purposes of deiagrme eligible

Obtaining astandby letter of credivhen required aslaid bond,
performance bondr advance payment guarantee

Participation inatrade showshattakes place outside the United States;

Translation of produdirochures or cataloguésr use inmarketsoutside
the United States;

Obtaining a general line of credit for export purpdsasa normal course

of business, the borrower may use portionthefine of credit for

domestic purposesas long aso lesghan 70% of the line of creditill be

used for export purposes)

Performing a service contract for buyers located outside the United States;
Obtainingtransactiorspecific financingassociated witkompleting
exportorders;

Purchasing real estate or equipment to be used in the production of goods
or services for export;

Acquiring, construdng, renovaing, moderniing, improving or expanéhg
aproduction faciliy or equipment to be used in thaitéd Statesin the
production of goods or servicés export and

Providng term loans and other financing to enabfnall business

concerns, includingnexport trading comparmandan export management
compary, to developa marketoutside the Unitedtates

useofproceedsThe term Aindirect exporto| applies to

al

customer will l& exporting the items/services it purchased from the Borrowdr to

a foreign Buyer. In such cases, the Borrower must provide certification to the

ender from the Borrower 6s domesti| c

invoice, order or contract) théhe goods or services are in fact being exported.

2.3. Loan proceeds may not be used to:

a)

b)

Finance overseas operations, except for the marketing and/or distribution
of products/services exported from the US; or

Refinance existing SBAuaranteed loans.
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4. When arExport Expres$oan finances specific export transactigmsluding
indirect exports)the lender must determine if US companies are authorized to
conduct business with theepeseetountryto which the goods or services will
be shippedLenders mustcheck Bxm Bankdés Countr g Limitation Schedul
which canbefoundonExm Bankés website at
http://www.exim.gov/tools/country/country limits.cfar is available from
SBAG6s Office of Aloantmaynotdd nadertcaalbusihesstiibe .
exports to a foreign country which is listed as a prohibited country (Note # 7) on
the Country limitation Schedule

5. Documentation required: SBA requires the lender to obtain information from
the borrower pertaining to the use of proceeds and its projected impact on the
borr ower 6 sanckretgnahattdocsnaehtatian in its loan.filehe
specific documentation includes the following:
a) _The applicant must answer affirmatively on question 8 of SBA Form 4919 Formatted: Heading 4 )
and provide an estimate of annual export saled;
b) The applicant must provide documentation regarding the following items
(this may be irthe form of a general business plan, an attachment to the
loan application or on a lenddeveloped guestionnaire):
(1) A brief description of thé® u s i predacsod service which will be
exported;
(2) An explanation of how the loan proceeds will enablebiihessto
enter a new export market or expand in an existing export market;
(3) The countries to which the business will export; and
3(4)An estimate of the borrowerdés export sales for
following the date of the loan application.
K. Eligible Use ofProceeds for EWCP
1. EWCP loan proceeds may be used to:
a) Acquire inventory for export or to be used to manufacture goods for
export;
b) Pay the manufacturing costs of goods for export;
c) Purchase goods or services for export;
d) Support Standby Letters of Cred#lated to export transactions;
e) For working capital directly related to export orders;
f)  For foreign accounts receivable and inventory financing; and
g) Supportanindirectexpof.he term Aindirect exporto applies to
where, although the Borrowerés direct customer i ¢

States, that customer will be exporting the items/services it purchased

from the Borrower to a foreign Buydn such cases, the Borrower must

provide certificatiorsf-the-indirect-expd-from-the-actual-export¢o the

|l ender from the Bor (typicakdyindhe forchofrae st i ¢ cust omer
letter, invoice, order or contradg-the-Lenddhat the goods or services

are in fact being exporte@he country to which the items/services Vo

shipped must be one with which SBA is not legally prohibited from doing
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business, pursuant to the-Ex Bank Country Limitation ScheduleA
loan may not be made to a business that exports to a foreign country
whichis listed as a prohibited country (Note # 7) on the Country
Limitation Schedules.

2. Lender fees and charges are an eligible use of proceeds as well as any
packaging fee paid.
3. EWCP loan proceeds may not be used®CFR 120.34p

a Support the Borrowerds domestic sales, except in
sale:
b) Acquire fixed assets or capital goods for wuse in

c) Acquire, equip, or rent commercial space overseas; or

d) Finance professional export marketing advice or services, foreign business
travel, participation in trade shows or sugmstaff in overseas offices,
except to the extent it relates directly to the transaction being financeq.

L. Eligible Uses of Proceeds for International Trade Loans

1. Acquire, construct, renovate, modernize, improve or expand facilities and
equipment to besed in the United States to produce goods or services involved
in international trade and to develop and penetrate foreign markets;

2. Working Capital; and

3. Refinancing any debt that is not structured with reasonable terms and
conditions, including any delhat qualifies for refinancing under Standard 7(a).

M. Eligible Uses of Proceeds f@APLines
1. SeasonaCAPLines

Borrowers must use the loan proceeds solely to finance the seasonal increases of
accounts receivable and inventory (or in some cases associatabettiabor
costs).Funds must not be used to maintain activity during the slow periods of
the businessés cycl e.

2. ContractCAPLines

The contractor must use loan proceedly to financethe costsof one or more
specific contractsincluding overhead or gera¢ and administrative expenses,
allocable tathe specific contract(s). Contract CAPLine proceeds may not be
used for permanent working capital, to acquire fixed assets, to pay delinquent
taxes or similar funds held in trust (directly or indirectly), tn@nce existing

debt, to finance a contract in which significant performance has already begun,
for change of ownership or floorplan financing. In addition, Contract CAPLines
proceeds may not be used to cover mmaykup orprofit. Further, advances of
loan proceeds financing performance of one contract ecauioact under a
master agreement may not be used to finance the performance of another
contract or sulwontract. Likewise, progress payments or proceeds received in
the performance of a contragtsubcontractfinanced with this line must nbe
applied in repayment of a different contract or-sohtract. Funding and
payment applications must be accounted for in conjunction with the specific
contract or swlwontract to which they relate.
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3. Builderd €APLines

a) Borrowers must use the loan proceeds solely for direct expenses related to
the const r substantian reameohhat idn costs of a specific e
project (residential or commercial buildings for resale), including labor,
supplies, mateais, equipment rental, direct fees (building permits, interim
disbursement inspection fees, etc.), utility connections (above or below
ground), construction ofubstamtighti ¢ tanks, and | ands
means rehabilitation expenses of more thanthird of the purchase price
or fair market value at the time of application.)

b) Proceeds paid to a subcontractor can include the
The cost of land is eligible if the land cost does not exceed 20 percent of
the project costJp to B of the project cost can be allocated for
improvements that benefit all properties in a subdivision, such as streets,
curbs, sidewalks, or open spaces.

c) The borrower must not use loan proceeds to purchase vacant land for
possible future construction or to operat hold rental property for future
rehabilitation.

