WYOMING BUSINESS COUNCIL
BOARD OF DIRECTORS
CALL-IN MEETING
April 23,2013 - 10:30 AM

CALL-IN NUMBER: 1-877-643-6951
Participate Number: 79729281#

10:30 AM

10:40 AM

11:00 AM

Meeting called to order - Co-Chair Nathan Bekke
Introductions/Roll Call
Purpose of Meeting

Business Development Sub-Committee - Chair Jim Espy

Report: Examination of the Challenge Loan Program by the
Department of Audit, Division of Banking (ACTION ITEM
- Roll Call Vote)

Report: Small Business Investment Credit Program
(ACTION ITEM - Roll Call Vote)

New, Old or Other Business
Next meeting - May 22 & 23, 2013 in Thermopolis
e 11:00 AM start on May 22 - Joint Meeting with
Wyoming Board of Agriculture
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BUSINESS FINANCE AGENDA ITEMS
WBC Board Meeting
April 23, 2013

e Report of Examination of the Challenge Loan Program by the
Department of Audit, Division of Banking (Action Item)

e Report on the Small Business Investment Credit Program
(Action ltem)
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BUSINESS COUNCIL
214 W. 15t Street
Cheyenne, WY 82002
Tel: (307) 777-2800 Fax: (307) 777-2838

www.wyomingbusiness.org

Memorandum
To: Joint Minerals, Business and Economic Development Interim Committee
From: Robert K. Jensen, CEO
Subject: Report as required in W.S. 9-12-306 (b)

Date: May 14, 2013

W.S. 9-12-306. Audit; report

(b) On or before July 15 of each year, the council shall submit a written report to the Joint
Minerals, Business and Economic Development Interim Committee reviewing rules adopted by
the council during the reporting period, presenting a portfolio of the loans made under the
program and presenting a risk analysis of the portfolio of loans prepared by the state banking
commissioner. The report, portfolio of loans and risk analysis required under this subsection shall
be public record. The risk analysis prepared by the state banking commissioner shall not be public
subject to the limitations of W.S. 9-1-512.

Exhibit A — Rules adopted by the council during the reporting period

Exhibit B — Portfolio of loans in the program as of 12-31-12

Exhibit C — Report of Examination by the State of Wyoming, Department of Audit
Division of Banking

Exhibit D — Wyoming Business Council Loan Report of Examination Summary and
Management Corrective Actions



Exhibit “A”

No rules adopted by the Council during the reporting period




Exhibit “B”

Portfolio of loans made under the program as of 12-31-12
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Exhibit “C”

Report of Examination by the State of Wyoming, Department of Audit
Division of Banking



REPORT OF EXAMINATION

THE WYOMING BUSINESS COUNCIL’S
WYOMING PARTNERSHIP CHALLENGE LOAN PROGRAM
CONSISTING OF
LOANS TO DEVELOPMENT ORGANIZATIONS;
BRIDGE FINANCING:;

GUARANTEE LOAN PARTICIPATIONS;
ECONOMIC DISASTER LOANS;

LOAN GUARANTEE PROGRAM LOANS; AND

MAIN STREET LOAN PARTICIPATIONS

PREPARED BY:

THE DIVISION OF BANKING
THE DEPARTMENT OF AUDIT, STATE OF WYOMING

February 25, 2013



EXAMINATION SCOPE

The purpose of this examination is to review loans funded by the Wyoming Business Council
(WBC) under The Wyoming Partnership Challenge Loan Program (The Program) and the credit
administration of those loans. Loans made under The Program were examined for compliance
with statutes and regulations as well as prudent underwriting standards. Additionally, loans were
reviewed for proper documentation and compliance with WBC’s loan policy.

Wyoming Statute 9-12-306 mandates the examination of The Program by the Department of
Audit. The director of the State of Wyoming’s Department of Audit or his designee is required
to annually examine loans made under The Program and submit a Report of Examination to the
governor, the legislature, and the WBC. Under the WBC’s rules, a portfolio report of all loans as
of December 31 is to be submitted to the State Banking Commissioner no later than January 15.
The State Banking Commissioner is then required to complete an audit of the loan portfolio on or
before April 1, with a completed audit report presented to the WBC on or before May 1.

