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MINNESCTA URBAN INITIATIVE BOARD
STATEMENT OF NEEDS AND REASONABLENESS, ATTACHMENT A

IN THE MATTER OF THE PROFPOSED RULES OF

URBAN INITIATIVE BOARD GOVERNING
ADMINISTRATION OF THE CHALLENGE GRANT PROGRAM
AS THEY RELATE TO SMALL BUSINESS AND MINNESCTA
STATUTES 14.115, subdivisicn 2.

INTRODUCTION:

Attachment A will state each compeonent of subdivision 2, followed
by whether the component ig addressed in the proposed rules, If
addressed in the rules, a description of its citation, necessity
and reagonableness ig included. If not included in the rules,
this is stated.

M.8. 14.115, subd. 2. Impact on amall business. When an agency
proposes a new rule, or an amandmant to an existing rule, which
may affect amall businssses as defined this secticn, the
agency shall consider esach of the foll mathoda of reducing
the impact of the rule on small businesses:

(a) the establisglment of less stringent compliance or
reporting requiremsnta for small businesses; _

The rules do not impose any additional reperting requirements on
businesses receiving loans. Businesses receiving lcans will be
required to conform with Minnegcta Statutes that goverm the
reporting requirements of businesses that receive financing from
the State of Minnesota.

(b) the establistlment of less stringent schedules or
guelqllinou for compliance or reporting requirements for small
giness

The rules do not impose any schedules or deadlines for compliance
or reporting requirements.

(c) the consolidation or simplification of compliance or
reporting requiremants for amall businesses;

The rules do not impose any additiconal reporting requiremsnte for
small business.

(d) the establishment of performance standards for small
btgzig:? t:ngeplau design or operational standards recquired in
L}
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The rules do not establish performance standards to replace
design or operaticnal standards for small business.

(e) the tiom of small businesses frem any or all
requirenanta of ule,

Small businessesz, as defined by M.S. 14.115, subdivision 1, are
likely to be applying for and receiving loan funds of the Urban
Challenge Grant Program. The rules do not make distinctions
betwean small businesses and other businesses in the
applicability of individual rules. Each rule is designed to make
loan funds extremely accessible.
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MINNESOTA URBAN INTTTATIVE BOARD
TATEMENT OF NEED AND REASONABLENESS .

IN THE MATTER OF THE PROPOSED RULES OF
THE URBAN INITIATIVE BOARD GOVERNING
ADMINTSTRATION OF THE CHALLENGE GRANT PROGRAM

INTRODUCTICN:

The 1993 Minnescta Legislature established the Urban Initiative
Board (Minn. Stat. chap. 116M (Sugp. 1993)) to make urban challenge
grantse to nonprofit corporatione in order that these corporations
would make loans to new and expanding businesses to promote
minority business enterprises and job creation for mincrity and
other persons in low-income areas.

This statement of needs and reasonableness describes the rules
gﬁqposed for the operation of the urban challenge grant program.

e format used in preparing thie statement is as followg: each
rule 1g stated first, followed by a discussion of the necessity of
the proposed rule, and its reasohablensss,

4355.0100 PURPOZE.
The purpose of this chapter is to establigh:

A. procedures for use of the revolving loan fund under
Minnesota Statutes, section 116M.18.;

B. procedures for the Urban Initiative Board to ¢ertify
and enter into agreements with nomprofit corporations;

C. procedurss for nonprofit corporationg to make loans
to eligible businesges. :

These purpose statements are necesgary in order to identify the
intent of the Challenge Grant rules. These gtatements are
reasonable becauge they will enable the public to more quickly
undergtand the general content of the rules.

4355.0200 DEFINITIONS.
Subpart 1. Scops. For the purposes of this chapter the terms

in this t and in Minnesota Statuteas, sectlion 116M.14, have
the meanings given.
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Subp. 2. Grant agreements, "Grant agreements" means an
agreemaent between the state and a nonprofit corporation
through which the state provides funde to carry out specifled
programs, services, or activities,

This term is necessary to indicate the contractual nature of the
relationghip which will be formed between the state and the
reciplients of the urban challenge grante. It is reasonsble aince
the state will provide funds for only those programs, activities,
or services related to the urban challenge grant loan program.

Subp. 3. Nemprofit corporatien. "Nemprofit corporatien?

means a not-for-profit organization operating in cne or more
eligible cities and certified by the hoard to recelve grants

gndigidburse these funds in the nature of loans to qualifying
usinesses.

