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*CASH Oregon
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Program
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College SBDC
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-Lake County Development
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-Oregon Opportunity Network
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-Partnership to End Poverty

Polk Community Development
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-Portland Community College
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*PSU-Business Outreach Program
‘Rogue Community College SBDC
‘Rose Community Development
-Rural Development Initiatives
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-Southern Oregon Regional
Economic Development (SOREDI)
-Sterling Savings Bank

-Treasure Valley Community
College SBDC

~Trillium Artisans

-US Bank

‘Umpgua Community College
SBDC

‘Umpqua CDC

*Washington Mutual

‘Washington State Microenterprise
Association

‘Wells Fargo

‘Willamette Neighborhood Housing
Services

‘Wy'East Resource Conservation &
Development Council
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Oregon Microenterprise Network (OMEN)

Helping Oregon's Smallest Businesses Succeed
1220 SW Morrison, Suite 805-Portland, Oregon 97205

Telephone: 503/546-9913 Fax: 503/808-9031
Website: www.oregon-microbiz.org

November 23, 2009

Branch Chief

Regulations and Paperwork Management Branch
U.S. Department of Agriculture

Stop 0742

1400 Independence Ave., SW

Washington, D.C. 20250-0742

Re: Comments to Proposed Rule, Rural Microentrepreneur Assistance Program,
7 CFR 4280 (published October 7, 2009)

Dear Chief:

Pursuant to the Proposed Rule for the Rural Microentrepreneur Assistance
Program (RMAP), 7 CFR 4280 published October 7, 2009, the Oregon

Microenterprise Network (OMEN) submits the following comments.

About OMEN and the Microenterprise Service Providers in Oregon

OMEN was founded in 1998 as a statewide nonprofit network of organizations
and programs that support, strengthen, and grow Oregon’s small businesses.
Aside from the microenterprise development organizations that make up 70% of
its membership, OMEN members include financial institutions, small business
development centers, economic development organizations, community
development corporations, state and local government agencies, chambers of
commerce, business associations, revolving loan fund programs and small
business owners. OMEN serves microenterprise development practitioners by
providing training, consulting, capacity building, access to capital, access to
markets, asset development, intermediary funding when available, and public
education. OMEN's mission is to increase opportunities for economically
and geographically disadvantaged entrepreneurs by building the capacity
and quality of Oregon’s microenterprise and entrepreneur development
service providers. OMEN is a microenterprise development organization that
has a demonstrated record of delivering microenterprise services to MDOs and
the disadvantaged entrepreneurs in Oregon.

OMEN supports these organizations and the entrepreneurs they serve through
the following core services:
e Best Practices Training Opportunities: OMEN conducts various training
opportunities statewide for its member organizations such as the Annual
Oregon Summit on Entrepreneurship and training programs specific to its



core programs. OMEN has provided best practices training for Oregon MDOs for eleven years.

o MarketLink: Access to Markets technical assistance program that provides market research at
no cost to low-income entrepreneurs and partner organizations. OMEN has provided this
service for three years, reaching on average 200 entrepreneurs annually.

e CapitalLink: Access to Credit Program that provides microloans to small businesses in rural
areas of Oregon. OMEN has provided this service for three years with an average loan size of
$7,000.

e OMEN’s Asset Building Corps VISTA: The VISTA Program places paid volunteers at OMEN's
member organizations throughout the state to conduct specific asset building programs (i.e.,
microenterprise development programs, Individual Development Accounts) and other capacity
building programs. OMEN has provided this service to MDOs for eight years and the Program has
built the capacity of over 80 organizations.

Throughout Oregon, OMEN'’s membership of over 70 small business development organizations and its
supporters provides direct services to entrepreneurs in some of the farthest reaching rural counties and
economically challenged areas of Oregon. OMEN supports these organizations and the entrepreneurs they
serve through the core services listed above. OMEN has a demonstrated track record serving as an
intermediary building the capacity of Oregon’s MDO community, enabling Oregon MDOs to effectively serve
more disadvantaged entrepreneurs throughout Oregon.

