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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: 

(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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(5) Consolidated financial statements 
of the guaranteed lender for the pre-
vious three years that have been au-
dited by an independent certified pub-
lic accountant, including any associ-
ated notes, as well as any interim fi-
nancial statements and associated 
notes for the current fiscal year; 

(6) Evidence of having been assigned 
an investment grade rating on the debt 
obligations for which it is seeking the 
guarantee, without regard to the guar-
antee; 

(7) Evidence of a credit rating, from a 
Rating Agency, on its senior secured 
debt without regard to the government 
guarantee and satisfactory to the Sec-
retary. 

(8) Such other application documents 
and submissions deemed necessary by 
the Secretary for the evaluation of ap-
plicants. 

(b) The application process occurs as 
follows: 

(1) The applicant submits an applica-
tion to the Secretary; 

(2) The application is screened by 
RUS pursuant to 7 CFR 1720.7(a) of this 
part, to ascertain its threshold eligi-
bility for the program; 

(3) RUS evaluates the application 
pursuant to the selection criteria set 
forth in 7 CFR 1720.7(b) of this part; 

(4) If RUS provisionally approves the 
application, the applicant and RUS ne-
gotiate terms and conditions of the 
bond documents, and 

(5) The applicant offers its guaran-
teed bonds, and the Secretary upon ap-
proval of the pricing, redemption pro-
visions and other terms of the offering, 
executes the guarantee. 

(c) If requested by the applicant at 
the time it files its application, the 
General Counsel of the Department of 
Agriculture shall provide the Secretary 
with an opinion regarding the validity 
and authority of a guarantee issued to 
the lender under section 313A of the RE 
Act. 

§ 1720.7 Application evaluation. 
(a) Eligibility screening. Each applica-

tion will be reviewed by the Secretary 
to determine whether it is eligible 
under 7 CFR 1720.5, the information re-
quired under 7 CFR 1720.6 is complete 
and the proposed guaranteed bond com-
plies with applicable statutes and regu-

lations. The Secretary can at any time 
reject an application that fails to meet 
these requirements. 

(b) Evaluation. Pursuant to paragraph 
(a) of this section, applications will be 
subject to a substantive review, on a 
competitive basis, by the Secretary 
based upon the following evaluation 
factors, listed in order of importance: 

(1) The extent to which the proposed 
provisions indicate the applicant will 
be able to repay the guaranteed bonds; 

(2) The adequacy of the proposed pro-
visions to protect the Federal govern-
ment, based upon items including, but 
not limited to the nature of the 
pledged security, the priority of the 
lien position, if any, pledged by the ap-
plicant, and the provision for an or-
derly retirement of principal such as 
an amortizing bond structure or an in-
ternal sinking fund; 

(3) The applicant’s demonstrated per-
formance of financially sound business 
practices; 

(4) The extent to which providing the 
guarantee to the applicant will help re-
duce the cost and/or increase the sup-
ply of credit to rural America, to gen-
erate other economic benefits, includ-
ing the amount of fee income available 
to be deposited into the Rural Eco-
nomic Development Subaccount, main-
tained under section 313(b)(2)(A) of the 
RE Act (7 U.S.C. 940c–1(b)(2)(B)), after 
payment of the subsidy amount. 

(c) Independent Assessment. Before a 
guarantee decision is made by the Sec-
retary, the Secretary shall request 
that the Federal Financing Bank re-
view the adequacy of the determina-
tion by the Rating Agency, required 
under § 1720.5(b)(2) as to whether the 
bond or note to be issued would be 
below investment grade without the 
guarantee. 

(d) Decisions by the Secretary. The Sec-
retary shall approve or deny applica-
tions in a timely manner as such appli-
cations are received. The Secretary 
may limit the number of guarantees 
made to a maximum of five per year, to 
ensure a sufficient examination is con-
ducted of applicant requests. RUS shall 
notify the applicant in writing of the 
Secretary’s approval or denial of an ap-
plication. Approvals for guarantees 
shall be conditioned upon compliance 
with 7 CFR 1720.4 and 1720.6. 
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