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Introduction

On December 21, 2000, P.L.106-554 established the Premier Certified Lenders program (PCLP) as a permanent SBA program.  PCLP delegates substantial authority and autonomy to selected Certified Development Companies (CDCs).   SBA therefore limits participation in the program to the Agency’s best performing Certified Development Companies.  This notice sets forth application procedures and participation criteria for the program. 

PCLP Application Criteria

By statute, the Premier Certified Lenders program is limited to those CDCs that are active 504 lenders, are in good standing with the Agency, have been active in the ALP program (SBA may waive this requirement for non-ALP CDCs that SBA considers qualified to participate in the ALP program), and have demonstrated the ability to properly analyze, close, and service 504 loans.   Participants also must agree to establish and maintain a Loan Loss Reserve Fund and reimburse the Agency for 10 percent of any SBA loss resulting from a default under the PCLP program.   

The following criteria will be used by SBA to screen and evaluate applications to the PCLP program.  Each is significant and a substantive deficiency in any one may preclude participation in the program.  SBA will use information from onsite compliance reviews, operational reviews, and other program management and oversight activities, including the review of 504 loan applications to the Agency, to make the eligibility determination.    

Active 504 Lender: Generally PCLP applicants must have processed and approved at least 10 504 loans in each of SBA’s last three fiscal years and have a portfolio of at least 30 active 504 loans.  In appropriate cases, SBA may accept an average of 10 504 loans per year and/or waive the three year minimum participation requirement.

ALP Qualified: Premier CDCs must be ALP or ALP qualified, including the requirement that they have Priority CDC status. 

Compliance and Operational Reviews must be Current and Substantially in Compliance: Current information from recent SBA onsite compliance reviews and operational reviews of the CDC is critical to the eligibility determination.  (Compliance reviews generally assess CDC compliance with SBA credit and eligibility standards, while operational reviews generally assess the CDC operations and management.)  These reviews must have been completed within 12 months of a CDC’s date of application to the PCLP program, and the applicant must have achieved a rating of “substantially in compliance” for each review.  The SBA district office with responsibility for monitoring the CDC (“lead SBA office”) must ensure the required compliance and operational reviews are completed in a timely fashion so that PCLP applications are not delayed.    

SBA Benchmarks: Portfolio currency, delinquency, default, liquidation, and loss rates are important measures of the quality of a CDC’s portfolio and the effectiveness and diligence of its loan analysis, closing, and servicing.  The Agency has therefore established benchmarks for each of these measures, which the large majority of CDCs regularly achieve.  As the best performing CDCs, applicants to the PCLP program must meet all five of the established benchmarks at the time of their application to the program at all times during the preceding six months.  (The AA/OFA may consider approval despite isolated and/or de minimis deviation from one or more benchmarks.)

Staff Experience: Principal loan officers must have three full years of 504 loan processing and administration experience or two years experience plus completion of the 504 industry’s credit, packaging, and loan closing training programs. 
Proper Loan Procedures and Documentation: PCLP applicants must have a consistent history of conforming to SBA’s policies and procedures in developing and submitting 504 loan analyses and applications.  Deficiencies must be minor and rare.  This includes the submission of all required SBA loan documents, including:
· Form 1244, 504 Loan Application.
· Loan Officer Report.
· Form 912.

· Credit reports.

· Financial statements.
Eligibility Analysis: PCLP applicants must have a consistent history of carefully and thoroughly analyzing and screening all 504 loan applications for conformance with SBA’s eligibility standards before their initial submission to the Agency.  Deficiencies must be minor and rare. (Occasional discussions with the Agency of complex eligibility issues before submission may be acceptable.)  Eligibility issues include but are not limited to the following:

· Size. 

· Credit elsewhere.

· Nature of business.

· Personal resources.

· U.S. Citizen/Alien status.

· Previous loss to Government.

· EPC.

· Use of Proceeds.

· Refinancing.

· Occupancy percentage.

· Change of ownership.

Credit Analysis: PCLP applicants must have a consistent history of carefully and thoroughly analyzing and screening all loan applications for conformance with SBA’s credit standards before their initial submission to the Agency.  Deficiencies must be rare and minor in nature.  A credit analysis includes but is not limited to the following:

· Loan amount, interest, and maturity consistent with SBA policy.

· Repayment ability properly addressed.

