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The purpose of this Notice is to renew Policy Notice 5000-693. The policy guidance in that Notice has not been modified. At this time, we are continuing to study this issue and to review the feedback from program participants prior to making a final policy decision.  

SBA issued Policy Notice 5000-693 putting into place temporary measures intended to limit lender and Agency risk on loans to finance "changes of ownership."  The following is a reprint of Policy Notice 5000-693.

Exemption of SBAExpress, CommunityExpress, and Loan Applications of $150,000 or less 
Because of the small size of these loans and the risk they present relative to the Agency’s ability to handle additional applications in-house, SBAExpress and CommunityExpress are exempt from the requirements of Policy Notice 5000-677.   For the same reason any loan application for $150,000 or less is exempt from this notice.  

Business Valuation 

Determining the value of a business is the key component to the analysis of any loan application for a change of ownership.  This requirement can be found in Subpart A, Chapter 3 of SOP 50 10.   The need for an accurate valuation is true regardless of whether the financing is structured as an asset purchase or a business purchase. The lender must do its own valuation of an applicant. This is true regardless of how many other business valuations may have been performed by other interested parties.  If the lender uses a series of “in-house” business valuation methods for its non-SBA loans, it should also use them for its SBA loans, and should document this process in the SBA loan file.  Lenders seeking SBA guidance on business valuation methods used by SBA can contact the local district office and be given relevant pages of SOP 50 14, Training Case Book II for Processing Loan Officers.  Lenders should use at least two methods to establish a range of values for the business. 

Real Estate Appraisals

All lenders must assess the value of the collateral to be taken as security for every SBA loan. When commercial property is the primary collateral, either a real estate assessment or an appraisal is required, depending upon the estimated value of the real property.

For businesses that have been transferred within 36 months prior to the date of the loan application and the real estate is valued at over $100,000, Policy Notice 5000-677 requires two appraisals of the business real estate, including one requested directly by the lender.  Appraisals are not required for loans where the real estate is valued at $100,000 or less.  In order to ease the burden on small businesses, this Notice amends the appraisal procedure to give the lender the option of replacing the second appraisal with one of the following:

a. A "review" of the first appraisal by another appraiser (selected directly by the lender), or

b. If the first appraisal was requested by the lender, a site visit by a senior member of the lender's staff may be substituted for the second appraisal.  The lender must document the file and include the date of the visit and a description of the items reviewed on site.  

Verification of Information

Notice 5000-677 requires that lenders “verify the historical profit and loss statements of the business for the last 2 years.”  This was included to highlight the requirement in SOP 50 10, Revision 4, Subpart B, paragraph 3c; and Subpart A, Chapter 6.  These SOP requirements remain in effect.  The reference to 2 years was included to emphasize the review in connection with the reasons for the issuance of Policy Notice 5000-677.  Verification of the information will be accomplished by verifying the tax returns.  In cases where verification of tax returns is not an option, other forms of verification should be used (e.g., sales taxes paid to a state can be used to verify revenues for a retail business).  This is particularly true in the case of business valuations where there is insufficient independent information available (e.g., where a division of a business is being sold).  Finally, the source of information (e.g., the lender, a packager, an accountant, the applicant, etc.) must be identified in the lender’s documentation.

Documentation of Effort to Comply with Notice 5000-677

Specific documentation requirements have not been included because of the variety of business types and situations a lender is likely to encounter.  A lender’s files should provide evidence of the thought process the lender used to arrive at the decision to make a loan. 

Use of the PLP Program

Existing procedures related to submission of documents to the PLP Center are not changed by Notice 5000-677 or this Notice.  However, financial statement verification (including IRS verification) and appraisal work must be complete before the loan is sent to SBA so that SBA knows that all of the information has been verified before SBA begins processing.

PLP Status

Notice 5000-677 mentioned holding lenders to a higher level of due diligence and the possible forfeiture of PLP status.  SBA's intent was to convey the seriousness of the situation and inform lenders of the need for additional scrutiny of applications for change of ownership loans.  As always, the Agency is willing to work with lenders to serve the needs of the public in a responsible fashion.  In some cases, the agency may be required to pursue those who do not act responsibly.   

Effective Date

Loans submitted after August 4, 2000 are subject to the requirements of Notice 5000-677 and the modifications contained in this notice.

Reminder

The provisions in SOP 50 10 on loan processing continue to apply to all applications.  

Questions

Questions from lenders and other parties should be directed to the local SBA office.

Questions from SBA field staff should be directed to James Hammersley at (202) 205-7505. 

____________________________

Hector V. Barreto

Administrator

Expires: 12-01-2002 
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