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SUBJECT:
Clarification of Prepayment Penalty Language Contained in Notice 5000-703
EFFECTIVE:
1-22-2001

The purpose of this Notice is to clarify the provisions in Notice 5000-703 related to implementation of the recently authorized prepayment penalty (subsidy recoupement fee).   The body of the previously issued Notice appropriately stated that a prepayment penalty would only apply when, among other things, a borrower prepays more than 25 percent of the outstanding loan balance in a given year.   However, the 7(a) Wizard Authorization language did not include this 25 percent limitation.  In addition, the Authorization language did not clearly indicate that any prepayment penalty would be assessed against the full amount prepaid, not just the SBA guaranteed share.  In order to make the Authorization language fully comply with the statute, please discontinue usage of the previously provided language and, for every loan with a maturity of 15 years or more, insert in the repayment terms of the Authorization, the following language.

PREPAYMENT CHARGE:  In addition to any other fees referenced in this note, when, in any one year, a Borrower voluntarily prepays more than 25 percent of the outstanding principal balance of the loan, the Borrower must pay to SBA a prepayment fee as follows:  

a) During the first year after the date on which the loan is first disbursed, 5 percent of the  prepayment amount;

b)   During the second year after the date on which the loan is first disbursed, 3 percent of the prepayment amount; and, 

c)    During the third year after the date on which the loan is first disbursed, 1percent of the  prepayment amount.

The Office of Financial Assistance and the National Authorization Boilerplate Committee are currently drafting modifications to the Authorization boilerplate, including this modification.  A procedural notice will be issued soon which will discuss the boilerplate changes.

Please share both this Notice and Notice 5000-703 with your lenders.  Questions from SBA field offices on this new Authorization provision should be directed to Sloan Coleman, OFA, at 202/205-6490.  Questions from lenders regarding this provision should be directed to their SBA field offices.

Thank you in advance for your attention to this important issue.  

____________________

Jane Palsgrove Butler

Associate Administrator 

  for Financial Assistance
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