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't can be very challenging to understand the SBA
SOPs and the other issue is they constantly
change.

SBA SOP

* SBA SOP 5057 2- Servicing SOP
for 7A loans- should be updated
soon

* SBA SOP 5010 5 K- Origination
and closing of SBA Loans.
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WHAT SBA LOANS DOES THE 5057 2 GOVERN?

All SBA Loans that are fully disbursed and in regular servicing or liquidation
status.

Fully disbursed means that the loan has been closed and all disbursements have
been made.

On a revolving LOC — fully disbursed means that the loan has been closed and
the initial disbursement has been made.

This just helps to clarify when a SBA loan moves from being governed by the
5010 to being covered by the 5057. It also helps to clarify when a revolver is
considered fully disbursed.



DELEGATED AUTHORITY LOANS — SERVICING REQUEST ON
LOANS THAT HAVE NOT BEEN FULLY DISBURSED-5010 5 K



WHEN SHOULD A SBA LOAN BE PUT INTO LIQUIDATION?

* When a loan is 60 days or * When a loan becomes 60 days
more past due. or more past due.

* When an adverse event such * When an adverse event such
as a bankruptcy, litigation, or as a bankruptcy, litigation, or
closure of the business occurs. business closure occurs.

SBA 504 Loans



PUTTING A LOAN INTO LIQUIDATION

As of Feb. 01, 2014, Participant banks are required to put SBA 7A loans into
liquidation using Etran. It is expected that SBA One will accomplish this once the
Servicing Module is on-line.

SBA 504 loans still require a submission to the appropriate SBA Servicing Center
— Fresno or Little Rock.

When evaluating whether or not to put a loan into liquidation, please assess
whether or not they can catch this up in 30 days or less. Putting a loan into
liquidation impacts your PARRIs score.



NEXT STEPS AFTER PUTTING A LOAN INTO LIQUIDATION



WHEN DOES THE SOP REQUIRES A SITE VISIT?

The only time that the SOP 5057 2 specifically requires a site visit is when a loan
is put into liquidation. Other times that it is prudent to do a site visit include:

1. Prudent Servicing Standards — whatever your institution’s site visit policy
is.

2. During consideration of a workout plan
If there is a change in environmental risk

4. During a payment deferment



PREPARING FOR A SITE VISIT

1. Review the loan file specifically collateral documents.
2. Complete new lien searches.
3. Determine the status of taxes — property, payroll, income.

4. Appraisal review — Does a new appraisal need to be ordered?



THINGS TO DO DURING A SITE VISIT

Determining whether the property is occupied or vacant.
Assessing if there is environmental risk.

Gathering information for the preparation of a liquidation plan.
Evaluating the possibility of a workout with the borrower.

Repossessing personal collateral if appropriate.
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Developing a plan for the Care and Preservation of the collateral including
securing the property and making sure that you have insurance coverage on the
collateral.

7. Evaluating if any repairs or cleanup are necessary on the property.



DOCUMENTING THE SITE VISIT



REVIEW THE LOAN FILE FOR EXCEPTIONS

It is critically important to review the file at this time for
any exceptions that may exist and clear those exceptions.
The time to do it is NOW not later!
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BORROWER INTERACTION



BORROWER INTERACTION



CARE AND PRESERVATION OF COLLATERAL



1. CARE AND PRESERVATION OF COLLATERAL



PRUDENT LIQUIDATION

One of the primary standards for a SBA participant lender is:

All Lenders must service and liquidate their SBA loans in a diligent,
commercially reasonable manner that is free of conflicts of interest and
Preferences, and is consistent with the Loan Authorization, Prudent Servicing
and Prudent Liquidation practices, including the Prudent Liquidation Deadline,
as defined in Chapter 2 below and the SBA Loan Program Requirements in
effect at the time the action is taken.



LIQUIDATION PLAN

On a 7a Loan, a liguidation plan is a recommended document in the file of any
non-performing loan. Only loans under the CLP will have liquidation plans that
require SBA’s approval.