This term is necessary to clarify that, in the context of the
ruleg, nonprofit corporation can only mean an organization
certified to enter into an urban challenge grant agreement. It is
a reasonable description of these organizations since it provides
for a wide variety of organizations to apply for participation in
the piogram, but is consistent with Minnesota Statutes, section
116M.18.

Subp. 4. Nonprofit revolving loan fund. "Nenprofit revelving
loan fund" means a board-cartified revelving loan fund
established by a nonprofit corporation to provide leoans to new
and expanding businesses in low-income areas.

1nis definition is necegsary in order to differentiate between the
nonprofit corporation's revolving loan fund and the urban
initiative board's revolving loan fund. It is reasonable because
Shis is conspistent with Minnesota Statutes, section 116M.18 subd.

Subp. 5. Urban revolving loan fund., "Urban revolving loan
fund® mesns a fund established by the board to make grants to
nenprofit corporations. ~

This definition is necesgary to differentiate between the nonprofit
corporations! revolving loan fund and the urban initiative board's
revolving loan fund. This is reascnable since it is consistent
with Minnescta Statutes, section 116M.18 subd, 3

4355.0300 BUSINESS LOANS BY NONFROFIT CORPORATIONS.

Subpart 1. Generally. The board shall make avallable
funde from the urban revolving lean fund for nenprofit
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corporaticns. The money awarded to each corporation
ghall be appropriated to ite nonprofit revolving loan
fund to be used to maks loans to businesses in low-incoma
areas. The funds are to be awarded on a project-by-
project basis and must be matched by the corporation with
an ecual amount of money from sources other than
government appropriatiocns.

This paragraph is necessgary in order to ¢larify the role of the
nonprofit corporations in the challenge grant program, and how
money provided to these corporations is to be used. It is

reascnable that funds be made availsble cn a project-by-project

bagig because this ig consistent with the provisions of Mimnesota
Statutes, section 116M.18 subd. 3.

Subp. 2. Grant agreement required. A grant agreement
miet be established with each nonprofit corporation
certified for funding by the board, Grant agreements
ghall be valid for a period of one year fram the time
they are fully executed, Agreements may ba renewed by
the board based cn an evaluation of the corporation's
lending activities, a find that the corporation has
complied with all the provisions of the agreement, and
hag made substantive progress in achieving the goals
described in its applicaticm.

In the event that a grant agreement is not renewed, the
corporation must continue to administer all loans it may
have made under the provisicns of the grant agreemsnt and
Minnesota Statutes, section 116M.18.

This rule is necessary in order to establigh the grant agreement as
the legally binding agreement between the board and the
corporation, and to inform the corporations asbout the general
nature of the agreement. It 18 reasonable since the renewal
criteria are censistent with Minnesota Statutes, section 116M.18
and the implementation of the corporation's own plans and goals.
It iz reascnable that the corporation continue to administer its
loans in order to assure the business and lending community that
challenge grant loan program will retain a sufficient level of
continuity. Corporations will also benefit from their
administration since they will continue receive a portion of the
loan repayments,

Subp. 3. Application nonprofit corporaticm. Any
nenprofit corporation wish to ba certified as a
participant in the urban challenge grant program must
apply in a form prescribed by the board. The applicatien
mist include:
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This paragraph is necessary to inform nonprofit corporaticns that

“hey must e application to participate in the urban challenge

' _rant program and be awarded a grant. It is reasonable because it
is comsistent with Minnesota Statutes, section 116M.18 subd. 2

which specifies criteria for the selection of a corporation by the

Urban Initiative Beard.

A. an assurance gigned by the nenprofit
cogoratim' chair that the applicant will comply
with all applicable gtate and federal laws and
requirements; :

This rule is necessary to emsure that the organization is aware
that it will be expected to comply with all state and federal laws
and requirements. It is reasonabie since any public money provided
to the nonprofit corporation must be used in a lawful mamner.

B, a rescluticn passed by the applicant's board of
directors approving the submission of an application
and authorimg axacution of the grant agreemant if
funds are made avallable;

This rule is necessary to ensure that the corporation's i;overning
body has considered and agreed to participate in the challenge
grant program and execute a grant agreement. It is reasonable
gince some evidence of this consideration sghould be provided to the
board as part of any formal application for funding the
corporation, :

C. a plan demonstrating the applicant's eligibility
pursuant to Minnesota Statutes, section 116M.18, the
manner in which minority business snterprises will
be assisted, the cutcomss expected to occur as a
regult of the corporation's participation in the
program; and

This rule is necessary to inform potential participants that they
will havé to document the organization's eligibility for this
program, who itg c¢lients will be, and how those clients will
benefit from their participation in this program. It is reasocnable
gince it allows the corporation to provide a clear exgc:l;anation of
its objectives and capabilities, while providing the board a basis
on which to review potential candidates.

