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On December 21, 2000, President Clinton signed “The Consolidated Appropriations Act of 2001” (PL 106-554), which, among other things, reauthorizes the Agency’s 7(a) and 504 programs.  This legislation also makes several significant changes to loans approved under these programs.  The effective dates for the changes vary.  The loan authorization and other documents will be modified, as necessary, to reflect these changes as soon as possible.  Included in this Notice are interim instructions on how to use the Wizard or modify the authorization to immediately accommodate these changes.  The Office of Financial Assistance is also working with the Chief Information Officer and the Chief Financial Officer to make the changes on the programs’ subsidy rates and automation systems.

7(a) LOAN PROGRAM

The following changes are effective for 7(a) loan applications received at SBA on or after December 22, 2000:
1.  The maximum dollar amount that SBA can guarantee has been raised to $1 million from $750,000.  Due to the revised guaranty fee structure, loans approved prior to December 22, 2000, using the $750,000 maximum may not be restructured with a $1 million guaranty.  (Fully undisbursed loans may be cancelled and resubmitted by the lender and processed as  new applications.)   No change in the authorization Wizard is necessary to accommodate this change.

2.  A maximum loan size of $2,000,000 has been established for 7(a) loans.  Loans greater than this amount can no longer be approved.  No change in the authorization Wizard is necessary to accommodate this change.

3.  Small loans are now considered to be those that are $150,000 (gross amount) and smaller.  The maximum guaranty on these loans is now 85%.  Previously, small loans were considered to be $100,000 or less and received a maximum guaranty of 80%.  No change in the authorization Wizard is necessary to accommodate this change.

4.  The maximum guaranty on loans greater than $150,000 is 75%.  Previously, loans for more than $100,000 received a maximum guaranty of 75%.  No change in the authorization Wizard is necessary to accommodate this change.

5.  The guaranty fees have been modified as follows:

a.  If the total loan amount is $150,000 or less, the guaranty fee is 2 percent of the guaranteed portion (deferred participation share).  Lenders are permitted to retain 25 percent of this fee, which is equal to 50 basis points.

b.  If the total loan amount is more than $150,000 up to and including $700,000, the guaranty fee is 3 percent of the guaranteed portion (deferred participation share).  Lenders are not permitted to retain any of this fee.

c.  If the total loan amount is more than $700,000, the guaranty fee is 3.5 percent of the guaranteed portion (deferred participation share).  Lenders are not permitted to retain any of this fee.

d.  The current tiered structure where up to three different guaranty fee levels are charged to one loan is eliminated.

To accommodate the guaranty fee changes in the authorization Wizard, you must turn off the automatic guarantee fee calculation in the Wizard.  To do this, uncheck the automatic calculation box on the guaranty fee panel.  Then insert the appropriate fee based on your own calculations.

 6.  If the use of proceeds is for the construction of real estate to be occupied by the borrower, the borrower is permitted to lease permanently not more than 20 percent of the eligible space if the borrower permanently occupies and uses at least 60 percent of the total business space.  [This is already permitted for 504 borrowers.  13CFR§120.870(c)]


To accommodate this change the Lender can either:

a)  Select the appropriate occupancy option in the Wizard and replace the language that appears with the following language, OR

b)  Use the Open Option at the end of this section to insert then following language:

For non EPC Loans insert: “Occupancy – (a) Immediately occupy at least 60% of the rentable property; (b) Continue to occupy at least 60% of the rentable property for the term of the Loan; (c) Lease long term no more than 20% of the rentable property to one or more tenants; (d) Plan to occupy within three years some of the remaining rentable property not immediately occupied or leased long term; (e) Plan to occupy within ten years all of the rentable property not leased long term.”

For EPC Loans insert: “Occupancy – Comply with the following provisions: (a) Borrower must lease 100% of the rentable property to Operating Company; (b) Operating Company must immediately occupy at least 60% of the rentable property; (c) Operating Company will lease long term no more than 20% of the rentable property to one or more occupants; (d) Operating Company must plan to occupy within three years some of the remaining rentable property not immediately occupied or leased long term; (e) Operating Company must plan to occupy within ten years all of the rentable property not leased long term.

