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This notice covers SBA’s procedure for processing a Certified Development Company’s (CDC) application for Local Economic Area (LEA) expansion.  
Effective November 6, 2003, SBA revised the rules relating to CDC applications to expand an area of operations.  (See Information Notice 5000-885, Publication of the 504 Loan Program Final Rule, 10/10/2003.)  Before the revision, most applications that SBA received were for expansions of a CDC’s area of operations within its State of incorporation.  These types of “within state” expansion requests are no longer needed because the revised rules establish the State of incorporation as the CDC’s minimum area of operations and no longer contain the “adequately served” standard or the 30-day comment period requirement previously applicable to expansion requests.  The current rules, thus, continue to permit SBA to consider applications for expansion beyond the CDC’s State of incorporation either to an LEA or to an entire state contiguous to the CDC’s State of incorporation.  

Consequently, most of the requirements covering LEA expansion requests in SBA’s standard operating procedures (“SOP”) are no longer applicable.  The new procedures for processing CDC applications to expand into an LEA are set forth below.  They conform to the current regulations and include the use of the CDC Management Report that has been available to CDCs for several years.  Please note that, per this Notice, the provisions set forth in SOP 50-10(4), Subpart H, Chapter 5 as they relate to a CDC’s request to expand into an LEA are superceded by this Notice until otherwise notified.   We also note that SBA intends to issue further guidance on Multi-State expansion procedures in the near future.  
New Procedures for a Local Economic Area Expansion

(1) The CDC must submit the items listed below to its Lead SBA Office (§120.802, Definitions).

· A list of the requested area(s) (e.g., a county, parish, incorporated city) in the contiguous state and information supporting how those area(s) meet the definition of a Local Economic Area (§120.802, Definitions).

· A certified copy of the resolution of the Board of Directors approving the proposed expansion; a copy of any changes to the articles of incorporation that are required; and a copy of any bylaw changes that are required (or a statement that no changes are necessary).  CDCs are reminded that they may have to register as a “foreign corporation” in the state which contains the new territory.

· Documentation showing that the CDC currently meets the requirements of an ALP CDC.  (This includes those CDCs that are ALP CDCs already.)  (§120.841, Qualifications for the ALP)  In addition, the CDC’s attorney is to provide a written statement certifying that the CDC is operating in compliance with its articles and by-laws and is in good standing with its State of incorporation.  A CDC’s attorney must review the CDC’s corporate documents and minutes of board and membership meetings before providing the certification.
· A summary of the qualifications and experience of any new professional staff who will be responsible for marketing, packaging, processing, closing, servicing, and if applicable, liquidating the loans in the expanded area as well as a complete 1081 and fingerprint card for each person.  If the new employees will be provided under contract, submit a contract for their services that meets the regulations governing contracts.  (§120.824)  In addition, identify the CDC’s Designated 504 Closing Attorney who is licensed to practice in that jurisdiction.  
· A copy of the CDC’s most recently published CDC Management Report demonstrating that:  1) the CDC’s portfolio passes at least 4 of the 5 SBA-established risk benchmarks; 2) all loan statuses (i.e. those items listed in the mid section of the report under status summary) are current or in compliance; 3) there are no loans listed under the “Loans 90 or More Days Past Due” category; and 4) there are no loans listed under “Loans in Catch-Up That Missed At Least 3 Consecutive Payments.”  (If there are loans under Nos. 3 and 4, provide documentation for each such loan describing the actions taken to correct the deficiencies on those loans after the report was prepared and whether those efforts were successful for each of the relevant loans.)  
Action by the Lead SBA Office 

If the Lead SBA Office determines that the CDC application is complete, it should forward the CDC’s LEA application along with its analysis and recommendation for approval or denial to the Chief, 504 Program Branch, Office of Financial Assistance within 10 business days of receipt of the complete application.  If the Lead SBA Office determines that the CDC LEA application is incomplete, it should inform the CDC in writing, identifying the information missing from the application.  

The Lead SBA Office must submit to Headquarters the following in the analysis of the request for an LEA expansion:
· Comments on whether the CDC is in compliance with SBA’s regulations and policies;

· Comments on whether the Lead SBA Office agrees that the areas requested meet the definition of a Local Economic Area;

· Confirmation that the Lead SBA Office has reviewed any new contracts to determine if they meet the requirements set forth in §120.824 and a note that the contracts have been approved by SBA; 

· Comments on the CDC’s ability to manage an increase in loan servicing activity resulting from the expansion; and  

· Any other pertinent comments regarding the CDC’s application or operations.

Questions

A copy of the final rule with the current ALP qualifications may be downloaded from http://a257.g.akamaitech.net/7/257/2422/14mar20010800/edocket.access.gpo.gov/2003/pdf/03-24860.pdf.  Questions from CDCs and other parties should be directed to the Lead SBA Office.  Questions from SBA field office supervisors should be directed to A. B. McConnell, Jr, Chief, 504 Program Branch, at (202) 205-7238.

James E. Rivera

Associate Administrator
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