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CDC of the CDC’s reimbursement obli-
gation. No later than 30 days after 
SBA’s notification, the PCLP CDC may 
submit to the D/FA or his or her dele-
gate a written appeal of any disagree-
ment regarding the calculation of 
SBA’s loss. The PCLP CDC must in-
clude with that appeal an explanation 
of its reasons for the disagreement. 
Upon the D/FA’s final decision as to 
the disputed amount of the loss, the 
PCLP CDC must promptly reimburse 
SBA for ten percent of that amount. 

(i) Reimbursing SBA for loss. A PCLP 
CDC may use funds in the LLRF or 
other funds to reimburse SBA for the 
PCLP CDC’s Exposure on a defaulted 
PCLP Debenture. If a PCLP CDC does 
not satisfy the entire reimbursement 
obligation within 30 days after SBA’s 
notification to the PCLP CDC’s of its 
reimbursement obligation, SBA may 
cause funds in the LLRF to be trans-
ferred to SBA in order to cover the 
PCLP CDC’s Exposure, unless the 
PCLP CDC has filed an appeal under 
paragraph (h)(2) of this section. If the 
PCLP CDC has filed such an appeal, 
SBA may cause such a transfer of funds 
to SBA 30 days after the D/FA’s or his 
or her delegate’s decision. If the LLRF 
does not contain sufficient funds to re-
imburse SBA for any unpaid Exposure 
with respect to any PCLP Debenture, 
the PCLP CDC must pay SBA the dif-
ference within 30 days after demand for 
payment by SBA. 

(j) Insufficient funding of LLRF. A 
PCLP CDC must diligently monitor the 
LLRF to ensure that it contains suffi-
cient funds to cover its Exposure for its 
entire portfolio of PCLP Debentures. 
If, at any time, the LLRF does not con-
tain sufficient funds, the PCLP CDC 
must, within 30 days of the earlier of 
the date it becomes aware of this defi-
ciency or the date it receives notifica-
tion from SBA of this deficiency, make 
additional contributions to the LLRF 
to make up this difference. 

[68 FR 57983, Oct. 7, 2003] 

§ 120.848 Requirements for 504 loan 
processing, closing, servicing, liqui-
dating, and litigating by PCLP 
CDCs. 

(a) General. In processing closing, 
servicing, liquidating and litigating 504 
loans under the PCLP (‘‘PCLP Loans’’), 

the PCLP CDC must comply with Loan 
Program Requirements and conduct 
such activities in accordance with pru-
dent and commercially reasonable 
lending standards. 

(b) Documentation of decision making. 
For each PCLP Loan, the PCLP CDC 
must document in its files the basis for 
its decisions with respect to loan proc-
essing, closing, servicing, liquidating, 
and litigating. 

(c) Processing requirements. SBA ex-
pects PCLP CDCs to handle most 504 
loan processing situations, although 
SBA may require that the PCLP CDC 
process 504 loans involving complex or 
problematic eligibility issues through 
the SBA using standard 504 loan proc-
essing procedures. The PCLP CDC is re-
sponsible for properly determining bor-
rower creditworthiness and estab-
lishing the terms and conditions under 
which the PCLP Loan will be made. 
The PCLP CDC also is responsible for 
properly undertaking such other proc-
essing actions as SBA may delegate to 
the PCLP CDC. 

(d) Submission of loan documents. A 
PCLP CDC must notify SBA of its ap-
proval of a 504 loan by submitting to 
SBA’s PCLP Loan Processing Center 
all documentation required by SBA, in-
cluding SBA’s PCLP eligibility check-
list, signed by an authorized represent-
ative of the PCLP CDC. The PCLP 
Loan Processing Center will review 
these documents to determine whether 
the PCLP CDC has identified any prob-
lems with the PCLP Loan approval, 
and whether SBA funds are available 
for the PCLP Loan. If appropriate, the 
PCLP Processing Center will notify the 
PCLP CDC of the loan number assigned 
to the loan. 

(e) Loan and Debenture closing. After 
receiving notification from SBA PCLP 
Loan Processing Center, the PCLP CDC 
is responsible for properly undertaking 
all actions necessary to close the PCLP 
Loan and Debenture in accordance 
with the expedited loan closing proce-
dures applicable to a Priority CDC and 
with § 120.960. 

