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SBA Procedural Notice

g

11/5/96

 Set ExpDate"12/31/96" 12/31/96
TO:
All RAs; DDs; BMs; Field Counsels; Field Finance, USEAC,  PLP and LowDoc Loan Processing Centers, PLP Review Branch and Disaster Area Counsels and Directors, Commercial Loan Servicing Centers Personnel; and Staff in the Offices Field Operations, Financial Assistance, General Counsel, and  International Trade
CONTROL NO.:
5000-637

SUBJECT:
Lender-Serviced Loans in SBA Sale #2
EFFECTIVE:
12/3/99

This is part of the continuing series of notices about the Agency’s Asset Sales Program (also see SBA Information Notice 5000-563).  In SBA Procedural Notice 5000-624, SBA announced that multiple loan types would be sold in SBA Sale #2, including lender-serviced purchased 7(a) guaranteed loans (herein the “Lender-Serviced Loans”).  This Procedural Notice is being issued to provide the list of Lender-Serviced Loans targeted for Sale #2, and to address the sale procedures for these loans. 

An Intranet SBA website has been established for the Asset Sales Program.  It contains information on this sale that is not available to the general public, including the list of Lender-Serviced Loans targeted for this asset sale (Exhibit A-2), Q&A’s for lenders on the sales process for Lender-Serviced Loans, Information Notice 5000-563, Procedural Notice 5000-624, and this Procedural Notice with its related exhibits.  The website may be accessed through the SBA Program and Field Offices option on the SBA’s Intranet website. 

LENDER-SERVICED LOANS IDENTIFIED FOR SALE

The list of Lender-Serviced Loans that may be sold in this sales initiative is posted on the SBA’s Intranet.  To review those loans for which your office is responsible, click on the following website address: http://yes.sba.gov/offices/assets and select “Exhibit A-2 (List of Lender-Serviced Loans, Sale #2)”.  From the Excel toolbar, select DATA, select FILTER, select AUTOFILTER, click the down arrow key on Column 8, and select your office. This will provide you with the list of Lender-Serviced Loans for which your office is responsible.  

LENDER CONSENTS

This sale will include both SBA- and Lender-Serviced XGP loans.  Prior to selling these loans, the Agency must obtain the consent of the appropriate lenders.  Separate lender consent agreement forms will be used, one for SBA-Serviced loans and the other for Lender-Serviced Loans.   Please note that the consent agreements must be signed, witnessed, and notarized.  If a lender has both SBA- and Lender-Serviced Loans in the sale, they must sign both forms.

The consent for SBA-serviced loans was provided in a separate Procedural Notice (5000-624) and is available on the SBA Intranet.  A copy of SBA Form 2144, Authorization and Consent to the Sale of Loans (Lender-Serviced Loans), is attached as  “Attachment I,” and is also available on the SBA Intranet site.  Questions from lenders regarding the terms and conditions of this agreement should be referred to Bill Gery at (202) 401-2803 or Yolanda Swift at (202) 205-6918. 

The field offices should begin contacting each lender whose loans are earmarked for this initiative to obtain their signatures on the appropriate Consent Agreement.  The enclosed generic lender letter (Exhibit B-2)  should be sent to lenders along with:

1. Lender-Serviced Lender Consent Agreement (SBA Form 2144, Authorization and Consent to the Sale of Loans (Lender-Serviced Loans) (Attachment I); 

2. Schedule of Assets (Attachment II);

3. Sale of Lender-Serviced, SBA Purchased 7(a) Loans, Lender Questionnaire (SBA Form 2145) (Attachment III);

4. The Lender Perspective: Questions & Answers, dated September  7, 1999 (Attachment IV); 

5. SBA Purchased 7(a) Loans, The Sales Process for Lender-Serviced Loans: Questions & Answers, dated November 5, 1999 (Attachment V); and

6. Borrower Notice (Attachment VI).

The contents of the lender letter (Exhibit B-2), Consent Agreement (SBA Form 2144), and other exhibits may not be modified.  All of these exhibits can be downloaded from the website.

SBA has selected Merrill Lynch/Cushman & Wakefield as the Transaction Financial Advisor (TFA) for Sale #2.  The TFA is managing the lender consent process and is responsible for coordinating and maintaining a database on lender consents.  A TFA representative will be contacting the field asset sales coordinators to assist with this effort.  The field should fax a copy of each signed consent as it is obtained to the TFA at (202) 293-9049, Attention: Andrew McAllister.  The original consent should be mailed to the TFA, c/o Cushman & Wakefield, 1801 K Street, NW, Suite 1100L, Washington, DC 20006, Attention: Andrew McAllister.  The TFA will deliver the original consent to SBA for execution.  Finally, an executed original consent will be mailed to the lender by the TFA.

If you have any questions or concerns regarding the lender consent process, please contact:

Andrew McAllister

Transaction Financial Advisor

c/o Cushman & Wakefield

1801 K Street, NW, Suite 1100L

Washington, DC 20006

Email:
andrew_mcallister@cushwake.com

Direct:
(202) 776-7173

Main:
(202) 467-0600 x173

Fax:
(202) 293-9049

If the lenders have questions please direct them to call Cushman & Wakefield toll-free at (877) 676-7475.

ONGOING SBA FIELD OFFICE ROLES AND RESPONSIBILITIES

In addition to requesting lender consents, field office staff will be responsible for coordinating with the lenders throughout the sale.  This will help reduce due diligence costs, which is critical.  

We have an e-mail address dedicated to lender questions - lenderquestions@sba.gov - and we will prepare periodic notices to keep lenders informed about key issues and to provide dates relating to the sale.  The notices will be distributed by the field asset coordinators by regular mail or e-mail, and will be posted on SBA’s public website.  Some lenders will also want to talk directly with SBA staff regarding various issues, and each lender letter (Exhibit B-2) should provide lenders with an SBA field contact name, phone number, and e-mail address.

In addition to general communications with lenders,  field responsibilities will include:

· Send letters notifying borrowers that their loans are being sold once lender consent is received on Lender-Serviced Loans. 

