SBA ASSET SALES PROGRAM – PROGRAM FACTS

The Asset Sale Program started in 1999, and was designed to sell the SBA owned loan portfolio, including SBA purchased guarantees (both SBA serviced and Lender-serviced) and SBA direct loans (primarily Disaster Assistance Home and Business loans). The sales were mandated in the FY 1998, 1999 and 2000 federal budgets. The SBA considers the Asset Sales Program a vital tool that allows for prudent management of its credit portfolio. 

The owned loan portfolio (sale portfolio) consists of the following major loan programs:

Disaster Assistance Loans

The Disaster Assistance Program is SBA’s largest direct loan program and serves individuals, businesses and non-profit organizations. The Disaster Assistance Program provides loans to homeowners, renters, businesses and non-profit organizations to rebuild in the wake of physical disasters. There are three main Disaster Assistance loan types:

· Disaster Assistance Home Loans: Disaster Assistance Home Loans up to $200,000 are available for physical damage to a primary residential property and are also available to qualified homeowners and renters for uninsured losses up to $40,000 to repair or replace personal property such as clothing, furniture, cars, etc.  If substantial damage occurs, homeowners may be eligible to refinance an existing home loan up to $200,000. Homeowners may apply for an additional 20% of the loan amount, up to $48,000, for disaster mitigation devices. Disaster Assistance Home Loans amortize over a maximum of thirty (30) years based on a simple interest calculation, and have a maximum loan amount of $488,000 per disaster. Most carry an interest rate of 4% or lower, by statutory mandate. Disaster Assistance Home Loans with original balances less than $10,000 are generally unsecured. As a condition for originating Disaster Assistance Home Loans, the borrower is generally required by law and/or the loan documents to obtain hazard, special peril and flood insurance in a specified amount. The loan is recourse to the borrower. 

· Disaster Assistance Physical Damage Business Loans: Physical Damage Loans may be used to repair or replace disaster-damaged real estate, machinery, equipment, and supplies, or inventory.  They have a maximum 30-year term and most have a 4% interest rate (statutory mandate). However, both the interest rate and term are based on the SBA’s analysis of the financial information submitted by the borrowers. The SBA underwrites these loans by analyzing the business’ cash flow as the primary source of funds for repayment. The maximum loan amount (including Economic Injury Loan funds, mentioned below) is $1.5 million, unless the business is a major source of employment (“MSE”) in its locality. Real estate, land, machinery, and/or equipment generally secure the loan. These loans are recourse to the borrower and are generally fully guaranteed by the principals. Non-profit, eleemosynary, cooperative, and similar organizations are eligible for physical disaster business loan assistance.

· Disaster Assistance Economic Injury Business Loans. Economic Injury Loans provide necessary working capital to small businesses and small agricultural cooperatives until normal operations can resume after a physical disaster. These working capital loans, generally made with shorter terms, assist businesses with paying ordinary and necessary operating expenses that they would have been able to pay without a disaster, and are available only to borrowers who do not have other financing options.  Obtaining an Economic Injury Disaster Assistance Loan is not dependent on obtaining a Physical Disaster Loan. 

Business Operating Loans

SBA Loan Programs are generally intended to encourage longer term small business financing but actual loan maturities are based on the borrower’s ability to repay, the purpose of the loan proceeds, and the useful life of the assets financed.

· 7(a) Loan Guaranty Program. Section 7(a) of the Small Business Act authorizes the SBA to guarantee loans to small businesses that cannot obtain reasonable financing terms through normal lending channels.  The program is designed to promote small business formation and growth by guaranteeing long-term loans to qualified businesses.  Loans are available for many business purposes, such as real estate, expansion, equipment, working capital or inventory. Repayment ability from the cash flow of the business is a primary consideration in the SBA loan decision process but good character, management capability, collateral and owner's equity contribution are also important considerations. All owners of 20 percent or more of the business are required to personally guarantee SBA loans. The SBA guaranty percentage typically ranges from 75 percent to 80 percent depending on the loan amount, with a maximum guaranty amount of $750,000. Maximum loan maturities are established as follows: 25 years for real estate and equipment, and generally seven years for working capital. The interest rate may be fixed or variable and is negotiated between the borrower and the lender, but is subject to SBA maximums, which are pegged to the Prime Rate. When the SBA has paid the guaranty, the interest rate is typically converted to a fixed rate. All loans 7a offered are formerly guaranteed, i.e., no further SBA guaranty is available to the buyer of the loans. 