In 2008 OMEN and its network served 12,740 entrepreneurs from the following populations:
62% low-income as defined as 80% of below HUD AMI
«  54% women
= 32% ethnic minorities
= 11% immigrant/refugees
In 2008 OMEN members provided technical assistance, business consulting, access to markets
and access to credit, resulting in entrepreneurs creating:
= 2,067 new jobs;
« 846 new businesses;
= And retaining 10,812 existing jobs.
= MarketLink queries in 2008 resulted in 37 business expansions through new product
launches, access to new markets and new sales leads.
« From 2007-2009, the CapitalLink Program and the Trimet Revolving Loan Fund
(managed by OMEN) collectively disbursed over $241,000 in loan funds to 17 small
businesses.

Note: OMEN’s comments regarding RMAP borrow heavily from the Microenterprise Anti-Poverty
consortium’s comments (MAP). MAP is a collaborative of national leaders in microenterprise
development. For the purposes of these comments, MAP represents the Corporation for Enterprise
Development (CFED), the Center for Rural Affairs (CfRA), the Association for Enterprise Opportunity
(AEO), and the Oregon Microenterprise Network (OMEN).
Our comments address several specific areas:

1. Definitions.

2. Administrative concerns.

3. "Enhancement Grant" program structure.

4. Loan program structure and provisions.

5. Technical Assistance grant structure.
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6. Application scoring.
7. Program funding structure.

Note: All references below to “the law” or “the statute” refer to section 6022 of the Food, Conservation, and
Energy Act of 2008 (P.L. 110-246). All references to "report language” refer to H.Rept.110-256 Sec.367.

1. Definitions

84280.302, Definition of “Significant outmigration”

The definition of “significant outmigration” is too restrictive. The proposed definition rejects definitions of
the term (or a similar term) that already exists in law or proposed in legislation. Section 223 of the
“American Jobs Creation Act of 2004” (P.L. 108-352, 118 Stat. 1418) defines “high migration rural
county” for purposes of eligibility for New Market Tax Credit investments. For this purpose, “high
migration rural county” is defined as any county which has experienced net out-migration of inhabitants
from the county of at least 10 percent during a 20-year period ending with the year in which the most
recent census was conducted.

Section 101(3) of the “New Homestead Act of 2007” (S. 1093 as well as the “New Homestead Act of
2006," H.R, 5380; the “New Homestead Act of 2005,” S. 675; and the “New Homestead Act of 2003,” S.
602 and H.R. 2194) employs a similar definition of “qualifying county” for eligibility of the various
provisions proposed in that legislation: a county outside a metropolitan statistical area (defined as such
by the Office of Management and Budget) experiencing in a 20-year period a net out-migration of
inhabitants from the county of at least 10 percent of the population of the county.

The proposed rule not only ignores these common and already used definitions of “significant
outmigration,” but also ignores the past and current reality of rural demographics. As a result, the
applicability of RMAP is severely limited. Assuming that RMAP awards funds in 2010, the rule as
written would require funding to be partially determined based on the 1980 Census. Many rural areas
experienced a population revival during parts of the 1990s, while witnessing significant declining
population in the latter half of the 1990s and during the 2000s. Making funding decisions partially based
on the demographic status of communities 30 years ago does not recognize current needs. The rule as
written would result in a severe limiting of the number of rural areas that are actually experiencing
significant outward migration from participating in RMAP.

OMEN recommends...

84280.302(a), Definition of microentrepreneur and microenterprise

This definition states that "...All microentrepreneurs assisted under this regulation must be located in rural
areas." Statute calls for microenterprises to be located in rural areas, and not necessarily for
microentrepreneurs to live in rural areas. While some entrepreneurs do work from home, our concern is that
an entrepreneur that provides a service or operates a microbusiness in a rural area may be disqualified from
participation under this definition.

OMEN recommends changing this definition to read "...All microenterprises assisted under this regulation
must be located in rural areas."

84280.316(b)(3)(ii)) and Defining Socially Disadvantaged Microentrepreneurs

The scoring rules concerning provision of Technical Assistance to microentrepreneurs, 84280.316(b)(3)(iii),
contains a reference to an undefined group of "socially disadvantaged" microentrepreneurs. Specifically, we
are concerned that it is not stated whether “socially disadvantaged” includes gender (presumably female
microentrepreneurs). This is inconsistent from §4280.316(b)(v) of the Proposed Rule (“Diversity of microloan
portfolio.”) where gender is a specifically mentioned demographic group.
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OMEN recommends either (a) including a definition for "socially disadvantaged" under §4280.302 that
includes women and other disadvantaged groups, or (b) expanding 84280.316(b)(1)(v) to include an
explanation of the term "socially disadvantaged.” Ultimately, we believe that female microentrepreneurs
should be considered “socially disadvantaged” for the purposes of any provision under the Proposed Rule.

