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	EFFECTIVE:
	 10/23/2003


Background

The purpose of this Notice is to modify the Standard Operating Procedure (SOP) requirement that all liens on all primary and on all secondary collateral be recorded for the full amount of the loan.  SBA became aware that this requirement was causing an unintended hardship for some borrowers.  The SOP language resulted in substantial recording fees on secondary collateral paid by borrowers in certain states, without translating into increased collateral value.  In these states, the recording tax is paid based on the amount of the lien.  The typical example of a problem situation is a $500,000 lien being placed on a $150,000 house that only had $50,000 in equity.  
Policy Change
Effective immediately, SBA lenders may limit the size of the lien recorded on certain secondary collateral taken to secure an SBA guaranteed loan.  Specifically, when an SBA lender takes a lien on a personal residence or non-business real property held for investment purposes, the lender may choose to limit the lien to 150 percent of the available equity in the residence or investment property.  This will allow for the sharing of possible appreciation in the equity over time and grant the borrower relief from the high recording costs in certain states.
This modification of policy is intended to free up a borrower’s cash that would otherwise be used for lien recording fees.  The additional cash flow will improve the chances for loan repayment and borrower success.  

New Policy Language
Lien Amount

The language on page 95 of SOP 50 10(4)(E), Subpart A, Chapter 4 (Credit), Paragraph 1.h.(5)(c)9 is changed to read as follows and shall apply to collateral for both 7(a) and 504 loans:

(9)  Amounts in Which to Take Liens on Collateral

All liens on primary and secondary collateral must be taken/secured for the “Full” amount of the loan or the maximum permitted by appropriate State law.  As an exception to this general rule, a lien taken on certain secondary collateral consisting of a personal residence or real property held for investment purposes, may be limited to less than the full amount of the loan (but in no event less than 150 percent of the available equity in the property as verified by a current real estate appraisal by a qualified professional appriaser) if the loan is fully secured by the primary collateral and other secondary collateral (if any). 
The “available equity” is calculated by subtracting the balance (as of the date of the application) of existing mortgages or liens from the market value of the property.  This provision does not preclude the recording of a lien for an amount greater than 150 percent of the available equity in secondary collateral if the lender or SBA deems it appropriate.  
Questions

Questions from lenders and other parties should be directed to the local SBA office.

Questions from SBA field office supervisors should be directed to A. B. McConnell, Jr. at (202) 205‑7538 or Andrew.Mcconnell@SBA.GOV. 

Hector V. Barreto

Administrator
Expires: 10/1/2004
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