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0.0  Introduction

The purpose of this Loan Policy Manual is to establish the policies and procedures for the Rural Enterprise Assistance Project (REAP) lending department.  This document will cover the lending process, approval process, risk management, loan monitoring and documentation.  It will also cover all forms required to complete a loan package so that a loan decision can be rendered.

Non-Discrimination Policy

The Rural Enterprise Assistance Project (REAP) a program of the Center for Rural Affairs is an EQUAL CREDIT OPPORTUNITY LENDER and will not discriminate in providing services to individuals on the basis of race, color, religion, sex, national origin, age, marital status, family status, or physical or mental disability.

Portfolio Structure
The REAP Loan Fund currently consists of one loan portfolio (Microenterprise Loan Fund).  Internally, the portfolio where funds are disbursed from will be transparent to the borrower.  It is possible that REAP may offer an additional loan portfolio in the future that could possibly be a loan portfolio that offers loans above the Microenterprise Loan Fund level.  This new loan portfolio might be called the “Venture Loan Fund” portfolio.  If this would happen, the REAP Loan Fund would then consist of two loan portfolios.  At that time, the portfolios would be managed separately and funds disbursed from each portfolio would be transparent to the borrower.  The amount financed would determine the portfolio to be used in funding a loan.
Microenterprise Loan Fund
· Microloans are designed for startup or existing small businesses with 10 or fewer employees.  Typically, the borrower has received intensive technical assistance including one-on-one counseling and workshops.

· Exposure:  Loans up to $50,000.

1.0  LOANS

1.1  Eligibility 
Each loan fund within the REAP Microenterprise Loan Fund portfolio has various eligibility requirements.  Listed below are the basic requirements in order to obtain financing through REAP.

· Any for-profit entity (individual, firm, partnership, or corporation) legally doing business within the State of Nebraska.  Non-profit childcare centers are eligible to borrow under this program.  But, no other of non-profit business is.  
· Currently, REAP can place loans anywhere in Nebraska except for Lincoln and Omaha.  The only REAP loans currently placed in Lincoln and Omaha are through the Quick Grow Express loan program through the GROW Nebraska program.

· The business must be located in the State of Nebraska.

· The business must be owned or controlled at least 51% by U.S. citizens or persons legally admitted for permanent residence.

· The business must be structured legally in the form most suitable to the business.
· Business activities must be of a legal nature and be in accordance with local, state and federal laws.

· The business owner must not be on probation or parole. 
· The business owner must be able to demonstrate a need for financing.

· The business owner must be able to project sufficient income to repay principal and interest within the terms of the loan.

· The startup or existing business must have 10 or fewer employees.

1.2  Ineligible types of business and purposes and uses 
Each loan fund within the REAP Microenterprise Loan Fund portfolio has various ineligible purposes and uses.  Please contact REAP for further information about ineligible purposes or uses.

1.3  Use of Loan Proceeds 

Each loan fund within the REAP Microenterprise Loan Fund portfolio has various loan proceed uses.  Typically, REAP Loan funds can be used by startup or existing small businesses for working capital, inventory, supplies, furniture, fixtures, machinery, and/or equipment.   Listed below are the basic loan proceed uses through the REAP Microenterprise Loan Fund.

1.4  Description of Loan Products 

The REAP Rapid Loan and REAP Direct Loan are loan products of the Rural Enterprise Assistance Project (REAP) a program of the Center for Rural Affairs.  The REAP Rapid Loan and REAP Direct Loan are part of a family of loan products available from the REAP Microenterprise Loan fund portfolio and are designed to fill a gap for financing needs of startup and existing small businesses in rural Nebraska.
The REAP Rapid Loan offers loans up to $10,000 with a unique application process.  Borrowers fill out form .029R which is available with online application capabilities or can be filled out manually.  Form .029R serves as a completed application for the REAP Rapid Loan.
All potential REAP borrowers have access to the REAP Rapid Loan product.  REAP Rapid Loan borrowers will receive an interest rate reduction of 2% on the first two REAP Rapid Loans.  This interest reduction only applies to the REAP Rapid Loan product and only the first two loans of this type.
All REAP loans require collateral.  Subsequent larger loans can be obtained through the REAP Direct Loan Program and/or other existing micro lending organizations in Nebraska.  

