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CHAPTER 1
WHAT DOES THIS STANDARD OPERATING
PROCEDURE (SOP) COVER, AND HOW IS IT
ORGANIZED?

1. What is the Purpose of this SOP?

The purpose of this SOP is to provide guidelines for servicing activities for loans made under the
7(a), 504, and direct business loan programs by:

a. SBA personnel,

b. Participating lenders; and

C. Certified Development Companies (CDC).
2. How is this SOP Organized?

a. This SOP provides both the regulations and the policy you need to know to perform your
job in loan servicing.

b. The applicable Code of Federal Regulations (CFR) are cited in the various sections of the
SOP where they apply.
c. In this SOP, "MUST?" is used when the action is mandatory. Deviations from the

mandatory actions must be approved by the Associate Administrator for Financial
Assistance (AA/FA) or designee.

d. The term "You" refers to the recommending official (loan officer). The term
recommending official is defined in the Chapter 2, "How Does SBA Service Loans?"
All references other than "YOU" (recommending official) will be identified in the text.

3. What are the Sources of Authority and Guidance for Servicing Activity?
a. As-adoan servieing official you must be aware that all servicing activities you take

must conform to the:
(1) Small Business Act;

(2) Code of Federal Regulations;

EFFECTIVE DATE: DECEMBER 1, 1997
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3) SBA policy and procedures, including SOPs and Notices that are issued and
amended periodically; and

(4) SBA Form 750, "Loan Guaranty Agreement (Deferred Participation).”

b. What do you need to know about the regulations?

(1) From time to time, SBA publishes changes to the CFR to implement new
legislation or to clarify or modify existing regulations. These changes are
published in the Federal Register and incorporated into the bound version of the
CFR annually.

(2) This SOP provides the text of the regulations related to loan servicing contained
in CFR, Title 13 "Business Credit and Assistance," Part 120 "Business Loans" (13
CFR Part 120).

NOTE: The "MANDATORY" words in the CFR are "SHALL," "WILL," and

"MUST."

The subsections of 13 CFR Part 120 which pertain to loan servicing are provided
in the corresponding sections of this SOP. Other parts and sections of 13 CFR
which relate to loan servicing are:

(a) 13 CFR Part 101.104 which contains current policy on the delegations of
authority for loan administration;

(b) 13 CFR Part 102 which pertain to disclosure regulations under the
Freedom of Information and Privacy Act of 1974; and

(c) 13 CFR Part 105 which contains the "Standards of Conduct."

c. What do you need to know about SBA policy in this SOP?

(1)

)

This SOP provides 7(a), 504, and direct business loan policies to follow for
servicing all loans. These policies were established based on sound lending
practices derived from the experience of SBA loan servicing officials like you.
On occasion, SBA policy may not adequately address a special circumstance you
are handling. In those cases, you may be able to justify an exception to policy
while still practicing prudent lending standards.

The policies in this SOP are applicable to all SBA loans classified as in "regular

servicing" status (which include loans undergoing "intensive servicing") and are
serviced by:
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(a) SBA;
(b) Lender; or
(©) Certified Development Company (CDC).

3) For SBA loans classified as "in liquidation" status, refer to SOP 50 51, "Loan
Liquidation & Acquired Property."

d. What do you need to know about the 750 agreement (Loan Guaranty Agreement)?

(1) The SBA Form 750, "Loan Guaranty Agreement (Deferred Participation),” is
SBA's contract with the lenders in the 7(a) Program. You should read it along
with any supplemental agreements and understand it fully. You should refer to
them whenever you have a question of what is expected of the SBA or the
participating lender.

(2) The lender - SBA contracts for the 7(a) Program include:
(a) SBA Form 750, "Loan Guaranty Agreement (Deferred Participation);"

(b) SBA Form 750B, "Loan Guaranty Agreement (Deferred Participation)"
for Short Term Loans;

(c) SBA Form 1186, "Supplemental Guaranty Agreement, Certified Lenders
Program (CLP);"

(d) SBA Form 1347, "Supplemental Guaranty Agreement, Preferred Lenders
Program (PLP);"

(e) SBA Form 750EX, "Supplemental Guaranty Agreement, Export Working
Capital Program (EWCP);"

® SBA Form 1918, "Supplemental Guaranty Agreement, FASTRAK
Program;" and

(2) SBA Form 750B or SBA Form 750 for use in the LowDoc and CAPLines
programs.

