STEVENS COUNTY ECONOMIC IMPROVEMENT COMMISSION, INC.

REVOLVING LOAN FUND

POLICIES AND PROCEDURES

I. INTRODUCTION: REVOLVING LOAN FUND MISSION

By far, small businesses collectively are the largest employer in Stevens County, Minnesota. They hire the unskilled, the young, the newly arrived, and the disadvantaged. They provide the discipline and job skill training necessary for residents first entering the labor force, they also pay and collect business taxes for the local taxing authorities. Without a strong and vibrant small business sector in Stevens County, the continued economic vitality of the county will be virtually impossible to maintain.

The County's smallest businesses, however, have very limited access to the credit necessary for growth and success.  Undercapitalized from their inception, small businesses have difficulty qualifying for conventional bank financing. Some small businesses have higher loan defaults rates than larger borrowers. These factors, combined with others, hinder a conventional lender's ability to make adequate and affordable credit available to small businesses.

The Stevens County Economic Improvement Commission, Inc.’s (SCEIC), Revolving Loan Fund (RLF) is designed to attack the root causes of the unavailability of affordable and adequate credit by forming a public-private lending partnership with local institutions, both financial and non-financial. Through partnership lending with local institutions, SCEIC is making loans to existing or emerging small businesses with high potential for success. In most cases, SCEIC will match terms with the conventional lending partner. SCEIC will offer an interest rate that allows the borrower to have a better repayment schedule; and, at the same time, allows the fund to grow without competing with the conventional lending partner for interest earnings. While SCEIC would prefer to take a primary (or shared primary) security position on the assets of the borrower (to guarantee the loan), the small business asking for financial assistance often does not have the necessary value to allow any lender (other than the conventional lender) this advantage. SCEIC will more than likely need to assume a secondary security position behind the conventional lender on the great majority of the small business loans it approves. Thereby, allowing the conventional lender the opportunity to make a loan that it would not have otherwise made. Though the program, Stevens County is receiving dividends in the form of a healthier small business community, more jobs for its residents, and a more diversified local tax base.

II. GOALS AND OBJECTIVES

Objectives The primary objective of the RLF is threefold:

1. To make adequate and affordable credit more readily available to successful county businesses;

2. Through its unique public-private partnership, to encourage and to maximize the participation of local

commercial lenders; and,

3.
To manage the loan portfolio prudently and professionally so that the capital base of the portfolio grows over time and is made available to future borrowers.

Adequate and Affordable Credit Adequate and affordable credit will be offered to small businesses in the county by offering interest rates that make debt servicing by the borrower more reliable and to fund somewhat higher credit risks than its commercial and savings bank partners. While commercial and savings banks must protect depositors and pay dividends to shareholders, SCEIC pays its dividends to the community in the form of increased business opportunity, a growing job base for its residents, and an enhanced tax base for Stevens County, Minnesota.

Maximum Private Sector Participation SCEIC is not a substitute for nor is it a competitor of local lenders. SCEIC is in partnership with local banks to collaboratively make credit more readily available to small businesses in Stevens County.  SCEIC will not do bad deals.  It will do good deals which are not conventionally bankable and it will structure its financing in a manner which encourages expanded lender participation.

Prudently managed portfolio The RLF is a professionally managed loan portfolio. SCEIC has adopted prudent credit policies and assiduously service its loans in a tough businesslike manner. SCEIC understands that to succeed, the capital base of the loan fund must be protected and grow over time as loans are collected and interest paid. To have permanent impact on the availability of credit in the county, the program is available to future borrowers using funds repaid by earlier borrowers.
III. CAPITALIZING THE FUND

The SCRLF is operated and managed by the Stevens County Economic Improvement Commission, Inc. (SCEIC). RLF is capitalized primarily from low interest, deferred principle loans from the U.S. Department of Agriculture, Rural Development (RD), Intermediary Relending Program (IRP) and with other funds obtained by grants or loans from foundations, government agencies, publicly spirited corporations, and other sources. Funds obtained from grants are true equity and will be invested into the RLF either as outright donations, or as deferred, subordinated, low or non-interest bearing loans, repayable only after all other creditors have been satisfied.

