CALIFORNIA INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK
(IBank)
SMALL BUSINESS FINANCE CENTER
SMALL BUSINESS LOAN GUARANTEE PROGRAM (SBLGP)
STAFF REPORT

PROPOSED DIRECTIVES AND REQUIREMENTS

ISSUE:

The Small Business Financial Assistance Act of 2013 (Law) requires the [Bank Board of Directors
(Board) to adopt Directives and Requirements (Directives and Requirements) for the
implementation of programs administered under the Small Business Finance Center within IBank
by June 1, 2015. These proposed Directives and Requirements, attached hereto as Exhibit A,
primarily affect the State and Federally funded Small Business Loan Guarantee Programs
(SBLGP), yet also address direct loan programs such as the Farm Loan Program, the Surety Bond
Guarantee Program, and the Secondary Market for Guaranteed Loans, all of which are subject
areas of the Small Business Finance Center as a result of the transferred administration of the Small
Business Loan Guarantee Programs from the Business, Transportation and Housing Agency
(BT&H) to IBank. In the event that other subject areas under the program or other financing
products are offered by the Small Business Finance Center in the future, Directives and
Requirements may be supplemented to address those new subject areas and financing products.
Following are the Proposed Directives and Requirements to be vetted for Board adoption. In
accordance with the Law, these Directives and Requirements replace all existing or prior
regulations promulgated with respect to the programs from BT&H. Upon adoption of the
Directives and Requirements by the Board, the aforementioned regulations will no longer be in
effect.

BACKGROUND:

The California Small Business Loan Guarantee Program (SBLGP) was established in 1968 to
create jobs and opportunities for small businesses, targeting those owned by minorities, women,
and disabled persons. IBank promotes local economic development by providing guarantees for
SBLGP loans issued to small businesses from financial institutions, typically banks, that otherwise
may not be approved. As a result of the SBLGP, participating small businesses are able to secure
financing that allows them to grow and expand their business. The loan guarantee serves as a credit
enhancement and an incentive for financial institutions to make loans to small businesses that
otherwise may not be able to obtain financing,.

In addition to guarantees for term loans and lines of credit, the SBLGP features emergency
guarantees to assist businesses in the event of a natural disaster, and direct farm loans to help
growers who cannot obtain conventional bank financing. The farm loans are guaranteed by the U.
S. Department of Agriculture.



The SBLGP was approved to receive $84.2 million in federal funds from the U.S. Treasury under
the State Small Business Credit Initiative (SSBCI), a component of President Obama's Small
Business Jobs Act of 2010. The SSBCI funds have unique requirements. Consequently, the SSBCI
funded loan guarantees are administered separately as a subset of the SBLGP (and are referred to
here as the Federal Program). Thus, since 2011, the Program has consisted of two subsets: the
state-funded portion of the Program (SBLGP or State Program) and the federal SSBCI-funded
portion (Federal Program). The Federal Program is the primary fund source and program being
utilized at this time. The State Program is used as a backup since some rules differ between the
two subsets of the Program.

When Assembly Bill No. 1247 passed in October of 2013, it transferred the admlmstratlon of the
Small Business Loan Guarantee Programs from the Business, Transportation and Housing Agency
(BT&H) to the IBank. The proposed adoption of the Directives and Requirements are intended to
preserve its legacy programs still being utilized and provide a streamlined and comphant process
for the guarantees of loans to small businesses in California that provide economic expansion and
job creation. Although the funding for the subsets of the Program will remain scparate, it is the
intent of the Directives and Requirements to create a continuity of similarity for both the Federal
Program and the State Program which will give a much needed update to the State program policies
to bring them in line with the Federal program. In addition, the proposed Directives and
Requirements will provide a seamless transition for the consolidation of the state and federal
programs in 2017.

ANALYSIS:

The Small Business Financial Assistance Act Government Code Sections 63089 calls for the IBank
Board to adopt directives and requirements concerning the implementation of the chapter and
pursuant to Chapter 1 (commencing with Section 14000) of Part 5 of Division 3 of Title 1 of the
Corporations Code. Any regulations adopted pursuant to Chapter 1 (commencing with Section
14000) of Part 5 of Division 3 of Title 1 of the Corporations Code, as that chapter read on January
1, 2013, shall remain in effect until the IBank Board adopts directives and requirements relating
to the specific policy or activity, but in no case beyond June 1, 2015.

The SBLGP staff collaborated with the nine participating Financial Development Corporations
(FDCs or Corporations) that administer the programs to create new policy and procedures. In
addition, this Proposal was sent to stakeholders and posted on the IBank website with a request for
written comments for a 30 day perlod Recognizing the inconsistency between the federal and state
progtam rules causes confusion, it is proposed that uniformity and clarity through Directives and
Requirements be implemented as soon as possible.

For the ease of the program administration, IBank will produce the Directive and Requirements of
the program in its entirety in a document that is based on the previous BT&H regulations and will
incorporate the changes the IBank Board adopts (Exhibit A). Following are the proposed
requirements, amendments and clarifications.



Recommendation:

Staff recommends approval of the Resolution 15-08 in connection with the following Directives
and Requirements for the Small Business Finance Center programs, including the Small Business
Loan Guarantee Program, the direct lending-Farm Loan Program the Bond Guarantee Program
and the Secondary Market for Guaranteed Loans.

Proposed Directives and Requirements:

Section numbers below refer to Government Code (as part of the Law). Provisions of the SBLGP
Directives and Requirements are those sections numbered in the 5000s.

1. 63088.3 (p) and 63089. 36(b)(1) and 63089.56. (c)(ﬁ) and 63089.70. (c)(S) and

63089.80.(g)(5) and 63089.95(d) _
The Proposed Directives and Requirements establish that results of a small business loan
guarantee, a surety bond guarantee, a direct loan or other debt instrument issued, must be
the creation or retention of at least one full time equivalent (FTE) and a non-profit must
also employ at least one FTE. Although the Directives and Requirements adopted by the IBank
Board should establish guidelines as to the preferred ratio of jobs created or retained to total
funds borrowed, IBank is providing guidance in the form of a unit measurement rather than a
ratio. A ratio of jobs to total funds borrowed would disqualify many who need access to capital
the most. Using a unit of at least ‘one job created or retained will ensure acceptance of single
owner opetrated businesses. The current federal program tracks FTEs and requires at least one
full time equivalent employee when funds are used to support a loan to a business or non-profit
organization. Following this methodology will create unity amongst the programs. The program
was ongmally established to create jobs; however, the program also strives to encourage
economic development by supporting small businesses that retain jobs.

2. 5000(1')(4)

The Proposed Directives and Requlrements expand the definition of a Small Business to
include a non-profit that employs at least one full time equivalent employee. The federal
program allows non-profits that are borrowing for business purposes to participate. Permissible
botrowers include state-designated charitable, religious, or other non-profit or eleemosynary
institutions, government-owned corporations, consumer and marketing cooperatives, and
faith-based organizations provided the loan is for a “business purpose”. Present regulations do
not address non-profits one way or the other, yet IBank finds these organizations vital to job
creation and retention.

3. 63088.5 and 5002(b)(12)

The Proposed Directives and Requirement amends the maximum loan amount for the
Loan Guarantee Program to $20 million with a maximum guarantee of $2.5 million when
using State funds, in the absence of Federal funds, used to support the guarantee. The
current state policy supports loans up to §1 million. This limitation has been in effect for many
years and has created an underutilization of the state program. The present maximum for a
federally supported loan is up to $20 million with a maximum guarantee amount of $2.5
million. Loans with a guarantee equal to or greater than $1 million require a peer review.




Raising the maximum will allow IBank to support larger numbets of small businesses in need
" of capital. The Executive Director would also reserve the right to accept a request for a loan

larger than $20 million on a case by case basis and offer specific’ written approval. The

guarantee would still be restricted to $2.5 million and would only be allowable when

guaranteed with State funds. IBank does not want to discourage loans in the SBLGP that may
~not fit other programs for small businesses.

