
 
 

Sec. 1112: Subsidy for Certain Loan Payments  
https://www.sba.gov/funding-programs/loans/coronavirus-relief-options/sba-debt-relief 
 
Background 
Authorizes $17 billion to the SBA to pay principal, interest, and any associated fees owed on 
existing, new, and deferred 7(a), 504 and microloan products (separate, and apart from, PPP 
loans) loans for a 6-month period (even if the loan was sold on the secondary market). The 
provision also allows for the SBA to encourage lenders to provide payment deferments and to 
extend the maturity of these loans.  As a result, small businesses can receive relief and creditors 
can receive payments from the SBA for the 6-month period.    
  
SBA must encourage the FDIC, OCC, and state bank regulators to not require lenders to increase 
their reserves on accounts where funds are received from SBA, waive limits on maximum loan 
maturities during the one year period following enactment, and provide extra time to conduct 
property site-visits after default. 
 
Current SBA Guidance 
 
SBA’s website offers the following minimal guidance: 
 

• The SBA will automatically pay the principal, interest, and fees of current 7(a), 504, 
and microloans for a period of six months.  

• The SBA will also automatically pay the principal, interest, and fees of new 7(a), 504, 
and microloans issued prior to September 27, 2020. 

Additionally, the SBA website contains the following guidance on “automatic deferrals,” but it is 
unclear whether the guidance is intended to apply only to disaster loans, or to any loan receiving 
Section 1112 subsidies. 

 What does an “automatic deferral” mean to borrowers? 

Ø Interest will continue to accrue on the loan. 
Ø 1201 monthly payment notices will continue to be mailed out which will reflect the loan is deferred and no 

payment is due. 
Ø The deferment will NOT cancel any established Preauthorized Debit (PAD) or recurring payments 

on your loan.  Borrowers that have established a PAD through Pay.Gov or an OnLine Bill Pay Service are 
responsible for canceling these recurring payments.  Borrowers that had SBA establish a PAD through 
Pay.gov will have to contact their SBA servicing office to cancel the PAD. 

Ø Borrowers preferring to continue making regular payments during the deferment period may continue 
remitting payments during the deferment period. SBA will apply those payments normally as if there was no 
deferment. 

Ø After this automatic deferment period, borrowers will be required to resume making regular principal and 
interest payments.  Borrowers that cancelled recurring payments will need to reestablish the recurring 
payment. 



Issues 
• Banks are struggling with implementing this provision because the SBA has not issued 

guidance or implementing rules. 
• Temporary suspension of automatic payments may expose banks to UDAP/UDAAP 

liability unless the action is properly disclosed to consumers, consumers opt-in, and 
consumers are not financially penalized by the suspension of autopay.  If, for example, a 
consumer has established autopay to pay more towards the outstanding principal balance 
than interest accrued, suspension of autopay could negatively affect the consumer unless 
the subsidy payment mirrors the payment schedule the consumer previously elected. It is 
unclear whether such “overpayments” would be permitted under Section 1112. 

• Many borrowers use autodeduct payments via ACH, which is governed by NACHA 
rules.  Further guidance is needed to clarify the legal requirements for notifying 
borrowers autopayments are being halted and reapplied at a future date.  Such notification 
cannot be managed on an individual borrower acknowledgement basis and automatic 
notification will take time to develop. 

 
Questions for SBA 

1. When will rules on Section 1112 “Subsidy for Certain Loan Payments” be published? 
2. Who is the SBA working with at the FDIC, OCC, CFPB, and FRB to implement this 

provision and ensure the SBA’s guidance comports with existing supervisory guidance 
enforced by the bank regulators? 

3. Since this is separate from PPP, is there a separate application form? Would the 
application form be completed by consumers or lenders? 

4. How do banks determine eligibility for Section 1112 subsidies? Portfolio-wide, lender 
discretion or do consumers have to affirmatively request? 

5. How do institutions account for 7(a) Express interest only payment calculations? 
6. Do institutions suspend or stop automatic payments from clients/customers without 

customer consent? 
7. If customers elect to continue to make payments, should they be applied as principal 

balance reductions? 
8. Where and when do we send information to SBA? 
9. What is the timing for payments? 
10. Will SBA just submit an aggregate payment to the institution to determine how to apply, 

or will SBA send payments for individual loans? 
11. How will SBA pay funds on behalf of borrowers (ACH, checks, wires, etc.)? 

a. If the SBA remits funds to a bank’s operating account, the bank will have to 
manually process entries to apply funds to individual loans- on a portfolio wide 
basis, this could require thousands of manual entries. 

12. Are lenders supposed to go through the 1502 reporting system and ETran? 
13. What if borrowers were incorrectly marked PAST DUE in the Colson reporting and are 

therefore ineligible for the subsidy program? What is the process for correct Colson and 
allowing the borrower to participate? 

14. What is the reporting status of these loans in the monthly 1502 reporting to Colson? 
 

 
 


