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Minnesota Department of Energy and Economic Development

In the Matter of the Proposed Rules of the
Department of Energy and Economic

Development Governing Administration STATEMENT OF NEED AND
of the Rural Development Grant Program REASONABLENESS.
Introduction

The 1985 Minnesota Legislature established the Governor's Rural Development Council
(Council) Minn. Stat. 116J.951-116J.965 (1985 Supp.) to advise the governor and
legislature on matters of public policy relating to rural development. The council
is also directed to identify prominent rural issues and formulate and advocate
policies that serve the needs of the rural population of the state.

Under this legislation the council shall administer the annual investment income
from the rural rehabilitation revolving fund by administering a rural development
grant program including the establishment of grant eligibility criteria,
solicitation and review of grant applications and determination of projects to be
funded. The Commissioner of the Department of Energy and Economic Development with
the concurrance of the council,is authorized to adopt rules for administration of
the grant program by Minn. Stat. 116.961 Subd. 9 (1985 Supp.).

Rule Justificati

The format used in preparing this Statement of Need and Reasonableness is as
follows: each rule is stated first, followed by a discussion of the intent of the
proposed rule, and its reasonableness.
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l. Scope.As used in parts 4360.0100 to 4360.1100, the terms defined in this part
and in Minnesota Statutes, section 116J.951 have the meanings given them.

2. ‘Agriculture” means relating to activities of establishments primarily engaged
processing, _
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following coded activities:

A. Major Group @8l1--Crops
B. Major Group 82--Live
C. Major Group @7--Agricultural Services; i

D. Major Group @9--Fishing, Hunting and Trapping;
E. Major Group 20--Food and Kindred Products;

F. Group 514--Groceries and Related Products;

G. Group 515--Farm Products Raw Materials, and

H. Major Group 54--Food Stores.

Discussion: This definition is necessary because it describes one of the types of
resources the program is designed to protect. It is reasonable because it is the
same definition used by the Farmers Home Administration. The Standard Industrial
Classification Manual is widely available at public libraries.

= § =



b

Discussion: This definition is necessary because it describes one of two types of
grant programs administered by the council. It is reasonable because it clearly
defines what the council intends demonstration grant recipients to accomplish.

4. Enterprise development. "Enterprise development” means the gradual
emergence or expansion of new rural small business.

Discussion: This definition is necessary because it describes one of the goals of
the program. It is reasonable because it expresses the council's philosophy of
fostering or nurturing business ideas already existing within a rural community
rather than looking outside a community for new businesses.

Discussion: This definition is necessary because it provides a strict interpretatior
of a widely used term. It is reasonable because it allows for tha widest possible
interpretation of the term.

6.

Discussion: A grant is a legal agreement between the council and the grantee. A
grantee needs to identify an appropriate legal entity that will be responsible for
carrying out the tasks associated with fiscal responsibilities. Since the state
(through the council) is responsible to the federal government (through the Farmers
Home Administration) for the proper use of rural development funds, it is reasonable
to require the grantee to identify a similar legal entity.

Discussion: This term is necessary to distinguish council provided funds from funds
raised through other sources. It is a reasonable definition because it is broad
enough to cover both types of council grant programs yet focused enough to avoid
confusion with non-council funds.

grant funds available.

Discussion: While funds are encumbered by the fiscal year beginning July lst and
ending June 3@ grants may vary and overlap fiscal years. Therefore, it is necessary
to distinguish the period in which grant funds are made available. This definition
is reasonable since it provides greater flexibility on the part of the grantee and
grantor when establishing the project time frame.
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Discussion: This term is necessary since in-kind contributions are one form of the
required matching funds. It is reasonable since contributions can take a variety of
forms. The in-kind designation allows for equal consideration of cash and other
types of contributions.

10,

Discussion: This term is necessary so that potential applicants understand that
written proof of additional funds is necessary as part of the application process.
It is reasonable since grant funds are only intended to cover part of the total cost
of a project. They are partially awarded on the potential for leveraging other
funds. It is therefore reasonable to require written proof of these funds.
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Discussion: Grant funds are intended to benefit farmers, immediate farm family
members or low income rural residents. Therefore it is necessary to explicitly
define low income, This definition is reasonable since it is the same as used in
other federal programs.

Discussion: This term is necessary to clarify the kind of assistance available to
rural small business. It is reasonable since the council has determined that it is
inappropriate for it to provide financial assistance directly to small business.
This term clearly identifys the type of assistance available to rural small
business.

is, Matching funds. "Matching funds" means the share, including in-kind

Discussion: The council requires a match as a sign of commitment to project goals.
It is reasonable because it demonstrates a capacity to involve others and to move
towards future self-sufficiency.

