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written authorization to withdraw any 
sequestered funds. 

(ii) Persistent non-compliance. An RLF 
Recipient will generally be allowed a 
reasonable period of time to lend ex-
cess funds and achieve the applicable 
capital utilization percentage. How-
ever, if an RLF Recipient fails to 
achieve the applicable capital utiliza-
tion percentage after a reasonable pe-
riod of time, as determined by EDA, it 
may be subject to sanctions such as 
suspension or termination. 

(d) Loan default rates. (1) EDA shall 
monitor the RLF Recipient’s loan de-
fault rate to ensure proper protection 
of the Federal Share (as defined in 
§ 314.5 of this chapter) of the RLF prop-
erty, and request information from the 
RLF Recipient as necessary to deter-
mine whether it is collecting loan re-
payments and complying with the fi-
nancial obligations under the RLF 
Grant. Such information may include: 

(i) A written analysis of the RLF Re-
cipient’s portfolio, which shall consider 
the Recipient’s business plan, loan and 
collateral policies, loan servicing and 
collection policies and procedures, the 
rate of growth of the RLF Capital base, 
and detailed information on any loan 
in default; and 

(ii) A corrective action plan subject 
to EDA’s approval, which shall include 
specific actions the RLF Recipient 
must take to reduce the loan default 
rate; and 

(iii) A quarterly status report indi-
cating the RLF Recipient’s progress on 
achieving the milestones outlined in 
the corrective action plan. 

(2) Failure to provide the information 
requested and to take steps to protect 
the Federal Share may subject the 
RLF Recipient to enforcement action 
under § 307.21 and the terms and condi-
tions of the Grant. 

[71 FR 56675, Sept. 27, 2006, as amended at 73 
FR 62868, Oct. 22, 2008] 

§ 307.17 Uses of capital. 
(a) General. RLF Capital shall be used 

for the purpose of making RLF loans 
that are consistent with an RLF Plan 
or such other purposes approved by 
EDA. To ensure that RLF funds are 
used as intended, each loan agreement 
must clearly state the purpose of each 
loan. 

(b) Restrictions on use of RLF Capital. 
RLF Capital shall not be used to: 

(1) Acquire an equity position in a 
private business; 

(2) Subsidize interest payments on an 
existing RLF loan; 

(3) Provide for borrowers’ required 
equity contributions under other Fed-
eral Agencies’ loan programs; 

(4) Enable borrowers to acquire an in-
terest in a business either through the 
purchase of stock or through the acqui-
sition of assets, unless sufficient jus-
tification is provided in the loan docu-
mentation. Sufficient justification 
may include acquiring a business to 
save it from imminent closure or to ac-
quire a business to facilitate a signifi-
cant expansion or increase in invest-
ment with a significant increase in 
jobs. The potential economic benefits 
must be clearly consistent with the 
strategic objectives of the RLF; 

(5) Provide RLF loans to a borrower 
for the purpose of investing in interest- 
bearing accounts, certificates of de-
posit or any investment unrelated to 
the RLF; or 

(6) Refinance existing debt, unless: 
(i) The RLF Recipient sufficiently 

demonstrates in the loan documenta-
tion a ‘‘sound economic justification’’ for 
the refinancing (e.g., the refinancing 
will support additional capital invest-
ment intended to increase business ac-
tivities). For this purpose, reducing the 
risk of loss to an existing lender(s) or 
lowering the cost of financing to a bor-
rower shall not, without other indicia, 
constitute a sound economic justifica-
tion; or 

(ii) RLF Capital will finance the pur-
chase of the rights of a prior lien hold-
er during a foreclosure action which is 
necessary to preclude a significant loss 
on an RLF loan. RLF Capital may be 
used for this purpose only if there is a 
high probability of receiving com-
pensation from the sale of assets suffi-
cient to cover an RLF’s costs plus a 
reasonable portion of the outstanding 
RLF loan within eighteen (18) months 
following the date of refinancing. 

(c) Compliance and Loan Quality Re-
view. To ensure that the RLF Recipient 
makes eligible RLF loans consistent 
with its RLF Plan or such other pur-
poses approved by EDA, EDA shall re-
quire an independent third party to 
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conduct a compliance and loan quality 
review for the RLF Grant every (3) 
three years. The RLF Recipient may 
undertake this review as an adminis-
trative cost associated with the RLF’s 
operations, provided the requirements 
set forth in § 307.12 are satisfied. 