4. Working CapitalCAPLines

Borrowers must use the loan proceeds for short term working capital/ operating
needs. Proceeds must not be used to pay delinquent withholding taxes or similar
trust funds (stateales taxes, etc.), or floorplanning.In the event that

Working Capital CAPLine proceeds are used to acquire fixed assets, lender
must refinance the portion of the line used to acquire the fixed asset into an
appropriate term facilitpo later than 9@aysafterlender discoverthat the line

was used to finance a fixed asset.
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CHAPTER 3: LOAN TERMS AND CONDI TIONS

l. MAXIMUM LOAN AMOUNTS

The maximum loan amu n t

all owed under SBAO6s | oan
generally cannot exceed #illion. Loans greater than this amount cannot be approved

under the 7(a) prograrRlease see the Quick Reference Chart below for more

information.

SBA QUICK REFERENCECHART No. 1

Loan Program/Product

Maximum Loan Amount

Standard 7(a) Loans $5,000,000
CLP Loans $5,000,000
PLP Loans $5,000,000
S/RLA $350,000

SLA (PLP lenders enly) $2350,000

SBA Express Loans

$350,000(gross) (including any outstanding SBA Express, Commu
Express, Patriot Express and Export Express)

Export Express

$500,000(gross)

Patriot Exprestoans

$500,000(gross) (including any outstanding SBA Express, Commu
Express, Patriot Express and Export Express)

CAPLinesor Lines of Credit $5,000,000
Export Working CapitalLoans (EWCP) $5,000,000
International Trade Loar(¢T) $5,000,000
Community Adjustment & Investment $5,000,000
Program(CAIP)
Energy Loans (as described in $5,000,000
§7(a)(12) of the Small Business
Act)
ESOP Loans $5,000,000

A. Maximum Loan Amount 90 Day Rule

If two SBA guaranteed loans are approved within 90 days of each other, the
maximum gross loan amount of all the loans made in that time frame to any one
business (including affiliatgcannot exceed3000,000Please note that the
maximum SBA guaranty amount outstanding of all loans to any one business
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(including affiliates) regardless of when the loans were approved cannot exceed
$3,750,000 except IT loans and EWCP loasge CharlNo. 2 below.

B. Loansto Businesses with Affiliates

Lenders must determine whether affiliation exists and document the results in their
credit analysis. (See Chapter 2 of this Subpart for a discussion of affilidtion.)

af filiation maiments applytStBefalilmted gmapras if it were a
single business.

C. Establishing th&€APLine Loan Amount

1. SeasonaCAPLine: The loan amount is based on the cash flow projectitmss.
amount should correlate the costs of the seasonal buildup of inventory and/or
receivables.

2. ContractCAPLine:

a) A single ContracCAPLine may be utilized to fund a single or multiple
contractsOnce the overall line amount has been apgddoy SBA, the
lender may advance against additional contracts without SBA approval,
providedthatthe borrower and lender are in compliance with all terms of
the AuthorizationThe contracting parties, as a result of a properly
exealited change order, may agree to increase the contract price
subsequent to the approval of the Contract CAPLine. In such event, if the
overall line amount needs to be increased, the lender must comply with
paragraph D below to iodieasginthel@BB8A6s approval of t
The contracting parties, as a result of a properly executed change order,
also may agree to decrease the contract price subsequent to the approval of
the Contract CAPLine and/or after a progress advance was made. In such
event, thdender must assure the borrower is aware that the next future
advance or future advances, if necessary, will be at the decreased amount.

b) For single contract financinghe loan amount is equal to the sum of the
costs of the contract (excluding profit),@sdenced by the project cost
schedule.

¢) For multiplecontract financingthe master note amount is equal to the
sum of the costs of all contracts (excluding profit) to be financed under the
CAPLine, as evidenced by the project cost schedules. For futjeets
not yet identified, at the time the contract is obtained all costs by line item
should be identified. The amount of the sudte for each specific contract
should equal the total costs of that contract.

3. Bui | GAPLIES

a) Asingle line may be utzed to fund multiple project©nce the overall
line amount has been approved by SBA, the lender may advance against
additional projects without SBA approval, providing the borrower and
lender are in compliance with all terms of the loan Authorization

b) SBA may allow the finished property to be rented pending sale only in
cases where the rental will enhance the ability to sell the property.
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c) The final sale of the property must be an arms length transaction with
legal transfer to an uffdiated third party.

d) For anonrevolving loan, the loan amount is based on the written proposal
of costs (not anticipated selling price) provided by the applicant for a
single project.

e) For arevolving loan, the master note amount is based on the oash flo
projection provided by the applicant for ALL work to be performed by the
SBC (not just a specific project). The amount of asote (for each
specific project) is based on the written proposal of costs (not anticipated
selling price) provided by the aligant for that particular project.

4. Working CapitalCAPLine:

To determine the maximum line amount, teder must follow its established
policies and procedures utilized on its similarly sized -88#\ guaranteed
commercial lines of credit or the lender may use the following formula:

a) Net Sales for Prior Year
b) Divide Prior YearNet Sales by 365

c) Multiply Daily Sales figure by number of days to finarfednatever
number is the business sales cycle)

d) The result will be the estimated working capital needs

D. Loan Increases

1. Increases to 7(a) loans, regardless of the disbursement status, are subject to
statutory, dministrative, and program maximurasd must be approved by
SBA. Upfront and ongoing fees for increases in subsequent years are at the
rates in effect at the time the loan was originally approved.

2. Standard 7(a), CLAPLP, SBA ExpressExport ExpresandPatriot Express
term loans:If the request for atincrease is more than 20%tbe original loan
amount or isnore thai8 months after theriginal approval date of the loan,
the lender musghcludewith its requestts analysis showing that the purpose of
the increase is the same as the original purpose of the loan and that the
borrowerdés cash flow can support the increased pay!

3. Forrevolving lines of credit made und8BA ExpressExportExpressand
Patriot Expressincreases

a) May be requestedt any time during the life of the loan, but must be
within 7 years of the date of loan approaal be in compliance with
Chapter 3, Paragraph lII.D. of this Subpart Xmaum maturities on SBA
Express Export ExpresandPatriot Expresfoans)

b) May not exceedhe dollar limit for the program at the time the loan was
originally approvedthisincludes any other outstanding loans urf8BA
Express Export ExpresandPatrot Expres} and

¢) Mustinclude an analysis of appropriate credit and risk factors consistent
with the procedures the lender uses for its similarly sized3Sidh
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guaranteed commercial loaifishe increases above 3% of the original

loan amount

4. PLP, SBA ExpressExport ExpresandPatriot Expresincreasestenders must
follow their established and proven internal credit review and analysis

procedures used for their n@BA guaranteed commercial loans to determine

whether the increase is appriateprior to submitting the request for an
increase to SBA

5. See Chapter 7, Paragrapdf this Sibpartfor the procedures and the

appropriate fornfor all lendergto use when requesting an increase in the loan

amount.

