	Title:
	PROPOSED RULE--Disclosure of Information on Reports to Shareholders--12 CFR Parts 602, 620, 621

	Date of Issuance:
	8/27/1985

	Agency:
	FCA

	Federal Register Cite:	
	50 FR 34711


[bookmark: _GoBack]FARM CREDIT ADMINISTRATION 

 12 CFR Parts 602, 620, 621 

Disclosure of Information on Reports to Shareholders 

AGENCY: Farm Credit Administration.

ACTION: Proposed rule. 

SUMMARY: The Farm Credit Administration (FCA), by its Federal Farm Credit Board (Federal Board), publishes for comment proposed new regulations which would require banks and associations of the Farm Credit System (System) to issue annual reports and information statements to shareholders prior to annual meetings and to file reports of condition and performance with the FCA in accordance with prescribed accounting formats. The FCA also publishes for comment a proposed amendment to 12 CFR 605.250 relating to the disclosure of information under the Freedom of Information Act that designates reports to shareholders and specified portions of the reports of condition and performance as public information. The Federal Board believes that shareholders of System institutions should receive accurate and timely information prior to electing directors so as to encourage more shareholder participation in an institution's affairs and to hold directors and management accountable for their actions. The Federal Board also believes that disclosure to shareholders will assist the FCA in fulfilling its supervisory and examination responsibilities. 

DATES: Written comments must be received on or before October 23, 1985. 

ADDRESSES: Submit any comments in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090. Copies of all communications received will be available for examination by interested parties in the Office of Director, Congressional and Public Affairs Division, Office of Administration, Farm Credit Administration. 

FOR FURTHER INFORMATION CONTACT: 

Thomas J. Holland, Office of Examination and Supervision, Farm Credit Administration, (703) 883-4452, or 

Dorothy J. Acosta, Office of General Counsel, (703) 883-4020, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090. 

TEXT: 
SUPPLEMENTARY INFORMATION:  

A. Disclosure to Shareholders 

While System banks and associations currently report to their shareholders annually, there are no standards for the form, content, and distribution of such reports. The Federal Board believes that shareholders of System institutions should receive accurate and timely information prior to electing directors so as to encourage more shareholder participation in an institution's affairs and to hold directors and management accountable for their actions. The Federal Board also believes that disclosure to shareholders will assist the FCA in fulfilling its supervisory and examination responsibilities. Therefore, the Federal Board proposes new regulations that would require each System bank and association to issue an annual report to its shareholders within 90 days of the end of the fiscal year and transmit a statement containing information specified in the regulation to shareholders at least 15 days prior to annual meetings at which directors are to be elected. The reports would also be filed with the FCA and will be available for public inspection. 

The proposed standards for disclosure in the annual report to shareholders are similar to, though not as extensive as, those required by the Securities and Exchange Commission and other financial regulators. 

The proposed regulation would require each institution's annual report to contain the following information: A description of the institution's business and property, material pending legal proceedings, capital structure, selected financial data for the last 5 years, a discussion and analysis of the financial condition and results of operations, information about officers and directors and their compensation and transactions with the institution, and audited financial statements prepared in accordance with generally accepted accounting principles (GAAP), except as otherwise provided by the Regulations of the FCA. The regulation would require comparative financial statements for the last 3 fiscal years, audited by a qualified public accountant, except that the financial statements of Federal land bank associations (FLBAs) would not be required to have an independent audit. The Federal Board believes that because FLBAs act as agents for the Federal land bank (FLB), which is the primary lender, an independent audit of the FLB will require sufficient examination of FLBAs to provide assurance that the financial position of the association is fairly reflected in its financial statements. However, FLBAs are required to send their financial statements, as well as the FLB's to their shareholders. The independent audit requirement would take effect for banks as of the end of the 1986 fiscal year and for production credit associations (PCAs) as of the end of the 1987 fiscal year. The annual report must be signed by the institution's principal executive officer, principal financial or accounting officer, and each member of the Board of Directors. The institution is required to disclose the identity of any person required to sign but who is unable or refuses to sign and the reasons therefore. 

The information statement incorporates by reference the annual report to shareholders and must disclose the number of shareholders entitled to vote, information about incumbent directors and nominees for directors similar to information disclosed in the annual report to shareholders, and any events known to the institution during the past 5 years that are material to an evaluation of the ability or integrity of the nominee; material pending legal proceedings other than ordinary routine litigation incidental to the business; and any other matter that will be discussed at the meeting upon which a shareholder vote will be taken. If the annual meeting is held more than 120 days after the end of the institution's fiscal year, interim comparative balance sheets and income statements as of the closest preceding quarter must be included but unaudited. Information statements are required to be filed with the FCA at least 30 days prior to dissemination and must be disseminated to shareholders at least 15 days prior to any meeting at which directors are to be elected. Information contained in documents previously filed with the FCA and disclosed to shareholders may be incorporated by reference, and information in any part of the statement may be incorporated by reference in answer or partial answer to any other item of the statement. All information contained in disclosure reports will be available to the general public upon request (see information below). 
B. Accounting and Reporting Regulation 

The proposed rule would establish accounting requirements to ensure a uniform foundation for generating, presenting, and disclosing accurate financial information to all persons having or contemplating business transactions with System institutions, and to the FCA. 