On a 504 Loan that is non-performing, a liquidation plan is a required document
and it requires approval.



LIQUIDATION PLAN FORMAT
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Payments During Liguidation

Once a loan is put into Liquidation, the Borrower no longer has a
legal right to make payments on the loan. As a result, payments (as

opposed to recoveries) on loans in liquidation status are generally
rare.



How do you apply the
payments??

Unless there is a workout agreement or legally binding agreement such as a bankruptcy plan
payments should be applied as follows:

1) Principal Funds from payments received on loans in liquidation status must be applied to the
principal balance of the loan until it has been paid in full;

(2) Accrued Interest After the principal balance of the loan has been paid in full, funds from
payments received on loans in liquidation status must be applied to accrued interest; and

(3) SBA Permitted Loan Fees After the principal balance of the loan and the accrued interest have
been paid in full, funds from payments received on loans in liquidation status may be applied to SBA
permitted loan fees.



W
re

nen should

moved fromr

status?

1. After three consecutive timely payments as a part of a workout
agreement or agreement to let the borrower resume normal
payments.

2. When the loan has been Paid in Full.

w

oans be
Liguidation

When the loan is Wrapped up and is ready to be charged off.

4. The Unilateral Matrix indicates that you as a participant bank can put
the loan back into regular servicing. (In real life for loans in the
Herndon Center, it does not work that way, you have to submit a
request to Herndon to do this and it takes them a few weeks to do it.)



Requirements Before a
Guaranty Purchase can occur.

Loan must be in default.
Loan should be in liquidation status with SBA.

Loan was purchased from the secondary market.

W

Any collateral with a recoverable value of S5K or more has been
liquidated.



Purchase Demand on a
Regular 7A Loan

Regular 7A Loan Purchase Packages go the Herndon NGPC

1.
2.

3.

Tab 1 — Demand Letter to SBA

Tab 2 — Loan Authorization and any approved changes as well as
companion loan information.

Tab 3- Eligibility Information

Tab 4 — Legal docs including note, guaranties, security agreement,
UCC filings and searches, Title Insurance, 912s, etc.

Tab 5 —Disbursement — Needs to match the authorization or have
approved changes attached.



Purchase Demand on a
Regular 7a.

6. Tab 6 —Loan Transcript — needs to be on SBA Form or in SBA
transcript format.

7. Tab 7 — Early Default Issues — IRS Tax Verification, Equity Injection
Proof, Credit Memo, Standby Agreements, etc.

8. Tab 8 —Reconciliation of business personal property collateral.

9. Tab 9 — Collateral Info — Appraisals, site Visit, Sale or release of
collateral, liquidation summary.

10. Tallg 10 — The most important TAB — wire transfer information and CPC
Tabs.



Guaranty Purchase Packages

All SBA 7 a Guaranty Purchase request with the exception of Express and CA loans
(s)fiogléjlae submitted to Herndon using the 10 Tab PDK for all loans made before Jan

After Jan 01, 2014. All 7 a loans over $350,000 plus the EWCP loans should be
submitted to Herndon using the 10 Tab PDK.

After Jan. 01, 2014, All 7 a loans under $350,000 should be submitted to the
appropriate servicing center (Little Rock or Fresno) using the Express 10 Tab PDK.

This is a significant change. A SBA 7 A Loan done under GP for $349,000 after Jan.
01, 2014. 1f it defaults and Guaranty Purchase is required would be submitted using
the Express PDK and it would be sent to Little Rock or Fresno. These centers are
quicker and more efficient that Herndon and the PDK is less cumbersome.



Express Loan Purchases

These Purchase Demands either go to Little Rock or Fresno
depending on where you are located.

On Express Loans, you can submit for expedited purchase in many
circumstances and get paid before the final liquidation of
collateral.



Express PDK
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Tab 1 — Eligibility Information

Tab 2 — Authorization and approved changes.
Tab 3 — Note and Guaranties

Tab 4- Wire Transfer Info.

