GUIDELINES FOR REVOLVING LOAN COMMITTEE
FLOODWOOD, MINNESOTA

The City Council of Floodwood, Minnesota has resolved that the following guidelines shall
be used by the Revolving Loan Committee in its process of review of loan applications
and recommendations of loans from the Revolving Loan Fund. The resolution is entitled
“guidelines for Revolving Loan Committee, Floodwood, Minnesota”. The Revolving Loan
Committee is encouraged to strictly adhere to the process contained herein. The Council
recognizes that each individual loan will require its own unique process of evaluation,
which process may require deviation from these guidelines. If a deviation does occur, the
Committee is encouraged to document in the file why the deviation from strict adherence
to these guidelines was warranted.

MEMBERS OF COMMITTEE

The Revolving Loan Committee shall consist of seven (7) members of the community. It
is not necessary that a member be a resident of the City of Floodwood. A member must
have some significant economic tie to or interest in the city or the immediate surrounding
area. One (1) member shall be from the City Council. The mayor at the first Council
meeting of the year shall appoint members of the committee subject to the approval of
the Council. Members shall serve for one (1) calendar year. They may serve as many
consecutive yearly terms as is approved. Qualifications for appointment to the committee
is in the sound discretion of the Mayor and the Council. Those interested in serving should
contact the mayor no later than one (1) month before the time for appointments.
Vacancies occurring during the calendar year shall be immediately filled by appointment
of the mayor with approval of the Council. The committee may function with less than
seven (7) members should there be an insufficient number of qualified applicants
applying for appointment.

COMMITTEE PROCEDURES

How the committee operates is in the sound discretion of the committee. When it meets,
notices of meeting, where it meets, how it runs its meetings, the time of the meetings, and
the matters to be considered, are all in the sound discretion of the committee, except with
respect to the Open Meeting Law. The committee may only act on a resolution to
recommend or deny a loan request when a quorum is present at that particular meeting
and action is by majority vote. Further, all members of the committee must be given three
(3) days’ notice of the meeting, either oral or written, when that meeting will resolve to
recommend or deny a loan application. Lack of notice of the meeting is waived by those
present at the meeting.

AVAILABILITY OF APPLICATION

Any member of the Revolving Loan Committee may give an application to any applicant.
Applications can also be picked up at City Hall. Applications must be filled out completely
and if blanks are left on the application, applicants should explain why the question does



not apply to applicant. Applications shall be in the form attached hereto. When the
applicant receives an application, he/she should be told that the valuation is not a
confidential process. The evaluation process should be explained to the applicant, as
should the purpose of the Revolving Loan Fund. The yearly term of the loan, the interest
rate, the requirement of adequate collateral and applicant’s responsibilities for certain
fees should be explained when the applicant receives the application.

COMMITTEE FUNCTION

The committee function is to evaluate the loan application consistent with these
guidelines and make a recommendation to the Council. Each loan applicant should be
informed by the committee that the City Council is the body that will ultimately approve
or deny the loan. The Councill persons serving on the committee shall report all
recommendations to the Council for its consideration. Any member of the committee may
speak with respect to the recommendations. Reports of committee recommendations
shall only be made to the Council if appropriately entered on the agenda. It is the
responsibility of the committee to report to the Councill not only recommendations, but
all denials.

DOCUMENTS NEEDED PRIOR TO EVALUATION

The committee will only commence evaluation of an application for a loan after the file
contains the following, if applicable to the loan:

1. A fully completed application.
EVALUATION PROCESS

Unless noted in the file as to why the following processe4s are not applicable to any
particular application, the evaluation process shall include:

1. The committee meeting with the loan applicant wherein the application and
accompanying documents are discussed with the applicant. The committee in this
process should pay particular attention to the candor of the applicant.

2. A committee discussion concerning how the particular loan will be used and how
that use relates to the purpose of the Revolving Loan Fund.

OTHER CONSIDERATION

In deciding whether to recommend or deny an application, the committee should also
consider at least the following:

1. There shall be no discrimination based on race, color, creed, religion, disability,
national origin, sex, or marital status.

2. Loans shall be given to establish or expand businesses in Floodwood and the
surround area and shall only be given for business related activities. Loan funds
may be used to purchase land, acquire, build or remodel buildings, purchase
equipment, for working capital or for other worthwhile business investments.



Loans may not be given to finance or refinance pre-existing debt. In this regard,
the committee should carefully evaluate all applicants who request loans for
working capital.

3. There is no requirement that an applicant first be turned down by a lending
institution, although if two (2) or more worthy applicants are vying for funds, the
committee should consider which applicant may have the availability of other
funds through a bank or other sources, and which applicant will not have the
availability of alternate funds.

4. The committee is encouraged to prefer those loan applicants who are otherwise
qualified and who will create or maintain paying jobs within the community.

OTHER SPECIFIC INSTRUCTIONS

1. The committee should be confident that the successful applicant will have the
ability to pay back the loan. It should be carefully evaluate the application and
accompanying documents. It should evaluate the expertise of the applicant,
his/her training, management skills and prior business successes. In this regard,
if the committee feels the need, it may require further documents or proof from
applicant, including projected cash-flow for the business after the loan is granted.

2. For purchases with loan proceeds, the committee is encouraged to seek equity
contributions from the applicant. Arecommended contribution is twenty-five (25)
percent.

3. Ifthe loan is recommended but the committee has some doubt as to the ability of
the successful applicant to meet the repayment obligations, then the committee is
encouraged to require a guarantee from one with the ability to make repayment.

