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11/5/96

 Set ExpDate"12/31/96" 12/31/96
TO:
 All Employees
CONTROL NO.:
5000-761

SUBJECT:
Loan Processing Restrictions on

Paying Off Existing SBA Debt and Servicing Procedure for Loan Assumptions 


EFFECTIVE:
11-19-2001

This Notice changes agency procedure pertaining to “Loan Processing Restrictions for Paying Off Existing SBA Debt” in a change of ownership transaction.  Under the current procedure, lenders are restricted from using their PLP lending authority to pay off an existing SBA loan in a change of ownership situation.  The new procedure will permit lenders with delegated lending authority (e.g., PLP, SBAExpress, and Community Express) to process change of ownership transactions when the SBA guaranteed loan being paid off is NOT with the same lending institution submitting the new guaranty request.  The Agency does not consider these transactions to be debt refinancing.  This Notice also changes the agency’s servicing procedure as it relates to assumptions.  Please see the specific changes to the Standard Operating Procedure below.

In addition, we are adding language to the SOP that would prohibit the use of Premier Certified Lender Program (PCLP) procedures when the third party lender for the 504 transaction is also the lender for the seller of the business.  This prohibition applies whether the seller has a conventional loan or a SBA guaranteed loan.  

SOP 50-10(4), Subpart “A”, Subparagraph e., Page 59-1:  Second paragraph under this subparagraph is amended as follows:

An application to purchase a business that has an existing SBA guaranteed or conventional loan may be processed by PLP, SBA Express, and Community Express lenders, or by PCLP CDCs unless the existing SBA guaranteed or conventional loan is debt with the same lender.  In the case of the 504 loan program, the third party debt cannot be with the same lender.  As an alternative, the lender or CDC should offer the buyer the option to assume the existing SBA debt with the full release of the seller and guarantor(s) on the original loan.

Subpart “D”, Paragraph 4(b), Page 342:  Amended as follows:
Refinance or Pay Off Existing SBA Loan

No proceeds of a PLP loan may be used to refinance an existing SBA loan.  In the case of a change of ownership transaction, PLP loan proceeds may be used to pay off the seller’s existing SBA loan if the debt is NOT with the same lending institution that is processing the buyer’s PLP loan.

SOP 50-10(4), Subpart “A”, Subparagraph d.(3), Page 59:  To conform to this Notice the words “or repay” have been eliminated from this paragraph.  It has been changed to read:

“May PLP be used to refinance an existing SBA loan?”

No.  A 7(a) application to refinance an existing SBA guaranteed loan must be processed only under standard procedures. [Subpart D, Chapter 3, paragraph 7(4)(c)]

For 504 loans, proceeds cannot be used to refinance existing SBA debt of the applicant under any circumstances.

SOP 50 -50 4A, Chapter 5, Paragraph 10, Subparagraph c.(1)(e), Page 5-15:  Replaced as follows:

e. How do you process a loan assumption?

1) You must:

(e) In the case of obligor/guarantor(s) for an assumption involving a:

i. Sale of an ongoing business that is not part of a workout, release the obligor/guarantor(s) of the seller; or

ii. Workout, it is strongly recommended that the obligor/guarantor(s) of the seller be retained.

Any release must be supported in a 327 action.

Please share this Notice with your lenders.  Questions from lenders should be directed to their local SBA field offices.  Questions from SBA field offices on these changes should be directed to A. B. McConnell, Jr., Chief, 7(a) Program Branch, at 202-205-6490.  

____________________

Jane Palsgrove Butler

Associate Administrator

 for Financial Assistance

Expires: 11-01-2002  
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