Comments from Zone Administrators about Recycling Market Development Zone (RMDZ) Revolving Loan Fund Regulations (Title 14, Division 7, Chapter 4, Article 1.1, Sections 17930 – 17936 and Article 1.2, Section17939.1 – 17939.5.

These comments were solicited at the ZoneWorks workshop in Santa Rosa on October 31, 2003. 

Article 1.1

Comment 1:  The Board should not delete the term “Low-Interest” in the title of Title 14, Division 7, Chapter 4, Article 1.1, and “Recycling Market Development Zone Low-Interest Revolving Loan Fund.”

Response to comment:  It is the Board’s intent to maintain the interest rate for RMDZ loans at a lower level than comparable bank loans.  This will continue to give recycling-based businesses an alternative source of financing, which costs less than conventional financing.  In the past, use of the term “low interest” seems to have attracted mostly companies that did not need subsidized government financing.  The Board would like to target companies that cannot obtain bank loans on favorable terms.  It is expected that deleting the term “low interest” will help the Board to focus its lending activity on truly needy companies.
Section 17930 Purpose of The Revolving Loan Fund 

Comment  2:  The Board should make a distinction in Section 17930, “Purpose of the Revolving Loan Fund,” between “non-bankable” and “bankable” companies.  

Response to comment:  The terms “bankable” and “non-bankable” are not standard industry terms, and are therefore subjective.  Public Resources Code Section 42023.4(4) requires that the Board approve only loans where applicants can demonstrate the ability to repay them, regardless of how an applicant may be defined.  However, language is being added in this section stating that the purpose of the RMDZ Revolving Loan Fund is to provide “alternative sources of financing” for recycling-based businesses that may not be able to obtain conventional bank financing.  

Section 17931 Definitions

Comment 3:  The Board should define “Eligibility Criteria” in Section 17931, and these criteria should govern the application process.

Response to comment:  Section 17933 (C), Priority Projects, allows the Board to give priority consideration to those projects that satisfy “additional priorities” as determined by the Board.  These additional priorities are identified from time to time in the Board’s Loan Eligibility Criteria.  The Loan Eligibility Criteria allow the Board to maintain the ability to quickly adapt to changing economic and market conditions.  Defining eligibility criteria in the regulations would limit the Board’s ability to respond in a timely manner to the needs of Zone Administrators and recycling-based businesses.  If eligibility criteria were defined in regulations, it could take nine to twelve months to make changes.  It is currently possible to make changes to the eligibility criteria in as little as 60 days. 

Section 17932 Eligible Applicants

Comment 4:  Add more clarifying language to subsection (b).
Response to comment:  This subsection has been deleted. Over the past thirteen years, only one local jurisdiction has applied for a loan.  Furthermore, the Board does not have the legal resources to properly document such a loan.  For communities that need financing, the California Infrastructure and Economic Development Bank has several programs to assist cities and counties. One of these, the Infrastructure State Revolving Fund (ISRF) Program, provides low-cost financing to public agencies for a wide variety of infrastructure projects. ISRF Program funding is available in amounts ranging from $250,000 to $10,000,000, with terms of up to 30 years. Interest rates are fixed for the term of the financing.  
Section 17934 Loan Amounts

Comment 5:  The Board should allow some or the entire 25% company match to come from a “local” loan. 

Response to comment:  The regulations have always allowed the match to come from any source.

Section 17934.5 Interest Rate

Comment 6:  Section 17934.5 explains how the current loan interest rate is determined.  This explanation is too broad.   It should include a “not to exceed” clause and should state that interest rates will be “below market.”  It should be subject to Board review and   be based on recent  “action” by the Board.  It should be specified in the eligibility criteria.

Response to comment:  The revisions to this section clarify the intent of the Board to keep the interest rate as low as possible, while ensuring the long-term sustainability of the Recycling Market Development Revolving Loan Fund.  The current “broad” language gives the Board the flexibility to respond to changing financial and economic conditions, and the needs of Zone Administrators, in a relatively short period of time, without having to revise regulations. As of August 2003, the interest rate is specified in the Eligibility Criteria.  The Board reviews the interest rate every January and July.  

Section 17935 Application Process

Comment 7:  The Board should shorten the application process.  It should include an electronic application form.  The process should also include a pre-qualification using an electronic pre-application, so that Zone Administrators may quickly determine the eligibility of interested recycling-base businesses. It should include a “not to exceed” timeframe for approval of applications.   

Response to comment:  A pre-application step is added in this section to shorten the overall application process for recycling-based businesses. Board staff will be designing an electronic application form as soon as the revised regulations are adopted by the Board and approved by the Office of Administrative Law.  However, given that many applicants submit incomplete applications or have not obtained necessary permits or have not defined how the money will be used, it is not possible to specify an overall timeframe for review of applications.  
Section 17935.1 Application Content

Comment 8:  Add the words “may consist” to the last sentence of subsection (a).

Response to comment:  The words were changed to reflect the suggested language.
Section 17935.2 Loan Agreement

Comment 9:  The Board should not require annual reports from loan recipients.

Response to comment:  The revision to this section removes the requirement for an annual submission.  This allows the Board to request information from loan recipients at any time.  It is consistent with industry practice.  It is required for a loan sale.  It also provides the Board with an “early warning system” to identify potential problem loans.
Comment 10:  Delete the requirement that financial statements be submitted annually.

Response to comment: The word “annually” was stricken from subsection (h). This allows the Board to request information from loan recipients at any time.  It is consistent with industry practice.  It is required for a loan sale.  It also provides the Board with an “early warning system” to identify potential problem loans.
Section 17939.1 Purpose of Leveraging the Revolving Loan Fund

Comment 11:  The Board should add program sustainability language in this section.  This would clarify that leveraging will not only increase the amount of funding for recycling-based businesses, but will also help sustain the fund in to the future.

Response to comment:  The Board also believes that it is critically important to make the loan program sustainable.  Public Resources Code (PRC) section 42023.1(h) requires funds to be transferred from the Integrated Waste Management Account for administration of the loan program if there are not sufficient funds in the RMDZ Subaccount.  Also, PRC section 42023.2(a) requires the Board to transfer up to $5 million “as necessary” to meet loan demand.  Over the past 13 years, the Board has transferred funds to the RMDZ Subaccount in eleven of those years.  Sufficient funds were available in the RMDZ Subaccount during the other two years.  In addition, staff estimates that the loan program is now sustainable based on the increase in the RMDZ loan interest rate, even though the RMDZ loan interest rate is still ½ of the current conventional market rate of interest.

Section 17939.3 Types of Leveraging Entities and Programs

Comment 12:  Clarify “other” in subsection (g).

Response to comment:  The word “other” was stricken from this section.

General Program Comments:

Comment 13:  The Board should conduct an annual review of the RMDZ Loan program’s Eligibility Criteria.

Response to comment:  The Board has the ability to review the Eligibility Criteria as often as is necessary.  It is expected that the Board will again be considering the Eligibility Criteria within the next six months.

Comment 14:  RMDZ funds should not be used to cover non-RMDZ staff expenses.

Response to comment:  Board staff is currently working to change the funding source for those non-RMDZ programs, which are currently funded by the RMDZ Subaccount.  Nevertheless, in the past, the Board transferred funds from the Integrated Waste Management Account to the RMDZ Subaccount to cover those non-RMDZ expenses.  

