§§1735.63-1735.69

(3) RUS requires that the borrower
agree not to extend credit to, perform
services for, or receive services from
any affiliated company unless specifi-
cally authorized in writing by the Ad-
ministrator or pursuant to contracts
satisfactory in form and substance to
the Administrator.

(4) RUS may require the borrower to
execute additional mortgages, loan
agreements, and associated docu-
mentation.

§§1735.63-1735.69 [Reserved]

Subpart G—Acquisitions Involving
Loan Funds

SOURCE: 54 FR 14626, Apr. 12, 1989, unless
otherwise noted. Redesignated at 55 FR 39395,
Sept. 27, 1990.

§1735.70 Use of loan funds.

(a) See 7 CFR part 1735 and 1737 for
RUS’s general loan policies and re-
quirements.

(b) RUS will finance an acquisition
by a borrower only when the acquisi-
tion is necessary and incidental to fur-
nishing or improving rural telephone
service and the service area is eligible
for RUS assistance.

(c) RUS does not make loans for the
sole purpose of merging or consoli-
dating telephone organizations. After a
merger or consolidation, RUS will con-
sider making loans to the telephone
system to finance the improvement or
extension of telephone service in rural
areas.

(d) Generally, RUS will not make a
loan for the acquisition of an existing
borrower unless, in addition to all
other requirements, such acquisition
will improve the likelihood of repay-
ment of an outstanding RUS loan and
all outstanding balances of the pre-
vious RUS loans are paid in full.

(e) In determining the amount it will
lend for each acquisition, RUS shall
place a valuation on all telephone fa-
cilities that are to be acquired with
loan funds. RUS may consider fair mar-
ket value, the original cost less depre-
ciation of the facilities, income gener-
ating potential, any improvement in
the financial strength of the borrower
as a result of the acquisition, and any
other factors deemed relevant by RUS
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to determine the reasonableness of the
acquisition price and the amount of
loan funds RUS will provide for an ac-
quisition. RUS shall not consider the
acquisition price reasonable or approve
a loan if, in the Administrator’s opin-
ion, the acquisition price will endanger
financial feasibility. If the acquisition
price exceeds the amount RUS will
lend, the borrower provides the remain-
der.

(f) When a borrower intends to re-
quest RUS loan funds for an acquisi-
tion, it shall present a proposal in writ-
ing to the Area Office as soon as pos-
sible. The borrower must either obtain
RUS approval prior to making any
binding commitments with the seller
or make the commitments subject to
RUS’s approval. Failure to comply
with these requirements will disqualify
the borrower from obtaining an RUS
loan for the acquisition unless the Ad-
ministrator determines there were ex-
tenuating circumstances.

§1735.71

Loan funds may be approved for the
acquisition and improvement of facili-
ties to serve nonrural subscribers only
if the principal purpose of the loan is
to furnish and improve rural service
and only if the use of loan funds to
serve nonrural subscribers is necessary
and incidental to the principal purpose
of the loan. For example, when the ac-
quisition of an existing system located
in and serving a nonrural area is nec-
essary to serve as the nucleus of an ex-
panded system to furnish area coverage
service in rural areas, the loan may in-
clude funds to finance the acquisition.
Approval for the use of loan funds in
these circumstances shall be made only
on a case by case basis by the Adminis-
trator.

Nonrural areas.

§1735.72 Acquisition agreements.

When borrowers are seeking RUS fi-
nancing, acquisition agreements be-
tween the borrower and the seller must
be in form and substance satisfactory
to RUS and shall be expressly condi-
tioned on approval of the agreement by
RUS and on obtaining an RUS loan.
Normally, the acquisition agreement
will not be approved by RUS until the
loan has been approved.
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