· Communicate and coordinate with the lenders to ensure the lenders’ loan files are shipped to the Due Diligence Facility in a timely and coordinated manner; and that an updated, certified Transcript of Account is prepared and included in each loan file.

· Ensure lenders complete the interest paid-to-date field on the Schedule of Assets.

· Distribute periodic notices to lenders.

· Follow up with lenders to ensure that original trailing documents are sent to the Due Diligence Facility in a timely manner, and that all payments are reported promptly to the Denver Finance Center.

· Coordinate post-closing activities to see that lenders are informed of servicing transfer dates, where borrowers are to be referred, where to send any final documents, etc.

The SBA will require that a certified Transcript of Account, from the date of purchase by SBA to the present time, be prepared and included in each of the lender’s loan files. An electronic version of the Transcript of Account(s) for each lender’s loan(s), preferably in Microsoft Excel, will also be requested.  Lenders will also be asked to include the interest paid-to-date on the Schedule of Assets. 

The Borrower's Notice for Lender-Serviced Loans is attached as Attachment VI.  It should be prepared and sent by the field offices to borrowers after consent is received from the lenders.  The content of this notice may not be changed.  Field offices should use a copy of the notice downloaded from the website.

FILE SHIPMENT AND LENDER ACCESS TO FILES FOR  SERVICING

The shipment of lender files will be paid for by SBA, and can be charged to Federal Express 

# 245733674.  The shipment address is as follows:

METEC Due Diligence Office

3rd Floor, Attn:  Files Manager

499 S. Capitol Street, SW

Washington, DC 20003

(202) 479-4555

The Due Diligence Facility is expected to open on November 22, 1999, and files should be ready to be shipped as soon as possible after that date.  File shipment by lenders will be coordinated with the field office contacts, who will confirm expected shipment dates with the Due Diligence Contractor for lenders who have requested CD-ROM’s with imaged copies of their original files.  This will ensure that lenders will be able to access the files needed to service their loans within 10 business days.

For lenders whose loans are in Sale #2, the servicing transfer(s) to the winning bidders are anticipated to occur by June 30, 2000.  If a lender has 20 or fewer loans in the sale, they will be requested to retain a copy of the parts of the files that they anticipate they will need to service the loans until the servicing transfer to the purchaser(s).  If lenders have over 20 loans in the sale, they have the option of copying their own files or requesting a CD-ROM with imaged copies of their files, to be provided within 10 business days of receipt of their files by SBA’s Due Diligence Contractor.  In all cases, the original files/documents must be forwarded to the Due Diligence Facility.

Field offices must ensure that all lenders complete the attached questionnaire (Attachment III) to provide contact information and indicate whether the lender requires a CD-ROM. 

If original documents are required for unanticipated events, such as a loan payoff, the required documents can be returned to the lender within 5 business days.

REAL PROPERTY APPRAISALS  
SBA SOP 50-51, Chapter 16, requires that an appraisal of real property be obtained for loans in liquidation when it appears that the property has significant value and will be liquidated.   In order to facilitate the marketing and sale of the business loans, we are requesting current appraisals (dated May, 1999, or more current) be obtained on loans with an unpaid principal balance of  $500,000 or more.

Field office contacts will request that the lenders order the appropriate appraisal as noted above if they are not already in the file.  The appraisals should be shipped to the Due Diligence Facility by January 5, 2000, and the SBA Loan Number should be placed prominently on the face of each appraisal. 

BORROWER NEGOTIATIONS

Lenders will be requested to finalize and document borrower negotiations, compromises, and modifications (including collateral releases), no later than February 15, 2000.  While we recognize that compromises can be beneficial to the SBA and the lenders, it is necessary to minimize the number of loans that are removed from the sale once the investor due diligence period begins.

FIELD OFFICE  TIMETABLE

The following is the timetable to complete the foregoing tasks:

Task
Due Date

Send Lender Consents
1 week from date of this Notice

Send Borrower Notices
2 weeks from the consent date

Coordinate with Lenders
Ongoing

Thank you for your help.  If you have any questions, please contact Michael Murray, Field Operations at (202) 205-6598 or Arnold S. Rosenthal, Assistant Administrator for Portfolio Management at (202) 205-6484.

__________________________


      ___________________________

Robert J. Baskin
Charles D. Tansey

Associate Administrator
Associate Deputy Administrator

     for Field Operations
     for Capital Access

Attachments

EXPIRES:  12/1/2000 
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Borrower Notice

Exhibit B-2

Date

Bank Contact

Bank Name

Bank Address

Bank City, State, Zip

Dear Bank Contact:

The U.S. Small Business Administration launched its Asset Sales Program with a $332 million sale of loans in August, 1999. SBA is now in the process of identifying loans for SBA Sale #2.  You may have previously been contacted regarding the sale of SBA purchased 7(a) loans serviced by SBA.  This letter relates to the sale of SBA purchased 7(a) loans that are currently being serviced by your institution.

Our sale program requires your participation and continued support as our lending partner.  Specifically, we need your consent to sell your “lender-serviced” loans that have been purchased by SBA.  We would like to sell Bank Name’s participation interest along with SBA’s purchased portion.  We believe that the sale of whole loans (both Bank Name’s and SBA’s participation interests) will maximize the recovery to both your institution and SBA.  

In each loan sale, the loans are divided into loan pools in order to maximize value. The criteria used to pool the loans includes: performing vs. non-performing, real estate collateral vs. chattel collateral, secured vs. non-secured, lien position, loan-to-value ratios, location of collateral, and environmental issues.  Each lender will be paid their pro-rata share of the sale proceeds (net of direct sales costs) based on the sales price of the loan pool(s) in which their loans are sold.

As part of SBA’s Asset Sales Program, qualified firms will be engaged to help SBA sell its loans in a competitive and commercially reasonable manner.  As in Sale #1, the Agency has selected experienced and nationally-known contractors to be the SBA’s Transaction Financial Advisor (TFA), Legal Advisor and Due Diligence contractor for this sale.  Merrill Lynch/Cushman & Wakefield has been selected as the TFA for Sale #2.

