July 2021 Community Facilities Loans and Grants Cluster USDA

UNITED STATES DEPARTMENT OF AGRICULTURE
ASSISTANCE LISTING 10.766 COMMUNITY FACILITIES LOANS AND GRANTS

ASSISTANCE LISTING 10.780 COMMUNITY FACILITIES LOANS AND GRANTS
(Community Programs)

I. PROGRAM OBJECTIVES

The objective of the Community Facilities (CF) direct loan, guaranteed loan, and grant programs
is to provide loan or grant funds for the development of essential community facilities for public
use in rural communities. Funds may be used to construct, enlarge, extend, or otherwise improve
essential community facilities providing essential services primarily to rural residents and rural
businesses. Funds are made available to public bodies, nonprofit organizations, and federally
recognized Indian tribes that are providing essential services to rural communities when
financing is not available from their own resources or from commercial credit at reasonable rates
and terms.

1I. PROGRAM PROCEDURES
A. Overview

These programs are administered at the headquarters level by the United States
Department of Agriculture (USDA) Rural Housing Service, and Community Facilities
Programs and in the field by USDA Rural Development field offices. The Rural Housing
Service authorizes, monitors, and provides funding for administration of CF loans and
grants. Funds are made available directly to local governments, nonprofit organizations,
and Indian tribes in the form of direct loans, guaranteed loans, and grants. Funds are used
for the development of essential community facilities in rural areas and towns of up to
20,000 population. For guaranteed loans rural area is defined as any area of a state not in
a city or town that has a population of more than 50,000 inhabitants and which excludes
certain populations pursuant to 7 USC 1991 (a) (13) (H), according to the latest decennial
census of the United States and not in the urbanized area contiguous and adjacent to a
city or town that has a population or more than 50,000 inhabitants. The USDA Rural
Development state, area, and local, offices monitor and evaluate the progress of the CF
financed projects.

Applicant eligibility for CF direct and guaranteed loan and grant assistance is based on
(1) the type of organization applying for the loan (public body, nonprofit organization, or
federally recognized Indian tribe); (2) whether the applicant can demonstrate that it is
unable to finance the proposed project from its own resources or from commercial credit
at reasonable rates and terms; (3) whether the applicant has authority to develop, own,
and operate the proposed facility; and (4) whether the applicant can legally borrow
money and make payments on debts obligated. In the case of CF grants, there are
additional requirements based on the median household income of the community.

Applicants must have the legal authority to borrow and repay loans, pledge security for
loans, and construct, operate, and maintain the facility. They must also be financially
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sound and able to organize and manage the facility effectively. Repayment of the loan
must be based on tax assessments, revenues, fees, or other sources of money sufficient
for operation and maintenance of reserves and debt retirement. The amount of CF grant
assistance must be the minimum amount sufficient for feasibility purposes, which will
provide for facility operation and maintenance, reasonable reserves, and debt repayment.
The applicant’s excess funds must be used to supplement eligible project costs.

B. Subprograms/Program Elements
I. Direct Loans

The purpose of the CF direct loan program is to provide affordable funding to develop
essential community facilities for health care, public safety, education, and community
and public services in rural areas. Funds may be used to construct, purchase, or improve
essential community facilities. Under the provision of re-lending found at 7 CFR section
1942.30, the Agency may also make CF direct loans to eligible re-lenders who then in
turn re-lend the funds to eligible applicants for eligible projects.

2. Guaranteed Loans

The purpose of the CF guaranteed loan program is to improve, develop, or finance
essential community facilities in rural areas. This purpose is achieved through bolstering
the existing private credit structure through the guarantee of quality loans that will
provide lasting community benefits. Guaranteed loans are loans made and serviced by a
lender and guaranteed by Rural Development. The processing of the loan and ensuring
that the requirements placed on the borrower are met are the lender’s responsibility.

3. CF Grants

Grant funds may be used to assist in the development of essential community facilities
for health care, public safety, education, and community and public services in rural
areas. Grants are targeted to the neediest communities that meet population criteria for
loans and have a median household income below the higher of the poverty line or the
eligible percentage (60, 70, 80, or 90 percent) of the state nonmetropolitan median
household income. The amount of CF grant funds provided for a facility may not exceed
75 percent of the cost of developing the facility.