The REAP Direct Loan offers loans up to $50,000.  Borrowers fill out form .029R which is available with online application capabilities or can be filled out manually.  Form .029R serves as the pre-application for the REAP Direct Loan and also serves as a completed application for loans up to $20,000.  If the pre-application is approved, the borrower will complete a REAP Business Plan or equivalent for the final loan review.  Please see the REAP Direct Program Outline for further information.

The REAP Rapid Loan and REAP Direct Loan Pre-Application can be filled out online at www.cfra.org/reap, download the documents at www.cfra.org/reap and send in, or contact your area REAP Loan Specialist to receive the application forms.  
1.5  Diversification of Risk

The total amount of a loan or loans outstanding to any one or group of borrowers at any time will not exceed:

· $50,000 for loans from the REAP Microenterprise Loan Fund 

· Spouses may have separate loans, at the same time, if each is engaged in a totally separate business.

· A business may have two loans at one time, with a balance due being no more than their present maximum loan level.
1.6  Loan Terms
Loan terms for REAP Microenterprise Loan Fund loans up to $50,000 are typically 6 years or less.  In certain circumstances, loans may be amortized at 10 years based on the need for a longer term and based on availability of lending capital through the REAP Microenterprise Loan Fund Portfolio that allows for loan terms up to 10 years.  The term will be determined by the need of the business, the use of financing and the collateral being used to secure the loan.  Currently, only RMAP loan capital has the ability to be amortized at a maximum of 10 years. 

1.7  Interest Rates  
1. The prime interest rate shall be determined monthly through the Wall Street Journal on the first business day of each month.  

2.   The interest rate shall be fixed for the term of the loan.

3. Interest will accrue daily on the balance of the loan.

4. *The interest rate for the REAP Rapid Loan and REAP Direct Loan is prime + 4% or SBA maximum limit – whichever is lower.

5. *REAP borrowers will receive reduced rates for their first and second REAP Rapid Loans, the interest rate is 2% less than the current Direct Loan rate.  This rate reduction is only applicable to the REAP Rapid Loan product.

1.8  Collateral Requirements
All REAP loans, regardless of size or lending program utilized, will be secured by sufficient collateral.  Each loan will be evaluated on a case-by-case basis to determine the collateral requirements. Legal security documents will be filed with the State of Nebraska and with the respective county.  Examples of acceptable collateral for loans include Real Estate (Business or personal), Business Equipment, Vehicles, etc.
Co-signers and guarantors will be considered to strengthen an overall loan request as needed.

1.9  Environmental Policy
Loans that involve real estate as collateral may necessitate that the staff ask the borrower to answer the questions on an environmental questionnaire.  If the potential for the borrower to incur environmental liability exists in any form, the possible risk to REAP/Center for Rural Affairs will be weighed against the expected benefits and the Loan Review Committee will make a decision whether to make the loan.  
The environmental questionnaire will provide an indication of what step(s) should be taken next.  The questionnaire will be a standard lender’s environmental questionnaire format.  If the questionnaire raises any doubts, a Phase 1 audit by an independent inspector will be ordered prior to loan approval or disapproval.  In the event of contamination, REAP may:

· Deny the loan request,

· Determine the contamination risk is slight and take a security interest in the property, or

· Require the borrower to clean up the contamination prior to loan closing

The applicant is responsible for any fees related to Phase 1 audits or other.

2.0  APPLICATION & APPROVAL
2.1  Application Requirements
1. A borrower has several options in completing loan documentation for the REAP Rapid Loan and REAP Direct Loan Pre-Application. 1)  Go to www.cfra.org/reap and fill out the application online, 2)  Go to www.cfra.org/reap and download the documents, fill out and send to area Business Specialist, or 3)  Call your area REAP Loan Specialist and have them mail or email loan documents.  The area REAP Loan Specialist is available for one-on-one technical assistance help in completing the loan documentation.  

2.
The borrower will complete the loan application:

a. REAP:029R for all REAP Rapid Loan applications. (Also serves as completed application for Direct loans up to $20,000)

b. REAP:029R for all REAP Direct Loan pre-applications, followed by REAP Business Plan or equivalent for all REAP Direct Loan applications.

3. If completing online, the borrower’s loan documentation will be received via the web and forwarded to the area REAP Loan Specialist.  If completing manually, the borrower will mail or email the completed loan application or Business Plan to the REAP office in Lyons or their REAP Loan Specialist.  REAP will discuss the content with the borrower prior to presenting the loan to the Loan Review Committee (LRC).  Follow up technical assistance will be established if needed.