SBA plans to sell approximately $1 billion in unpaid principal balance in Sale #2.  Included in this sale are ___ loans with a gross outstanding balance of  $__________ in which Bank Name is a participant. In order to proceed with selling these loans we need your written consent.  We have included the SBA’s Consent Agreement for Lender-Serviced Loans (Attachment I) which must be executed by the appropriate authorized signatory and returned to the SBA at the above address.   Please note that your signature must be witnessed and notarized.  SBA will execute a copy and return it to you for your files.  Merrill Lynch/Cushman & Wakefield, the TFA, will be managing the lender consent progress in conjunction with SBA and may be contacting you regarding the consent process.

Please review the Schedule of Assets (Attachment II) which is a list with the specific Bank Name assets that the SBA plans to include in Sale #2.  For each loan that will be included in the sale, we request that the interest paid-to-date be provided on the Schedule of Assets.

In order for your loans to be included in the sale, the SBA requires that a certified Transcript of Account, from the date of purchase by SBA to the present time, be prepared and included in each of your loan files.  We are also requesting that you provide a electronic version, preferably in Microsoft Excel, of the Transcript of Account(s) for your loan(s) on a diskette with your files.

Enclosed please find the following attachments:

· Lender Questionnaire (Attachment III). Please complete the attached questionnaire, (Attachment III), to provide contact information and indicate whether CD-ROM’s  are being requested if you have over 20 loans in the sale.  The completed questionnaire should be included with your signed Consent Agreement.

· The Lender Perspective: Questions & Answers, dated September 7, 1999 (Attachment IV). These Q&A’s provide you with background information on the SBA Asset Sales Program from a lender’s perspective.

· Selling Lender Serviced Loans: Questions & Answers, dated November 5, 1999 (Attachment V).  These Q & A’s provide lenders with detailed information regarding the procedures for sale of the SBA purchased 7(a) loans you are currently servicing for SBA.  

· Form of the letter that SBA will send to borrowers notifying them of the sale once your consent is received (Attachment VI). 

You can monitor Sale #2 activity and view other program-related information at the SBA Asset Sales Program website (www.sba.gov/assets).  In addition, if you are interested in purchasing loans or know of any investors that may be interested in purchasing SBA loans, please contact the SBA Sale #2 Transaction Financial Advisor c/o Merrill Lynch at john_winchester@ ml.com.

If we do not receive the signed Consent Agreement from you shortly, you will be contacted by the SBA or a member of the Transaction Financial Advisory group.  Also, should you have questions regarding the sales program, e-mail lenderquestions@SBA.gov, send a fax to (202) 293-9049, or call the Transaction Financial Advisor c/o Cushman & Wakefield toll-free at (877) 676-7475.

Thank you in advance for your cooperation.  I will be the SBA field office contact throughout the sales process, and can be contacted at  {phone} or {e-mail address}.

Sincerely,

SBA Loan Officer

Enclosures

Attachment I

AUTHORIZATION AND CONSENT TO THE SALE OF LOANS

(LENDER-SERVICED LOANS)

THIS AUTHORIZATION AND CONSENT TO THE SALE OF LOANS (this “Agreement”) is made this ________ day of ____________, _______________ by and between _________________________________________________ (the “Lender”) and the U.S. Small Business Administration (the “SBA”).

RECITALS

A.
The Lender originated and/or is the holder of an interest in each of the loans (the “Loans”) identified on Attachment 1 to this Agreement, each of which Loans  previously was guaranteed by the SBA pursuant to a Loan Guaranty Agreement (Deferred Participation) SBA Form 750 executed by the SBA and the Lender (a "Guaranty Agreement"); 

B.
As a result of a default, the SBA paid the guaranty provided pursuant to the Guaranty Agreement and acquired a beneficial right, title and interest in and to the Loans;

C.
The Lender retains legal title to the Loans and a beneficial interest in and to the Loans;

D.
The SBA wishes to include the Loans in one of the SBA’s upcoming loan sale program sales (a “Sale”), which Sale will involve the transfer of all legal and beneficial right, title and interest in and to the Loans, including (but not limited to) the right to service the Loans;

E.
Pursuant to the Guaranty Agreement, the SBA is required to receive the Lender's authorization and consent to the sale of the Loans; and 

F.
To facilitate the marketing and sale of the Loans, the Lender hereby agrees to transfer its legal and beneficial interests in the Loans to the SBA pursuant to the terms and conditions set forth in this Agreement so the SBA will have full legal and beneficial right, title and interest in and to the Loans at the time the transactions that constitute a Sale are consummated.

TERMS

In consideration of the premises contained herein and other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto agree as follows: 

1.
The Lender hereby expressly authorizes and consents to the sale of the Loans as part of a Sale and, in connection therewith, authorizes the SBA to undertake such actions as the SBA, in its sole discretion, may deem appropriate to market and sell the Loans, including, but not limited to, the disclosure of any and all information in the SBA’s possession regarding the Loans.

2.
To facilitate the marketing and sale of the Loans, the Lender hereby agrees to assign, transfer, set over and convey to the SBA, prior to the time the transactions that constitute a Sale are consummated, all of the Lender’s legal and beneficial right, title and interest in and to the Loans.  To facilitate the foregoing, the Lender hereby appoints the SBA’s Assistant Administrator for Portfolio Management as its true and lawful attorney-in-fact to act in the name, place and stead of the Lender for the limited purposes set forth in this Agreement.  The attorney-in-fact is hereby authorized and empowered, among other necessary and appropriate actions, to execute, acknowledge, seal and deliver, on behalf of the Lender, assignments of the Lender's legal and beneficial interest with respect to all of the Loans to the SBA.

3.
To further facilitate the marketing and sale of the Loans, the Lender authorizes the SBA and hereby appoints the SBA as its authorized agent to execute any and all additional documents the SBA determines to be necessary or appropriate to transfer the Lender’s legal and beneficial right, title and interest in and to the Loans to the SBA as well as to effectuate the sale and transfer of the Loans.