· Outside resources for repayment properly documented.

· Adequacy of working capital.

· Adequacy of equity.

· Collateral adequacy properly supported.

· Credit investigation documented.

· SBA policy applied to loans not fully secured.

· Management experience.

Proper Loan Closing:  PCLP applicants must have a consistent history of proper care and diligence in completing required loan closing documents and following SBA’s loan closing policies and procedures.  Deficiencies must be minor and rare.  Items related to the loan closing include but are not limited to the following:
· Loan authorization consistent with loan approval.
· Authorization properly signed.
· Correct version of loan authorization.
· Borrower’s name consistent between authorization and lender’s documents.
· Note matches authorization.
· Note reflects proper signatures.
· Lien instruments properly signed.
· Borrower’s injection verified.
· Perfected lien position for all collateral.
· Servicing Agent Agreement properly completed.
· CDC’s designated loan closing attorney meets SBA’s requirements.
· CDC has required directors’, officers’, and loan closers’ insurance coverage. 
Proper Loan Servicing: PCLP applicants must have a consistent history of conforming to SBA’s loan servicing policies and procedures. Deficiencies must be minor and rare.  Proper loan servicing includes but is not limited to the following:

· Financial statements current.
· Insurance requirements maintained.
· Servicing actions documented and within scope of authority.
· Collateral liens maintained.
· Prior written approval obtained for actions outside scope of authority.
· Proper notification of servicing actions given to SBA.
Proper Loan Liquidation: Some applicants to the PCLP program will have experience liquidating SBA loans. If so, they must have a consistent history of conforming to SBA’s liquidation policies and procedures. Deficiencies must be minor and rare.  Factors to be considered include, but are not limited to, the following:

· Required notification of liquidation actions given to SBA.
· Liquidation plans complete and timely.
· Legal fees pre-approved.
· Fees submitted are reasonable.
· Timely status reports submitted.
· Alternatives to acquisition of collateral explored.
· Current appraisals used on collateral.
· Property possessions include required environmental review.
· Workout adequately explored.
· Recoveries from guarantors. (Assessment is limited to recoveries under the control of the CDC.)  
· Timely wrap-up report.
· Prior SBA approval for actions outside scope of authority.
· Timely site visits.
· Collections remitted timely to SBA.
Good Standing:  The CDC must be in good standing, which is to be determined by the following criteria:

· Compliance with the SBA’s regulations, policies, and procedures.
This includes, but is not limited to, continuing conformance with the SBA’s requirements regarding CDC Certification and Operation as set forth in part by the following regulations: 

· Non-profit status (13 CFR 120.820). 
· Area of operations (13 CFR 120.821).
· Required membership (13 CFR 120.822). 
· Proper board of directors (13 CFR 120.823). 
· Professional management and staff (13 CFR 120.824). 
· Financial viability (13 CFR 120.825). 
· Operational requirements (13 CFR 120.826). 
· Effective small business service (13 CFR 120.827). 
· Minimum level of lending (13 CFR 120.828). 
· Job creation (13 CFR 120.829). 
· Required reports (13 CFR 120.830). 
· Ethical requirements (13 CFR 120.855). 

· Required SBA compliance and operational reviews must have been conducted within the past 24 months, and the CDC must received a “substantially in compliance” from each.
· Submission of a timely, complete, and acceptable annual report. 
· Achieving and consistently maintaining the Agency’s five established benchmarks for portfolio currency, delinquency, default, liquidation, and loss rates.  (The Agency may occasionally accept minor or rare, isolated, and/or unusual circumstance departures for a brief period to one or more benchmarks.)
· Maintaining a viable and effective relationship with SBA district offices and the loan processing and servicing centers.
· No substantive issues outstanding with state corporation oversight authorities.
Applications are Submitted to Lead SBA Office

A CDC should thoroughly consider the above eligibility criteria before applying to the PCLP program.  All applications for participation in the program must be sent to the lead SBA office.  The request must include a certified copy of the CDC’s Board of Directors’ authorization to apply for participation in PCLP.  The application must also specifically address each of the following factors:

· Number of loans processed and approved in each of the last three years and the current size of its 504 loan portfolio.

· Experience of principal loan processing and servicing staff.

· The date(s) and the results of the most recent operational and compliance reviews (each must have been completed within the past 12 months of PCLP application.)

