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	TO:
	All SBA Employees
	CONTROL NO.:
	5000-938

	SUBJECT:
	Changes to the 7(a) Loan Program as a result of new legislation
	EFFECTIVE:
	12-17-2004


On December 8, 2004, the FY05 Omnibus Appropriations Act (P.L. 108-447) was signed into law.  Included in the Omnibus Appropriations Act is the Small Business Reauthorization and Manufacturing Assistance Act of 2004 (“Reauthorization”), which amended the Small Business Act (“SBAct”).   The following are the changes to the 7(a) Loan Program (except for International Trade which will be described in a separate notice) as a result of the changes in the law.  These changes are effective as of the date of enactment (December 8, 2004).  Amendments will be made to SBA’s regulations and Standard Operating Procedures (SOP) to incorporate these changes as soon as possible.
Lending Authority

For FY 2005, the 7(a) Loan Program will have $16.0 billion in lending authority.   
Loan Amount*
	
	For Loans Approved 10/1/04 Through 12/07/04
	For Loans Approved 

Beginning 12/08/04

	Regular 7(a) Loan Program
	
	

	Maximum Gross Loan Amount
	$2.0 million
	No change

	Maximum SBA Guarantee Amount
	$1.0 million
	$1.5 million

	SBA Express
	
	

	Maximum Gross Loan Amount
	$250,000
	$350,000

	Community Express and Export Express
	
	

	Maximum Gross Loan Amount
	$250,000
	No change


(*Note:  All post-approval modifications, including any requests for loan increases, are governed by the rules in effect at the time the loan was approved.  The Reauthorization does not affect the maximum loan amount or maximum SBA-guaranteed amount for loans approved prior to December 8, 2004.  However, any loan approved on December 8, 2004 or thereafter is subject to these new maximum amounts and, therefore, could be increased accordingly.)
Fees
The 7(a) Loan Program, as a result of the Reauthorization, becomes a zero subsidy loan program financed through fee income to SBA from borrowers and lenders.  (Note:  The approval date of a loan determines the fee percentages that apply to that loan.  The Reauthorization does not affect the fee structure in place for loans approved prior to December 8, 2004.)
The Reauthorization amended the SBAct to allow SBA the flexibility to adjust these fees, as long as they remain under the caps specified in the SBAct, in order to maintain a zero subsidy rate for the 7(a) Loan Program.  SBA intends to analyze these fees annually and make adjustments as necessary.

The following chart sets forth the changes in the guaranty fee and the lender’s yearly service fee applicable to all loans approved on or after December 8, 2004 through the end of FY 2005. (Note:  The Reauthorization specifically changed the word “annual” to “yearly” when discussing the ongoing guaranty fee.)
	Fees
	Loans Approved 
October 1, 2004 

Through December 7, 2004
	Loans Approved 
December 8, 2004 Through End of FY 2005

	Guaranty Fee

[under 13 CFR 120.220(a)]
	
	

	Short Term Loans (12 months or less
	0.25 percent of SBA guaranteed portion.
	No change.



	Loans with a Maturity greater than 12 months


	
	

	Total (Gross) Loan Amount

$150,000 or less
	2 percent of SBA guaranteed portion.  Lender is permitted to retain up to 25 percent of the fee.  (50 basis points)
	No change.

	$150,001 to $700,000
	3 percent of SBA guaranteed portion. 
	No change.

	$700,001 – maximum loan amount 
	3.5 percent of SBA guaranteed portion.
	No change.

	When SBA-Guaranteed Portion of Loan Amount is over $1,000,000
$1,000,001 to $1,500,000


	No additional fee because SBA’s guarantee is limited to $1,000,000.
	An additional 0.25 percent on any SBA-guaranteed amount over $1 million (a total of 3.75 percent on the SBA-guaranteed portion over $1 million).* 

	Lender Yearly Service Fee

(under 13 CFR 120.220(f))
	0.50 percent of the outstanding balance of the SBA guaranteed portion
	No change.


(*Note:  An example of the additional fee of 0.25 percent on the SBA-guaranteed portion over $1.0 million is:  the guaranty fee on a $2,000,000 loan with a 75 percent guaranty ($1.5 million guaranteed amount) would be 3.5 percent of $1,000,000 ($35,000) PLUS 3.75 percent of $500,000 ($18,750) which totals $53,750.) 
7(a) Loan Guaranty Limit

As set forth in the chart on the first page of this Notice, the loan guaranty limit under section 7(a)(3)(A) of the Act is increased from $1.0 million to $1.5 million.  Any one small business borrower (together with its affiliates) may now obtain a loan or loans with a total SBA-guaranteed amount of up to $1,500,000 outstanding.  As a reminder, the 7(a) and 504 Loan Programs are combined when determining the maximum SBA guarantee amount that one borrower (including any affiliates) is permitted to have approved and outstanding.  (SOP 50 10, Subpart A, Chapter 4, para. 2.)
SBAExpress

The Reauthorization amended the SBAct to establish the “Express Loan Program.”  This program covers loans made by a lender utilizing to the maximum extent practicable its own loan analyses, procedures, and documentation and which have an SBA guaranty rate of not more than 50 percent.  SBA considers this to be a permanent enactment of the SBAExpress program (but not of those Express programs that have an SBA guaranty rate of greater than 50 percent).  The Reauthorization also has increased the maximum gross amount of an SBAExpress loan from $250,000 to $350,000.

The Reauthorization does not affect either the CommunityExpress or the ExportExpress programs because the SBA guaranty percentage applicable to those programs exceeds 50 percent (for both these programs, SBA permits the same maximum percentage of SBA guaranty as the regular 7(a) Loan program).  Therefore, the status of these two programs remains the same:  they continue to be pilot programs and they each continue to have a maximum gross loan amount of $250,000. 
Piggyback Financing Not Available

SBA Policy Notice No. 5000-931, suspending SBA’s policy in SOP 50 10 (4) of allowing 7(a) Loans to be structured as “piggyback financing” as of October 1, 2004, remains in effect.  
Pursuant to SOP 50 10 (4), piggyback financing occurs when one or more lender(s) provides more than one loan(s) to a single borrower at or about the same time, financing the same or similar purpose, and where SBA guarantees the loan secured with a junior lien position on the assets being financed.  SBA does not consider a financing to be piggyback financing if SBA receives a senior lien on all the assets being financed, or if SBA and the commercial lender share the same lien position (“pari passu”) on all the assets being financed.

Questions

SBA district offices must notify 7(a) Lenders of these changes.  SBA district offices or centers with questions on this notice may direct their questions to Gail Hepler via email at gail.hepler@sba.gov.  Lenders are directed to forward questions to their local SBA field office.

Hector V. Barreto

Administrator
PAGE 2 of 3
EXPIRES: 
xxx

SBA Form 1353.1 (12-93) MS Word Edition; previous editions obsolete

Must be accompanied by SBA Form 58

Federal Recyling Program [image: image1.wmf] Printed on Recycled Paper
EXPIRES: 
12-1-2005
PAGE 1 of 3
SBA Form 1353.1 (12-93) MS Word Edition; previous editions obsolete

Must be accompanied by SBA Form 58

Federal Recyling Program [image: image2.wmf] Printed on Recycled Paper

[image: image2.wmf][image: image3.png]