D. any additional information that the board finds
is necessary to clarify the applicant's ability to
achieve the program's cbjectives.

Thig rule is necessary to give the board the authority to request
additional information that may be necessary to clarify and
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evaluate the application. It is reasonable since it gives the
board the ability to obtain more information from an applicant
hose original application might be inconplete or unclear. At the
same time, the rule specifies that any additional information
requested must be directly related to the purposes of the challenge

grant program.

Subp. 4. Board Review., The board will certify the
corporation if it has demonstrataed that it fully meets
the eligibllity standards in Minnesota Statutes, section
116M.18, subdivieion 2.

This rule is necessary to specify that the board will approve a
corporation's giarticipation in the urban challenge grant program.
Corporations which are certified for participaticn may then enter
into & grant agreemant with the beard, This is reascnable since
the board's standards for approval are conslstent with state
gtatutes. '

Subp. 5. Disapproval of applications. In cases whesre
the corporation falls to demcngtrate that it has or can
reascnably be expected to develop the capacities required
by Minnesota Statutes, secticn 116M.18, the hoard mugt
disapprove the applicaticn. The coammissicmer sghall
inform the corporaticn of the board's decigion, in
writing, stating the reasons for the denizl,

This i:aragraph is necesgary in order to establish the criteria for
#enial of an application. It is reascnable since the grounds for
nial are consistent with the act, and the corporation will be

informed of the board actions in writing.

Subp. 6. Contenta of grant agreemant. If certified, the
board must enter into a grant agreement with the
nonprofit corporation. The grant agreement must include
provisions that:

A. the corporation hag eatablished or will
establlish a board-certified revolving loan fund to
provide loans to new and expanding businesses in
low-income areas;

Thig paragraph is necessarir to inform potential applicante that a
board-certified revolving loan fund must be established to provide
loans to new and expanding businesses. It is reasonable since it
i in accordance with Minnesota Statutes, section 116M.18 Sub. 2.

B. the grant recipient will cemply with all
applicable state and federal laws, including the
:‘:guiremmts of Minnescta Statutes, section 116M.18;

-5-
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This paragraph is necessary to inform potential applicants that, as
nart of the grant agreement, they are cbligated to comply with all

:ate and federal laws. It 1g reasonable since the grant award ig
compoged of public funds, and therefore, should be used in a lawful
manner,

C. no grant funds shall be used to finance
activities not approved in either the grant
agreement or each loan agresment.

This paragraph is necessary in order to inform nonprofit
corporations and business enterpriges that they will be cbligated
to expend funds only for those activitiss that are consistent with
the Urban Challenge Grant program. It is reasonable to expect the
recipients of public funds to use thosge funds in this manner.

Subp. 7. Other grant reguirements. The following
provisions apply to grants awarded:

A, 1f it is determined that an ar use of the
funds has occurred, the board shall take whatever
;ﬁgéan is necessary to recover improperly spent

8.

B. grant recipients must return funds that are
improperly expended;

These ruleg are necessary to enable to board te recover funds which
~*ght. have been used for activities other than those authorized in

& grant agreement. They are reascnable since the board is
regponsible for the proper use of the challenge grant funds, and it
should have appropriate authority to recover those funds that used
in violation of the grant agreements provisions.

C. the board shall suspend payment of funda to
reciiients that are not in compliance with
applicable state and federal laws, rules and

regulations;

This paragraph is necessary to order that the board can take action
againgt any recipients of challenge grant funds that are not in
compliance with applicable state and federal laws, rules and
regqulations. It is reasonable since the grant agreement requires
this compliance and there should be some enforcement mechanism in
cases of violation.

D. amsndments to the grant agraeement must be in
writing; and

This paragraph ilg necessary to establish the amendment procedure

-6
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for grant agreements. It is reasonable because amendments in

writing avoilds the potential for misunderstanding the exact wording

. r intent of an amendment which is acceptable to all the grant
partners. ]

E. the grant agreement may authorize the ncnprofit
corporation to be pald for administrative expenses
cut of the interest earned on loans 1t originates.

This paragraph is necessayy to notify corporationa that a portion
of their administrative expenses are reimbursable from interest
earnings. This is reascneable because it 1sg consistent with
Minnescota Statutes, section 116M.18 subd. 5.