14,

Discussion: This term is necessary to define a nonprofit organization for the
purposes of these rules. Because the state, through the council, is responsible to
the federal government for the proper expenditure of rural development funds, it is
reasonable to limit the interpretation of nonprofit to that of the Internal Revenue
Service.



Discussion: This term is necessary to inform prospective applicants on the council':
interpretation of operating capital. This definition is reasonable since it is
consistant with generally understood business concepts.

16.

Discussion: This term is necessary to inform prospective applicants of the council'
determination of the priority rural development needs. It is reasonable since Minn.
Stat. 116J.951-116J.965 specifically empowers the council to identify prominent
rural issues.

17. . " Z
Discussion: This term is necessary to provide an abbreviation for the council

program and all applicable rules and regulations. It is reasonable since it is a
clearly understood concept.
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Discussion: This term is necessary to define activities undertaken by sponsors and
funded by the council. It is a reasonable definition in that it clearly identifys
what constitutes a project.

Discussion: This term is necessary since it describes basis by which projects will
be evaluated. It is reasonable because it clearly states what the council will be
looking for when it determines whether or not the grant funds are being used to
effectively meet the needs of rural Minnesota.

Discussion: Since the stated use of grant funds is to demonstrate a possible
solution to an identified rural problem or opportunity, it is necessary to
communicate project results with the public or other agencies. This definition is
reasonable since it clearly states the manner in which to accomplish this task.
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Discussion: This term is necessary to define the person or persons, group Or groups
responsible for implementing the project. It is reasonable because it clearly
identifies who will be responsible for implementing the project.

Discussion: This term is necessary because it describes the legal responsibilities
of each party when a fiscal agent is used. It is reasonable because it again
clarifys who is responsible for the ultimate implementation of a project.

23,

Discussion: This definition is necessary because it explicitly states what the
council understands rural to be. It is reasonable since it allows for the broadest
possible interpretation of the term.

Discussion: This term is necessary because it describes the types of rural small
businesses eligible for technical assistance. It is reasonable because it is
consistant with Minn. Stat. section 14-115, which is the definition used for small
business for state agricultural programs.

Discussion: This term is necessary to define what is meant by seed grants. It is
reasonable since seed grants are short term, one time-grants.




Discussion: It is necessary to define this term in order to avoid confusion,
especially in part 4360.0800, subpart 4,D and 4360.1000, subpart 4, E. It is
reasonable since the council feels it would be inappropriate to use public funds to
assist private businesses.

Discussion: Value added is a broadly used term which necessitates clarification for
use in this program. The definition establishes activities the council considers as
value added. This definition is reasonable since it is consistant with overall
council goals expressed in these rules.

Discussion: This rule is necessary to infor prospective applicants of the purpose
behind the council. It is reasonable because it clearly identifys how the council
will carry out it's charge under Minn. Stat. 116J.961 (1985 Supplement, Sec. 3,
Subd. 7).

Discussion: This paragraph is necessary because it defines the scope of the
council's program as identified in section 4360.02008. It is reasonable because it
provides applicants with wide discretion in designing rural development projects.




Discussion: This paragraph is necessary because Minn. Stat. 116J.961 (1985 Supp.)
expressedly requires the council to identify prominent rural issues and formulate
and advocate policies that serve the needs of the rural population of the state.
Since agriculture is an important aspect of the rural economy of the state, projects
which protect this resource are within the intent of this statute. It is reasonable
therefore, to place considerable emphasis in this area.

D. measure project results and inform the public about the results from

Discussion: This paragraph is necessary to inform applicants of the third priority
issue area of value added and marketing. It is reasonable because it provides
applicants with an understanding of what the council means and attempts to address.
This permits applicants to design projects with council goals clearly in mind.

Discussion: The purpose of this paragraph is to describe the types of small business
assistance the council feels are important to address through project responses. It
is reasonable since it allows applicants to know ahead of time what areas in small
business assistance the council feels are important and address project applications
accordingly. 7



Discussion: This rule is necessary to describe the procedure and timeline for
begining council funded projects. It is reasonable since it clearly identifies the
rights and responsibilities of both the grantee and grantor.

Discussion: The council realizes that not all project sponsors will have the
technical staff resources to handle all aspects of project grant administration.
Therefore, this rule is necessary since it allows such a project sponsor to work
with a fiscal agent to meet the requirements under part 4360,0800, subpart 2 or
4360.1000, sunpart 2. It is reasonable in that it clearly defines the
responsibilities and duties of each party.

