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Loan Policy and Program Oversight Guide for Lender Reviews
Overview

IMPORTANT NOTICE: This Guide represents a new method of Policy and Program
Oversight of SBA’s lending partners. It isvery important to read the entire Guide. In
most cases, questions that may arise in the Overview or early in the Guide are answered
later in the Guide.

Background. SBA isreshaping itsrole as a partner in the growth and devel opment of
small businesses. The Agency is shifting its focus toward a more complete understanding
of itslender population and the operating characteristicsthat these lenders exhibit.
Individual lender assessments of SBA |oan payment performance benchmarks, along
with SBA regulatory compliance reviews, are combined to give a comprehensive view of
a lender’scommitment to small business lending with the SBA. The god is to enhance
the tools used in promoting relationship management with participant lenders. As part of
the initiative for SBA becoming a“21% century leading edge financial institution,” the
Loan Programs Division has designed and is ready to implement the first component of
this new system of oversight that will take SBA to the forefront of governmental program
management.

| mplementation. This new oversight system will be implemented in fiscal year 2000 as
alender oversight system for al 7(a) and 504 delivery methods. The system may be
modified subsequently as SBA develops greater familiarity with its effectiveness.

General Concept. There are four primary concepts that have driven the devel opment of
this process.

A. The Review Determination Will Be Based on Performance. The Office of
Capital Access(CA) has formed a Risk Management Committee responsible for
the construction and monitoring of lender performance benchmarks. These
performance benchmarks have been created for 504, LowDoc, and 7(a), and will
be used by the field to prioritize their reviews.

B. The Review Will Be Policy Based. Portfolio performance via the benchmarks
will determine the frequency and priority of reviews and also provide the basis for
unilateral or Headquarters-approved waivers. Case files will generally be
reviewed for policy compliance, lender controls, and credit analysis.

C. Lenders Will Receive Only One Review. Under the current system, lenders
may be subject to multiple reviews due to participation in different delivery
systems (PLP, Regular 7(a), and LowDaoc, for example). This hinders the
lender’ s operations and places a strain on SBA’sresources. The new oversight
system mandates that a lender with generally moderate |oan activity will receive
only one review per 3-year cycle unless they are a PLP/PCLP lender. (PLP/PCLP
lenders are required to be reviewed every year.)
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Lender Review Level. Lenderswill be reviewed at their corporate headquarters
or their processing center, if applicable. The field office that covers the location
of the lender’ s headquarters or processing center is responsible for the review.

The Review Process Will Bethe Same for Everyone. The only differences will
be in the elements that apply to each loan reviewed and the relevant SOP
citations. Elementswill be added or removed by the Office of Financial
Assistance (OFA) as it develops an experience base with this review process.

V. Outline of the L ender Review Process.

A.

A30-viii

Timeframe. Each field office will review its lenders that demonstrate moderate
loan volume within a 3-year cycle beginning in the Y ear 2000.

Lender Review Selection. By the Intranet, field offices will be provided data for
each program. Any lender who only exceeds zero or one of the five benchmarks
must be reviewed in that year. Beyond that, field offices must review lenders
based on a priority system established by the number of benchmarks a lender falls
below.

Unilateral Authority/Waivers. Inthelast year of the review cycle (since the field

office has 3 years to complete their reviews), the field office will be granted
unilateral authority to waive review of lenders that exceed the requirements of 2 or
more benchmarks and fall below specified portfolio size standards. This should
ensure that the lenders that pose the greatest risk are the lenders that get reviewed.

Elements. The elements for each loan reviewed have been designed to improve
objective analysis by ensuring a“YES’ or “NO” answer. Thiswill enable the
review to be scored objectively and the results kept in a database system for further
analysis. The questions have also been designed to be program-generic to the
extent possible, allowing use of the same set of elements for every review done in
agivenyear. A listing of the elements can be found in Attachment D of the
Lender Review Guide.

In addition, an Oversight section isincluded for you to use in reviewing the
lender’s overall loan processing, servicing, and liquidation practices. These
elements are not reviewed for each loan file.

Example: “Did the lender document its process for review and error
correction on the Loan Status Reports?’

Exit Interviews. Review teams will discuss the lender’s score and the results for
given questions, but will not discuss corrective actions. Corrective actions may
only be addressed in writing as part of the written Lender Review Report.
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F. Lender Review Report. The written report must be completed within three
weeks of the review and is limited to five pagesin length. It isin thisreport that
any corrective actions are discussed. This report is submitted on paper to the
lender and via e-mail to Headquarters (HQ).

G. Best Practices/Excellencein SBA Lending Awards. Lenders that have
procedures or policies that excel may be nominated by the review team for a
“Best Practices’ award from the Loan Programs Division. Lenders that pass all
five benchmarks and are found to be “Substantially in Compliance” will be
awarded an “Excellence in SBA Lending Award.”

H. Correctivellmmediate Action Periods. If required, lenders must submit action
plans to their field office that are to be implemented within 90 days, or 30 days if
SBA is at substantial risk. The field office follows- up at the end of the period to
ensure that the lender has put the systems in place that are described in its action
plan.

The ProcessisDesigned to Be Paperless. While the process may be completed
without the assistance of a computer, the process is designed to be paperless. As
reviews are being conducted, the review teams simply select “YES’ or “NO” for a
list of questions on each loan reviewed. These answers are automatically scored
and summarized on the automated form. The field must comment on any “NO”
answers and then must comment on the summary page for any question where the
loan review did not reach a score of 80 percent. The final report generated by the
review team must not exceed 5 pages and must be bulleted and to the point. No
paper is required. The review report is e- mailed to a designated mailbox at HQ.
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I ntr oduction.

NOTE: This Guide represents a new method of Policy and Program Oversight
of SBA’slending partners. Itisvery important to read the entire Guide. In
most cases, questionsthat arise early in the Guide are answered later in the
Guide.

A. Background. Initsfive year Strategic Plan of September 1997, SBA proposed a
new direction by outlining a modernization plan with specific goals to help the
SBA better serve small businesses. SBA is to become a"21% century leading
edge financia ingtitution that provides small businesses in need with adequate
accessto capital and financing, while utilizing taxpayer dollars in the most
efficient manner possible.” SBA’s goals require the most effective and efficient
use of existing resources and technologies in order to:

1. Increase opportunities for small business by improving access to
capital and credit;
2. Transform the SBA into a21% century leading edge financial
institution through:
- Implementation of an effective oversight function of internal and
external operations;
More effective uses of technology;
More effective means of identification and reduction of risk; and
A more focused service offering to the small business customer.

In order to implement the modernization plan, the SBA is making a substantial
investment in the development of improved processes and systens.

B. Declining Personnel Levels. In addition to the shift in the SBA's direction, the
organization is experiencing another internal shift. Personnel levels have
decreased and SBA is attempting to “do more with less.” This reduction has been
complicated by a growth spurt of 94 percent in the SBA portfolio. The SBA has
attempted to meet these demands by adapting its current programs and
procedures. These adaptations have allowed the SBA to rely more on the
program lenders for operational support in lieu of increasing staff levels.
However, the adaptations have also increased the need for an effective lender
oversight function within the SBA.

C. Practical Application. Asafirst step in the process of re-engineering SBA’s
oversight systems, a new loan, lender, and field oversight system is under
development. The system will be fully implemented in FY 2000, however, it
should be available for viewing late inFY 1999. The remainder of this guide
outlines this lender oversight system.
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[l. Lenders, Review Cycle, L oan Selection, and Waivers.

A.

A30-xiv

Participating Programs. This new oversight system and review process applies
to and replaces any current on-site review processes for lenders participating in
the following 7(a) and 504 programs (except for CDC and SBLC reviews):

Regular 7(a);
CLP7(a);
PLP7(3a);
SBA EXxpress,
LowDoc 7(a);
Regular 504;
ALP 504; and
PCLP 504.

N~ WNE

CLP and ALP lenders will receive the same review as their regular 7(a) and 504
counterparts. PCLP 504 lenders will receive the PLP review (except it will be
conducted by the field office).

Current on-site program review processesin placein the form of quides,
Notices, and SOPs are all replaced with this new procedure.

The PLP review team will continue to review the PLP lenders The field offices
will review al other lenders. If aPLP lender also participates in other SBA
lending programs, the PLP review team will contact the field office responsible
for the lender’ s headquarters operations and ensure that personnel from the field
office are made available to conduct the nonPLP portion of the review. This
field office will solicit comments from other affected field offices where the
lender has non-PLP loan activity. The PLP review team will be responsible for
drawing a representative sample of nonPLP loanactivity across al field office
areas where the lender’ s loans have originated. Field offices must provide
personnel upon request. In these cases, the loan review will be scored on one
form and one report generated by the PLP review team. A PL P/non-PLP
coordinated review will take far lesstimethan two individual reviews.

Overlapping Reviews. Lenderswill be selected based upon benchmarks
established for their programs. These benchmarks will not reflect a determination
of acceptability; they will smply provide SBA with a means of determining
which lenders get reviewed.

In the past, lenders have received multiple reviews in a year. Effective with the
issuance of this guide, the review process is program-generic. Onereview will
now cover all lender programs.
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C. Review Cycle and Lender Review L evel Deter minations.

1 Review Cycle. For each field office, there will be a 3-year cycle during
which their lenders must be reviewed. All lenders, including those who
use centralized processing or servicing and whose offices lie within afield
office’s area of authority are likely to be reviewed at |east once during this
period.

Fiscal year 2000 isthe initia year of the first 3-year cycle under this
approach

2. Lender Selection by Field Office. Deciding which field office conducts
a particular lender review has become increasingly more difficult. Multi-
state lending combined with technological advances in commercial
lending processes have brought about issues previously unheard of when
lenders performed all functions at one location. To adequately address
these issues, OFA has decided that lenders need only be reviewed at their
centralized processing or servicing centers or at corporate headquarters.
(see centralized processing center examples later in this section). Multi-
branch lenders that extend the SBA lending decision to each branch will
be evaluated at bank headquarters, and will be responsible for ensuring
that the branches submit the required loan files to bank headquartersin
time for the review. HQ is aware that there may be situations where the
determination of where the lender is to be reviewed may be very difficult.
Field offices must contact SBA’s Loan Programs Division (in OFA) in
cases where the determination cannot be clearly made. (Reminder -- see
“Unilateral Waivers’ section for details on waivers that field offices may
grant without HQ approval.)

The field office that covers the location of the lender’ s corporate
headquarters or processing center is the primary field office responsible
for conducting the review of the lender. Often times, a lender will operate
in more than one field office area. In these instances, the primary field
office, in order to identify issues of immediate concern, will solicit
comments from all other field offices where the lender operates. The
primary field office will also ensure that in the course of selecting loan
files for review the sample will provide a proper representation of activity
in other affected field office areas. The Office of Field Operations (OFO)
may also allow a coordinated review between field offices in such cases.

If alender has a centralized processing and servicing center in one
location, only one review of its centralized processing and servicing center
isrequired. The center must be treated as one lender and receive one
review, subject to the policies outlined in this guide.
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If alender has centralized processing and centralized servicing centersin
different locations, then only the processing center must be reviewed,
provided that the proper files and requested documentation are provided
from the servicing center to the processing center for the review.

Example 1: ABC Bank has branches throughout California, but their loans
are processed centrally in San Diego. The San Diego Didtrict Officeis
therefore responsible for the review of the ABC Bank processing center.
The remaining offices of ABC Bank need not get areview, provided they
do not directly process or service SBA loans.

Example 2: ABC Bank’s branches are all independent, process loans, and
make the lending decision at the branch level. Since the decision process
isat the branch level, each individual branch must be included in the
review process. The field office that covers the area where ABC is
headquartered is responsible for conducting the review of the branch.
Loan files from branch locations should be included in the sample drawn
for review at ABC’s headquarters office where the review will take place.
(See “Unilateral Waivers’ section for field authority to waive reviews of
some small lenders.)

Additional questions regarding the organization level at which alender is
reviewed should be directed to OFA. Questions regarding the staffing of review
teams should be directed to OFO. HQ will continue its work on developing a
formal, systematic approach that addresses the more complex lender organization
structures.

Loan Selection. The number of loans that will be reviewed is equal to 20
percent of the loan approval volume for the lender (all locations) during the
previous complete fiscal year. The maximum number of loans that may be
reviewed is 50, except in cases where the lender participates in multiple programs.
In these cases, the field office or review team must select an additional 5-10 loans
from each program to supplement the existing sample.

The minimum number of loans that must be reviewed is 5 (for PLP the minimum
remains 1 for 1999). Once the number of loans to be reviewed has been
determined, the specific sample must be generated according to the following
schedule. (If the lender will be reviewed for more than one loan program, the
additional 5-10 loans for that program must aso be distributed according to this
schedule — see examples later in this section)

75 percent of the loans reviewed must be approvals from the previous
complete fiscal year.

20 percent of the loans reviewed must be loans currently in liquidation
(approved in any year, but not charged- off).
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5 percent of the loans reviewed must be in active servicing (approved in
any year, but not in liquidation).

There must always be at least 1 loan approval, 1 loan in liquidation and 1 loan in
servicing in the review sample. In cases where there are few loans to review, the
above percentages may be made to vary to ensure that at |east one type of each is
included. However, if the lender does not have any loans in a given category, the
sample size may be reduced by that amount. (If you were going to review 10

loans and there are no loans in liquidation, you may reduce the required sample to
9.)

Example 1:

ABC Bank had atotal of 400 approvalsin 1998. Since 20 percent of 400 is 80,
the sample size defaults to the maximum of 50. One hundred of the 400 loans
were LowDoc loans, the rest were PLP loans. Their sample would be structured
in the following way:

PLP

75 percent of 50 = 37 loan approvals from previous fiscal year to review
20 percent of 50 = 10 loans in liquidation to review

5 percent of 50 = 3 loans in servicing to review

Since the lender is a LowDoc lender with substantial volume, the field
office/review team salects 10 LowDoc loans for review.

