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liability on its guarantee as provided
in §120.524. After purchase, the pur-
chased loan will be subject to the pur-
chasing Lender’s Loan Guarantee
Agreement.

(b) A Lender may sell, or sell a par-
ticipating interest in, a part of a 7(a)
loan to another participating Lender.
If the Lender retains ownership of a
part of the unguaranteed portion of the
loan equal to at least 10 percent of the
outstanding principal balance of the
loan, the Lender must give SBA prior
written notice of the transaction, and
the Lender must continue to hold the
note and service the loan. If a Lender
retains ownership of a part of the
unguaranteed portion of the loan equal
to less than 10 percent of the out-
standing principal balance of the loan,
the Lender must obtain SBA’s prior
written consent to the transaction,
which consent SBA may withhold in its
sole discretion. The Lender must con-
tinue to hold the note and other loan
documents, and service the loan unless
SBA otherwise agrees in its sole discre-
tion.

(c) For purposes of determining the
percentage of ownership a Lender has
retained, SBA will not consider a Lend-
er to be the owner of the part of a loan
in which it has sold a participating in-
terest.

§120.433 What are SBA’s other re-
quirements for sales and sales of
participating interests?

SBA requires the following:

(a) The Lender must be in good
standing with SBA as defined in
§120.420(f) and determined by SBA in
its discretion;

(b) The Lender has satisfactory SBA
performance, as determined by SBA in
its discretion. The Lender’s Risk Rat-
ing, among other factors, will be con-
sidered in determining satisfactory
SBA performance. Other factors may
include, but are not limited to, on-site
review/examination assessments, his-
torical performance measures (like de-
fault rate, purchase rate and loss rate),
loan volume to the extent that it im-
pacts performance measures, and other
performance related measurements and
information (such as contribution to-
ward SBA mission); and

§120.434

(¢c) In transactions requiring SBA’s
consent, all documentation must be
satisfactory to SBA, including, if SBA
determines it to be necessary, a multi-
party agreement.

[64 FR 6507-6509, Feb. 10, 1999, as amended at
73 FR 75511, Dec. 11, 2008]

§120.434 What are SBA’s requirements
for loan pledges?

(a) Except as set forth in §120.435,
SBA must give its prior written con-
sent to all pledges of any portion of a
T7(a) loan, which consent SBA may
withhold in its sole discretion;

(b) The Lender must be in good
standing with SBA as defined in
§120.420(f) and determined by SBA in
its discretion;

(c) The Lender has satisfactory SBA
performance, as determined by SBA in
its discretion. The Lender’s Risk Rat-
ing, among other factors, will be con-
sidered in determining satisfactory
SBA performance. Other factors may
include, but are not limited to, on-site
review/examination assessments, his-
torical performance measures (like de-
fault rate, purchase rate and loss rate),
loan volume to the extent that it im-
pacts performance measures, and other
performance related measurements and
information (such as contribution to-
ward SBA mission);

(d) All loan documents must be satis-
factory to SBA and must include a
multi-party agreement among SBA,
Lender, the pledgee, FTA and such
other parties as SBA determines are
necessary;

(e) The Lender must use the proceeds
of the loan secured by the 7(a) loans
only for financing 7(a) loans and for
costs and expenses directly connected
with the borrowing for which the loans
are pledged;

(f) The Lender must remain the
servicer of the loans and retain posses-
sion of all loan documents other than
the original promissory notes;

(g) The Lender must deposit the
original promissory notes at the FTA;
and

(h) The Lender must retain an eco-
nomic interest in and the ultimate risk
of loss on the unguaranteed portion of
the loans.

[64 FR 6507-6509, Feb. 10, 1999, as amended at
73 FR 75511, Dec. 11, 2008]
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