IV. CAPITALIZATION GOALS

In 1996, SCEIC established a revolving loan fund capitalization goal of $530,000 in USDA Rural Development IRP capital (a $450,000, 1%, 30-year loan from Rural Development) and $80,000 in donations from other private or public sources. Stevens County Community Fund donated $80,000 to SCEIC for its revolving loan fund on 14 November 1996. SCEIC obtained $450,000 of Rural Development IRP funding (loan #1) on 17 October 1997. The initial capitalization enabled SCEIC to begin making economic development loans that are or have been serviced by SCEIC' staff.  An additional $490,000 capitalization of the fund was obtained from Rural Development IRP funding (loan #2) on 21 August 2000. Another $476,207 capitalization of the fund was obtained from Rural Development IRP funding (loan #3) on 28 March 2005. Morris Commercial Industrial Development Corporation, Inc. donated $100,000 on 13 May 2005 and $18,500 on 04 October 2006. SCEIC intends to submit a fourth loan application (loan #4) in 2008 for additional capitalization funding.

V. OPERATING THE FUND

The RLF is simply operated; SCEIC staff screen and package loans for prospective borrowers. With few exceptions, RLF loans will be a partnership relationship with a conventional lender involved with the borrower. A loan committee, consisting of appointed members from the SCEIC Board of Directors, and the SCEIC staff, review an application for credit adequacy. Upon approval by the loan committee, the SCEIC Board of Directors approves or declines the loan application. SCEIC funds the loan to the borrower by drawing down on its existing RD/IRP line-of-credit or by withdrawing funds from the RLF account. When fully loaned-up, 24 months after loan closing with RD, the IRP line-of-credit is converted to a twenty-eight year term loan. The amortization of principal on SCEIC' borrowed funds is matched to the amortization of principal of the individual loans made by SCEIC to ensure that RLF' loans payable never exceeds the sum of RLF' outstanding loans receivable.  As SCEIC amortizes its loans, it will be permitted to withdraw from its loan fund account, interest and principal in excess of the required cash collateral to guarantee its IRP loan repayment obligations.  It will use this recaptured interest and principal to expand its assistance to the community.

VI. AVAILABLE COUNTYWIDE
The RLF is available to small businesses countywide. Even though SCEIC does not specifically target its program to women or to minority groups or to specific neighborhoods, the public-purpose objectives of SCEIC are best served by making the lion's share of SCEIC’ loans to economically disadvantaged businesses. In addition, while SCEIC does not target specific groups or areas, RLF does work with any participating lender to achieve the community investment goals of that lender.

VII. BENEFITS TO PARTICIPATING LENDING PARTNERS
By participating in the SCEIC’ Loan Program, a commercial or savings bank will enjoy four major benefits:

1. RISK DIVERSIFICATION - Each participating lender will spread its risk over more loans. By participating in the SCEIC’ portfolio, the concentration of risk will be minimized;

2. GROWING TOMORROW'S CUSTOMERS - By referring existing, non-borrowing accounts to SCEIC for their first loans, a participating lender will be growing its future borrowing relationships without incurring risk or losing those account to a more aggressive lender;
3. PRUDENT PARTICIPATION IN COMMUNITY LENDING - Through participation in the SCEIC’ Loan Program, each lender will be increasing its community lending activities without adding costly overhead. More dollars will be prudently loaned to community-based businesses without expanding staff; and
4. COMMUNITY RECOGNITION - Through SCEIC' network in the community, with press conferences, ribbon-cuttings, and advertisements and brochures, SCEIC will recognize each participating lender for its commitment to community renewal.

VIII. ACCEPTABLE LOAN LOSS RATES

From the description of the types of companies SCEIC will finance (Section VII above), it is obvious that SCEIC has somewhat less collateral and somewhat more risk than conventional lenders. SCEIC has selected a six percent annual loss rate, a rate consistent with the loss rates of other local economic development organizations and the lending requirements of RD. SCEIC maintains six percent of its outstanding loan principle balance as a "loss reserve" in its loan fund account. SCEIC has built up its loss reserve account from funds obtained from loan interest payments. This RLF account is used by RD as its collateral for security relating to the SCEIC' IRP loan.