The proposed accounting requirements include specific standards and requirements covering such items as: (1) Nonperforming loans; (2) uncollectible interest on loans; (3) chargeoffs; and (4) adjustments to the book value of assets when book value exceeds actual value or when documentation is insufficient to support book value. 

To ensure comparability of financial statements between System institutions and other private business entities, the proposed rule would require System institutions to prepare their financial statements and reports in accordance with GAAP, except as otherwise directed by statutory and regulatory requirements. Such instances must be explained in the notes to the financial statements. 

The proposed regulation would also require System banks and PCAs to have their financial statements audited by qualified public accountants and to include a copy of the accountant's opinion in annual reports. 

Because the FCA is increasing its use of financial reporting to monitor the condition and performance of System institutions, the information reported will be used in support of and as a supplement to onsite examination and supervisory functions. The requirements would establish a regulatory basis for reports of financial condition and performance filed with the FCA by System banks and associations. 

The proposed rule would formalize the requirement that reports of condition and performance be filed quarterly with the FCA. It requires that such reports be prepared in accordance with instructions and specifications as may be prescribed by the FCA. 

In addition, the proposed rule would require reports of condition and performance to be certified as true and accurate representations of the financial condition and performance of reporting institutions by an officer of each reporting institution. 

Finally, the proposed rule would require financial information reported to Boards of Directors and stockholders to be prepared in accordance with rules and standards for preparing reports of condition and performance filed with the FCA if the items reported to directors and stockholders correspond to items reported to the FCA. 

C. Disclosure Under the Freedom of Information Act 

The Federal Board proposes to amend 12 CFR 602.250 to clarify that reports to shareholders are publicly available and that certain portions of the reports of condition and performance filed with the FCA will be available to the public under the Freedom of Information Act for a reasonable fee upon request. The portions of the reports of condition and performance that will be available to the public are those items that correspond to items that must be disclosed to shareholders under 12 CFR 620.3 and 620.10. 

List of Subjects in 12 CFR Parts 602, 620, and 621 

Accounting, Annual reports, Freedom of information, Information, Reports of condition and performance. 

PART 602 -- RELEASING INFORMATION 

As stated in the preamble, it is proposed that Part 602 of Chapter VI, Title 12, of the Code of Federal Regulations, be revised as follows: 

1. The authority citation for Part 602 is amended by adding 5 U.S.C. 552(a)(1) to read as follows: 

Authority: Secs. 5.9, 5.12, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 5 U.S.C. 552(a)(1), 12 U.S.C. 2243, 2246, 2252. 

2. Section 602.250 is amended by revising the introductory text of paragraph (a) and paragraph (a)(8) as follows: 

§ 602.250 Official records of the Farm Credit Administration. 

(a) The Farm Credit Administration shall, upon any request for records which reasonably describe them and is made in accordance with the provisions of this Subpart, make the records available as promptly as practicable to any person, except exempt records which include the following: 

* * * * * 

(8) Records of or related to examination, operating, or condition reports of or related to Farm Credit institutions under the supervision of the Farm Credit Administration that are prepared by, on behalf of, or for its use except that reports to shareholders filed with the FCA pursuant to §§ 620.1-620.11 and 611.1120-611.1125 of this chapter and certain portions of the reports of condition and performance filed with the Farm Credit Administration shall be available to the public for a reasonable fee upon request. 

* * * * * 

3. A new Part 620 is added consisting of §§ 620.1-620.11 to read as follows: 

PART 620 -- DISCLOSURE TO SHAREHOLDERS 

Subpart A -- Annual Reports to Shareholders 

Sec. 

620.1 Definitions. 

620.2 Preparing, distributing, and filing the report. 

620.3 Contents of the annual report to stockholders. 

Subpart B -- Annual Meeting Information Statement 

620.10 Preparing, distributing, and filing the information statement. 

620.11 Contents of the annual meeting information statement. 

Authority: 12 U.S.C. 2252(a)(16). 

Subpart A -- Annual Reports to Shareholders 

§ 620.1 Definitions. 

For the purpose of this part, the following definitions shall apply: 

(a) "Affiliated organization" means any organization of which a director or officer of the reporting institution is a director or officer or is a majority shareholder. 

(b) "Immediate family" means any relationship by blood, marriage, or adoption not more remote than first cousin. 

(c) "Institution" means a bank or association chartered by the Farm Credit Administration. 

(d) "Related organization" means any Farm Credit institution that is a shareholder of the reporting institution or in which the reporting institution has an ownership interest. 

(e) "Risk funds" means the allowance for loan losses and all capital accounts exclusive of capital stock and allocated equities. 

§ 620.2 Preparing, distributing, and filing the report. 

(a) Each institution of the Farm Credit System shall prepare and distribute to its shareholders an annual report within 90 days after the end of its fiscal year. 

(b) For the purposes of § 620.3(j), a Federal land bank association shall include the Federal land bank's financial statements in addition to its own. Federal land bank associations shall comply with all other sections of this Part. 

(c) The report shall contain at a minimum the information specified in § 620.3, and in addition, such further material information as may be necessary to make the required statements, in light of the circumstances under which they are made, not misleading. 