· 7(a) Direct Loan Program. Under the 7(a) Direct Loan Program, SBA originated loans directly to small businesses until 1995. These loans typically have smaller balances than the 7(a) Guaranty Loans, generally less than $150,000.  There is no SBA guarantee for (7a) direct loans. The SBA currently services these loans.

Business Development Loans (Community Development Loans)

The Development Company Program (also referred to as Sections 502, 503 and 504) provides, in conjunction with a private sector loan, long-term, fixed-rate financing to facilitate the acquisition of major fixed assets, such as land and buildings (Note Sections 502 and 503 are no longer active programs).

· Section 504. Section 504 loans are originated by Certified Development Companies (“CDCs”) which are primarily private, non-profit corporations established to assist in the economic development of their communities or regions. There are approximately 290 CDCs nationwide, each covering a specific region. The program is designed to enable small businesses to create and retain jobs; the CDC's portfolio must create or retain one job for every $35,000 in financing provided by the SBA. Interest rates on 504 Loans are priced to a spread above the current market rate for 5-year and 10-year U.S. Treasury issues. Maturities of 10 and 20 years are available. Generally, a Section 504 project is financed as follows: 50 percent by an unguaranteed lender loan in a first lien position, 40 percent by an SBA-guaranteed debenture in a second lien position and a 10 percent equity contribution made by the small business borrower. The maximum SBA debenture is $1 million. The debentures were 100 percent guaranteed by the SBA. The SBA has purchased the guaranty on all of the Development Loans included in the Sale and, therefore, no further SBA guaranty is available to the Buyer of these Loans.
While the following are subject to change, SBA has structured its first four asset sales according to the following general parameters. 

· Non-Recourse. No SBA guaranty is available on any of the Loans being sold. 

· Warranties. All loans are sold on an “AS IS”, “WHERE IS”, “WITH ALL FAULTS” basis and without representation or warranty of any nature, except that SBA warrants that, (i) it has the authority to sell the loans, (ii) immediately prior to assignment and transfer it had title to the loans, (c) the unpaid principal balance (UPB) of the loan as provided in bidding materials, (d) the coupon on the loan as provided in bidding materials, (e) no further disbursements are required to be made under any loan, and (e) the note and collateral documents on all loans are valid and binding obligations and are enforceable. 

· Servicing Released. The loans are sold servicing-released.

· Form of Bid. To the extent that loans are offered for sale on a whole loan basis, SBA has used a sealed bid auction format. Bidders are invited to submit sealed bids on a bid date prior to a bid submission deadline.

· Loan Selection. Beginning with SBA Sale #2, SBA added certain public policy objectives relating to the Disaster Assistance loan program to the process:

(a) Loans More Than 2 Years Old - Due to the detailed servicing and potential for additional advances that can be associated with disaster assistance loans during the first 2 years after origination, SBA decided to sell disaster assistance loans that would be at least 2 years old at sale date. 

(b) Deferred Loans in an Open Disaster Declaration Area - SBA studied the potential impact of selling existing loans located in a newly opened disaster declaration area (such as North Carolina immediately following Hurricane Floyd).  That study led to SBA’s decision to not sell existing disaster assistance loans in a deferred status in an open Presidential or SBA-declared disaster area.  If those loans are selected for a sale, they will be withdrawn and placed in the next sale.

· Due Diligence. SBA, through its due diligence contractor, provides detailed due diligence information to bidders. In past sales bidders have been charged a non-refundable assessment of $1,000 that entitles the bidder to receive a Due Diligence CD-ROM, and enables bidders to either access Asset Review Files off-site electronically, visit the SBA Due Diligence Facility, or do both. For those bidders interested in receiving the Due Diligence CD-ROM and access the SBA Due Diligence Facility only, the non-refundable assessment has been $500.