Discussion: This paragraph is necessary to inform prospective applicants of the
restrictions on the use of grant funds for the purchasing of equipment. Since grant
funds are limited, the council feels it is reasonable to restrict their use in
purchasing of equipment if at all possible.

2.




Discussion: This paragraph is necessary to inform prospective applicants of the
prohibition against using grant funds to pay for application costs. It is reasonable
since grant funds are to be used only for direct costs of implementing the project.
Diverting funds to pay for application expenses only dilutes their effectiveness.
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Discussion: This paragraph is necessary to inform prospective applicants of the
procedure for dealing with late applications used by the council. Since the council
meets only four times per year, it must consider all applications for each program
at once. It would not be feasible or fair to allow late applications to be
considered at the next council meeting. Therefore, it is reasonable to disqualify
late applications.

Discussion: This paragraph is necessary to inform prospective applicants of
restrictions on discussion of applications by council members or related staff. This
is reasonable since it helps assure unbiased evaluation of applications by the
council.

Mi Rules 4360.0700 Application
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Discussion: This paragraph is necessary to explain to prospective applicants the
proceess involved in applying for grant funds. It is reasonable since it assures
that all will have equal access to grant funds.

Discussion: This paragraph is necessary to inform prospective applicants of what a
complete application will consist of. It is reasonable to require every applicant to
submit the same types of data concerning an application. This helps insure an
orderly and fair evaluation of all applications.



Discussion: This paragraph is necessary to identify the deadlines for submitting
applications for both the demonstration grant program and the seed grant program. It
is reasonable since it clearly establishes annually when grant applications are due.

4.

Discussion: This paragraph is necessary to inform prospective applicants of the
requirement for submitting plans to regional review bodies where required. It is
reasonable because it is required under Minn. Stat. 462.391, subd. 3, and Minn.
Stat. 473.171.

S.

Discussion: This paragraph is necessary to inform prospective applicants of the
address to which all applications are to be submitted. it is reasonable to require
that all applications be submitted to one address for speed and efficiency as well
as equity in processing grant applications.

Discussion: This rule is necessary to inform prospective applicants of the time
involved for review and selection of grant applications. It is a resonable amount of
time since the council must complete indepth evaluations of all applications to
determine the most effective and promising projects to recommend to the commissioner
for funding.

Discussion: This paragraph is necessary to let applicants know the time and
procedure for notification. It is reasonable to require the council staff to notify
applicants as soon as possible as to their status so that they can make arrangments
for begining project tasks or seek other sources of funds.
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Discussion: This paragraph is necessary to inform prospective applicants of the
requirement of a grant agreement prior to the exchange of funds. Since the grant
agreement is the vehicle through which funds are transfered from the commissioner to
the grantee, it is reasonable to require a contract be signed stating the rights and
responsibilities of both parties before releasing funds.

Discussion: This paragraph is necessary to inform the grantee of his or her rights
under these rules as they relate to grant close-out. It is reasonable since it
allows ample time for the council to review the documents and gives the grantee an
idea of when this procedure will be carried out.

10,

Discussion: This paragraph is necessary to establish the precedent for dealing with
unspent funds. It is reasonable since grant funds are awarded on the basis of
project proposals. The council assumes that project cost estimates are as accurate
as possible. Since it is the intention of the council to fund as amny projects as
possible, it is reasonable to require the return of unexpended funds.

11 Denial 3 i £ t fund {f £} i1 de ; ]

Discussion: This paragraph is necessary to inform prospective applicants of the
penalty for violating these rules. Since grant funds are awarded on the basis of the
application, it is reasonable to require their return if the sponsor is not meeting
the requirements of the grant agreement.

IYPES OF GRANTS AVAILABLE
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Discussion: This paragraph is necessary to inform prospective applicants of the
purpose behind the demonstration grant program. It is reasonable since these
criteria will later be used in evaluating applications.
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Discussion: This paragraph is necessary identify who is eligible to apply for
demonstration grants. It is reasonable because it specifically details who may
request grant funds. Since the council feels it would be inappropriate to
financially assist private businesses, it is reasonable to limit eligibility to
these applicants. ’
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Discussion: This paragraph is necessary to inform prospective applicants of the uses
to which grant funds may be put. It is reasonable since these uses are consistant
with council goals expressed in part 4360.0300.

! ] . 1 id ! £ Mi ta:

- 12 -



S O S i

P 4 ! k i 1is] £ ¢} ia £ ¢

Discussion: This paragraph is necessary to inform prospective applicants of the uses
to which grant funds may not be placed. It is reasonable since these prohibitions
are consistant with part 4360.0300.