(d) Three complete copies of the report, including financial statements, financial statement schedules, exhibits, and all other papers and documents that are part of the report, shall be filed with the Farm Credit Administration simultaneously with its dissemination to shareholders and shall be available for public inspection at the Farm Credit Administration. At least one of the reports shall be manually signed. 

(e) The report shall be signed and dated by and on behalf of the institution by its principal executive officer, its principal financial officer or accounting officer, and each member of its board of directors. The name of each person signing the report shall be typed or printed beneath his signature. The statement to which the signers of the report shall attest shall read as follows: 

The undersigned certify that the information contained in this report is true, accurate, and complete to the best of his or her knowledge. 

If any officer or any member of the board of directors is unable to or refuses to sign the report, the institution shall disclose the individual's name and the reasons therefore. 

(f) If information required by this part is contained in information previously filed with the FCA and disclosed to shareholders, the information may be incorporated by reference as an exhibit to this report. Information in any part of the report may be incorporated by reference in answer, or partial answer, to any other item of the report. 

§ 620.3 Contents of the annual report to shareholders. 

The report shall address the following items: 

(a) Description of the institution's business. The description shall include a brief discussion of the following items: 

(1) The institution's business; 

(2) The territory served; 

(3) The persons eligible to borrow; 

(4) The types of lending activities engaged in and financial services offered (banks shall also describe the lending and financial services offered by the associations that are its shareholders as well as financial services offered by any service corporation in which it has an ownership interest); 

(5) Any significant developments within the last 5 years that had or could have a material impact on earnings or interest rates to borrowers, including, but not limited to, mergers or consolidations and financial assistance provided by or to the institution through loss-sharing or capital preservation agreements or any other source; 

(6) The acquisition or disposition of any material assets other than in the ordinary course of business; 

(7) Any material change in the manner of conducting the business; 

(8) Any seasonal characteristics of the institution's business; 

(9) Any concentrations of more than 10 percent of its assets in particular types of agricultural activity or business and the institution's dependence, if any, upon a single customer, or a few customers, including other financial institutions ("OFIs"), as defined in § 614.4540(e) of this title, the loss of any one of which would have a material effect on the institution; and 

(10) A brief description of the business of any related Farm Credit organization and the nature of the institution's relationship to such organization. 

(b) Description of property. State the location of and briefly describe the principal offices and other materially important physical properties of the institution. If any such property is not held in fee or is held subject to any major encumbrance, so state and describe briefly the terms and conditions of the agreement under which the property is used or occupied. 

(c) Legal proceedings. Describe fully any material pending legal proceedings, other than ordinary routine litigation incidental to the business, to which the institution, or any of its related organizations, is a party or of which any of their property is the subject. Include the name of the court or agency in which the proceedings are pending, the date instituted, the principal parties thereto, a description of the factual basis alleged to underlie the proceeding, and the relief sought. Describe any material proceedings to which any director, officer, or related organization of the institution is a party. Provide a statement of management's opinion with respect to the impact the legal proceedings may have, if any, on the institution's financial position. 

(d) Description of institution's securities. (1) Describe each class of stock and participation certificate the institution is authorized to issue and the rights, duties, and liabilities of each class. The description shall include: 

(i) The number of shares of each class outstanding and the number of holders of each class; 

(ii) The par or face value; 

(iii) The voting and dividend rights; 

(iv) The order of priority upon impairment or liquidation; 

(v) The institution's retirement policies and restrictions on transfer; 

(vi) The statutory requirement that a borrower must purchase stock as a condition to obtaining a loan; 

(vii) The manner in which the stock is paid (i.e., promissory note to the issuer or cash not advanced by issuing institution); and 

(viii) The statutory authority of the institution to require additional capital contributions. 

(2) Describe the institution's debt, indicating the type, amount, maturity, and interest rates of each category of obligations outstanding at the end of the fiscal period just ended. Describe applicable and regulatory restrictions on the institution's ability to incur debt. 

(3) Describe fully the institution's rights and obligations under any agreement, formal, or informal, between the institution and any other person or entity having to do with capital preservation, loss sharing, or any other financial assistance agreement. 

(e) Selected financial data. Furnish in comparative columnar form for each of the last 5 fiscal years the following financial data: 

(1) Operating revenues; 

(2) Income (loss) from continuing operations; 

(2) Net income; 

(4) Total assets; 

(5) Net loans; 

(6) Long-term obligations; 

(7) Cash dividends declared; 

(8) Patronage refunds declared; 

(9) The number of members of the institution; 

(10) Loss-sharing assistance given or received; 

11) Net chargeoffs; 

(12) Analysis of the allowance for loan losses; and 

(13) Such other schedules and items as the Farm Credit Administration shall require to effect adequate disclosure. 

(f) Management's discussion and analysis of financial condition and results of operations. Fully discuss the institution's financial condition and changes in financial condition during the past 2 years. In addition to the items below, the discussion shall provide such other information that the institution believes to be necessary to an understanding of its financial condition, changes in financial condition, and results of operations. 