This examination was completed on February 25, 2013. The loan review included all loans
made under the Partnership Challenge Loan Program (Development, Bridge, and Guarantee
Loan Participations), any Economic Disaster Loans (Seed/Beet/Bean growers) that were past due
as of December 31, 2012, and all loans funded under the Main Street Loan Participation
Program. This equated to one Development loan, eleven Bridge loans, three Guarantee loans,
and one Main Street loan. None of the Disaster (Seed/Beet/Bean) loans were past due.

PROGRAM OVERVIEW

Article 3 of the Wyoming Economic Development Act

The Program is governed by Wyoming Statutes 9-12-301 through 9-12-307. The Program is
funded through the Economic Development Enterprise Fund Account and is administered by the
WBC. The WBC has adopted the Rules and Regulations of The Program in order to implement
Article 3. These rules include Chapter 1, Wyoming Partnership Challenge Loan Program (Loans
to Development Organizations, Bridge F inancing and Guarantee Loan Participations), Chapter 2,
Economic Disaster Loans, Chapter 3, Loan Guarantee Program, and Chapter 4, Wyoming Main

Street Loan Participation.
Chapter 1 — Wyoming Partnership Challenge Loan Program

Loans made under Chapter 1 of the WBC’s Rules and Regulations consist of loans made to
community or state development organizations, loans for bridge financing and guarantee loan
participations. As defined by statutes, a community development organization is a group of
private citizens organized as a business entity for the purpose of providing financing for new,
existing, or expanding businesses and other economic or community development purposes
throughout Wyoming. A state development organization is a corporation with the authority to
provide financing for new, existing or expanding businesses and to fulfill other economic or
community development purposes throughout the state. Bridge financing is for projects where a



conunercial lender makes the loan and the state participates in the loan. Guarantee loan
participations are for projects where a bank has a federal guaranteed loan to guarantee repayment
of a loan to a business.

The total amount of loans and loan commitments made to a single community development
organization is limited to $500,000. Total loans and loan commitments made to state
development organizations are limited to $3,500,000. Total bridge financing loans and loan
commitments to a business are limited to $500,000. Loans to a business qualifying for guarantee
loan participation are limited to $1,000,000.

Chapter 1 Challenge Loans
Loan Type 12/31/2012 12/31/2011 12/31/2010
Development Loans $ 30,073 $ 340,789 $ 693,689
Bridge Loans 1,123,574 1,414,680 2,660,995
Guarantee Loan Participations 562,786 579,702 595,671
Total Loans $1,716,433 $1,755,469 $3,950,355
Defaulted Ch. | Challenge Loans $43,315 $0 $251,485

At year-end 2012, there were 13 borrowers with 14 loans made pursuant to Chapter | compared
to 16 borrowers with 17 loans at year-end 2011, resulting in a reduction of $39,036. The
Challenge loans include two Development loans to community development organizations
totaling $30,073 (one loan is a line of credit with a zero balance as of year-end 2012); 10 Bridge
loans totaling $1,123,574; and three Guarantee loans totaling $562,786. Only one Bridge loan
was originated in 2012,

There are two Bridge loans and one Guarantee Participation loan detailed for credit weaknesses
under the Borrower Creditworthiness section of this report.

Chapter 2 — Economic Disaster Loaus

Loans made under Chapter 2 of the Rules and Regulations are intended for businesses that have
been adversely affected by an economic disaster. The statutes define an economic disaster as an
event occurring in Wyoming that has an economic impact with total lost revenues to impacted
businesses in a twelve calendar-month period of at least $4,000,000, or an economic impact with
total lost revenues of impacted businesses in four or less counties in a twelve calendar-month
period of at least $1,000,000.

Disaster Loans
12/31/2012 12/31/2011 12/31/2010
Seed/Bean/Beet Grower Loans $794,861 $1,132,841 $1,361,129
Defaulted Disaster Loans £0 $0 $30,469




At year-end 2012, there were 40 Disaster loans outstanding compared to 42 loans at year-end
2011, resulting in a reduction of $337,980. There were no new Disaster loans or loan programs
initiated in 2011 or 2012. Additionally, there are no more Seed loans on the WBC’s books.