4.  
Lender hereby agrees to cooperate in facilitating the sale of the Loans including promptly delivering documents and information pertaining to the Loans upon request by the SBA.

5.
Within ten (10) days of the date on which the Lender executes this Agreement, the Lender will deliver to the SBA all loan files relating to the Loans.  The loan files are to include for each Loan a Transcript of Account, from the date of purchase by SBA to the present time, evidencing the entire unpaid principal balance of the Loan, in all cases certified by the Lender as true and accurate.  The loan files are to be delivered to the SBA's address set forth in Paragraph 15 of this Agreement.

6.
Following the sale of the Loans, the SBA will remit to the Lender the proceeds attributable to the sale of the Lender’s legal and beneficial interests in the Loans, net of any costs and other expenses associated with the Sale, as set forth in this Agreement.

7.
The Lender will share ratably in all costs and expenses of a Sale in which some or all of the Loans are sold, including the funding of a reserve for the breach of any representations and warranties made in conjunction with such Sale.  Following the resolution of all alleged breaches with respect to a Sale, if any surplus remains in the reserve established for such Sale, then that portion attributable to lenders will be refunded to lenders (including the Lender) on a pro rata basis.  The Lender’s share of any costs and expenses will be determined in accordance with the Lender’s interests in any Loans that are sold; provided, however, the Lender’s share of the costs and expenses of the Sale, including its share of the funding of the reserve fund, will not exceed the proceeds attributable to the Lender’s beneficial interests in the Loans.

8.
The SBA reserves the right in its sole and absolute discretion to remove any Loan from any Sale, to delay or cancel any Sale and to assign any of the Loans to any Sale, as the SBA determines to be in the best interests of the loan sale program.

9.
For a Loan sold in a Sale, the Lender will be entitled to retain, through the applicable cut-off date, the appropriate portion of any payments or other remittances remitted by an obligor with respect to the Loan.  With respect to any Loan sold in a Sale to a third party, however, the Lender will have no further claims or recourse against the SBA or any obligor with regard to such Loan.  The Lender specifically acknowledges and agrees that all payments received from an obligor after the applicable cut-off date are to be paid over to the third-party purchaser of the Loan.

10.
The Lender acknowledges and agrees that it will be responsible for servicing each Loan until the earlier of (a) the servicing transfer date established for the Sale in which the Loan is sold or (b) a date established by the SBA.  The Lender will provide all reasonable cooperation necessary to effect the transfer of servicing of each Loan to the servicer a third-party purchaser might select.

11.
As an inducement to the SBA to include the Loans in a Sale, the Lender represents and warrants to and covenants with the SBA that:

(a)
The Lender has legal title to each of the Loans and a beneficial interest in each of the Loans;

(b)
The Lender has the right to sell such interests;

(c)
The Lender has not pledged, hypothecated, assigned, released or subordinated its interests in any of the Loans;

(d)
The Lender has no knowledge of any claims, counterclaims, offsets or defenses alleged by any obligor on any of the Loans;

(e)
The Lender agrees to promptly notify the SBA of any claim or defense that is raised by any obligor on any of the Loans;

(f)
Without the express prior written consent of the SBA, the Lender will not, from the date this Agreement is signed by the Lender, institute any legal or collection action or continue to prosecute any pending liquidation or legal action pertaining to any of the Loans;

(g)
The Lender has all requisite power and authority to execute this Agreement and to perform all of its obligations pursuant to this Agreement and the Lender has taken all necessary actions, corporate or otherwise, to authorize the execution, delivery and performance of this Agreement;

(h)
The Lender is duly and legally authorized to enter into this Agreement and all laws, rules, regulations, charter provisions and by-laws to which the Lender may be subject have been duly complied with; and

(i)
The execution, delivery and performance of this Agreement by the Lender does not and will not require any consent or approval of any person or entity that has not already been obtained.

12.
This Agreement will be governed by, construed and enforced in accordance with applicable Federal law.  If there is no applicable rule or precedent under Federal law, the internal law of the State of New York will be deemed to control, without giving effect to any choice of law principles.

13.
This Agreement will be binding upon and inure to the benefit of each of the parties and their respective successors and assigns.

14.
Each part of this Agreement is intended to be severable.  If any term, covenant, condition or provision hereof is illegal, invalid or unenforceable for any reason, such illegality, invalidity or unenforceability is not to affect the legality, validity or enforceability of the remaining parts of this Agreement, and all such remaining parts of this Agreement will be legal, valid and enforceable and have full force and effect as if the illegal, invalid or unenforceable part had not been included.

15.
All communications, notices and approvals provided for hereunder must be in writing and mailed or delivered to the SBA or the Lender, as the case may be, at the following addresses or at such other address as either party may hereafter designate by written notice to the other party:

IF TO THE SBA:   
409 Third Street, S.W.

Eighth Floor

Washington, D.C.  20416

Attention:  B. John Farmakides



IF TO THE LENDER:
_____________________________






_____________________________






_____________________________






Attention:  ____________________






Phone:       ____________________

ADDRESS FOR FILE SHIPMENT:
METEC Due Diligence Office

3rd Floor

499 S. Capitol Street, SW

Washington, DC 20003

Attn:  Files Manager

(202) 479-4555
LENDER CONTACT INFORMATION FOR THE SALE:

Institution Contact      __________________________________________

Institution  Name       __________________________________________

Street  Address           __________________________________________

City, State, Zip           __________________________________________

Contact Phone #         __________________________________________

Contact Fax #             __________________________________________

E-mail Address          __________________________________________

THE SCHEDULE OF ASSETS MUST BE ATTACHED TO THIS CONSENT AGREEMENT.
IN WITNESS WHEREOF, the undersigned have duly executed this Agreement in the names and under the seals of the undersigned and with the intent that this be a sealed instrument, as of the date first written above.