2. Administrative Concerns

Applications by Collaboratives

The Proposed Rule should be clarified on the ability of multiple groups to collaborate on an application (i.e.
statewide microenterprise associations, microenterprise intermediaries, statewide community action
agency/programs, etc.). Many such collaboratives could prove valuable in unserved and underserved rural
areas, and bring together efficient and effective microenterprise development services among multiple
MDOs.

OMEN recommends that the Final Rule be clarified to allow applications by such collaboratives where other
eligibility requirements are met.

(N(B)YT6 (Pp. 51714-51715), Announcement of Funding Availability

This paragraph states that the availability of funds will be announced annually in the Federal Register, but
does not provide a date fixed or a proxy against which Microenterprise Development Organizations (MDOSs)
can expect to learn of funding availability. OMEN understands that the Congressional appropriations process
is unpredictable, and that it would prove difficult for USDA to set a specific date or even quarter by which
funding would be made available in any given Fiscal Year. At the same time, we are also seeking maximum
transparency throughout the RMAP process.

OMEN proposes that USDA set a timeline for notice of funding availability that both reflects the
Congressional funding process and allows for greater accountability to RMAP participants. We recommend
that notice of funding availability be made either (a) no later than 45 days after the enactment of the
appropriate spending bill, or (b) no later than 30 days after the disbursement of funds and/or budget authority
to USDA.

3. "Enhancement Grants" Program Structure

84280.310(a)(5), Enhancement Grants

Section 6022(b)(4)(A) of the statute addresses “Grants to Support Rural Microenterprise Development.” As
stated in the law, these grants are made to MDOs to “provide training, operational support, business
planning, and market development assistance, and other related services to rural microentrepreneurs.” After
careful examination of both statute and accompanying report language, OMEN believes that USDA has
misinterpreted this provision and created a grant process (i.e. the "Enhancement Grants") that fails to
address Congressional intent.

First, a plain reading of the statute shows the primary intent to be the provision of operating grants to MDOs,
in order for them to better serve rural microentrepreneurs. Removing examples of the type of technical
assistance, the statutory section reads (with the critical words underlined): “The Secretary shall make grants
to microenterprise development organizations to (1) provide training ... to rural microentrepreneurs ...” Taken
at face value, we believe that the proposed "Enhancement Grant" method is not an accurate regulatory
representation of statute.

In addition, report language accompanying the statute (H.Rept. 110-256 Sec.367(b)(3)) provides further
guidance in stating that "The Secretary may make a grant under the program to a qualified organization (i) to
provide training, operational support, or a rural capacity building service to a qualified organization to assist
the qualified organization in developing microenterprise training, technical assistance... and other related
services..." The proposed "Enhancement Grant" also fails to meet stated Congressional intent as expressed
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in the law's report language, primarily by awarding grants to MDO trainees rather than MDO trainers as
mandated.

The result of these misinterpretations are that the "Enhancement Grant" proposed by USDA does not result
in technical assistance to rural microentrepreneurs as intended by the law nor as a tool for broader field-wide
capacity building as further outlined in the report language. While capacity building can involve the staff
development purposes expressed in the “Enhancement Grants” provision, capacity building of the rural
microenterprise development field as a whole provides a broader scope by which to build the field's
infrastructure capacity. As a general rule, rural MDOs have few resources for technical assistance for their
clients, and RMAP should be designed and implemented to help to fill the gaps in service that exist in many
rural areas.

OMEN proposes deleting the "Enhancement Grant" program as suggested by USDA in the Proposed Rule,
and replacing it with a "Rural Microenterprise Field Technical Assistance Grant" that adheres to both statute
and report language. This grant should have two tracks for which an MDO can apply: (a) providing MDOs
with core funding to operate their technical assistance programs, and (b) providing a microenterprise
collaborative (e.g. State Microenterprise Association, etc.) with funding for large-scale, field-wide capacity
building.

To achieve maximum reach, OMEN recommends that MDOs be permitted to participate in the "Rural
Microenterprise Field Technical Assistance Grant" without also having to participate in the lending portion of
the broader RMAP program.

