CITY OF DAVID CITY OF DAVID CITY  

CDBG REVOLVING LOAN FUND PLAN

OCTOBER 13, 2004

STRATEGY FOR USE OF THE FUND:

Section 1.1  Statement of Purpose

The CDBG Revolving Loan Fund will be used by the City of David City to make loans to the following:

-Provide jobs for unemployed and underemployed persons, with particular consideration for low and lower income persons who are long-term unemployed.

-Offer financial assistance for plant and equipment that will promote the retention and expansion of business currently located within the City of David City or its one-mile extraterritorial jurisdiction.

-Diversify economic employment by increasing the number and types of businesses through the attraction of new business and industry.

-Increase the economic strength of the city by assisting those businesses and industries that export products and services beyond Butler County.

-Supplement economic activity being carried on in the city by: commercial banks and other lenders, David City Chamber of Commerce, Business and Industrial Development Corporation and other funding tools offered by state and federal agencies

-A public hearing will address the activities to be undertaken; minutes of the public hearing and the public hearing notice will be published or posted according to law.  The public hearing will be held within the City of David City and all funded loan projects will be available for public inspection at City Hall.

Section 1.2 Eligibility of Activities

Activities eligible for assistance under the Economic Development Category are authorized in Section 105 (a) of the Federal Housing and Community Development Act of 1974, as amended.  An assisted activity, which is part of an economic development project, may be carried out by public or private nonprofit entities, or private for-profit entities.

Assistance will be directed toward projects exclusively within the boundaries of the City of David City and a one-mile zoning and subdivision extraterritorial jurisdiction.

The following economic development activities will be eligible under the CDBG Revolving Loan Fund:

-Assistance directed toward manufacturing and/or manufacturing/service jobs in contrast to retail/service jobs.

-Assistance directed toward businesses that export a large portion of goods and services beyond Butler County.

-The following funding priorities have been established by the City of David City for Revolving Loan Funds:

1) Loans that result in new ore retained permanent jobs and produce or retain the greatest number of permanent jobs.

2) Loans for the production of goods and services, which are sold outside of Butler County.

Section 1.3 Type of Assistance

Loans will be made for fixed asset improvements and also to supply working capital.  

A minimum of ½ “private funds” will be required by the applicant for projects utilizing Revolving Loan funds.  Private funds may include bank loans or other funds.

Loans may be made at below market interest rates and interest rates may differ between projects.  Rates will be charged depending upon the needs of each project and the degree to which the proposal is in conformance with the goals and priorities of the CDBG Revolving Loan Fund Program.  In no case may the interest rate be less than 4 percent.  The cost/job ratio shall not exceed a maximum of $20,000 for each job developed or retained in the usual or standard business application.

The amount, interest rate and term of the Revolving Loan Fund will be determined for each project application based upon the three general justifiable reasons for CDBG assistance identified in the memorandum dated May 19, 1987 from the U.S. Department of Housing and Urban Development.  The three “justifiable” reasons include:

1. Financing GAP.  The private sector can maximally raise only a portion of the debt and equity funds necessary to complete the project.  A gap between sources and uses exist and the RLF fills the gap.

2. Rate of Return (ROR).  The private sector can raise sufficient debt and equity to complete the project, but the returns to the developer/user are inadequate to motivate and “economic person” to proceed with the project.  That is, project risks outweigh rewards.

3. Locational.  In its most simplified version, the private sector entity is deciding between Site A and Site B for its project.  The RLF grantor (City of David City) wants the project at Site A; but the private entity argues that the project will cost less at Site B and will require subsidy to equalize the costs in order to locate at Site A.  The reasons for the cost differential are varied and must be evaluated on a case-by-case basis.  The objective here is to quantify the cost differential to the extent possible between Site A and B so that the financial needs of the business may be judged in relationship to the public benefit and avoid an undue enrichment of the business.

Revolving Loan Fund loans will be secured by mortgages against fixed assets.  Such mortgages may be made junior to bank loans or other private loans.

Loans may be renegotiated.  Renegotiation proceedings, however, are not the borrowers inherent right.