Tab 5- Loan transcript — SBA Form or Format

Tab 6 — Special Loan Program Info — Community Exp., Patriot Exp.,
Export Exp.



Express PDK

7. Tab 7 Collateral Information

8. Tab 8 — Liquidation of Collateral Summary, Litigation Summary
9. Tab 9 - Bankruptcy Information

10. Tab 10 — Early Payment Default Info



Resolution after Guaranty
Purchase

Return to regular servicing via a workout agreement.
Paid in Full

Wrapﬁed Up and Recommendation for charge off- this is required within 24
months of guaranty purchase or the effective date of the SOP 50572 - 12-1-15
whichever is longer.

The Deadline for Wrap Up Reports on SBA Loans that were in Liquidation prior to
12-1-15is 12-1-2017.

If this cannot be accomplished an extension may be approved for a timely wrap
up.



Content of a Request for Extension of the Wrap Up
Period.

A detailed description of the extenuating circumstance
preventing timely liquidation;

Supporting documentation evidencing the extenuating
circumstances;

A reasonable estimate of when the Prudent Liquidation will be
complete on the SBA purchased loan; and

A status report must be submitted with the request for extension



What are the consequences
for an untimely Wrap Up?

1. Lender is required to buy the loan back from SBA.

2. Referral to SBA OCRM.

3. You could loose your ability to sell loans in the secondary
market.

4. You could loose your delegated lending authority.



Charge Offs

When is a recommendation for charge off appropriate on a SBA Loan?

All reasonable efforts have been exhausted to achieve recovery from: (1)
voluntary payments on the Note; (2) compromise with the Obligors; (3)
liquidation of the collateral; and (4) enforced collection.

Further collection efforts are not cost effective or practical.

Remaining legally obligated Obligors cannot be located, are unable to pay
the loan balance, or are unwilling to pay the loan balance.

The loan balance is uncollectible due to discharge in bankruptcy



Acceptable CPC/Recoverable
Expenses

UCC Searches, Title Reports, Credit Reports, Asset Searches
Appraisals and Environmental Reports
Site Visits

Litigation Expenses

Al

Care and Preservation expenses — utility bills, insurance,
repairs, and property taxes



When Can you submit CPC/
Recoverable expenses?

You can submit your CPC expenses with your Purchase Demand Kit.

You can also submit your expenses with the Wrap Up Report.



CPC Expense TABS

1. General Information
2. Collateral Sheet showing what collateral was taken and what remains.

3. Recovery Documents — shows recoveries from the sale of collateral and how
it was applied.

4. Legal Fees- summary of Legal Expenses

5. Valuations — Appraisals, BPOs, Asset valuations, Environmental, and Site
Visit Information.

6. Asset and Lien Searches- summary of expenses
7. Preservation of collateral expenses
8. Miscellaneous Expenses- should be minimal



How to apply collateral
recoveries

Recoverable Expenses
Principal Balance

Accrued Interest



Expense Reimbursement

Expenses should be deducted from recoveries first.
Expenses not covered by recovery will be reimbursed by SBA.

Remember SBA’s portion of the recovery has to be submitted
within 15 business days of the Recovery.



Liguidation servicing actions
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Liguidation servicing actions

SB?\ Servicing and Liquidation Actions
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Liguidation Servicing actions

Ligteidation Actions x

Liguidation Plans and amendments for loans approved under CLP procedures { Liguidation Plans are
encouraped for other loans as an aid to recovery)

|Sale of collateral or acquired collateral to the Lender, an Associate of Lender,

|emploves of Lender or Close Relative of an employee of the Lender
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Thank youl!
Questions?

Contact Info:

<> Bank OZK Lance Sexton

EVP Regional Government Guaranteed Lending Specialist
2773 W. Sunset Ave, Springdale, AR 72762

O: 479-751-2633 | M:479-601-3777
lance.sexton@ozk.com

J. M. “Chuck” Evans
Capital Growth Solutions,.c ~ Lresident & CEO
600 Eagleview Blvd., 3rd Floor
Exton, PA 19341
610-952-9770
cevans@capgs.com