4. No unsecured loan may be given, and the collateral pledge must be worth at least
the value of the loan.

5. Interest on the loan shall be set at the prime rate at the time of approval of the
loan by the City Council, or not less than 6%. All rates shall be fixed.

6. Aloan may exceed $25,000 or may run for a period longer than five (5) years in
exceptional circumstances. Should the committee approve such a loan, when
report of the recommendation is made to the Council, the committee shall
specifically inform he Council of those loan terms which make the loan unusual.
The Council will closely scrutinize any loans over $25,000 and running for over
five (5) years. The committee, in exceptional circumstances, may recommend a
loan for longer than that period or for greater than that amount, but the committee
should generally recommend loans for amounts under $25,000 and payable
within five (5) years.

7. The committee shall keep itself informed of the balance of funds available and
shall not recommend loans for approval, which approval would cause the fund
balance to fall below $10,000. The committee shall bear in mind that the fund is to
benefit as many businesses in the community as is possible. Therefore, it should
not recommend a large loan, to the detriment of future smaller applicants, without
first explaining its reasoning to the Council.

8. Any applicant who is a member of the committee shall disqualify himself/herself
from all considerations in evaluating his/her loan.



9. For all loans secured by real estate, an individual applicant must be joined by
his/her spouse. For loans secured by personal property, it is encouraged that an
individual applicant be joined by his/her spouse.

CLOSING AND POST CLOSING CONSIDERATIONS
Attorney’s fees and costs

The City Attorney will have certain responsibilities in preparing and filing documents in
closing the transaction. Applicants should understand that if a loan is granted, the
applicant shall pay for the City Attorney’s time in processing the loan. For loans secured
by personal property, the attorney’s time to be incurred is estimated at two to three (2 to
3) hours. For loans secured by real estate, the estimated time is two to four (2 to 4) hours.
The applicant should understand that he/she must also pay for cost of filing documents
and for any other expense to be incurred by the City in processing his/her loan. The
applicant shall pay for all costs and fees at closing.

Closing

The City Attorney will promptly arrange for closing after the Council approves the loan.
Prior to closing, the City Attorney shall verify that the collateral to be pledged is not
pledged against other obligations. One member of the committee is encouraged to attend
closing.

The City Attorney shall prepare all documents for closing including loan agreements,
notes, security pledges, financing statements, mortgages, closing statement and other
such documents as he/she requires. The committee will have full access to such
documents prior to closing.

Abstract/RPC

The applicant should understand that if he/she is pledging real property as collateral,
then an updated abstract or RPC must be provided to and examined by the City Attorney
well before closing.

Insurance

At closing the applicant must provide proof that the pledged collateral is insured for its
fair market value and that the City of Floodwood is named as loss payee on the policy to
the extent of the loan balance.

Amortization Schedule

An amortization schedule shall be prepared, and a copy shall be given to the applicant at
closing.

Loan Documents



The loan documents to be executed at closing shall be those documents at closing shall
be those documents regularly used in sound banking practice. Applicant may not bargain
for any change in the boilerplate language contained in those documents. Any change in
the standard language on notes, mortgages, security pledges, or financing statements
must be specifically approved by the Council.

Check Draft

If the loan proceeds are for the purchase of property, then when practical, the check
should be made payable to both the loan applicant and the seller.

Post-Closing

The applicant shall provide by way of invoice, receipt, written statement, or such other
documents as may be available, proof that the loan proceeds were used for the purpose
for which applicants applied.

File Update

The loan file shall remain in City Hall. The Deputy Clerk shall be informed of in writing
immediately after closing on a loan, the interest rate, monthly payment, principle amount
and date of monthly payment of the loan. The Deputy Clerk shall report at the next
regularly schedule council meeting any defaults on any loan payments. The committee
shall, on the anniversary date of each loan, review the loan to assure compliance. Such
review shall include evaluating the collateral pledged and insurance thereon. The
committee shall report to the Council should it feel the City’s secured position or the
likelihood of payback on the loan is jeopardized.

Open Meeting Law

All meetings of the committee are open to the public. The committee may, in its discretion,
establish a time, date, and place for regular meetings, which will be adopted and approved
by the Council and which regularly scheduled meetings would therefor require no special
notice of date, time, place, and purpose of meeting. Should the committee decide special
meetings are more appropriate, then it shall give notice of the meeting’s date, time, place,
and purpose by posting written notice at City Hall at least three (3) days prior to the
meeting.



FIRST AMENDMENT TO GUIDELINES FOR REVOLVING LOAN
COMMITTEE FLOODWOOD, MINNESOTA

The City Council of Floodwood, Minnesota does by resolution hereby amend the
Guidelines for the Revolving Loan Committee. Amendment is as to the extent that
additional language as follows is added to the Guidelines:

Duties of City Attorney: In addition to those duties of the City Attorney as specified in
the Guidelines, the City Attorney shall also independently evaluate whether the collateral
to be pledged to secure the loan is sufficient. Also, the City Attorney shall independently
evaluate the application and fully report to the City Council his/her opinion of the risk
involved in the proposed loan. The City Attorney shall specifically make a
recommendation to the City Council as to whether to approve or disapprove the loan
based on the risk as determined by the City Attorney.

THIS RESOLUTION IS PASSED BY THE CITY COUNCIL, FLOODWOOD, MINNESOTA this
13th, day of August 1996.

David DeNoyer, Mayor

Joanne Polo, City Clerk

Signatures on file.