Loans will be secured by a mortgage or security agreement on fixed assets.  The mortgage may be renegotiated after 75 percent of the loan has been paid.

Loans may be made for the re-use of abandoned facilities, for modernization of plant or equipment, or for new installation.  Loans may be made for equipment of building changes because of environmental or safety reasons, but only if the number of employees of the borrower will be immediately affected.

In general, principal will be repaid in equal installments spread over the term of the loan.  Alternative schedules, however, may be arranged.  Principal and interest will be due and payable semi-annually.  Sinking fund arrangement may be considered provided that semi-annual payments are placed in escrow, payable to the Revolving Loan Fund for principal and interest due.  Any excess in the escrow account will be paid to the borrower.

Date of the first payment of principal and interest will be arranged for each project.  Usually, the date of the first payment will not exceed one year beyond the date of the loan.

Loans may be called by the borrower at any time after one year and on payment of all principal and interest.

Recycled Revolving Loan Funds

Recycled loans will not be made unless there is sufficient funds cash flow for a direct loan.  

It is intended that only one loan of recycled funds may be made to a particular borrower.  No maximum amount per borrower is stipulated.

Earned interest may be used to pay administrative expenses charged to the CDBG Revolving Loan Fund.  Excess earned interest will be credited to the CDBG Revolving Loan Fund.

An annual financial statement and certified audit shall be required of all borrowers.  Copies of such reports will be given to the administrator of the CDBG Revolving Loan Fund and reviewed by the Revolving Loan Fund Committee on an annual basis.  Reports will be required throughout the term of the loan.

Section 1.4  Time of Performance

Loans may be long-term depending upon the particular situation and the length of the loan may very from project to project.  Date of the first payment of principal and interest will be arranged for each project.  Usually the date of first payment will not exceed one year beyond the date of the loan.  Loan fund projects must begin construction immediately upon approval and construction projects much be completed within 18 months after loan approval date or face a penalty or cancellation imposed by the Revolving Loan Fund Committee.

Section 1.5  Other Types of Assistance

Applicants may be eligible for other types of assistance including interest or principal buy down or equity or working capital grants.  These types of funding will only be considered when an applicant demonstrates sufficient needs.  Such assistance shall always be a lower priority than direct loans for fixed asset financing.

DISTRIBUTION AND MANAGEMENT SYSTEM:

Section 2.1  Submission of Applications

An applicant with a potential Revolving Loan Fund project must contact the administrator of the Revolving Loan Fund Program and provide information in an application packet.  The following information from the applicant will be required: description of business, project description, number of jobs created or retained, other job creation impacts, description of the proposed financial package, description of other assistance involved in the project, description of the need for a project, description of project impact on the applicant and two years projected, spread sheet, business plan, letter from business committing to project and job creation, and a commitment letter or a letter of credit from lenders.  

A non-refundable verification and processing fee of $250 ($300) must accompany a completed application.

Section 2.2  Selection of Applicants

There will be a CDBG Revolving Loan Fund Review Committee established.  The committee shall consist of five members appointed by the Mayor and City Council for staggered three-year terms.  Two members (each from a different financial institution) shall have banking and loan experience, one member shall be an accountant or a certified public accountant, one member shall be a resident of the community with business experience, one member shall be a member of the city council.  The City Administrator of David City shall be an ex-officio member of the committee without a vote and shall be designated Revolving Loan Fund Administrator having the authority to call meetings.  A chairperson will be designated annually by the committee.

The committee shall review loan applications, assist the administrator with establishing terms of the loan, and make recommendations as to whether or not a loan should be made.  The committee shall review the Revolving Loan Fund Portfolio, the certified annual audits and reports as soon as reasonably possible after receipt; and make recommendations to the administrator as to changes of the program, goals, priorities, loan standards and financial policy.  A committee member shall have the right to request additional information from the loanee.

The committee shall review “conflict of interest” situations and determine whether or not a loan should be made.  Such conflict of interest would include elected and appointed city officials and their families.  Full disclosure of any such conflict shall be in writing and shall be part of the application for assistance.

