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whether the borrower is debarred, sus-
pended, ineligible, or voluntarily ex-
cluded (see 7 CFR 3017.505). 

(c) RUS will notify the borrower if 
RUS recommends major changes in 
subscriber projections, design, cost es-
timates, or other significant matters. 
RUS will not continue loan processing 
until RUS and the borrower agree on 
all major changes. 

[54 FR 13356, Apr. 3, 1989; 54 FR 16194, Apr. 21, 
1989. Redesignated at 55 FR 39396, Sept. 27, 
1990, as amended at 58 FR 66256, Dec. 20, 1993] 

§ 1737.51 Approval of loan design. 
RUS shall notify the borrower when 

the preloan data concerning the system 
design and costs and subscriber projec-
tions have been approved. If found ac-
ceptable, RUS will approve the LD 
with any required changes. A copy of 
the approved LD, with any significant 
changes, as determined by RUS, will be 
returned to the borrower. 

§§ 1737.52–1737.59 [Reserved] 

Subpart G—Project Cost 
Estimation Procedures 

§ 1737.60 Telephone loan budget. 
(a) RUS shall prepare a ‘‘Telephone 

Loan Budget’’ (RUS Form 493) showing 
all costs for the proposed project and 
the amount of loan and nonloan funds 
to be used. The budget shall show, as 
applicable, amounts for central offices, 
outside plant and station equipment, 
right-of-way procurement, land, build-
ings, removal costs, special projects, 
engineering, vehicles and work equip-
ment, office equipment, operating 
funds, refinancing with loan funds, 
debt retirement with nonloan funds, 
acquisitions, and contingencies. The 
amounts budgeted, exclusive of prior 
loan reserves, generally shall be round-
ed to the nearest $1,000. 

(1) If the loan is to be made by the 
Rural Telephone Bank (RTB) or con-
currently with RTB, the budget shall 
include the amount required for the 
purchase of RTB Class B stock. This is 
5 percent of the amount to be borrowed 
from RTB for all purposes other than 
the purchase of RTB Class B stock. The 
borrower may elect to use nonloan 
funds for all or part of this require-
ment. 

(2) The amount of funds included in 
any loan shall be limited for certain 
items: 

(i) Operating funds for working cap-
ital or current operating deficiencies 
shall be included only in cases of finan-
cial hardship as determined by the Ad-
ministrator. 

(ii) Contingencies shall not exceed 3 
percent of the total amount of loan 
funds to be used for construction, engi-
neering, operating equipment and oper-
ating funds. 

(b) RUS shall prepare the cost esti-
mates based on the data in RUS Form 
494, ‘‘Loan Design Summary,’’ and RUS 
Form 495, ‘‘Construction Cost Esti-
mates,’’ or their equivalents, and other 
parts of the LD submitted by the bor-
rower, and on other pertinent informa-
tion. See subpart D of this part. The 
amounts included in the proposed 
budget shall be the estimated costs, 
less the value of materials and supplies 
on hand or acquired that can be used in 
the proposed construction. The cost es-
timates in the LD may be adjusted by 
RUS in consultation with the bor-
rower. See § 1737.50(c). 

(c) Generally, the new loan shall be 
reduced by any required equity funds 
and funds available in reserves no 
longer needed for prior loan purposes 
to determine the proposed loan require-
ment. 

(d) When amounts are available in re-
serves no longer needed for prior loan 
purposes, RUS may, at its option, deny 
further advances of these funds if they 
will be used to finance projects in the 
proposed loan. 

(e) The budget shall also show, if ap-
plicable, the reserves for each budget 
item as of the date of the latest RUS 
Form 481, ‘‘Financial Requirement 
Statement,’’ submitted by the bor-
rower. To ensure that sufficient funds 
are included in the budget to finance 
all proposed construction, RUS in-
cludes in the budget any funds depos-
ited by the borrower for approved in-
terim financing. 

§ 1737.61 Cost allocation for rural and 
nonrural areas. 

