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§ 120.823 CDC Board of Directors.
The CDC must have a Board of Direc-

tors chosen from the membership by
the members, and representing at least
three of the four membership groups.
No single group shall control. The
Board members must be responsible of-
ficials of the organizations they rep-
resent, and at least one must possess
commercial lending experience. The
Board must meet at least quarterly
and shall be responsible for CDC staff
decisions and actions. A quorum shall
require at least 5 Directors. If there is
a vote on loan approval or servicing ac-
tions, at least one Board member with
commercial loan experience approved
by SBA must be present and vote. As
an alternative, the Board may obtain
the recommendation of another person
approved by SBA and possessing com-
mercial lending experience.

§ 120.824 Professional management
and staff.

A CDC must have full-time profes-
sional management, including an Exec-
utive Director (or the equivalent) man-
aging daily operations. It must also
have a full-time professional staff
qualified by training and experience to
market the 504 Program, package and
process loan applications, close loans,
service the loan portfolio, and sustain
a sufficient level of service and activ-
ity in the Area of Operations.

(a) Contracting out to third parties.
CDCs may obtain, under contract, mar-
keting, packaging, processing, and
servicing services from qualified Lend-
er Service Providers, as that term is
defined in part 103 of this chapter, lo-
cated in the Area of Operations, sub-
ject to SBA’s prior written approval.
CDCs may contract for outside legal
and accounting services without SBA
approval. Compensation under all such
contracts must be reasonable and cus-
tomary for similar services in the Area
of Operations. SBA may audit the con-
tracts.

(b) Contracting out to other CDCs.
CDCs may contract with other CDCs
for specific services, subject to SBA’s
prior written approval.

§ 120.825 Financial ability to operate.
A CDC must be able to sustain its op-

erations continuously, with reliable

sources of funds (such as income from
services rendered and contributions
from government or other sponsors).

§ 120.826 Basic requirements for oper-
ating a CDC.

A CDC must operate in accordance
with applicable statutes, regulations,
policy notices, SBA’s SOPs, and the in-
formation in its application. It must
supply to SBA current and accurate in-
formation about all certification and
operational requirements, and main-
tain the records and submit the reports
required by SBA.

§ 120.827 Services a CDC provides to
small businesses.

(a) A CDC must operate in and ade-
quately service its Area of Operations.
It must market the 504 program, pack-
age and process 504 loan applications,
and close and service 504 loans. A
CDC’s loan portfolio must be diversi-
fied by business sector.

(b) A CDC may provide small busi-
nesses with financial and technical as-
sistance, or may help small businesses
obtain such assistance from other
sources, including preparing, closing,
and servicing loans under contract
with Lenders in SBA’s 7(a) program.

(c) A CDC also may loan amounts to
the Borrower equal to the value of all
or part of the Borrower’s contribution
to a Project in the form of cash or
land, including site improvements, pre-
viously acquired by the CDC.

§ 120.828 Minimum level of CDC lend-
ing activity.

A CDC must provide at least two 504
loan approvals each full fiscal year.

§ 120.829 Job Opportunity average a
CDC must maintain.

(a) A CDC’s portfolio must reflect an
average of one Job Opportunity per
$35,000 of 504 loan funding. The AA/FA
may permit a CDC to average up to one
per $45,000 for good cause in:

(1) Alaska;
(2) Hawaii;
(3) State-designated urban or rural

jobs and enterprise zones;
(4) Empowerment Zones and Enter-

prise Communities; and
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(5) Labor Surplus Areas listed in the
Department of Labor’s publication
‘‘Area Trends.’’

(b) A CDC must indicate in its annual
report the Job Opportunities actually
or estimated to be provided by each
Project.

(c) If a CDC does not maintain the re-
quired average, it may retain its cer-
tification if it justifies to SBA’s satis-
faction its failure to do so in its annual
report and shows how it intends to at-
tain the required average.

§ 120.830 Reports a CDC must submit.
A CDC must submit the following re-

ports to SBA:
(a) An annual report within 90 days

after the end of the CDC’s fiscal year,
and such interim reports as SBA may
require;

(b) Resumes for all new Associates
and staff;

(c) Reports of involvement in any
legal proceeding;

(d) Changes in organizational status;
(e) Changes in any condition that af-

fects its eligibility to continue to par-
ticipate in the 504 program; and

(f) Quarterly service reports on each
loan in its portfolio which is 60 days or
more past due (and interim reports
upon request by SBA).

EXTENDING A CDC’S AREA OF
OPERATIONS

§ 120.835 Application to extend an
Area of Operations.

SBA may expand a CDC’s Area of Op-
erations if the proposed Area of Oper-
ation is not being adequately served by
existing CDC(s) and the expanding CDC
is well-qualified to serve it. A CDC
seeking to expand its Area of Oper-
ations must apply in writing to the
SBA District Office serving the geo-
graphic area in which the CDC proposes
to expand.

(a) A CDC may submit an application
to expand its Area of Operations if the
existing CDCs serving the area have
not averaged, over the last two years,
at least one loan approval per 100,000 of
general population in the Area of Oper-
ation. The one loan per 100,000 popu-
lation requirement applies only to the
area proposed for expansion, not the
entire Area of Operations of the exist-

ing CDC or CDCs serving the expanded
area.

Example to paragraph (a) of this section. CDC
A averages 0.8 loans per 100,000 of general
population state-wide, but 1.2 loans per
100,000 in city X. CDC B seeks to expand its
Area of Operations only into city X. CDC B’s
application will be denied without further
review because CDC A meets the 1 loan per
100,000 population requirement in the pro-
posed expanded Area of Operation.

(b) The application to expand must
demonstrate to the satisfaction of SBA
the expanding CDC’s ability to provide
full service to small businesses in the
expanded territory, including process-
ing, closing, servicing, and, if author-
ized, liquidating 504 loans. The expand-
ing CDC must also demonstrate in its
application that it will have a local
presence and representation in the ex-
panded Area of Operations before sub-
mitting any 504 loans for approval.

§ 120.836 Public notice and oppor-
tunity for response.

SBA will notify all CDCs servicing
the proposed area of expansion, allow-
ing at least 30 days for the existing
CDCs to respond to the District Office.
The expanding CDC also must publish a
notice in a general circulation news-
paper in the proposed area of expan-
sion, advising of its intent to expand
and giving the public at least 30 days
to comment to SBA. The burden of
proof in opposing the application will
be upon the existing CDC or CDCs to
show why SBA should not grant the ap-
plication for extension.

§ 120.837 SBA decision on application
for extension.

(a) The SBA District Office may con-
sider any factor presented to it con-
cerning the proposed area of expansion,
the expanding CDC and its Area of Op-
erations, and the existing CDC or CDCs
serving the area, including the follow-
ing: number of loan approvals per
100,000 of general population; number of
loan approvals per 100,000 of small busi-
nesses; the density of small businesses;
jobs created and retained; the number
of 504 loan closings; the average 504
loan amount; urban, suburban, or rural
character of the expanding area; the
mix of small businesses; the prevailing
economic conditions; servicing record
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