. 63089.80(h) and 5110 (d) (5) _

The Proposed Directives and Requirement sets the maximum loan amount of a direct
loan or other debt instrument amount not to exceed $1,392,000. The direct loan program
being utilized through IBank is the Farm Loan Program. The program allows Corporations to
lend the State’s funds for farm ownership or operations and those loans are guaranteed up to
90% by USDA. The maximum loan amount matches the criteria used by the USDA Farm
Service Agency Guaranteed Farm Loan Program,

. 63089.80(h) and 5118

The Proposed Directives and Requirement seis the maximum fee amount of a direct loan
or other debt instrument amount not to exceed two percent (2%). The direct loan program
being utilized through IBank is the Farm Loan Program. The program allows Corporations to
charge fees for Farm Loans. The maximuom fee amount matches the criteria used by the USDA
Farm Service Agency Guaranteed Farm Loan Program. '

. 63088.5 and 5002(b)(1) ,

The Proposed Directives and Requirement amends the maximum guarantee amount of
80% for loans and microloans. It also proposes the Executive Director have the authority
to lower the guarantee amount if it is found necessary to preserve the fund. In order to
help balance the increase in maximuimn loan amounts, it is proposed the percentage of guarantee
be lowered. The federal program only allows guarantees up to 80% of the loan amount with a
requirement the lender be 20% at risk. This is a reduction in the percentage previously allowed,
yet this practice has been accepted by the FDCs and no reporis of loss of business have
occurred as a consequence. In the event the fund begins to diminish it may be necessary to
lower the guarantee amount in order to preserve the fund, therefore sustaining the program for
a longer period of time. ‘

. The Proposed Directive and Requirement sets criteria that a Corporation in existence
less than 5 years adheres to the same Directives and Requirements of all Corporations.
The Law provides that the proposed Directives and Requirements may treat Corporations in
existence less than five (5) years differently. IBank asserts that the criteria for Corporation
participation is accommodating enough that a Corporation in existence less than five years
should comply on the same level as seasoned Corporations, except for Corporations subject to
a probationary period as indicated in Corporations Code Section 14012. ‘

. 63089.56(d) - :

The Proposed Directive and Requirement sefs criteria that a Corporation in existence
less than 5 years adheres to the same rules as seasoned FDCs for the basis of transferring
‘account furids to those corporations. Since the trust funds will be pooled amongst all FDCs,




10.

newer FDCs have the advantage of participating in a well established fund and therefore should
be held to the same standards and criteria requirements as established FDCs.

63089.3(b)(1) and 63089.56(d)

The Proposed Directive and Requirement sets criteria that a Corporation is to maintain
a default rate of less than 5% of all of its outstanding guarantees. The present policy for
default rate is based on a five year floating average net, which only reflects state supported
guarantees and not federal supported guarantees, These criteria will account for the entire
portfolio of each Corporation’s outstanding loan balances. '

63089.3(b)(1) and 63089.56(d)

The Proposed Directive and Requirement sets criteria that a Corporation must enroll at
least one federally supported guarantee, or in the absence of federal funds, one state fund
supported guarantee per fiscal year. There is a need for criteria to ensure Corporations are
participating and efforts are being made to utilize the program, however; IBank recognizes the
productivity ofa corporation is often forced to operate in situations of an unpredictable lending

- ¢limate, unfortunate geographic economic status, lack of personnel, and low population of its

" territory. There is an expectation of productivity and effort, yet IBank will keep the criteria to

11.

12,

13.

a minimum so as not to penalize corporations with meager results due to no fault of their own.

63089.3(0) : _
The Proposed Directives and Requirement sets criteria that while the funds of a
corporation’s trust fund account reside in the expansion fund, use of the principal on the
funds shall be governed by the same use of funds in Government Code section 63089.5(b).
Since it is the intent to pool the trust fund, it is unlikely a corporation’s trust fund would reside
in the expansion fund If this were to oceur, the fund would be used for prcv1ous]y established
purposes.

63089.57

The Proposed Directives and Requirement clarifies that return on funds from
investments may be used for program purposes, including administrative expenses of the
Bank and/or the Corporations, at the Executive Directors discretion. In the past, earnings
from funds deposited to the trust fund have been distributed to the FDCs for administrative
costs. It should be clarified this is not an entitlement of the FDC and the distribution of funds
will be for program purposes including administrative costs at the discretion of the Executive
Director. IBank has not utilized the funds from investment for its administrative costs in the
past, yet would like to reserve the option to do so.

63089.58

‘The Proposed Directive and Requirement clarifies that the Program Manager may create

a trust fund account to be shared by multiple Corporations (pooled account) for program
uses. The designation of an individual trust fund or a shared trust fund account will be
determined by the Program Manager and written in the contract. It is the intent of IBank
to pool the individual Corporation trust accounts to replicate the present federal program.
Funds designated to the Farm Loan Program may remain in individual accounts for the
Corporations participating in the Farm Loan Program or may be pooled.




14.

__FDC does not have thé anthority to waive a fee or charge more or less than the amount

15.

L6.

17.

63089.67 :

The Proposed Directives and Requirement establishes that the Executive Director will
have authority to determine and amend the amount of the fees, up to 3%, no more than
twice in each fiscal year. The Corporation will charge a documentation fee of $250.00 per
loan guarantec and a fee of up to 3% of the guarantee amount for each guarantee. An

determined as written in the FDC contract. The Corporation will not charge an annual
servicing fee on loan guarantees. Historically, the fees charged by the FDCs to borrowers for
loans have been cstablished in policy or regulation. With changing markets and products it
seems practical to allow this decision at the program management level. The current schedule
dictates fees “up to” a certain amount which creates competition amongst the FDCs. FDCs
were meant to be territorial rather than competitive. There is also an established annual
servicing fee authorization that need be eliminated as it is routinely waived and does not serve
the needs of this market.

63089.70(c)(4) and 63089.80(g)(4) and 63089.95(c)

The Proposed Directive and Requirement sets criteria that a borrower of a loan
guaranteed under the program, a direct loan, or a bond guarantee have at least $1.00 of
equity interest in the business at the time of the loan. The programs are designed to
encourage entrepreneurship and provide capital access to women, minorities and veterans.
Microloans, small start-up businesses and businesses with sweat equity may not have large
equity interests. Lenders will likely follow stricter criteria, yet IBank does not Want to be so
restrictive that it dlscourages lendlng to those in real need of capital.

63089.80(b)

The Proposed Directive and Requirement specifies the amount of funds available for
direct lending, including yet not limited to Farm Loans is twenty percent (20%) of the
aggregate trust fund(s) available for the Small Business Finance Center State lending
programs. The Farm Loan program is the only direct lending program at this time. Twenty
percent (20%) of the total fund is sufficient for the current demands of the program, while not
creating a shortage of funds for other lending programs utilizing the fund.

63089.97(d)

The Proposed Directives and Requirement clarifies that Corporations must provide any
and all documents related to the Small Business Finance Center Programs that are
required or requested by the Program Manager or Executive Director within the
deadline glven IBank has specific quarterly and annual deadlines to meet for reporting and
audit requests in regard to its federally supported loan guarantees. IBank must adhere to a
retention period for all documents related to a federally funded guarantee until January 1, 2020.
In addition legislative representatives often call on IBank to provide immediate 1nformat10n It
is vital the Corporations, who act as agents of the state, respond to IBank’s request for
information when requested.



i8.

19.

The Proposed Directives and Requirement clarifies that Corporations must adhere to the
State Small Business Credit Initiative (SSBCI) rules and guidance when supporting a
guarantee with federal funds. The rules and guidance include, but are not limited to the
following resources; the Small Business Jobs Act of 2010, the California Allocation
Agreement, SSBCI Policy Guidance, National Standards for Compliance and Oversight,
and the SSBCI F.A.Q’s. .

The Proposed Directives and Requirement clarifies that IBank will preserve Small
Business Loan Guarantee legacy programs currently in existence including subject areas
for the Farm Loan Program, Surety Bond Guarantee Program, and the Secondary
Market for Guaranteed Loans, When Assembly Bill No. 1247 passed in October of 2013, it
transferred the administration of the Small Business Loan Guarantee Programs from Business,
Transportation and Housing Agency (BT&H) to IBank. There are subject areas under the
programs that did not have specific Directives and Requirements requested, yet IBank is
including them in the Directives and Requirements in order to preserve the policies for such
subject areas that have been, are, or will be utilized within the Small Business Finance Center.

The following attachments are the Directives and Requirements for the respective subject areas
that were previously addressed in the BT&H regulations. BT&H regulations are being
incorporated (except as otherwise amended by these Directives and Requirements) into the
Directives and Requirements for the Small Business Finance Center. These Directives and
Requirements may be amended or supplemented from time to time by the IBank Board.

Attachment A: Surety Bond Guarantees
Attachment B: Secondary Market for Guaranteed Portion of Loans
Attachment C: Farm Loans







EXHIBIT A

Directives and Requirements
For the
Small Business Finance Center
Small Business Loan Guarantee Programs
Adopted April -- 2015

§ 5000. Definitions.

The following Directives and Requirements are adopted pursuant to the Small Business
Financial Assistance Act of 2013 (California Government Code 63088 and following and
California Corporations Code sections 14000 and following) and replace all existing
regulations for the Small Business Financial Assistance Act of 2013 Loan Guarantee
Programs (SBLGP). These Directives and Requirements may apply to future programs
or financing products or new Directives and Requirements may be adopted, as
determined by the IBank Board that may be offered by the Small Business Finance Center
pursuant to the Law. In the event of any inconsistency between these Directives and
Requirements and the Law, the provisions of the Law shall govern. To the extent that the
Law is changed subsequent to the date of the adoption of these Directives and
Requirements, these shall be deemed amended to bring them in conformity with the Law.