Il. MAXIMUM GUARANTY AMO UNTS

The maxi mum doll ar amount outstanding
(including affiliates) shall not excee®,$50,000, except when the loan is approved
under a program which specifically permits higher amiePlease refer to the SBA
Quick Reference Chartbelowh e SBAG6s guaranty is al
fifguaranteed portiono.
SBA QUICK REFERENCECHART No. 2
Loan Program/Product Maximum Guaranty Amount Percentage

Standard 7(aloans) See Note 1 $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

CLP Loans $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

PLP Loans $3,750,000 85%for loans of $150,000 or less. 75%

for loans over $150,000

SBA Express Loans

$3,750,000-See Note 2

50%

Export Express

$3,750,000-See Note 2

90% for loans of $50,000 or less. 75%
for loans over $50,000up to

$500,000.

PatriotExpresd.oans $3,750,000-See Note 2 85% for loans of $150,000 or less. 75%
for loans over $150,000

CAPLines $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

EWCP Loans $4,500,000 90%

SO

International Tradéoans

$4,500,000-See Note 3

9%

CAIP Loans $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000
Energy Loans $3,750,000 85% for loans 0$150,000 or less. 75%
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Loan Program/Product

Maximum Guaranty Amount

Percentage

for loans over $150,000

ESOP Loans

$3,750,000

85% for loans of $150,000 or less. 75%

for loans over $150,000

Note 1:The amount of any loan received by an Eligible Passive Comggaplies to the

loan limit of both the Eligible Passive Company and the Operating Company.

Note 2: Multiple loans allowed up to program maximum listed in Quick Reference Chart

1. The guaranteed amount of these loans counts towar@fFeillion maximum
guaranty that may be outstanding at any one time.

Note 3:Exception for IT LoansThe amount guaranteed for working capital for the IT
loan combined with any other outstanding 7(a) loan for working capital cannot exceed

$4,000,000(Small Business Act, $8on 7(a)(3)(B))

Note: 4. Export Express Loans: If two Export Express loans are approved within 90
days of each other, and the combined gross loan amount of all the Export Express loans
approved in that time frame to any one borrower (including a#flaéxceeds $350,000,
then the maximum guaranty percentage of each of these loans is 75% (subject to the

$375,000 limit).

A. Multiple Loansfrom Different Programs with Different Maximums

When an applicant applies for any combination of 7(a) and 504 loans, the order in
which the loans arapprovedietermines the maximum loan and guaranty amount
available Because the 7(a) loan has a lower maximum guaranteed amount, the 7(a)
loan should begproved first. Please ensure that the SBA cesf@pcessing the

applicatiors know there is a companion application so that7(a)loancan be

approvedirst.

B. Maximum Guarantyercentage for Multiple 7(a) Loafis3 CFR 120.210

The maximum guaranty percentage 7¢a) loans of $150,000 or less is 85, unless the
percentage is being computed on a subsequent 7(a) loan to the same borrower (or its
affiliates) and the subsequent loan application is submitted within 90 days (see
Paragraph.A of this Chapter) of the reige or approval date of the first loaim. this

case the gross dollar amounts of the loans are combiried.combined gross

amount exceeds $150,000, then the percentage of guaranty on the combined loans
shall not be more than ¥&(subject to the 750,000 limit).

For example, if a business receives an 85% guaranty on a loan of $140,000, and
second application for
the percentage of guaranty on the second loan must be reduced accordingfiyrso th
combined guaranty is no more than 75%.

submits

(Please refer to the section on EWCP loans for an exception to the rules.)

a

C. Maximum GuarantyPercentage for Multiple 7a and 504 Loans
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The 90day rule is only for those situations where a beewis approved for multiple
7(a) loans within a 9@ay periodlt does NOT apply if the borrower is receiving a
7(a) loan and a 504 loan.

D. Zero Percent Guaran@annot be Provided For Ineligible Purposes

The percentage of gremty which SBA provides its participants is the same for every
part or purpose of that loaA.7(a) loan cannot include proceeds for an ineligible
purpose or have any portion of the loan made to an ineligible buskres®ligible
purpose cannot be inaed as part of any SBA guaranteed loan and no part of an
SBA loan may be guaranteed at zero percent.

E. Changing a Guaranfercentage After Loan Approval

1. On loans that have been approved butfulbt disbursed, a lender may submit a
request to change the guaranty percentage ta.GeC.

2. Any changes must comply with SBA policy and program constraints.

3. Submit a written request to the LGPC that includes the name of the lender,
name of the lending officer, phone number, fax number, name dicttiower,
SBA Loan Number and the following information:

a) Howitis now;
b) How it should be; and
c) Whyi justification for the change and any supporting documentation.

4. Postapproval modifications should be sent bgail to 7aLoanMod@sba.gov

or by fax to 916735-1975.

5.  Onfully disbursed loans, lenders msybmit a request to change tiearanty
percentagéo the appropriate CLSC in accordance with SOP 50 50

LOAN MATURITIES (13 CFR 120.21%

The loan tem must be appropriate for the borrower's ability to repay and the use of
proceedsWorking capital loangand the financing of intangible assets (including

goodwill) mustnot exceed 10 yearEquipment loans should not exceed 10 years (or the
useful life d the equipment) and real estate loans must not exceed 25 years unless a
portion of the loan is used for construction or renovatifthe use of proceeds of a real
estate loan includes construction or renovation, the construction or renovation period may
be added to the 25 year maximum maturity.

SBA QUICK REFERENCECHART No. 3

Program/Use of Proceeds Maximum Maturity Additional Considerations
See Note 1 below
7(a)-Inventory or Working Up to 10 years Terms for a workingapital or inventory
Capital loan should be appropriate to the
borrowerés abilit
years.
7(a)y-Equipment, Fixtures, or 10 years except when the When maturity exceeds 10 years, lender
Furniture useful life of the asset mustdocument the loan file that the
exceeds 10 years reasonable economic life of the asset(
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Program/Use of Proceeds

Maximum Maturity

See Note 1 below

Additional Considerations

acquired is greater than 10 years and
final maturity must not exceed the use
economic life or 25 years, whichever i
less.

7(a)y-Real Estat@ including
Acquisition, rehabilitation,
renovation or construction

Up to 25 years (See Note
2)

The maximum maturity for these loans is
25 years plus any additional period
reasonably necessary to complete the
construction or improvements.

7(a)y-Mixed Purposes

May use blended maturity
or a matuity up to the
maximum for the asset
class comprising the
largest percentage of
the use of proceeds.

When loan proceeds are used for multiplg
purposes (land & building, working
capital, and machinery & equipment
the refinancing of any these purposes
the maturity may be the blended
maturity based on the use of proceeds
up to the maximum for the asset class
comprising the largest percentage of t
use of proceeds.