Chapter 3 — Loan Guarantee Program

Chapter 3 is for loan guarantees in which the Council guarantees a portion of a bank loan made
to a business. Such loan guarantees are not to exceed $100,000 per loan guaranteed or 80% of
any new loan loss by the bank, whichever is less. The Council has not guaranteed any loans

under this program.
Chapter 4 - Wyoming Main Street Loan Participation

Chapter 4 is for loans in which the Council participates with a commercial lender that has made a
loan to a business for building improvements to maintain the structure’s historical character. The
maximum participation is limited to 75% of the loan or $100,000, whichever is less.

Main Street L.oans
12/31/2012 12/31/2011 12/31/2010
Main Street Loans $0 $34,489 $15,181
Defaulted Main Street Loans 30 $0 $0

At year-end 2012, there were no loans funded under this program.

Administration

The program is administered by the Business and Industry Division of the WBC and it is
supervised by Business Finance Program Manager Ryan Whitehead. Mr. Whitehead was named

the program manager in August of 2012.

Servicing

The WBC contracts with Markee Escrow Services, Inc., of Cheyenne, WY for the servicing of
its loan portfolio.

FINDINGS

General Comments

Overall, the WBC is administering the loans it has funded under The Program in a satisfactory
manner. Discussion of problem borrowers is included in the loan loss reserve analysis. WBC
staff completes a cash flow calculation on problem loans and new loan requests. However, this
analysis should be formalized to include an in-depth analysis of the borrower’s financial strength
as it pertains to borrower’s ability to service WBC debt.




The WBC loan policy requires appraisals to conform to Part 323 of the Federal Deposit
Insurance Corporation (FDIC) Rules and Regulations. The WBC loan policy currently states, in
part: “if a real estate loan is renewed, a new appraisal is not required if:

The borrower has performed satisfactorily according to the original terms.

No additional money has been advanced other than as previously agreed.

The credit standing of the borrower has not deteriorated; and

There has been no significant deterioration in market conditions or physical aspects of the
property that would threaten the collateral protection.”

@ © ¢ o

However, Part 323.3(b) of the FDIC Rules and Regulations requires appropriate evaluations for
real estate-related transactions that do not require the services of a state certified or licensed

appraiser.

If the transaction involves an existing extension of credit an evaluation may be obtained,
provided that:

e There has been no obvious and material change in market conditions of physical aspects
of the property that threatens the adequacy of the institution’s real estate collateral
protection after the transaction, even with the advancement of new monies; or

e There is no advancement of new monies, other than funds necessary to cover reasonable

closing costs.

The loan policy should be updated to reflect the requirements of Part 323.3 of the FDIC Rules
and Regulations.

Borirower Creditworthiness

Loans funded under The Program continue to be financially sound, although some borrowers’
financial capacities are showing stress due to economic conditions. At the prior examination,
four loans were listed where repayment in accordance with the loan terms appeared questionable.
The following loans are listed for significant deterioration in creditworthiness, possibly to the
point where full collection of interest and principal could be in jeopardy.

BH, Inc. (Bridge)

The WBC’s portion of the loan is $55,605 and represents a 34.72% participation purchased from
Platte Valley Bank (PVB), Wheatland Branch. The WBC’s portion originated 9/28/07 for
$100,000. Original terms included monthly payments of $3,474 with a maturity of 9/1/14.
Guarantors are William. E. Britz and William. R. Britz. The purpose of the loan was to purchase
equipment for the business’ manufacturing process. Collateral consists of the equipment and
various parcels of real estate. The collateral is cross-collateralized with a $362,000 loan at PVB.

BH, Inc.’s 2011 tax return (the most current return available) shows net income of $124,000, and

cash flow available to service debt of $284,000 after netting depreciation and interest expense.
In a letter dated 3/11/11 from the lead lender, the WBC was informed of PVB’s decision to
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downgrade the credit to a Substandard rating on its own books. File comments indicate the lead
bank still has the credit classified as Substandard. Until 2012 financials are received the lead
bank is not inclined to upgrade the credit. Their internal year-end information indicates that an
upgrade may be warranted if 2012 financials support the upgrade.