LowDoc

75 percent of 10 = 7 loan approvals from previous fiscal year to review
20 percent of 10 = 2 loansin liquidation to review

5 percent of 10 = 1 loan in servicing to review

Example 2:

ABC Bank had atota of 400 approvalsin 1998. Since 20 percent of 400 is 80, the
sample size defaults to the maximum of 50. Fifty of the 400 loans were LowDoc
loans, 50 were regular 7(a) loans, and the rest were PLP loans. Their sample
would be structured in the following way:

PLP

75 percent of 50 = 37 loan approvals from previous fiscal year to review
20 percent of 50 = 10 loans in liquidation to review

5 percent of 50 = 3 loans in servicing to review
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Since the lender is a LowDoc lender with substantial volume, the field
office/review team salects 10 LowDoc loans for review.

LowDoc

75 percent of 10 = 7 loan approvals from previous fiscal year to review
20 percent of 10 = 2 loansin liquidation to review

5 percent of 10 = 1 loan in servicing to review

Since the lender is aregular 7(a) lender with substantial volume, the field
office/review team selects tenregular 7(a) loans for review.

7(a)

75 percent of 10 = 7 loan approvals from previous fiscal year to review
20 percent of 10 = 2 loansin liquidation to review

5 percent of 10 = 1 loan in servicing to review

Example 3:

ABC Bank is an independent bank and regular 7(a) lender. They had 20 loans
approved the previous complete fiscal year. They are not digible for waiver since
they fell below all of the benchmarks. Their sample would be constructed in the
following way:

20 percent of 20 is4. Since the minimum number of loans that can be reviewed is
5, 5 loans are selected.

7(a)

75 percent of 5 = 3 loan approvals from previous fiscal year to review
20 percent of 5 =1 loan in liquidation to review

5 percent of 5= 1loan in servicing to review

If, during the course of the review, responses to the questions make it necessary to
review additional loan files for a particular problem, the review team may do so.
There are two provisions to thisrule:

1) The additional loans reviewed for the item of concern areNOT
included in the score of the lender (i.e., they are not entered into
the spreadsheet); and

2) The concern that prompted the review of additional files must be
described in the final report on the lender.

Random Sampling. Microsoft Excel and Access, or even SBA’s interna
database systems, can be used to create random samples. The simplest way to
generate samplesis to print out or display the lender’s loan numbers generated
during the previous complete fiscal year. Once the loan numbers are
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printed/displayed, simply pick a random number (say from 1 to 10) and select
every nth loan. Make sure that you have sorted by afactor other than loan
number to ensure randomness. The same holds true when selecting loans in
servicing or liquidation except that the loans that you select from in these cases
need not be limited to those approved in the previous complete fiscal year.

F. Review Scheduling Priority. Field offices must plan their review schedules
according to the following priority system.

1. Lenders that exceed benchmark performance in only zero or one of the
five benchmarks. For ANY LENDER into this category areview is
required, regardless of the date of the previous review. Even if alender
had received areview the prior year, there must be another review if the
lender falls in this category.

2. Lenders that exceed benchmark performance in only two of the five
benchmarks.

3. Lenders that exceed benchmark performance in only three of the five
benchmarks.

4, Lenders that exceed benchmark performance in only four of the five
benchmarks.

5. Lenders that exceed benchmark performancein al five benchmarks.

The benchmarks and the rating calculations are described in detail in Section 111,
“Review Selection Criteria.”

Again, any lender from any program MUST be reviewed each year that it
exceeds benchmark performance in only zero or_one categories. By statutory
requirement, PLP lenders must be reviewed every year regardiess of their
performance. Asthe PCLP program is a 504 pilot program modeled after the PLP
program, PCLP lenders also must be reviewed annually.

Field offices are required to perform a minimum of six reviews per quarter until
the required reviews are completed for any given year in the review cycle. A field
office with a larger number of lenders may need to perform more than six reviews
per quarter.

G. Fiddd Mandated Reviews. Field officesor HQ may choose to mandate a
review for any lender under itslocal jurisdiction at any time regardless of the
lender’s performance accor ding to the benchmarks. These reviews, however,
must be conducted in the manner set forth in this guide. If afield office has
concerns about a lender outside its jurisdiction, OFO will make the determination
regarding the review. (Seechapter I, paragraph (C)(2).)

H. Unilateral Waivers. In genera, lenders with low to moderate loan activity are
likely to be reviewed at least once in a 3-year review cycle. Field offices,
however may grant a unilateral waiver (that is, a waiver thet does not require
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Associate Administrator for Financial Assistance (AA/FA) or designee approval)
if the field officeisin the last year of its review cycle and the lender is a NON-
PLP/PCLP LENDER with 5 or less loans in its portfolio.

Otherwise, for a unilateral waiver, the lender must meet both of the following

conditions:

1. The field office must be in the last year of its review cycle; AND

2. The lender meets or exceeds benchmark performancein at least two of the
benchmarks (as described in Chapter 111); AND

At least one of the following conditions:

3. The lender has 10 or fewer loans in its portfolio; or

4, The lender has 20 or fewer loans in its portfolio and has not had aloan
approved in 2 years; or

5. The lender’s portfolio of funded loans totals less than $1.5 millionfor 7(a)
and $3.5 millionfor 504 (regardless of the number of loans).

Items 3, 4, and 5 can be considered as mutually exclusive. 1n other words, for the
field office to grant a unilateral waiver the lender must meet conditions 1 and 2,
AND ONE of conditions 3, 4, or 5.

Unilateral waivers must be prepared by the Assistant District Director for
Economic Development (ADD/ED) (or equivalent) and submitted to HQ viae-
mail. Unilateral waivers must include the FIRS number(s) of the lender receiving
the waiver and the lender’ s benchmark scores to be considered valid. E-mail
waivers to Lender.Oversight@sba.gov.

Example 1: Thefield officeisin the fina year of its review cycle, and aside from
15 mandatory lender reviews because of performance, it has 10 lenders to review
for atotal of 25 lenders. Of the 10 lenders that do not require mandatory review,
each is within benchmark performance levelsin 4 of the 5 criteria. They each
have been doing SBA lending for 4 years, have 18 loans in their portfolio, have
had 0 approvalsin 2 years and have portfolios of $3.0 millioneach. They can all
be waived since they all meet conditions 1, 2, and 3.

Example 2: Thefield officeisin the last year of itsreview cycle. It has 3 lenders
with 10 loans in their portfolios each that meet all 5 of the performance
benchmarks. The field office must complete atotal of 15 lender reviews
(including the 3 lenders with 10 loans each). The field office may choose to
unilaterally waive the 3 lenders with 10 loans each if time does not alow for the
completion of areview for the lenders.

Example 3: Thefield officeisin the last year of itsreview cycle. It hasto

complete 25 lender reviews, including 2 reviews of lenders with 14 loans in their
portfolios and no approvals the past 2 years, and 2 reviews of lenders with
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portfolios of $1.4 million All the lenders mentioned exceeded benchmark
performancein al 5 categories. Since the field office isin the fina year of its
review cycle it may waive the reviews for the 2 lenders with 14 loans and no
approvalsin the past 2 years and the 2 lenders with portfolios of $1.4 million.

Example4: Thefield officeisin the second year of its review cycle. It may not
waive ANY reviews.

Other Waivers. Inthethird year of the review cycle, field offices may request
waivers for any lender that meets or exceeds benchmark performance in at least 3
of the 5 benchmarks as set forth in section 111.  These waivers require the approval
of the AA/FA or designee. Only in extreme cases will waivers for the top 25
producing lenders for any loan program be granted. No waiver requests will be
accepted for PCLP CDCs for whom an annual review is mandatory.

Waiver requests must be signed by the ADD/ED (or equivalent) and submitted to
Headquarters via fax or regular mail by no later than June 30™" of thethird
year of thereview cycle. Waiver requests must include the FIRS number(s) and
benchmark scores of the lender for which the waiver is requested. Fax waivers to
(202)-205-7722. The AA/FA, or designee, must render decisions within 30 days
of the June 30 deadline.

Example: The Denver District Office isin the first year of its review cycle, has
40 lenders, and has aready reviewed all 10 required lenders. The Office believes
that it can do another 10 lenders and have submitted a request for waiver for the
other 20 lenders.

The request will be declined. Since they are in the first year of the review cycle,
they have 2 years to complete the rest of their reviews.

Example: The Denver District Office isin the last year of its review cycle, has 40
lenders, and has already reviewed all 10 required lenders. The Office believes
that it can do another 20 and has submitted arequest for waiver for the other 10
lenders.

The request may be approved by the AA/FA or designee. Sincethey arein the
last year of the review cycle, they only have 1 year to complete the rest of their
reviews. Therefore, HQ would consider their request for waiver.

[1. Review Sdlection Criteria.

Field offices have been provided with a new information system. This system allows
field officesto determine (based strictly on the definitions provided) when a 7(a) lender
requires areview. For the 504 program, field offices have been provided with a
spreadsheet that includes al of the completed calculations.

EFFECTIVE DATE: OCTOBER 1, 1999 A30-xxi



SOP 50 50 4B

To alow for objective review determinations, the new information system employs
benchmarks of performance in different areas. If the lender falls below the required
benchmark performance level, the benchmark is “triggered.”

Different benchmarks have been established for the 7(a) and 504 programs. The
expected performance levels vary greatly for severa reasons.

1.

The 7(a) loan program portfolio analysis is based on the Loan Status
Report (1502) submitted by the lenders to Colson. If the lender does not
submit it, the loan is considered delinquent, even if it isnot. Asthe
reporting system is improved, the benchmarks between the different
programs will narrow.

In the 504 loan program, Colson debits the borrowers’ accounts
electronically. It does not have to rely on alender’ s report to identify
delinquent accounts.

The 7(a) loan program has only one accounting system for loans.

The 504 loan program has two accounting systems. one for the loans and
one for the debentures sold to investors. HQ has current data on both
accounting systems and is able to identify accelerated debentures as well
as past-due loans.

The 7(a) loan program is designed for all types of small business needs,
including short, intermediate, and long-term.

The 504 loan program is designed specifically for long-term fixed assets
where the borrower is usually an established business.

Five categories have been chosen to serve as benchmarks for a mandatory review. They
are listed below with their definition and performance benchmark, which establishes
parameters for satisfactory performance in al delivery methods of the 7(a) and 504

programs.

A.

A30-xxii

7(a) Performance Benchmar ks/Definitions. The 7(a) program and its various

delivery methods will employ the risk management benchmarks as defined and
developed by the Risk Management Committee.

1.

Currency Rate <=70 percent

Percentage of loans that are 0 to 30 days past due in scheduled payments,
deferments are not included even though these |oans are technically current
because deferred loans by their very nature have underlying problems thet
necessitated the deferment. Currency rates are based on the total outstanding
(“active”) loan portfolio — paid- in-full (PIF) loans and charge-offs are not
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included, but delinquent and liquidation loans are. “Active’ equals al loans
outstanding including “past due” and “in liquidation” PIFs and charge-offs
are not included.

2. Ddlinquent Rate >=11 percent

Percentage of loans over 60 days delinquent including those in liquidation
compared with total outstanding (“active”) loan portfolio; PIFsand
charge-offsare not included. Liquidation isincluded in the delinquency
total to give atrue picture of alender’s problem loans — it also recognizes
that lenders have different means of classifying severely delinquent
accounts as being in liquidation, and when they are so classified.

3. Default Rate >=9 percent
Percentage of |oans purchased compared with total loans disbursed by a
lender, consisting of the outstanding (active) portfolio plus PIFs and

charge-offs.

4, Ligquidation Rate >=7 percent

Percentage of loans being liquidated (in liquidation status) compared with
alender’ s total loans outstanding (active portfolio). Loans are generaly
classified in liquidation when workout attempts have ceased and a lender
begins enforced collection procedures to obtain recovery.

5. Loss Rate >=6 percent

L osses (charge-offs/write-offs) will be calculated as a percentage of total
loans disbursed, outstanding (active) portfolio plus PIFs and charge-offs.
L osses are an important measure since alender’s currency rate may be
high, giving a false picture of a healthy loan portfolio athough the lender
may have ahigh lossrate. Losses will be tracked on a cumulative basis
(i.e., total losses on a lender's portfolio as a percentage of the total
disbursements for al loans originated since fiscal year 1989), and
subsequently on an annual basis by loan cohort (total losses by fiscal year
compared with total loan disbursements for that fiscal year).

B. 504 Performance Benchmarkg/Definitions. The 504 program has adopted the
benchmarks devel oped by the Risk Management Committee. The 504 database
used for the calculations was developed by combining data from SBA, Colson
Services, and Harris Trust. At thistime, only HQ personnel have access to this
database. (All calculations are made as a percentage of dollars).

** Active Portfolio: Sum of all loan balances not paid in full or charged-off.
**Total Dollar Amount of Loans Funded: Sum of all funded | oans regardless of status.
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1. Portfolio Currency Rate <90 percent

Currency Rate: Loans that are 0 to 30 days current compared to the total
active portfolio. (Sources: Colson, SBA)

2. Ddinquency Rate >=5 percent

Delinquency Rate: Loans over 60 days delinquent, including loans in
liquidation, compared to the total active portfolio. (Sources: Colson, SBA)

3. Default Rate >=0 percent

Delinquency Rate: Loans over 60 days delinquent, including loans in
liquidation, compared to the total active portfolio. (Sources: Colson, SBA)

4. Liquidation Rate >=5 percent

Liquidation Rate: The balance of loans in liquidation compared with the total
active portfolio. (Sources: Colson, Harris Trust, SBA)

5. Loss Rate >=3 percent

Loss Rate: The balance of |oans charged off compared to the total dollar
amount of loans funded. (Sources: Harris Trust, SBA)

C. L owDoc Benchmarksg/Definitions. Prior to FY 2000, LowDoc lenders had been
pre-selected for review based upon the criteria set forth below. In fiscal year
2000, LowDoc will adopt the risk management benchmarks for review
determination. The 1999 review list included lenders that:

1 Have 10 percent or more of the field office total LowDoc loans for the
prior fiscal year (REVIEW IS MANDATORY);

2. Had a LowDoc purchased or “in liquidation” within 12 months of first
disbursement (REVIEW IS MANDATORY); or

3. Have 5 or more LowDoc loans outstanding and a combined over 90 days
past due and “in liquidation” rate higher than the national average
(REVIEW ISMANDATORY).