The following definitions supplement those provided by the Law and shall govern the
construction of these Directives and Requirements:

(a) “Allocation” and “Allocated” mean the process of disbursing appropriated Expansion
Fund moneys to a Corporation's trust fund account, except for Allocations for areas
affected by a state of emergency or a disaster, which shall be disbursed pursuant to
Corporations Code section 14037.6. The Allocation process is described in subsections
5070(a) through (c).

(b) “Application” means all of the information required by a Lender or Surety in order to
determine whether to offer a Borrower a Loan, or a Principal a Bond.

(c) “Bond” means an obligation in writing concerning the construction or service work of
Principal, binding the Surety to pay certain sums upon the occurrence of specified events
connected to the payment of sums due by the Principal pursuant to a payment bond, and
the obligation to complete the construction or service work, pursuant to a performance
bond.

(d) “Bond Guarantee” means a Guarantee which promises the payment of all or a portion
of a Claim.

(e) “Bond Line” means a specified amount and term of Bond Guarantee authority which
Principal is authorized to apply against any Bond with a specified Surety during the term
of the Bond Line.



(f) “Borrower” means an eligible business which has received a commitment for a Loan,
or has prepared an Application. In order to be an “eligible business, the business must
be either: -

(1) a “Small Business” as defined in part 121 of chapter 1 of title 13 of the Code of
Federal Regulations as amended,; or

(2) a Farm Enterprise; or
(3) a non-profit organization with at least one full time equivalent employee.

(g) “Claim” means a request for payment by a Surety made to a Corporation because of
Surety's Loss under a Bond or ILOC secured by a Guarantee, pursuant o section 5010
or 5015. -

(h) “Collateral” means those personal and business assets of the Borrower or Pri'ncipal
and guarantor subject to a lien under the Loan or Bond.

(i) “Collection Guarantee” means a guarantee of a specified percentage of (i} the
outstanding Loan principal and (i) ninety (90) days of interest, reduced by any proceeds
of the Lender’s Liquidation of Collateral as required under Section 5004. A Collection
Guarantee will be paid to the Lender only after the Lender has liquidated or made all
reasonable efforts in good faith to liquidate all Collateral as required under Section 5004.
The total payment made to a Lender under a Collection Guarantee will be the difference
between (i) the specified percentage of Loan principal outstanding and ninety (80) days
accrued and unpaid interest on the same percentage of the Loan as the Guarantee, and
all cash proceeds generated by the Lender in connection with its Liquidation activities
required under Section 5004.

(j) “Corporate Contract’ means a contract executed exclusively between IBank and any '

individual Corporation.

(k)' “Default” means either a delinquency which has not been cured within ninety (90)
days, or that the Borrower is in bankruptcy.

() “Delinquency” means the failure of the Borrower to make any payment when due,
pursuant to the terms of the Loan, except for any principal payment due at the maturity of
the Loan. : _

(m) “Demand” means a request for payment by a Lender to a Corporation pursuant to
section 5003 or by a Surety to a Corporation pursuant to section 5015.

(n) “Encumbrance” means a Corporation's outstanding Guarantee balance plus the Farm
Loan balance on all Guarantees and Farm Loans in effect. The Guarantee effective date
is the date of the executed Guarantee agreement.

(1) The Guarantee balance is calculated as follows:

2



(A) For a Term Loan, the Guarantee balance is calculated as the
outstanding loan balance times the Guarantee percentage.

(B) For a Line of Credit Loan, the Guarantee balance is calculated as the
amount of the line times the Guarantee percentage.

(2) The Farm Loan balance is calculated as 40% of the outstanding Loan balance
loaned from a trust fund account for the purpose of Farm Loans.

(0) “Farm Enterprise” means the business of producing crops, livestock products and
aquatic organisms through the utilization and management of land, water, labor, capital,
and basic raw materials including seed, feed, fertilizer, and fuel.

. (p) “Farm Loan” means a loan as defined in section 5110(g).

(q). “Full Time Equivalent” (FTE) means the number of full time, part time or other basis
employees of a business and its affiliates, in which the employee wages are paid directly
from the business.

(r) “Guarantee” means a written agreement to warrant the repayment of a portion of a
Loan or payment of all or a portion of a Claim, with repayment from the Corporation's trust
fund account. Every Guarantee of a Loan shall be either a Collection Guarantee or Loan -
Guarantee. o o

'(8) “Goals” means the number of Loans a Corporation expects fo Guarantee and the
number of Farm Loans a Corporation expects to make during a specified period of time.
A Corporation's Goals shall be specified in the Corporate Contract and shall be used by
IBank to establish the maximum amount of Expansion Fund moneys to be allocated to a
Corporation. -

9] “Holder” means the person or entity purchasing up to eighty percent (80%) of the Loan.
(u) “IBank” means the California Infrastructure and Economic Development Bank. -

(v) “ILOC” means an irrevocable. letter of credit issued by a Corporation as Collateral for
a Bond and which complies with the requirements set forth in section 5014. '

(w) “Law” means the Small Business Financial Assistance Act of 2013 (California
Government Code 63088 and following and California Corporations Code sections 14000
and following).

(x} "Lender” means a banking organization, including national banks and trust.companies
and state chartered commercial banks, savings and loan associations, credit unions, state
insurance companies, mutual insurance companies, certified community development
financial institutions, microbusiness lender and other banking, lending, retirement, and
insurance organizations, authorized to conduct business in California.




(y) “Leverage” means the calculation where the numerator is the Encumbrance and the
denominator is the Corporation's trust fund account balance.

(z) “Line of Credit Loan” means a Loan, structured as interest only, for a term not to
exceed seven years, except for a Farm Enterprise Loan which shall have a term not to
exceed two years, where the minimum repayment is structured as interest only during the
term of the loan.

(aa) “Loan” means a Loan or supplier credit extended by a Lender to a Borrower, which
is guaranteed pursuant to section 5002, and which is a Term Loan, a Micro Loan, a Line
of Credit Loan, or a Revolver Loan.

{bb) “Loan Guarantee” means a Guarantee of a specified percentage of Loan principal
and ninety (90) days interest at the same percentage. '

(cc) “Loss” means any net monetary damages incurred by a Surety arising out of a Claim,
or in pursuing the Surety's rights under the indemnity agreement. As-used in this
subsection, “net monetary damages” means loss payments, completion costs,

reasonable attorney’s fees, and reasonable out of pocket consultant fees, costs, and
expenses, minus amounts recovered by the Surety from any source, including Collateral.
The determination of such loss will fake into account amounts recovered but excluding
reinsurance. As used herein, “indemnity agreement” means the written agreement
whereby Principal agrees to reimburse Surety for any Loss.

(dd) “Master Agreement”'means'a contract executed between IBank and one or more
Corporations to implement the operating provisions of any of the programs established
under the Law. :

{ee) “Micro Loan” means a Term Loan not to exceed twenty-five thousand dollars.

(ff) “Multi-party Contract” means a contract executed between IBank and one or more
Corporations for the payment of ‘a fee to the Corporations for completing Loan
Guarantees and Farm Loans in excess of the Goals described in each Corporation's
Corporate Contract.

(99) “Principal" means an eligible business which has received a commitment for a Bond.
In order to be an eligible business, the business must be a “Small Business” as defined
in part 121 of Chapter 1 of Title 13 of the Code of Federal Regulations, as amended

(hh) “Proposal” means a written application to-become a Corporation submitted to IBank,
and containing the information set forth in the Law.

(ii) “Proposer” means the persons or entity submitting a Proposal to IBank.



(i) “Remedial Action Plan” means a written set of specifications, with corresponding
dates, time frame, designed to correct the problems which-resulted in the Suspension
Notice or Withdrawal Notice to a Corporation.

(kk) “Revolver Loan” means a Line of Credit Loan which converts to a Term Loan after
-one year.

() “Surety” means an insurance company licensed by the California Department of
Insurance, and authorized to conduct business in California.

(mm) “Suspension” means that a Corporation is no longer registered with the Secretary
of State as a small business development corporation and shall not enjoy any of the
benefits of a small business development corporation.

(nn) “Temporary Withdrawal” means a I|m|ted term suspension of a Corporation’s powers
to execute Guarantees as long as the Temporary Withdrawal is in effect.

(00) “Term Loan” means a Loan with regularly scheduled reductlons in principal balance.

§ 5001. Guarantee Procedures.

The potential Borrower applying for a Guarantee shall provide a completed Application to
the Corporation for review and processing in accordance with the following procedures:

{(a) No Guarantee shall be executed by a Corporation until the proposed Guarantee has -
. been reviewed by the Corporation's loan committee and approved by its Board of
Directors, unless the Corporation's Board of Directors has delegated the authority to
approve a proposed Guarantee to the Corporation's loan committee. No Guarantee shall
be approved or executed by a Corporation if the Lender is the same entity as the
Corporation issuing the Guarantee.