Losses are a function of two factors; credit criteria and loan servicing and work out procedures. SCEIC has adopted credit criteria and servicing procedures that will keep loss rates acceptable. Using credit-criteria point-of-view, SCEIC makes loans to businesses that have demonstrated the ability to produce a product or provide a service, are profitable, have good cash flow, but have somewhat weaker collateral than conventional borrowers.  In addition, loans to start-ups are limited. The overriding philosophy underpinning the SCEIC is that if this fund fails, no one has been assisted: not the borrowers saddled with debts they are unable to service; not the participating lenders who have a sour taste in their mouth; not SCEIC whose dollars and reputation are at risk; and, not the community which has not increased its business and job base.

IX. LOAN LOSS RESERVE
SCEIC establishes six (6) percent of all outstanding loan principle due to SCEIC as its set-aside reserves for loan losses. SCEIC will take that portion of each current loan payment that is to be reserved against losses and account for such funds in generally accepted accounting procedures.  This accounting will be used to make payments to the participating lenders (IRP and others) when other loans are delinquent. Through this mechanism, SCEIC will build cash balance in the early years when delinquencies are low for use when problems occur. This extra safety margin will further protect any participating lender's loan to SCEIC.

X. ELIGIBLE BORROWERS

The program is open to any legitimate business whose primary place of business is in Stevens County, Minnesota.  Loans are targeted to rapid growth companies, general service and retail businesses and to contract service firms. The majority of future loans will be made to existing businesses.

XI. ELIGIBLE USE OF PROCEEDS
Proceeds may be used for working capital, machinery and equipment, leasehold improvements, and real estate.  Loan proceeds may not be used to:

· Pay delinquent taxes;

· Cover product development costs;

· Finance traditional agriculture production business’;

· Pay the organizational costs of start-up;

· Invest into residential real estate;

· Projects for which other financing is available on reasonable terms, from either private or governmental sources;

· Projects which cannot demonstrate a reasonable expectation of repayment;

· Projects for which sufficient financing is not available to complete the project;

· Costs and professional services in connection with a loan application;

· Repayment or guarantee of loan made by federal, state or local government agency;

· Media-related businesses such as newspapers, and periodicals, radio and television;

· Any illegal activity;

· Gambling activities; or

· The eligibility criteria and restrictions contained in RD Instruction 4274-D (or its most recent updated version or replacement).

XII. TYPES OF BUSINESSES TO BE ASSISTED

The primary objective of the SCEIC is to make affordable credit more readily available to emerging small businesses that cannot access conventional bank financing.  SCEIC’ focus on existing service and retail businesses, a traditional avenue of entry into business used by minorities, women, and first generation immigrants.  The businesses assisted must have their primary place of business headquartered in Stevens County and must demonstrate a high potential for success.

While SCEIC will entertain loan requests from adequately managed and capitalized start-ups, the majority of its funds will be earmarked for existing businesses who have a successful track record of more than one year.  Typical types of companies SCRLF will assist include:

· RAPID GROWTH COMPANIES. Companies that are growing often outstrip their debt capacity because sales growth (which triggers a need for working capital financing) exceeds equity growth.  The company's debt-to-equity ratio rises beyond the level at which a conventional lender feels comfortable. SCEIC can use its funds to make near equity available to rapidly growing small businesses to fortify their balance sheets and to qualify them for additional bank debt. A participating lending partner can use SCEIC in these situations in two ways.  First, it can refer a rapidly growing customer to SCEIC that can provide the next round of financing to the company, with SCEIC taking a subordinate position to any existing bank debt. Alternatively, SCEIC and the participating lender partner could share the next round of financing, again with SCEIC taking the subordinate position. With the participation of SCEIC, the lender can limit its exposure to high debt-to-equity customers while expanding the financing assistance it provides to these customers.
· INADEQUATE TANGIBLE COLLATERAL. Service businesses with a healthy track record and adequate equity base often have difficulty obtaining bank credit because they have limited tangible collateral. In most small service businesses, the primary financial assets a company are leasehold improvements and receivables due from a myriad of small, unknown, un-rated customers. Banks cannot rely on these intangible and uncertain assets to secure financing. By using SCEIC, a participating lender, may substitute SCEIC' loan for the intangible and uncertain collateral of the small business. Rather than declining a loan request from or severely reducing the amount of credit approved, the bank can refer the customer to SCEIC. By making the RLF loan, the customer's needs are met and it will assist the bank in future loans to the business.