Retrieve the LowDoc criteria at: “yes.sba.qov/offices/fa/oversight.html.”
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V. Using the Provided Data to Deter mine the L endersfor Review.

A. 7(a) Data Interpretation. Retrieve these documents at:
“yes.sha.gov/offices/faloversight.html.” Specific instructions on preparing and
analyzing the 7(a) data are included in this Guide as Attachment A.

B. 504 Data I nter pretation (Exhibits A & B). Retrieve this document at:
“yes.sha.gov/officedfaloversight.html.”
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504 Benchmark Data for 1999 Reviews

FPortfolio Time
Primary Portfolio Cumrency 3 Debenture Averaged
District Currency Years or Purchase Debenture
Office CDCH CDLC Hame R ate Bench Less Bench Hate Bench R ate Bench
101 Boston, MA

o1-739 Joly Roger C0Dc 59.74% =90% 90.91 %% =902 9.09% =10%: 57 .85%% =90%.
01-799 EastwWwest CDC 94 .44% =90% 100.00%: =902 13.64%% =10%: 51 .25%%: =90%.
01-501 Morth South S0 95.59% =90% 100.00%: =90% B.10% =10%: 54 .55%% =90%.
01-505 Lewvity West COiC 100.00% =90% 100.00% =90% 4 17% =10% 94 7435 =90%
o1-911 Mid-South BFC 95.45% =90% 97 .65%% =90% 4.74%: =10% 92 .25% =90%
01-925 'West Eastern Morth 100.00% =90% 1 00.00%: =90%% 10.00%: =1 0% 90,91 % =90%

Wiestern IDC

Retrieve this document at: “yes.sba.gov/offices/faloversight.html.”

A30-xxvi
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Exhibit “ B” -- sample format from theright side, including the important

fields, “ Number of Benchmarks Triggered” and “ Review | ndicator”

Time Loans
Averaged More Than Humber of
Debenture 90 Days Benchmarkz Loanz in Portfolio Heview
Rate Bench PastDue Bench Triggered Portfolio Balance Indicator
a7 .88% =90% ] =1 2 a8 F58 941 994 27
81.25% =30% ] =1 2 18 FE6 412 18530
g4 85% =90% ] =1 1 TG F23 259 41969
94 74% =90% ] =1 ] (=] $16,159 274 .49
92.25% =80% ] =1 ] 194 F74 115,030,056
90.91% =90% ] =1 ] 19 5570184 .72

Retrieve this document at: “yes.sha.gov/offices/fa/oversight.html.”
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LowDoc Data I nterpretation. A report has been provided which indicates the
lenders that MUST be reviewed. Field offices are reminded to review paragraph
I1(E) of this Guide which describes the random loan selection process and
mandates that a minimum of five loans must be selected for review that were
issued under the delivery method that triggered the review, in this case, LowDoc.

Retrieve this document at: “yes.sba.gov/offices/faloversight.html.”

V. Review Preparation and Arrival On-Site.

A.

A30-xxviii

Task Priority. Thefollowing is atimeline for field offices to follow when
implementing this system.

1 Determine Lenders for Mandatory Review. PLP and PCLP lenders get a
mandatory review each year. PLP lenders will be reviewed by the PLP
review team, with assistance from the local field office if the review
includes non-PLP loans. Beyond this requirement, reviews are mandatory
for alender that, for the previous complete fiscal year, met or exceeded
benchmark performance in only zero or one benchmark, regardless of
whether or not they received areview the previous year.

2. Prioritize Remaining Lenders. Using the benchmarks and the priority
system in this Guide (chapter 11, paragraph F), prioritize the remaining
lenders for possible review.

3. Determine Unilateral Waivers. For the lendersthat qualify, determine
those that will receive a unilateral waiver and notify HQ (Third year of
cycleonly - see Unilateral Waivers, Chapter 11, Paragraph H.)

4, Develop Review Plan Develop a plan to begin the review process.
Remember that SBA policy requires six reviews per quarter until all
required reviews are compl eted.

5. Other Waivers. If completing al of the reviews is not possible, select
some of the best performing lenders (as indicated by the benchmark score)
and request awaiver from HQ. (Third year of cycle only — see Other
Waivers, Chapter |1, Paragraph 1.)

Personnel Selection. Personnel selected from the field office to conduct the
review must offer a diverse knowledge base and include at |east one
representative with knowledge of the programs that are being reviewed. If the
field office finds it necessary, it may include field counsel on the review team. If
the PLP review team is conducting a review of alender that participatesin a
delivery method (or methods) beyond PLP, they must contact the field office
responsible for that lender for field office assistance in conducting the review of
the non-PLP loans.
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Field offices must provide personnel upon request from the PLP review team.
For the field offices, providing staff to assist the PLP review team by conducting
the review of the nonPLP loansis amgor time-saver. A PLP/LowDoc lender
that does 200 PLPs and 100 LowDocs in a year would require a“LowDoc”
specific review of 20 loans (20 percent of the 100). Since the reviews are done
together, a maximum of 10 LowDoc loans will get reviewed. PLUS, in these
cases, the PLP team will complete the report!

C. Set the Date. The date for the onrsite review should be set about aweek in
advance, but may be set further in advance if required to secure necessary loan
files. Be sure to discuss the date selection with the lender to ensure a mutually
agreeable date. You must inform the lender that it is required to provide you with
at least one staff person to assist and answer questions.

Y ou should also discuss with the lender the location of the loan files to ensure that
the files to be reviewed are available for the review. You must give the lender the
minimum amount of time necessary to ensure the files are available on the day of
the review. The field office must use its best judgement in making the
determination of when the specific loans to be reviewed are disclosed to the
lender.

D. Conduct. It goes without saying that your team must be professional and
courteous at al times. Y ou cannot accept gifts from the lender (no, they can’t
take you to lunch ether), however, if they offer you coffee or soft drinks, etc., you
may accept it. Remember to keep your professional distance.

E Using L aptops/Review Strategy. The process has been designed to work with
one laptop per review team. The mogt efficient way to conduct many reviews
quickly is to break reviewers into two or three person review teams and conduct
simultaneous reviews, with one person from each team serving as the entry person
and the others examining the files to find necessary information. Or, each person
can take turns as the data-entry person (the preferred method during testing of the
system). Using this method, more than one lender can be reviewed at once (via
the use of two or more laptops and two or more review teams).

Example: (Three-person review team, one laptop). The team begins with a
review of the lender’s oversight. They enter “7(a)/504” in the “Oversight” tab
and the relevant questions turn green. One person starts at the laptop. The two
reviewers aternate questions until the “Oversight” section is complete. The next
reviewer takes aturn on the laptop. In the loan file, one reviewer pulls the credit
memo (loan officer’ s report) and the other has the application. Since many of
early questions deal with one or the other, the person at the laptop “calls’ the
question and the reviewers find the answer. Later, when the questions deal with
the authorization and the credit memo, one person will be reviewing each. Using
this method, a loan can be objectively reviewed quickly.
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Another method for use with one laptop is to print the questions out and have
severa reviewers circling the “YES’ or “NO” answers and handwriting their brief
comments. As each loan is completed, the form is given to the designated data-
entry person for entry into the spreadsheet. Once the loanby-loan review is
completed, the team meets to enter comments on the required areas of the
“scoring” tabs.

That said, it is possible (although it is NOT the preferred method) to use up two
laptops for areview of one lender. There are two ways this can be accomplished.

1 Copy and Paste If you need to use two laptops for one review, have one
team (Team A) start by completing the “Cover” tab. Team A will start
reviewing loans and entering results on the “Loans 01-35” tab on their
laptop. Team B will start on the “Loans 36-70" tab on their laptop. One
team will complete the Oversight section. When the loans have been
reviewed Team B saves their file to a floppy disk, (be sure that the name is
not the same as Team A’s), and copies the file to Team A’s laptop. Once
the file is there, use copy and paste to copy responses from Team B’s
spreadsheet into EMPTY loan review areasin Team A’s. Once done (and
remember to ensure that the oversight section answers are on the new
master version), meet as a team and make your final comments on the
scoring page. Be sureto only copy the cells where entry is permitted, the
rest of the spreadsheet islocked. Once thisis done, complete your report
as required.

2. Enter, Print, Record. It may be faster to enter data using multiple
spreadsheets and print the results from each for final entry into a master
spreadsheet. Once datais summarized complete required comments and
the report as required.

L oan Review Without a L aptop. It is possible to conduct a lender review under
this system without a laptop.

1 Paper forms using the proper questions must be obtained from HQ.

2. The review team should enter the results from each form into a computer
at their office when the review is completed, using the
“LenderReview.XLS’ spreadsheet (this isto ensure consistent scoring).

3. The review team should submit their final report electronically and in the
required format.

If the field office does not have the resources to complete its reviews in this
fashion either, the office should e- mail the “Comments 2000” mailbox and
indicate the nature of the problem. The Loan Programs Division will work with
field offices to establish alternative methods in these cases.
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Arrival On-Site. You should bring to the review:

o

SOP 50-10, 50-50, and 50-51,

2. 13 CFR 120;

3. Laptop Computer with Windows ‘95 or ‘98 and Office ' 97 (if entering the
dataonsite);

4, Mouse/ mouse pad*. (Thisis optional but during testing it was found that
the use of a mouse and mouse pad speed up the data-entry process);

5. Printer. Thisisonly required if you are completing your REPORT onsite

OR if you are using two laptops and will print the results from one laptop

for entry into another.

* (Remember to plug in the mouse before you turn on your laptop!)

Upon arrival on-site, your team should meet briefly with the lender’ s personnel
designated to assist you. In this meeting you should outline the procedure:

Tell the lender....

1. You will review “X” number of loans;

2. They have been selected at random;

3. They will be reviewed one at atime, but all of them should be pulled
immediately (if on-site); and

4, That the review of aloan file does not take the place of a pre-purchase
review.

VI. Conducting the Review.

A.

Spreadsheet Contents. The review team has been provided with an Excel
spreadsheet (“LenderReview.XLS") to be used to complete the review of the
lender’s practices. The spreadsheet contains.

1. One genera information form to serve as a cover sheet for the review file;

2. Two loan review forms (1 for loans 1 through 35 and 1 for loans 36
through 70, if needed);

3. One oversight review form; and

4, One scoring form that scores the results. It is this section that will be

included in your report.

Scoring Notes. As the loan-by-10an reviews are completed, the spreadsheet will
begin calculating the score for the lender. The score is only complete once all
possible answers have been completed. There are afew general principles the
field offices/review teams must be familiar with regarding the scoring system

1 “N/A” Answers Don't Count. If aquestion is answered “N/A” it does not
count for OR AGAINST the lender. Example if thereis a 100 question
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test and the answers of 6 questions were “N/A” then only 94 of the
answers would be used in any calculation.

2. The Scoring is Weighted. Each question has been assigned a specific

weight.

a) Eligibility and credit questions (Processing section) are generally
weighted more heavily than other questions.

b) While other questions may have a lesser weighting, the volume of
these questions adds up.

C) The weighting increases exponentially with each occurrence. A
two point question deducts two points for the first error, eight
points for the second (2 X 2 X 2) points, etc.

d) The dollar value “Potential Risk” is summarized but not applied to
the final score. It must not be commented upon in the review
team’ s report.

Using the Spreadsheet. The same form is used to review al loan programs. The
spreadsheet is programmed to change depending upon what type of loan is being
reviewed. If you are reviewing a PLP lender, the questions required may vary if
one of the loans reviewed isaLowDoc. A color-coding system has been
developed to indicate the portions of areview that are required for a given
program. For any loan reviewed, the following codes apply.

GREEN: GO! If you areviewing aloan and acell isgreen, a
response is required.

RED: STOP! If you are reviewing aloan and acell isred, no
response is permitted.

YELLOW: OPTIONAL! If you arereviewing aloan and acell is
yellow, making changes/entering a response is optional.

PURPLE: ERROR! Error/Problem indicator.
BLUE: FYI! Information cell.

Help Comments. The question number (column A on the review forms) and
actual question (column B on the review forms) also have comments available to
assist you as you answer the questions. Simply place the cursor over the
applicable cell and a pop-up box will appear. The question number (column A)
pop-up boxes contain information to help determine if the answer isa“YES’ or
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“NO.” The question (column B) boxes contain the SOP reference(s) if you need
to review the relevant section of the SOP.

Once you click on acell, directions will aso pop-up indicating the type of
response permitted.

| mportant Note!  When completing the Oversight section, you need to enter the
program that has caused the review. If the lender is PLP and the PLP team is
conducting the review, then response must be PLP. If the field officeis
conducting a review of a LowDoc lender, then the resporse must be LowDoc.
Whileit is not required, the PLP review teams have found that completion of the
“Oversight” section is easiest when done prior to the loan-by-1oan review.

E Reviewing Loans. When you start to review aloan, you must first enter the loan
type. For loan type, click on the cell “NOT USED” under loan #1. The arrow
that appears to the right of the cell indicates that you must respond with a
selection. Click on the arrow and select the type of loan. The response cells for
the questions will change from red to green. The céll to the right of the blue
“error message” cell will change to purple. The error is indicated because you
have now selected a loan type, but have not yet responded to the required
guestions or entered aloan number. This cell will turn blue again once all
required responses are made. Now enter the loan number you are reviewing
(remember to enter it into the green cell and not the blue one). Thisisentered to

length. Example: 12345630.

Now you can answer the questions. Select the first greencell under loan #1.
Again you get an arrow indicating that you must select (vs. typing) your answer.
When a“NO” answer is given, the “Comment” cell for that question will turn
green, indicating that aresponse is required. Comments must be brief (one or two
sentences) and to the point. For afew questions, comments are required for either
a“YES’ OR “NO” answer. These question numbers are blue and the comment
field for these questions is green for either a“YES’ or “NO” response. Again, all
comments must be brief and to the point.