The City Council of David City may, by resolution, approve any loan made from the Revolving Loan Fund.  On a case-by-case basis, the city council may redirect funds for the development of programs that benefit the city’s long-term economic development goal of job creation that would benefit low and moderate-income persons.  These groups include but are not limited to: 

a) education and training,

b) entrepreneurship,

c) small business transfer,

d) investment capital

e) marketing, and value-added agriculture

It is not intended that the City Council will arrange loans or loan conditions but will exercise final approval authority.  The city Council may approve or modify the CDBG Revolving Loan Fund Program, except that initial loan contractual conditions established with state or federal agencies cannot be changed without their approval.

The CDBG Revolving Loan Fund Administrator will:

-Develop and compile the elements of a loan project and report to the revolving loan review committee and the city council as required,

-Serve the revolving loan review committee by appointing a secretary to arrange meetings, record minutes of the meetings, and assist in administering and recording of loan funds.

-Promote the revolving loan fund program by making it known to other development agencies, banks and prospective borrowers.

-Assist in developing loan packages.

-Review loan applications.

-Arrange for servicing loans.

-Assist the committee in developing a recapitalization strategy for the revolving loan fund and administer the fund.

-Secure legal review and service as required

-Secure an annual certified report of the fund and publish an annual report of the program activities.  He will make other reports as required by federal and state agencies.

-Provide continuity and timeliness of program activities.

Section 2.3  Compliance with CDBG Regulations

Projects eligible for assistance under the CDBG Revolving Loan Fund Program must meet the national Community Development Block Grant objective stated in Section 104 (B) (3) of the Amended 1974 HCD Act.  This objective is:

-Benefiting low and lower income persons.

The definitions and criteria set forth below shall be used to determine whether a project complies with the national objective.

Projects, which benefit low and lower income persons:

Low income persons are multi or single person households having income equal to or less than the Section 8 lower income limit for the Nebraska county of the project location as determined by HUD under the provisions of 24 CFR Part 813 for the Section 8 housing assistance payment programs.

Lower income persons are multi or single person household having incomes equal to or less than said Section 8 very low-income limit.  This includes a project other than residential rehabilitation, which would serve an area generally, which meets the identified needs of low and moderate-income residents of such area and where at least 51 percent of the residents are lower income persons.  Such an area need not be co-terminous with census tract or other officially recognized boundaries, but must be the entire area served by the project.  

Community Development Act

The project must comply with all parts of Title I of the Housing and Community Development Act of 1974, Public Law 93-383, as amended, including parts not specifically cited below and with the following laws, regulations and requirements as they pertain to the design, implementation, and administration of the approved project:

The project shall comply with the provisions of Section 109 of the Housing and Community Development Act of 1974, as amended, which requires that no person in the United States shall, on the grounds of race, color, national origin or sex, be excluded from participation in, be denied the benefits of, or be subjected to the discrimination under any program or activity funded in whole or in part with Community Development funds made available pursuant to Title I of the Act.

The project shall comply with the provision of Section 110 of the Housing and Community Development Act of 1974, as amended, which requires that all laborers and mechanics employed by contractors or subcontractors on construction work assisted under the Act shall be paid wages at rates no less than those prevailing on similar construction in the locality as determined by the Secretary of Labor in accordance with the Davis-Bacon Act, as amended. 

The project shall comply with the provision of Section 3 of the Housing and Urban Development Act of 1968 which require, in connection with the planning and carrying out of any project assisted under the Act, to the greatest extent feasible, opportunities for training and employment to be given to lower income persons residing within the unit of local government or the non-metropolitan county in which the project is located, and contract for work in connection with the project be awarded to eligible business concerns which are located in, or owned in substantial par, by person residing in a project area.  The grantee must assure good faith efforts toward compliance with the statutory directives of Section 3.  

The project shall comply with Section 104 (a) (2) of the Housing and Community Development Act of 1974, as amended, which provides for opportunities for citizen participation, hearings, and access to information.