(f) Servicing, liquidation and litigation 
responsibilities. The PCLP CDC gen-
erally must service, liquidate and liti-
gate its entire portfolio of PCLP 
Loans, although SBA may in certain 
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circumstances elect to handle such du-
ties with respect to a particular PCLP 
Loan or Loans. Additional servicing 
and liquidation requirements are set 
forth in subpart E of this part. 

(g) Making a 504 loan previously con-
sidered by another CDC. A PCLP CDC 
also may utilize its PCLP status to 
process a 504 loan application from an 
applicant whose application was de-
clined or rejected by another CDC oper-
ating in that same Area of Operations, 
if the applicant is located within that 
area and as long as SBA has not pre-
viously declined that applicant’s 504 
loan application. This may include the 
processing of a 504 loan application 
from an applicant that has withdrawn 
its application from another CDC. 

[68 FR 57984, Oct. 7, 2003, as amended at 72 FR 
18364, Apr. 12, 2007] 

ASSOCIATE DEVELOPMENT COMPANIES 
(ADCS) 

§ 120.850 Expiration of Associate De-
velopment Company designation. 

The designation of Associate Devel-
opment Company (ADC) will cease to 
exist on January 1, 2004. After that 
date, former ADCs may continue to 
contract with CDCs as Lender Service 
Providers (see part 103 of this chapter) 
or to perform other services. 

[68 FR 57984, Oct. 7, 2003] 

OTHER CDC REQUIREMENTS 

§ 120.851 CDC ethical requirements. 
CDCs and their Associates must act 

ethically and exhibit good character. 
They must meet all of the ethical re-
quirements of § 120.140. In addition, 
they are subject to the following: 

(a) Any benefit flowing to a CDC’s 
Associate or his or her employer from 
activities as an Associate must be 
merely incidental (this requirement 
does not prevent an Associate or an As-
sociate’s employer from providing in-
terim financing as described in § 120.890 
or Third Party Loans as described in 
§ 120.920, as long as such activity does 
not violate § 120.140); and 

(b) A CDC’s Associate may not be an 
officer, director, or manager of more 
than one CDC. 

[68 FR 57984, Oct. 7, 2003] 

§ 120.852 Restrictions regarding CDC 
participation in the Small Business 
Investment Company (SBIC) pro-
gram and the 7(a) loan program. 

(a) 7(a) loan program. A CDC must not 
invest in or be an Affiliate of a Lender 
participating in the 7(a) loan program 
described in § 120.2(a). (For a definition 
of Affiliation, refer to § 121.103 of this 
chapter.) CDCs that already are affili-
ated with state development companies 
approved by SBA under section 501 of 
Title V, as of November 6, 2003 may re-
main Affiliates. 

(b) SBIC program. A CDC must not di-
rectly or indirectly invest in a Li-
censee (as defined in § 107.50 of this 
chapter) licensed by SBA under the 
SBIC program authorized in Part A of 
Title III of the Small Business Invest-
ment Act, 15 U.S.C. 681 et seq. A CDC 
that has an SBA-approved investment 
in a Licensee as of November 6, 2003 
may retain such investment. 

[68 FR 57985, Oct. 7, 2003] 

§ 120.853 Inspector General audits of 
CDCs. 

The SBA Office of Inspector General 
may also conduct, supervise or coordi-
nate audits pursuant to the Inspector 
General Act. The CDC must cooperate 
and make its staff, records, and facili-
ties available. 

[68 FR 57985, Oct. 7, 2003, as amended at 73 FR 
75519, Dec. 11, 2008] 

§ 120.857 Voluntary transfer and sur-
render of CDC certification. 

A CDC may not transfer its certifi-
cation or withdraw from the 504 pro-
gram without SBA’s consent. The CDC 
must provide a plan to SBA to transfer 
its portfolio. The portfolio may only be 
transferred with SBA’s written con-
sent. If a CDC desires to withdraw from 
the 504 program, it must forfeit its 
portfolio to SBA. SBA may conduct an 
audit of the transferring or with-
drawing CDC. 

[61 FR 3235, Jan. 31, 1996. Redesignated at 68 
FR 57987, Oct. 7, 2003] 
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