(a) Pursuant to the requirements in 7 
CFR part 1735, if loan funds are pro-
posed for facilities to serve subscribers 
in nonrural areas, RUS shall allocate 
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costs between rural and nonrural areas. 
This allocation will be used to deter-
mine whether the use of loan funds in 
nonrural areas is necessary and inci-
dental to furnishing and improving 
telephone service in rural areas. Cost 
estimates shall be provided by the bor-
rower in the LD. See subpart D of this 
part. RUS will use the following meth-
od to review the cost breakdowns and 
to determine their appropriateness: 

(1) The costs of facilities associated 
directly with particular subscribers 
shall be allocated to those subscribers. 

(2) The costs of facilities that serve 
both rural and nonrural subscribers 
shall be allocated based on the relative 
number of rural and nonrural sub-
scribers receiving service from those 
facilities. 

(3) When a borrower’s exchange that 
includes a nonrural community will 
have an extended area of service (EAS) 
with other exchanges of the borrower, 
the breakdown of subscribers and funds 
in the allocation for rural and nonrural 
areas included in the proposed loan 
shall show the number of rural and 
nonrural subscribers and the costs to 
serve each group, as determined per 
paragraphs (a)(1) and (a)(2) of this sec-
tion, in the subject exchange and in all 
exchanges connected by EAS. 

(b) If RUS determines that costs can-
not be adequately allocated using the 
procedures in paragraphs (a)(1) through 
(a)(3) of this section, RUS shall, on a 
case by case basis, allocate costs be-
tween the rural and nonrural sub-
scribers using whatever methodology it 
deems reasonable. All allocations in 
paragraphs (a) and (b) of this section 
shall be documented. 

§§ 1737.62–1737.69 [Reserved] 

Subpart H—Feasibility 
Determination Procedures 

§ 1737.70 Description of feasibility 
study. 

(a) In connection with each loan RUS 
shall prepare a feasibility study that 
includes sections on consolidated loan 
estimates, operating statistics, pro-
jected telecommunications, plant, pro-
jected retirement computations, and 
projected revenue and expense esti-
mates (including detailed estimates of 

depreciation and amortization expense, 
scheduled debt service payments, toll 
and access charge revenues, and local 
service revenues). Normally, projec-
tions will be for a 5-year period and 
used to determine the ability of the 
borrower to repay its loans in accord-
ance with the terms thereof. RUS will 
not require borrowers to raise local 
service rates. Local service revenue 
projections will be based on the bor-
rower’s existing local service rates or 
regulatory body approved rates not yet 
in effect but to be implemented within 
the Forecast period. In the latter case, 
if a borrower is not required to obtain 
regulatory body approval for the imple-
mentation of such rates, RUS will re-
quire a resolution of the board of direc-
tors indicating when those rates will be 
in effect. 

(b) RUS makes loans only to rural 
telephone systems that are financially 
feasible. RUS shall consider the factors 
discussed in paragraphs (c) through (j) 
of this section in determining feasi-
bility. 

(c) The revenue and expense esti-
mates for the feasibility study gen-
erally will be based on the borrower’s 
operating experience provided that: 

(1) Adjustments are made for any 
nonrecurring revenues and expenses 
that are not representative of the bor-
rower’s past operations and would thus 
make the borrower’s experience data 
inappropriate for the forecast; and 

(2) Adjustments are made for any 
special or new characteristics or other 
considerations deemed necessary by 
the Administrator. 

(d) [Reserved] 
(e) Depreciation expense will be de-

termined using depreciation rates ap-
propriate to the normal operation of 
the borrower, based on: 

(1) The borrowers regulatory body ap-
proved depreciation rates; and 

(2) Where such rates as described in 
paragraph (e)(1) of this section do not 
exist for items which the borrower is 
seeking financing, the most recent me-
dian depreciation rates published by 
RUS for all borrowers. RUS will pub-
lish such depreciation rates annually 
in RUS’s ‘‘Statistical Report, Rural 
Telephone Borrowers.’’ 

(f) Projected scheduled debt service 
payments will generally be based on all 
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