The Loanee agrees to comply with the following laws, regulations and requirements as they pertain to the design implementation and administration of the approved local project:  Community Development Law, Nebraska Revised Statues 18-2101 to 18-2144, acquisition of property for publicly financed projects, Nebraska Revised Statutes 76-1201 to 76-1213, Environmental Protection Act, Nebraska Revised Statutes 18-1401 to 18-1407, Uniform Procedure for Acquiring Private Property for Public Use, Nebraska Revised Statutes 25-2501 to 25-2506; and the project must comply with the general and administrative requirements of the City of David City now or hereafter in effect and all other applicable federal and state laws and regulations.

Civil Rights Act

The grantee shall comply with the provisions of Public Law 88-352, which refer to Title VI of the Civil Rights Act of 1964.  The law provides that no person in the United States shall, on the grounds, of race, color or national origin, be denied the benefits of, be excluded from participation in, or be subjected to discrimination under any program or activity receiving federal financial assistance.

The project shall comply with the Age Discrimination Act of 1975, as amended, which provides that no person shall be excluded from participation, denied program benefits, or subjected to discrimination on the basis of age under any program or activity receiving funding assistance.

The project shall comply with Section 504 of the Rehabilitation Act of 1973, as amended, which provides that no otherwise qualified individual shall, solely, by reason of his or her handicap, be excluded from participation, denied program benefits, or subjected to discrimination under any program activity receiving funding assistance.

The project shall comply with the provisions of Executive Order 11063, as amended, which directs the Loanee to take all actions necessary and appropriate to prevent discrimination because of race, color, religion, creed, sex or national origin; in the sale, leasing, rental and other dispositions of commercial or industrial property and related facilities (including land to be developed for commercial or industrial use); or in the use or occupancy thereof, if such property and related facilities are, among other things, provided in whole or in part, with the aid of loans, advances, grants, or contributions from the federal government.

Labor Acts

The project shall comply with the provisions of the Davis-Bacon Act, as amended.  This act mandates that all laborers and mechanics be paid unconditionally and not less often than once a week and without subsequent deductions or rebate on the account on any account except permissible salary deductions, the full amounts due at the time of payments, computed at wage rates no less than those contained in the wage determination issued by the U.S. Department of Labor weekly compliance statements and payrolls are required to be submitted to the City of David City by the Contractor.

The project shall comply with the provisions of the Fair Labor Standards Act of 1938, as amended, which provides for minimum wages for construction workers, overtime pay (40 hours per week), recordkeeping, and child labor standards.

The project shall comply with the provisions of the Contract Work Hours and Safety Standards Act.  According to this act, no contract work may involve or require laborers or mechanics to work in excess of eight hours in a calendar day or in excess of 40 hours in a work  week, unless compensation of not less than one and one half times the base rate is paid for the overtime hours.  If this Act is violated, the contractor or subcontractor is liable to any affected employee for unpaid damages as well as the United States for liquidated damages.

The project shall comply with Executive Order 11246, as amended, which applies to all federally assisted construction contracts and subcontracts.  The contractors and subcontractors shall not discriminate against any employee or applicant for employment because of race, color, religion, sex or national origin.  The contractor or subcontractor shall take affirmative action to ensure that applicants are employed and that employees are treated during employment, without regard to race, color, religion, sex or national origin.  Such action shall include but not be limited to the following:  employment, upgrading, demotion or transfer, recruitment or recruitment advertising, layoff or terminations, rate of pay or other forms of compensation, selection for training, including apprenticeship.  The contractor and subcontractor must post in conspicuous places, available to employees and applicants for employment, notices to provide setting forth the provision of this nondiscrimination clause for contracts over $10,000, the contractors or subcontractors will send to each applicable labor union a notice of the above requirements.  The contractors and subcontractors will comply with relevant rules, regulations and orders of the U.S. Secretary of Labor.  Grantee or subcontractor will make their books and records available to city, state and federal officials for purposes of investigation to ascertain compliance.

Environmental Acts

The project shall comply with the provisions of the National Environmental Policy Act o f 1969.  The purpose of this Act is to attain the widest use of the environment without the degradation, risk to health or safety, or other undesirable and unintended consequences.  Environmental review procedures, including completing a checklist and determining and publishing a finding of significance or no significance for a project, are a necessary part of this process.  Pursuant to these provisions, the loanee must also submit environmental certifications to the City of David City when requesting that funds be release for the project.  The loanee must certify that the proposed project will not significantly impact he environment and that the loanee has complied with environmental regulations and fulfilled its obligations to give public notice of the funding request, environmental findings and compliance performance.

