Public Health Service, HHS

of funds and his determination of the
applicant’s need therefor taking into
consideration his analysis of the
present and reasonable projected future
financial ability of the applicant to
repay the principal and interest of the
loan without jeopardizing the quality
of its educational program: Provided
however, That each such interest sub-
sidy payment shall not exceed the
amount necessary to reduce by 3 per-
cent per annum the net effective inter-
est rate otherwise payable on the loan
or the portion thereof with respect to
which such interest subsidy is paid.

§57.1509 Forms of credit and security
instruments.

Each loan with respect to which a
guarantee is made or interest subsidies
are paid under this subpart shall be
evidenced by a credit instrument and
secured by a security instrument in
such forms as may be acceptable to the
Secretary.

§57.1510 Security for loans.

Each loan with respect to which a
guarantee is made or interest subsidies
are paid under this subpart shall be se-
cured in a manner which the Secretary
finds reasonably sufficient to insure re-
payment. The security may be one or a
combination of the following:

(a) A first mortgage on the facility
and site thereof.

(b) Negotiable stocks or bonds of a
quality and value acceptable to the
Secretary.

(c) A pledge of unrestricted and
unencumbered income from an endow-
ment or other trust fund acceptable to
the Secretary.

(d) A pledge of a specified portion of
annual general or special revenues of
the applicant acceptable to the Sec-
retary.

(e) Such other security as the Sec-
retary may find acceptable in specific
instances.

§57.1511 Opinion of legal counsel.

At appropriate stages in the applica-
tion and approval procedure for a loan
guarantee or interest subsidy, the ap-
plicant shall furnish to the Secretary a
memorandum or opinion of legal coun-
sel with respect to the legality of any
proposed note issue, the legal author-
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ity of the applicant to issue the note
and secure it by the proposed collat-
eral, and the legality of the issue upon
delivery. ‘‘Liegal counsel” means either
a law firm or individual lawyer, thor-
oughly experienced in the long-term fi-
nancing of construction projects, and
whose approving opinions have pre-
viously been accepted by lenders or
lending institutions. The legal memo-
randum or opinion to be provided by
legal counsel in each case shall be as
follows:

(a) A memorandum, submitted with
the application for a loan guarantee or
interest subsidy, stating that the appli-
cant is or will be lawfully authorized to
finance, construct, and maintain the
project, and to issue the proposed obli-
gations and to pledge or mortgage the
assets and/or revenues offered to secure
the loan, citing the basis for such au-
thority; and

(b) A final approving opinion, deliv-
ered to the Secretary at the time of de-
livery of the evidence of indebtedness
to the lender, stating that the credit
and security instruments executed by
the applicant are duly authorized and
delivered and that the indebtedness of
the applicant is wvalid, binding, and
payable in accordance with the terms
on which the loan guarantee was ap-
proved by the Secretary.

§57.1512 Length
loans.

and maturity of

The repayment period for loans with
respect to which guarantees are made
or interest subsidies paid under this
subpart shall be limited to 30 years:
Provided, That:

(a) The Secretary may, in particular
cases where he determines that a re-
payment period of less than 30 years is
more appropriate to an applicant’s
total financial plan, approve such
shorter repayment period;

(b) The Secretary may, in particular
cases where he determines that, be-
cause of unusual circumstances, the
applicant would be financially unable
to amortize the loan over a repayment
period of 30 years, approve a longer re-
quirement period which shall in no
case exceed 40 years; and
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(c) In no case shall a loan repayment
period exceed the useful life of the fa-
cility to be constructed with the assist-
ance of the loan.

§57.1513 Repayment.

Unless otherwise specifically author-
ized by the Secretary, each loan with
respect to which a guarantee is made
or interest subsidies are paid shall be
repayable in substantially level total
annual installments of principal and
interest, sufficient to amortize the
loan through the final year of the life
of the loan.

§57.1514 Loan guarantee and interest
subsidy agreements.

For each application for a loan guar-
antee or interest subsidy, or combina-
tion thereof, which is approved by the
Secretary under this subpart, an offer
to guarantee such loan and/or make in-
terest subsidy payments with respect
thereto will be sent to the applicant,
setting forth the pertinent terms and
conditions for the loan guarantee and/
or interest subsidy, and will be condi-
tioned upon the fulfillment of such
terms and conditions. The accepted
offer will constitute the loan guarantee
agreement, the interest subsidy agree-
ment, or the loan guarantee and inter-
est subsidy agreement, as the case may
be. Each such agreement shall include
the applicable provisions set forth
below:

(a) Loan guarantee. Each agreement
pertaining to a loan guarantee shall in-
clude the following provisions:

(1) That the loan guarantee evidenced
by the agreement shall be incontest-
able (i) in the hands of the applicant on
whose behalf such loan guarantee is
made except for fraud or misrepresen-
tation on the part of such applicant,
and (ii) as to any person who makes or
contracts to make a loan to such appli-
cant in reliance on such guarantee, ex-
cept for fraud or misrepresentation on
the part of such other person.

(2) That the applicant shall be per-
mitted to prepay up to 15 percent of
the original principal amount of such
loan in any calendar year without addi-
tional charge. The applicant and the
lender may further agree that the ap-
plicant shall be permitted to prepay in
excess of 15 percent of the original
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amount of the loan in any calendar
year without additional charge, but no
such payment in excess of 15 percent
shall be made without the prior writ-
ten approval of the Secretary.

(3) That if the applicant shall default
in making periodic payment, when due,
of the principal and interest on the
loan guaranteed under the agreement,
the holder of the loan shall promptly
give the Secretary written notification
of such default. The Secretary shall,
immediately upon receipt of such no-
tice, provide the holder with written
acknowledgement of such receipt.

(4) That if such default in making
periodic payment when due of the prin-
cipal and interest on the guaranteed
loan is not cured within 90 days after
receipt by the Secretary of notice of
such default, the holder of the loan
shall have the right to make demand
upon the Secretary, in such form and
manner as the Secretary may pre-
scribe, for payment of 90 percent of the
amount of the overdue payments of
principal and accrued interest, to-
gether with such reasonable late
charges as are made in accordance with
the terms of the credit instrument or
security instrument evidencing or se-
curing such loan. The Secretary shall
pay such amount from funds available
to him for these purposes.

(5) That in the event of exercise by
the holder of the loan of any right to
accelerate payment of such loan as a
result of the applicants default in mak-
ing periodic payment when due of the
principal and interest on the guaran-
teed loan, the Secretary shall, upon de-
mand by the holder not less than 90
days after receipt by the Secretary of
notification of such default, pay to
such holder 90 percent of the total
amount of principal and of interest on
the loan remaining unpaid after the
holder has exercised his right to fore-
close upon and dispose of the security
and has applied the proceeds thereby
received to reduce the outstanding bal-
ance of the loan, in accordance with
applicable law and the terms of the se-
curity instrument.

(6) That the Secretary shall not guar-
antee any funds which are disbursed by
a lender following notification by the
Secretary to such lender that the As-
surance executed by the Applicant
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