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TO:
All RAs; DDs; BMs; Field Counsels; Field Finance, USEAC,  PLP and LowDoc Loan Processing Centers, PLP Review Branch and Commercial Loan Servicing Centers Personnel; and Staff in the Offices of Field Operations, Financial Assistance, General Counsel, and International Trade
CONTROL NO.:
5000-661

SUBJECT:
Cancellation of Undisbursed Loans
EFFECTIVE:
4-7-00

The purpose of this Notice is to establish an aggressive on-going effort to cancel those loans that have been approved, but will not be disbursed.  The reason for this effort is to enable the Agency to reuse these funds to assist a greater number of small businesses in need of SBA’s loan guaranties.

For FY 2000, SBA and the Administration requested a 7(a) program level of $10.5 billion.  [As you know, this program level is the NET amount of 7(a) loan approvals after cancellations.]  The Congress appropriated funds to support a program level of approximately $9.75 billion.  To put these numbers in context, during FY99, SBA had net 7(a) program approvals of approximately $9.5 billion, so the amount appropriated by the Congress allowed very little room for program growth.

As of March 31, 2000, net 7(a) loan approvals stood at $4.8 billion.  This compares to a figure of $4.2 billion for the same period last year.  Since SBA did not receive the funding that it requested, this increase in program demand requires us to keep a careful eye on our funds availability.  

One way that SBA staff and lenders can help stretch the dollars available for 7(a) loan guaranties is for us to make sure that any loans approved will actually be disbursed.  As you know, when SBA approves a loan guaranty, the funds for the total loan amount, not just the guaranteed portion, are “obligated.”  This means that, for purposes of SBA’s budget, loan funds are effectively spent at the time of the loan guaranty approval.  We know, however, that historically approximately 10 percent of the loan funds that we approve are not ultimately disbursed.  

When a loan that has been approved is canceled during the year in which it was approved, the funds go back into SBA’s loan fund, and become available to assist other small businesses.  In addition, due to SBA’s appropriation language, generally a loan approved during the last part of the prior fiscal year, and canceled during the next year may also provide funds that can be recaptured for new approvals during that next year.  [This is because SBA has appropriation authority that allows some funds to be carried forward if they are not spent in the year in which they were appropriated.]  For example, if a loan was approved in July, 1999, and is canceled sometime in FY 2000, those funds may be available for other loans during FY 2000.  When cancellations are not made timely, however, the appropriated monies lapse and can no longer be used to fund new loans.  That means that when the loans are finally cancelled, the funds revert back to the Treasury causing SBA to lose an opportunity to help more small businesses.  

To maximize the dollars that will be available during FY 2000 to guarantee 7(a) loans, we must maximize the cancellation of loans that will not be disbursed.  To begin this cancellation process, every field office and both commercial loan servicing centers must immediately review all partially or fully undisbursed loans in their portfolios approved since April 1, 1999, starting with the oldest loans.  This includes loans that are still within their authorized disbursement periods.  This effort should begin immediately.  

Please note that this should not be a one-time effort.  To help maintain the integrity of SBA’s loan accounting database, and to assure that appropriated funds are appropriately used to assist small businesses, the process of periodically reviewing loans to identify fully or partially undisbursed loans that can be canceled must continue on an on-going basis.  In addition, please remind your lenders that they should establish a realistic disbursement period for each SBA-guaranteed loan based on a  realistic projection for the actual time required for disbursement of the loan.            

To assist this review and cancellation effort, each office will be given access to a report showing the loans in its servicing portfolio that meet the test for this review.  Instructions regarding this access will be provided separately.  If the office already has information indicating that loan disbursement is imminent, it will not be required to take further action.  For all other loans, however, the offices must contact the lenders to determine whether the loan will actually be disbursed.  If a determination is made that a loan will not be disbursed, the office should immediately implement normal cancellation procedures. 

We are wholly dependent on our lending partners to support this effort.  Therefore, to help our lenders to fully understand how critically important it is that loans be timely cancelled, we encourage the field offices to share this Notice with each of its lenders.   

If you have any questions regarding this Notice, or the on-going cancellation project, please contact Andrew McConnell, Chief, 7(a) Program Branch, at 202/205-6490.  As always we appreciate your assistance with this important effort.

_____________________________

Aida Alvarez

Administrator

Expires: 4-1-01
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