International Trade Loans

Same as 7(a)

ExportWorking Capital
Program

Up to 3 years

For single transactions, maturity should
correspond to the length of the
transaction cycle, usually not to excee
18 months. Maturities greater than 18
months may be approved jifstification
and recommendation for a longer
maturity is inclu
report. For revolving lines of credit, the
maturity is typically 12 months. The
lender may request-issuance of a line
(new loan & loan number) no earlier
than 45 dgs prior to maturity of the
existing line.

CAPLines

Up to 10years(except
Bui | G@APLIdes
which cannot exceed 5
years)

Seasonal, Contract, or Builder loans whic|
finance a single transaction should ha
a maturity tied to the seasonal cycle,
contra¢ completion date, or project
completion date. AICAPLines must
have an exit strategy. Final disbursem
should occur far enough in advance of|
maturity so that a sufficient amount of
time is available for the assets acquire|
with proceeds to be convertbdck to
cash and final payment.

SBA ExpressPatriot Express
and Export Express

Term loans-same as 7(a).
Lines of Credit LOCs)
up to 7 years.

SBA Expresd OCs may consist of a
revolving period and maturity
extensions of any length, as long as th|
combined term does not exceed 7 yea

For Export Express transactional lines of
credit, the maximum term is 7 years al
no disbursement can be made for an
export transaction where payment by t
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Program/Use of Proceeds Maximum Maturity Additional Considerations

See Note 1 below

foreign buyer will occur after the
maturity date of the loan

NOTE 1:Loan maturity must not exceed the period of the guaratig. prohibits such
structures as a working capital loan with ayEar maturity and an SBA guaranty limited
to 10 years.

NOTE 2:The 25year maximum maturity is not applicable for logmecessed under the
Builders Loan Prograrfi3 CFR120.396

A. Establishing the Repayment Perid® CHR 120.212
When lenders establish a repayment schedule and loan maturity, they must consider

thefollowing:l1) the borrowerés ability to repay, 2) use of

useful life of the assets being financ&®RA has instructed the fiscal and tséar
agent to stop the sale into the secondary market of a loan when the maturity exceeds
the regulatory limits.

B. Establishinghe Maturity Date

The maturity date for a 7(a) loan is set in terms of the number of months from either
the date of Note or theatk of initial disbursement to the date when final payment is
due.

C. Maturity When Refinancingxisting Asset®r a Business Acquisition

1. The maximum maturity for a loan used to refinancead estate or fixed asset
loan shalbetheremaining useful life of the asset(h e | ender 6s | oan anal ysi s
must document and justify that the asset(s) being refinanced has a useful life at
least as long as the maturity provided.

2. The maximum maturity for a loan used to refinance a business dicoLgsiall
bel10 yearsunlesghe largest percentage ofthena |l | busiistemls sd6s assets
estatevhich would permit a maturity up to 25 years

D. SBA ExpressExport ExpresandPatriot Expres$laximum Maturities andhe use
of Non-Financial DefaulProvisions

1. SBA ExpressExport ExpresandPatriot Expresfoans must have a stated
maturity andthematurities are the same as any other 7(a) loan, except that
revolving loans are limited to a maximum maturity of 7 years, including any
it exut 0 poe Expoot Bxpress transactional lines of credit, the
maximum term is 7 years and no disbursement can be made for an export
transaction where payment by the foreign buyer will occur after the maturity
date of the loanFor-ExportExpress-general-linesapédit-the-maximum
maturitvyv s 7 yearoudtmdptehraroed mwstalld e wa ffotrertrh e
e@eﬂy&m@ﬁ&aﬂen@#ﬂ%enﬂ%e%%anee%%&end—eﬁﬁ%olvmg

ving-line of

| 154 Effective Date:June 10cteber] 20112


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.396;rgn=div8;view=text;node=13%3A1.0.1.1.16.3.213.43
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.212;rgn=div8;view=text;node=13%3A1.0.1.1.16.2.200.6

SOP 50 10 S¥E) Subpart B |

2. Nonfinancial default provisionare allowed under SBA Expredsxport
Express and Patriot Expresmder the following conditions:

a) Nonfinancial defalt provisions are loan conditions that, if violated,
would cause the loan to be in default even though the borrower has made
all payments as agreed.

b) Nonfinancial default provisionmust be substantive amaust be agreed
to bythe borrower in writing dban closing;

c) Theprovisionsmust be consistent with thoaeed bylenderon its
similarly-sized noRSBA guaranteed commercial loans;

d) Alender may not request purchase of the guaranty solely based on a
violation of a norfinancial default provision (seE8 CFR 120.52)0) and

e) A maturity date must be estéfied in the notd=or example, a line of
credit could state that it is payable upon demand under certain conditions,
but in no case later than a certain date.

3. Revolving loans may be established as renewable each year, provided they do
not exceed the maximm 7 year termlender may not charge renewal fees. If a
one year loan is renewed, Lender must pay the guaranty fee for loans with a
maturity in excess of 12 months. See paragkah of this chapter for further
discussion of guaranty fees on renewalshafrtterm loans.

4. The term of a loan may not exceed the period of the SBA guaranty commitment.
E. Maturity of CAPLines

With the above noted ex cdemaxiinwnmatlrtyonaBui | der 6s CAPLiI nes
CAPLine is10years.Any CAPLine with a maturity of less th&al0 years can be

renewed as long as the total revolving repayment period does not é2@radnths.

The renewal is an extension of maturity (not a new loan). Thus, the loan number

remains the samé.the original maturitywas for 12 months or less, and the new

maturity exceeds 12 months, an additional guaranty fee will beSeeeparagraph

V.G. of this Chapter.

F. Maturity of EWCP Loans:

1. General: The maxi mum maturity of an EWCP | oan is
guaranty rerains in dfect for disbursements made through the maturity date,
subject to the terms and conditions of the loan authorization and loan
documents. With the exception of a disbursement made to fund a drawing
against a letter(s) of credit that was issued underWE€E before the maturity
date, disbursements made after the maturity date are not covered under the
guaranty. The maturity of the loan is:

a) The date specified in the loan authorization. Such date will not be longer
than 36 months from the Notetda If the loan is not reissued, or
extended, all outstanding amounts are due and payable on that day.

b) Standby Letters of Credit. Unless SBA provides prior written consent,
Standby Letters of Credit supported by an EWCP loan must expire before
the loan maturityd t e . I f the | ender receives SBAOGSs prior
and makes a disbursement after the maturity dateubztizere has been a
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draw on a standby letter of credit which was issued under the EWCP prior
to the maturity date, such disbursement will be ceddy the guaranty.