Source of Governing Requirements

The program is authorized under the Consolidated Farm and Rural Development Act of 1972 (7
USC 1926).

Implementing regulations are:

o CF Direct Loans 7 CFR Part 1942, Subpart A

o CF Fire and Rescue Loans 7 CFR Part 1942, Subpart C
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o CF Guaranteed Loans OneRD Guaranteed Loan Staff Instruction 7CFR Part 5001
o CF Grant Programs 7 CFR Part 3570, Subpart B
Availability of Other Program Information

Program regulations, Administrative Notices, and other program literature can be found on the
USDA website at https://www.rd.usda.gov/resources.

III. COMPLIANCE REQUIREMENTS

In developing the audit procedures to test compliance with the requirements for this
federal program, the auditor must determine, from the following summary (also included
in Part 2, “Matrix of Compliance Requirements”), which of the 12 types of compliance
requirements have been identified as subject to the audit (noted with a “Y” in the summary
matrix below), and then determine which of the compliance requirements that are subject
to the audit are likely to have a direct and material effect on the federal program at the
auditee. For each such compliance requirement subject to the audit, the auditor must use
Part 3 (which includes generic details about each compliance requirement other than
Special Tests and Provisions) and this program supplement (which includes any program-
specific requirements) to perform the audit. When a compliance requirement is shown in
the summary below as “N,” it has been identified as not being subject to the audit. Auditors
are not expected to test requirements that have been noted with an “N.” See the Safe
Harbor Status discussion in Part 1 for additional information.
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A. Activities Allowed or Unallowed
1. Activities Allowed

Funds may be used to construct, enlarge, extend, or otherwise improve essential
community facilities providing essential services primarily to rural residents and
rural businesses. Examples of essential community facilities are fire, rescue, and
public safety facilities; health services facilities; educational facilities; facilities
providing community, social, or cultural services; transportation facilities such as
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streets, roads, and bridges; hydroelectric generating facilities; and recreation
facilities (guaranteed loans only). Funds are used to pay reasonable fees and costs
associated with the loan, interest on loans for up to two years, and the costs of
acquiring interest in land and rights. Under certain circumstances, funds may also
be used to purchase or lease equipment, pay initial operating expenses, refinance
debts, and pay obligations for construction incurred before issuance of conditional
commitment. The projects (including costs) are described in the Letter of
Conditions for direct loans and grants or Conditional Commitment for guarantees
as prepared by USDA Rural Development (7 CFR sections 1942.17(d),
3570.61(b), and section 5001.451).

2. Activities Unallowed

Loan funds may not be used to finance (a) on-site utility systems or businesses;
(b) industrial buildings in connection with industrial parks; (¢) community
antenna television services; (d) electric generation except for hydroelectric or
transmission facilities and telephone systems; (e) facilities which are not modest
in size, design, or cost; and (f) loan or grant finder’s fee (7 CFR sections
1942.17(d)(2), 3570.63, and section 5001.116).

L. Reporting

1.

Financial Reporting
a. SF-270, Request for Advance or Reimbursement — Not Applicable

b. SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable

c. SF-425, Federal Financial Report — Not Applicable

d. RD 442-2, Statement of Budget, Income, and Equity (OMB No. 0575-
0015) — This report covers financial operations relating to the borrower’s
CF project. Borrowers expending less than the threshold established in 2
CFR 200, Subpart F, “Audit Requirements” during its fiscal year should
submit this report. If a borrower’s Agency indebtedness is $1,000,000 or
more, an audited financial statement must be completed.

e. RD 442-3, Balance Sheet (OMB No. 0575-0015) — This report presents the
financial status of the borrower’s CF project. Borrowers expending less
than the threshold established in 2 CFR 200, Subpart F, “Audit
Requirements” during its fiscal year should submit this report. If a
borrower’s Agency indebtedness is $1,000,000 or more, an audited
financial statement must be completed.
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2. Performance Reporting
Not Applicable

3. Special Reporting
Not Applicable

4. Special Reporting for Federal Funding Accountability and Transparency Act
See Part 3.L for audit guidance.

N. Special Tests and Provisions
1. Protection and Disposition of Funds

Compliance Requirements Borrowers shall establish accounts into which borrower
funds, Agency loan proceeds, the revenues of the facility financed, and any other income
shall be deposited in accordance with the loan resolution(s) authorizing the incurrence of
indebtedness related to the Agency loan proceeds. The accounts will be maintained in
accordance with the loan resolution(s) as long as the authorized indebtedness to the
Agency is outstanding. Accounts may include but are not limited to the following: (a)
construction account, (b) general account, (¢) debt service account, and (d) reserve
account.