U.S. SMALL BUSINESS ADMINISTRATION







By:







WITNESS





Arnold S. Rosenthal








Authorized Agent

LENDER:







By:








ATTEST/WITNESS



Printed Name:











Title: 








ACKNOWLEDGMENTS

DISTRICT OF COLUMBIA, ss:

Before me, the undersigned Notary Public, personally appeared Arnold S. Rosenthal, the Authorized Agent for the United States Small Business Administration and the person who executed the foregoing instrument by virtue of the authority vested in him, and he acknowledged to me that he executed the same for the purposes and consideration therein expressed and in the capacities therein stated.

Given under my hand and seal this _____ day of _____________, _____.



[SEAL]


















Notary Public








My commission expires 



State of __________________________

County of _________________________

Before me, the undersigned Notary Public, personally appeared ____________________, the _____________________________ for the _______________________________________ and the person who executed the foregoing instrument by virtue of the authority vested in him/her, and he/she acknowledged to me that he/she executed the same for the purposes and consideration therein expressed and in the capacities therein stated.

Given under my hand and seal this _____ day of _____________, _____.



[SEAL]


















Notary Public








My commission expires 



Attachment II, Schedule of Assets is an Excel spreadsheet attached to the e-mail that this notice was sent in.

Attachment III

Sale of Lender-Serviced, SBA Purchased 7(a) Loans

Lender Questionnaire

THIS QUESTIONNAIRE MUST BE COMPLETED BY ALL LENDERS TO PROVIDE CONTACT INFORMATION FOR THE SALE AND TO INDICATE WHETHER A CD-ROM MUST BE PREPARED AND SHIPPED BACK TO YOU WITHIN 10 DAYS.  

As noted in Attachment VI, it will be necessary for you to ship your entire original loan file to SBA’s Due Diligence Facility.  In order to provide lender access to the files necessary to continue servicing the loans until the transfer of servicing to the successful purchaser(s), SBA is providing the option to receive a CD-ROM with imaged copies of my files for lenders with 20 or more loans in the sale.  The servicing transfer(s) are expected to occur by June 30, 2000.  The shipment of lender files will be paid for by SBA, and can be charged to Federal Express # _____________.  

If original documents are required for unanticipated events, such as a loan payoff, the required documents can be returned to lenders within 5 business days.
I.  Lenders with 20 or fewer loans in the sales should copy the parts of the files that they anticipate they will require to service the loans until the servicing transfer, and indicate that they are doing so below. 

___  I have 20 or fewer loans, and will copy the files required for servicing until the servicing transfer.  

II. Lenders with more than 20 loans in the sale should select from the options below.

___   I will copy the files required for servicing until the servicing transfer.

___   I would like to receive a CD-ROM with imaged copies of my files,  to be provided within 10 days of receipt of my files at SBA’s Due Diligence Facility. 

__________________________

Institution Contact (signature)

Institution Contact      __________________________________________

Institution  Name       __________________________________________

Street  Address           __________________________________________

City, State, Zip           __________________________________________

Contact Phone #         __________________________________________

Contact Fax #             __________________________________________

E-mail Address          __________________________________________

Please include a copy of this questionnaire with Box #1 of your file shipment.

[image: image1.wmf]Asset Sales Program


(Attachment IV)
The Lender Perspective: Questions & Answers

September 7, 1999

The SBA announced in August the highly successful initial sale of SBA loans to the private sector.  Bids were received for Sale 1 on August 17, 1999, and closings will occur in September.  SBA is identifying loans for the second sale at this time, and the sale is scheduled to close mid calendar year 2000.

These loan sales are a part of an innovative program of sales that will reduce the number of direct and acquired SBA loans.  The SBA plans to sell up to $10 billion over the next three years, and establish a mechanism for selling up to $500 million in loans each year thereafter.

Lenders have an interest in this program because the structure will provide them with the opportunity to sell their remaining interest in the 7(a) loan together with the SBA’s portion.  Lenders may also be interested in purchasing loans and using their own workout, restructuring, packaging, and collection strategies to pursue a profit opportunity.

The SBA Asset Sales Team is providing the following information in response to questions from lenders about 

(1)  how the loan sale program works; 

(2)  how lenders can participate by including their portion of Section 7(a) loans in the sale;  

(3)  how lenders get paid for their participation in the sold loan; and 

(4)  how lenders can purchase loans being sold by SBA.

How the Loan Sale Program Works

1. Why is SBA selling purchased Section 7(a) and Development Company loans?

The Small Business Administration is reengineering to become a federal agency of the 21st Century. This involves reallocating SBA staff away from some direct loan management functions and into the role of overseeing and monitoring the quality of lender origination and servicing of loans. Loan asset sales are one part of the reengineering process. The Administration's last three budgets have included an express mandate for SBA asset sales. 

2. What was the result of the first sale?

The sale included 4,060 small business loans that SBA had either made directly or had previously guaranteed for private sector lenders.  The unpaid principal balances for the loans included in the sale totaled approximately $332 million, with about half the loans classified as non-performing or under- performing. The loans were divided among 26 loan pools in order to maximize value.

SBA received 135 bids from 25 different bidders for the 26 different loan pools. The winning bids varied widely based on the characteristic of the various loan pools.  The criteria used to pool the loans included: performing vs. non-performing, real estate collateral vs. business assets, secured vs non-secured, lien position, loan to value ratios, location of collateral and environmental issues.  SBA realized in aggregate $195 million in proceeds from the sale of these pools, a $90 million premium over the $105 million that the government estimated it would receive if it held the loans to maturity.

3. What loans will be included Sale 2? Will lender-serviced Section 7(a) loans be included?

SBA plans to sell direct loans and purchased Section 7(a) and Development Company loans in Sale 2, both performing and non-performing.  As the SBA has moved more of the servicing responsibilities of purchased Section 7(a) loans to the lenders in recent years, the largest portion of the Section 7(a) “SBA-owned portfolio” is now lender-serviced.  Carrying out the mandate of selling all SBA-owned loans will require the sale of these loans.