Specific Types of EWCP loans:

a) Single Transactioi®pecific Loan: A nosrevolvingloan that supports a
specifically identified, single export transaction. While the term of a
transactiorspecific loan typically should not exceed 1 yesBA may, on
a caseby-case basis, approve a longer loan term (up to 36 months) to
allow for an extended production cycle

b) Transaction BaseRevolving Line of Credit: A revolving line of credit
can support either multiple export transactions or a sisgksifically
identified export transaction on a continuous basis during the term of the
loan While the term of a revolving line of credit typically does not
exceed 1 year, SBA may allow an initial commitment up to 36 months
with annual renewals.

c) Asset Based Loans (ABLs): ABLs are revolving lines of credit supported
by a monthly Borrowing Base Certificate which reports levels of assets,
normally accounts receivable and inventory, supporting the loan amount.
ABLs are typically committed for 12 months argissued annually
Because a rissuance of a loan is a new loan, another guaranty fee is due
each time the loan isdiesued. (See the discussion of guaranty fees in
Paragraph V of this Chapter.)BAs, howevercan have up to a 36 month
maturity withannual renewalsThe lender must supply to SBA updated
financial statements on the borroveemually

INTEREST RATES
A. General Policy on Interest Ratdss CFR120.213120.214120.215

1.

A loan may have a fixed or variable interest rafbe maximum interest rate

that may be established for any 7(a) loanisgoved by SBAG6s regul ations on
interest rates, which preempts any provisions of
The lender negotiates the interest rate with the Small Business Applicant,

subject to SBAOG6S maxi mum rates.

SBA will periodically publish the maximurmllowable fixed interest rate in the
Federal RegisteThe maximunmallowablefixed interest ratsvill be based on
the cost of convertingfloating rate noteo afixed rate note using thelBOR
Swap Rate For a listing of the current maximum allowabibeetl interest rates,
seehttp://www.colsonservices.com/main/news.shffile maximum allowable
fixed rate may only be used by a lender if such rate will be in effect for the
entire term of the loan, without adjustment or res&therwise, the maximum
rates for variable rate loamsll apply.

For variable interest rate lognhebase rate in effect on the first business day of

the month will determine the Hador the initialinterest ratéor anycomplete

loan application received by SBA during that moritheinitial noterate must

not exceed SBAOs e kasisiforthe $BAMaximenst r at e.
interest ratés an acceptable base rate plus allowable spidaspreacdbove

the base ratas identified in the Note may not be changed during the life of the
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loanwithout the written agreement of the borrowenor further discussion of

variable interest rates, see paragraph C below.

4. Default interest rates are not permitted except as described below for SBA
Express Patriot Express and Export Express

5. For loans with a variable interest ratee following terms must be defined:

a) Base Rate:

(1) For standard 7(a), CLEnd PLPoans, there ardnteeacceptable

base rates:

(@) The Prime Rate
(b) One Month London Interbank Offered Rate (LIBOR) plus 3
percentage pointd IBOR Base Rate)or

(c) The SBA Optional Peg Rate
(2) ThePrime or LIBORBase Rite will be thatatewhich is in effect on

the first businesday of the monthas identified in a national

financial newspaper or websit&his rate may be fod in the

newspaper on theecondousiness day of the montff.a website is

used please ensunehetherfispu bl i shing ther current
previous

t he

dayods

rate as S 0me

pr evi ous. THeOptidreal PegaRate a weighted average of
rates the federal government pays for loans with maturities similar to
the average 7(a) loarBBA calculates an@ublishes the Optional

Peg Rate quarterly in tlieederal RegisterBase Rates will be

rounded to two digits with .@Dbeing rounded down and .005 being

rounded up.

(3) For SBA ExpressPatriot Express and Export Expregssaddition to
the above rates a lender may use the same base rate of interest it uses
on its similar norSBA loans with one eeption.If the loan is sold
in the secondary market, only the base rates identified in the above
paragraph are permitted.

b) Frequency of change;

c) Range of fluctuation; and

d) Ceiling and floor (if any).
6. Lender must notify thappropriate Commercial Lo&ervicing Centeof any

changes to the Note terms related to the interest rate after the loan is disbursed
7. Reference Chart on Interest Rates

SBA QUICK REFERENCECHART No. 4 Maximum Interest Rate&llowed

Product

Interest Ratei The
published maximum
allowable fixed rate or if
variable:

Limitations

Standard 7(a) Loans $25,000 or less
(Maturity less than 7 years)

Cannot exceed Prime&IBOR
Base Rate, or SBA

SeeParagraphs B through E
below

Effective DateOcteber-June 12012
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Product

Interest Ratei The
published maximum
allowable fixed rate or if
variable:

Limitations

Optional Peg Rate4.25%

Standard 7(a) Loans $25,000 or less

(Maturity 7 years or more)

Cannot exceeBrime,
LIBOR Base Rate, or
SBA Optional Peg Rate
+4.75%

SeeParagraphs B through E
below

Standard 7(a) Loans more than
$25,000 up to $50,000

(Maturity less than 7 Years)

Cannot exceed PrimeIBOR
Base Rate, or SBA
Optional Peg Rate3.25%

SeeParagraphs B through E
below

Standard 7(a) Loans more than
$25,000 up to $50,000

(Maturity 7 Years or more)

Cannot exceed PrimeéIBOR
Base Rate, or SBA
Optional Peg Rate3.75%

SeeParagraphs B through E
below

Standard 7(a) Loans greater than
$50,000

(Maturity less than 7 years)

Cannot exceed Prim&lIBOR
Base Rate, or SBA
Optional Peg Rate2.25%

SeeParagraphs B throudh
below

Standard 7(a) Loans greater than
$50,000

(Maturity 7 years or more)

Cannot exceed PrimeIBOR
Base Rate, or SBA
Optional Peg Rate2.75%

SeeParagraphs B throudgh
below

SBA Express and Export Express
Loans- $50,000 or less (All
maturities)

Cannot exceed Prime + 6.5%

SeeParagraph& andH.2
below

SBA Express and Export Express
More than $50,000 (All maturities

Cannot exceed Prime 4.5%

SeeParagraph& andH.2
below

Patriot Express

Same as Standard 7(a)

See Paragraph.1 below

Export Working CapitalL.oans

No SBA Maximum.

See note below

CAPLines

Same as Standard 7(a) loans
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NOTE: SBA does not prescribe interest rates for the EWCP but does monitor the rates

charged for reasonablenesk3 CFR 120.344(3)

B. Base Rate, Allowable Spread, alldbwable Variance for Small Loar(43 CFR

120.214

1. Aloan may have a variable interest rdtbe base rate may loee of the

following:

a) thePrime Rate

b) the One Month LIBOR plus 3 percentage po{8OR Base Rate)or
c) the SBA Optional Peg rate.
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2. The allowable spread is based on the maturity of the F@moans with an
original maturity less than 7 years, the maximum allowable rate cannot exceed
2.25 percentage points over the prime rate.loans with an original maturity
of 7 years or longer, the maximum allowable rate cannot exceed 2.75
percentag@oints over the prime rat&éhe spread as identified in the Note may
not be changed during the life of the lomithout the written agreement of the
borrower

3. Lenders are permitted to add an additional 1greEge point to the maximum
interest rate listed above for those loans greater than $25,000 but not more than
$50,000.