EFFECTIVE DATE: DECEMBER 1, 1997
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CHAPTER 2

HOW DOES SBA SERVICE LOANS?

1. What is a Servicing Action?
A servicing action is any action that changes the existing terms of the loan. Generally, a
servicing action results from a request from the borrower for SBA-serviced loans, and from the
lender or CDC for loans serviced by them. Servicing actions generally require that loan
servicing "recommending" and "approving" officials complete an SBA Form 327, "Modification
or Administrative Action" (327 action).
2. Who Has Authority to Take Servicing Actions on SBA Loans?
a. Who can recommend a loan servicing action?
The recommending official.
A recommending official is an SBA staff member who has met the requirements outlined

in the Delegations of Authority published in the Federal Register, and who is authorized
by his/her supervisor to take such actions. (This is usually the servicing loan officer.)

b. Who can approve a loan servicing action?
The approving official.
An approving official is an SBA staff member who has met the requirements outlined in

the Delegations of Authority published in the Federal Register, and who is authorized by
his/her supervisor to take such actions. (This is usually the line supervisor.)

c. Whe-ean approve servicing requests not otherwise delegated to an approving
official?

(1) This SOP will identify the actions which will require a higher level of approval
(e.g., actions requiring the approval of the AA/FA or designee).

(2) Approval authority for actions related to loans classified as "in liquidation" are
identified in SOP 50 51, "Loan Liquidation & Acquired Property."

EFFECTIVE DATE: DECEMBER 1, 1997
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Supervisory attorney is defined as follows:

(1
)

3)

(4)

District counsel in a district office;

Senior litigation counsel in the litigation units and administrative law litigation
units.

Supervisory attorney in the Santa Ana Disaster Loan Servicing and Liquidation
Office and the commercial loan servicing center(s); and

Servicing center attorney in a disaster home loan servicing center (or, if there is
none, the district counsel in the nearest district office).

O 00000 0OOO O OO0 OO O OO OOOOOOOO 0OOOOOOOO

What is the Rule of Two approval process?

)

NOTE:

What is the "Rule of Two?"

All servicing actions taken under delegated authority must reflect the
recommendation(s) of the recommending official who initiated the action and
approval by an approving official [e.g., using SBA 327, Liquidation Litigation
Tracking System (LLTS) screens, etc.]. Both officials must be certified under the
delegation of authority to take the action. This process is called the "Rule of
Two." (Special actions that may be approved under the "Rule of Two' or
require the authority of the Claims Review Committee are discussed in the
SOP 50 51, Chapter 17, "Compromise Actions.')

It is important to recognize that you must carefully exercise this loan servicing
authority.

(a) Prudent lending practices must always be followed. All actions must be
consistent with applicable loans and regulations.

(b) Servicing actions must be taken only if:

1. It will assist the small business in solving the problem and improve
its ability to repay the loan; and

il. It will assist the Agency in realizing maximum recovery.

EFFECTIVE DATE: DECEMBER 1, 1997
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2) What happens if your recommendation for action is NOT approved by the
approving official?

(a) If your approving official does NOT approve your recommendation for
action, he or she must add comments and recommendations to your 327
action and refer the case to the second level of authority. That next level
of authority must indicate the final action taken and the basis for the
decision.

(b) If the position taken at the second level of authority is contrary to the
differing recommendations of both you (the recommending official) and
the first approving official, the matter will go forward to the next level of
authority until concurrence with a prior recommendation is reached.

A3) Example:

(a) You are an economic development specialist, and you recommend a
subordination in a 327 action to your approving official, for example, the
assistant district director for economic development (ADD/ED).

(b) If the ADD/ED approves your 327 action, the action is final and the
subordination is approved.

(©) If the ADD/ED declines the action, he or she must refer the action to the
second level of authority which, for example, is the deputy district director
(DDD). If the DDD concurs with either your recommendation or that of
the ADD/ED, the action is final. For example, if the DDD concurs with
your recommendation to approve the subordination, the subordination is
thereby approved. However, if the DDD concurs with the ADD/ED's
decision to decline the subordination, the subordination is declined.