(1) Financial position. Describe the institution's existing lines of credit and sources of lendable funds in relation to applicable statutory or regulatory restrictions on its ability to incur indebtedness. State the institution's debt-to-capital and loan-to-capital ratios, noting any material variances from System or regulatory guidelines, and describe the components of the institution's capital accounts. Discuss the adequacy of the allowance for loan losses and other risk funds to absorb the risk inherent in the institution's operations and comment upon any trends, commitments, contingencies, or events that are reasonably likely to have a materially adverse effect upon the adequacy of available risk funds. 

(2) Capital acquisitions. Describe any material commitments for capital expenditures as of the end of the latest fiscal period, and indicate the general purpose of such commitments and the anticipated source of funds needed to fulfill such commitments. 

(3) Results of operations. Describe on a comparative basis any unusual or infrequent events or transactions or any significant economic changes (including, but not limited to, financial assistance from or paid to other Farm Credit institutions) that materially affected the amount of reported income from continuing operations and, in each case, indicate the extent to which income was so affected. In addition, describe any other significant components of revenues or expenses that, in the institution's judgment, should be described in order to understand the institution's results of operations. Describe any known trends or uncertainties that have had or that the institution reasonably expects will have a material impact on net revenues or income from continuing operations. If known, disclose any events that will cause a material change in the relationship between costs and revenues. To the extent that the financial statements disclose material changes in revenues, provide a narrative discussion of the extend to which such changes are attributable to changes in fees or volume of services being sold or to the introduction of new products or services. 

(g) Directors and executive officers. (1) List the names of all directors and executive officers of the institution, indicating the position and term of office of each. 

(2) Briefly describe the business experience during the past 5 years of each director and executive officer, including each person's principal occupations and employment during the past 5 years. 

(3) Indicate any other directorship(s) held by each director and briefly describe the principal business of the entity in which such directorship is held. 

(4) Describe any event known to the institution that occurred during the past 5 years that is material to an evaluation of the ability or integrity of any director or executive officer, including, but not limited to, any bankruptcy or similar proceeding, any criminal proceeding, or any civil proceeding that reflects on the officer's ability or integrity. 

(h) Director compensation. Describe the arrangements under which directors of the institution are compensated for all services as a director and state the total compensation paid to directors as a group. For each director, state: 

(1) The number of days served at board meetings; and 

(2) The total number of days served in other official activities. 

(i) Certain relationships and related transactions. (1) State the institution's policies, if any, on loans to and transactions with officers and directors of the institution. 

(2) Transactions other than loans. Describe briefly any transaction, or series of transactions (other than loans), that occurred at any time during the last fiscal year between the institution and any director or officer, any member of his or her immediate family, or any organization with which the director or executive officer is affiliated. State the name of the officer or director, his or her relationship to the institution, the nature of his or her interest in the transaction, and the terms of the transaction. No information need be given where the purchase price, fees, or charges involved were determined by competitive bidding or where the amount involved in the transaction (including the total of all periodic payments) does not exceed $5,000, or the interest of the person arises solely as a result of his or her status as a stockholder of the institution and the benefit received is not a special or extra benefit not available to all stockholders. 

(3) Loans to management. (i) If true, state that the institution has had loans outstanding during the last full fiscal year to date to its officers and directors that: 

(A) Were made in the ordinary course of business; 

(B) Were made on the same terms, including interest rate, amortization schedule, and collateral, as those prevailing at the time for comparable transactions with other persons; and 

(C) Did not involve more than the normal risk of collectibility or present other unfavorable terms. 

(ii) If the conditions stated in paragraph (i)(3)(i) of this section do not apply to the loan(s) of any person who served as an officer or director during the specified time period, state: 

(A) The person's name; 

(B) The largest aggregate amount of indebtedness outstanding at any time during the last fiscal year; 

(C) The nature of the loan(s); 

(D) The amount outstanding as of the end of the last fiscal year; 

(E) The rate of interest payable on the loan; 

(F) The amortization schedule for the loan; 

(G) The amount past due; 

(H) The credit status of the loan as determined by the institution; and 

(I) If applicable, the reason the loan is deemed to involve more than the normal risk of collectibility or present unfavorable features. 

(j) Financial statements. Furnish financial statements and related footnotes that have been prepared in accordance with generally accepted accounting principles and the instructions and other requirements of the Farm Credit Administration, and that have been audited in accordance with generally accepted auditing standards by a qualified public accountant, as defined in § 621.7(a)(1) of this title, and an opinion expressed thereon, except as provided in paragraph (j)(2) of this section. The statements shall include a comparative balance sheet, statement of income, statement of changes in capital, and statement of changes in financial position and related footnotes, for the last 3 fiscal years. 

(2) The financial statements of Federal land bank associations need not be audited by a qualified public accountant for the purposes of this section. 

(3) The audit requirements of paragraph (j)(1) of this section shall take effect as follows: 

(i) For banks -- as of the end of the bank's 1986 fiscal year; and 

(ii) For production credit associations -- as of the end of the association's 1987 fiscal year. 

Subpart B -- Annual Meeting Information Statement 

§ 620.10 Preparing, distributing, and filing the information statement. 

(a) Each institution of the Farm Credit System shall prepare and distribute to its shareholders at least 15 days prior to any meeting at which directors are to be elected an information statement (statement) containing the information specified in § 620.11. 

(b) The statement shall contain, at a minimum, the information specified in this regulation, and in addition such further material information as may be necessary to make the required statements, in light of the circumstances under which they are made, not misleading. 