4. Lenders are permitted to add an additional 2 percentage points to the maximum
interest rate listed above for those loans of $25,000ssr le

5. The lender must designate on its application for guaranty the amount of the
percentage spread to be added to the base rate at each adjustment date.

C. Policyon Variable Interest Rates

1. Standard Policy
SBAG6s maxi mum eds fatk appliestohlyeo the initiad Mote rate on a

variable rate loarSubsequent increases due to a change in the base rate are not
subject to the maximum rate at the time of loan application.

2. PostApproval Changes to the Interest Rate

a) PreDisbursemenChanges: After loan approval and prior to first
disbursement, the lender may change the initial Note rate, including
changing the base rate, the spread over the base rate, or from a fixed rate
to a variable rate or from a variable rate to a fixed ratejiged the new
interest rate does not exceed the maximum allowable interest rate at the
time of the | oan application. The | ender must ob
agreement and must notify the appropriate SBA CLSC of the change or
make the change throu@aTran servicing.

For example, an SBA guaranteed loan was appresthda variable rate

Since the loan was approved, there have been changes to the prime rate.
The borrower has asked the lender if it can switch to a fixed rate. The
answer is yes asig as the loan has not been disbursed and the fixed rate
selected does not exceed the maximum allowable fixed rate at the time of
loan application.

b) PostDisbursement Changegsfter the loan is disbursed, on a variable
rate loan, the lender may change the base rate or the spread over the base
rate as long as the ndvaserateor spreads based on a method permitted
when the loan was approved dadonsistent with the interestte
regulationsat the time the loan was approved. The lender must obtain the
borrowerés written agreement and must notify the
of the change or make the change throughrdh servicingFor further
guidance see thgervicing and Liquidation Actions 7(a) Lender Matrix
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3. Frequency of Interest Rate Adjustment

a) The first adjustment may occur on the first calendar day of the month
following initial disbursement, using the base rate in effect on the first
business day of the monttenders may delay the initial adjustment
period.For example, lenders have used periods as long as 5 years in order
to provide the borrower withndnterestratethat is sefor the first 5 years
of the loan After that time, the interest ratdll begin to fluctuate as
stated in the AuthorizatioWhenevera-lenderdelays-the-initial

b) The lender must specify in the Note the frequency at which the interest
rate adjustment will occuilhis adjustment period as identified in the
Note may nbbe changeaithout the written agreement of the borrower
Subsequent adjustments may occur no more frequently than maxithly.
subsequent adjustments will set the interest rate on the first calendar day
of the adjustment period using the base irm&ffecton the first business
day of the adjustment perio@ihe rate of interest will change on the first
calendar day of the adjustment period even though the rate may not be
known until the second business adyhat periodFor example, if the
first of the month is a Sunday, the base rate is the prime rate in effect on
Monday.This rate will be reported in the Wall Street Journal on Tuesday,
the third calendar day and second business day of the midathy
lenders use the calendar quarter as the adjustment period, especially those
that sell the guaranteed portion in the Secondary Market.

After the interest rate begins fluctuating, the loan can {aenertized.
Typically, loans are ramortized every time #hinterest rate is adjusted to
ensure full amortization by the maturity date.

4. Interest Rate Ceilings and Floors

SBA will permit a lender to limit the upward and downward adjustments by
establishing a floor and ceiling provided that (1) both the floorcailihg are

stated in the Note; and (2) the difference between the stated rate in the Note and
the floor is equal to or greater than the difference between the stated rate in the
Note and the ceiling-or example, if the Note rate is 10% and the ceiking i

12%, the floor must be 8% or lower.

5. Accrual Method

SBA does not require a specific accrual method, unless the loan is sold in the
SecondaryMarket. Loans sold on theegondaryMarketmust either use 30/360
or Actual/365as the interest accrual method¥hile the interest accrual
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method 365/360 is permitted on loans not sold on the Secondary Market,

lenders are cautioned that they cannotthiseaccrual method and charge the

maximumallowablerate of interest because this will result in an Annual

Perent age Rate that exceeds SBAGO6s regulatory maxi mun

6. Amortization

Lender should use an amortization schedule that is appropriate for the type of
loan.A fixed interest rate loan must use a payment that will fully amortize the
loan by he maturity dateTypically, variable rate loans are reamortized every
time the interest rate is adjusted to ensure full amortization by the maturity date.
The amortization schedule may be adjusted to meet the cash flow needs of the
business.

D. Fixed and Vdable Rate Combinations

The lender may use a fixed rate on either the guaranteed or unguaranteed portion and

a variable rate on the other portion of the I&BA allows such combinations as long

as each rate does not exceed the SBA maximum interesA lateder may use this

structure to make a loan that permits it to retain a variable interest rate on the

unguaranteed portion and sell a fixed rate guaranteed portion on the Secondary

MarketThi s reduces the volatility of the borrowerdés int

E. Interest Rate Swap Contracts

1. Aninterest rate swap is a contract between two parties where one party pays a
fee in exchange for an agreement by the other party to pay any interest in excess
of an established amount. The contract may last for all or ptire derm of the
loan. The swap contract only relates to the payment of interest.

Example: A borrower has a prime plus 2% interest rate on a 7(a) variable rate
guaranteed loan (presently 5.25%). The borrower could purchase an interest
rate swap contr that would set the interest rate at 7%. When the Note rate is
lower than the rate paid by the borrower on the swap contract (7%), the swap
seller keeps the extra amount as compensation for the risk that rates will at some
point exceed 7%. When the Matate is higher than the rate paid by the

borrower on the swap contract, the borrower would continue to pay the fixed

rate of 7% and the swap seller would pay the difference above 7% to the lender.
The ability to stabilize the amount of the loan payneatth month is the benefit

to the borrower of an interest rate swap contract.

