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AUTHORITY: Secs. 5.17, 8.11 of the Farm 
Credit Act (12 U.S.C. 2252, 2279aa–11). 

SOURCE: 58 FR 48786, Sept. 20, 1993, unless 
otherwise noted. 

Subpart A—Purpose and 
Definitions 

§ 621.1 Purpose and applicability. 
This part sets forth accounting and 

reporting requirements to be followed 
by all banks, associations, and service 
organizations chartered under the Act; 
the Federal Farm Credit Banks Fund-
ing Corporation; and, where specifi-
cally indicated, the Federal Agricul-
tural Mortgage Corporation. The re-
quirements set forth in this part are of 
both general and specific applicability. 
Certain requirements focus on areas of 
financial condition and operating per-
formance that are of special impor-
tance for generating, presenting, and 
disclosing accurate and reliable infor-
mation. 

§ 621.2 Definitions. 
For the purposes of this part, the fol-

lowing definitions shall apply: 
(a) Accrual basis of accounting means 

the accounting method in which ex-
penses are recorded when incurred, 
whether paid or unpaid, and income is 
reported when earned, whether re-
ceived or not received. 

(b) Borrowing entity means the indi-
vidual(s), partnership, joint venture, 
trust, corporation, or other business 
entity, or any combination thereof, 
that is primarily obligated on the loan 
instrument. 

(c) Generally accepted accounting prin-
ciples means that body of conventions, 
rules, and procedures necessary to de-
fine accepted accounting practices at a 
particular time, as promulgated by the 
Financial Accounting Standards Board 
(FASB) and other authoritative 
sources recognized as setting standards 
for the accounting profession in the 
United States. Generally accepted ac-
counting principles include not only 
broad guidelines of general application 
but also detailed practices and proce-
dures that constitute standards by 
which financial presentations are eval-
uated. 

(d) Generally accepted auditing stand-
ards means the standards and guide-

lines adopted by the Auditing Stand-
ards Board of the American Institute of 
Certified Public Accountants (AICPA) 
to govern the overall quality of audit 
performance. 

(e) Institution means any bank, asso-
ciation, or service organization char-
tered under the Act; the Federal Farm 
Credit Banks Funding Corporation, and 
where specifically noted, the Federal 
Agricultural Mortgage Corporation. 

(f) Loan means any extension of cred-
it or lease that is recorded as an asset 
of a reporting institution, whether 
made directly or purchased from an-
other lender. The term ‘‘loan’’ in-
cludes, but is not limited to: 

(1) Loans originated through direct 
negotiations between the reporting in-
stitution and a borrower; 

(2) Purchased loans or interests in 
loans, including participation inter-
ests, retained subordinated participa-
tion interests in loans sold, and inter-
ests in pools of subordinated participa-
tion interests that are held in lieu of 
retaining a subordinated participation 
interest in loans sold; 

(3) Contracts of sale; notes receiv-
able; and 

(4) Other similar obligations and 
lease financing. 

(g) Material means the magnitude of 
an omission or misstatement of ac-
counting information that, in light of 
surrounding circumstances, makes it 
probable that the judgment of a rea-
sonable person relying on the informa-
tion would have been changed or influ-
enced by the omission or 
misstatement. 

(h) Net realizable value means the net 
amount the lender would expect to be 
realized from the acquisition and sub-
sequent sale or disposition of a loan’s 
underlying collateral. Generally, net 
realizable value is equal to the esti-
mated selling price in the ordinary 
course of business, less estimated costs 
of acquisition, completion, and dis-
posal. 

(i) Qualified public accountant means 
a person who: 

(1) Holds a valid and unrevoked cer-
tificate, issued to such person by a le-
gally constituted State authority, 
identifying such person as a certified 
public accountant; 
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(2) Is licensed to practice as a public 
accountant by an appropriate regu-
latory authority of a State or other po-
litical subdivision of the United States; 

(3) Is in good standing as a certified 
and licensed public accountant under 
the laws of the State or other political 
subdivision of the United States in 
which is located the home office or cor-
porate office of the institution that is 
to be audited; 

(4) Is not suspended or otherwise 
barred from practice as an accountant 
or public accountant before the Securi-
ties and Exchange Commission (SEC) 
or any other appropriate Federal or 
State regulatory authority; and 

(5) Is independent of the institution 
that is to be audited. For the purposes 
of this definition the term ‘‘inde-
pendent’’ shall have the same meaning 
as under the rules and interpretations 
of the AICPA. 

(j) Recorded investment means the face 
amount of the loan increased or de-
creased by applicable accrued interest 
and unamortized premium, discount, fi-
nance charges, or acquisition costs, 
and may also reflect a previous direct 
write-down of the investment. 

Subpart B—General Rules 

§ 621.3 Application of generally accept-
ed accounting principles. 

Each institution shall: 
(a) Prepare and maintain, on an ac-

crual basis, accurate and complete 
records of its business transactions as 
necessary to prepare financial state-
ments and reports, including reports to 
the Farm Credit Administration, in ac-
cordance with generally accepted ac-
counting principles, except as other-
wise directed by statutory and regu-
latory requirements; 

(b) Prepare its financial statements 
and reports, including reports to the 
shareholders, investors, boards of di-
rectors, institution management and 
the Farm Credit Administration, in ac-
cordance with generally accepted ac-
counting principles, except as other-
wise directed by statutory and regu-
latory requirements; and 

(c) Prepare and maintain its books 
and records in such a manner as to fa-
cilitate reconciliation with financial 

statements and reports prepared from 
them. 

§ 621.4 Audit by qualified public ac-
countant. 

(a) Each institution shall, at least 
annually, have its financial statements 
audited by a qualified public account-
ant in accordance with generally ac-
cepted auditing standards. 

(b) The qualified public accountant’s 
opinion of each institution’s financial 
statements shall be included as a part 
of each annual report to shareholders. 

(c) If an institution disagrees with 
the opinion of a qualified public ac-
countant required by paragraph (b) of 
this section, the following actions shall 
be taken immediately: 

(1) The institution shall prepare a 
brief but thorough written description 
of the scope and content of the dis-
agreement, noting each point of dis-
agreement and citing, in all cases, the 
specific provisions of generally accept-
ed accounting principles and generally 
accepted auditing standards upon 
which the institution’s position in the 
disagreement is based; 

(2) A copy of the institution’s final 
description of the disagreement shall 
be given to the accountant who pro-
vided the opinion with which the insti-
tution disagrees; 

(3) The accountant shall have 10 busi-
ness days to develop and provide a brief 
but thorough final response to the in-
stitution’s description of the disagree-
ment, including all items believed to 
be incorrect or incomplete, and citing, 
in all cases, the specific provisions of 
generally accepted accounting prin-
ciples and generally accepted auditing 
standards upon which the accountant’s 
position in the disagreement is based; 

(4) Both the institution’s final de-
scription of the disagreement and the 
accountant’s final response to it shall 
be included in the institution’s annual 
report to shareholders directly fol-
lowing the accountant’s opinion of the 
institution’s financial statements; and 

(5) The institution shall immediately 
notify the Chief Examiner, Farm Cred-
it Administration, of any disagreement 
with its accountant and shall furnish 
the Farm Credit Administration with 
the written documentation required by 
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