The Asset Review Files are comprised of documents, correspondence within the last five years, third party reports, data and other information relating to a loan. The documents have been placed on an optical database. 

The Due Diligence CD-ROM contains: (a) individual loan detail, (d) summary of loan stratification, (c) collateral documents, (d) data dictionary, (e) recent appraisals – UPB >= $500,000, drive-by appraisals – UPB >= $250,000 <$500,000 or brokers price opinions – UPB >= $15,000 < $250,000, (e) color photo of property, where available, (f) recent credit score, where available, (g) environmental screens and/or Phase I Reports, (h) bankruptcy flag, (i) bankruptcy search, (j) environmental flag, (k) litigation flag, (l) payment history, (m) asset search reports, (n) UCC/title information – title searches ordered on all loans with UPB’s greater than $10,000 secured by real estate, (o) latest balance information, and (p) servicing comment screens.

· Bid Stratification and Bid Procedures. The loans have typically been stratified into pools based on some or all of the following criteria: (i) SBA Program, (ii) collateral type, (iii) payment performance, (iv) lien position, (v) geography (vi) and certain unique characteristics. 

In SBA Sale #3, bidders were provided the opportunity to submit: (i) individual pool bids, (ii) multiple pool bids – consisting of either residential or commercial loan pools, but not both, (iii) an all-or-nothing bids for all commercial loan pools, and (iv) an all-or-nothing bid for all residential loan pools. In SBA Sale #3 bidders were allowed 100 bids. 

Bidders have been allowed caps and floors. A cap is defined as a maximum amount of bid price that a bidder wants to be awarded, and a floor is defined as the minimum amount of UPB that a bidder wants to be awarded. 

Bidders have been invited to bid on non-multiple bid pools, i.e., pools that may not be included in a multiple loan pool bid or an all-or-nothing bid. In SBA Sale #3, there were eight of these pools with aggregate UPB’s ranging from $1 million to $6.5 million. 

Bidders are required to submit a bid deposit equal to ten percent of their highest possible bid price. The deposit must be received by wire transfer, in immediately available funds. Bidders are not provided interest on their deposits. Awards are made the day following the bid date.

Special purposes entities formed for the purpose of bidding on and purchasing loan pools are allowed, but must be in existence and qualified as bidders as of the bid date and through closing. The entity that qualifies as a bidder and submits the bid must execute the loan sale agreement and be prepared to accept the transfer of any loan pools awarded to it. 

· Closing and servicing transfer. SBA attempts to close with all bidders within three weeks of the bid date. At least five business days prior to a scheduled closing date, the SBA provides the buyer with a closing date payment notice identifying the closing date, the closing date payment, the loan files retrieval period, the servicing transfer date and the wire transfer instructions. Two business days prior to the closing date, the buyer provides the following: (i) three original copies of the Limited Power of Attorney, (ii) three prepaid, overnight courier labels, and (iii) two original copies of the Assignment and Assumption Agreement executed by the buyer. On the date 15 business days after the closing date, a reconciliation closing will occur between the buyer and SBA to reconcile any advances and other adjustments and closing date collections. Buyers are responsible for retrieving the loan files and all costs incurred therewith during the loan file retrieval period. Buyers are generally required to accept servicing within 2 months of the bid date. The servicing tape is provided to the buyer approximately 2 months following the bid date. Prior to the date that Limited Power of Attorney expires, the buyer, at its sole cost and expense, prepares and executes the Transfer Documents for each loan on behalf of the SBA pursuant to the Limited Power of Attorney. Buyers, at their own cost and expense, shall deliver for recording or filing in the appropriate land/or other records office prior to the date on which the Limited Power of Attorney expires. Both the buyer and SBA separately provide notification of the sale to all obligors. 

· Settlement Expenses. Buyers are required to pay all costs and expenses that they incur in connection with the purchase of any Loans, including, without limitation, (i) those relating to delivery; (ii) any taxes, transfer, recording or filing fees; (iii) any title commitment or title insurance costs; (iv) costs relating to the servicing transfer of the Loans; and (v) attorney fees and closing fees. 