In addition, OMEN also proposes that operating/technical assistance grants to intermediaries be given the
imperative, with funding provided under the "Rural Microenterprise Field Technical Assistance Grant" split on
a 4:1 ratio towards providing MDOs with core funding.

Lastly, should the Agency implement this recommendation, it will need to develop a separate application
scoring process designed to gather and evaluate information on the applicant's capacity to provide such
services and/or their proposed plan for doing so.

4. Loan Program Structure and Provisions

84280.311(e), Loan provisions for Agency loans to Microlenders.

The Proposed Rule sets the maximum amount that any MDO may borrow in a single year at $500,000, and
the aggregate debt owed to the program by any single MDO at no more than $2,500,000. Since the purpose
of RMAP is, in part, to increase the number of loans made to rural microenterprises, then it would be best not
to set a low limit in the level of funding that can be provided. While most rural MDOs will not borrow the
maximum amount, large lenders that can demonstrate success in making and managing a large volume of
loans should have the opportunity to do so.

OMEN recommends raising these amounts to $1 million and $4 million, respectively. In addition, the
maximum amount of the accompanying TA grant received by the MDO (currently set in the Proposed Rule at
$100,000) should also increase in conjunction with these higher limits. As statute mandates that not more
than 25% of the total outstanding balance of microloans made by the MDO, OMEN recommends that TA
grants received under the loan provisions of RMAP be the maximum allowable by law.

84280.311(d)(10), Disbursement of loan funds to MDOs.
84280.311(d)(11), Deadline for making microloans.
84280.311(d)(12), Microloan "pipeline."

This section of the Proposed Rule outlines Agency lending to MDOs, as well as MDO re-lending to
microentrepreneurs. In particular, the Proposed Rule states that MDOs will be eligible to receive a
disbursement of up to 25 percent of the total loan amount at the time of the loan closing, with additional
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disbursements available on a quarterly basis. In addition, an MDO must make a loan within 30 days of any
disbursement, and must furthermore justify disbursements with a description of their incoming "microloan
pipeline." The Proposed Rule goes on to explain that the disbursement, the deadline for making microloans,
and the reference to the "microloan pipeline" all serve to "...ensure that microlenders utilize their funding in an
appropriate manner..."

While OMEN recognizes and applauds the Agency's initiative to prevent misuse of funds, we believe that the
proposed process is highly problematic, disruptive, and potentially damaging to the success of RMAP.

First, the quarterly disbursement of loan dollars is cumbersome and unnecessary. If the Agency's goal in
restricting loan disbursements is to ultimately prevent the misuse of the loan dollars as well as the Technical
Assistance grant dollars that accompany those loan dollars, a better way to do this would be to allow the
MDO to draw down as needed and receive annual or quarterly Technical Assistance grants based on
statutory allowances, program performance, and demonstrated training and technical assistance needs. As
currently designed an MDO with four loans from the Agency would need to keep track of four RMRF
accounts, and submit various reports per year. These regulations are unnecessarily burdensome, and could
deter many small, rural MDOs from participating in RMAP.

Second, the Proposed Rule states that an MDO must make one or more microloans within 30 days of any
disbursement it receives from USDA. Again, we feel that the Agency's unstated goal is to prevent the draw
down of loan dollars for the purpose of receiving and possibly misusing TA grants. We feel that this rule is
unnecessary and laden with unintended consequences. Should a microloan fall through on the day of
closing, an MDO would be in violation of this rule through no fault of their own. We believe that the
comprehensive approach stated above, or one similar to that, would better accomplish both the goals of the
Agency and of MDOs.

Lastly, the Proposed Rule states that requests by MDOs for loan disbursement must be accompanied by a
description of the incoming "microloan pipeline." This rule has two very serious flaws: (a) it conflates borrower
interest in pursuing a microloan with the certainty of that borrower qualifying for a microloan, and (b) it fails to
consider the impact of unpredictable economic factors and outside forces.

A "microloan pipeline," as the term is used in the microenterprise field, is not a predictor of future borrowers
but rather an expression of loans in the process of closing. While an MDO may work to forecast demand for
microloans, the incoming pipeline is ultimately unpredictable and does not provide a reliable proxy by which
to judge the intent of MDOs requesting a loan disbursement.