Scott and Cherie Carlisle (Bridge)

The WBC’s portion of this loan is $107,540 and represents a 34.90% participation purchased
from the Bank of Star Valley (BOSV) in Afton, WY. The loan originated in 2006 for the
borrower to purchase the Corral Lodges Motel in Afton, WY. Current terms require $3,280
monthly payments. Collateral is the motel and related equipment. The only appraisal was done
at origination and the motel was valued at $850M. However, 2006 was before real estate values

declined in the Afton area.

The motel’s 2011 tax return shows negative cash flows of $13,000 and the Carlisle’s 2010 and
2011 tax returns show negative cash flows of $11,000 and $4,000 respectively. Personal balance
sheets continue to show little liquidity and net worth, all in real estate. Payments are still being
made although financials do not support the debt service. The bank told WBC in December
2012 that they plan on buying this participation back; however, the buy-back has not been

finalized.

Triphyto. LLC; Elk Mountain Herbs, Inc.: The Herb House, Inc.; and Caroline Johnson, Karin

Guemsey, and Kim Vincent as individuals (Guarantee Participation)

The WBC’s portion of the loan is $43,315 and represents a 49.29% participation purchased from
the Security First Bank (SFB) Branch in Laramie. The WBC’s portion originated for $55,695 on
6/12/06. Current terms require monthly payments of $847 and a maturity of 11/20/25. The loan
has an 85% Small Business Administration (SBA) guarantee and is secured with a small
commercial property in Laramie, WY.

Tax returns for the three businesses show losses for 2008 and 2009 and combined negative cash
flows for the same two years. The 2011 tax return for all three businesses show cash flow of
$10,000. The three businesses report $3,000 in cash for 2011, combined current assets of
$35,000 against combined current liabilities of $98,000. Individually, Ms. Vincent reported an
adjusted gross income (AGI) of $105,000 in 2011; 2011 tax returns for Ms. Johnson and Ms.
Guernsey are not available.

Loans with Documentation Exceptions

Loan file documentation exceptions are measured by dividing the dollar amount of exceptions
found by the total volume of loans reviewed. The table below shows initial total exceptions
(includes financial statement exceptions, missing or stale insurance, missing title work, etc.) and
financial statement exceptions (old/stale financial information, missing balance sheets or tax
returns, etc.) were 11% and 5%, respectively. The figures have improved since the prior

examination and are at a manageable level.




Loan File Documentation Exceptions
Category $000 Percentage
All Exceptions — Initial $245 11.25%
All Exceptions — After Corrections $108 4.96%
Financial Statement Exceptions — Initial $189 8.68%
Financial Statement Exceptions — After Corrections $108 4.96%
Total Dollar Volume of Loans Reviewed $2,178

Items marked with an asterisk (*) were corrected during the examination.

BH, Inc.
e Expired insurance *

Carlisle. Scott

e Stale financial statement for Scott Carlisle

The Hede Living Trust

e Mortgages were not recorded *
® Personal financial statement was not signed by Jeanie Hede *

Exit Meeting

On March 1, 2013, a meeting was held to discuss the examination’s findings. Representing the
WBC was Business Finance Manager Ryan Whitehead and Markee Escrow Services, Inc.
Operations Manager Ken Sherman, The Program’s loan servicer. Representing the Wyoming
Division of Banking were Senior Bank Examiner Amanda Ortega and Deputy Commissioner
Fred Rife. Findings were reviewed and discussed in detail at the meeting. Those representing

the WBC were receptive to examiner comments and recommendations.

Afbert L. Forkner, Cofimissioner
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Wyoming Business Council Challenge Loan Report of Examination
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Wyoming Business Council (WBC) Staff Comments on Department of Audit, Division
of Banking Report (February 25, 2013) - Challenge Loan Report of Examination

(Note: Staff Comments are in “Blue” print

WBC staff comments address findings that begin on page 3 of the report.