· Flood, Special Peril and Hazard Insurance. For Disaster Assistance Loans, 7(a) Loans, and Development Company Loans, the SBA does not escrow for insurance premiums, and generally does not monitor coverage and does not force-place hazard or special peril insurance.  Buyers will be required to ensure that all Obligors obtain and maintain in full force and effect all insurance policies and insurance coverages, as stipulated in the Loan Documents.  Also, Buyers will be required to force-place flood insurance to the extent required by law.  Neither the SBA nor its Servicing Agent will continue to self-insure the Loans during the Limited SBA Servicing Period.

With respect to Disaster Assistance Home and Business Loans, the SBA generally requires real estate and contents insurance in an amount specified in the Loan Documents. Buyers of Disaster Assistance Loans have been required to: (1) ensure that all Obligors obtain and maintain in full force and effect all insurance policies and insurance coverage required by the applicable Loan Documents or applicable law (including, but not limited to, flood, earthquake and hazard insurance); (2) ensure that no waivers or modifications of such insurance coverage requirements are granted or allowed by Buyer or any Future Servicers; and (3) ensure that, if any Obligor fails to obtain or maintain in full force and effect any such required insurance coverage, any Future Servicer will obtain such insurance for the benefit of the holder of the respective Loan and the Obligor to the full extent required by applicable law.  

· Public policy considerations. SBA has used the following tools to achieve its public policy objectives relating to the Section 7(a), Development Company and Disaster Assistance loan programs: 

(a) Bidder Qualifications – SBA requires that bidders certify that they: (i) are a substantial, sophisticated entity that has the knowledge and experience in financial or business matters relating to the purchase of assets of the type being offered by SBA, and that can bear the economic risks of a purchase of any or all of the Assets being offered for sale; (ii) have the ability to make its own independent investigation and evaluation of any Assets ultimately offered for sale and the economic, credit or other risks involved in an investment in any such assets, including, without limitation, the ability to resell or otherwise liquidate any such assets; (iii) will comply with all applicable securities laws, and (iv) are not debarred or suspended from doing business with the SBA or any other agency of the U.S. government, or an SBA employee or contractor or subcontractor that performs services on the transaction in question.

(b) Servicer Qualifications – SBA requires that the servicer (or an affiliate) is one or more of the following: (i) an SBA-approved lender currently authorized to originate and service SBA-guaranteed or SBA “Development Company” loans; (ii) currently approved to service loans for a U.S. federal entity or government-sponsored-enterprise; (iii) a loan servicer currently rated as “average” or above by a nationally recognized rating agency; (iv) a financial institution supervised and examined by any state or federal regulatory authority; (v) with respect to business loans, a loan servicer experienced in servicing commercial or small business loans, which employs personnel who are trained and experienced in servicing such loans and who are supervised by a corporate officer or company manager who possesses a minimum of three (3) years’ experience in servicing such loans; or (f) with respect to disaster assistance home loans, a loan servicer experienced in servicing consumer loans, which employs personnel who are trained and experienced in servicing such loans and who are supervised by a corporate officer or company manager who possesses a minimum of three years’ experience in servicing such loans. Also, the servicer must have a written loss mitigation program in place, and must not be currently disbarred or suspended from doing business with the SBA or any other federal or state agency.

(c) Post-Sale Servicing Requirements – SBA requires that buyers service the loans, and cause any Future Servicers to service the loans, in accordance with prudent commercial servicing practices. Buyers are also responsible for insuring that each Future Servicer of the loans (1) provide a written notice of any change from the SBA’s current servicing practices with respect to the placement of forced-place insurance, assessment of late charges, maintenance of escrow accounts, enforcement of non-monetary terms and conditions of the Loan Documents for any Loan and the exercise of other rights set for in the Loan Documents, and (2) has access to multi-lingual personnel to assist Obligors on an as-needed basis.

· Outside Contractors. The SBA uses outside contractors to assist with the Asset Sale Program. SBA has hired a program financial advisor that advises SBA on program matters. For each sale, SBA hires a transaction financial advisor and a due diligence contractor. The SBA uses the GSA Financial Asset Services Schedule for the purpose of procuring sale contractors. To find out more about the schedule go to http://www.fss.gsa.gov/services/asset-svcs/.