Much of the needed documentation is in the above listed applications, but not all.  Below is a list of the basic documents that must be provided to obtain financing from REAP.

· REAP Business Profile and Participant (LMI) Certification sheet
· Completed REAP loan application .029R
· Completed Business plan for loans above $20,000

· Business Plans or equivalent include:

· Previous three years’ Balance Sheets and Profit and Loss Statements where applicable and tax returns.
· Current Balance Sheet and Profit and Loss Statement.

· Resumes of principals with ownership of 5% and over.

· Documentation for the items of expansion (i.e. construction estimates, equipment quotes).

· Projections for the next year (monthly) and the following two years (annual), including all assumptions.

· All Business Plan components (i.e. marketing plan, management structure, financial analysis, customer service, goal setting, etc.).

· *Start-ups will be pro forma as opposed to historical
· Credit Check form signed by applicant.

· Articles of Incorporation and other documents in the case of corporations
· Partnership agreement, if applicable

· Other documentation as required by REAP

2.2  Loan Approval Process

The process for loan assessment and review begins when the entrepreneur has completed the necessary REAP loan application paperwork.  Usually a REAP staffer has worked with the applicant during the development process.  

The appropriate REAP staffer works directly with the applicant and will determine when the application is ready to be presented to the Loan Review Committee.
2.3  Loan Disbursement

Process for Loan Disbursement:

1)  Loan Review Committee authorizes the disbursement after approving the loan by signing the loan application approval sheet and marking the space marked "Approved".  All members of the loan review committee are listed on the loan approval sheet with the REAP staffer whom is presenting the loan initialing and dating by the loan review committee names and listing that the review was done by telephone.
2)  The REAP Loan Specialist has the borrower sign the appropriate documentation.  The documentation and loan application will be delivered to the REAP office in Lyons by the REAP staff.

3)  The REAP office in Lyons will issue the loan check to the appropriate REAP Loan Specialist or as other designated.  
2.4  Repayment Procedures
1)  The borrower's first loan payment will be made on the 15th of each month starting in a month as determined by the REAP Business Specialist not to exceed 120 days from closing date.  If the 15th of the month falls on a weekend or holiday or other day when the bank is closed, the bank due date becomes the first business day following.  

2)  REAP loan payments are made monthly using Automated Check Handling (ACH).  An automatic deduction of the loan payment amount is made to REAP from the borrower’s bank or savings account on a regular monthly basis, (15th of each month) until the loan is paid in full. 

3)  REAP will send a loan repayment report to the REAP Business Specialist.  If a loan payment did not go through and has become delinquent, then the REAP Business Specialist should discuss and contact the borrower to get the loan situation back on track.

4)   Incentive for Early Payments

a. REAP calculates interest on a daily basis.  If extra payments are made in addition to the regular ACH monthly payment, the borrower will realize interest savings.  The final loan payment will be reduced by all accumulated savings on interest. 

b.  There will be no penalty for early loan pay-off.

5)   The loan payoff figure will be calculated by REAP.  The amount may be larger or smaller    

      than the last payment on the amortization schedule depending on when loan payments are  

      made since interest is accrued daily.

3.0  LOAN UNDERWRITING
3.1  REAP Microenterprise Loan Fund Guidelines

1) The prospective borrower meets eligibility requirements.
2) The business is feasible.  It has access to the market, money and management resources it needs to achieve its business goals.

3) The business is viable.  Its products or services have the potential of a long-term connection to the marketplace.
4) The application and/or business plan identifies the need for financing and demonstrates the ability of the business to service the debt.

5) The staff of the business has demonstrated they have the capability of doing the work of the business based on prior experience and/or education.  

6) The application and/or business plan demonstrates that the business has the capacity with this financing to achieve the projections.

7) The business owner has demonstrated character, i.e. having the business personality to function comfortably and effectively in their marketplace.

8) The business/business owner, through historical and projected performance , is demonstrating commitment to a long-term market relationship.

9) The business owner/business has a demonstrated performance of debt service as an indication of credit worthiness.  A bad credit history is not a reason to deny a loan, unless the prospective borrower has not taken steps or is unwilling to repair their credit past.
10) The business/business owner has tangible assets that can be pledged as collateral against this loan.