· EXPANSIONS AND RENOVATIONS. When a small business undergoes an expansion or renovation, it often finds that it can obtain financing for machinery and equipment, but not leasehold- improvements. Alternatively, the bank may be willing to finance machinery and equipment but not additional working capital (or vice versa). SCEIC will use its fund to complement a bank's financing to finance the leasehold improvements or working capital that are not otherwise finance able.

· CONTRACT FINANCING. Many small businesses have all the business skills and capacity necessary to perform a service or to produce a product on time and within budget. Often, however, these businesses lack the capital to internally finance a newly won contract. Without major receivables or other hard assets, these businesses often cannot qualify for conventional bank debt. As a result, they cannot perform work because they cannot purchase the inventory or carry the labor costs and they may lose the contract. SCEIC will use its funds to finance entrepreneurs who have already demonstrated the ability to perform a service or provide a product, but who lack the financial strength to finance the contract internally.

· A FEW GOOD START-UPS. While a majority of its capital will be invested into businesses operating for more than one year, SCEIC will selectively work with entrepreneurs who have shorter track records. Such entrepreneurs will be selected based upon three primary surrogate criteria:

1. The entrepreneur must incur risk i.e., the entrepreneur must have personal capital invested into his/her business;

2. The entrepreneur must demonstrate adequate management capability, including the ability to manage both human and financial resources; and,

3. The entrepreneur must demonstrate intimate knowledge of the industry in which he/she will operate a business. Such knowledge must include knowledge of pricing, production, suppliers, potential customers, billing practices, competition, legal issues, getting new business, marketing and advertising, etc. While a formal business plan will not always be required, a business plan is a good first step. Each start-up will receive technical assistance through referrals made by SCEIC to the various business resources at its disposal.

XIII. LOAN AMOUNTS

SCEIC will generally make loans within the following size parameters:

· Minimum SCRLF Loan:

$5,000

· Maximum SCRLF Loan: 

(1) $150,000; or,







(2) 25% of the project cost, which ever is greater







    when using IRP funds.

SCEIC may share loans with any financial institution, but the participation of another financial institution is not required (unless IRP line-of-credit funds are used as a portion of the loan package and if the SCEIC is using its equity funds, revolved IRP loan debt service payments from borrowers).

XIV. RATES OF INTEREST

COST OF RD FUNDS TO SCEIC SCEIC borrows from RD. If SCEIC borrows funds from other than IRP sources to capitalize itself, the interest rate of the loan will be negotiated in the best interest of the SCRLF.

LOANS TO BORROWERS SCEIC will generally lend its funds at a rate equal to New York Prime minus one and one-half (1.5) percentage points (depending upon a risk assessment of borrower). A minimum interest rate of four (4) percent will be charged on all loans. The rate can be fixed for the term of the loan. The rate can float with the prime rate, but the interest rate charged to the borrower (at the time of the loan) can be fixed for one year or longer. Interest charged to the borrower can be renegotiated annually or at other times and it will be based on the current New York prime rate. Thirty days prior to the anniversary date of the loan, a new loan payment can be determined and the notice given to the borrower. Loans to sole proprietors cannot exceed the Federal Reserve Discount Rate by more than 4-1/2% (four and one-half percent).

XV. TERM OF LOANS

BORROWED FUNDS SCEIC borrows IRP funds under a revolving line-of-credit with RD. When the line is fully utilized, the loan is converted to a thirty-year term loan, interest only the first two years. The principal repayment schedule for the borrowed funds is matched to or synchronized with the principal amortization schedules for the loans to SCEIC' borrowers to ensure that its loans payable never exceed the sum of its loans receivable.