. 8. Corporation to make business loans.
business may make an application to the nenmprofit
corporation for an urban challenge grant loan. The
application must be in a form approved the corporation
and the board. The corporatien rwst review the
application and may give preliminary approval for the
loan hased on Minnesota Statutes, section 1l6M.18. The
loan application must then be forwarded to the board for
final approval.

This paragraph is necessgary to inform interested business
enterprises that they should make application for an urban
challenge grant loan with a nonprofit corporaticns which has signed
a grant agreement with the board., It also establishes that both
~he corporation and the board must approve an application for a

allenge grant loan. This is reasonable becauge it is consistent
with Minnesota Statutes, section 116M.18 =ubd. 3.

4355.0400 BUSINESE LOANS BY THE BOARD,

If thoigarg :é‘ec:é;‘mn h‘\&z grant,lgift,d:r 1g§n,tautho:.l-i.§;:;g or
requir it to e business loans directly to qua ing
businesses, and the board determines that businesses do not
have access through a certified corporation, the board may
raceive applications for an urban challenge grant loan ¢m the
forms 1t prescribes. The board ghall review applications, and
based on the provisions of Minnesota Statutes, section 116M.18
and the business loan criteria in part 4355.0500, may approve
them. If an lication ig denled, the commimsmioner shall
inform the applicant as to the reasona for the denial.

N

This rule is necessary to clarify the authority of the board to

maka loans to businesses under certain circumstances, It also
identifies the circumstances in which the board might act. This is -
reasocnable because the statutory provisions which authorize the
board to accept gift, grants, or loans may lead to esituations where
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those awards are conditioned cn the board making direct loans.
"his is also reascnable because there may be some instances where

| rtain geographic areas might not be gerved by a nomprofit |
corporation, and as a result, some business enterprises in eligible
areas might not have access to the challenge grant program.

4355.0500 BUSINESS LOAN CRITERIA.
Subpart 1. Terms and conditions.

A, The interesat rate on a loan shall be astablished by
the corporation, but may be no less than two percent per
anmum, nor more than ten percent per anmnum,

B, The corporation may only cherge the businese all ocut-
cf-pocket administrative expanses connected with
originating the lean &t the time of closing.

C. The loan funds may be used for normal business
expenses including, but not limited to, site acquisition,
new construction, rencvaticn, machinery and pment,
and working capital. Loans may not be used to refinance
a business or perscnal exlsting debt.

Thege rules are necessary in order to inform nonprefit corporations
and business enterpriges what minimum terms and conditions may be
part of any loan made by this program., Paragraph A is reasonable
bacause it is coneistent with Minnesota Statutes, section 116M.18,
/ d provides corporaticns with the flexibility necessary to respond
-, different business conditions. At the game time it provides
business owners with protection against excessive interest rates.

Paragraph B is reagonable because it is comsistent with the
provisions of the Minnesota Statutes, section 116M.18 which allows
the corporation to recover a portion of their administrative
expenses related to the program. At the same time, this limite the
amount of expenses that can be charged against a business.

Paragraph C is reasonable because it allows business to usze
challenge grant loan funds for a wide variety of 1egitimat:e
business purposes, The restrictions specified are intended to
ensure that the program will support the creation of new jobs in
the eligible cities.

Subp. 2. Loan repayment. For loans made the board, all
loan repayments must be sited in the urban revolving loan
fund for further distribution to businesses or nomprofit
corporations pursuant to Minnescta Statutes, section 116M.18;

For loans made by a nomprofit corporation, amounts ecqual to
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one-half of the principal and interest must be deposited in
the urban revolv lean fund. The principal payments shall
be made available to the corporation criginating the loan in
order to make additiemal loans, as long as the ¢corporation
remains certified and the grant agreement with the board is in
aeffect. The board may return intarest paymente to the
corporation in order to pay for the corporation's

istrative axpenses.

The remaining amount of the loan repayment may be depoaited in
the nonprofit revolving lcan fund created by the corporation
which originated the loan for further distribution by the
nonprofit corporatiem, or for other uses as may be determined
by the corporation.

This rule is necessary in order to specify the manner in which loan
repayments will be handled and how they should be used in the
future. It is reasonable becauge it ensures permanency of the
revolving loan funds. Also, it is consistent with the loan
repayment requirements established in Minnesota Statutes, section
115M.18 subd. 5.

Peter Gillette, Jr.
Alr
Urban Initiative Board