(b} Upon completion' of the review and approval by the Corporation's loan committee
and/or Board of Directors, the Corporation shall issue a commitment to Guarantee and
-an executed Guarantee to the Lender.

(c} In the event that a Guarantee is issued to a Lender without first complying with the
requirements of subsection (a), and the Lender relies upon the Guarantee in making the
Loan, the failure by the Corporation to so comply shall not constitute a defense on the
part of either IBank or the Corporation to paying a Demand for payment made pursuant
to section 5003.

(d) In any case where funds are disbursed to a Lender pursuant to a Demand and the
Corporation has failed to comply with subsection (a), IBank shall immediately exercise all
available legal remedies to recover from the Corporation the funds disbursed pursuant to
the Demand.




§ 5002. Guarantee Terms.

(a) Following adoption of a resolution by its board of directors, a Corporation shall be
authorized to issue a commitment letter specifying the conditions under which it will issue
a Guarantee to a specified Borrower.

(b) The terms and conditions of a Guarantee shall be consistent with the resolution of
the Corporation approving the Guarantee and shall include all of the following:

(1) Provision that the Corporation promises to pay up to eighty percent (80%) of
the outstanding principal, and accrued yet unpaid interest up to 90 days, on a Loan
in which the Guarantee is approved by IBank’s Program Manager, subject to the

following restrictions: - |

(A) The Lender has complied with all material conditions contained in the
Guarantee, including perfecting Collateral; and

(B) The Lender has not engaged, and will not engage, in fraudulent or
negligent practices in connection with the Borrower, Guarantee, the Loan
or the Loan Agreement.

(2) The duration of a Guarantee shall not exceed seven (7) years, except for a
Line of Credit Loan to a Farm Enterprise, where the duration of a Guarantee shall
not exceed two years. ‘

(3) A Corporation does not have the authority to waive a fee or charge more or
less than the amount determined and written in the Corporate Contract. The
Corporation will not charge an annual servicing fee on loan guarantees. The
Corporation shall be authorized to charge the following Loan Guarantee fees as
stipulated in its Corporate Contract:

(A) A Loan Guarantee documentation fee of $250.00.

(B} A Loan Guarantee fee not to exceed 3 percent of the principal amount
guaranteed. The Executive Director will set the fee percentage at the time

"of the Corporate Contract execution and may not change the fee
percentage more than twice in each fiscal year.

4) A statement that the Lender shall send to the Corporation executing the
Guarantee, a copy of all Delinquency notices mailed to the Borrower.

(5) A description of the procedures and the responsibilities of the Lender and
Corporation subsequent to Default.

(6) Section 5003 Demand procedures.




(7) Agreement to abide by binding arbitration by the American Arbitration
Association in the event that either the Corporation or IBank denies the requested
Demand pursuant to section 5003(d)(2) or (€)(2), or the amount paid to the Lender
is less than the amount contained in the Demand Letter.

(8) Acknowledgment by the Lender that in the event of a Demand, the Lender will
allow a bank examiner at the California Department of Business Oversight, or other

~independent auditor selected by the Corporation, to examine the Lender's Loan.
files. '

(9) A designation as to whether the Guarantee is a Collection Guarantee or Loan
Guarantee.

(10) A statement that the maximum amount of interest to be paid is accrued and
unpaid, not to exceed ninety (20) calendar days at the guaranteed percentage.

(11) The maximum Guarantee amount for any business is $2,500,000.00. The
maximum Loan amount for any business is $20,000,000.00, unless specific
written approval is obtained from the Executive Director for a larger loan amount,

(12) The small business receiving the loan guaranteed under the SBLGP, a
direct loan, or a bond guarantee, must create or retain at least cne Full Time
Equivalent (FTE) employee as a result of the Loan. This minimal Directive and -
Requirement is in lieu of a preferred ratio guideline since IBank encourages

program participation of single owner operator businesses.

(13) The owner(s) of the business receiving a Loan guaranteed under the
SBLGP, a direct loan, or a bond guarantee, shall have at least $1.00 of equity
interest in the business at the time of the Loan. This minimal Directive and
Requirement is intended to promote those businesses that may be under-
capitalized yet have been deemed credit worthy, due to its other attributes, by a
Lender.

§ 5003. Demand Procedures.

(a) The Lender shall be authorized to make a Demand upon the Corporation executing
the Guarantee for repayment of the unpaid Loan principal and interest pursuant to the
terms of the Guarantee, upon compliance with the following:

(1) Providing proof to the Corporation that the Borrower is in Default and Lender
has delivered to both the Borrower and the Corporation a minimum of two letters
subsequent to the Delinquency, at least thirty (30) days apart, explaining the
consequences for failure to remedy the Delinquency. This requirement shall not
apply if Borrower is in bankruptcy.




(2) If the Guarantee is a Collection Guarantee, providing proof that the Borrower
has complied with the liquidation requirements of section 5004.

(b) The Lender shall deliver to the Corporation executing the Guarantee a Demand Letter
requesting immediate payment of the guaranteed portion of the allowable accrued and
unpaid Loan interest and outstanding principal,. and documenting compliance with
subsection (a). '

(c) Within five (5) days of receipt of the Demand letter, the Corporation shall contract with
the California Department of Business Oversight or an independent auditor to conduct an
investigation to determine whether the Lender has complied with the terms of the
Guarantee, and to issue a report to both the Corporation and IBank. The report shall
describe the findings of the investigation for each of the following issues:

(1) Whether the Loan agreement between the Borrower and Lender is consistent
with the terms and conditions in the Guarantee. :

(2) Whether all Collateral for the Loan and Guarantee have been perfected and
maintained. .

(3) Whether all Collateral is available for assignment to the Corporatio-n in the event
that payment is made upon the Demand.

(4) Whether any Collateral is not available as a result of Lender's negligence,
breach of contract, foreclosure or other cause.

(5) If the Guarantee is a Collection Guarantee, whether the Lender has complied
with the liquidation procedures of section 50047

(6) Calculation on the outstanding principal and interest owed.

(7) Whether the Lender complied with the procedureé for making a Demand under
section 5003(b). :

(8) In a section entitled “Loan Information” the report shall include the following
“information obtained solely from a review of Lender files: a description of the
Borrower's business, a description of the Collateral for the Loan, and a discussion
as to whether the Lender files contain any reference to matters material to
Borrower's compliance with any environmental laws or regulations. The
description of Collateral shall identify all real property Collateral as one or more of
the following: industrial, commercial, agricultural, single family residence, multi-unit
residential, vacant lot, unknown.

(9) A history of loan payments and collection efforts.

(d) Within five (5) days of receiving the California Department of Business Oversight or
independent auditor's report, the Corporation shall do one of the following:



- (1) Deliver to IBank a request for payment on the Demand, along with: a copy of
the report described in subsection (c), the Demand, and a calculation of the
amount owed pursuant to the Guarantee; or

(2) Deliver to the Lender, with a copy simultaneously delivered to IBank, a refusal
to make payment pursuant to the Demand, and detailing the reasons for refusal.

(e) Within ten (10) business days from the date IBank _réceives the request for payment
on the Demand and a copy of the report described in subsection (c), IBank shall do one
of the following and inform the Lender of such action:

' (1) Deliver or cause to be delivered to the Corporation a check in an amount not ‘ |

to exceed the amount contained in the Demand Letter, made payable to the
lLender; or

(2) Deliver or cause to be delivered to the Corporation a denial of the request for
payment to the Corporation based upon noncompliance with the requirements of
applicable law, regulations, rules or guidelines, these Directives and Requnrements
or fraud or negligence on the part of the Lender.

(3) Deliver-or cause to be delivered to the Corporation a statement that the
investigation or report was-incomplete, and requiring the Corporation to complete
the investigation and report and resubmit the request for payment to IBank within
five (5) calendar days from the date the statement is received by the Corporation.

(f) The amount paid to the Lender pursuant to a Demand Letter shall be less than the
amount contained in the Demand Letter only under the following circumstances:

(1) The Demand contains an incorrect calculation of the amount owing;

(2) The amount owing on the Loan has been reduced by subsequent payments
- from the Borrower to the Lender:

(3) The Lender has engaged in fraudulent activities pertaining to the Loan; or'

(4) The Loan and/or the Guarantee is. not incompliance with the requirements of
applicable law, regulations, rules or guidelines or these Directives and
Requirements; or

(5) The report identifies fraud or negligence' on the part of the Lender.

(9) Within one business day of receiving the check from or on behalf of IBank, the
Corporation shall contact the Lender and arrange to deliver the check to the Lender. The
Corporation shall deliver the check and simultaneously collect an assignment by the
Lender of the Lender's interest in the Loan. The assignment shall include the Loan Note
and all Collateral, except as provided in section 5004.