The project shall comply with the Clean Air Act, which provides 1) engaging in, 2) supporting in any way or providing financial assistance for, 3) licensing or permitting, or 4) approving any activity which does not conform to the State Implementation Plan for National Primary and Secondary Ambient Air Quality Standards.

The project shall comply with HUD environmental standards, which prohibit HUD, support for most new construction of noise sensitive uses on sites having unacceptable noise exposure.  HUD assistance for the construction of new noise sensitive uses is prohibited in general for projects with unacceptable noise exposure and is encouraged for projects with unacceptable noise exposure and is encouraged for projects with normal acceptable noise exposure.  

The project shall comply with the flood insurance purchase requirements of Section 102 (a) of the Flood Disaster Protection Act of 1973, Public Law 93-234, approved December 31, 1973.  Section 102 (a) requires, on and after March 2, 1974, the purchase of flood insurance in communities where such insurance is available has a condition for the receipt of any financial assistance for construction or acquisition purposes for use in any area that has been identified by the Federal Emergency Management Agency as an area having special flood hazards.  The phrase “financial assistance” includes any form of loan, grant, guarantee, insurance payment, rebate, subsidy, disaster assistance loan or grant, or any form of direct or indirect assistance.

The project shall comply with the provisions of Executive Order 11988.  The intent of this Executive Order is to avoid the extent possible, adverse impacts associated with the occupancy and modification of floodplain and avoid direct or indirect support of floodplain development wherever this a practical alternative.  If the loanee proposes to conduct, support, or allow an action to be located in the floodplain, the loanee must consider alternatives to avoid adverse effects and incompatible involvement in the floodplain.  If sitting in a floodplain is the only practical alternative, the loanee must, prior to taking any action:  1) design or modify its actions in order to minimize a potential harm to the floodplain; and 2) prepare and circulate a notice containing an explanation or why the action is proposed to be located in a floodplain.

The project shall comply with the Endangered Species Act of 1973, as amended.  The intent of this Act is to ensure that all federally assisted projects seek to preserve endangered or threatened species.

The project shall comply with the Reservoir Salvage Act, the loanee must comply with provisions for the preservation of historical and archeological data (including relics and specimens) that might otherwise be irreparably lost or destroyed as a result of any alteration of the terrain caused as a result of any federal construction project or federally licensed activity or program.  Whenever any federal agency finds, or is notified in writing by an appropriate historical or archeological authority, that its activities in connection with any federal construction project or federally licenses project, activity or program, may cause irreparable loss or destruction or significant, prehistoric, historical or archeological data, the City of David City must notify the U.S. Secretary of the Interior in writing and provide appropriate information concerning the project, program or activity.

The project shall comply with the Safe Drinking Water Act, as amended, which is intended to protect underground sources of water.  No commitment for federal financial assistance, according to this act, shall be entered into for any project, which the U.S. Environmental Protection Agency determines, may contaminate an aquifer, which is a sole or principle drinking water source for an area.

The project shall comply with the Water Pollution Control Act, as amended, which provides for the restoration of chemical, physical, and biological integrity of the nation’s water.

The project shall comply with the Solid Waste Disposal Act, as amended.  The purpose of this Act is the promotion and protection of health and the environment and to conserve valuable material and energy resources.

The project shall comply with the Fish and Wildlife Coordination Act, as amended.  This Act assures that wildlife conservation receives equal consideration and is coordinated with other features of water resource development programs.

The loanee shall ensure that the facilities under its ownership lease or supervision, which shall be utilized in the accomplishment of the program are not listed on a U.S. Environmental Protection Agency’s EPA list of violating facilities and that it will notify the EPA of the receipt of any communication from the Director of the EPA offices of federal activities indicating that a facility to be used in the project is under consideration for listing by EPA.