Be sure to complete all of the relevant questions for each loan. For loans selected
as“Servicing” or “Liquidation” loans the reviewer need not complete all of the
other sections of the loan review. The other sections must be filled in however
using the "N/A” response. The same holds true of loans selected from the
previous year's approvals. These loans need not get reviewed for “ Servicing” or
“Liquidation” so that section may be filled in “N/A.”

1 A NoisaNo. The questions have been structured to alow only three
possible answers, “YES,” “NO,” and “N/A.” “N/A” must only be used if
the question does not apply for that loan or loan program. The proper
response for a question on the form must be “NO” if ANY PART of the
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question may be answered “NO” or if there is any part of the question that
cannot be answered with a definitive “ YES.”

While lenders should be encouraged to correct problems as they are
encountered, you may NOT change aresponse from a“NQO” toa“YES’ if
aproblem is corrected after-the-fact. If the lender can produce a missing
document in a reasonable time and demonstrate that the missing item was
due to their internal file locations, you may change the answer to “YES,”
otherwise your response must be “NO.”

If the lender does FIX an omission or otherwise incorrect document, you
may consider the fact and comment on the correction in your report, (as
well as any measures taken to ensure that the cause of the problem has
been solved). However, the answer must still be “NO” for the question
and score must reflect what was found to be the case at the time of the
review. Ifthelender is placed into a corrective action period, then the
lender’ s action plan must reflect steps taken to ensure that the error will
not re-occur.

Financial Risk. On the bottom of the column for each loan is afield that
enables the review team to enter an amount of SBA's potential net
financial risk as a result of the negative answersfor theloan. SBA’s
potential risk should be calculated on a projected “cash out” basis.
Reviewers should not assume any mitigation of thisrisk via repair or
denial of the guaranty. Review team members shall calculate this amount
to the best of their ability using the most objective methodology available,
but should not spend undue time on it. While its completion is required, a
“best objective guess’ will be acceptable in most cases. “0” isan
acceptable response if in the reviewer’ s judgement the error does not place
SBA in aposition of possible loss. If there IS financial risk involved with
aloan, the comment field next to the amount will change to green,
indicating that the reviewer must comment on the estimated risk. This
item does not count toward the scorefor the lender. Reviewers must
comment on the final estimated risk, but must not take this factor into
account when making a determination of any actions that might be taken
against the lender. This number is provided to HQ for study regarding the
accuracy of the estimates. Again, you must NOT consider thisfactor in
making any deter minations about the lender.

Example: The team reviewing ABC discovered that an unperfected Deed
of Trust exists for a particular loan. The potential loss would be the lesser
of the liquidation value of the collateral that is unperfected or the guaranty
portion of the outstanding loan balance.

Asthe forms are completed, the “Scoring” tab will record the results and
offer atotal score for each question and overall for the lender. For any
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guestion that does not score at least 80 percent after weighting, the
reviewer must comment on the summary tab (the comment field will turn
green when comments are required). Y our comments from all of the loans
for the question will be summarized to the right of this cell (in blue). This
will provide the review team with a quick reference regarding the
problems encountered. These final comments should be brief (a sentence
or two) and summarize your comments from the previous “NO” answers.

When you have completed your loan reviews, the final score will be
automatically calculated on the “ Scoring” tab.

Oversight Review Section The review team will also conduct areview
of the lender’ s oversight capabilities. On the spreadsheet, this section is at
the bottom of the question list. Completion of the Oversight questionsis
done once (not for every loan) and is only included on the “Oversight” tab.

Oversight responses require the review team to work closely with the staff
of the lender to determine what oversight capabilities exist at the field
office.

Exit Interviews. When the Loan Reviews and the Oversight section are

complete, conduct an exit review with the lender. These reviews must be limited
to the actual results of the review. Review personnel must offer no
conclusions'recommendations at this time, but they may convey the score as
indicated on the “scoring” tab. Cornclusions/recommendations must only be
provided to the lender as part of the written review.

VIlI. Completing the Report.

A.

Scoring. The final score on the summary tab is automatically calculated and will
provide a compliance rating based upon a 100-point, percentage-based scoring
system. Below is the scoring grid.

1.

85-100. Substantially in Compliance. The lender is found to be
“substantially” in compliance. No corrective actions are automatically
required (see Chapter VIII for corrective actions). The field, however,
may still opt to require corrective actions. Lenders that have passed all
five benchmarks and score in this range will be presented the “Excellence
in SBA Lending” award.

70-84. Generally in Compliance. The lender is found to be
“generdly” in compliance. Lenders scoring at thislevel may be placed by
the field into a corrective action period (see Chapter V111 for corrective
actions).
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50-69. Minimally in Compliance. The lender isfound to be
“minimally” in compliance. Lenders scoring at this level must be placed
by the field office into a corrective action period (see Chapter VIII for
corrective actions).

Below 50. Non-Compliance. The lender must be placed in an immediate
action period (see Chapter VIII for corrective actions).

Writing the Report/Best Practices Nominations. Based upon the scores of the

loan review, the review team must prepare their report (five-page maximum,
excluding the required appendix) that outlines their findings and actions taken.

1.

Best Practices. During some reviews, the lender may have a procedure in
place that excels so significantly that you wish to formally compliment
them. In these cases, you may nominate the lender for a “Best Practices’
award. These parchment awards will be issued by the Loan Programs
Division to the lender if approved by the AA/FA or designee. These
nominations must be one page in length and be under separate cover. The
nomination must detail the process or procedure that has warranted the
nomination. Do not comment on the lender’s overall performance. Fax
(they must be signed) nominations to “Lender Oversight” at
202-205-7722.

The nomination must be signed by the appropriate district director or
Chief of the PLP Review Branch. Nominations must only be made for
procedural excellence, not raw performance. Nominations may be made
for any lender that displays excellence in an area, regardless of their
overal score. A lender that has received a poor review may still have a
procedure that deserves to be recognized. That said, it isimportant that
SBA offer “Best Practices’ awards only to those lenders that have
processes/procedures that truly excel. Overuse of the award system will
dilute its importance. Be sure to balance the desire to nominate with the
need to prudently issue the awards.

Example 1: The field office has completed a review of alender who
scored “Minimally Compliant” due to inadequate credit analyses.
However, the “tickler” system employed by the lender for servicing was
the best anyone had ever seen and their servicing and file maintenance was
flawless as aresult. The field office may choose to nominate this lender
for a“Best Practice” award, even if the lender is being placed in a
Corrective Action Period (see Chapter V111 for corrective actions).

Example 2: Thefield office noted that every question was correct on
every loan. However, the lender’s methods of attaining this level of
performance were not exceptional. The lender would not warrant a “Best
Practices.”
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2. Report Sections. The Lender Review Report MUST be in the following
five sections (please note that the sections of the report match the sections
from the review form, plus a section for conclusions):

a) Processing/Forms/Eligibility/Credit;
b) Due Diligence/Authorization/Closing;
c) Servicing/Purchases/Liquidatior

d) Oversight; and

€) Summary/Recommendations.

The report must include a cover memo, a cover page, and be signed by the
team |leader and the ADD/ED or equivalent. (An example of a completed
report is included as Attachment B.)

L oanby-L oan Review Sections. In these sections (a, b, and ¢ above) the
review team must address any question where the score for the question
was below 80 percent or the review team has a concern regarding their
findings. In these cases, the team should offer specific examples of loans
where the lender had taken an inappropriate or insufficient action. Items
must be bulleted and brief (to the point).

Example of a comment in the processing section: “Was the management
ability of the borrower analyzed consistent with SBA policy?’

“1n one of the fivefiles reviewed, the lender did not properly justify the
release of collateral.”

Oversight Review. In this section the review team must address any of the
lender’ s portfolio management or procedural areas that they consider of
sufficient magnitude that it poses potential risk to SBA.

Example of a comment in the Oversight section: “Did the lender
document its review process of its portfolio and provide documentation of
actions taken?’

“The lender could not provide our team with any specific means by which
they monitor their SBA portfolio. There was no record of actions taken
and no procedure for routine review of portfolio information provided by
BA”

Summary/Recommendations. In this section, the review team must
summarize their findings and detail their recommendationsincluding any
corrective actions taken. The summary must also disclose to the lender
findings in specific loan files that could adversely affect the Agency’s
obligation to purchase the loan if a request for purchase is subsequently
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initiated. The nature of the deficiency should be of such importance that,
absent any further review, SBA would likely invoke its right under 13
CFR 8120.524(a) of the SBA Regulations to release itself from the
guaranty. An example of thistype of lender notification is presented in
the sample Lender Review Report described in the Special Note section
found in Attachment B of this Lender Review Guide. The review team
must utilize the computer scoring and benchmark performance to make
their overall determination, but within the parameters of the score the
review team may take any action (see Paragraph V111 — Corrective
Actions).

Example:

“The lender received a score of 85 and was therefore judged to be
“Substantially” in compliance. Our review finds that while this lender
requires training to ensure consideration of the management capabilities
of the borrower when making their credit determinations, they do a great
job overal with their credit analyses. We are nominating them for a
“Best Practices” award for outstanding credit analysis procedures.
However, they have no procedures in place for routine review of their
portfolio. Their currency and delinquency rates as indicated by the
benchmark report reflect this. Therefore:

1) We are offering them training on the proper procedure for
submission of eligibility questions.

2) They have been asked to submit to our office an action plan
outlining their proposed changes to their SBA portfolio
monitoring system.”

Appendices Each report will include two Appendices. Appendix A will
recap the overall scoring of the lender as summarized on the Scoring tab
section of the Excel spreadsheet. Appendix B will detail all loansin the
sample that had deficiencies summarized in Sections I-111, or were
identified in the Special Note section of the report.

When writing the report, keep in mind that the purpose of the review isto educate
and work with the lender to address performance issues. Remember to
compliment the lender for good performance as well.

Submission/Computer Process Requirements.

The section below outlines the process of completing and submitting areview.

1

Save First. Before you start the “Loan-by-Loan” review for a new lender,
load the spreadsheet form (LenderReview.XLS) and save it using the
FIRS number of the lender you are reviewing. |If a particular lender has
multiple FIRS numbers and qualifies for one review, select the FIRS
number that contains the most loan activity.
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Example: Load “LenderReview.XLS’ and save it as“¢c234567.XLS’
because ¢234567 is the FIRS number of the lender reviewed on that form.

This spreadsheet will not be submitted to HQ. However, field offices are
required to maintain them for 2 years.

2. Save Second. When naming the “Word” document file used to complete
your report on the lender, use the FIRS number of the lender. If a
particular lender has multiple FIRS numbers and qualifies for one review,
select the FIRS number that contains the most loan activity.

In the example of lender c234567 from #1, you would save your write-up
in Microsoft Word as ¢234567.DOC.

3. Create the Appendix. When you have completed the written report and
are ready to send it to the lender and HQ you should use “copy and paste”
to copy the CONTENTS ONLY (only select the cells with something in
them) of the “scoring” tab to the back of your report. Set it up as
Appendix A inyour report. Here’'s how you copy the “scoring” tab:

a) Add a page break at the end of your report and create a page
“Appendix A;”

b) Add a page break after the “ Appendix A;”

) Leave your report open in Word and start Excel (if its not already
running);

d) Open the file of the review (remember the file should be the
primary FIRS number of the lender);

2) Go to the “ Scoring” tab;

f) Starting in cell P134, hold the left mouse button down and select
all cellsto Al; you should now have block highlighted that
includes all scoring information and the comments you typed into
the “scoring” tab (do not include the loanby-1oan commentsin
column Q);

0 With your selected area still highlighted, select “edit” from the
menu bar then select copy;

h) Go back to your Word document and make sure you are after the
last page break and select “edit” and then “paste” from the menu
bar; and

i) Y ou may need to change the margins of the pages to ensure that all
of the text will print.

4, Save the Completed Report. Once this is complete, save the completed
Word file to your storage directory (remember that files must be
maintained for 2 years) print, and get the report signed by the designated
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official. Mail or fax a copy to the lender and e-mail acopy of the find
report to: “Lender.Oversight@sba.gov.”

In the example above, you would do the following:

a) Save LenderReview.XLS as c234567.XLS (the Excel spreadsheet of
the review);

b) Complete the review;

c) Discuss the score with the lender, but not your pending
recommendations;

d) Write your report;

e) Copy and paste the “scoring” tab from the spreadsheet to your report
and make it Appendix A;

f) Savethefile as c234567.DOC; (the Word write-up of the review),
complete the cover memo, have it signed, ard e-mail the file to HQ.

The completed review materials must be sent by the Senior Financial
Officer conducting the review. The submission of these reports to HQ is
mandatory, and electronic submission is preferred. The review team must
submit its report on the review no later than 3 weeks after the review. Itis
possible and acceptable to complete the total review on-site if the
necessary signatories are available (part of the review team).

Paperless Process. Only electronic submissions will be accepted from
field offices that have not made other arrangements. An exception to this
policy is recommendation for suspension of alender. For suspension
recommendations, a written reguest to the AA/FA isrequired.

D. L oan Deficiency Notification.

1.

Notice from Review Team. If thefinal report discloses loan deficiencies
that could adversely affect SBA fulfulling its obligation to purchase the
loanif requested by the lender, the review team must notify the
appropriate SBA office where the loan is currently being serviced. An
example of this notice is found in Attachment E. The notice isto be
transmitted electronically at the time the review team submits its report.
For those reviews requiring a corrective action period, see paragraph
B.2.(f) under Corrective Actions below.

Internal Loan File ldentification Process. Require that the office
servicing the loan take the following steps:

@ Place the notification in the loan fileg;
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(b) Stamp the file using a“RED” stamp which states:

“SPECIAL REVIEW REQUIRED IF

GUARANTY REQUESTED”
See Notification in File ;

(© Comment in Delinquent Loan Collection System (DLCYS):

i In the “Permanent Comments” section of the Delinquent
Loan Collection System (DLCS):

“GTY Issues. SEE Chron” ; and
ii In the Chron Record:

Reference the memo placed in the file from the review
team that indicates that issues have been raised that must be
addressed if a subsequent guaranty purchase is requested.