(d) If the DDD does not uphold either recommendation, and recommends yet
another action, such as a shared security interest, the DDD must refer the
action to the next highest level of authority. In this example, the DDD
would refer the action to the district director (DD).

Note: Regardless of title, all officials must have appropriate Delegation of Authority
from the associate administrator for financial assistance (AA/FA).

oo O 000 000OOOOO 0OOO 0OOO 0OOOOOOO O OO O O O O 0OOO 0OOOO 0O OO OO

f. What actions can you approve WITHOUT the rule of two?

EFFECTIVE DATE: DECEMBER 1, 1997



oo

oo

oo

SOP 50 50 4

Any SBA employee who has completed the Commercial Credit Course - Level I may,
when authorized by his/her supervisor, unilaterally:

(1) Correct obvious typographical errors in loan authorizations;
(2) Extend disbursement periods on partially disbursed loans;

3) Release the cash surrender value or dividends to pay premiums due on insurance
policies;

(4) Extend initial principal payment dates;
(5) Adjust interest payment dates; and

(6) Release equipment (or hazard insurance checks) where the total value being
released does not exceed $5,000.

©O 00 0O 0OOO 0OOOOOO O 0OOO OOOO OOO 0OOOOOOOOOOOO00O OO

How do you handle a request for reconsideration?

You should handle requests for reconsideration of proposals in the same manner as the
original proposal with the "Rule of Two" process. You must submit the request to the
next level of authority.

©O 00 0O 0OOO 0OOOOOO O 0OOOOOOOOOOOO OOOOOO OOO OOOO OOO O 0OOOOOOOO O OO0OO0OO O O

How do you handle a non-deserving verbal request for a servicing action?

You may reject any verbal request for loan servicing which is grossly lacking in merit or
supporting documentation. You do not need to write a recommendation or refer the case
to an approving official. You must document the request and your action in the
Delinquent Loan Collection System (DLCS).

©O 00 0O 0OOO 0OOOOOO 0OOOOOOOO OO OO O 0000 O O

How do you handle exceptions to policy?

EFFECTIVE DATE: DECEMBER 1, 1997
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(1) Any servicing action which is not in full compliance with mandatory policy
("must" sections) is an "EXCEPTION TO POLICY." Final authority to
approve an exception lies with the AA/FA or designee.

(2) If you are recommending a 327 action which is an exception to policy, you must:

(a) Justify fully in the 327 action the reason for deviating from standard
policy;

(b) Route the 327 action through SBA counsel;
(c) Route the 327 action through your approving official for action; and
(d) If concurrence is obtained, have your approving official refer the action to

the AA/FA or designee for action.

oo ©O 00 0O 0OOO O0OOOOOO OOOOOOOO O 0OOOOOOO O OOO OO OO O OO OOOOOO OO OO O O OOOOOGO OO

i How-do you-hamdle servicing actions when an SBA employee or an employee's
relative is the obligor?

You must refer all requests for substantial relief from an SBA employee or "close

relative" of an SBA employee who is an obligor on a loan, through the chain of

command, to AA/FA for final action.

(1) Substantial relief actions include the release of an obligor on a loan, substantial
restructuring of payments, substantial release of collateral, etc. When in doubt,
consider the requested action to be substantial.

(2) Regulations:

13 CFR 120.10.
Definitions.

Close Relative is a spouse; a parent; or a child or sibling; or the spouse of any such person.
3. Which 327 Actions Must SBA Counsel Review?

a. Legal counsel must review all 327 actions involving the following activities (exceptions
are noted in the corresponding categories):

(1) Exceptions to policy;

(2) Conflict of interest/preference;

EFFECTIVE DATE: DECEMBER 1, 1997



SOP 50 50 4

3) Acquisition of environmentally impaired property;
(4) Transfer of a loan to another lender;

(%) Subordinations (review includes the 327 action and other documents deemed
necessary);

(6) Assumptions (review includes the 327 action and other documents deemed
necessary);

(7) Release or substitution of collateral;

(8) Release or substitution of obligors;

) Workouts;

(10)  Purchase under the SBA guaranty, including "repairs" and denials of liability;
(11)  Deeds in lieu of foreclosure;