LOANS TO BORROWERS. SCEIC generally makes loans in partnership with its lending partners. SCEIC generally matches terms with its lending partner(s) or provides fixed term loans to the borrower. SCEIC can make loans with out a lending partner and the term of such loans is based on use of funds (i.e. real estate 15 to 25 years, M&E seven to ten years, working capital three to five years, etc.). The typical loan will be on a self-amortizing repayment schedule.  Short-term maturities may be employed when appropriate, such as in the case of contract financing or when the collateral has a shorter life. Balloon notes with amortization schedules exceeding five years will not be suggested unless the SCRLF loan is part of a larger financing package and is being viewed as near equity by another lender.

XVI. COLLATERAL AND PERSONAL GUARANTEES

As a general policy, each RLF loan is secured by collateral adequate to safeguard SCEIC. If SCEIC is the sole lender in a project, SCEIC will take a first security interest in the assets being financed.  If SCEIC is lending in partnership with a commercial or saving bank, SCEIC will take a subordinate interest in the assets being financed. In addition, SCEIC will normally file a general security agreement on all assets of the company. Liens on outside assets will be required where appropriate and available. Finally, personal guarantees will be required in all projects involving any type of business organization other than sole proprietorships or partnerships. The personal guarantees may be collateralized with personal assets where appropriate.

While SCEIC will endeavor to secure each and every loan with adequate collateral, lack of hard collateral, by itself, will not be a reason to decline a loan. Service businesses tend not to have hard collateral on their balance sheets. Their primary assets are their human resources and their receivables. In situations where operations are healthy and cash flow is relatively strong, collateral will be of secondary importance. RLF' projected loss rate is expected to be greater than of a conventional lender's loss rate, in part, because SCEIC anticipates low recoveries when moving against the collateral of a service business.

XVII. PERSONAL CREDIT EVALUATIONS

Revolving loan business lending is very much "character lending." A loan is repaid not so much because of the financial strength of the business, but more so because of the personal fortitude and integrity of the entrepreneur. For this reason, the credit history of each applicant will be evaluated. If an applicant has not handled his/her personal obligations to others in a satisfactory manner, he/she probably will not handle the SCEIC obligation any better. SCEIC will request a personal financial statement and perform a personal credit check with each loan application. Credit reports should be satisfactory. If substantive problems exist, a satisfactory resolution or a satisfactory explanation of the problem must occur before the loan can go forward. Generally, SCEIC will request the lending partner to provide (with the borrower's written permission) a copy of all credit reports used by that lender for a "partnership" loan.

XVIII. CREDIT POLICIES

In general terms, SCEIC’ focus more on the company's operating results than on the strength of the company's balance sheet. Cash flow will be more important than working capital and debt coverage ratios.  Personal integrity will outweigh personal net worth.

XIX. APPLICATION PROCEDURES AND APPROVAL PROCESS

Loan applicants may be referred to SCEIC by a participating lender; or, they may be originated directly by SCEIC staff. SCEIC staff will assist each borrower to complete the application package. Completed loan applications will be reviewed for credit adequacy by the SCEIC Loan Committee. The Board of Directors of SCEIC will review the loan for overall policy compliance and make a determination to approve or to decline the loan. The Board of Directors may elect to approve a loan found to be inadequate by the Loan Committee. Turnaround time, from the point at which an application is complete, is approximately four weeks.

XX. THE SCEIC LOAN COMMITTEE

The SCEIC Loan Committee will be appointed by the SCEIC Board of Directors and will consist of participating lender representatives on the board and SCEIC staff. Each member of the Loan Committee will receive one vote. One major purpose of the Loan Committee is to be proactive, to assist SCEIC staff to make loan applications "bankable," that is, to find a way to structure the deal so that it has a high potential for repayment. The second major purpose of the committee is to kill bad deals. If a deal shouldn't go forward, the committee members should use their credit experience to decline the application. The committee will meet as expeditiously as necessary. A quorum will be defined as one-half plus one of the appointed committee members. Committee members who represent the primary lender, in partnership deals with the SCEIC, will provide information to the committee but are not allowed to vote approval or disapproval of the specific application being considered.