(c) The statement shall incorporate by reference the annual report to shareholders required by Subpart A of this part. In addition, if any institution holds its annual meeting of shareholders more than 120 days after the end of its fiscal year, the information statement shall be accompanied by interim financial statements, prepared in accordance with Part 621, Subpart A, of this chapter, that accurately reflect the institution's financial condition as of the closest preceding quarter period and comparable statements for the same interim period in the prior fiscal year. The statements shall include, at a minimum, an interim balance sheet and income statement and may be unaudited. 

(d) Three complete copies of the statement, including financial statements, financial statement schedules exhibits, and all other papers and documents that are part of the statement, shall be filed with the Farm Credit Administration at least 30 days prior to its dissemination to shareholders. At least one of the statements shall be manually signed. 

(e) The statement, including any interim financial statements that may be required under paragraph (c) of this section, shall be signed and dated by and on behalf of the institution by its principal executive officer, its principal financial or accounting officer, and each member of its board of directors. The name of each person signing the statement shall be typed or printed beneath the signature. The statement to which the signers of the report shall attest shall read as follows: 

The undersigned certify that the information contained in this statement is true, correct, accurate, and complete to the best of his or her knowledge. 

If any officer or any member of the board of directors is unable or refuses to sign the report, the institution shall disclose the individual's name and the reasons therefore. 

(f) If any information required by this statement is contained in documents previously filed with the Farm Credit Administration and disclosed to shareholders, the information may be incorporated by reference. Information in any part of the statement may be incorporated by reference in answer, or partial answer, to any other item of the statement. 

§620.11 Contents of the annual meeting information statement. 

The statement shall address the following items: 

(a) Voting shareholders. For each class of stock entitled to vote at the meeting, state the number of shareholders entitled to vote. State the record date as of which the shareholders entitled to vote will be determined. 

(b) Directors. (1) State the names and ages of persons currently serving as directors of the institution, their terms of office, and the periods during which each such person has served. No information need be given with respect to any director whose term of office as a director will not continue after the meeting to which the statement relates. 

(2) State the name of any incumbent director who attended fewer than 75 percent of the total of board meetings and any board committee meetings of committees on which he or she served during the last fiscal year. 

(3) If any director resigned or declined to stand for reelection during the last year because of a policy disagreement with the board, and if the director has furnished a letter requesting disclosure of the nature of the disagreement, state the date of the director's resignation and summarize the director's description of the disagreement contained in the letter. If the institution holds a different view of the disagreement, the institution's view may be summarized. 

(4) Describe the arrangements under which directors of the institution are compensated for all services as a director. For each director named, state: 

(i) The number of days served at board meetings; and 

(ii) The total number of days served. 

(e) Nominees. 

(1) If directors are nominated by region, describe the regions and state the number of shareholders entitled to vote in each region. If nominations from the floor are restricted by the bylaws to persons from a particular region, so state. 

(2) If fewer than two nominees for each position are named, describe the efforts of the nominating committee to locate two willing nominees. 

(3) For each nominee, state the nominee's age and business experience during the last 5 years, including each person's occupation and employment during the past 5 years. 

(4) Describe any event known to the institution that occurred during the past 5 years that is material to an evaluation of the ability or integrity of any nominee, including, but not limited to, any bankruptcy or similar proceeding, any criminal proceeding, or any civil proceeding that reflects on the nominee's ability or integrity. 

(5) Describe any transaction or series of transactions with the institution (other than loans) that occurred at any time since the beginning of the fiscal year between the institution and any nominee, any member of his or her immediate family, or any organization with which the nominee is affiliated. State the name of the nominee, the nature of his or her interest in the transaction, and the terms of the transaction. No information need be given where the rates or charges involved were determined by competitive bidding or where the amount involved in the transaction (including the total of all periodic payments) does not exceed $5,000 or the interest of the person arises solely as a result of his or her status as a stockholder of the institution and the benefit received is not a special or extra benefit not received by all stockholders. If any transaction were disclosed in the annual report to the shareholders, the information statement shall disclose the current status of the transaction. 

(6) Describe any outstanding loan to any nominee that was not made in the ordinary course of business on the same terms, including interest rate, amortization schedule, or collateral, as those prevailing at the time for comparable transactions with other persons or that involves more than the normal risk of collectibility or presents other unfavorable features. For each such loan(s) state: 

(i) The person's name; 

(ii) The largest aggregate amount of indebtedness outstanding at any time during the year preceding the date of the annual meeting; 

(iii) The nature of the loan(s); 

(iv) The amount outstanding as of the date of the interim balance sheet, if any, provided in response to § 620.10(c); 

(v) The rate of interest payable on the loan; 

(vi) The amortization schedule for the loan; 

(vii) The amount past due, if any; 

(viii) The credit status of the loan; and 

(ix) If applicable, the reason the loan is deemed to involve more than the normal risk of collectibility or present unfavorable features. 

(7) If a person is nominated from the floor, he or she shall disclose the information required in paragraph (e)(6) of this section either orally or in writing. 