4. What happens to the lender's interest in Section 7(a) loans that SBA sells?

It makes sense to sell the entire loan -- including both the SBA and lender portions -- in a single sale. We believe that sale of the entire loan will achieve greater returns for both SBA and the lender. Therefore, the SBA will seek lender approval to sell the entire loan.

5. What happens if a lender does not want to sell its interest in a purchased Section 7(a) Loan?

Though SBA would prefer to sell whole loans, the Agency will sell only its participated share.  To maximize value separate pools of participated loans, (only the SBA portion), and whole loans, (both the SBA and lender portions), will be created.  However, it is anticipated that the sale of the whole loans will result in higher proceeds to both SBA and the lenders.

6. How can lenders be assured that the loan sales will be conducted in a commercially reasonable manner?

SBA conducts competitive solicitations and engages the best qualified sales contractors the private sector has to offer.  A Program Financial Advisor has been retained to oversee development and implementation of a consistent sales program.  A Transaction Financial Advisor is hired for each sale to market and sell each specific pool of loans.  A Due Diligence Contractor is employed to provide full disclosure to potential investors, and a Legal Advisor is retained to assist in developing legal documents and addressing legal issues associated with selling loans.

These sales contractors are experienced in both private sector and federal government loan sales and are incentivized to achieve the SBA’s objectives.

7. Can lenders purchase the SBA portion of loans in which the lender also owns a portion before the loans are offered to the general public?

Lenders can purchase the SBA portion at par.  Absent that, the SBA believes that a full, open, and competitive sale will generate the best overall return.  SBA will not sell the loans back to the lender at a discount.  

8. Will borrowers have an opportunity to purchase their own loans at a discount prior to offering the loans to the general public?

No.  SBA believes that a full, open, and competitive sale will generate the best overall return.  Borrowers may repay their loans at any time by paying the full outstanding principal balance plus accrued interest.

9. Will SBA be seeking the approval of lenders, including the Certified Development Companies, to sell the Section 502 and 504 loans?

No.  The Development Company loans are structured differently than the Section 7(a) loans.  Rather than one loan made by the lender and guaranteed by the SBA, there are two distinct obligations.  The lender has a senior lien on the collateral securing their loan and the Development Company has the junior lien.  The Development Company obligation carries the SBA guarantee and once the guarantee has been honored, there is no ownership interest by the Development Company.  The SBA-owned debt can then be sold without any further approvals from the parties.

How Lenders Can Include Their Section 7(a) Loans in the Asset Sales Program

10. How will lenders know if SBA wants to sell a loan in which the lender owns an interest?


SBA intends to include as many Section 7(a) loans in an upcoming sale as possible.  The SBA will send two notifications to lenders that own a portion of Section 7 (a) loans.  The first notification will identify SBA serviced loans, and the second notification will identify lender serviced loans.

The notification letters will identify all loans in which that lender owns a portion and will provide a deadline by which the lender must send a signed agreement to SBA to authorize sale of the entire loan, including the lender's portion.  

11. How should a lender notify SBA if it wants the sale to include its portion of the Section 7(a) loans that the SBA has identified for sale?

The notification letters will include a standard form agreement that the lender should sign and return to SBA by the date indicated in the letter. The letter also will include the name and phone number of a member of the SBA Asset Sales Team to contact with questions. 

12. What happens if the lender does not want the sale to include its portion of the Section 7(a) loans that the SBA has identified for sale? 

The SBA will seek consent to sell its portion of the SBA-owned loan at a later date. This alternative is likely to return less proceeds than selling the whole loan and SBA expects lenders will see the financial and asset management advantages of contributing their portion to the sale. 

How Participating Lenders Get Paid

13. When will lenders get paid for their portion of Section 7(a) loans that SBA sells?

There may be multiple successful bidders in a SBA asset sale.  Closings will be scheduled as expeditiously as possible, generally within 30 to 60 

days of the sale date.  Promptly after the closing with the last of the successful bidders, SBA will remit the lender's share of the proceeds.  

14. How much will lenders get paid for their portion of Section 7(a) loans that SBA sells?

In each loan sale, the loans are divided into loan pools in order to maximize value. The criteria used to pool the loans includes: performing vs. non-performing, real estate collateral vs. business assets, secured vs non-secured, lien position, loan to value ratios, location of collateral and environmental issues.

Lenders will be paid their pro-rata share of the proceeds from the loan pool(s) in which their loans were sold. For loans that do not involve collateral with significant environmental or other impairment, the pro-rata share of each pool will be based upon: 

(1) the unpaid principal balance of the loans in which the lender has an interest, expressed as a fraction of the total unpaid principal balance of the sold pool of loans, and 

(2) the total sales price of the sold pool of loans, 

(3) net of the costs of that particular sale. 

SBA will cover the overhead costs associated with the asset sales program.  Lenders will not bear the costs of SBA staff or the Program Financial Advisor.  The SBA will net the direct cost of each sale, including the transaction financial advisor, outside legal, and due diligence costs, against sale proceeds.

SBA will develop a similar strategy to address loans that are collateralized with environmentally-impaired assets; loans that have no collateral remaining; and loans with limited or questionable financial wherewithal of the obligated parties. 

How Lenders Can Purchase Loans from SBA's Asset Sales Program

15. Why do lenders want to buy non-performing SBA loans?

Non-performing Section 7(a) loans have value that can be optimized by experienced small business lenders. Many lenders already use capable workout staff for their own business loan portfolios. When a lender purchases loans sold by SBA, the lender is free to workout the loans according to its own business practices (subject only to any post-sale servicing requirements that may be a part of the loan sale agreement). In interviews, lenders have indicated that they may wish to purchase specific types of small business loans that fit their special capabilities or the geographic markets they serve.

16. Can lenders purchase only their own loans in the sale (meaning those loans in which the lender owns a portion)?

No.  Lenders who are qualified bidders may bid on any pool of loans, including a pool that contains the lender’s loans.  However, they must purchase the entire pool of loans, not just a portion of a pool.