Again, OMEN recommends allowing MDOs to draw down as needed and receive annual or quarterly
Technical Assistance grants based on statutory allowances, program performance, and demonstrated
needs. This recommendation includes eliminating the requirement that an MDO must make a microloan
within 30 days of a disbursement received by USDA, and that the "microloan pipeline" be utilized as an
indicator of microloan demand.

(IV)(F) (Pp. 51718), Regulatory Flexibility Act and the RMRF

This section of the rule clearly states that "Rural Development estimates that most of the administrative costs
incurred by MDOs patrticipating in the program will be covered by the interest rate spread between the one
percent loan from Rural Development and the interest rate on loans made to the microentrepreneur by the
MDO." However, this explanation of the role of income from microloans is not formally codified in Subpart D.
Furthermore, Section 4280.311(a) of the Proposed Rule states that interest earnings accrued by the RMRF
will become part of the RMRF and may be used only for limited purposes, primarily additional loans,
payments to USDA, and, with advance notice to supplement the LLRF (84280.311(d)(2).

OMEN recommends that USDA clarify that Section 4280.311(a) applies only to interest earnings on the
underlying USDA loan to the MDO. In addition, USDA should codify that interest income from microloans: (a)
need not be deposited into the RMRF, and/or (b) may be deposited and withdrawn from the RMRF without
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restriction. Failure to clearly allow MDOs to keep and use microloan interest income would likely render
RMAP unusable for MDOs.

84280.311(H)(2), Loan Loss Reserve Fund Capitalization
84280.311(f)(4) LLRF Funded in Advance

These sections of the Proposed Rule establish the rules and capitalization requirements of the loan loss
reserve fund (LLRF) required pursuant to Section 6022(b)(3)(C) of the law. The Proposed Rule requires that
the loan loss reserve be capitalized "in advance,” and that it must be capitalized with non-federal funding.

Our work with rural MDOs and entrepreneurship development efforts indicates that sources of private funding
are highly scarce in rural areas. Local and state public resources are also very limited, and declining due to
current economic and budget circumstances. As a result, many rural MDOs are highly dependent upon
federal funds to operate. We are concerned that these rural MDOs will automatically be excluded from
RMAP because they have no (or limited) non-federal and particularly private funds to capitalize a loan loss
reserve.

OMEN recommends that USDA allow federal funds, such as Community Development Block Grant
resources, to be used to capitalize the LLRF.

5. Technical Assistance Grants Structure

84280.312(c), Technical Assistance Grants to MDOs

The Proposed Rule states that TA grants can only be used for people that have “received one or more
microloans” from the MDO. This is contrary to statute, which explicitly states that these TA grant funds can
be used for services to microentrepreneurs that “are seeking a loan from the” MDO (Section
6022(b)(4)(B)(i)(I)). The law clearly intends to support microentrepreneurs who are owners and operators of
rural businesses or prospective owners of operators of rural businesses. The definition of
“microentrepreneur” in both the law and Proposed Rule include both existing and prospective
microentrepreneurs. This section ignores the need for training and technical assistance for prospective
borrowers as mandated by law.

OMEN recommends that the TA grant structure allow for the training and technical assistance of prospective
microentrepreneurs as well as existing microentrepreneurs by awarding TA grants quarterly or annually,
based on statutory allowances, program performance and demonstrated need. In addition, OMEN also
recommends that, during the first year of an intermediary's participation in RMAP, the TA grant should be a
full-year grant based on the amount of the loan to the intermediary.

6. Application Scoring

Use of “Outmigration” in the Application and Scoring Process

The term “outmigration” or “outward migration” appears only once in Section 6022 of the Food,
Conservation, and Energy Act of 2008. It appears only in Section 6022 (b)(4)(A) as a criterion for
selection of the “Grants to Support Rural Microenterprise Development.” The reason that the term is
included is to bring attention to the fact that areas that suffer from significant outmigration are also
unserved or underserved in terms of microenterprise development in particular and economic
development capacity in general. However, the Proposed Rule contains “outmigration” as an
evidentiary item at several places in the application process and several places as a scoring criterion.
OMEN recommends that any use of “outmigration” as a criterion or data point for applications be limited
to grants under Section 6022 (b)(4)(A) of the law.