(h) The Guarantee shall include a provision for binding arbitration in the event that either
the Corporation or |Bank denies the requested Demand pursuant to subsections (d)(2) or
(e)(2), or the amount paid to the Lender is less than the amount contained in the Demand
Letter. o

(i) Demand must be made upon the Corporation no later than noon on the thirty-first
calendar day following the date on which the Guarantee terminates; provided, however,
that if the thirty-first day is not a day upon which the Corporation is open for business, the
last day for making a Demand shall occur on the next succeeding day upon which the
Corporation is open for business. |

§ 5004. Collection Requirements for Collection Guarantees.

(a) A Lender shall not be authorized to file a Demand for a Collection Guarantee unless
it has complied with this section. The requirements contained in this section are in
addition to the requirements contained in section 5003.

(b) The Lender must liquidate all Collateral, but shall not be required to file a lawsuit
against any Borrower or guaranior. “Liquidate” as used in this paragraph means that the

Lender has exhausted all Collateral by oné of the following methods:
(1) converted the Collateral into cash;

(2) demonstrated, to the satisfaction of the Corporation that the Collateral is without
“sufficient value to convert to cash; or

(3) demonstrated that the Borrower has filed for bankruptcy.
§ 5005. Corporation Requirements

The following Directives and Requirements are in addition to Corporation requirements
of Corporations Code section 14000 and following, and the Small Business Financial
Assistance Act of 2013: '

1. A Corporation in existence less than 5 years shall adhere to the same Laws and
Directives and Requirements as Corporations in existence for more than 5 years
except for a probationary period as indicated in Corporations Code Section 14012.

(a) A Corporation is to maintain a default rate of less than 5% of all of its outstanding
guarantees. ' : :

(b) A Corporation must enroll at least one federally supported guarantee, or in the

absence of federal funds under the program, one state fund supported guarantee
per fiscal year. -
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~ {c} A Corporation must provide all documents related to the Small Business Finance
Center programs that are requested from time to time by the Executive Director by
the deadline specified by the Executive Director.

§ 5008. Additional Clarifications

(@) The return on funds from investments may be used for program purposes,
including administrative expenses of the Bank and/or the Corporations, at the
"~ Executive Director's discretion. ' ' '

(b) The Program Manager may create a trust fund account to be shared by multiple

~Corporations (pooled account) for program uses. The designation of an individual

trust fund or a shared trust fund account will be determined by the Program
Manager and written in the contract.

{c) In the event of suspension or termination of a corporation the funds of a
Corporation’s trust fund account may be transferred to reside in the expansion
fund. Use of the principal on the funds shall be governed by the same use of funds
in Government Code section 63089.5(b). Since it is the intent to pool the trust
-fund, it is unlikely a Corporation’s trust fund would reside in the expansion fund. If
this were to occur, the fund would be used for previously established purposes.

(d) Corporations shall adhere to the State Small Business Credit Initiative (SSBCI)
rules and guidance when supporting a guarantee with SSBCI federal funds. The
rules and guidance include, but are not limited to the following resources; the Small
Business Jobs Act of 2010, the California Allocation Agreement, SSBCI Policy

- Guidance, National Standards for Compliance and Oversight, and the SSBCI
F.A.Q's.

(e) The following attachments are the Directives and Requ-irements for the respective
subject areas that are being preserved in their current state, yet may be
supplemented, amended or modified in the future.

Attachment A: Surety Bond Guarantees
Attachment B: Secondary Market for Guaranteed Portion of Loans
Attachment C: Farm Loans
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ATTACHMENT A

CALIFORNIA INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK
(IBank)
SMALL BUSINESS FINANCE CENTER
DIRECTIVES AND REQUIREMENTS FOR
SURETY BOND GUARANTEES

§ 5008 PROCEDURES

(a) A Principal shall be authorized to apply to a Corporation for either a Bond
Guarantee, or a Bond Line.

(b) A Principal applying for a Bond Guarantee or a Bond Line shall provide a complete
Application to the Corporation for review and processing in accordance with the
following procedures:

(1) The proposed Guarantee has been reviewed by the Corporation's Bond loan
committee and approved by its board of directors.

(2) Upon compliance with subsection (b)(1), the Corporation shall issue a commitment
to provide a Bond Guarantee or Bond Line and an executed Bond Guarantee or Bond
Line to the Surety.

(3) In the event that a Guarantee is issued to a Surety without first complying with the
requirements of subsections (b)(1) and/or (c), and the Surety relies upon the Guarantee
in issuing the Bond, the failure by the Corporation to so comply shall not constitute a
defense on the part of either IBank or the Corporation to paying a Claim.

(4) In any case where funds are disbursed to a Surety pursuant to a Claim and the
Corporation has failed to comply with subsections (b)(1) and/or (c), IBank shall
immediately exercise all available legal remedies to recover from the Corporation the
funds disbursed pursuant to the Claim.

(c) Any change to a Bond Guarantee or Bond Line pursuant to section 5009(e)(5) must
be approved by the Corporation board of directors if the change amends the terms
contained in the resolution by the Corporation board of directors approving the
Guarantee.

§ 5009 TERMS
The terms and conditions of a Bond Guarantee or Bond Line shall be consistent with the

resolution of the Corporation approving the Bond Guarantee or Bond Line and shall
include all of the following:



(a) Provision that the Corporation promises to pay Losses up to ninety percent (30%) of
the Bond, not to exceed five hundred thousand dallars (§500,000), subject only to the
restriction that the Surety has not engaged in negligence, misrepresentation, fraud, or
material breach of the terms of the Guarantee in writing, issuing, or servicing the Bond.

(b} Guarantee shall expire two hundred and ten days (210) following final payment by
the party requiring the Bond (Obligee) of all amounts owed to Principal pursuant to the
contract bonded, so long as no notice of claims has been received by Surety and is
pending as of that expiration date. In the event that a notice of claim is pending as of
that expiration date, the Guarantee shall remain in effect until resolution of that claim.

(c) A Corporation Bond Guarantee fee not to exceed two percent (2%) of the Guarantee
amount. In the case of a Bond Line, the fee shall be charged for each Guarantee.

(d) The terms and conditions of the Bond subject to a Guarantee which shall be in
accord with those generally established and accepted by the Surety for the type of
contract for which the Bond is required.

(e) A statement that:
1) Surety wouid not prowde the Bond without the Guarantee

(2) Consist.ent with Surety's underwriting and claims handling procedures, Surety shall
take all reasonable action necessary to minimize risk of Loss, including but not limited to
the taking of Collateral and obtaining personal guarantees, and Surety will pursue all
possible sources of recovery. .

(3) If any suit is filed against Surety upon the Bond, Surety shall immediately inform
Corporation of receipt of notice thereof and shall take charge of all suits or claims
arising under the Bond and compromise, settle or defend such suit or claim. Surety shalll
take all steps necessary to mitigate the Loss resulting from Principal's default. Surety
shall not join Corporation in any lawsuit to which Surety is a party unless Corporation
has denied a Claim. ‘

4) Liability of the Corporation under the Guarantee shall be reduced if the Guarantee
requires Surety to take Collateral, and Surety fails to obtain and perfect the Collateral. In
the event that the Surety fails to take or perfect Collateral required by the terms of the
Guarantes, the liability of the Corporation pursuant to the Guarantee shall be reduced
by the Guarantee percentage of the amount which could reasonably have been
recovered by liquidating the Collateral. :

(5) The terms of the Guarantee shall not be waived, changed or altered unless both
~ Corporation and Surety's authorized representative have signed and dated assent
thereto. ‘



(6) Corporation shall have access to and the right to audit and inspect any and afl
documents maintained by the Surety related to the Bond. The audit shall be conducted
in a reasonable manner during business hours or as otherW|se agreed upon between
Corporatlon and Surety. :

(7) The Guarantee is made exclusively for the benefit of Corporation and Surety and -
does not confer any rights or benefits to any other party. In the event of the Surety's
insolvency, Corporation shall not be liable to the receiver or trustee of the insolvent
estate except for any Loss.

(f) In the case of a Bond Line, the document shall also specify the following:

(1) The Bond Line shall only apply to Bonds issued by the identified Surety, to the
specified Principal.

(2) No Bond shall be guaranteed under the Bond Line if that Bond is dated either before
the effective date of the Bond Line, or later than 365 days following the effective date of
the Bond Line.

(3) The Bond Line shall specify the guarantee percentage for the Guarantees issued
under the Bond Line. _

(4) The Bond Line shall specify the maximum Guarantee authority, which shall not
exceed $500,000. The combined Guarantee liability of all Bonds outstanding for a -
specific Principal shall not exceed $1,000,000. A Principal with a Bond Line shall obtain
a Guarantee under the Line by sending a copy of the Bond to the Corporation, which
shall sign and attach to the Bond a statement that the Bond is guaranteed by the

- Corporation pursuant to the terms of the Bond Line. This statement shall be signed so
long as the Principal and Bond comply with the terms of the Bond Line.

(6) It shall be the respons:blhty of the Surety to notify the Corporation When a Guarantee
under a Bond Line has expired.

