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Federal Acquisition Regulation 32.304–1

32.303 General. 
(a) Section 301 of the Defense Produc-

tion Act authorizes loan guarantees for 
contract performance or other oper-
ations related to national defense, sub-
ject to amounts annually authorized by 
Congress on the maximum obligation 
of any guaranteeing agency under any 
loan, discount, advance, or commit-
ment in connection therewith, entered 
into under section 301. (See 50 U.S.C. 
App. 2091 for statutory limitations and 
exceptions concerning the authoriza-
tion of loan guarantee amounts and the 
use of loan guarantees for the preven-
tion of insolvency or bankruptcy.) 

(b) The guarantee shall be for less 
than 100 percent of the loan unless the 
agency determines that— 

(1) The circumstances are excep-
tional; 

(2) The operations of the contractor 
are vital to the national defense; and 

(3) No other suitable means of financ-
ing are available. 

(c) Loan guarantees are not issued to 
other agencies of the Government. 

(d) Guaranteed loans are essentially 
the same as conventional loans made 
by private financial institutions, ex-
cept that the guaranteeing agency is 
obligated, on demand of the lender, to 
purchase a stated percentage of the 
loan and to share any losses in the 
amount of the guaranteed percentage. 
It is the responsibility of the private fi-
nancial institution to disburse and col-
lect funds and to administer the loan. 
Under Regulation V of the Federal Re-
serve Board (12 CFR 245), any private 
financing institution may submit an 
application to the Federal Reserve 
Bank of its district for guarantee of a 
loan or credit. 

(e) Federal Reserve Banks will make 
the loan guarantee agreements on be-
half of the guaranteeing agencies. 

(f) Under Section 302(c) of Executive 
Order 10480, August 14, 1953 (3 CFR 1949–
53), as amended, all actions and oper-
ations of Federal Reserve Banks, as fis-
cal agents, are subject to the super-
vision of the Federal Reserve Board. 
The Federal Reserve Board is author-
ized to prescribe the following, after 
consultation with the heads of guaran-
teeing agencies: 

(1) Regulations governing the actions 
and operations of fiscal agents. 

(2) Rates of interest, guarantee and 
commitment fees, and other charges 
that may be made for loans, discounts, 
advances, or commitments guaranteed 
by the guaranteeing agencies through 
the Federal Reserve Banks. These pre-
scriptions may be in the form of spe-
cific rates or limits, or in other forms. 

(3) Uniform forms and procedures to 
be used in connection with the guaran-
tees. 

(g) The guaranteeing agency is re-
sponsible for certifying eligibility for 
the guarantee and fixing the maximum 
dollar amount and maturity date of the 
guaranteed loan to meet the contrac-
tor’s requirement for financing per-
formance of the defense production 
contract on hand at the time the guar-
antee application is submitted.

32.304 Procedures.

32.304–1 Application for guarantee. 
(a) A contractor, subcontractor, or 

supplier that needs operating funds to 
perform a contract related to national 
defense may apply to a financing insti-
tution for a loan. If the financing insti-
tution is willing to extend credit, but 
considers a Government guarantee nec-
essary, the institution may apply to 
the Federal Reserve Bank of its dis-
trict for the guarantee. Application 
forms and guidance are available at all 
Federal Reserve Banks. 

(b) The Federal Reserve Bank will 
promptly send a copy of the applica-
tion, including a list of the relevant de-
fense contracts held by the contractor, 
to the Federal Reserve Board. The 
Board will transmit the application 
and the list of contracts to the inter-
ested guaranteeing agency, so that the 
agency can determine the eligibility of 
the contractor. 

(c) To expedite the process, the Fed-
eral Reserve Bank may, pursuant to in-
structions of a guaranteeing agency, 
submit lists of the defense contracts to 
the interested contracting officers. 

(d) While eligibility is being deter-
mined, the Federal Reserve Bank will 
make any necessary credit investiga-
tions to supplement the information 
furnished by the applicant financing 
institution in order to— 

(1) Expedite necessary defense financ-
ing; and
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(2) Protect the Government against 
monetary loss. 

(e) The Federal Reserve Bank will 
send its report and recommendation to 
the Federal Reserve Board. The Board 
will transmit them to the interested 
guaranteeing agency.

32.304–2 Certificate of eligibility. 
(a) The contracting officer shall pre-

pare the certificate of eligibility for a 
contract that the contracting officer 
deems to be of material consequence, 
when— 

(1) The contract financing office re-
quests it; 

(2) Another interested agency re-
quests it; or 

(3) The application for a loan guar-
antee relates to a contract or sub-
contract within the cognizance of the 
contracting officer. 

(b) The agency shall evaluate the rel-
evant data, including the certificate of 
eligibility, the accompanying data, and 
any other relevant information on the 
contractor’s financial status and per-
formance, to determine whether au-
thorization of a loan guarantee would 
be in the Government’s interest. 

(c) If the contractor has several 
major national defense contracts, it is 
normally not necessary to evaluate the 
eligibility of relatively minor con-
tracts. The determination of eligibility 
should be processed, without delay, 
based on the preponderance of the 
amount of the contracts. 

(d) The certificate of eligibility shall 
include the following determinations: 

(1) The supplies or services to be ac-
quired are essential to the national de-
fense. 

(2) The contractor has the facilities 
and the technical and management 
ability required for contract perform-
ance. 

(3) There is no practicable alternate 
source for the acquisition without prej-
udice to the national defense. (This 
statement shall not be included if the 
contractor is a small business concern.) 

(e) The contracting officer shall con-
sider the following factors in deter-
mining if a practicable alternate 
source exists: 

(1) Prejudice to the national defense, 
because reletting of a contract with an-
other source would conflict with a 

major policy on defense acquisition; 
e.g., policies relating to the mobiliza-
tion base. 

(2) The urgency of contract perform-
ance schedules. 

(3) The technical ability and facili-
ties of other potential sources. 

(4) The extent to which other sources 
would need contract financing to per-
form. 

(5) The willingness of other sources 
to enter into contracts. 

(6) The time and expense involved in 
repurchasing for contracts or parts of 
contracts. This may include potential 
claims under a termination for conven-
ience or delays incident to default at a 
later date. 

(7) The comparative prices available 
from other sources. 

(8) The disruption of established sub-
contracting arrangements. 

(9) Other pertinent factors. 
(f) The contracting officer shall at-

tach sufficient data to the certificate 
of eligibility to support the determina-
tions made. Available pertinent infor-
mation shall be included on— 

(1) The contractor’s past perform-
ance; 

(2) The relationship of the contrac-
tor’s operations to performance sched-
ules; and 

(3) Other factors listed in paragraph 
(e) above, if relevant to the case under 
consideration. 

(g) If the contracting officer deter-
mines that a certificate of eligibility is 
not justified, the facts and reasons sup-
porting that conclusion shall be docu-
mented and furnished to the agency 
contract finance office. 

(h) The guaranteeing agency shall re-
view the proposed guarantee terms and 
conditions. If they are considered ap-
propriate, the guaranteeing agency 
shall complete a standard form of au-
thorization as prescribed by the Fed-
eral Reserve Board. The agency shall 
transmit the authorization through the 
Federal Reserve Board to the Federal 
Reserve Bank. The Bank is authorized 
to execute and deliver to the financing 
institution a standard form of guar-
antee agreement, with the terms and 
conditions approved for the particular 
case. The financing institution will 
then make the loan.
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