General Scoring Structure
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Section 4280.316(a) of the Proposed Rule provides up to 45 points for all loan applications. §4280.316(a)(4)
requires that resumes of all staff on the MDQO'’s organizational chart be provided in the application, and up to
five points are awarded for both the “quality” of staff resumes and for inclusion of the organizational chart.
Meanwhile, the same number of points is awarded for the MDOs understanding of microlending. The
allocation of points for the basic scoring of all applicants fails to recognize what is important for MDOs to
properly serve rural microentrepreneurs. The ability of staff to administer the program can be determined
through other required application items and through MDO history, and the points awarded for resumes and
an organizational chart could be focused elsewhere.

84280.316(b), Scoring Structure for Microlenders with Three or More Years of Experience

Under 84280.316(b)(1), History of Provision of microloans, subparagraphs (ii) through (iv), award up to 8
points for the percentage of the number and amount of loans made in rural areas, but only up to 4 points for
the number and amount of microloans made in rural areas. Our strong recommendation is that if the goal of
RMAP is to maximize the number and value of loans made to rural microenterprises, then the scoring system
should provide relatively more points to lenders with a history of making larger numbers (and a larger dollar
value) of microloans in rural areas, regardless of the percentage of their total microloan portfolio those loans
represent. In other words, a lender that has made 40 microloans in rural areas that represent 10% of its total
portfolio should receive a relatively higher score than a lender that has made 4 loans in rural areas that
represent 100% of its total portfolio.

OMEN recommends that the scoring structure for microlenders with more than three years of experience be
changed to value that experience, by awarding lenders that have made larger numbers (and lent more
dollars) to microentrepreneurs.

84280.316(c),Scoring Structure for Microlenders with Less than Three Years of Experience

The scoring system for microlenders does not request any historic information on the organization's
microenterprise activities, beyond the date of which it opened its doors for business as an MDO or similar
entity. While it is understandable that the Proposed Rule would not request or substantially weigh historic
data for an organization that is less than a year old, for an organization between 1 and 3 years old, certainly
information on the organization’s loan volume, diversity, history of TA provision, and portfolio management
and quality is relevant, and in fact, essential to the application and scoring process. If such data is not
submitted and evaluated, the Agency runs the risk of selecting organizations for funding that may have
developed strong plans, but failed to execute them well during their initial years of operation.

OMEN recommends that all applicants with more than one year of operations as an MDO be required to
submit information on their loan volume, diversity, history of TA provision and portfolio quality, and that this
information be evaluated in the scoring process.

84280.316(b)(1)(v), Diversity of Microloan Portfolio

This Proposed Rule provides points for how closely an MDOs microloan portfolio tracks the demographics of
their service area. The history of microenterprise in the United States revolves heavily around serving
traditionally underserved markets of entrepreneurs; specifically minorities and women. As such, many MDOs
specialize in serving certain traditionally underserved population segments of their service area. We are
concerned that this rule would penalize MDOs for reaching out to these populations.

OMEN recommends that the scoring structure be altered so that the applications of MDOs that have stated
missions to provide services to underserved populations are scored appropriately.

84280.316(b)(5), Administrative Expenses

Section 4280.316(b)(5) of the Proposed Rule concerns use of TA grant funds (connected to the loan to
MDOs) for administrative expenses by an MDO. The statute allows not more than 10 percent of the TA grant
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to be used to pay for administrative expenses (Section 6022 (4)(C)). The Proposed Rule arbitrarily provides
points on an application according to how much below 10 percent an MDO proposes using for administrative
expenses, providing zero points for 8 to 10 percent of the TA grant used for administrative expenses. An
MDO could be penalized for doing precisely what the law allows. This section of the rule also has the
potential to penalize non-profits (a focused eligible organization throughout the Proposed Rule) that may
have no other access to funds for administrative expenses.

OMEN recommends eliminating the point system for MDO proposals on use of TA grant funds connected to
loans to MDOs for administrative expenses, and replacing it with a statement on administrative expenses
that conforms to the law.