XXI. LOAN COMMITMENTS

Upon approval by the board, SCEIC shall notify each applicant in writing listing the terms and conditions of the approval. Loan commitments will be issued within 72 hours of the board approval. If the loan involves RD participation (or other source(s) of lending funds), a loan commitment will be issued within 72 hours of notice of RD's (or the other source(s) of lending funds) approval for their participation in the loan.

XXII. LOAN CLOSING AND STANDARDIZED DOCUMENTS

To be a cost efficient program, all loan closings will utilize standardized documents and closing procedures.  Exceptions will be made as appropriate.

XXIII. CREDIT AND LEGAL FILES

Each loan will have an application, closing and monitoring file.  SCEIC staff will be responsible for keeping the files adequate and current.

XXIV. LOAN DEBT SERVICE PAYMENTS

Loans will be repayable in equal installments. A coupon book will not be issued. Loan payments may be changed annually to reflect any change in rate of interest

XXV. SERVICING POLICIES AND PROCEDURES

Two factors keep credit losses low in small business lending:  a prudent set of credit policies; and, a timely, personalized servicing system.  When appropriate, SCEIC can use the loan servicing services of the lending partner for servicing the RLF portion of the loan package. If SCEIC is to service its share of the loan or has a separate "stand-alone" loan, SCEIC staff member who packaged the loan will be responsible for servicing and collecting that loan. This servicing policy has two beneficial effects. First, there is continuity in the borrowing relationship. A borrower is less likely to default on a payment to a "friend," someone who helped the borrower get the loan in the first place. Second, there is the pride factor.  The SCEIC staff member will not want to see one of his/her deals go bad. A servicing system in which servicing is depersonalized, that is, one in which a second person services a loan made by another person breaks the continuity of the relationship. The borrower feels he/she owes nothing to a servicer who played no role in securing the loan for the borrower. The servicer, likewise, feels no personal stake in a loan in which he/she had no role packaging and getting approved.

Servicing will be intensive in order to establish a good payment discipline.  Each new borrower will be visited on a regular basis during the first year, on-site, at the borrower's place of business. After a good payment history is established, visits can be reduced. An early warning system will be established so that the servicer knows within one week that a loan payment has been missed. SCEIC staff will visit all delinquent borrowers within ten working days of the missed payment. Delinquent borrowers will then be visited as often as necessary to reestablish timely payments. The goal of each visit is to bring back a payment. The borrower will be encouraged to make partial payments if the entire payment cannot be made, with additional installments collected on a weekly basis if necessary. The goal of the intensive call program is to prevent a borrower from becoming so delinquent that he/she feels as though it is impossible to catch up.
XXVI. WORKOUTS

Problem loans will be referred to the Loan Committee for their guidance and advice. As part of a workout strategy, partial moratoriums will be permitted, but full moratoriums will be discouraged because full moratoriums lead to bad habits (not making loan payments). To be a serious loan program, problem loans must be dealt with quickly and fairly.  Foreclosure and moving against personal guarantees cannot be idle threats.
XXVII. TECHNICAL ASSISTANCE NETWORK

Each borrower will be reviewed for possible assignment of a "mentor" from the technical assistance network (TAN) available to the SCEIC and the client. The TAN includes University and Technical College faculty and students and businesses willing to donate their services to assist a borrower to solve operational and managerial problems. This network should play a positive role in reducing delinquencies by strengthening the relationship between SCEIC and the borrower.

XXVIII. ANNUAL REVIEW
Annually, the Loan Policy Manual will be reviewed and modifications will be made as required (with Board approval).

XXIX. POLICY SUMMARY STATEMENT
The desired results of SCEIC' lending activity are outlined in this section. This Policy and Procedures Manual contains the mechanics of how the funds will get from SCEIC to the borrower (IRP ultimate recipient), the service area, eligibility requirements, loan purposes, fees, rates, terms, collateral requirements, limits, priorities, application process, method of disposition of the funds to the borrower, monitoring of the borrower's accomplishments, and reporting requirements of IRP regulations.