(d) Use of In-Kind Contributions. In- 
Kind Contributions may satisfy Match-
ing Share requirements when specifi-
cally authorized in the terms and con-
ditions of the RLF Grant and may be 
used to provide technical assistance to 
borrowers or for eligible RLF adminis-
trative costs. 

[73 FR 62868, Oct. 22, 2008] 

§ 307.18 Addition of lending areas; 
merger of RLFs. 

(a)(1) Addition of Lending Areas. An 
RLF Recipient shall make loans to im-
plement and assist economic activity 
only within its EDA-approved lending 
area, as set forth and defined in the 
RLF Grant and the Plan. An RLF Re-
cipient may add an additional lending 
area (an ‘‘Additional Lending Area’’) to 
its existing lending area to create a 
new merged lending area (the ‘‘New 
Lending Area’’) only with EDA’s prior 
written approval and subject to the fol-
lowing provisions and conditions: 

(i) EDA shall have disbursed the full 
amount of its Investment Assistance to 
the RLF Recipient; 

(ii) The Additional Lending Area 
must fulfill the economic distress cri-
teria for Economic Adjustment Invest-
ments under this part and in accord-
ance with § 301.3(a) of this chapter; 

(iii) Prior to EDA’s disbursement of 
additional funds to the RLF Recipient 
(for example, through a recapitaliza-
tion), EDA shall determine a new In-
vestment Rate for the New Lending 
Area based on the criteria set forth in 
§ 301.4 of this chapter; 

(iv) The RLF Recipient must dem-
onstrate that the Additional Lending 
Area is consistent with its CEDS, or 
modify its CEDS for any such Addi-
tional Lending Area, in accordance 
with § 307.9(b)(1); 

(v) The RLF Recipient shall modify 
its Plan to incorporate the Additional 
Lending Area and revise its lending 
strategy, as necessary; 

(vi) The RLF Recipient shall execute 
an amended RLF Grant award agree-
ment, as necessary; and 

(vii) The RLF Recipient fulfills any 
other conditions reasonably requested 
by EDA. 

(2) The New Lending Area designa-
tion shall remain in place indefinitely 
following EDA approval. 

(b) Merger of RLFs—(1) Single RLF Re-
cipient. An RLF Recipient with more 
than one (1) EDA-funded RLF Grant 
may consolidate two (2) or more EDA- 
funded RLFs into one (1) surviving 
RLF with EDA’s prior written approval 
and provided: 

(i) It is up-to-date with all semi-an-
nual reports in accordance with § 307.14; 

(ii) It demonstrates a rational basis 
for undertaking the merger (for exam-
ple, the lending area(s) and borrower 
criteria identified in different RLF 
Plans are compatible, or will be com-
patible, for all RLFs to be consoli-
dated); 

(iii) It amends and consolidates its 
Plan to account for the merger of 
RLFs, including items such as the New 
Lending Area (including any Addi-
tional Lending Area(s)), its lending 
strategy and borrower criteria; 

(iv) Prior to EDA’s disbursement of 
additional funds to the RLF Recipient 
(for example, through a recapitaliza-
tion), EDA shall determine a new In-
vestment Rate for the New Lending 
Area based on the criteria set forth in 
§ 301.4 of this chapter; and 

(v) The RLF Recipient fulfills any 
other conditions reasonably requested 
by EDA. 

(2) Multiple RLF Recipients. Two (2) or 
more RLF Recipients may consolidate 
their EDA-funded RLFs into one (1) 
surviving RLF with EDA’s prior writ-
ten approval and provided: 

(i) The surviving RLF Recipient is 
up-to-date with all semi-annual reports 
in accordance with § 307.14; 

(ii) The surviving RLF Recipient 
amends and consolidates its Plan to ac-
count for the merger of RLFs, includ-
ing items such as the New Lending 
Area (including any Additional Lend-
ing Area(s)), its lending strategy and 
borrower criteria; 

(iii) Prior to EDA’s disbursement of 
additional funds to the surviving RLF 
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