Audit Objectives Determine whether the accounts were properly established, required
deposits were made, and disbursements were only made for purposes authorized in the
loan resolution(s).

Suggested Audit Procedures

a. Ascertain if the appropriate accounts have been established either as bookkeeping
accounts or as separate bank accounts.

b. Ascertain if the funds have been deposited in institutions insured by the state or
federal government or invested in readily marketable securities backed by the full
faith and credit of the United States.

c. Test a sample of deposits in each required account and ascertain the proper
amount has been made to the appropriate account except when the reserve
account has been fully funded.

d. Test a sample of disbursements from the reserve account and ascertain if they
were approved by the Agency and were made for the approved purpose.
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IV.  OTHER INFORMATION
Interim Financing

After USDA has made a commitment on the loan, the borrower may obtain interim financing
from commercial sources (e.g., a bank loan) during the construction period (7 CFR section
1942.17(n)(3)). Expenditures from these commercial loans that will be repaid from a CF loan
should be considered federal awards expended, included in determining Type A programs, and
reported in the Schedule of Expenditures of Federal Awards.

Years after Project Completion — Continuing Compliance

For CF direct loans, the Agency requires a promissory note or bond and security that will
adequately protect the interest of the Agency during the repayment period of the loan. In the case
of a CF guaranteed loan, the borrower executes a promissory note or bond with the lender and
the lender is responsible for obtaining adequate security to protect the interest of the lender, any
holder, and the government. Loan terms cannot exceed 40 years, the useful life of the facility or
state statute, whichever is less. The borrower is required to repay the principal and interest
according to the term of the note or bond. The full outstanding balance on the note or bond
should be considered federal awards expended, included in determining Type A programs, and
reported as loans on the Schedule of Expenditures of Federal Awards in accordance with 2 CFR
Part 200 Subpart F. Auditors should perform test to ascertain if the nonfederal entity complied
with applicable program requirements.

In accordance with RD Instruction 1942-A, 1942.17 (q)(5), borrowers and grantees not meeting
the threshold for an audit under 2 CFR 200, Subpart F, must provide financial information
utilizing Form RD 442-2, Statement of Budget, Income, and Equity and RD 442-3, Balance
Sheet. This ensures the verification of their balance sheet and statement of income and expenses.
CF borrowers and grantees submitting financial information are also required to meet the
continuing compliance requirements.

Note: Prior to this year’s supplement, this compliance supplement section instructed that CF
loans did not have continuing compliance requirements and thus were not required to be audited
under 2 CFR Part 200, Subpart F in years after project completion. However, USDA has now
changed this position and determined that CF loans have continuing compliance requirements
because CF borrowers are required to fund reserves, maintain insurance, deposit funds in
Federally insured banks, meet financial covenants and debt service ratios, comply with civil
rights requirements, and in some cases comply with additional requirements established as part
of the loan approval process.

Therefore, for borrowers that have expended no other federal funding but have an outstanding
CF loan balance of $750,000 or more, an audit under 2 CFR Subpart F will now be required. For
borrowers that have expended other federal funding and that are otherwise subject to a single
audit under 2 CFR Subpart F, any outstanding CF loan balance must be included on the
borrower’s Schedule of Expenditures of Federal Awards and included in the scope of the single
audit. USDA plans to inform all borrowers of this change through an Administrative Notice,
which will be posted on the USDA website. USDA will also determine another method of
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communicating to borrowers informing them of the Administrative Notice and the related audit
implications. This change is to be applied prospectively and will be effective for borrowers’ with
outstanding CF loan balances for fiscal years ending on or after June 30, 2022. There is no
expectation that borrowers that had existing outstanding loan balances in years prior to June 30,
2022, go back and have single audits performed of prior periods.
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