84280.316(b)(2), Portfolio Management

This section proposes to use a set of measures of portfolio performance that (a) are not commonly used in
the microenterprise and community development field, and (b) would not provide full or sufficient information
on the level of risk in the applicant’s loan portfolio. Specifically, 84280.316(b)(2)(i) requests that applicants
“enter the total number of your microloans paying on time for the three previous fiscal years.” The term
“paying on time for the three previous fiscal years” is not defined, and could be interpreted numerous ways,
including: the number of outstanding loans that never experienced a late payment over the course of the
year, the number of loans that were current at year-end, or the number of loans that paid off as scheduled
during the course of the year. However this term might be defined by the applicant, none of the above is a
widely-accepted measure of portfolio quality in the microenterprise or community development finance
industry.

Furthermore, 84280.316(b)(2)(ii) requires applicants to “enter the total number of microloans 30 to 90 days in
arrears or that have been written off at year end.” There are several issues with this approach. First, it
conflates delinquent loans with loan losses, which are typically reported and assessed separately (in part
because the commonly-accepted definitions of these measures require different denominators when
calculating a percentage value). Second, the measures required in the Proposed Rule involve the number of
late or written off loans, not the dollar value of those loans. In assessing the level of risk in a portfolio, it is the
value of loans at risk rather than the number that is most significant -- as a delinquent or bad loan of $40,000
will necessarily pose more risk to a portfolio than a delinquent or bad loan of $4,000. Finally, the approach in
the Proposed Rule does not request information on loans that are greater than 90 days in arrears, but have
not yet been written off. These are the delinquent loans that generally pose the greatest risk to the lender,
particularly if the lender does not have or adhere to a strict policy and time frame for writing off loans that
have become significantly delinquent.

OMEN would instead recommend that in assessing portfolio quality, the Proposed Rule request that
applicants provide information for the past three fiscal years on the following three measures:

o Portfolio at risk: defined as the outstanding principal balance of loans with payments greater than
30 days past due, divided by the total dollar amount of outstanding loans, as of the last day of the
fiscal year.

e Loan loss rate: defined as the total dollar value of loans declared as written off or
nonrecoverable, net of recoveries, divided by the average outstanding value of the portfolio over
the course of the fiscal year.

e Restructured loan rate: the dollar amount of all loans that have been restructured, divided by the
total dollar amount of outstanding loans as of the last day of the fiscal year.

Note that we believe it is important to examine loans that have been restructured, as well as those that are
delinquent and/or written off, because those loans do indicate risk to the portfolio.
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7. Program Funding Structure

The Proposed Rule contains no explanation of the division of funding among the components of the
program, nor does it explain how much of the money allocated to the program by Congress comes in the
form of loan subsidies or can be treated as such. Without this knowledge, it is impossible to understand the
priority of funding for the different programs under RMAP, or to make a detailed recommendation on how
funding should be used across program activities based on the needs of the rural microenterprise
development field.

OMEN recommends that USDA formally circulate this information for public comment, including the subsidy
rate that will be used to calculate the RMAP loan program level, as this information may require commenters
(including OMEN) to alter its comments and suggestions.

In summary, based on our reading of the Proposed Rule, as well as comments by OMEN’s national partner,
CFED, three main concerns regarding RMAP are that RMAP:

1. Does not award grant funds for the training and technical assistance operations of successful RMAP
applicants. OMEN believes that this omission is in contradiction with the RMAP law, in which there is a clearly
stated intent to provide this kind of core program funding.

2. Contains an unnecessarily complicated process for the disbursement of loan funds to lenders participating
in RMAP. We are concerned that if these rules are not revised, the cumbersome methods outlined for loan
disbursement will keep many qualified rural microenterprise development organizations from participating in
RMAP.

3. Does not explicitly state that income earned from RMAP loans to microborrowers belongs to the lender.
While we believe that USDA intends to allow microlenders to keep earnings on microloans, we believe that
this needs to be explicitly stated in the appropriate section of the RMAP Final Rule.

We know that RMAP can be an excellent source of funding for microenterprise and address the many service
gaps that exist for microenterprise in rural areas. However, unless key facets of this Proposed Rule are
changed, we are deeply concerned that rural microenterprise development organizations may decline to
participate in RMAP.

We appreciate the opportunity to comment on Proposed Rule 7 CFR 4280, the Rural Microentrepreneur
Assistance Program, and look forward to being a resource for USDA as you move forward with the drafting
of a Final Rule.

Sincerely,

Valerie Plummer

OMEN Executive Director
(503) 546-9913
valerie@oregon-microbiz.org
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