11) The business owner/business has developed a contingency plan to repay the loan in case the market does not produce sales as projected, cash flow is not sufficient to service the debt, or the business fails.  Contingency plans should be described in the business plan.  
3.2 The 5 C’s of Credit
Although REAP a program of the Center for Rural Affairs is a non-profit organization, the REAP Loan Fund exists to generate additional earned income for programs offered by REAP. Banks look at customers in the same way. They are in business to make money. Consequently, when the REAP lends money it wants to ensure that it will be paid back. The Fund must consider the 5 "C's" of Credit each time it makes a loan.

Capacity to repay is the most critical of the five factors. REAP will want to know exactly how the customer intends to repay the loan. We will consider the cash flow from the business, the timing of the repayment, and the probability of successful repayment of the loan. Payment history on existing credit relationships - personal and commercial - is considered an indicator of future payment performance. We also will want to know about the customers contingent sources of repayment.

Capital is the money a customer personally has invested in the business and is an indication of how much they will lose should the business fail. REAP and other investors will expect a customer to contribute their own assets and to undertake personal financial risk to establish the business before asking lenders to commit any funding. If a customer has a significant personal investment in the business they are more likely to do everything in their power to make the business successful.

Collateral or guarantees are additional forms of security customers can provide REAP and other lenders. If the business cannot repay its loan, REAP wants to know there is a second source of repayment. Assets such as equipment, buildings, accounts receivable, and in some cases, inventory, are considered possible sources of repayment if they are sold for cash. Both business and personal assets can be sources of collateral for a loan. A guarantee, on the other hand, is just that - someone else signs a guarantee document promising to repay the loan if the customer can't. REAP will typically require such a guarantee in addition to collateral as security for a loan.

Conditions focus on the intended purpose of the loan. Will the money be used for working capital, additional equipment, or inventory? REAP will also consider the local economic climate and conditions both within the customers industry and in other industries that could affect a customer’s business.

Character is the personal impression a customer makes on a potential lender or investor. REAP decides subjectively whether or not the customer is sufficiently trustworthy to repay the loan or generate a return on funds invested in the customers company. The borrower’s educational background and experience in business and in their industry will be reviewed. The quality of their references and the background and experience of their employees will also be considered.
4.0 COLLECTIONS
From time to time, borrowers run into problems, both business and personal, that makes them unable to make their payments on time.  The REAP Loan Fund will work with a borrower as long as the borrower is making a sincere effort with the business and demonstrates their commitment to succeed.  Above all, it is important to remember that all borrowers must be treated with respect and courtesy at all times.
4.1  Default

Default on a loan account occurs when a borrower fails to make a regularly scheduled monthly payment by its scheduled due date.
4.2  Delinquency

Delinquency for reporting purposes is calculated after one payment cycle of the loan period; e.g. 30 days for a monthly payment. An account will remain delinquent until all contractually past-due payments have been paid or the loan has been restructured.
4.3  Past-due Payment Collection Procedures (soft delinquency)
The REAP Loan Specialist will generate a reminder call within three (3) days of a missed payment.  The borrower may be contacted at home or at their place of business, provided that the employee does not disclose the REAP Loan Fund’s name or reason for the call to a third party not signed on the loan agreement.  Be sure to determine the following three items:  
1) The reason for the missed payment.

2) When will the borrower make the payment?

3) How will they be making the payment, i.e. by mail, etc.
4.4  Past-due Payment Collection Procedures (hard delinquency)
If there is no response to the above collection procedures, the REAP Director and the REAP Senior Loan Specialist will be notified for further follow up. The REAP Director or the REAP Senior Loan Specialist will then call the borrower for arrangements and a workout plan to bring the account up to date. A letter should be sent to the borrower verifying the arrangements of the workout plan with specific dates of performance. If the account maintains a delinquent status and the borrower fails to perform as promised in a delinquency work out or fails to communicate with REAP, a letter of default must be sent. The entire principal balance plus interest may be called due in full 20 days after the written default notice letter is sent to the borrower. If the borrower does not cure the default, repossession and/or legal action must be considered.  Please see section 4.7 for a complete timeline of collection procedures.
4.5  Options for Bringing Past-due Accounts Current

There are different options that can be used to bring a borrower's account up to date. These are to be used only when the borrower is unable to pay the account current. The borrower must show a sincere intention, willingness and effort to repay the debt. These options are designed for the borrower who may be more than one payment past due, or who is making regular monthly payments but does not have the resources to pay the account current in one lump sum. They may also be used when certain problems arise which make the borrower unable to make to make their monthly payment.   
a. In the case of partial payments, the borrower is required to contact REAP to discuss future loan payments.

b. REAP may choose to reschedule a delinquent note.

c. The amount of a rescheduled note shall include all accumulated late fees as part of the principal, in addition to all unpaid principal and interest.  The interest rate will be the same as the original note.

d. A fee will be charged for the first rescheduling.  Any subsequent rescheduling on this loan or following loans will also have a rescheduling fee. 

