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PURPOSE

The City of Sandstone EDA created the Community Economic Development Loan Fund
to assist small businesses in expansion and investment within the City of Sandstone. The
availability of below market rate financing to new and expanding businesses is intended
to provide an incentive for economic growth and stability. The primary objective of the

fund is the creation and retention of jobs, tax base, and services in the City of Sandstone.

The funds are intended to provide gap financing to supplement the primary financing
provided by a local financial institution and other economic development lenders.

BASIC ELIGIBILITY REQUIREMENTS

Applicants receiving financing must be for-profit businesses located in the area of the
City of Sandstone. Applicants may be new business ventures or expanding businesses.

KEY REVIEW CONSIDERATIONS

Several factors will be considered in the review process relating to the basic credit
decision. Applicants must be prepared to:

Demonstrate credit worthiness

Prove repayment ability

Provide minimum of 10% personal equity

Secure minimum of 50% of funding through a private lender

In addition to these credit factors, the nature of the Economic Development Loan Fund
dictates additional key review considerations. These factors are critical due to the limited
funds and are important in determining the level of the Sandstone EDA’s financial
participation. Applicants must demonstrate that:

e The project will create or retain jobs in line with the amount of loan request

e The project will improve the appearance of any existing structures

e The project will provide additional tax base to the City of Sandstone or Pine
County

USE OF FUNDS
Loan funds may be used for the following:

Land and building acquisition

Site improvements

Building construction or rehabilitation

Building renovation and leasehold improvements
Machinery and equipment

Inventory



e Working Capital: Limited to 25% of total project costs. Projects seeking to
borrow for working capital must have at least an equal amount of owner
equity for every dollar of working capital borrowed.

e Utilities and/or Public Infrastructure

INELIGIBLE USES OF FUNDS

e Taxes
e Refinancing debt (unless an EDA loan exists)
e Residential Real Estate Development

LOAN TERMS AND CONDITIONS

Loan requests will be reviewed for any amount up to $50,000. The CED loan should not
exceed 30% of the eligible project cost financed by debt. The loan amortization may vary
depending on the use of the funds and cash flow needs and will reflect the useful life of
the assets being financed. The loan term should be as short as feasible and should not
exceed 10 years.

To meet the credit needs of borrowers, the EDA may provide:
deferments on principal repayments;

interest-only payments for periods not to exceed 6 months;
seasonally-based payment plans;

subordination of loans.

Loans will only be restructured if the restructuring improves the borrower’s repayment
ability. Prior written approval from the EDA 1is required.

INTEREST RATE

The interest rate will be the current Prime Interest Rate at the time of loan approval.
COLLATERAL & PERSONAL GUARANTEES

Loans will be secured to the best extent possible. At minimum, personal guarantees of
the applicant, their spouse, and any principals with more than 20% interest in the

company are required.

Additionally, a mortgage on real estate owned by the applicant will be required when
available and/or applicable. Subordinated mortgages are acceptable.

When financing equipment, a UCC security filing may also be required.
Machinery, equipment and/or fixtures will be valued at 80% of the actual cash value.

Applicants will be responsible for all legal, recording and other fees required for
perfecting a security interest in a loan,



PROJECT TIMING

No project may commence until the EDA has approved the loan application. Any costs
incurred before the loan application has been approved by the EDA are not eligible
expenditures and will not be funded.

No building construction may commence until the required permits are secured.

APPLICATION PROCESS

Step 1:  An interested loan applicant will meet with staff to obtain information about
the loan program, discuss the proposed project, and obtain application forms.

Step 2:  Staff will prepare a recommendation to be presented to the EDA Loan
Committee based on review of the application. Staff may require credit reports
and may verify background information.

Step 3:  The EDA Loan Committee will review the full application and staff
recommendation and make a decision on the application.

Step4: The EDA Loan Committee will make a recommendation to the EDA Board.

Step 5:  The EDA Board will review the recommendation of the EDA Loan Committee
and will make a final decision.

PROCEDURE FOR APPLICATION REVIEW
The EDA Executive Director is available to assist with the entire application process.

When completed applications are received, the EDA Executive Director will conduct a
thorough review of the application.

In order to facilitate the review process, only complete applications received by the 15
of the month will be reviewed for the next scheduled EDA Board meeting. Incomplete
applications will not be reviewed. Late applications will not be reviewed until the
following month’s EDA Board meeting.

Applicability of the project to the goals of the Business Subsidy Policy.

Benefits of the proposed project to the community.

Compliance with all City codes and policies.

Availability and applicability of other governmental grants and/or loan programs.
Ratio of private funds to loan funds.

Financial Feasibility — Availability of funds, private involvement, financial
packaging and cost effectiveness.

Project Design & Feasibility.

e Repayment ability and sufficient cash flow to cover proposed debt service.



e Balance sheet/ratio analysis.

e Letter of commitment from applicant pledging to complete the project during the
proposed project duration, if the loan application is approved.

e Letter of commitment from regulated financial institution stating terms and
conditions of their participation in the project, if applicable. Or turn down letters.

e Management skills.

e Sufficient collateral and lien position.

Past performance in regards to the applicant’s financial responsibility with the
City of Sandstone will be considered in the review of each application. This
includes historical performance related but not limited to the timely payment of
other loans, grants, or assistance, utilities, taxes, and code violations. The EDA
Board will consider an applicant’s past performance over time, on a case by case
basis, given the individual nature of each instance; however, simply being current
on all matters with the City at the time of application does not satisfy this
requirement.

OTHER POLICIES

Loan Servicing

Loan closing will be handled by the EDA Executive Director.

Monthly payments must be made by automatic ACH from the applicant’s bank account,
per the terms of the loan.

An account will be considered delinquent if for any reason an ACH is not able to be
completed, or if the full monthly payment due is not received by the due date. Any
charges associated with the ACH payment is the sole responsibility of the applicant.
Additionally, a $20 late fee will be assessed for each month payments are delinquent.

The EDA Executive Director will notify the EDA Board of any account delinquencies.

Any modifications of loan terms and conditions must be requested in writing by the
applicant and approved by the EDA Board.

Defaults will be handled on a case by case basis. Specific action will depend on the
nature and circumstances, amount and availability of collateral and costs versus benefit of
liquidating assets or other collateral. Any action taken will be handled by the EDA
Executive Director at the direction of the EDA Board.

Disbursement of Loan Funds

e Loan funds may be distributed to Applicant upon completion and approval of all
required documentation; or



e Loan funds may be distributed directly to vendors for each project based on
submittal of project invoices; or

e Loan funds may be reimbursed to the borrower after proof of payment is
provided.

Determination on which disbursement method is appropriate will be made jointly by the
EDA Board and the Applicant.

Follow-up Meetings

The EDA Executive Director will conduct follow up meetings with applicants on or
around the six month of the loan date and on or around one year of the loan date
thereafter. The purpose of these follow-up meetings is to assist community businesses as
they grow. Meeting specifics are at the discretion of the EDA Executive Director; the
EDA Executive Director will report the meeting results to the EDA Board. Participation
in and/or results of the follow-up meetings will be taken into consideration if or when
future requests by the applicant are brought to the EDA Board.

EDA Board Retains the Right to Ultimate Review

Due to the fluctuating nature of business and communities, this policy must remain able
to accommodate the changing needs of the City. Due to the inherent inability to fully
anticipate future situations and projects, this granting body retains the right to grant loans
to projects that are deemed in the public interest, yet may deviate from the above criteria
on a case by case basis.