· Portfolio performance vis-à-vis established SBA benchmarks (include copy of most recent CDC at a Glance.)

· Name of designated 504 closing attorney.

· Documentation of required insurance.

· Other comments and considerations.

Lead Office Processing Responsibilities 

The lead SBA office must review all applications to the PCLP program in a timely fashion and promptly advise applicants of any missing documents or information required to complete the application.  The lead SBA office must also ensure that any required compliance and/or operational reviews that have not been completed are done so promptly to preclude delays in processing PCLP applications. 

The lead SBA office must evaluate the CDC’s eligibility and prepare a recommendation using the criteria set forth above.  Information for the evaluation is to be gleaned from onsite reviews, the lead SBA office’s routine monitoring and control of the CDC, and consultation with the SBA loan servicing centers and other districts where the CDC does business.   

Each participation criterion is important and must be diligently assessed; a substantive deficiency in any one may exclude an applicant from the program.  In assessing eligibility, the lead SBA office should recognize that Headquarters may require additional information to support or sustain a particular recommendation, including documentation of significant problems or weaknesses, especially in potentially problematic applications.

The evaluation and recommendation is to be completed in a timely fashion. (The district’s recommendation must be forwarded within 21 days after the receipt of all required materials.) If there are significant problems necessitating delays in completing the district’s recommendation, the CDC is to be promptly apprised.  If onsite compliance reviews and operational reviews have not been completed within the past 12 months, those must be completed (promptly) before the recommendation is sent forward.   

The application package, including the ADD/ED’s (or equivalent), the district counsel’s, and the district director’s recommendation and signature, is to be forwarded to the Sacramento Loan Processing Center, with a copy retained in the lead office.   Sacramento will review the recommendation, add comments as appropriate, and timely forward the application to the AA/FA for final action.

The AA/FA will review the application and approve or decline as appropriate, with a copy to the AA/LO.  Generally, PCLP status will be conferred for a period of two years.  However, in some instances, factors in a particular application may necessitate an approval period of less than 2 years. 

Requirements for Maintaining and Renewing PCLP Status

By statute, Premier CDCs may lose their PCLP status if they fail to: (1) Meet the eligibility requirements for the program; (2) Conform with the loss reserve requirements of the program; or (3) Adhere to the Agency’s rules, regulations, policies, and procedures.  These requirements are further detailed as follows.   Each factor is material; a substantive deficiency in any one may result in suspension or termination from the program.  (See discussion below on suspension or termination procedures.)  

Active PCLP Lender: The PCLP legislation limits participation in the program to active CDCs.  It also mandates effective utilization of the program, as evidenced by the general goal for participants to process at least 50 percent of their 504 loans through PCLP.  As a result, participants in the program must continue to process and approve no fewer than 10 504 loans each SBA fiscal year.   In addition, PCLP participants must process at least 30 percent of their 504 loans each SBA fiscal year through the PCLP program.  (In appropriate cases, the Agency may occasionally accept minor or unusual circumstance departures from these standards.)

Yearly Compliance and Operational Reviews must be “Substantially in Compliance”: Onsite compliance and operational reviews of each Premier CDC must be completed every year, and Premier CDCs must achieve and maintain a “substantially in compliance” as a grade from each review.   
SBA Benchmarks: Premier CDCs must generally attain the Agency’s benchmarks for portfolio currency, delinquency, default, liquidation, and loss rates.  Isolated and occasional minor deviations from the benchmarks may be acceptable, although the lead SBA office must carefully consider and project the significance of each.  Substantial deviations, including deviations in 

more than one benchmark, and/or persistent deviations, e.g. deviations lasting more than six months, may result in a suspension or termination of PCLP status.

Staff Experience: Principal loan officers must continue to have adequate experience, including three full years of 504 loan processing and administration experience or two years experience plus completion of the 504 industry’s credit, packaging, and loan closing training programs.  

Proper Loan Procedures and Documentation: Premier CDCs must continue to conform to SBA’s policies and procedures in developing and submitting 504 loan analyses and applications.  This includes the submission of all required SBA loan documents, properly completed and executed.  Deficiencies must be rare and minor in nature.   (See specific factors above in eligibility discussion.) 
Eligibility Analysis:  Premier CDCs must carefully and thoroughly analyze and screen all loan applications for conformance with SBA’s eligibility standards before their initial submission to the Agency.  Deficiencies must be minor and rare.  (Occasionally complex eligibility issues may be discussed with the Agency before submission.)  (See specific factors above in eligibility discussion.) 