(12)  Review of liquidation plans (for issues regarding legal compliance, e.g., legal
expenses);

(13) Payment of attorneys' fees;

(14) Transfers of a loan into litigation;

(15)  Transfers of a loan out of litigation;

(16) Al 327 actions on loans in litigation status;

(17)  Purchase and/or payment of prior liens;

(18) Payment of real estate taxes;

(19) Compromise actions;

(20)  All charge-offs;

(21)  Any other document or 327 action with issues regarding legal compliance; and

(22)  Substantive revisions to the loan authorization;

EFFECTIVE DATE: DECEMBER 1, 1997
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NOTE: Other exceptions may be noted in Chapter 6, ""Special Loan Programs."

b.

Counsel must refer all purely credit issues or administrative aspects to the servicing
division.

For lender-serviced loans, the lender is responsible for the proper preparation and legal
review of all documentation.

For CDC loans, the CDC is responsible for preparing all documents. The SBA counsel
must review all CDC prepared documentation.

4. What Other 327 Actions Does SBA Counsel Typically Review?

Besides the 327 actions listed above which counsel must review in each instance, the following
are examples of other 327 actions which counsel should review:

a.

b.

NOTE:

Transfers into liquidation status;

Protective bids at foreclosure sales;
Assignment for the benefit of creditors;
Alterations in the terms of any loan instrument;
Disposal of ColPur;

Transfers to servicing from liquidation; and
Abandonment of collateral.

For all matters discussed in this SOP where there is an issue regarding legal compliance,
final authority rests with the General Counsel or designee.

EFFECTIVE DATE: DECEMBER 1, 1997
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CHAPTER 3

ADMINISTRATIVE ASPECTS FOR LOAN SERVICING

1. Transferring Loans to the Commercial Loan Servicing Centers (CLSC).

a. Which loans must a field office/processing center transfer to a CLSC?
(1) A field office (district, branch, or the PLP processing center) must transfer all
SBA loans, whether serviced by SBA, a lender, or a CDC to the appropriate SBA
CLSC.
BEFORE you transfer a loan, the loan must:

(a) Be fully disbursed (any undisbursed balance must be canceled before a
transfer);

(b) Be current in payments (under 30 days past due);

(c) Be in "regular servicing" status;

(d) Have the guaranty fee paid; and

(e) For SBA-serviced loans secured by personal property collateral or fixture
filings, be current on Uniform Commercial Code (UCC) National

Financing Statement filings with the appropriate data input. You must:

1. Continue all UCCs which have lapsed or will lapse within 6
months of the transfer;

ii. Input the UCC-1 refiling dates into the SBA's "Loan Accounting
Update Display (LAUD)" database screens, specifically on the
LAUD30 screen.

NOTE: For CDC-serviced loans, CDCs must track and file the UCCs and
submit them to SBA for signature.

(2)  You must also transfer all loans that:

(a) Are classified as "returned to regular servicing" status; and

EFFECTIVE DATE: NOVEMBER 2, 1998
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(b) Have been returned to regular servicing status, because the borrower has
made at least three payments as agreed.

NOTE: EWCP is an exception to this policy for loans being
transferred to the CLSC. (Refer to Chapter 6, "Special
Loan Programs," paragraph 9 titled "Export Working
Capital Program (EWCP)" subparagraph -- "Servicing
responsibilities" for additional information.)

The locations of SBA commercial loan servicing centers are:

(a) Little Rock.

U.S. Small Business Administration
Commercial Loan Servicing Center
2120 Riverfront, Suite #100

Little Rock, AR 72202

Little Rock services loans for Regions I, II, III, IV, and VI.
(b) Fresno.

U.S. Small Business Administration

Commercial Loan Servicing Center

2719 N. Air Fresno Dr., Suite 107
Fresno, CA 93727-1547

Fresno services loans for Regions V, VII, VIII, IX, and X.

What loans must the field office retain?

(1)
2
€)
4
©)

Loans which require special servicing action at the field office level.
Loans that are not fully disbursed.

Loans for which the loan status does not show "regular servicing."
Loans that have been paid-in-full or charged-off.