17. How will lenders know of scheduled SBA loan sales?

SBA will retain financial advisors to promote market interest in each sale. Lenders and all potential bidders will receive notice through advertisements and announcements in the media and trade publications; and for those on the SBA Investor Database, through direct mailings.  Also, the date of each sale will be posted on the SBA Asset Sales Website at  http://www.sba.gov/assets.

To get on the SBA Investor Database, contact the Asset Sales Team at buyassets@sba.gov or send a letter to:

Small Business Administration

C/O Asset Sales Team

409 Third Street, S. W.

Suite 8300

Washington, DC  20416

Asset Sales Program
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SBA Purchased 7(a) Loans

The Sales Process for Lender-Serviced Loans:

 Questions & Answers

November 5, 1999

The SBA is providing the following questions and answers to explain:

· What information will be required of lenders for the sale of lender-serviced loans;

· How the process will work;

· How communication will be handled between SBA and its lenders;

· How lenders will be compensated; and

· What loans will be included in the sale.

As you may know from SBA’s last lender communication on the SBA Asset Sales Program, dated September 7, 1999, the SBA announced in August the highly successful initial sale of SBA loans to the private sector.  Bids were received for Sale #1 on August 17, 1999, closings occurred in September, and servicing transfers were completed in October.

SBA has identified a number of SBA- and lender-serviced purchased 7(a) loans for the second sale.  This sale is scheduled to close mid- calendar year 2000. 

These loan sales are part of an innovative program of sales that will reduce the number of direct and purchased guaranty loans SBA has acquired.  The SBA plans to sell up to $10 billion over the next three years, and establish a mechanism for selling up to $500 million in loans each year thereafter.  

Lenders have an interest in this program because the structure will provide them with the opportunity to sell their interest in the 7(a) loan together with the SBA’s portion.

  Required Information And How The Process Will Work 
1. What information does SBA need from the lender servicing and collateral loan files?

In an SBA loan sale, comprehensive information is provided to prospective bidders in order to maximize proceeds from the sale of loans, and to effectuate the transfer of servicing to the successful purchaser(s). The entire original loan file in the lender’s possession must be provided to SBA, including the original application, legal documents, appraisals, invoices, remittance reports, borrower correspondence, Form 172 Reports on file, etc.

The Transcript of Account from the time of purchase by SBA, as well as an updated certified Transcript of Account, from the date of purchase by SBA to the present time, must be included in each loan file.  Lenders normally assign their own institutional loan numbers to each loan, in addition to the SBA loan number.   The SBA loan number should be included prominently on the file, and on the inventory sheet(s) listing your enclosed files.
The SBA will pay for shipping, as noted below.  Imaged copies of the files will be provided to bidders, and the original files will be provided to the successful purchaser(s) at closing. 

2. Are there any special packing instructions?

As you are preparing your files for shipment to the Due Diligence Facility,

please use the following guidelines: 

· Prepare and include an inventory packing sheet detailing the files being shipped in each box. The inventory packing sheet should clearly identify whether the files are collateral files only, servicing files only, or the complete files. 

· Preferably, all files for each asset should be included in one shipping box. If not, the box should be labeled 1 of  ___.

· Identify any parent/notes, companion loans, and borrowing relationships on the inventory packing sheet.

· If possible, on each loan file indicate whether the file is (1) the servicing file, (2) collateral file, or the (3) the entire file.

· Include a copy of the attached Lender Questionnaire, Attachment III.

3. Who will pay for the shipment of files?  Where should files be shipped and when?

The shipment of lender files will be paid for by SBA, and can be charged to Federal Express # 245733674.  The shipment address is as follows:

METEC Due Diligence Office

3rd Floor

499 S. Capitol Street, SW

Washington, DC 20003

Attn:  Files Manager

(202) 479-4555
The Due Diligence Facility will open on November 22, 1999, and files should be shipped as soon as possible after that date.  File shipment dates will be coordinated with the field office contacts, who will confirm expected shipment dates with the Due Diligence Contractor for lenders with greater than 20 loans who have requested CD-ROM’s with imaged copies of their original files.  This will ensure that lenders will be able to access the files needed to service their loans within 10 business days.  Lenders who have not requested CD-ROM’s do not need to coordinate shipment dates with the field offices, and they can begin shipping immediately after November 22, 1999. 

4. What about the files needed to service the loans until servicing is transferred to the successful bidder(s)?

The servicing transfers to the winning bidders are projected to occur by June 30, 2000.  If a lender has 20 or fewer loans in the sale, they will be requested to retain a copy of the parts of the files that they anticipate they will need to service the loans until the servicing transfer to the purchaser(s). If lenders have over 20 loans in the sale, they have the option of copying their own files or requesting a CD-ROM with imaged copies of their files, to be provided within 10 business days of receipt of their files by SBA’s Due Diligence Contractor.  The imaged copies of the files will include all documents less than 5 years old.

All lenders should complete the attached questionnaire (Attachment III) to provide contact information and if they have over 20 loans in the sale, indicate whether CD-ROM’s are being requested. 

If original documents are required for unanticipated events, such as a loan payoff, the required documents can be returned to lenders within 5 business days.

5. Will SBA need updates to the files? 

Updates to the file, referred to as “Trailing Documents”, should be provided to SBA’s Due Diligence Contractor on the first of each month.  Trailing documents include borrower correspondence, such as compromise offers, bankruptcy filings or other legal actions, and invoices for property protection expenses, etc.  In addition to the existing Form 172 reporting, payoffs and compromises should be reported to your SBA field contact as soon as they occur so the loans can be removed from the sale, and the necessary documents can be returned to you.

Please ensure the SBA loan number is included prominently on the trailing documents.  The shipment of these documents will be paid for by SBA, and should be sent to the address noted in #2 above using the Federal Express number provided.

6. Will SBA need lender servicing records too?  What about an updated Transcript of Account?

SBA will provide servicing data compiled from lender reports previously received, so the lender’s servicing records will not be required. 

SBA will require that a certified Transcript of Account,  from the date of purchase by SBA to the present time, be prepared and included in each of your loan files.   SBA also requests that lenders provide an electronic version, preferably in Microsoft Excel, of the Transcript of Account(s) for your loan(s) on a diskette with your files.