7.  A requirement regarding real estate appraisals has been added as follows:


If the loan is secured by commercial real property, an appraisal for that property by a state licensed or certified appraiser is required when:


a.  the approved loan amount (gross amount) exceeds $250,000; or

b.  the approved loan amount is $250,000 or less AND the appraisal is necessary for appropriate evaluation of creditworthiness.

No change in the authorization Wizard is necessary to accommodate this change.

8.  EWCP loans can now be sold in the secondary market.  To accommodate the line of credit structure typical for EWCP loans, the statute now states that an EWCP loan does not have to be fully disbursed to the borrower prior to being sold in the secondary market.

The following change is effective for all loans approved after September 30, 2000:

The 1% reduction in the interest rate on the payment of a guaranty on a defaulted loan has been eliminated. 

The following change is effective for all loans where the applications were received by the lender on or after December 22, 2000:

1.  A new prepayment charge paid by the borrower to SBA (“subsidy recoupment fee”) has been added for those loans that meet the following criteria:

a.  have a maturity of 15 years or more where the borrower is prepaying voluntarily; 

b.  the prepayment amount exceeds 25 percent of the outstanding balance of the loan; AND 

c.  the prepayment is made within the first 3 years after the date of the first disbursement (not approval) of the loan proceeds.  

2.  The prepayment fee calculation is as follows:

a.  during the first year after disbursement, 5 percent of the amount of the prepayment;

b.  during the second year after disbursement, 3 percent of the amount of the prepayment; or

c.  during the third year after disbursement, 1 percent of the amount of the prepayment.

3.  To accommodate this change and get the appropriate language into the Note, after converting the authorization to a Word document, the Lender must insert the following language into the repayment terms section of the authorization for loans with a maturity of 15 years or more:

“PREPAYMENT CHARGE: Notwithstanding any provision in this Note to the contrary, the following prepayment charges will apply: If the Borrower elects to prepay this Note within:

a) 1 year of the date of the first disbursement, Borrower will be charged 5% of the prepayment amount;

b) 2 years of the date of the first disbursement, Borrower will be charged 3% of the prepayment amount;
c) 3 years of the date of the first disbursement, Borrower will be charged 1% of the prepayment amount.”
Instructions on paying the subsidy rate recoupment fee to SBA will be provided at a later date.
504 LOAN PROGRAM

The following changes are effective immediately: 

1.  The maximum 504 loan amount has been increased from $750,000 to $1,000,000 for loans meeting the job creation criteria or a community development goal.  The maximum loan amount to a borrower has been increased from $1,000,000 to $1,300,000 for those loans that fulfill a public policy goal.  Loans approved during FY2001 that are not yet disbursed may be increased if such increase is justified by a new credit analysis.

2.  A requirement regarding real estate appraisals has been added as follows:

If the loan is secured by commercial real property, an appraisal for that property by a state licensed or certified appraiser is required before disbursement when:

a.  the estimated value of the property is more than $250,000; or

b. if the estimated value of the property is $250,000 or less AND such appraisal is necessary for appropriate evaluation of creditworthiness.

3.  Women-owned businesses have been added as a public policy goal.  (The code for this public policy goal to be entered on LSA010 or LABP01 screen is C9.) 

4.  The CDC liquidation pilot is being expanded and made permanent.  SBA will be allowed to delegate authority to foreclose and liquidate defaulted 504 loans to qualified CDCs that meet the following requirements:  

a.  the CDC has participated in the pilot liquidation program; or 

b.  the CDC is participating in the Premier Certified Lenders Program (PCLP); or

c.  during the last 3 fiscal years, the CDC received approval on average of at least 10 504 loans per year AND the CDC has one or more staff with the SBA-required liquidation experience and training.

5.  The PCL program has been adopted as a permanent program.

No changes in the authorization Wizard are necessary to accommodate these changes.

7(a) and 504 LOAN PROGRAMS

A new provision has been added that the ownership requirements to determine the eligibility of a small business concern that applies for assistance shall be determined without regard to any ownership interest of a spouse arising solely from the application of the community property laws of a state for purposes of determining marital interest.

More Information

We will provide additional guidance as necessary.  Lenders and CDCs should contact their local district office for more information.  Field staff should contact the Loan Programs Division in the Office of Financial Assistance, (202) 205-6490.

__________________________

Jane Palsgrove Butler

Associate Administrator
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