Loans with potential problems which have an erratic payment history or loans
with ongoing or anticipated problems.
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(6) Loans classified as "in-liquidation/litigation."
NOTE: Litigation files must be retained by the field office.
c. What loans will the CLSC transfer to the field office?

(1) Loans which are 60-120 days or more past due and for which a workout plan in
the CLSC is not possible, [unless the CLSC determines that the lender/CDC/small
business company (SBC) has a viable workout plan in place (or being
developed)];

"non:

(2) Loans to be classified as "in liquidation," "in liquidation-litigation," or "in
litigation;"

3) Loans (when requested) for which the field office is processing a new SBA loan
application (alternately, the field office may request comments of CLSC); and

(4) Loans which the field office could better handle, for example:
(a) Complicated loan workouts;
(b) SBA-serviced loans which are chronically past due;

() Loans with an irregular payment plan which requires frequent adjustment;
or

(d) Loans requiring a manual accounting system.

d. When do-you-transfer loans between field offices or between commercial loan
service centers?

(1) From time to time, you will need to request that another field office or CLSC
accept responsibility for further action on a loan. An example is when a borrower
moves outside of your jurisdiction.

(2) A field office or CLSC must accept a valid transfer of a loan and should perform
any reasonable task on a non-transferred loan for another field office.

3) A loss generated under any transferred account will be attributed to the
transferring office.

2. Lender/CDC/Office of the Inspector General (OIG) Reviews.

EFFECTIVE DATE: OCTOBER 1, 1999
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Refer to Appendix 30, "Loan Policy and Program Oversight Guide for Lender Reviews," in
this SOP for the policy and procedures for lender and CDC reviews.

In the event that an OIG's investigation raises questions regarding SBA's obligation to honor it's
guaranty for an SBA guaranteed loan, the field office will follow the same guidelines as noted in
Appendix 30, paragraph VIL.D., titled "Loan Deficiency Notification." If the results of the OIG
review go to OFA instead of the field office, OFA will provide the field office with the
appropriate information to comply with Appendix 30.

What Actions May You Take if the Lender/CDC is Not Properly Servicing its Loans?
a. You have the responsibility to report and act on the findings of your field reviews.
b. Regulations for 7(a) lenders:

L3CFR.I2043 1. o oo o oo covoooomons oo ooososoesaos

Suspension or revocation of eligibility to participate.

SBA may suspend or revoke the eligibility of a Lender to participate in the 7(a) program because of a
violation of SBA regulations, a breach of any agreement with SBA, a change of circumstance resulting in
the Lender's inability to meet operational requirements, or a failure to engage in prudent lending
practices. Proceedings for such purposes will be conducted in accordance with the provisions of part 134
of this chapter. A suspension or revocation will not invalidate a guarantee previously provided by SBA.

See Subpart D in SOP 50 10, "Business Loan Program - Loan Processing" for additional
information.

c. Regulations for CDCs:

ooo oo o o0 o 00000000

(1) 13.CER. 120.982..... cccceeereen

Correcting CDC servicing deficiencies.

SBA may require corrective action, including the transfer of existing or pending financings to
another CDC in good standing. SBA must notify the CDC in writing of any servicing, reporting
or collection deficiencies and the corrective actions to be taken. SBA may instruct the CSA to
withhold service and late fees and may assess the CDC up to $250 per day for expenses incurred
by SBA to correct the deficiencies. If non-compliance continues for 90 days, SBA may take the
fees as compensation for its efforts to obtain compliance.

ooo oo o 0o o 00000000

(2)  13.CER.120983.......... .....

Transfer of CDC servicing to SBA or another CDC.

If a CDC fails to correct servicing deficiencies, or is unable or unwilling to service its portfolio,
SBA may assume the servicing or require the transfer of all or part of the CDC's portfolio to
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another CDC within or adjoining the deficient CDC's Area of Operations. If there is no suitable
CDC, SBA may approve a transfer to another entity. Future service fees from transferred loans
will be paid to the transferee. In addition, the CDC's processing authority will be temporarily
suspended.

ooo oo o o o 00000000

(3)  13.CFR.120.984.... .. . . . coccnseovancee
Suspension or revocation of CDC certification.
(a) Suspend or revoke.