Corrective Actions.

The following section outlines a follow-up process for al lenders except PLP lenders.
Follow- up actions originating from a PLP review are coordinated through the Office of
Financial Program Operations.

A.

Unilateral Actions. Upon completion and documentation of the review, the field

office may take any unilateral action currently permitted by SBA policy for the
lender’ s respective program. This includes unilateral suspension actions currently
permitted by policy for each loan program (as it applies to the lender in question).

Other Actions. In addition to any unilateral authority, current policy permits the
field offices to undertake these additional measures if deemed necessary.

1.

Corrective Action Period. The field office may also take steps to assist the
lender in an effort to improve performance in areas that the field office
determines to moderately inadequate, but do not pose an immediate and
unacceptable level of risk. One suggested action is a 90-day corrective
action period, a period during which the lender must demonstrate that
steps have been taken to improve their performance and/or lower their
proportional risk to SBA’s portfolio. The purpose of the corrective action
period is NOT to punish the lender. It isameans to ensure that the lender
addresses issues raised in the review without imposing action or otherwise
micro- managing the lender.

a) When acorrective action period is initiated, the field office must require

the lender to submit an action plan, 3 pages or less, that details the specific
actions that the lender will take to improve performance (training, new
procedures, etc.). The field office may decline an action plan that it deems
unacceptable. The lender has 10 working days from the date of its receipt
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of areview report requiring the submission of an action plan to complete
and submit to the field office an acceptable action plan. Field offices may
extend this period another 30 business days at their discretion. If the
lender does not submit an acceptable action plan within 30 business days
of notification from the field office and has not requested additional time
from the field office to complete the plan the field office must
recommend to the AA/FA or designee suspension from the applicable
program. Copies of approved action plans must kept on-file at the field
office and submitted with any recommendationfor suspension. (A sample
lender action plan is attached as Appendix D.)

In advance of or during a 90-day corrective action period the field office,
at its option, may choose not to accept loans from the lender under any
form of expedited processing. However, the field must continue to accept
and process the lender’ s loans during this period following regular 7(a) or
504 processing procedures.

In advance of, or during the 90-day corrective action period, the field
office may recommend to the AA/FA or designee suspension of PLP,
LowDoc, or PCLP status for the duration of the correction period.

d) At the conclusion of the 90-day corrective action period the field
office must review the lender’ s action plan and confirm with the lender
that the initiatives outlined in the lender’ s action plan have been executed.
The field must also verify and document that any performance goals or
modifications set in the lender’ s action plan have been attained. If the
field office’ s review of the lender’s efforts satisfies the field office that the
lender has taken steps to bring risk within acceptable parameters the field
may choose to:

i. Extend the corrective action period for another 90-days, or
ii. Declarethe lender in compliance and cease further action.

If the field office is not satisfied at the conclusion of the 90-day corrective
action period that the lender has made significant progress, the field office
may extend another 90-day corrective action period or recommend
suspension of the lender. (In cases where suspension will be
recommended, refer to either Chapter 6, Subpart A of SOP 50 10 4, or
SOP 50 50 4 Chapters 3 or 6 Chapters 3 to ensure that the proper
procedures are followed for the type of lender in question).

If the review team discovered aloan or loans that may adversely affect
SBA'’s obligation to purchase the guarantee, they must notify the
appropriate SBA loan servicing center of the loans that may require
further investigation of the guaranty (smilar to reviews conducted for the
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Office of Inspector General). See Chapter 6 under Submission/Computer
Process Requirements for instructions on proper notification.

2. Immediate Action Period. An immediate action period is a 30-day action
period that the field must use as a last resort before recommending
suspension of the lender. The lender must be granted 5 working days to
develop a plan of action for change, subject to the approval of the field
office. At the conclusion of a 30 day immediate action period the field
office has only 3 options:

a) Placethem into a 90-day corrective action period;

b) Recommend suspension of lender status (e.g., PLP/PCLP status,
CLP/ALP status); or

c) Recommend suspension of processing authority (e.g., 750 agreements or
CDC certification).

3. Follow-up Reviews. If the field office feels that it is necessary, afollow
up review may be conducted at the conclusion of an immediate or
corrective action period.
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ATTACHMENT A

/(a) Data Model Instructions
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Attachment A

7(a) Risk Management / Program and Policy Oversight /
Lender Oversight Models

This section describes the five models that are being presented to the field offices, the use of each model, the
computations underlying the models to establish the various performance rates, and transferring information from
the model to Excel for further analysis.

1) TheModels

The Information Resources Manager (IRM) in each District Office should be receiving instructions from the Office
of the Chief Information Officer (OCI O) on retrieving the models, storing the models, and ensuring that the models
are operational. Once the models have been retrieved and properly stored, each field office will be able to access the
models to determine which 7(a) lenders are to be reviewed.

To begin, contact the IRM in your field office. The |RM will be responsible for making sure that individuals using
this systemwill have the shortcut to the system installed on their desktops. Once the shortcut has been installed, you
may begin using the system. Click on the appropriate desktop icon. PowerPlayO will begin. You will see five long
buttons. Each button will open a different model. These models are described as follows:

Model 1 Default and L oss Rates for All Delivery Methods
Model 2 Non-PLP Default and Loss Rates

Model 3 Currency, Delinquency, and Liquidation Rates for All Delivery Methods
Model 4 Non-PLP Currency, Delinquency, and Liguidation Rates

7(a) Lender Performance Model

All five models are built from the SBA’s mainframe. The models have been broken out and include the cal culated
performance rates for convenience to the field. Models1- 4 have the same general appearance. These modelsall
work in the same way, but compile different pieces of the data. The instructions for using Models 1 — 4 will be the
same. Models 1 and 2 are used for Default and Loss Rates and are based on Disbursement data. Models 3 and 4 are
used for Currency, Delinquency, and Liquidation Rates and are based on Outstanding Balance data. For Non-PLP
reviews, field offices should use Models 2 and 4. For PLP reviews and overall lender performance, field offices
should use Models 1 and 3. For overall lender performance and more detailed information, field offices may wish to
use the 7(a) Lender Performance Model. However, for purposes of determining the applicable performance rates,
field offices will use Models 1-4.

2) Ingtructions for the Models

Models 1-4

Once inside PowerPlayO, select the appropriate model. When you open the model, you will see something similar
to thefollowing:
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mPomelay - [Model_1.ppr of MODEL_1 [Explorer]]

B File Edit “iew Explore Formal Tools Window Help

DIS|RIS(R] | &[] w]| [ o8] |na ] | ] ]

3| crig District | | Delivery Method | | MEASURES ||

As of 12/31/98 Monday, January 11, 1999
SBA 7(a) Loans Approved and Disbursed FY89-FY99 ¥YTD
Model #1 Default and Loss Rates for All Delivery Methods

Ranked hy Default Rate Amis Rounded o $1K
Delivery Method Layer 6 of 6 4r
Dish. # Dish. § Furch. # Purch. § Default Rate Chgoff # Chooff § Loss Rate 1=
District A 4517 JBET, 266 643 85,678 12.84% 394.00 32,288 4.84%
District B 8,920 §2 628,955 1,136 §304,767 11.58% T86.00 $138,267 5.26%

Full details on using all of thetools of PowerPlayO will be provided at alater date. Asyou open thetool, all of the
information is arranged in the following manner: District office, # of loans, dollar value of loans used in calculating
therates, and therate. Inthe example above, the columns from left to right are as follows:

District A, B = (Office Name will Appear) Disb # = # of Disbursed Loans

Dish $ = $valueof Disbursed Loans Purch # = #of Purchased loans

Purch $ = $valueof Purchased L oans Default Rate = Default Rate (Purch $/ Diso$)
Chgoff # = # of Charged Off Loans Chgoff $ = $value of Charged Off Loans
LossRate = Loss Rate (Chgoff $/ Disb $)

Theinformation that is needed for the review will be the columns with the rates. Above the columnsisafield called
Delivery Method. When Delivery Method is showing, all loans for that model are combined. In thisinstance for
Model 1, Delivery Method is equal to All 7(a) including PLP, CLP, LowDoc, SBA Express (FA$TRAK), Other 7(a).
(InModels 2 and 4, Delivery Method is the same except it does not include PLP.) To the far right of Delivery
Method, the phrase “Layer 6 of 6” appears next to two arrow boxes. Clicking on the arrow box will change to an
individual delivery method, i.e.,CLP.

At the top of the screen you will seethree elongated gray boxes: Orig District, Delivery Method, and M easures.
These three boxes correspond to the view you see above. Delivery method isthe layer, Orig District isthe first
column and represents the rows, and Measures represents the columns. Placing the cursor over the box will produce
adrop down menu. Selecting the element of the drop down will change the view. (Unlessyou are familiar with this
tool, wedo not suggest changing the view.)

The field offices are arranged by Default Rate in descending order. Scroll down to your field office name and
double click on the District name. A list of all of the banks participating with SBA in your district will appear asin
the example below.

PumeIay - [Model_1.ppr of MODEL_1 [Explorer]]
B File Edit “iew Explore Format Tools Window Help

D|SRISIR]o| &[w|s iR 67 o8] ha|ia]i] ] o] | ]
= [r= & DISTRICT | Belivery Methad | mEASURES ||
As of 12/31/98 Monday, January 11, 1999

SBA 7{a) Loans Approved and Disbursed FY89-FY99 YTD
Model #1 Default and Loss Rates for All Delivery Methods

Ranked hy Defauli Rate Amis Rounded to $1K
Delivery Method
Dish. # Disb. % Purch. # Purch. § Default Rate Chogoff # Chogoff § Loss Rate
A& Banlc 34 4,070 12 949 23.32% 10.00 §4492 12.09%
A Bank 2 $360 0 §0 0.00% 0.00 50 0.00%
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For this exercise, we have chosen Digtrict Office A. Notice that the first gray box aboveisafilefolder. Itisshown
as open, and the name of District Office A appearson thefile. (Thiswould normally contain the name of areal
district.) The banksfor that District Office A appear in place of the field offices in the far left-hand column. (Again
the banks with FIRS #in that field office area would normally appear here.) To get back to the original screen, place
the mouse over thefirst gray file. Atthetop of thelist, the words Orig District appear. Select Orig District and now
all of thefield offices are in the left-hand column.

After selecting a specific field office or returning to the Original view, notice that neither the field offices nor the
lenders are ranked. Torank the field offices or lenders select Explore. A drop down menu appears. Select Rank.
The following box will appear.

Ranked by Defauli Rate Amts Rounded to $1K

dronk |

&+ Bow ok,

0 0 0.00% 0.00 0

A mAan -0 Rala] L33

0 ok |
0 " Colurmn
Close |
5 I™ | Shiow the new rank categon
Help |

o Category to rank by:
5]

Dizh. £
8 Purch. #
3 Purch. %

D efault B ate [

Chgoff #
i r'l.EE:s I ;I
o — Show Order Ep
2 ¥ Al = A0F ™ Descending o Yalue
i} N iop: Im— " Azcending " Label
4

" Bottom: 0

2 o I
a T
7

In the center box, the Measures menu appears. Select the desired measure (Default Rate is the default measure) and
the order of presentation. Select OK and the lenders or field offices chosen will be ranked by the measure. Because
of problems with lender linking, one bank may show up with multiple FIRS #s. Unfortunately, this system does not
allow usto properly rank banks alphabetically. See section 3 of this Attachment A entitled “ Exporting to Excel” for
information on exporting this datato an Excel spreadsheet. When you close the model, a default message appears
asking to save changes to the model. It isnot possible to save changesto the model, so you must always click “No.”

Following the directions above for the particular model needed, eachfield office should have sufficient information
to identify lenders that need to be reviewed. For questions regarding the functionality of the other features within
PowerPlayO, contact the Office of Financial Assistance at (202) 205-6490 or the Office of the Chief Information
Officer at (202) 205-6372.

7(a) Lender Mode

The 7(a) Lender Model works in much the same way as the other four models. This model does not include
calculated rates. Because of the size of this model, there are more measures, more views, and more categories with
which to analyze lenders. This model will provide more detailed information, but still compiles loan information by
lender. Neither this model nor the others will allow for alisting of individual loans. However, this model includes
information on Loan Status (1502 reporting), SIC code information, several more views, and more measures.

EFFECTIVE DATE: OCTOBER 1, 1999 A30-xlix



SOP 50 50 4B

While the primary view of this model shows rates including Committed, Currency, Delinquency, Deferred,
Liquidation, Past Due, Charge Off and Paid In Full, these rates are percentages of the portfolio without calcul ations
as per the performance benchmark definitionsin this document.

PuwerPIay - [Lenderfy_ppr of LENDERFY [Explorer]]

B File Edit View Esplore Fomat Tooks Window Help
D|S(E&@ o] leli|&]R [ o || kb ] k] |
gﬁenders | ﬁppv Fv | ﬁgencywide | ﬁu 7ia) Loans | Eﬂ ﬁms Status | maturity |ﬁsuz Reporting | [ Outs. § ||

7(A) Lender Data for FY "89 through '99

As of 12131198
All Yia) Loans
| CURR DELING PSTDUE DEFERD LIGUID CHGOFF FIF
Region & 89.46% 4.04% 1.63% 0.07% 4.30% 0.00% 0.00%
Fegion B 79.05% 10.40% 2.30% 1.32% B.93% 0.00% 0.00%
Region C 82 72% a1a% 2.53% 010% B.36% 0.00% 0.00%

nnnnnn T A Aod e PR Rt A oAAar

These rates are strict percentages of the # or dollar (depending on the view) of the loansin that category. For
instance, Delinquency in this model does not include loansin liquidation. Because this model is more dynamic, and
because we want the District to be able to see specifically the categories that loans fall into by lender, the rates do
not reflect thosein Models 1-4. Do not use these rates for determining lender reviews. This model is provided so
that you may obtain more information on particular lenders.