Applicants are encouraged to call or visit SCEIC at an early stage in business development to discuss the feasibility of support for their project. Lenders or others often refer clients to SCEIC to obtain assistance for the client's efforts to develop their business plan or application for funding.

If a client's project is eligible, an application will be provided. Applicants are warned not to assume any funding commitment if SCEIC provides them with technical assistance or requests a full application from them.  Applications are received any time during the year. Between the receipt of the application and the Board of Directors regular monthly meeting, SCEIC staff thoroughly reviews the loan application and spreads the statements.  A site visit, including a detailed collateral inspection, is conducted. Staff then prepares a loan package for SCEIC Loan Committee consideration. SCEIC' Loan Committee will then make a credit recommendation to the Board of Directors.

If, the SCEIC Board of Directors approves a loan application, a commitment letter, detailing the nature and the conditions under which SCEIC will close the loan, is mailed to the applicant. Once the applicant approves the conditions and covenants by signing and returning to SCEIC, an original copy of the commitment letter, a loan closing date and time are set.  SCEIC staff will prepare the loan closing documents and will ensure an attorney reviews all documents and makes his opinion known, based upon the loan closing and client documents.

Once the loan is made, the monitoring of it becomes paramount. This task is accomplished by weekly reviews of the payments of all outstanding loans. Where delinquencies are noted, staff is assigned to collect from the borrower. A site visit will be conducted within 10 days of the late payment.  Late payment notices letters will be mailed to all delinquent loan customers within 10 working days are the payment is late. This loan policy dictates how the process proceeds should a loan becomes more serious and repossession, foreclosure or legal action is necessary. When there is no reasonable collection opportunities left, staff will recommend a charge-off of the loan.

SCEIC can finance IRP qualified projects up to the maximum of $150,000 or 25 percent of the total project costs.  In no case shall IRP funds exceed 25 percent of the SCEIC' total loan portfolio to any one borrower. 

SCEIC will require the following participation in all IRP loans:








TOTAL PROJECT COSTS

Commercial or Other Non-Agency Financing

65% or greater


SCRLF Financing
25% or $150,000, which ever is the lesser of the two amounts (25% SCEIC equity match funds and 75% RD IRP funds).  In no case shall IRP funds exceed 25 percent of the SCRLF' total loan portfolio



Owner's Equity



10% or greater

Some general parameters of the loan program are:

· Except in very rare circumstances, all loans will have a rate of 1.5% less than New York Prime rate.  Interest rates can be fixed for the duration of the term of the loan or have "balloon features."  Short-term working capital loans may be offered at a higher rate. An interest rate “floor” is established at four (4) percent;

· SCEIC will generally match the amortization term of the loan offered by the participating lender in most circumstances. Working capital loans will generally be amortized over one to five years with balloon payments due annually. Machinery and equipment loans will generally be amortized over seven to ten years. Real estate loans will generally be amortized over fifteen to twenty five years; balloon payments can be required; and,

· To qualify for an SCEIC loan, all projects must create, improve or retain jobs. Job retention will only be considered when the affected jobs would clearly be lost if the project did not go forward. The use of IRP funds will require that a borrower hire 35% or more of their new hires be low-income individuals, come from low-income families, be displaced farmers, or members of a displaced farmer's family. A special emphasis will be placed on hiring displaced farmers or members of displaced farm families.

SCEIC will use a law firm to finalize the loan transaction with the borrower. The loans will be monitored by SCEIC. A CPA firm will conduct annual audits of SCEIC' operations, lending activities, and internal control practices in accordance with current federal audit requirements and make an annual report of such activities annually to the board of directors.