(f) Legal proceedings. Describe fully any material pending legal proceedings, other than ordinary routine litigation incidental to the business, to which the institution, or any of its related organizations, is a party or of which any of their property is the subject. Include the name of the court or agency in which the proceedings are pending, the date instituted, the principal parties thereto, a description of the factual basis alleged to underlie the proceeding, and the relief sought. Describe any material proceedings to which any director, officer, or related organization of the institution is a party. Provide a statement of management's opinion with respect to the impact the legal proceedings may have, if any, on the institution's financial position. 

(g) If shareholders are asked to vote on matters not normally required to be submitted to shareholders for approval, describe fully the material circumstances surrounding the matter, the reason shareholders are asked to vote, and the vote required for approval of the proposition. 

(h) The information statement shall describe any other matter that will be discussed at the meeting upon which shareholder vote is not required. 

4. A new Part 621 is added consisting of §§ 621.1-621.14 to read as follows: 

PART 621 -- ACCOUNTING AND REPORTING REQUIREMENTS 

Subpart A -- Accounting Requirements 

Sec. 

621.1 Purpose and applicability. 

621.2 Generally accepted accounting principles and audit standards. 

621.3 Nonperforming loans and similar assets. 

621.4 Uncollectible interest on loans and similar assets -- general rules. 

621.5 Chargeoff of losses on loans -- general rules. 

621.6 Adjustments to book value of assets. 

621.7 Audit by qualified public accounts. 

Subpart B -- Reports of Condition and Performance 

621.10 Applicability and purpose. 

621.11 Frequency and place of filing. 

621.12 Content and standards -- general rules. 

621.13 Certification of correctness. 

621.14 Corresponding reporting items. 

Authority: 12 U.S.C. 2252(a)(3) and (16); 2254. 

Subpart A -- Accounting Requirements 

§ 621.1 Purpose and applicability. 

(a) This part sets forth accounting requirements to be followed by all banks, associations, and service corporations chartered by the Farm Credit Administration under authority of the Farm Credit Act of 1971, as amended. 

(b) Accurate and reliable financial information, prepared in accordance with appropriate accounting requirements, is essential to ensuring the accountability of management and directors to stockholders. 

(c) Accounting requirements are established to provide a uniform foundation for generating, presenting, and disclosing accurate and reliable information of a material nature to all persons having or contemplating business transactions with institutions of the Farm Credit System. 

(d) The requirements set forth in this part include both requirements of general application and specific requirements focusing on particular areas of financial condition and operating performance. The specific requirements address areas of special importance to ensuring accurate and reliable information on lending operations. 

§ 621.2 Generally accepted accounting principles and audit standards. 

(a) Definitions. -- (1) As used in this part, the term "generally accepted accounting principles" shall mean that body of conventions, rules, and procedures necessary to define accepted accounting practice at a particular time as promulgated by the Financial Accounting Standards Board and other authoritative sources recognized as setting standards of the accounting profession as practiced in the United States. Generally accepted accounting principles shall include not only broad guidelines of general application but also detailed practices and procedures which constitute standards against which financial presentations are evaluated. 

(2) As used in this part, the term "generally accepted auditing standards" shall mean the standards and guidelines adopted by the Auditing Standards Board of the American Institute of Certified Public Accountants to govern the overall quality of audit performance. 

(b) General rules. All banks, associations, and chartered service corporations of the Farm Credit System shall: 

(1) Prepare and maintain accurate and complete records of their business transactions as necessary to prepare financial statements and reports, including reports to the Farm Credit Administration, in accordance with generally accepted accounting principles, except as otherwise directed by statutory and regulatory requirements; 

(2) Prepare their financial statements and reports, including reports to the Farm Credit Administration, in accordance with generally accepted accounting principles, except as otherwise directed by statutory and regulatory requirements for all material items; 

(3) Employ with such specific accounting principles, practices, or procedures on particular accounting or reporting matters as the Farm Credit Administration may require by regulation or otherwise, generally accepted accounting principles notwithstanding; 

(4) Prepare and maintain their books and records in such a manner as to facilitate reconciliation with financial statements and reports prepared from them by Farm Credit Administration examiners and independent certified public accountants using generally accepted auditing standards. 

(c) Accrual basis of accounting -- (1) Definition . As used in this part, the term "accrual basis of accounting" shall mean that accounting method in which expenses are recorded when incurred, whether paid or unpaid, and income is recorded when earned, whether received or not received. 

(2) General rule. The banks, associations, and chartered service corporations of the Farm Credit System shall use the accrual basis of accounting for all material items in the preparation and maintenance of their accounting records and to prepare their financial statements and reports for internal management purposes, for use by their boards of directors, to meet Farm Credit Administration reporting requirements, and for purposes of preparing reports to stockholders and investors. 

§ 621.3 Nonperforming loans and similar assets. 

(a) Definitions. For purposes of this part, the following definitions shall apply to all loans, leases, contracts, and similar assets appropriately classified as loans. 

(1) Adequately secured. A loan shall be considered "adequately secured" only if: 

(i) Collateralized by liens having a net realizable value sufficient to discharge the debt in full, including all principal, interest, and collection expenses as may be outstanding, accrued, or incurred to the time the debt is discharged in full; or, 

(ii) Guaranteed by a financially responsible party in an amount sufficient to discharge the debt in full, including all principal as may be outstanding and all interest and collection expenses as may be accrued or incurred over the full contractual term of the loan. 