Asin Models 1-4, notice the gray boxes or file folders. This model shows nine boxes. The functionality of these
boxes are the same as in the previous models. To obtain different views, you may drag the gray file to either the
layer (default isall 7(a)) or the column (where the regions are located). Selecting any of the drop down layers under
the gray files (gray file default is outstanding $) will change the measurefield. Each of the files can be moved to a
layer, column, or measure, but only advanced users should move the measure field. Below are examples of what
some of the gray files contain.

e e T 1 I il R Kllﬁl"ﬁ-l.‘l‘il“@ I-_Ii"fl“ﬁ

Z L;nders |& g_ a':pg;;\’l 1 f-‘iggn(c;ysv_\lf_idoeml ﬁn 7eartoans || [ Al 7ia Loans | _[ =] n|ﬂ| H|H| l::l Iﬂl l£| I_| H|i| |
B 1990 Il NEW YORK CLP l SIC Iﬁhs Status | maturi‘ty | anz Reporting | [ outs
. FASTRK AGRICULTURE, FORESTRY, AND FISHING
1991 Il PHILADELPHIA LOWDOC VT
A [E) Loans  oaf 1992 77 1 IV ATLANTA OTH 7A CONSTRUCTION
F ] :ggi T zchI::\II(_:ffE? pe |_PLP b= —| MANUFACTURING
Mgy | g95 - | —| TRANSPORTATION, COMMUNICATIONS, ELE
Ml TADISTF ypy I WHOLESALE TRADE
1996
By | NDISTRI pig { VIl DENVER — FINANCE, INSURANCE, AND REAL ESTATE
g b DT 1997 IX SAN FRANCISCO e ——
J OO 1998 | ° | x SEATTLE
H{ K PRDDIS :p| 1999 | ¢ Be7e% T PUBLIC ADMINISTRATION
w{ L ELERDI erpiaTl] l‘;(;l:;LASSIFI;?anE ESTABLLSEI:;;:ENTS :
Fi M |EncED : : :
N

Notice that under Lender, an alphabetical listing appears. Clicking on aletter would reveal the lenders beginning
with that letter. In the example below, | have double clicked on aregion. | then double clicked on a particular
District Office. Using the scroll buttons on the layer, | have changed from All 7(a) to FASTRAK. Using the Lender
file, | dragged the file to the column with the selected District to reveal the following:
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minerPlay - [Lenderfy_ppr of LENDERFY [Explorer]]
Fil= Edit “iew Esplore Format Tool: Window Help

D||RIS(R[ o] &lw|d|i|R] o] ||| o] | i
= Eencﬂers | ﬁppv Fv | [uP DISTRICT | ﬁu 7i=) Loans | Fsm mIS Status | maturity | FSDQ Reporting | [ Outs. 5 ||
7(A) Lender Data for FY '89 through '99

As of 12131198
FASTRK
I CURR DELING PSTDUE DEFERD LIQuID CHGOFF PIF
A 0 0 0 10 L1 0
B £8.38% 8.13% 22.49% 0.00% 0.00% 0.00% 0.00%
C 7417% 25.83% 0.00% 0.00% 0.00% 0.00% 0.00%
D 0 0 0 10 o 0 o

Rows marked A and D contain zeros all across the row. This means that there are no lenders with names beginning
with A or D inthisregion. To shrink the view so we only see the alphabetical filesfor lendersin the region, we
need to suppress the zeros. To do this, Click on Explore and then Suppress Zeros. The following should appear.

m PowerPlay - [Lenderfy_ppr of LENDERFY [Explorer]]
File Edit “iew Explore Faomat Tool: Window  Help

Dle|dER o] tleld|k|R [Co| B kbl ] G|l

= Lenders Appy FY DISTRICT ¢ | &All 7ia) Loans MI= Status || Maturity 1502 Repe

7(A) Lender Data for FY "8¢
As of 12/31/908
FASTRE
CURR DELIMG PETDUE LIaiD

. $290: $34 $34 0

C 52,593 Fa045 &0 £0

k. 494 $35 877 £0

F 30 335 £0 $0

W 547 f0 $34 i

Only the letters of the alphabet with lenders beginning with that letter appear. Also, categories that would only

show zero, such as Charge Offs (Thiswill always be the case when looking at Outstanding Balance), also disappear.
If we now double click aletter, such as K, the lenders will appear.
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EPDWEIPIay - [Lenderfy_ppr of LENDERFY [Explorer]]

File Edit ‘“iew Egplore Fomat Toolz “Window Help

D 2RISR o] tleli|k]® [0eldHw

E- Appv FY | !Name DISTRICT ] | 411 7(3) Lnansl- "

7(8) L
FASTRIEK
CLURR DELIMG PSTOLE
Banlc & Fav F0 §0
Banl: B F437 534 57T

From this point, the field office will be able to change measuresto ook at bank purchases, disbursements, and the
other measures. If the field office wanted to see what SIC code these loans were made in, the bank could double
click on the particular lender, and then drag the SIC file on top of the lender. For this model, the key isto practice
working with the model. Pay attention to the gray files. Theseindicate the level at which you are working. There
are many more features to this tool that are not explained here. Please use the same contact information above for

guestions regarding the tool.

3) Exporting to Excel

Because we are still experiencing problems with lender linking, many of the field offices may find that there are
lenders within their districts that have multiple FIRS # and arein reality the same bank branch. PowerPlay cannot
roll these lenders together efficiently. In effect, it is possible that one bank branch with two or more FIRS #s may
have very strong performance on one FIRS # and poor performance on another FIRS#. In order to determine the
performance of the bank, you will need to combine those banks where you know they are absolutely the same. This
can be done manually by summing the columns for each bank. Then you will need to recal cul ate the performance
measure based on the formulas given in the definition section. However, in order to look at the banksin this
fashion, you may export the information to Excel. The following figure will help illustrate these steps.

m PowerPlay - [Lenderfy_ppr of LENDERFY [Explorer]]

File “iew Explore Format Tool: “Window  Help

0 | = Undo Drill Down Chrl+
Hedno (St

| | | %2

FEEEr

= Ler
[Eapmy [l =

Paste Special...

Hename Label. 2

AT

Inzert Object...

Bows
Calurntz
Layers
All

Chrl+4,

Al 7(z) Loans m WIS Stz

7(A) L

rOUE

Make sure that the information you wish to export is visible on your screen. Select Edit and scroll down to Select.
Another drop down box appears. If you want to capture multiple layers, select all, otherwise select layer and only
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the current layer should copy. Select Edit again and thistime select copy. Thiswill copy everything you have
selected. Open Excel and Select Edit Paste. Thistakes afew seconds to paste all of the information.

Sometimes when you copy and paste from Powerplay to Excel, multiple layer information will appear on the say
sheet. Each layer will be preceded by the layer title. If this should happen, you can either exclude the layers not
needed, or select the cells containing the layer information, cut, and paste to a new worksheet. Thiswill eliminate
the problem of sorting through multiple layers of data. Once in Excel, you may manipulate the information in a
variety of ways. | would suggest selecting Data, Filter, and Auto filter. Thisturns each column into a drop down
menu. If you have trouble using the Excel or auto filter, contact the Office of Financial Assistance at (202) 205
6490.

These data models are very powerful and yield vast amounts of information. The more familiar you become with
the models, the more information will be available to you on your specific lenders. These modelswill be updated
once amonth and your IRM will be responsible for making sure that the information is available in the field office.
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ATTACHMENT B

Sample Lender Review Report
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TO:

THRU:

FROM:

SUBJECT:

SOP 50 50 4B
U.S. SMALL BUSINESS ADMINISTRATION
WASHINGTON, D.C. 20416

February 11, 1999 (within 3 weeks of review)
Associate Administrator for Financial Assistance
My ADD/ED

Loan Review Team Leader

Review of ABC Bank
FIRS #123456

Please find attached our review report of ABC Bank. They were scored at 76 percent, as “Generaly in
Compliance” and we have placed them in a 90-day corrective action period so we can assist them in
development of procedures and policies to ensure greater consistency with SBA regulations.

Should you or your staff have any questions about this report, please contact me at (555)555-5555.
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ABC Bank
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February 25, 1999
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Section |:

Section I1:

Section I11:

SOP 50 50 4B

Processing/For mg/Eligibility/Credit

In three of the five files reviewed, SBA Form 912 statements were found to be
incompl ete.

In one of the five files reviewed, financia statements were not obtained, nor was a
guaranty required for one 25 percent owner of the SBC.

In one of the five files reviewed, the borrower noted a tax lien and indicated that
the balance was $0.00, claiming that the lien had been retired. A credit report
indicated a balance of $25,000 on the tax lien. There was no recorded comment

of thisdiscrepancy found in the lender’ s file, nor an explanation of the lender’'s
basis for approving the loan in spite of this discrepancy.

Due Diligence/Authorization/Closing

In one of the five files reviewed, there was one occurrence of borrower names not
matching, the amount of the credit memo not matching the authorization and an
unauthorized change to the loan authorization resulting in a $10,000 difference
between the application and credit memo and the authorization.

One of the five loans reviewed lacked a required loan guaranty.

One of the five loans reviewed lacked a required list of personal assets valued
over $500 taken as collateral.

In one of the five files reviewed, the lender documented that a portion of loan
proceeds was used to retire a portion of an outstanding debt to the IRS.

Servicing/Liquidation
In one of the four files reviewed, the insurance requirements were not up to date.
In two of four cases reviewed there were not current financial statements in file.

In one of the four files reviewed, the lender exceeded its unilateral authority and
released collateral without SBA’s prior written approval.

EFFECTIVE DATE: OCTOBER 1, 1999 A30-Ixi



SOP 50 50 4B

Section 1V: Oversight/Policy/Controls

Overall the lender has good policies and procedures in place. Areasin need of
improvement are in training and in submission of service provider contracts for
approval to SBA.

Section V: Summary/Recommendations

The lender passed four of the five portfolio performance benchmarks. The only
benchmark not passed was “Currency Rate,” and the lender was able to document
that it was due to the late filing of 1502s due to an employee illness.

The lender’ s credit analyses were incomplete. It appears that the lender made
quick determinations of credit-worthiness and at times failed to substantiate the
determination, inadequately documenting management ability, cash flow
implications of re-financing, and the impact of new financing on working capital.
The lender’ s loan file system is excellent! Materials were well organized, easy to
find, and flawlessly tabbed. Their filing system was easy to navigate and
included paperless backup (they are making the conversion to CD-ROM based
files storage). Our office is nominating this lender (under separate cover) for a
“Best Practices’ award for their packaging and file-keeping methods.

The lender must upgrade its loan closing procedures to ensure the proper
submission of al required items. A checklist identifying these required itemsis
strongly encouraged.

The lender staff is in need of further training regarding SBA eligibility and
process requirements.

This lender’sinternal controls should be improved to ensure follow-up
submission of insurance requirements and financial statements.

The lender needs to develop policies and procedures to ensure that SBA pre-
approves its contracts with lender service providers.

The lender’ s score of 76 percent places them in the low end of the “Generally in
Compliance” scale, and our office has placed them in a 90-day corrective action period.
The lender’ s action plan must detail the actions the lender will take to:

1) Provide (within 90-day period) training to its staff to ensure consistent
credit analysis, collateral valuation and eligibility determinations.

2) Document a process that ensures that new and existing employees receive
training on aregular basis. SBA will assist in the training.

3) Improve its oversight of lender files to ensure that insurance requirements
and financial statements are kept up to date.

While the lender is being placed in a 90-day corrective action period, it isonly to
improve consistency. Six of the loan files reviewed were excellent, and three reviewed
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were inconsistent and skewed the results of the review. ABC Bank has worked with SBA
for severa years and continues to be an asset to small businesses. We look forward to
working with them to ensure that our combined efforts best serve the small business
community.

SPECIAL NOTE:

In the course of completing this SBA lender review, the loan(s) associated with the SBA
loan number(s) cited below were identified as having the following deficiencies which
require a specia review if a guaranty request is subsequently made:

SBA Loan No: Nature of Deficiency(ies)

(@)

SBA will note these loan deficienciesin its files and a future purchase request involving
these loans may include a further examination of these deficiencies.

Loan files drawn from the sample with deficiencies summarized in Sections I-111 above,
or noted in the Special Note section are identified in Appendix B.

Please note that SBA’s failure to identify other deficiencies present in the above files
does not constitute a waiver of any right or remedy it may seek under the SBA Act and
the SBA Regulations, nor does it relieve your organization from compliance with al
other provisions of the SBA Act and the SBA Regulations.
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Appendix A

Summary of Lender Scoring

Team Number

Team Leaderis

Lender FIRs (Not Used)

PLP/PCLP

0%

SOP 50 50 4B

01/00/00

LowDoc

0%

Version 1.00

7(a)/504

0%

No

Question

Poss

Corr

Incc

Pct.

Required Comments

Processing/Forms/Eligibility/Credit Analysis

Is the SBA application form (Form 4, 1244,4L,
Applicant Certification for Express loans, etc.)
complete, signed and dated by the borrower?

N/A

Is SBA Form 4-1 (Lender's Application for Guaranty
or Participation), 1244, or Form 4L complete,
signed, and dated by the Lender?

N/A

Are all required Form 912s (Statement of Personal
History), or equivalent for Express, complete,
signed and dated?

0

N/A

Is SBA Form 1624 (Certification Regarding
Debarment & Suspension), or equivalent,
complete, signed and dated?

0

N/A

Is SBA Form 1846 (Statement Regarding
Lobbying) or equivalent, complete, signed and
dated?

0

N/A

Are personal financial statements present,
complete signed and dated for all owners of 20%
or more of the borrower, personal guarantors and
others required?

N/A

Are the required business financial statements
present, complete, signed and dated?

0

N/A

All application forms are dated prior to submission
of application to the appropriate Loan Processing
Center?