§ 5010 PROCEDURES

a) Surety shall be entitled to reimbursement for the percentage of its Loss covered by
the Guarantee, adjusted pro rata for payments received by Surety from any other
~ source, excluding réinsurance, upon compliance with the following:

(1) Notify Corporation in writing within forty-five (45) days after the end of each calendar
quarter after the Surety has established a claim reserve on the Claim.

(2) Ninéty (90) days after notice to Corporation that the claim reserve has been
established and every thirty (30) days thereafter, unless mutually agreed upon
otherwise, Surety shall provide Corporatio_n with the current status of the Claim,




including salvage prospects, and proof of payment by Surety of the Claim. Claim
reporting can be on Corporation's Current Status Report form or Surety's equivalent.

(3) Surety shall invoice the Corporation quarterly for any Loss, except that Surety shall
be authorized to invoice the Corporation monthly for a Loss in excess of five thousand
dollars ($5,000). Corporation shall submit for payment to IBank within twenty (20) days
of receipt, any invoice received from a Surety for a Loss that complies with the
requirements of this article.

(b) After payment has been made by Corporation, if any net amount is recovered by
Surety from any other source, excluding reinsurance, Corporation is entitled to the

' Guarantee percentage of said net amount upon actual receipt by the Surety.
Subrogation efforts shall be discontinued by Surety only after providing Corporation with
written documentation substantiating insolvency or the inability to pay on the part of
Principal or others who agreed to indemnify the Surety, unless otherwise mutually
agreed by the Surety and Corporation. In the event of discontinuation of subrogation
efforts by Surety, the Surety will assign all of its right, title and interest to recovery to the
Corporation.

§ 5013 ILOC AS BOND COLLATERAL PROCEDURES

A Principal shall be authorized to apply to a Corporaticn for an ILOC. A Principal
applying for an ILOC shall provide a completed Application to the Corporation for review
and processmg in accordance with the following procedures

(a) The proposed ILOC has been reviewed by the Corporatlon s Bond loan commrttee
-and approved by its board of directors.

(b) Upon compliance with subsection (a), the Corporation shall issue an ILOC
commitment and an executed ILOC to the Surety.

(c) In the event that an ILOC is issued to a Surety without first complying with the

requirements of subsection (a) and/or (e), and the Surety relies upon the ILOC in

issuing the Bond, the failure by the Corporation to so comply shall not constitute a
" defense on the part of either 1Bank or the Corporation to paying a Demand.

(d) In any case where funds are disbursed to a Surety pursuant to a Demand and the
Corporation has failed to comply with subsections (a) and/or (e), IBank shall
immediately exercise all available legal remedies to recover.from the Corporation the
funds disbursed pursuant to the Demand.

(e) Any change to a Bond Guarantee or Bond Line pursuant to section 5014(f)(3) must
be approved by the Carporation board of directors if the change amends the terms
contained in the resolution by the Corporation board of directors approving the
Guarantee.




§ 5014 ILOC AS BOND COLLATERAL TERMS

The terms and conditions of an ILOC shall be consistent with the resolution of the
Corporation approving the ILOC and shall include all of the following:

(a) Provision that the Corporation promises to pay a specified amount to Surety upon
Surety establishing a claim reserve.

(b) The maximum amount of the ILOC shall be 15% of the contract amount, not to
exceed $350,000.

(¢) Where the Bond is for a public- works project, a statement that the ILOC shall expire
one hundred and twenty (120} days following receipt by Surety of a statement from the
party requiring the Bond (“Obligee”) that the work has been completed and fuily
accepted and that Obligee has made payment of all amounts owed the Principal
pursuant to the Bond. The ILOC shall expire only if no notice of Claim is pending with
the Surety. If the Bond is for other than a public works project, then the Corporation and
Surety shall include in the ILOC what events and timing trigger expiration of the
Guarantee. :

(d) The Corporation fee not to exceed two percent of the ILOC amount. -

(e) The terms and conditions of the Bond collateralized by the ILOC shall be in accord
with those generally established and accepted by the Surety for the type of contract for
which the Bond is required. -

(f) A statement that:
(1) Surety would not provide the Bond without the ILOC.

(2) Surety shall not join Corporation in any lawsuit to which Surety is a party unless
Corporation has denied a Demand.

(3) The terms of the ILOC shall not be waived, changed or altered unless both
Corporation and Surety's authorized representative have signed and dated assent
thereto. _

(4) Corporation shall have access to and the right to audit and inspect any and all
documents related to the Bond. The audit shall be conducted in a reasonable manner
during business hours or as otherwise agreed upon between Corporation and Surety.

(5) The ILOC is made exclusively for the benefit of Corporation and Surety and does not
confer any rights or benefits to any other party. In the event of the Surety's insolvency,
Corporation shall not be liable to the receiver or trustee of the msolvent estate except
for any Loss.




§ 5015 ILOC AS BOND COLLATERAL DEMAND PROCEDURES

(a) Upon the establishment of a claim reserve connected to the Bond, Surety shall be
authorized to make Demand upon the Corporation for an amount equal to the .oss
incurred, and reasonably expected to be incurred within the next sixty (60) calendar
days by the Surety. '

(b) Demand shall be made in writing, and shall include a statement that a Claim reserve
has been established, shall explain why the Claim reserve has been established, and
shall specify the amount of the Demand.

(c) Corporation shall mail to Surety, not later than ten (10) calendar days from receipt of
Demand, either the amount included in the Demand or an explanation of why the
amount requested in the Demand will not be paid by the Corporation. The only reasons
for refusing to pay the amount included in the Demand are:

(1) No Claim reserve has been established for the Bond covered by the ILOC.
(2) The amount requested in the Demand lacks reasonable supporting documentation.

(d) After payment has been made by a Corporation, if any net amount is recovered by
Surety from any other source, excluding reinsurance, Corporation is entitied, upon
actual receipt by the Surety, to the percentage of said net amount which equals the
ILOC funds paid as a percentage of Loss paid by the Corporation. Subrogation efforts
shall be discontinued by Surety only after providing Corporation with written '
documentation substantiating insolvency or the inability to pay on the part of Principal or
- others who agreed to indemnify the Surety, unless otherwise mutually agreed by the
Surety and Corporation. In the event of discontinuation of subrogation efforts by Surety, -
the Surety will assign all of its right, title and interest to recovery to the Corporation.



ATTACHMENT B

CALIFORNIA INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK
(IBank)
SMALL BUSINESS FINANCE CENTER
DIRECTIVES AND REQUIREMENTS FOR
SECONDARY MARKET FOR GUARANTEED LOANS

§ 5020

(a) The Lender shall have the option of retaining all of the Loan. If the Lender desires to
assign or participate all or a portion of the guaranteed portion of the Loan at or
subsequent to Loan closing, the Loan must not be in Default. The Lender is not
permitted to assign or participate any amount of the guaranteed or unguaranteed
portions of the Loan to any of the following:

(1) the Borrower, or member of the immediate family of the Borrower, their officers,
directors, stockholders, other owners or any parent, subsidiary or affiliate;

(2) a Corporation or any employee or a member of the Board of Directors of a
Corporation or

(3) any employee of IBank.

(b) The Lender may assign all or part of the guaranteed portion of the Loan to one or
more Holders, except that the Lender is required to retain a minimum of ten percent
(10%) of the Loan amount, and the Lender shall retain the responsibility for servicing
the Loan.

(c) The Lender shall notify the Corporation of the assignment no later than forty-five (45)
days following the assignment. No later than fifteen (15) days following the notification
provided by the Lender, the Corporation shall register the assignment by completing
and submitting the Assignment Registration Form (Form CTCA-047, new, 1998) to
IBank. No later than thirty (30) days following the submission of the Assignment
Registration Form, IBank shall notify the Lender and Holder of the registration.

(d) The Assignment Registration Form shall consist of the items listed below:

(1) The date of assignment or participation.

(2) The Loan number.

(3) A description of the Loan including: whether the Loan is a credit agreement or a
promissory note, the date the Loan was executed, and the name of the Borrower.

(4) The outstanding balance of the Loan.



(5) The percent of Guarantee assigned to the Holder.
(8) A certification that the Loan is not in Default and not a pending Default.

(7} A certification that Holder complies with the requwements described in subsechons
(a)(1) through (a)(3).

(8) The Holder's contact person, malllng address, telephone number, and if available
facsimile number and e-mail address.

(9) The Lender's contact person, mailing address, telephone number and if available
facsimile number and e-mail address.

(10) The titles and dated signatures of the Lender, the Holder, and the Corporation.

(e) When a guaranteed portion of a Loan is sold by the Lender to a Holder, the Holder
shall succeed to all rights of Lender under the Guarantee in proportion to the amount of
the Loan purchased. The Lender shall remain bound to all the obligations under the
Guarantee. ' '

(f) The Lender shall be responsible for servicing the entire Loan, and shall remain the
secured party of record. The entire Loan shall be secured by the same security with -
equal lien priority for the guaranteed and unguaranteed portions of the Loan.