©0 0 000 0 000 0000000 00 000000 000 0 O 000 00000000 0O 00 0 o 0 oo

The AA/FA may suspend or revoke the CDC's certification if a CDC:

1) Violates a statute, an SBA regulation, or the terms of a Debenture,
authorization, or agreement with SBA;

?2) Makes a material false statement, knowingly misrepresents, or fails to state a
material fact;

A3 Fails to maintain good character;
“ Fails to operate according to prudent lending standards;
o) Fails to correct servicing, collection, reporting, or other deficiencies; or,
) Is unable or unwilling to operate in accordance with the requirements of this
part.
(5 Transfer portfoio.

Upon suspension or revocation, the CDC must transfer its remaining portfolio and any
504 applications or financings in process to another CDC designated or approved by
SBA. If a pending 504 financing is completed after a transfer, any deposit must also be
transferred. Any fees must be apportioned by SBA between the two CDCs in proportion
to services performed.

ooo ©000000 © 000000 0000000

(c) Provide written notice.

SBA must give written notice to the CDC at least 10 business days prior to the effective
date of a suspension or revocation, informing the CDC of the opportunity for a hearing
pursuant to part 134 of this chapter.

4. Setting Up Lender and CDC File.

a. Each field office and Commercial Loan Servicing Center (CLSC) must create and
maintain a "Lender File" and a "CDC File" for each lender and CDC that participates
with SBA in the market served by the office. Use SBA Form 232, the standard SBA loan
file folder. The details listed below are to be used as a guide for the field offices. The
CLSCs will use these files to maintain correspondence and general loan servicing

EFFECTIVE DATE: OCTOBER 1, 1999
3-5



SOP 50 50 4B

information for a specific lender or CDC.

b. Divide the file into six sections which will contain material as follows.

0y

2

&)

C))

©))

(6)

3-6

Section I - Guaranty Agreements.

(a) For a 7(a) lender, a copy of the executed SBA Form 750, "Loan Guaranty
Agreement" and supplemental loan guaranty agreements.

(b) For a CDC, a copy of the certification letter with any amendments, such as
change in service area or approval under the Accredited Lender Program
(ALP).

Section II - Annual Report.

Current lender or CDC annual statement/report.
Section II1I - Examiner's Reports.

(a) Lender Review Report (Appendix 30, "Loan Policy and Program
Oversight Guide for Lender Reviews").

(b) "Chron" type summaries of lender telephone contacts.

(c) Other formal or informal reports by SBA personnel who contact or are
contacted by lender.

Section IV - Correspondence.

Copies of general correspondence to/from lender. (Do not include
correspondence relating only to a specific loan.)

Section V - Loan Servicing Documents.

Quarterly Guaranty Loan Status Report (which the SBA Form 1502 has replaced),
or any loan status report for a lender or CDC. [Note: The SBA Form 1502 will
not be sent to the field offices but to the fiscal transfer agent (FTA).] This
information will be input into the SBA database electronically and available to the
field offices via the computer terminal. (See Chapter 15, "Loan Collection
Monitoring & Reports.")

Section VI - Miscellaneous Documents.
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General information regarding the lender or CDC, including newspaper clippings
and other information not accommodated in other sections of file.

5. SBA Field Visits to Borrowers with Lender or CDC-Serviced Loans.

a. Generally, a field visit to the borrower for an SBA guaranteed or development company
loan will be made by the lender or CDC. However, you may make a field visit on behalf
of SBA if a lender, CDC, or borrower requests your presence or if you conclude that a
field visit by SBA is necessary.

b. You should make the visit jointly with the lender or CDC loan officer. If that is not
possible, advise the lender or CDC that you intend to conduct a field visit. Report the
visit on the Delinquent Loan Collection System (DLCS).

c. Refer to SOP 50 51 for additional information. It is in Chapter 8, "Lender-Serviced
Liquidations" in paragraph 8 titled, "What Steps Should SBA Take after Being Notified
of an Adverse Event?"

6. SBA Field Visits to Borrowers for SBA-Serviced Loans.

For information on this topic, refer to SOP 50 51. It is in Chapter 6, "SBA Serviced-
Liquidations" in paragraph 5 titled, "Mandatory Field Visit Requirements."

7. What Fees Does SBA Charge a Lender?

oo 000000000 O O0OOO

a. Servicing Fees.