(2) Bankruptcy. A loan shall be considered as being in "bankruptcy" if the lender has received formal notice that a petition has been filed in Bankruptcy Court by or against the borrower under any chapter of the Bankruptcy Act. Once a loan is in bankruptcy, it shall remain in that status so long as: 

(i) The bankruptcy petition is not dismissed or the matter fully concluded and the court's jurisdiction terminated; or, 

(ii) A repayment plan approved by the court remains in effect and no foreseeable contingencies exist that would reactivate the court's jurisdiction; or, 

(iii) Any property in which the lender has a security interest has not gone to sale by foreclosure even though the automatic stay has been terminated and liquidation is proceeding. 

(3) Contractually past due. A loan shall be considered "contractually past due" if any principal repayment(s) and/or interest payment(s) set forth or incorporated by reference in the lending agreement and/or otherwise required under any terms or conditions agreed to with the borrower is not received on or before the specified date required by the lender. Once contractually past due, loans shall remain in that status until the entire amount past due, including principal, accrued interest, and penalty interest if incurred by virtue of past due status, is collected or otherwise discharged in full. 

(4) Foreclosure. A loan shall be considered in "foreclosure" if: 

(i) The lender has authorized initiation of proceedings under state law or deed of trust to terminate the borrower's right in any property in which the lender has a security interest; and/or 

(ii) The lender has received formal notice that a third party has initiated proceedings under state law or deed of trust to terminate the borrower's right in any property in which the lender has a security interest. 

(5) Formally restructured loans. A loan shall be considered "formally restructured" if its contractual terms are amended or otherwise revised to incorporate concessions made to the borrower that would not otherwise be made by the lender for economic or legal reasons. 

(i) Economic reasons shall include any and all factors influencing the borrower's ability to pay amounts contractually due. 

(ii) Legal reasons shall include only concessions imposed by statute, regulation, or court order. 

(iii) For purposes of this definition, the term "concessions" shall mean any modification to the term or conditions, or both, of a loan or that has the effect of: 

(A) Reducing the amount of repayment(s) of principal or reducing the amount of interest payment(s), or both, from amounts stated or implicit in the original loan agreement; or 

(B) Reducing the effective interest rate for the remaining original term of the debt; or 

(C) Extending the term within which all principal and accrued interest is due in full. 

(iv) After a loan is classified as "formally restructured," it shall continue to be reported as formally restructured until it is fully paid off or otherwise discharged. 

(6) Loans. For purposes of this part, the term "loans" shall mean all extensions of credit, including lease financing, resulting from direct negotiations between a lender and a borrower which are recorded as assets on the books and records of a Farm Credit bank or association. A reporting institution may originate a loan through direct negotiation with a borrower or it may purchase all or part of a loan originated by another lender. Generally, the term "loans" shall include all loans, leases, contracts, notes receivable, and other assets appropriately classified as loans. 

(7) Nonaccrual loans. A loan shall be considered "nonaccrual" if and so long as: 

(i) It has been classified "loss" as a result of a periodic credit evaluation, unless restructured; or 

(ii) It is severely past due and not adequately secured and fully collectible with respect to all principal and interest, or both, as may be outstanding or accrued over its full term; or 

(iii) Any amount of outstanding principal and all past and future interest accruals, considered over the full term of the asset, is determined to be uncollectible for reasons other than credit classification or past due status. 

(8) Nonperforming loans. The term "nonperforming loans" shall include all nonaccrual, formally restructured, other restructured and reduced rate, and other high risk loans as defined in this Section. 

(9) Other high risk loans. The term "other high risk loans" shall mean all loans that: 

(i) Have been officially classified "vulnerable" as a result of a periodic credit evaluation, unless restructured; or 

(ii) Are severely past due but adequately secured; or 

(iii) Are in process of liquidation, collection, bankruptcy, or foreclosure; or 

(iv) Are not classified vulnerable, not severely past due, not in process of liquidation, collection, bankruptcy or foreclosure, but require abnormal servicing to ensure performance or otherwise prevent further deterioration even though the credit weaknesses that justify abnormal servicing are not so serious as to warrant restructuring. For purposes of this part, the term "vulnerable" shall have the same meaning as it does under § 614.4051(a)(4)(iii) of this chapter. 

(10) After a loan is classified as "other high risk," it shall continue to be reported in that performance status so long as it meets any of the criteria for inclusion in that performance status. 

(11) Other restructured and reduced rate loans. The term "other restructured and reduced rate loans" shall have the same meaning as "formally restructured loans" except that the concessions granted to the borrower shall not have been incorporated into the contractual terms and conditions of the loan by amendment or other revision. 

(12) The terms "concessions" and "economic reasons" shall have the same meanings with respect to "other restructured and reduced rate loans" as they do with respect to "formally restructured loans" as defined in paragraph (a)(5) of this section. 

(13) After a loan is classified as "other restructured or reduced rate," it shall continue to be reported in that performance status so long as the concessions granted to the borrower remain in effect or until the loan is paid off or otherwise discharged in full. 

(14) Performing loans. The term "performing loans" shall mean all loans not identified as nonperforming under the definitions and standards established in this part. 