(g) The Guarantee and right to issue a Demand wil! be directly enforceable by Holder
notwithstanding any fraud or misrepresentation by Lender or any unenforceability of the
Guarantee by Lender, unless Holder has actual knowledge of said fraud,
misrepresentation or unenforceability of the Guarantee prior to purchase.
Notwithstanding the provisions of section 5003(a), the Holder shall be authorized to
make Demand upon the Lender, with a copy sent to the Corporation, when any
payment owed pursuant to the Loan is sixty (60) days in arrears, and the Holder shall
be under no obligation to delay Demand pending liquidation of Collateral if the Loan is a
Collection Guarantee. If Holder has not received a response with thirty (30) days
agreeing to purchase the guaranteed portion of the Loan, the Holder shall be authorized
to send a Demand to the Corporation. It shall be the responsibility of the Corporation to
verify the Demand figures provided by the Holder with the Lender. In any dispute the
Lender Demand figures shall be used. The Holder shall be entitled to receive interest on
the unpaid portion of the guaranteed portion of the Loan until the Demand payoff is
mailed to the Holder.

(h) Nothlng contained herein shall constitute any waiver by IBank or the Corporation of
any rights they possess against the Lender, and the Lender agrees that it will be liable
and will promptly reimburse the trust fund for any payment made by |Bank to Holder
which, if such Lender had held the Guaranteed portion of the Loan IBank would not be
required to make.



ATTACHMENT C

CALIFORNIA INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK
(IBank)
SMALL BUSINESS FINANCE CENTER
DIRECTIVES AND REQUIREMENTS FOR
FARM LOANS

§ 5110 DEFINITIONS

In addition to the definitions set forth in Section 5000 of these Directives and
Requirements, and section 14003 of the Corporations Code, the following definitions
apply to the Farm Loan Program:

(a) “Authorized Farm Costs” means the costs incurred by a Farm, including:

(1) Operating and production expenses, including the purchase, construction or repair of
buildings, machinery, equipment and storage and drying facilities, the purchase of
animals, seed and fertilizer, the purchase of real estate and the costs of improvement or
repairs thereto.

(2) Costs associated with the purchase of real estate, including easements and rights-
of-way to establish or enlarge a Farm.

(3) Costs associated with water development, soil conservation, forestation, drainage,
pollution abatement and related measures.

(4) Disaster losses including actual losses incurred in connection with disaster damaged
or destroyed farm property or production enterprises, or both, including annual
operating and production expenses, construction and improvement of buildings and
facilities, and land and water development.

(5) Refinancing debt including the costs associated with the issuance of such debt and
lender fees and charges, where the debt to be refinanced was incurred for Authorized
Farm Costs. No costs set forth in this clause shall be authorized unless the Farm
Lender shall certify that, in the Farm Lender's opinion, sufficient collateral or cash flow
exists to reasonably preclude the chance of loan losses.

(b) “Farm” means a business which is primarily engaged in producing crops, livestock
products or aquatic organisms through the utilization and management of land, water,
labor, capital and basic materials including seed, feed, fertilizer and fuel.

(c) “Farm Borrower” means a Farm which has applied for, or which has entered into, a
Farm Borrower Agreement.



(d) “Farm Borrower Agreement” means a written loan agreement whereby the Farm
Lender agrees to lend funds to the Farm Borrower to finance Authorized Farm Costs,
and which includes at a minimum: a note, security agreement and loan agreement each
consistent with commercial practices and containing the following:

(1) A list of Farm Borrower security for the Farm Borrower Loan and plans for at least an
annual accounting for security. -

(2) The Authorized Farm Costs for which loan funds shall be used.

(3) The interest rate, which shall not exceed four percent (4%} above the prime rate
listed in the western edition of the Wall Street Journal on the date of the loan
commitment. - '

(4) The term, which shall not exceed seven years, except for a Guaranteed Farm
Borrower Loan. The term of a Guaranteed Farm Borrower Loan shall not exceed that
authorized by USDA. The aggregate outstanding balance of loans with a remaining term
to maturity in excess of eighty-four (84) months shall not comprise more than twenty-
five percent (25%) of the Farm Lender's trust fund account assets.

(5) The loan amount, which shall not exceed the maxirhum amount allowed by the
USDA Farm Service Agency Guaranteed Farm Loan Program.

(6) Default and Liquidation provisiohs which shall comply with Sections 5114 and 5115,
respectively.

(7) Fees pursuant to section 5118.

(e) “Farm Borrower Loan” means a Term Loan or Line of Credit Loan from a Farm
Lender to a Farm Borrower pursuant to a Farm Borrower Agreement. At least ninety
percent (90%) of Farm Borrower Loans funded from the Corporation's frust fund
‘account, calculated by dollar amount, must be guaranteed by the USDA. In determining
the percentage, the numerator is the loan amount for outstanding Guaranteed Farm
Borrower Loans, and the denominator is the loan amount of all outstanding Farm
Borrower Loans.

(f) “Farm Lender” means a Corporation that has been approved by the USDA as a
lender. ' ' :

(g) “Farm Lender Credit Agreement” means a written agreement whereby 1Bank agrees
to lend funds to Farm Lender, for the purpose of funding Farm Borrower Loan(s). The
Farm Lender Credit Agreement may be a Master Agreement, and will include provisions
that require the Farm Lender to request disbursement of loan proceeds from IBank only
after the Farm Borrower Loan(s) and respective Farm Borrower Agreement(s) have
been approved and are in effect. The Farm Lender Credit Agreement will also include
provisions covering the following:




(1) Security. No funds shall be disbursed except to fund a previously approved Farm
- Borrower Agreement assigned as security to the Farm Lender Credit Agreement. As
used in this subsection “assigned as security” means:

(A) For a Guaranteed Farm Borrower Loan, that IBank is the Holder, or the guaranteed
portion has been sold at par value and the proceeds have been deposited in the trust
fund account from which the funds originated.

(B) For a Nonguaranteed Farm Borrower Loan, the Farm Lender Credit Agreement is
secured by assignment of all notes, security agreements and similar instruments
contained in the Farm Borrower Agreement.

(2) The loan amount, which shall not exceed the total amount of Farm Borrower Loans .
authorized for the Farm Lender by the Director.

(3) The interest rate, which shall be two percent (2%) below the prime rate listed in the
western edition of Wall Streét Journal for each respective day for which funds are owed
to IBank.

(4) Repayment terms, which shall be based upon the repayment terms in the Farm
Borrower Agreement(s) funded with proceeds from the Farm Lender Credit Agreement,

(h) “Farm Lender Disbursement Request” means a signed request for disbursement of
trust funds under an existing Farm Lender Credit Agreement made in writing to IBank by
a Farm Lender in comphance with Section 5111. _

(i) “Guarantee” means a signed commitment, issued by the USDA, to guarantee
payment of all or part of a Farm Borrower Loan.’ .

(j) “Guaranteed Farm Borrower Loan” means a Farm Borrower Loan which is in whole
or part subject to the Guarantee. ‘

(k) "Holder” means a person or an organization other than the Farm Lender who
purchases all or part of the Guarantee portion of a Guaranteed Farm Borrower Loan.
(1) “Liquidation” means the exercise of rights provided for in the event of any Default
under a Farm Borrower Agreement or the related Farm Lender Credit Agreement,
including the right to foreclose in accordance with the terms of any financing statement,
security interest or similar instrument obtained or entered into in relation to such Farm -
Borrower Agreement or Farm Lender Credit Agreement.

{m) “Nonguaranteed Farm Borrower Loan” means a Farm Borrower Loan not subject to
a Guarantee. :

(n) “USDA” means the United States Department of Agriculture.




§ 5111 DISBURSEMENT OF FARM LENDER LOAN FUNDS

(a) No Farm Borrower Agreement shall be executed by a Corporation until the proposed
Farm Borrower Loan has been reviewed by the Corporation's loan committee and '
approved by its board of directors, unless the Corporation's board of directors has
delegated the authority to approve a proposed Farm Borrower Loan to the Corporation’s
loan committee. Approval of the Farm Borrower Loan shall be evidenced by adoption of
a corporate resolution approving the loan. The Corporation shall retain the resolution
and the minutes of loan committee and board of directors meetings at which the loan

was discussed and approved, including any conditions placed on the loan.

(b) Disbursement of loan proceeds to the Farm Lender for Farm Borrower Loans will be
made only if the Farm Lender is a party in good standing to an existing Farm Lender
Credit Agreement. o

(c) Within ten (10) calendar days of receiving a‘ Farm Lender Disbursement Request for
a previously approved Farm Borrower Loan, IBank shall notify the Farm Lender of '
disbursement approval, provided:

(1) Funds are available in a trust fund account to meet the request contained in the
Farm Lender Disbursement Request. The available fund for direct loans is twenty
percent (20%) of the aggregate trust fund(s) available for State lending programs.