2. Inorder to use an interest rate swap in the 7(a) program, the interest rate swap
contract must meet the following conditions:

a) The interest rate swap contract is an agreemenelestthe small business
borrower and the lender or, if the swap seller is not the lender, a third
party. SBA is not a party to the interest rate swap contract.

b) The interest rate swap contract does not affect the amount of money owed
by the borrower to SBAn the event SBA purchases the guaranty. In the
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event of a borrower default, interest will be calculated using the base rate
and spread in the variable interest rate Note, not the swap contract.

c) SBA will not be responsible if the swap seller defaults during the life of
the contract. The borrower will be liable for the interest as required in the
Note.

d) Loans with accompanying interest rate swap contracts may be sold on the
secondary market. THender is still required under the secondary market
contract (SBA Form 1086) to forward interest and principal pursuant to
the original terms of the | oan. It is the | ende
the swap seller to make sure funds are availablsuiomission to the
fiscal and transfer agent according to the time schedule in the Form 1086.

e) The full amount of the principal and interest required under the Note must
be reported by the lender on the Form 1502.
f)  SBA will not review swap contracts for bowers or provide guidance on
their ise. While swap contracts should not have a significant impact on
the cost of the loan, SBA will not publish any guidelines on the cost of
these contracts.
g) The borrower must sign a statement acknowledging that interdébewi
calculated at the Note rate if the swap contract is terminated.
h)  The following statement must be included in the swap contract that is
executed by the borrower and the swap seller: AT
Administration is not a party to this contractladpes not guarantee it. In
the event SBA is called upon to honor its guaranty to the lender, the
borrowerés debt will be determined by the terms
variable interest rate provision. oo
i)  Swap contracts may be used on new or existings.
i)  The swap contract does not have to last for the entire length of the loan
agreement.
k)  SBA does not have a standard form for an interest rate swap contract
) Any fees owed the swap counterparty as a result of the default by the
borrower will be subordiated to the SBA 7(a) loan

F. Interest Rate Requiremerftsr an SBA Note
1. Fixed rate loan® the lender must specifically state the interest rate in the Note.

2. Variable rate loarts the lender must include the following information in the
Note:

a) Identification of the rate being used as the base rate;

b) The publication in which the designated base rate appears regularly (e.g.
Wall Street Journal or the Federal Register if using the SBA Optional Peg
Rate);

c) The permanent percentage spread to be addibe base rate;
d) The initial interest rate of the loan (from disbursement to first adjustment);
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e) The date of the first rate adjustment; and
f)  The frequency of rate adjustment.
G. SBA Expressand Export Expresiterest Rate Policy

1. Alender may charge up to%6 over the prime rate on loans over $50,000 and
up to $350,00@$500,000 for Export Expresahd up to 6.5% over the prime
rate for loans of $50,000 or less, regardless of the maturity of the loan.

2. Forvariable rate loanthelender is not required tose the base rate identified
in 13 CFR 120.214(c)t may use the same base rate of interest it uses on its
similarly-sized norRSBA guaranteed commercial loans, as well as its established
change intervals, payment accruals, Efmwever, the interest rate throughout
the term of the loan may not exceed thaximum allowable SBA Express
Export Expresinterest rate and the loan may be sold on the Secondary Market
only if the base rate isne of the base rates allowedli® CFR 120.214(c)

3. Alender may chargadefault interestateif it does so for its similarhsized
nonSBA guaranteed commercial loa@as,long as the interest rate does not
exceed the amounts stated in this paragrdpte (efault interestateis a
change (increase) theinterest rate chargdd the borrower as a result of a
failure to meet certain conditions specified in the loaeagent.)

4. The amount of interest SBA will pay to a lender following default of an SBA
Express loan is capped at the maximum interest rates for the standard 7(a) loan
program.

H. Patriot Express ot Loan Initiative Interest Rate Policy
1. The standard 7(a) interest rate restrictions apply.

2. Alender may chargadefault interestateif it does so for its similarhsized
non-SBA guaranteed commercial loans, as long as the interest rate does not
exceed the amounts stated in this paragraphe efault interestateis a
change (increase) theinterest rate chargdd the borrower as a result of a
failure to meet certain conditions specified in the loan agreement.)

3. Forvariable rate loans, a AatrExpresdender is not required to use the base
rate identified inL3 CFR 120.214(c)t may use the same base rate of interest it
uses on its similarkgized noRSBA guaranteed commercial loans as well as its
established change intervals (including intervals more frequentlyntbathly),
payment accruals, etelowever, the interest rate throughout the term of the loan
may not exceed the maximum allowable Patriot Express interest rate and the
loan may be sold on the Secondary Market only if the base rate isf the
base rateallowed in13 CFR 120.214(c)

V. SBA GUARANTY FEES (13 CFR120.220

A. Standard Policy
1. Alender must pay a fee to SBA for each loan guaranteed under the 7(a)
programT hi s f ee i s knownF ecacshetothléoanfal @B Guar ant y
determines the percentage that is used to calculate thiSé=t. h e di Fee s
column in Chart 5 belowJhe guaranty fee is based on the guaranteed portion
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of the loan and not the total loan amodrite chart below describes the
applicable fees.

2. The Agency automatically calculates the guaranty fee for ieadkidual loan.
This calculatiori s

modi fi ed
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n SBAOS

-tram o N

account i

include changes to the fee that are necessary due to other loans approved within

the past 90 dayshort term loans are not included in this calculatir.more
information, see subparagragt below or contact the processing center or
local SBA office.

Note:If there is a conflict between the fees stated in the Authorizatidrthe
statutory amount authorized at the time the loan is apgdrdtien the statutory

amount governs.

SBA QUICK REFERENCECHART No. 5

Gross Loan Size

FEES

NOTES

Loans of $150,000 or less (Se¢

Note 1)

2% of guaranteed portion

Lender is authorized to
retain 25% of the fee.

$150,001 to $700,000

3% of guaranteed portion

$700,001 to $,000,000
(See Note 2)

3.5% of guaranteed portion
up to $1,000,000 PLUS
3.75% of the guaranteed
portion over $1,000,000

Maturities that exceed 12
months.

Short Term Loan$ up to
million

0.25% of the guaranteed
portion

Maturities of 12 months or
less
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NOTE 1:For example, the guaranty fee on a $100,000 loan with an 85% guaranty would
be 2% of $85,000 or $1,700, of which the lender would retain $425.

NOTE 2:For example, the guaranty fee on50®0,000 loan with a 75%uaranty (8.75

million guaranteed portion) would be 3.5% of $1,000,000 ($35,000) PLUS 3.75% of
$2,750,000 (903,125, which totals $38,125

B. When the Guarantiyee Must be Paifl3 CFR 120.220(b)

1. The lender must pay the guaranty fee to SBA as follows:
a) On loans with maturities in excesg12 months, the lender must pay the

guaranty fee to SBA within 90 days of the date of loan approval.