4.6  Repossession & Legal Action
a. Collections are the last source of repayment and will begin immediately when a loan is in default.  Every reasonable effort will be taken to recover the money owed by the borrower for the REAP Loan note.  Collections are pursued in accordance with the following guidelines.

i. The Program Director/Loan Specialist will recover collateral from the borrower that was used to secure the loan and arrange for its sale.

ii. Judgments are filed against the borrower for the balance of the loan owed after the sale of collateral.

iii. The Program Director/Loan Specialist tracks defaulted loans and seeks opportunity for repayment.  An example would be rescheduling a loan.

The balance of collected money will be used to pay REAP for the balance due on the loan.
4.7  Delinquency and Default Timelines

1) The loan is considered delinquent (late) if the loan payment was not made on its due date.  A late fee will be charged to the borrower for each late payment.

a. Month #1 - Borrower does not make payment on the due date (account has insufficient funds to cover the loan payment on the 15th).

i.  REAP’s Role – REAP will generate a reminder call within three days of a missed payment. If there is no response the REAP Loan Specialist will be notified for further follow-up. The REAP Loan Specialist will determine if assistance is needed for the borrower’s business. Questions of possible solutions will be developed in conjunction with all parties.

b. Month #2 - Borrower has not made the previous month's loan payment, nor this month's loan payment on its due date.

i.  REAP’s Role – A letter will be sent to the borrower from the Program Director /Senior Loan Specialist. The letter will state that if payment or arrangements are not made before the next due date, REAP will consider the loan in default. The Program Director /Loan Specialist will continue to make direct contact and continue to seek solutions in conjunction with all parties.

2) The loan is considered to be in default if no payments have been made for 3 months (90 days) or as determined to be in default by REAP.

a. Month #3 - Borrower has not made the previous two months' payment, or this month's payment on its due date, nor is willing or able to work with REAP in rescheduling the loan.  The loan is now considered to be in default at this point.

i.   REAP’s Role – REAP will continue to make contact with the borrower and seek delinquency solutions. The Program Director/Senior Loan Specialist will send a default letter to the borrower when the debt maintains a 90-day delinquent status. The loan will be defaulted if the entire principal balance is unpaid thirty (30) days after written default notice is sent to the borrower. REAP will immediately begin collection procedures to recover the unpaid balance of the loan.

3) Delinquency Solutions

a. In the case of partial payments, the borrower is required to contact REAP to discuss future loan payments.

b. REAP may choose to reschedule a delinquent note.

c. The amount of a rescheduled note shall include all accumulated late fees as part of the principle, in addition to all unpaid principal and interest.  The interest rate will be the same as the original note.

d. A fee will be charged for the first rescheduling.  Any subsequent rescheduling on this loan or following loans will also have a rescheduling fee. 

4) Default 

a. If the Collection Agency is successful in collecting the defaulted loan:

i. The collection agency will retain 33-50% of the collected money for their fee.  

ii. The balance of the collected money will be used to pay REAP for the balance due on the loan.

4.8  Insufficient Funds Procedures
1. With the first occurrence of non-sufficient funds (NSF) or a returned check, the REAP office will contact the borrower.  The REAP Loan Specialist will also be contacted.  

2. With the second occurrence of a non-sufficient funds (NSF) or a returned check, the REAP office will again contact the borrower.  The REAP Loan Specialist will also be contacted.  

3. There will be a fee charged for each occurrence of a non-sufficient fund account or returned check.  

4.9 Fees Charged

1. Late Payments

a. Borrower's payment is late - $10.00

b. Insufficient funds or bounced check - $10.00 per occurrence.

2. Rescheduled Loans

a. First time rescheduling - $10.00

b. Second time rescheduling - $20.00
3. Deferment Fee
a. First time deferment - $10.00
b. Second time deferment - $20.00
   4.   Loan Processing

a. REAP Rapid Loan fee - $35.00

b. REAP Direct Loan fee - $100.00

5. Other Fees

a. Borrower is responsible for all fees in cases where real estate is used as security for the loan.  Borrower is responsible for fees relating to title and lien searches.  The amount required can be made part of the loan or paid directly to REAP from the borrower.
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