(2) The disbursement is in connection with an executed Farm Borrower Agreement
which complies with section 5110(d), referred ta in the remainder of this section as
“Farm Borrower Loan”. ’

(3) The disbursement request is consistent with the funding requirements of the related
Farm Borrower Agreement. Evidence of the consistency consists of a budget showing
amounts previously disbursed to the Farm Lender in connection with such Farm_
Borrower Loan, amount of loan proceeds lent by the Farm Lender to the Farm
Borrower, and the date upon which it is projected that the money to be disbursed
pursuant to this section shall be lent by the Farm Lender to the Farm Borrower.

(d} In any case where funds are disbursed to a Corporation pursuant to a Farm Lender
Disbursement Request and the Corporation has failed to comply with subsection (a),
|Bank ‘shall immediately exercise all available legal remedies to recover from the
Corporation the funds disbursed pursuant to thé Farmer Lender Disbursement Request.

§ 5112 RELEASE OF FARM LOAN FUNDS
(a) Farm Lender shall not lend funds received pursuant to a Farm Lender Credit

Agreement to a Farm Borrower without complying with the following conditions
precedent: '



(1) For a Nonguaranteed Farm Borrower Loan, or for a Guaranteed Farm Borrower with
a loan that cannot be legally assigned or sold, assignment to IBank of the Farm
Borrower Agreement note, together with an assignment of any financing statement,
security interest or similar instrument obtained or entered into pursuant to the related
Farm Borrower Agreement, perfected by a UCC-1 public notice.

(2) For a Guaranteed Farm Borrower Loan:

(A) A Guarantee has been executed, and either assigned to IBank or sold pursuant to
section 51186, and '

(B} A certification by the Farm Lender that it has complied with or has taken all actions
which are in its opinion necessary to comply with any conditions precedent to the
issuance of such Guarantee required by USDA; provided, however, that for the
purposes of this section, payment of funds to the Farm Borrower shall not be deemed to
be such a condition.

(b) Farm Lender shall provide evidence of compliance with subsection (a) to IBank
within seven (7) days of disbursement of funds to a Farm Borrower.

§ 5113 ACCOUNTING AND REPORTING |

‘Lender shall establish an account which shali be used solely to record disbursements
and repayments for Farm Borrower Loans and Farm Lender Loans. The account shall
have separate sub-ledgers which shall correspond to each specific Farm Lender Credit
Agreement and Farm Borrower Agreement. Funds shall only be withdrawn from Farm

" Lender Credit Agreement sub-ledgers for subsequent payment to a Farm Borrower, for
payments to the trust fund account or upon written authorization of IBank. Funds shall
only be withdrawn from Farm Borrower Agreement sub-ledgers for payments to the trust
fund account, to the Holder or upon written authorization of IBank. :

(b) The Farm Lender shall reconcile the two sets of sub-ledgers monthly. One set shall
consist of all activities for each Farm Borrower Loan, including payment and repayment -
“information. Farm Lender shall maintain these reconciliations at its principal place of
‘business. The second reconciliation shall consist of all Farm Lender Loan activity. Farm
Lender shall mail these reconciliations to IBank monthly.

(c) All records established and maintained in connection with the account and its sub-
ledgers shall be available upon reasonable notice for audit by IBank or its designee, and
shall be maintained for a three (3) year period following the expiration of the related
Farm Lender Credit Agreement or Farm Borrower Agreement

§ 5114 DEFAULTS

(a) A Default of a Farm Borrower Agreement shall be a default of outstanding trust fund
account funds under the related Farm Lender Credit Agreement. Farm Lender shall




provide |Bank with written notice that a Default has occurred within fourteen (14) days of
either failure by the Farm Borrower to make payment at loan maturity or filing for
bankruptcy by Farm Borrower.

(b) With respect to a Default on a Guaranteed Farm Borrower Loans, the procedures to
be followed by a Farm Lender shall be those specified by USDA. If no such procedures
exist, the procedures specified in subsection (c) shall apply.

(c) With respect to a Default on a Nonguaranteed Farm Borrower Loans, the procedures
to be followed by a Farm Lender shall be set forth in the Farm Borrower Agreement and
the related Farm Lender Credit Agreement, and shall include the following:

(1) A meeting shall be arranged by the Farm Lender with the Farm Borrower upon
occurrence of a Default in order to resolve the problem. Actions taken by the Farm
Lender may include, the following:

(A) Deferment of principal payments.

(B) An additional temporary loan by the Farm Lender to bring the' account current.

(C) Reamortization of or rescheduling the payments on the loan.

(D) Reorganization.

(E) Subsequent loan guarantees.

(F) Changes in the interest rate, upon approval of IBank.

(2) The Farm Lender shall negotiate in good faith in an attempt to resolve any problem
to permit the Farm Borrower to cure a Default; provided that, in the opinion of the Farm
Lender, the proposed resolution is economically feasible.

-{(3) If, within ninety (90) days following receipt by IBank of the notice provided for in
subsection (a), the Farm Lender is unable to resolve to its satisfaction any Default, then
Farm Lender shall institute Liquidation proceedings.

§ 5115 LIQUIDATION
(a) With respect to Guaranteed Farm Borrower Loans, Liquidation shall follow the
procedures required by USDA; provided, however, that any reports made to USDA in
connection with such Liquidation shall also be given to IBank. If no'such procedures
exist, the procedures specified in subsection (b) shall apply.
(b) With respect to Liquidation of a Nonguaranteed Farm Borrower Loan, a Liquidation

plan shall be prepared by the Farm Lender and delivered to IBank. The Liquidation plan
shall specify the steps Farm Lender intends to take for Liquidation of the Farm Borrower



Loan, including proposed costs. Unless the Farm Borrower receives written objections

to the Liguidation plan from IBank within fourteen days of mailing the plan to IBank, the
- plan shall be deemed approved by IBank. In the event Farm Lender receives a written

objection to the plan from IBank within the fourteen days, IBank and Farm Lender shaII
negotiate a mutually acceptable Liquidation plan.

(c) Liquidation recoveries made in connection with Nonguaranteed Farm Borrower
Loans shall be applied in the following order of priority. :

(1) To pay Liquidation costs approved by IBank.

(2) To pay accrued interest and late fees.

(3)To 'pay princibal. |

(4) To pay fees owed to the Farm Lender, pursuant to Section 5118.

(d) With respect to Liquidation in connection with either Guaranteed or Nonguarahteed
Farm Borrower Loans, the Farm Lender shall not initiate any judicial remedy without the
prior written approval of |[Bank.

§ 5116 SALE OF THE GUARANTEED PORTION OF
THE FARM BORROWER LOAN

Farm Lender is authorized to negotiate the sale of the guaranteed-portion of the Farm
Borrower Loan, if allowed by law, together with the Guarantee, to third parties. The sale
shall result in the receipt by the Farm Lender of a sum no less than the outstanding
balance owed on the guaranteed portion of the Farm Borrower Loan being sold. The
Farm Lender shall deposit the funds received into the trust fund account from which the

. loan funds were disbursed.

§ 5117 PAYMENTS

(a) Payments recelved from repayment of a Farm Borrower Loan shall be allocated to
Farm Lender, trust fund account and, if appllcable Holder, based upon the percentage
ownership of the Farm Borrower Loan. Therefore, if the Holder owns ninety percent
(90%) and the trust fund account owns the remaining ten percent (10%}), then the
principal and interest payments are divided 90/10, except that the portion of the interest
owed the trust fund account shall be based upon the Farm Lender Credit Agreement
interest rate (two points below prime) and not the Farm Borrower Agreement (three
points above prime). Payment shall be received by the trust fund account and if
applicable Holder within forty-five (45) days of the Farm Lender receiving the funds from.
Farm Borrower.

{(b) IBank shall periodically audit Farm Lender's calculation of interest and principal
owed under Farm Lender Credit Agreement, and send written notice to Farm Lender




specifying any error in the calculation, and the amount of the discrepancy. If the letter
specifies that Farm Lender owes additional funds, Farm Lender shail pay funds to the
appropriate trust fund account within seven days of receiving the letter from IBank. If the
letter specifies that Farm Lender paid more than.was owed, Farm Lender shalll apply the
overpayment to the next payment due to IBank '

(c} Any sum disbursed to the Farm Lender pursuant to section 5111 and not lent to
Farm Borrower within six (6) months from the date of such disbursement shall be repaid
by Farm Lender within five (5) working days of notification by IBank, and the Farm
Lender shall have no further rights with respect to such funds.

§ 5118 FEES

The Farm Lender shall be authorized to charge the Farm Borrower a fee of two percent
(2%) of the amount of the Farm Borrower Loan, of which nine-tenths of a percent (.9%)
shall be paid to USDA on any Guaranteed Farm Borrower Loan. The net servicing fee
to the Farm Lender is thus two percent (2%) for a Nonguaranteed Farm Borrower L.oan
and one point one percent (1.1%) for a Guaranteed Farm Borrower Loan.