7. Are lenders required to provide information about the interest paid-to date?

Yes.  Lenders are requested to indicate the interest paid-to-date on the Schedule of Assets.

8. Is Form 172 reporting still required?

Yes.  Form 172 reporting will continue as usual until the servicing transfer date.  Please comply with the SBA SOP, and provide remittances within 15 days of receipt.

9. What happens if a lender’s balance on a loan does not agree with SBA’s balance?

In some instances SBA records may reflect a different unpaid principal balance from balances reported in the lender’s last Form 172 Report.  These principal balances will be reconciled by SBA prior to the Bid Date. Lenders will be contacted in the event that SBA has questions about a reported balance.

10. Should I continue to comply with the SBA requirement to order appraisals on loans in liquidation?

Yes, SBA SOP 50-51, Chapter 16 requires that an appraisal of real property be obtained for loans in liquidation when it appears that a property, which has significant value, will be liquidated.   To facilitate the marketing and sale of the business loans, we are requesting current appraisals (dated May, 1999 or more current) be obtained on loans with an unpaid principal balance of  $500,000 or more.  The appraisals should be received at the Due Diligence Facility by no later than January 5, 2000.  Please include the SBA loan number prominently on the face of each appraisal. 

11. Will lenders continue servicing loans after the sale?  If not, how will the servicing transfer work?

No.  Servicing will be transferred to the new purchasers. Lenders will continue to service the loans until SBA transfers servicing to the purchasers, which is expected to occur approximately 30 days after closing of the sale(s).  The address for the new servicer will be provided at that time so that Trailing Documents can be forwarded directly to purchasers.  

Lenders will be instructed at a later date when to stop posting payments to accounts, and other details on the servicing transfer.  It is anticipated that “Goodbye Letters" will be sent to the borrowers by SBA on behalf of the lenders.

  How Will Communication  Be Handled?
12. Where can questions about the sales or servicing procedures be directed?

Sales Procedures:  A dedicated e-mail account has been set up for lenders participating in the sale to get answers to their sale questions, lenderquestions@sba.gov.  Lenders can also call the Transaction Financial Advisor, c/o Cushman & Wakefield toll-free at (877) 676-7475.

Servicing Procedures:  The name and phone number of your SBA field contact is noted in the accompanying cover letter.

13. How will SBA correspond with lenders throughout the sale to provide general instructions?

SBA will periodically distribute notices to the lenders.  These will contain Frequently Asked Questions, provide an update of the status of the sale, and provide lenders with any required instructions.  If this can be sent to an e-mail address, please provide this information in the indicated area of the consent form, as well as a contact name, mailing address, phone number and fax number.  These updates will also be posted on SBA’s website, www.sba.gov/assets.

14. Will borrowers be notified of the sale? 

Borrowers will be notified by SBA that their loans are being sold once a lender’s consent is obtained.  SBA’s experience in Sale 1 is that the borrower notifications led to a number of loan payoffs and compromises, and we expect this trend to continue in Sale #2.

  How Will Participating Lenders Be Compensated?

15. How much will lenders get compensated for their portion of Section 7(a) loans that SBA sells?

In each loan sale, the loans are divided into loan pools in order to maximize value. The criteria used to pool the loans includes: performing vs. non-performing, real estate collateral vs. business assets, secured vs non-secured, lien position, loan to value ratios, location of collateral and environmental issues.

Lenders will be paid their net pro-rata share of the proceeds from the loan pool(s) in which their loans were sold based on the following. 

(1) the unpaid principal balance of the loans in which the lender has an interest, expressed as a fraction of the total unpaid principal balance of the sold pool of loans, and 

(2) the total sales price of the sold pool of loans, 

(3) net of the direct costs of that particular sale. 

SBA will cover the overhead costs associated with the Asset Sales Program. Lenders will not bear the costs of the Program Financial Advisor or SBA staff.  SBA will deduct the direct cost of each sale, including the cost of the transaction financial advisor, outside legal, and due diligence contractor costs, against the gross sale proceeds.

16. When will lenders get paid for their portion of Section 7(a) loans that SBA sells?

There may be multiple successful bidders in an SBA asset sale.  Closings will be scheduled as expeditiously as possible, generally within 30 to 60 days of the sale date.  Promptly after the closing and servicing transfer with the last of the successful bidders, SBA will remit the lender's share of the proceeds.

Loans Included In The Sale
17. What loans are included in Sale #2?

The loans listed in the Schedule of Assets, which is an attachment to the consent agreement. 

18. Can a lender consent to sell only selected loans?

Yes.  While SBA would prefer to sell all of SBA-purchased 7(a) loans serviced by the lender, a lender may consent to sell only selected loans.  Loans with balances less than $2,500 will not be included in the sale unless they are part of a borrowing relationship, and another loan with the same borrower is also included in the sale.

For the lender who supports the SBA’s Asset Sales Program, but does not want to consent to sell all the loans on the Schedule of Assets (attached to the Consent Agreement), the lender should mark through those loans for which consent is not granted. 

Attachment VI

Current Date

Borrower Name

Borrower Address

Borrower City/State/Zip
RE:  Loan # ________________

Dear Mr. Borrower:

This is to inform you that the U.S. Small Business Administration plans to sell its loan portfolio through a series of sales initiatives.  Your loan (SBA Loan No. _____________) will be included in the next sale.  The sale is planned to close mid-calendar year 2000.

If you wish to pay off your loan with the SBA please contact the undersigned within 10 days of the date of this letter.  If you have filed in bankruptcy, please disregard this letter to the extent it discusses arrangements for payment.

The sale of your loan in no way alters the existing written agreements you have with the SBA.  By contract, the purchaser of your loan must comply with the written terms and conditions.  Borrowers who make their payments as agreed are not likely to notice changes other than the mailing address for payments. 

If you have any questions regarding the pay off amount for your loan, please contact your SBA Loan Officer at the phone number listed below.


Sincerely,


SBA Loan Officer


Phone Number
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