1: General Comments in the Report (beginning on page 3 under FINDINGS):
e Overall, the Business Council is administering the loans it has funded under The
Program in a satisfactory manner. (page 3)

The Challenge Loan program has been successful in helping Wyoming
businesses expand and relocate to the state. There were no violations of
law and the portfolio performs very well with low delinquency, minimal
charge offs, interest generated to make more loans and jobs created across
the state. WBC staff is diligent in carrying out its fiscal responsibility
while working hard to assist new and expanding businesses.

e  WBC staff completes a cash flow calculation on problem loans and new loan
requests. However, this analysis should be formalized to include an in-depth
analysis of the borrower’s financial strength as it pertains to borrower’s ability to
service WBC debt. (page 3)

Staft has always reviewed file documentation as it is received from its
lending partners but will now complete an in-depth credit analysis of the
problem loans. Staff has completed and will continue to complete an in
depth analysis of new loan requests.

e The loan policy should be updated to reflect the requirements of Part 323.3 of the
FDIC Rules and Regulations (page 4)

Staff is in the process of updating loan policy to include the following;

Part 323 (b) of the FDIC Rules and Regulations requires appropriate
evaluations for real estate-related transactions that do not require the
services of a state certified or licensed appraiser.

If the transaction involves and existing extension of credit and evaluation
may be obtained provided that:

o There has been no obvious and material change in market
conditions of physical aspects of the property that threatens the
adequacy of the institution’s real estate collateral protection after
the transaction, even with the advancement of new monies; or

o There is not advancement of new monies, other than funds
necessary to cover reasonable closing costs.

2. Borrower Creditworthiness (pages 4 & 5): three loans are considered questionable in
their repayment ability. They are BH, Inc (Bridge Loan), Scott and Cherie Carlisle
(Bridge Loan) and Triphyto, LLC; Elk Mountain Herbs, Inc.; The Herb House, Inc.;
and Caroline Johnson, Karin Guernsey and Kim Vincent as individuals (Guaranteed
Loan Participation).
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e BH. Inc. is a loan participation with Platte Valley Bank — (Origination date —
9/28/07. $100,000, current balance $55,605 December 2012) — This loan
continues to pay as agreed but the lead lender has downgraded the loan. The
borrower has some property for sale in an effort to reduce the loan balance. Until
2012 financials are received, the lead bank is not inclined to upgrade the credit.
Their internal year-end information indicates that an upgrade may be warranted if
2012 financials support the upgrade.

e Scott and Cherie Carlisle — (Origination date — 10/17/06, $137,000, current
balance $107.540 December 2012) — This loan has been past due over the past
couple years but the lead lender has modified the payments to better match
seasonal cash flow which has resulted in the loan staying current. Cash flow
demonstrated on the tax returns is weak but the borrowers have other property
that could be liquidated if necessary to pay the loan.

e Triphyto, LLC; Elk Mountain Herbs, Inc.; The Herb House, Inc.; and Caroline
Johnson, Karin Guernsey and Kim Vincent as individuals is a loan participation
with Security First Bank — (Origination date — 6/12/06, $55.695, current balance
$43,315 December 2012) — This loan is on and off the past due list and the
borrowers are slow in providing current financial statements. Cash flow
demonstrated on tax returns is not sufficient to pay the loan obligation but the
loan is current at this time. The loan has an 85% Small Business Administration
(SBA) guarantee.

3. Loans not in Apparent Compliance with Rules and Regulations (page 5): None
noted at the end of the examination.

4. Loans with Documentation Exceptions (pages 5-6): WBC staff works throughout the
year to minimize documentation exceptions. As the portfolio size decreases, one
exception on a large loan significantly affects the percentage calculations. WBC staff
will address documentation exceptions loan by loan. If the documentation
exception(s) was cleared during the examination and noted with an asterisk (*), staff
won’t address it in the comments.

e Carlisle, Scott, Stale financial statement for Scott Carlisle: WBC staft has
continued to request and updated financial statement. Once received, the file will
be updated.

Additional Challenge Loan Program Information (as of 12/31/12):
a. The Challenge Loan Program has made or participated in 165 loans since 1998
b. Total loans have been $50,770 with the State’s portion being $19,239,573
c. Interest collected over last 9 fiscal years (2003-"12) totals $2,483,633
d. 10 loans totaling $311,185 have been charged off (1.85% loan loss)
e. Estimated jobs created or retained of more than 600
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