N/A

Were size determinations correct and analyzed
according to SBA policy (including affiliation
determinations)?

0

N/A

10

Did the loan file document that credit was not
available elsewhere on reasonable terms?

N/A

11

Was the personal resources test, applied and
enforced according SBA policy?

0

N/A

12

Was the nature of business of the small business
concern eligible for SBA financing?

N/A

13

Was the nature of business of the small business
concern eligible for PLP/PCLP/Express|
processing?

N/A

14

Was this loan to a US citizen or eligible non
citizen?

N/A
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15 |Does the business activity associated with thisjO 0 0 N/A
SBA loan demonstrate that it is NOT to a borrower|
whose business is of a sexually prurient nature?

16 [Did the ban applicant(s) demonstrate no loss ©§O 0 0 N/A
the Government in all prior federal financial
assistance received?

17 [If applicable, were eligible passive company rulesjO 0 0 N/A
enforced according to SBA policy?

18 [Was the purpose of the use of proceeds eligible? JO 0 0 N/A

19 |If the project involved the refinancing of existing O 0 0 N/A
debt, was SBA policy correctly applied regarding
the eligibility of the debt refinanced?

20 [If the loan proceeds were used to acquire, build orjO 0 0 N/A
renovate real property, did the loan meet SBA's
policy  requirements  regarding  occupancy

percentage?

21 |[If the loan involves a change d ownership was itjO 0 0 N/A
eligible?

22 [If the loan is a piggyback loan, and & processed|O 0 0 N/A

via PLP, is the first mortgage with another lender?

23 |If the loan finances real estate or is to a new O 0 0 N/A
business and is processed via PLPdoes it finance
90% or less of the project?

24 [If the loan involved a franchise, did the borrowerjO 0 0 N/A
have the power to control the franchise?

25 |Were you unable to detect any apparent conflict of0 0 0 N/A
interest related to the borrower on this loan?

26 |Were you unable to detect any apparent conflict off0 0 0 N/A
interest related to the lender on this loan?

27 [Did the new loan, coupled with any otherjO 0 0 N/A
outstanding SBA debt meet the allowable SBA
loan program limit?

28 ([Was the loan amount, percent of guaranty,jO 0 0 N/A
maturity and interest of the loan consistent with
SBA policy?

29 ([Was repayment ability reasonably assured byjO 0 0 N/A
historical cash flow or credible projections(or credit|
scoring for Express)?

30 |If outside resources were relied upon as the basisjO 0 0 N/A
for repayment ability, was this documented
properly?

31 |Was adequacy of working capital correctlyjO 0 0 N/A
determined?

32 |Was the adequacy of capitalization correctlyjO 0 0 N/A
determined?
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33

analyzed consistent with SBA policy(or fo

Was the management ability of the borrowe]O
1

Express, consistent with lender's non-governmen
guaranteed loan policy)?

N/A

34

Was the basis for collateral adequacy properly
supported and calculated consistent with SBA
policy(or for Express, consistent with lender's non-
government guaranteed collateral requirements)?

N/A

35

If the loan was under collateralized, was SBA
policy followed for obtaining additional collateral,
including personal guarantees as required?

N/A

36

Was a credit investigation performed and
documented in the loan officer’s report?

N/A

37

For any expedited process loan, is the informationjO

provided on the loan request form consistent with
the information contained in the lender's loan|
application file?

N/A

Due Diligence/Authorization/Closing

38

Was the borrower’s identification and legal name
consistent between the authorization and the
lender’s documents?

0

N/A

39

If the authorization required guarantees, were they
done according to SBA policy and the
authorization?

N/A

70

If required, was the borrower’s injection verified
(must verify for 504/Low Doc as coming from|
eligible sources)?

N/A

41

Was the loan authorization constructed in
accordance with the loan approval?

N/A

42

Was the signature of the lender on thel
authorization?

N/A

43

Was the correct version of the loan authorization
used and were any amendments to the boilerplate
approved by SBA (or for Express was theg
SBAExpress Loan Authorization, current version
used)?

0

N/A

a4

If SBA's guaranty funded a construction loan were
the proper construction requirements specified in
the authorization and met?

N/A

45

Do the terms of the Note match the authorization?

N/A

76

Does the Note have the proper signatures?

N/A

47

Do the lien instruments, including but not limited tg
Deed(s) of Trust or Mortgage(s), have the proper
signatures?

N/A

48

For real estate collateral, is SBA in the
appropriate, perfected lien position?

N/A

49

If personal property was taken as collateral, is SBA|
in the proper, perfected lien position?

N/A
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If personal property was taken as collateral, was
there an itemized list of personal property over
$500, taken as collateral? (Applicable after 6/98)

N/A

51

If the authorization required an appraisal was it
obtained and did it meet the conditions of the)
authorization?

N/A

52

Were insurance requirements specified in and metj
according to the authorization?

0

N/A

53

Did the loan file document verification of financial
statement data including any required IRS tax
verification of income prior to disbursement?

0

N/A

54

Are all applicable SBA Form 159 (Compensation
Agreement) statements complete, signed and
dated?

0

N/A

55

Was the SBA Form 1050 Settlement Sheet or
(504) Servicing Agent Agreement completed
correctly and in accordance with the authorization?

N/A

56

If a 7(a) loan, was the guaranty fee paid, in the
correct amount and submitted within the proper
time-frame?

N/A

57

If required, were any standby agreements signed
properly and in order?

N/A

SOP 50 50 4B

Servicing/Liquidation

58

Were the insurance requirements up to date?

N/A

59

Were the financial statements current or can the
lender document efforts to secure timely financial
statements?

N/A

60

Were servicing and liquidation actions for this loan
properly documented, supported and within thel
scope of the lender's unilateral authority? (Iff
unilateral authority taken)

0

N/A

61

Did the lender have prior written SBA approval for
actions outside the scope of the lender's unilateral
authority?

0

N/A

62

Did SBA receive proper notification of allf
servicing/liquidation actions taken as required?

0

N/A

63

If a liquidation case, was the liquidation plan,
including the risk management form developed
and submitted in a timely basis? (Defined by
program. For 504 answer N/A unless CDC in
Liquidation Pilot)

N/A

64

If a liquidation case, were litigation legal fees pre-
approved by the field office? (For 504 answer N/A}
unless CDC in Liquidation Pilot).

N/A

65

If the loan was purchased, were the fees submitted
by the lender for liquidation/servicing customary
and reasonable? (For 504 answer N/A unless
CDC in Liquidation Pilot).

0

N/A

A30-Ixviii
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If a liquidation case, were status reports submitted|0

on a timely basis as required? (For 504 answer
N/A unless CDC in Liquidation Pilot).

N/A

67

If a liquidation case, were alternatives explored to
avoid the acquisition of collateral? (If alternatives
are documented, you MUST answer YES even if
the title was acquired). (For 504 answer N/A
unless CDC in Liquidation Pilot)

N/A

68

If a liquidation case, were current appraisals used
by the lender to evaluate collateral? (For 504
answer N/A unless CDC in Liquidation Pilot)

0

N/A

69

If a liquidation case where title of property was
taken, was an environmental review done prior to
the acquisition of title? (For 504 answer N/A
unless CDC in Liquidation Pilot)

N/A

70

If a liquidation case, did the file reflect that workout
attempts were explored where possible prior to
commencement of liquidation? (For 504 answer
N/A unless CDC in Liquidation Pilot)

0

N/A

71

If a liquidation case, did the lender pursue
recovery from guarantors/obligors?  (For 504
answer N/A unless CDC in Liquidation Pilot)

N/A

72

If a completed liquidation case, was the wrap-upjO

submitted within the time frame to SBA? (For 504
answer N/A unless CDC in Liquidation Pilot).

N/A

73

If a liquidation case, did the lender receive prior
written approval for actions outside the scope of
unilateral authority? (For 504 answer N/A unless
CDC in Liquidation Pilot).

0

NA

74

If a liquidation case, were required site visits|
performed in a timely manner? (For 504 answer
N/A unless CDC in Liguidation Pilot)

10

N/A

75

If a liquidation case where there has been
purchase, have any funds collected been remitted
to SBA in a timely fashion? (For 504 answer N/A
unless CDC in Liquidation Pilot).

0

N/A

SOP 50 50 4B

Oversight/Policy/Controls

76

Does the lender have a written statement offO

policy?

N/A

77

Does the lender have a written commitment to

make loans to all qualified applicants regardless off

race, creed, nationality, or gender?

N/A

78

Does the lender have a normal geographic lending
area and does the lender document under what
circumstances they may provide lending outside
this area?

10

N/A

79

Does the lender have a written policy of lending
authority delegations?

N/A
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80 |Does the lender’s written policy describe the fees}0 0 0 N/A
that may be charged to the borrower?

81 |Does the lender have a written policy for their JO 0 0 N/A
portf olio review process?

82 |Does the lender's written policy outline whatjO 0 0 N/A
collection actions may be taken against borrowers
who do not make timely payments.

83 |Did the lender document its procedure to ensure JO 0 0 N/A
that loans are approved and authorizations signed}
by officers with the appropriate authority?

84 |Did the lender document its procedure to assure JO 0 0 N/A
that required closing documents are obtained? (lf
the lender makes loans in more than one state, the
procedure must include allowances for state]
variations in the required documents).

85 | Did the lender document its procedure for ensuringjO 0 0 N/A
that items required after closing are collected?

86 |Did the lender document its method off0 0 0 N/A
safeguarding collateral documents in the lender’s
care?

87 |Does the lender maintain a schedule of any field JO 0 0 N/A

visits required and document loan files when visits
are completed?

88 |Does the lender have a process for updating UCCJ0 0 0 N/A
filings, financial statements and insurancel
requirements? (Tickler system, etc.)

89 |Does the lender have access to counsel available]O 0 0 N/A
for processing, closing and servicing advice? (If
the lender lends in more than one state, the lender
must have access to counsel in each state).

90 |Did the lender document that it has the resourcesjO 0 0 N/A
available for proper servicing and liquidation (if
applicable) throughout the geographic area in
which the lender makes loans?

91 |Does the lender document its process to setup JO 0 0 N/A
regular reviews of seriously delinquent loans?

92 |Does the lender maintain its loan files in an orderlyjO 0 0 N/A
and accessible manner?

93 |lIs the lender’s written policy consistent with SBAJO 0 0 N/A
policy?

94 |Does the lender have a marketing plan to utilizeJO 0 0 N/A

and promote SBA loans?

95 ([Does the lender have a marketing plan to reach jO 0 0 N/A
New Markets?

96 ([Did the lender originate the minimum number of jO 0 0 N/A
SBA loans necessary for program participation?
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97 [Did the lender document its procedures to ensure jO N/A
that required forms are with their SBA|
applications?

98 ([Did the lender document its procedure to ensure jO N/A
that SBA credit and eligibility requirements are
complied with? (As evidenced by training}
manual(s), checKist(s), review procedures, etc.).

99 ([Did the field office pre-approve any contracts the JO N/A
lender has with service providers?

100 |Did the lender document its procedure for ensuringjO N/A
that only allowable fees are charged to thel
borrower?

101 [Did the lender document its process for ensuring JO N/A
routine portfolio reviews and borrower contact on
SBA loans?

102 [Did the lender document its process for ensuring JO N/A
timely filing of Lender Status Reports and thel
correction of submission errors?

103 [Does the lender have a process to ensure proper}O N/A
reporting to SBA of servicing/liquidation actions
taken?

104 |Does the lender document the number of jobs}O N/A
created/retained two years its CDC loans are
disbursed?

105 |Did the lender document its training procedure forjO N/A
staff involved in SBA financing?
FINAL SCORE N/A N/A
ESTIMATED FINANCIAL RISK 0.00
ESTIMATED FINANCIAL RISK COMMENTS
CURRENCY RATE 0.00
DELINQUENCY RATE 0.00
LOSS RATE 0.00
LIQUIDATION RATE 0.00
PURCHASE RATE 0.00
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Appendix B

Name of Lender:

Date of Lender Review Report:

List of All Noted Loan Deficiencies Found in Review Sample

Loan Number Nature of Loan Deficiency
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ATTACHMENT C

Sample Lender Action Plan
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ABC BANK OF ARIZONA

SBA Loan Division
1234 Central Avenue, Phoenix, AZ 85555

SBA Preferred Lender

Jane L. Review

District Director

U.S. Small Business Administration
98765 Washington Street
Anywhere, USA 99999

Re: Lender Review completed 12-29-98
90-Day Corrective Action Plan

Dear Ms. Review:

In response to the findings of the SBA Lender Review Team, we acknowledge our "Generally In-Compliance"
rating and submit this 90-Day Corrective Action Plan for review, verification, and approval. | have designated Mr.

Ron Brown, Senior Vice President, as your point-of-contact during your follow up inspection scheduled for January
23, 1999, at 10:00 AM in our Corporate Offices. Ron can be reached at (602) 640-2299 and e-mail at
ron.brown@abc.bank.com.

During the afternoon portion of your follow-up visit, our SBA Manager, Doug Doolittle, other senior bank
managers, and | will meet with you to discuss the “Lender Oversight” exceptions. We will also elaborate on our
internal changes we have instituted which include the hiring of additional staff, bank policy changes, and the
scheduling of specialized SBA training.

The following actions have already been introduced by our management to correct those deficiencies cited during
the review:

1. Processing
A. Forms. No issues noted.

B.  Eligibility: Noissues noted.
C. Credit Analysis: Question 26: Was the Capital injection adequate? 2 of 37 cases excepted.

Lender Response As explained during the Exit Interview, we would perform a thorough
secondary review to determine if the amount documented in these cases meets Bank Policy Guidelines
and/or SBA Policy. This review determined the amounts were not acceptable and we accept this as an
oversight on our part. We do disagree with the amount of "Potential Risk" and feel the amount should
be $787,300 rather than $1.3 million. Thisis based on other offsetting credit factors of the case that, in
our opinion, would mitigate the lack of proper injection required by any prudent lender. These factors
have been summarized in a Case Review Report prepared for each loan file and available for discussion
by your follow-up team.

