Rural Utilities Service, USDA

which the Secretary guarantees full re-
payment of the principal, interest, and
call premium, if any, on the guaran-
teed lender’s guaranteed bond.

Guarantee Agreement means the writ-
ten agreement between the Secretary
and the guaranteed lender which sets
forth the terms and conditions of the
guarantee.

Guaranteed Bond means any bond,
note, debenture, or other debt obliga-
tion issued by a guaranteed lender on a
fixed or variable rate basis, and ap-
proved by the Secretary for a guar-
antee under this part.

Guaranteed Bondholder means any in-
vestor in a guaranteed bond.

Guaranteed Lender means an appli-
cant that has been approved for a guar-
antee under this part.

Loan means any credit instrument
that the guaranteed lender extends to a
borrower for any electrification or
telephone purpose eligible under the
RE Act, including loans as set forth in
section 4 of the RE Act for electricity
transmission lines and distribution
systems (excluding generating facili-
ties) and as set forth in section 201 of
the RE Act for telephone lines, facili-
ties and systems.

Loan documents means the loan
agreement and all other instruments
and documentation between the guar-
anteed lender and the borrower evi-
dencing the making, disbursing, secur-
ing, collecting, or otherwise admin-
istering of a loan.

Program means the guarantee pro-
gram for bonds and notes issued for
electrification or telephone purposes
authorized by section 313A of the RE
Act as amended.

Rating Agency means a bond rating
agency identified by the Securities and
Exchange Commission as a nationally
recognized statistical rating organiza-
tion.

RE Act means the Rural Electrifica-
tion Act of 1936 (7 U.S.C. 901 et seq.) as
amended.

RUS means the Rural Utilities Serv-
ice, a Rural Development agency of the
U.S. Department of Agriculture.

Secretary means the Secretary of Ag-
riculture acting through the Adminis-
trator of RUS.

Subsidy Amount means the amount of
budget authority sufficient to cover
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the estimated long-term cost to the
Federal government of a guarantee,
calculated on a net present value basis,
excluding administrative costs and any
incidental effects on government re-
ceipts or outlays, in accordance with
the provisions of the Federal Credit Re-
form Act of 1990 (2 U.S.C. 661 et. seq.)

§1720.4 General standards.

(a) In accordance with section 313A of
the RE Act, a guarantee will be issued
by the Secretary only if the Secretary
determines, in accordance with the re-
quirements set forth in this part, that:

(1) The proceeds of the guaranteed
bonds will be used by the guaranteed
lender to make loans to borrowers for
electrification or telephone purposes
eligible for assistance under this chap-
ter, or to refinance bonds or notes pre-
viously issued by the guaranteed lender
for such purposes;

(2) At the time the guarantee is exe-
cuted, the total principal amount of
guaranteed bonds outstanding would
not exceed the principal amount of out-
standing concurrent loans previously
made by the guaranteed lender;

(3) The proceeds of the guaranteed
bonds will not be used directly or indi-
rectly to fund projects for the genera-
tion of electricity; and

(4) The guaranteed lender will not
use any amounts obtained from the re-
duction in funding costs provided by
the program to reduce the interest
rates borrowers are paying on new or
outstanding loans, other than new con-
current loans as provided in 7 CFR part
1710, of this chapter.

(b) During the term of the guarantee,
the guaranteed lender shall:

(1) Limit cash patronage refunds, for
guaranteed lenders having a credit rat-
ing below ‘“A—"" on its senior secured
debt without regard to the guarantee.
For such guaranteed lenders, cash pa-
tronage refunds are limited to five per-
cent of the total patronage refund eli-
gible. The limit on patronage refunds
must be maintained until the credit
rating is restored to ‘““A—-"" or above.
For those guaranteed lenders subject
to patronage limitations, equity secu-
rities issued as part of the patronage
refund shall not be redeemable in cash
during the term of any part of the
guarantee, and the guaranteed lender
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shall not issue any dividends on any
class of equity securities during the
term of the guarantee.

(2) Maintain sufficient collateral
equal to the principal amount out-
standing, for guaranteed lenders hav-
ing a credit rating below ‘“‘A—"" on its
senior secured debt without regard to
the guarantee. Collateral shall be in
the form of specific and identifiable
unpledged securities equal to the value
of the guaranteed amount. In the case
of a guaranteed lender’s default, the
U.S. government claim shall not be
subordinated to the claims of other
creditors, and the indenture must pro-
vide that in the event of default, the
government has first rights on the
asset. Upon application and throughout
the term of the guarantee, guaranteed
lenders not subject to collateral pledg-
ing requirements shall identify, with
the concurrence of the Secretary, spe-
cific assets to be held as collateral
should the credit rating of its senior
secured debt without regard to the
guarantee fall below ‘“‘A-"". The Sec-
retary has discretion to require collat-
eral at any time should circumstances
warrant.

(c) The final maturity of the guaran-
teed bonds shall not exceed 20 years.

(d) The guaranteed bonds shall be
issued to the Federal Financing Bank
on terms and conditions consistent
with comparable government-guaran-
teed bonds and satisfactory to the Sec-
retary.

(e) The Secretary shall guarantee
payment son guaranteed bonds in such
forms and on such terms and condi-
tions and subject to such covenants,
representations, warranties and re-
quirements (including requirements for
audits) as determined appropriate for
satisfying the requirements of this
part. The Secretary shall require the
guaranteed lender to enter into a guar-
antee agreement to evidence its ac-
ceptance of the foregoing. Any guar-
antee issued under this part shall be
made in a separate and distinct offer-
ing.

§1720.5 Eligibility criteria.

(a) To be eligible to participate in
the program, a guaranteed lender must
be:
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(1) A bank or other lending institu-
tion organized as a private, not-for-
profit cooperative association, or oth-
erwise on a non-profit basis; and

(2) Able to demonstrate to the Sec-
retary that it possesses the appropriate
expertise, experience, and qualifica-
tions to make loans for electrification
or telephone purposes.

(b) To be eligible to receive a guar-
antee, a guaranteed lender’s bond must
meet the following criteria:

(1) The guaranteed leader must fur-
nish the Secretary with a certified list
of the principal balances of concurrent
loans then outstanding evidencing that
such aggregate balance is at least
equal to the sum of the proposed prin-
cipal amount of guaranteed bonds to be
issued, and any previously issued guar-
anteed bonds outstanding; and

(2) The guaranteed bonds to be issued
by the guaranteed lender must receive
an underlying investment grade rating
from a Rating Agency, without regard
to the guarantee;

(c) A lending institution’s status as
an eligible applicant does not assure
that the Secretary will issue the guar-
antee sought in the amount or under
the terms requested, or otherwise pre-
clude the Secretary from declining to
issue a guarantee.

§1720.6 Application process.

(a) Applications shall contain the fol-
lowing:

(1) Background and contact informa-
tion on the applicant;

(2) A term sheet summarizing the
proposed terms and conditions of, and
the security pledged to assure the ap-
plicant’s performance under, the guar-
antee agreement;

(3) A statement by the applicant as
to how it proposes to use the proceeds
of the guaranteed bonds, and the finan-
cial benefit it anticipates deriving
from participating in the program;

(4) A pro-forma cash flow projection
or business plan for the next five years,
demonstrating that there is reasonable
assurance that the applicant will be
able to repay the guaranteed bonds in
accordance with their terms;
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