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By this Notice, we are announcing a completely revised Chapter 13 and Appendix 17 in SOP 50 51 2 and a revision to Chapter 9 and Appendix 26 in SOP 50 50 4 concerning guaranty purchase reviews, denials of liability, and suits against participant lenders.  These changes are intended to improve the quality, consistency and timeliness of guaranty purchase decisions.  Copies of the revisions are attached to this Notice for your information.

Changes to SOP 50 51 2, Loan Liquidation and Acquired Property
Changes incorporating SBA Policy Notice 5000-831, 7(a) Loan Guaranty Purchase Policy (effective date 10/2/02)

SBA has issued a completely revised Chapter 13 of SOP 50 51 2 for 7(a) loan guaranty purchase reviews, denials of liability and suits against participant lenders primarily to incorporate the policies and guidance originally set forth in Policy Notice 5000-831. The revised Chapter 13 also reflects the additional changes described below.  This chapter applies to both pre-purchase and post-purchase reviews.

SBA also has issued a new Appendix 17 to SOP 50 51 2, the Guaranty Purchase Checklist, which was issued along with Policy Notice 5000-831 and thereafter was further updated.  The revised Guaranty Purchase Checklist also replaces the checklist found in SOP 50 50 4, Appendix 26.  The Office of General Counsel will be making a conforming change to SOP 70 50 3, Appendix 5a.  

Additional Changes
· Modification to reflect the Administrator’s delegation of authority to the Associate Deputy Administrator for Capital Access to deny liability on a loan guaranty, and to approve the initiation of a lawsuit to recover funds on a previously paid guaranty.  This delegation was published in the Federal Register on August 25, 2003 (68 FR 51048) (Chapter 13, Paragraph 2).
· Incorporation of procedures for repairs as set forth in SBA Procedural Notice 5000-898, Adjustments to 7(a) Loan Guaranty Purchases (effective date 12/16/03) (Chapter 13, Paragraph 6).

· Incorporation of policy on reviews of lender eligibility decisions and reviews of loans that go into early default or have early loan problems for loans made under the SBAExpress pilot program so that these loans will be treated the same as PLP for these purposes.  (Chapter 13, Paragraph 15).
· Clarification of effect on purchase review if lender does not follow the instructions outlined in Procedural Notice 5000-725 (later restated in Procedural Notice 5000-753) for verification of borrower financial information in the event of delay by IRS in providing tax transcripts (Chapter 13, Paragraph 21).

· Clarification of what constitutes acceptable verification by a lender of a borrower’s required cash equity injection, including the new requirement that a lender must also verify the source of the cash used for the equity injection when the injection is material to the borrower’s operation (Chapter 13, Paragraph 24).   
· Explanation of two additional factors SBA will consider when a lender fails to obtain a listing of collateral at the time a loan is made:  any loss of rights in collateral and the effect on liquidation proceeds (Chapter 13, Paragraph 27). 

· Definition of timely lender site visits (Chapter 13, Paragraph 28).  

· Incorporation from Procedural Notice 5000-700 of how loans are flagged in the Guaranty Repair Tracking System (Chapter 13, Paragraph 29), and how flagged issues are resolved.

This list highlights the significant changes to Chapter 13 (other than those originally in Policy Notice 5000-831), but is not exhaustive. You should review the revised SOP chapter to familiarize yourself with all the changes.
Changes to SOP 50 50 4, Loan Servicing
SBA also has revised paragraph 4.c.(1) of Chapter 9 of SOP 50 50 4 and Appendix 26 regarding the documentation required from lenders when they submit a request that SBA honor its guaranty.  Paragraph 4.c.(1) has been revised to read as follows:


4.  c.  Copies of loan closing instruments.

(1)  The lender must provide SBA with copies of the executed loan authorization, note and guaranties and, as needed to process a specific purchase request, the lender must also provide copies of collateral documentation with evidence of required lien position, standby agreements, evidence of equity injection, assignment of life insurance, and other documentation required by the authorization and guaranty purchase checklist in Appendix 26.
The balance of Chapter 9 (and also portions of Chapter 10) of SOP 50 50 4 are still applicable to guaranty purchase reviews and should be read in conjunction with the revised Chapter 13 of SOP 50 51 2.
If you have any questions about this notice, please contact Walter Intlekofer, 202-205-7543, or for legal questions, Eric Benderson, 202-205-6636, or Amy Mertz Brown, 202-205-6803.  

James E. Rivera 

Associate Administrator for Financial Assistance
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