Corrective Action: We have added a new section to our Bank Policy Guidelines for Injection
Amounts and will be available for your review. Additionaly, | have instructed SBA Manager, Doug
Doolittle, to make contact with Jim Jones, ADD/Economic Development to develop a two-hour in-
house training seminar for all bank marketing and loan personnel on the new policy and the
corresponding credit impact of adequate investment by borrowers. | believe these steps will prevent
future occurrences.
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2. Due Diligence/Authorization/Closing

Question 7: Did The Note Have Proper Signatures And Appear |n Order? 6 of 37 casesreviewed.

Lender Response As explained during the Exit Interview, we believe this to be a clerical
oversight on our part. Our staff found the missing documents. They appear to have been filed with
other escrow paperwork. After the audit, the documents were associated with the proper Collateral files
and available for your follow-up review. We agree on the amount of "Potential Risk."

Corrective Action: We have developed a new checklist at closing to insure al mortgage
documents, after recording with the County Clerk, are associated with the correct SBA Collateral
Document File. | have instructed SBA Manager, Doug Doolittle, to develop a one-hour in-house
training course for all file clerksto insure the documents are filed correctly. Additionally, we found our
Document Department to be under-staffed and will add two more technical positions in the coming
months. | believe these steps will prevent future occurrences.

3. Servicing/Liquidation
No issues noted
4. Oversight

A. Lender Loan Policies:

No issues noted

B. Lender Internal Controls:

Question 77: Isthe Lender's written Policy consistent with SBA?

Lender Response We believe this has been answered in Question 26 (Report 1.C.) above.

Corrective Action: Please see Question 26 (Report 1.C.) above. Our Bank Policy concerning
SBA lending now mirrors SBA Investment Adequacy Policy found in SOP 50-10-4, page 86. | believe
thisand other oversight stepswill prevent future occurrences.

We thank the SBA Review Team for their thoroughness and believe these reviews are critical to the success of SBA
Lending. It isaso considered a very important tool for senior bank management when evaluating the performance
of our SBA Loan Department in relation to SBA’s standards.

Should you have any questions, suggestions or thoughts please call me at (602) 640-2361. |f not, we look forward
to seeing your follow-up team on January 23, 1999.

Sincerely,

Robert K. Moneybucks

President

ABC BANK OF ARIZONA

CC: Ron Brown, Senior Vice President

Doug Doolittle, SBA Loan Manager
File
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ATTACHMENT D

Lender Review Elements
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LENDER REVIEW ELEMENTS

Processing/Forms/Eligibility/
Credit Analysis

1 |Is the SBA application form (Form 4, 1244,4L, Applicant Certification only for
Express loans, etc.) complete, signed and dated by the borrower?

2 |Is SBA Form 4-1 (Lender's Application for Guaranty or Participation), 1244, 4L or
complete, signed, and dated by the Lender?

3 |Are all required Form 912s (Statement of Personal History), or equivalent for
Express, complete, signed and dated?

4 |Is SBA Form 1624 (Certification Regarding Debarment & Suspension), or
equivalent, complete, signed and dated?

5 |Is SBA Form 1846 (Statement Regarding Lobbying) or equivalent, complete, signed
and dated?

6 |Are personal financial statements present, complete signed and dated for all
owners of 20% or more of the borrower, personal guarantors and others required?

7 |Are the required business financial statements present, complete, signed and
dated?

8 |All application forms are dated prior to submission of application to the appropriate
Loan Processing Center?

9 |Were size determinations correct and analyzed according to SBA policy (including
affiliation determinations)?

10 |Did the loan file document that credit was not available elsewhere on reasonable
terms?

11 [Was the personal resources test, applied and enforced according SBA policy?

12 |Was the nature of business of the small business concern eligible for SBA
financing?

13 |Was the nature of business of the small business concern eligible for
PLP/PCLP/Express processing?

14 |Was this loan to a US citizen or eligible non-citizen?

15 [Does the business activity associated with the SBA loan demonstrate that it is NOT
of a sexually prurient nature?

16 |Did the loan applicant(s) demonstrate no loss to the Government in all prior receipt
of federal financial assistance?

17 (If applicable, were eligible passive company rules enforced according to SBA
policy?

18 |Was the purpose of the use of proceeds eligible?

19 |If the project involved the refinancing of existing debt, was SBA policy correctly
applied regarding the eligibility of the debt refinanced?
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20 |If the loan proceeds were used to acquire, build or renovate real property, did the
loan meet SBA's policy requirements regarding occupancy percentage?

21 |If the loan involves a change of ownership was it eligible?

22 |If the loan is a piggyback loan, is processed via PLP, is the first mortgage with
another lender?

23 |If the loan finances real estate or is to a new business and is processed via PLP
does it finance 90% or less of the project?

24 |If the loan involved a franchise, does the borrower have the power to control the
franchise?

25 |Were you unable to detect any apparent conflict of interest related to the borrower
on this loan?

26 |Were you unable to detect any apparent conflict of interest related to the lender on
this loan?

27 |Did the new loan, coupled with any other outstanding SBA loans, meet the
allowable loan program limits?

28 |Was the loan amount, guaranty percentage, maturity and interest rate of the loan
consistent with SBA policy?

29 |Was repayment ability reasonably assured by historical cash flow or credible
projections (or credit scoring for Express)?

30 |If outside resources were relied upon as the basis for repayment ability, was this
documented properly?

31 |Was adequacy of working capital correctly determined?

32 |Was the adequacy of capitalization correctly determined?

33 |Was the management ability of the borrower analyzed consistent with SBA policy
(or for Express, consistent with lender’s non-government guaranteed loan policy)?

34 |Was the basis for collateral adequacy properly supported and calculated consistent
with SBA policy? (or for Express, consistent with lender’s non-government
guaranteed collateral requirements?)

35 |If the loan was under collateralized, was SBA policy followed for obtaining
additional collateral, including personal guarantees as required?

36 |Was a credit investigation performed and documented in the loan officer’s report?

37 |For any expedited process loan, is the information provided on the loan request
form consistent with the information contained in the lender's loan application file?

Due Diligence/Authorization/Closing

38 |Was the borrower’s identification and legal name consistent between the
authorization and the lender’'s documents?

A30-Ixxxii EFFECTIVE DATE: OCTOBER 1, 1999



SOP 50 50 4B

39 |If the authorization required guarantees, were they done according to SBA policy
and the authorization?

40 [If required, was the borrower’s injection verified (must verify for 504/Low Doc as
coming from eligible sources)?

41 |Was the loan authorization constructed in accordance with the loan approval?

42 |Was the signature of the lender on the authorization?

43 |Was the correct version of the loan authorization used and were any amendments
to the boilerplate approved by SBA (or for Express was the SBAExpress Loan
Authorization, current version used)?

44 |If SBA's guaranty funded a construction loan were the proper construction
requirements specified in the authorization and met?

45 |Do the terms of the Note match the authorization?

46 |Does the Note have the proper signatures?

47 |Do the lien instruments, including but not limited to Deed(s) of Trust or Mortgage(s),
have the proper signatures?

48 |For real estate collateral, is SBA in the appropriate, perfected lien position?

49 |If personal property was taken as collateral, is SBA in the proper, perfected lien
position?

50 |If personal property was taken as collateral, was there an itemized list of personal
property over $500, taken as collateral? (Applicable after 6/98).

51 |If the authorization required an appraisal was it obtained and did it meet the
conditions of the authorization?

52 |Were insurance requirements specified in and met according to the authorization?

53 |Did the loan file document verification of financial statement data including any
required IRS tax verification of income prior to disbursement?

54 |Are all applicable SBA Form 159 (Compensation Agreement) statements complete,
signed and dated?

55 |Was the SBA Form 1050 Settlement Sheet or (504) Servicing Agent Agreement
completed correctly and in accordance with the authorization?

56 |If a 7(a) loan, was the guaranty fee paid, in the correct amount and submitted within
the proper time-frame?

57 |If required, were any standby agreements signed properly and in order?

Servicing/Liquidation

58 |Were the insurance requirements up to date?

59 |Were the financial statements current or can the lender document efforts to secure
timely financial statements?
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60 |Were servicing and liquidation actions for this loan properly documented, supported
and within the scope of the lender’s unilateral authority? (If unilateral authority
taken).

61 |Did the lender have prior wirtten SBA approval for servicing actions outside the
scope of the lender's unilateral authority?

62 |Did SBA receive proper natification of all servicing/liquidation actions taken as
required?

63 |If a liquidation case, was the liquidation plan, including the risk management form
developed and submitted in a timely basis? (Defined by program. For 504 answer
N/A unless CDC in Liquidation Pilot).

64 |If a liquidation case, were litigation legal fees pre-approved by the field office? (For
504 answer N/A unless CDC in Liquidation Pilot).

65 |If the loan was purchased, were the fees submitted by the lender for
liquidation/servicing customary and reasonable? (For 504 answer N/A unless CDC
in Liquidation Pilot).

66 |If a liquidation case, were status reports submitted on a timely basis as required?
(For 504 answer N/A unless CDC in Liquidation Pilot).

67 (If a liquidation case, were alternatives explored to avoid the acquisition of
collateral? (If alternatives are documented, you MUST answer YES even if the title
was acquired). (For 504 answer N/A unless CDC in Liquidation Pilot).

68 |If a liquidation case, were current appraisals used by the lender to evaluate
collateral? (For 504 answer N/A unless CDC in Liquidation Pilot).

69 [If a liquidation case where title of property was taken, was an environmental review
done prior to the acquisition of title? (For 504 answer N/A unless CDC in
Liquidation Pilot).

70 |If a liguidation case, did the file reflect that workout attempts were explored where
possible prior to commencement of liquidation? (For 504 answer N/A unless CDC
in Liquidation Pilot)

71 |If a liguidation case, did the lender pursue recovery from guarantors/obligors? (For
504 answer N/A unless CDC in Liquidation Pilot)

72 |If a completed liquidation case, was the wrap-up submitted within the time frame to
SBA? (For 504 answer N/A unless CDC in Liquidation Pilot).

73 |If a liquidation case, did the lender receive prior written approval for actions outside
the scope of unilateral authority? (For 504 answer N/A unless CDC in Liquidation
Pilot).

74 |If a liquidation case, were required site visits performed in a timely manner? (For
504 answer N/A unless CDC in Liguidation Pilot)

75 |If a liquidation case where there has been a purchase, have any funds collected
been remitted to SBA in a timely fashion? (For 504 answer N/A unless CDC in
Liguidation Pilot).

Oversight/Policy/Controls

76 |Does the lender have a written statement of policy?

77 |Does the lender have a written commitment to make loans to all qualified applicants
regardless of race, creed, nationality, or gender?
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78 |Does the lender have a normal geographic lending area and does the lender
document under what circumstances they may provide lending outside this area?

79 |Does the lender have a written policy of lending authority delegations?

80 |Does the lender’s written policy describe the fees that may be charged to the
borrower?

81 |Does the lender have a written policy for their portfolio review process?

82 |Does the lender’s written policy outline what collection actions may be taken
against borrowers who do not make timely payments.

83 |Did the lender document its procedure to ensure that loans are approved and
authorizations signed by officers with the appropriate authority?

84 |Did the lender document its procedure to assure that required closing documents
are obtained? (If the lender makes loans in more than one state, the procedure
must include allowances for state variations in the required documents).

85 |Did the lender document its procedure for ensuring that items required after closing
are collected?

86 |Did the lender document its method of safeguarding collateral documents in the
lender’s care?

87 |Does the lender maintain a schedule of any field visits required and document loan
files when visits are completed?

88 |Does the lender have a process for updating UCC filings, financial statements and
insurance requirements? (Tickler system, etc.)

89 |Does the lender have access to counsel available for processing, closing and
servicing advice? (If the lender lends in more than one state, the lender must have
access to counsel in each state).

90 |Did the lender document that it has the resources available for proper servicing and
liguidation (if applicable) throughout the geographic area in which the lender makes
loans?

91 |Does the lender document its process to setup regular reviews of seriously
delinquent loans?

92 |Does the lender maintain its loan files in an orderly and accessible manner?

93 |Is the lender’s written policy consistent with SBA policy?

94 |Does the lender have a marketing plan to utilize and promote SBA loans?

95 |Does the lender have a marketing plan to reach New Markets?

96 |Did the lender originate the minimum number of SBA loans necessary for program
participation?

97 |Did the lender document its procedures to ensure that required forms are with their
SBA applications?

98 |Did the lender document its procedure to ensure that SBA credit and eligibility
requirements are complied with? (As evidenced by training manual(s), checklist(s),
review procedures, etc.).

99 |Did the field office pre-approve any contracts the lender has with service providers?
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100|Did the lender document its procedure for ensuring that only allowable fees are
charged to the borrower?

101|Did the lender document its process for ensuring routine portfolio reviews and
borrower contact on SBA loans?

102|Did the lender document its process for ensuring timely filing of Lender Status
Reports and the correction of submission errors?

103|Does the lender have a process to ensure proper reporting to SBA of
servicing/liquidation actions taken?

104{Does the lender document the number of jobs created/retained two years its CDC
loans are disbursed?

105|Did the lender document its training procedure for staff involved in SBA financing?
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Attachment E
Sample Loan Deficiency Memo from
Policy and Program Oversight Review
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DATE:

TO: [Center Director, Commercial Loan Servicing Center] or
[District Director]

FROM: [SBA Review Team Leader]

SUBJECT: Identification of Loan File Deficiency
SBA Loan Number(s):
In the course of completing an SBA lender review, the loan(s) associated with the SBA loan
number(s) cited above were identified as having the deficiency(ies) that require a special review

if a subsequent request for guaranty purchase is made:

SBA Loan No: Nature of Deficiency(ies)

(@)

Please have a copy of this memorandum inserted in the servicing file of each loan identified for
future reference.

This notice has been issued pursuant to Section VII.E. of the Loan Policy and Program
Oversight Guide located in Appendix 30 of SOP 50504 .
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