All provisions regarding the assignment of collateral to RD by SCEIC will be followed. In evaluating collateral coverage the following criteria are generally used:

· Real Estate Valuation - A certified commercial appraiser that is familiar with the real estate values in the area arrives at real Estate-Values. The value may be adjusted based on the type of facility, the location and the usage of the facility. The appraisal must conform to the criteria laid down in SCEIC loan policy. SCEIC staff will do a site visit to review the appraisal and to determine the quality and condition of the property.  Indebtedness to SCEIC along with other debt, if any, should not exceed 100% of value. In all cases SCEIC will require final title opinion to assure itself that no title defects exists; and if so, to resolve them to prior to closing;
· Machinery/Equipment Valuation - These values are generally determined by an appraisal and are usually discounted by the condition of the equipment, location, demand, and whether it is of uniqueness to the marketplace. For SCEIC a full listing of the machinery and equipment to be pledged is required. Such a list shall include types of equipment, make, model number, serial number, and general description.  Prior and subsequent to any closing, a full UCC-1 lien search will be completed to be sure the same collateral is not pledged and to confirm our lien position.  All notes will be supported by a security agreement and UCC-1 filing with the County Recorder.  Normally SCEIC indebtedness along with other indebtedness on the same collateral will not exceed 100% of value;

· Inventory Valuation - These values are contingent upon whether it is raw material or finished product and what the likelihood of disposal is. Raw material inventory has very little value for loan purposes and generally is not considered for collateral. The borrower-pledging inventory must list all the items.  This list is then compared to the staff's on site inspection. Staff will assign a value to the inventory after the consideration of a discount for liquidation, out-dated or defective items.  Loans secured by inventory generally will require either monthly or quarterly listings.  SCEIC also reserves the right to inspect that inventory. SCEIC' loan to value with other indebtedness included will generally not exceed 80%; and,
· Accounts Receivables Valuation - These values are predicated upon the quality of the receivables themselves. Generally SCEIC will not finance receivables that are over 60 days old. When receivables are used as collateral, SCEIC will require an accounts receivable aging report on either a monthly or quarterly basis. Staff will do a site visit on an annual basis to review the receivables.  SCEIC will generally loan up to 80% against current receivables when other indebtedness is included.

The RLF was developed to provide loans to small businesses within the county. The creation of new jobs is one primary consideration in funding since long-term employment will enhance the community's ability to prosper. At a minimum, 35 percent of all newly hired personnel by the ultimate recipient will be low-income individuals, from low-income families, displaced farmers, or members of displaced farm families. A special emphasis is placed on hiring displaced farmers or farm families.  SCEIC' loans are intended to stimulate rather than replace local private financing. Therefore, applicants are required to contact local lending institutions before submitting an application to SCEIC.

SCEIC will use the following general eligibility requirements:

· Funds may be used for business start-ups or expansions.  This may include land, buildings, equipment, inventory or working capital;

· Projects should be environmentally compatible with other economic and social developments in the region;

· Applicants should demonstrate their inability to finance the project without SCRLF' lending assistance;

· Projects must provide equal employment opportunities;

· Management and marketing expertise as well as demonstrated ability to repay the loan are required;

· New jobs should be created or retained as a result of SCEIC involvement.  At a minimum, 30 percent of all newly hired personnel by the ultimate recipient will be low-income individuals or from low-income families.  A special emphasis will be placed on hiring displaced farmers or farm families; and,

· The match totaling at least 25% of the projects costs must be provided from commercial or other non-agency (Rural Development) financing sources.

SCEIC will use the following general eligibility restrictions and the following types of projects are excluded from consideration:

· Pay delinquent taxes;

· Cover product development costs;

· Finance traditional agriculture production business’;

· Pay the organizational costs of start-up;

· Invest into residential real estate;

· Projects for which other financing is available on reasonable terms, from either private or governmental sources;

· Projects which cannot demonstrate a reasonable expectation of repayment;

· Projects for which sufficient financing is not available to complete the project;

· Costs and professional services in connection with a loan application;

· Repayment or guarantee of loan made by federal, state or local government agency;

· Media-related businesses such as newspapers, and periodicals, radio and television;

· Business activities related to the sale, distribution or consumption of alcohol;

· Any illegal activity;

· Gambling activities; or

· The eligibility criteria and restrictions contained in RD Instruction 4274-D (or its most recent updated version or replacement).

The Stevens County Economic Improvement Commission, Inc.

is an equal opportunity lender, provider, and employer