S. Grant Limits., A request for a demonstration grant may not exceed:

Discussion: This paragraph is necessary to inform prospective applicants of the
grant limits for the demonstration grant program. Since funds are extremely limited
each year, and since grant funds are to assist in leveraging other funds, the
limits imposed here are seen as reasonable.
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Discussion: This paragraph is necessary to inform prospective applicants of the
amount and type of continuing support from outside sources necessary in order to
remain eligible for demonstration grant funds in the second and third years. it is
reasonable to require additional, outside support by project sponsors in order to
demonstrate ongoing commitment and the ability to involve others in the project.
Since council funds will be available for a maximum of three years, it is reasonable
to insist that outside sources contribute a proportionately larger share of support
in subsequent years.
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Discussion: This paragraph is necessary to inform prospective applicants of the
requirement of Letters of Commitment from all funding sources verifying that the
organization or individual is providing matching or in-kind support. It is
reasonable to require this since the council will make it's determination of project
feasibility based on the total budget, including outside sources of support.

8.
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Discussion: This paragraph is necessary to inform prospective applicants of the
criteria to be used in the review and selection process. It is necessary for the
council to evaluate proposals in order to assess compatibility with program
objectives, as well as to assess the need for and the feasibility of the proposed
activities. Since the council expects more applications for funds than will be
available for distribution, it is both necessary and reasonable to evaluate
applications so that they can be ranked for purposes of making recommendations to
the commissioner.

Discussion: This paragraph is necessary to inform prospective applicants of the
deadline for the release of funds. It is reasonable since it allows the grantee to
plan project related expenditures with a clear understanding of when those funds
will be available.

19,

Discussion: This paragraph is necessary to inform prospective applicants of the
requirement for seperate accounts for grant funds. it is a reasonable requirement
since the council is responsible to the federal government (through the Farmers Home
Administration) for the proper expenditure of funds. Seperate accounts allow for
more accurate and timely accounting reports.
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G. a publicity report outlining the results of the project sponsor's

Discussion: This rule is necessary to inform prospective applicants of the reporting
requirements. it is reasonable to demand timely, accurate periodic and final reports
from all grantees since the state (through the council) is responsible to the
federal government (through the Farmers Home Administrtation) for proper expenditure
of rural development funds.
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Discussion: This paragraph is necessary to inform prospective applicants of the
purpose and intent of the seed grant program. It is reasonable to inform applicants
since these criteria will be used in evaluating applications.

2a

Discussion: This paragraph is necessary to inform prospective applicants
specifically who is eligible for grants under this program. It is reasdonable to
limit eligibility to these organizations since the council feels public funds should
not be used to directly aid profit-making concerns.

3.

Discussion: This paragraph is necessary to inform prospective applicants of the uses
to which seed grant funds may be used. It is reasonable since these uses are
consistant with council goals expressed in part 4360.0300,

4. Ineliqibl £ funds. TI i1 shall I i licati ‘
seed grant funds for a proposed project that:

A. is recieving or has recieved council demonstration or seed grant
funds:
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Discussion: This paragraph is necessary to inform prospective applicants of the uses
to which seed grant funds may not be placed. It is reasonable since these
prohibitions are consistant with parts 4360.06300.

Discussion: This paragraph is necessary to inform prospective applicants of the
requirement for matching funds. It is reasonable to require project sponsors to
raise additional outside support since seed grant funds are awarded on a one time
only basis. if a project is to reach self-sufficiency, it must be able to include
others and raise significant amounts of it's own budget.

Discussion: This paragraph is necessary to inform prospective applicants of grant
limits for all seed grant projects. Again, since funds are expected to be limited,
the inclusion of ggrant limits is deemed reasonable by the council.
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Discussion: This paragraph is necessary to inform prospective applicants of the
method by which seed grant applications will be reviewed and evaluated. It is a
reasonable method of evaluation since it provides for seperate evaluation of special
aspects of each application. The overall rating system is designed to afford the
maximum feasible flexibility to organizations in their project design. i

Discussion: This paragraph is necessary to inform prospective applicants of the
deadline for the release of funds. Since project sponsors need to know when grant
funds will be available in order to plan grant-related expenditures, it is
reasonable to require the council to clearly state the deadline for the release of
funds.
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Discussion: This rule is necessary to inform prospective applicants of the types of
reports required of all seed grant receipients. It is reasonable to demand timely,
accurate reports from all grantees since the state (through the council) is
responsible to the federal government (through the Farmers Home Administration) for
the proper expenditure of rural development funds.

Discussion: This rule is necessary to inform applicants of the adoption by reference
of the Standard Industrial Classification Manual. This is a reasonable practice

since the Manual is a widely used source that is available through most libraries or
for purchase from the U.S. Government Printing Office.
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