Credit Analysis: Premier CDCs must carefully and thoroughly analyze and screen loan applications for conformance with SBA’s credit standards before their initial submission to the Agency.  Deficiencies must be minor and rare.  (See factors above in eligibility discussion.)

Proper Loan Closing:  Premier CDCs must diligently and properly complete all required loan closing documents and follow SBA’s loan closing policies and procedures.  Deficiencies must be minor and rare.  (See factors above in eligibility discussion.) 
Proper Loan Liquidation: Some Premier CDCs will also have authority to liquidate PCLP loans.  If so, they must maintain a consistent history of conforming to SBA’s liquidation policies and procedures. Deficiencies must be minor and rare.  (See factors above in eligibility discussion.) 
Good Standing: Premier CDCs must remain in “good standing” as defined above in the section on eligibility criteria.
Loan Loss Reserve Fund Reporting and Management: Premier CDCs must conform in a timely fashion with all requirements and deadlines set forth in the Agency’s policy and procedural guidance on establishing, maintaining, and reporting PCLP Loan Loss Reserves.
Lead Office Monitoring and Control Responsibilities 

The lead SBA office is responsible for the ongoing monitoring and control of its Premier CDCs It must effect corrective action where problems or deviations from program policy develop.  Principal monitoring and control responsibilities include regularly reviewing available management information reports, particularly the CDC benchmarks and the Loan Loss Reserve Fund reports, and conducting the required annual onsite CDC compliance/operational reviews.  Apparent problems or concerns are to be further investigated and a more comprehensive evaluation completed as appropriate.

As part of its regular PCLP monitoring activities, the lead office should complete an annual informal review of the Premier CDC’s performance and its compliance with program policy, ideally in conjunction with the required yearly onsite compliance/operational reviews.  This review should also be coordinated with SBA’s Loan Processing and Loan Servicing Centers, as well as other SBA districts where the Premier CDC does business.  

A comprehensive written evaluation of each Premier CDC by the lead office is required every two years as part of the Premier CDC’s renewal process.  (Premier CDCs are usually certified as PCLP lenders for a term of two years.)   The evaluation is to be initiated sufficiently in advance of the Premier CDC’s PCLP expiration date to ensure a thorough and timely review.  It is to be coordinated with SBA’s Loan Processing and Loan Servicing Centers and other SBA districts where the CDC does business.  The results of the evaluation are to be summarized and a recommendation made regarding the renewal of PCLP status.  The renewal package is to be signed by the ADD/ED or equivalent, the district counsel, and the district director and forwarded to the Sacramento Loan Processing Center with a copy to the 504 Program Branch well in advance of the expiration date.  The Center will comment and forward to the AA/FA, who will take final action with a copy to the AA/LO.  

If problems or concerns develop from either routine program oversight or the yearly evaluations, the lead office must immediately investigate and follow-up to communicate to the Premier CDC the nature of any problem(s) and to develop and implement a corrective action plan.  If the problems or concerns are substantial, or there is an inadequate or untimely corrective response from the Premier CDC, the lead office must take further action on a timely basis.  This action could include suspension or termination from the program or, in the case of a renewal, a term of less than two years.  

In recommending a suspension or termination, which goes to the AA/FA, the lead SBA office must provide timely written notice to the Premier CDC of the office's intent to recommend suspension and the basis for the recommendation. The lead SBA office must provide the Premier CDC a reasonable period of time (normally 30 days) to cure the deficiency and an opportunity to present the CDC’s views and responses to the lead SBA office’s district director or district counsel before forwarding the recommendation.

In finalizing its recommendation, the lead office must recognize that Headquarters may require additional information to support or sustain a particular action, including documentation of significant problems or weaknesses, especially in potentially problematic situations.  The lead office must forward its recommendation to the Sacramento Loan Processing Center.  Sacramento will add comments and forward the recommendation to the AA/FA, who will take final action with a copy to the AA/LO. 

If you have any questions, please contact Charlie Thomas, Director of the Office of Program Development, at (202) 205-6656 or email him at charles.thomas@sba.gov.

____________________________________

Jane Palsgrove Butler

Associate Administrator

     for Financial Assistance

Expires: 4-01-2002 
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