The project shall comply with Executive Order 11990.  The intent of this Executive Order is to avoid, to the extent possible, adverse impacts associated with the destruction or modification of wetlands and to avoid direct or indirect support of new construction in wetlands wherever there is a practical alternative.

Miscellaneous Acts

The project shall comply with the provision of the Hatch Act of 1938, as amended, which limits the political activities of state or local officials or employees.

The project shall comply with the requirements of the Office of Management and Budget Circular A-87, or any equivalent procedures and requirements that the State of Nebraska may prescribe.  The circular provides principles of determining the allowable cost of programs administered by local governments with Revolving Loan Funds. 

The project shall comply with the requirements of the Office of Management and Budget Circular A-102, or any equivalent procedures and requirements of the State of Nebraska my prescribe.  This circular is the basis for a number of specific requirements on the financial management and record keeping of Revolving Loan Funds.  The directive applies to cash depositories, bonding and insurance, record keeping, program income, property management, procurement, closeout, audit, and other requirements.

State and Federal Compliance

If the project fails to comply with the terms of the contract, or fails to use the loan for only those purposes set forth herein, the City of David City may: terminate the contract in whole, in part, or accelerate payment of all principal and accrued interest and immediately declare same due and payable at any time before the date of completion, whenever it is determined that the loanee has failed to comply with the terms and conditions of the contract.  The City of David City shall promptly notify the loanee in writing of the termination and the reasons for the termination, together with the effective date.  Payments made to the loanee or recoveries by the City of David City under contracts terminated fro cause, shall be accord with the legal rights and liabilities of the parties.  Payments and recoveries may include, but are not limited to, payments allowed for costs determined to be in compliance with the terms of the contract up to the date of termination.  The loanee shall return to the City of David City all unencumbered funds.  Further, any costs previously paid by the City of David City, which are subsequently determined to be unallowable through audit and closeout procedures may be recapture or deducted from future loans.

FINANCIAL MANAGEMENT

Section 3.1 Maintenance of Records

The City Clerk/Treasurer will service the Revolving Loan Funds by receiving and recording all payments made to the Revolving Loan Fund and reporting this information to the Revolving Loan Fund Committee as activity dictates.  There will be no additional costs of reimbursement for this procurement because of in-house professional services.

Financial records, supporting documents, statistical records and all other records pertinent to the loan program shall be retained by the City of David City.  All records shall be retained for a minimum of three years beyond the loan or longer if any litigation or audit is begun or if a claim is initiated involving a loan covered by the record.  In these instances, the records will be retained until the litigation, audit or claim has been resolved.

The fund administrator, representatives of the Revolving Loan Fund Committee, members of the City Council of David City, the Nebraska Department of Economic Development, and the state auditor’s office shall have access to all books, accounts, documents, records and other property belonging to or in use by the City of David City and business beneficiary pertaining to the receipt of assistance under these rules.

Section 3.2 Interim Investment

The City of David City will invest the recycled revolving loan funds in high interest bearing money market accounts and certificate of deposits for terms not to exceed twelve months.

CHANGES AND MODIFICATIONS

Section 4.1  Amendment Procedures

If it is determined that the local plan is no longer appropriate for the needs of the City of David City, the following method will be used to amend the original guidelines.  The Revolving Loan Fund Committee will determine the appropriate local needs and the amended action and will then report its recommendations to the Fund Administrator.  The Fund Administrator will in turn report to the City Council of David City the committee’s findings and recommendations.  Within thirty days, a public hearing will be conducted to obtain citizens comments on amended Revolving Loan Fund guidelines.  The public hearing on the amendments must address the activities to be undertaken; the minutes of the public hearing and the public hearing notice are to include this listed statement.  The public hearing must be held within the local jurisdiction and the guidelines must be available for public inspection at the locality. 

Following an official public hearing, the governing body of the City of David City will adopt a resolution authorizing changes to the Revolving Loan Fund guidelines to be amended as read.

The loanee or the City of David City may request an amendment or modification of the guidelines to the Revolving Loan Fund Committee.  However, such amendments or modification shall not take affect and be incorporated into the contract, until mutually approved, in writing, by the City Council of David City and the loanee.
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