(1) Regulations:

13 CER.120.220(8). - . -
Fees that Lender pays SBA.

The Lender shall also pay SBA an annual service fee equal to 0.5 percent of the outstanding
balance of the guaranteed portion of each loan. The service fee cannot be charged to the
Borrower. SBA may institute a late fee charge for delinquent payments of the annual service fee
to cover administrative costs associated with collecting delinquent fees.

(2) This fee was effective as of October 13, 1995, for all loans approved on that day

and forward.

oo 0 0000 O O0O0OO0O

b. Review Fees

(1) Regulations:

EFFECTIVE DATE: OCTOBER 1, 1999
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13 CER.120.4%...... ..

PLP performance review.

SBA may review the performance of a PLP Lender. SBA may charge the PLP lender a fee to
cover the costs of this review.

(2) SBA's PLP review center will conduct periodic reviews of PLP lenders. The
regulations permit SBA to assess a fee for a PLP review.

What Fees Can a Lender Charge?

oo

a.

0O 000 00OOODOOO OO OCOOOOO OO OOOOO O 00O

Fees charged by lender to borrower.

ooo © 000000000000 00000000 O 00 OO0

(1) Extraordinary servicing fees.

(a) Regulations:

LI CER.J120.220.(0)s. « oo coceccovoo o o oooo ooomoocon

Fees which the Lender may collect from a loan applicant.
Extraordinary servicing.

Subject to prior written SBA approval, if all or part of a loan will have extraordinary
servicing needs, the Lender may charge the applicant a service fee not to exceed 2
percent per year on the outstanding balance of the part requiring special servicing.

(b) An example of extraordinary servicing is the special servicing required on
an Asset Based Line of Credit, under the umbrella of the CAPLines
program where the lender must conduct field audits of inventory and
accounts receivable, collect receivables, and maintain cash collateral
accounts.

ooo © 000000000000 00 OOOOOOO

(2) Out-of-pocket expenses.

(a) Regulations:

13 CFR 120.221 (c).
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Fees which the Lender may collect from a loan applicant.
Out-of-pocket expenses.

The Lender may collect from the applicant necessary out-of-pocket expenses such as
filing or recording fees.

(b) Expenses incurred by the lender may be added to the loan balance while
SBA's guaranty is outstanding with SBA's approval (except for PLP,
LowDoc, and FASTRAK). For loans sold in the secondary market, they

may NOT be added to the loan balance prior to SBA purchasing the
guaranty.

ooo © 000 000 O 000 0000

3) Late payment fee.
(a) Regulations:

L3 CER.120.221.(d)s0 « oo coocooc o000 o 000 oooooocons

Fees which the Lender may collect from a loan applicant.

Late payment fee.

The Lender may charge the Borrower a late payment fee not to exceed 5 percent of the
regular loan payment.

(b) Is the fee mandatory?
1. No, the late fee is optional; and
il. Lenders may charge less than 5 percent.

(©) When can the lender charge the late fee?
The late fee may be collected if the lender receives a payment more than
10 days after its due date. For example, if the payment is due on the 5th,
the lender can collect the late fee if the payment is received on or after the

16th.

(d) Who is responsible for collecting the late fee?

EFFECTIVE DATE: OCTOBER 1, 1999
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It is the lender's responsibility to collect the late fee from the borrower.
The lender must not add the late fee to the principal amount of the loan
under any circumstances.

(e) Does the lender have to share the late fees collected with the investor if
the loan has been sold in the secondary market?

© 00 ©0 00O 0000 0OOO 0OO0OO0OOOO OO 0OOO 0OOOOOO 0OOO OO O0OO OOOOOO ©OOOO 0OOO OO OOOOOOO0

No. The late fee belongs to the lender and is not shared with the investor.
6y} What happens to the late fee if the loan is purchased by SBA?

The lender must not add late fees to the transcript of account submitted by
the lender for purchase of the guaranty. The SBA will not be responsible
for paying any late fees. If SBA purchases a loan, SBA will permit the
lender to collect late fees from the borrower which were owed at the time
of purchase, but only AFTER SBA has been paid in full. The lender must
apply all scheduled loan payments first to interest and then to principal.
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What fees are prohibite