Effective Date:June 10¢ctober] 2012
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b) On short term loans (maturities of 12 months or less), the lender must
submit the guaranty fee to SBA with the application for guardrits.
applicationwill not be processed without the feEor EWCP loans that
are reissued after 12 months, each time the loan-isgeed it is a new
loan and another guaranty fee is diée SBA earns the short term
guaranty fee when the SBA loan number is issued dilaranty fee is
not refundable except as provided for in paragraph H.1 below.

c) Short Term PLR.oans:Because SBA does not approve or decline the
credit for PLP loans, the lender does not send the guaranty fee for short
term PLP loans to the processing center with the request for a loan

number When-alean-numberis-assignedthe processing-centernotifies
the-lenderthat the guaranty fee- must-be-sentdirectly to-the SBA-Denyer

Finanee-Center(BDFC)-at U-S—Small-Business-Administration—Denver
Colorado-8025D001-The lender must pay the guaranty fee within 10

business days from the date the loan humbassgned and before the
lender signs the Authorizatidar SBA. Lenders aretrongly
encedragekquiredto usewww.pay.gov(see paragrap@-x below). If the
DFC-dedee 5 not receive the-feewithin 10 business days after the
processing center issues the loan number, SBA cancels the guaranty.

d) Short Term SBA Expres&xport Express and Patriot Expréssans:For
SBA Express, Export Express and Patriot Express loans with a maturity of
12 months or lesghe lender does not send the fee to the processing center

with the request for loan numbé&¥hen-alean-numberis-assigned, the
processing-center-notifies-the-lender-thatthe-guaranty-fee-mustbe sent
directhy-to-the SBA-BFCThe lender must pay tlguaranty fee within 10

business days from the date the loan number is assigned and before the
lender signs the Authorizatidor SBA. Lenders aretrenghr-encouraged
requiredto usewww.pay.gov(seeparagraplC-1 below).If the BEGfee
dods not receive the-feewithin 10 business days after the processing
center issues the loan number, SBA cancels the guaranty.

e) THE DUE DATE FOR GUARANTY FEE RYMENT MAY NOT BE
WAIVED OR EXTENDED even itthe disbursemnt period is extended.

2. The lender may charge the guaranty fee to the borrower after the loan is
approved for short term loans or after initial disbursement for loans with
maturities in excess of 12 montt#owever, the first disbursement may not be
made pimarily for the purpose of paying the guaranty fEee Borrower may
use loan proceeds to pay the guarantylfebe borrower plans to use the loan
proceeds to pay the guaranty fee, the Authorizatiost include a Use of
Proceedgategory for either payment of the guaranty fee or general working
capital. NoteWhen an escrow closing is used, the lender may charge the
borrower the guaranty fee only when all loan funds have been disbursed to the
borrower from the escrow account.

C. Method of GuarantfFee Payment

1—Lenders must submit the guaranty &igerelectronicallyor-by-check-to-SBA <
BFC either by using their existin§BA-approved bulk ACH method eSBA

Formatted: Indent: Left: 0.75", No bullets or
numbering, Tab stops: 0.81", Left + Not at
1.13"
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strongly-encourages-lenders-to-submit-all- guaranty fees-electronically,-including
paymenthroughwww.pay.gov When usingvww.pay.goyse | ect fif orm type 15440
and s el ec tTheflogrunaust hanetbgen approved and an SBA loan number

issued in order to useww.pay.gov

a)éheFHeFm‘leaﬂs; <« Formatted: Heading 3, Indent: Left: 0.75",
. . . i Tab stops: 0.81", Left
Eo—leonswhorthe SR A share s balnanereased,

. If the Fedls Not Paid

If the guaranty fee is not paid within 90 days, the gugrait be cancelled.
1. Notification of Fee Requirement

The Authorization s t he | enderd6s notification that a guarant
payable within 90 days of approval. SBA may, but is not required to, inform the

lender when the guargnfee has not been received by SBA within the required

time frameNeither the issuance of any notice of smayment by SBA nor the

receipt of any notice ofnepay ment by the | ender waives the |l ender
obligation to pay the fee within 90 days of approlraladdition, the obligation

to pay the guaranty fee to SBA is not contingent upon the Borrower having paid

the fee to the lender.

2. Notice of Cancellationf Guaranty
If SBABFC has not received the full guaranty fee by the due date, on the 91st

day after | oan approval SBA widedkd slsue a fANotice of
SBA BFE has not received the full guaranty fee by the 120th day after loan
approval, on the 121dtay SBA wi |l |l cancel the guaranty and i ssu
Cancellatiorof Guaranty 0

3. When reviewing a |l enderds continued participation i
programs, SBA will consider a |l enderés failure to |

in a timely manner.

. Reinstatemenf GuarantyAfter Cancellation

If SBA cancelled its guaranty because the lender did not pay the guaranty fee, the
lender may request that SBA consider reinstating its guarbingylender must

submit a written request to the appriate SBA Commercial Loan Servicing Center
and must include the following (s&©OP 50 50 4, Chapter t0

1. SBA Loan Number and the SBA Loan Name;

Effective Date:June 10¢ctober] 2012
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2. The requied Aremittance-of-the-fulguaranty feenust be paid electronically
(seeparagraptC above) within 30 days from the date of reinstatement or th
guaranty will be cancell@sved-w
Pommooestionenthoremiineee

3. A certification that there has been neremedied adverse change in the
financial condition, organization, operations, or fixed assets of the Borrower or
Operating Company since the date of application for guaranty;

4. If the loan has been disbursed in whalénopart, a certification that the loan is
current, the lender has been reporting the loan on all 1502 monthly reports since
the loan was disbursed, and the lender has been paying the Si¥ngn
guaranty fee in a timely manner on this loan; and

5. A compldae written explanation as to why the lender failed to pay the guaranty
fee and what the lender has done to correct any deficiencies in its procedures.

Note:A hi story of failure to pay required guaranty fees
participation in SBA progams with delegated authority such as RPILFSBA Express.

F. Additional Guarantyree for Loan Increases

1. When a7(a) loan is increased, additional appropriations are committed, and an
additional Guarantfee is d. The additional fee is based on the rules in effect
at the time the loan was originally approvétierefore, the amount of the
additional guaranty fee due for an increase will equal what the guaranty fee
would have been if the increase was part of tiggral loan amount, less the
amount of the original fee (if already remitted).

2. The addltlonal guaranty fee assomated with the i increase magbbetted-to

ﬂe{—beeeensMeFedald electromcallv (see paraqraph C above) within 30 day:

from the date the increase was approved or the total loan guaranty will be
cancelled

G. Additional GuarantyFee forExtensionsf Short Term Loans

1. Whenthe maturity ofa short term 7(a) loan is extendaglyond 12 monthsn
additional guaranty fee is due. (Lenders may contact the appropriate SBA CLSC
(or the Office of International Trade for EWCP loafm)assistanceJhe

additional fee mustccompany-the-requestto-extend-the-maturity-past 12 l

monthsbe paid electronically (see paragraph C above) within 30 days fromthe
date he extension was approved or the total loan guaranty will be cancelle
The lender may charge the additional fee to the borrower after the lender has
received notice from SBA that the maturitytensiorhas been approved.

2. No additional guaranty fees will lmavedfor loansextended beyond their
original maturity datevhen SBA determines the extensionasffect collection
andno new funds are disbursed, regardless of the original maturity

H. GuarantyFee Refund$13 CFR 120.220(%)
1. Short term loansthe guaranty fee will be refunded only if:

a) The loan application is withdrawn by the lender prior to approval by SBA,;
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