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and to generate the support and par-
ticipation of local financial institu-
tions;

(5) Capital Base Management Strategy:
to develop and allocate the financial
resources of the fund in the most effec-
tive possible way to meet the need or
demand for financing; and

(6) Accountability Strategy: to develop
policies and mechanisms to hold bor-
rowers accountable for providing the
public benefits promised (e.g. jobs) in
return for financing; to ensure that,
until expenditure, loan proceeds are
held by the borrower in secured, liquid
financial instruments; to hold bor-
rowers accountable for upholding the
commitments made prior to the loan;
and to develop the methods used by the
RLF to enforce these commitments.

§1336.65 Staffing and organization of
the Revolving Loan Fund: Respon-
sibilities of the Loan Administrator.

Prior to the approval of any direct
loan under the RLF, the Loan Adminis-
trator must develop and obtain the
Commissioner’s approval for the RLF’s
organization table, including:

(a) The structure and composition of
the Board of Directors of the RLF;

(b) The staffing requirements for the
RLF, with position descriptions and
necessary personnel qualifications;

(c) The appointments to the advisory
loan review committee; and

(d) The roles and responsibilities of
the Board, staff and loan review com-
mittee.

§1336.66 Procedures and criteria for
administration of the Revolving
Loan Fund: Responsibilities of the
Loan Administrator.

Prior to the approval of any direct
loan under the RLF, the Loan Adminis-
trator must develop and obtain the
Commissioner’s approval for the fol-
lowing procedures:

(a) Preapplication and loan screening
procedures. Some factors to be consid-
ered in the loan screening process are:

(1) General eligibility criteria;

(2) Potential economic development
criteria;

(3) Indication of business viability;

(4) The need for RLF financing; and

(5) The ability to properly utilize fi-
nancing.
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(b) Application process. The applica-
tion package includes forms, instruc-
tions, and policies and procedures for
the loan application. The package must
also include instructions for the devel-
opment of a business and marketing
plan and a financing proposal from the
applicant.

(c) Loan evaluation criteria and proce-
dures. The loan evaluation must in-
clude the following topics:

(1) General and specific business
trends;

(2) Potential market for the product
or service;

(3) Marketing strategy;

(4) Management skills of the bor-
rower;

(5) Operational plan of the borrower;

(6) Financial controls and accounting
systems;

(7) Financial projections; and

(8) Structure of investment and fi-
nancing package.

(d) Loan decision-making process. Deci-
sion-making on a loan application in-
cludes the recommendations of the
staff, the review by the loan review
committee and the decision by the
Board.

(e) Loan closing process. The guide-
lines for the loan closing process in-
clude the finalization of loan terms;
conditions and covenants; the exercise
of reasonable and proper care to ensure
adherence of the proposed loan and bor-
rower’s operations to legal require-
ments; and the assurance that any re-
quirement for outside financing or
other actions on which disbursement is
contingent are met by the borrower.

(f) Loan closing documents. Documents
used in the loan closing process in-
clude:

(1) Term Sheet: an outline of items to
be included in the loan agreement. It
should cover the following elements:

(i) Loan terms;

(ii) Security interest;

(iii) Conditions for closing the loan;

(iv) Covenants, including reporting
requirements;

(v) Representations and warranties;

(vi) Defaults and remedies; and

(vii) Other provisions as necessary.

257



§1336.67

(2) Closing Agenda: an outline of the
loan documents, the background docu-
ments, and the legal and other sup-
porting documents required in connec-
tion with the loan.

(g) Loan servicing and monitoring. The
servicing of a loan will include collec-
tions, monitoring, and maintenance of
an up-to-date information system on
loan status.

(1) Collections: To include a repay-
ment schedule, invoice for each loan
payment, late notices, provisions for
late charges.

(2) Loan Monitoring: To include reg-
ular reporting requirements, periodic
analysis of corporate and industry in-
formation, scheduled telephone contact
and site visits, regular loan review
committee oversight of loan status,
and systematic internal reports and
files.

§1336.67 Security and collateral: Re-
sponsibilities of the Loan Adminis-
trator.

The Loan Administrator may require
any applicant for a loan from the RLF
to provide such collateral as the Loan
Administrator determines to be nec-

essary to secure the loan. (Section
803A(b)(3))
(a) As a Credit Factor. The avail-

ability of collateral security normally
is considered an important factor in
making loans. The types and amount of
collateral security required should be
governed by the relative strengths and
weaknesses of other credit factors. The
taking of collateral as security should
be considered with respect to each
loan. Collateral security should be suf-
ficient to provide the lender reasonable
protection from loss in the case of ad-
versity, but such security or lack
thereof should not be used as the pri-
mary basis for deciding whether to ex-
tend credit.

(b) Security Interests. Security inter-
ests which may be taken by the lender
include, but are not limited to, liens on
real or personal property, including
leasehold interests; assignments of in-
come and accounts receivable; and
liens on inventory or proceeds of inven-
tory sales as well as marketable securi-
ties and cash collateral accounts.

(1) Motor wvehicles. Liens ordinarily
should be taken on licensed motor ve-

45 CFR Ch. XIIl (10-1-23 Edition)

hicles, boats or aircraft purchased
hereunder in order to be able to trans-
fer title easily should the lender need
to declare a default or repossess the
property.

(2) Insurance on property secured. Haz-
ard insurance up to the amount of the
loan or the replacement value of the
property secured (whichever is less)
must be taken naming the lender as
beneficiary. Such insurance includes
fire and extended coverage, public li-
ability, property damage, and other ap-
propriate types of hazard insurance.

(3) Appraisals. Real property serving
as collateral security must be ap-
praised by a qualified appraiser. For all
other types of property, a valuation
shall be made using any recognized,
standard technique (including standard
reference manuals), and this valuation
shall be described in the loan file.

(c) Additional security. The lender
may require collateral security or ad-
ditional security at any time during
the term of the loan if after review and
monitoring an assessment indicates
the need for such security.

§1336.68 Defaults, uncollectible loans,
liquidations: Responsibilities of the
Loan Administrator.

(a) Prior to making loans from the
RLF, the Loan Administrator will de-
velop and obtain the Commissioner’s
approval for written procedures and
definitions pertaining to defaults and
collections of payments. (section
803A(b)(4))

(b) The Loan Administrator will pro-
vide a copy of such procedures and defi-
nitions to each applicant for a loan at
the time the application is made. (sec-
tion 803A(b)(4))

(c) The Loan Administrator will re-
port to the Commissioner whenever a
loan recipient is 90 days in arrears in
the repayment of principal or interest
or has failed to comply with the terms
of the loan agreement. After making
reasonable efforts to collect amounts
payable, as specified in the written pro-
cedures, the Loan Administrator shall
notify the Commissioner whenever a
loan is wuncollectible at reasonable
cost. The notice shall include rec-
ommendations for future action to be
taken by the Loan Administrator. (sec-
tion 803A(c)(1) and (2))
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