(15) Severely past due loans. A loan shall be considered "severely past due" if any portion thereof is contractually due and uncollected for a period in excess of 90 calendar days with respect to principal, interest, or both. 

(b) Acceptable tolerances in applying definitions -- (1) Past due amounts. In determining amounts contractually past due for purposes of this part, earned and contractually due but uncollected amounts may be considered paid in full if part of the amount due is collected such that: 

(i) At least 90 percent of all contractually due principal and interest has been collected; and 

(ii) No more than a combined total of $100 of contractually due principal and interest remains uncollected. 

(iii) However, amounts collected in successive partial payments or other credits shall be applied to the oldest contractually past due amount until it is paid in full, then to the next oldest past due amount until it is paid in full, an so on until the total amount of the partial collection(s) is exhausted. 

(2) Renewals and reamortizations. For purposes of this part, a renewal of principal on a loan at maturity shall not be considered a restructuring, that is, making a concession to the borrower, provided that: 

(i) The financial condition and performance and loan performance of the borrower support renewal; and 

(ii) The renewed or reamortized loan is made under the same terms and conditions as are used to make similar loans to other borrowers whose financial condition and performance are sound and not deteriorating. 

(c) General rules. All banks, associations, and chartered service corporations of the Farm Credit System shall: 

(1) Account for, report, and disclose all material items concerning nonperforming loans and similar assets in accordance with generally accepted accounting principles and practices and such other requirements as may be prescribed by the Farm Credit Administration; and 

(2) Account for, report, and disclose all material items with respect to nonperforming loans and similar assets in accordance with and through the application of the definitions and rules set forth in this part; and 

(3) Develop, adopt, and apply policies governing nonperforming loans and similar assets which, as a minimum, conform to the definitions, rules, and standards set forth in this part and such other requirements and procedures as may be established by the Farm Credit Administration; and 

(4) At least quarterly, review, at a minimum, all nonperforming loans and similar assets; 

(i) To determine the collectibility of income accrued thereon, as appropriate; and 

(ii) To determine whether formally restructured, other restructured and reduced rate, and other high risk loans should be transferred to nonaccrual status, as appropriate; and 

(5) Recognize interest income from informally restructured loans and similar assets on their books and records and on their financial statements only when received in cash or cash equivalents, or at a rate of accrual lower than the contractual rate and consistent with amounts that they may reasonably expect to collect given the material facts of the borrower's situation. 

§ 621.4 Uncollectible interest on loans and similar assets -- general rules. 

(a) The banks, associations, and chartered service corporations of the Farm Credit System shall employ generally accepted accounting principles and practices to charge off earned but uncollected income on loans, leases, contracts, and similar investments. 

(b) Generally accepted accounting principles and practices notwithstanding, however, the following types of income shall, as a minimum, be classified as uncollectible: 

(l) Earned but uncollected interest on any loan, if any portion thereof is severely past due and the loan is not adequately secured; and 

(2) Earned but uncollected interest on any loan, lease, or similar investment that is not adequately secured and on which the bank, association, or service organization has commenced legal action to acquire title to, secure possession of, or force liquidation of the underlying collateral security, or to otherwise enforce performance on the loan by the borrower; and 

(3) Earned but uncollected interest on any loan that is not adequately secured on which the bank, association, or chartered service organization has received notice that the borrower's bankruptcy petition, or similar instrument, has been accepted by a court with jurisdiction; and 

(4) Earned but uncollected interest on loans that are being or have been restructured but such interest is not explicitly included in the principal amount of the restructured loan. 

§ 621.5 Chargeoff of losses on loans -- general rules. 

All banks, associations, and chartered service corporations of the Farm Credit System shall: 

(a) Charge off loans, wholly or partially as appropriate, at the time they are determined to be uncollectible; and 

(b) Apply generally accepted accounting principles, or regulatory requirements where appropriate, consistently in all material aspects of recognizing, estimating, and recording chargeoffs; and 

(c) Maintain an allowance for losses which, when considered in combination with their ability to make additional provisions for losses from current income, is adequate to absorb all chargeoffs that may be reasonably expected to exist in the loan portfolio; and 

(d) Develop, adopt, and apply policies governing the establishment and maintenance of the allowance for loan losses which, as a minimum, conform to the rules and definitions, and standards set forth in this Part and such other requirements as may be specified by the Farm Credit Administration. 

§ 621.6 Adjustments to book value of assets. 

If the Farm Credit Administration determines that the value of a loan or other asset recorded on the books and records of a bank, association, or chartered service corporation exceeds its actual value, or that the documentation supporting the recorded asset value is inadequate, then the institution should immediately: 

(a) Charge off the asset in the amount specified by the Farm Credit Administration; or 

(b) If management of the institution disagrees with the determinations made by the Farm Credit Administration, and the differences are material, the institution shall disclose the following items in the notes to the financial statements contained in its annual report to shareholders: 

(1) The amount of the chargeoff recommended to be taken by the Farm Credit Administration; and 

(2) The amount of the chargeoff actually recorded to its books and records and shown in its financial statements; and 

(3) The reasons supporting management's decision not to record the chargeoffs recommended by the Farm Credit Administration. 

(c) These provisions do not apply to situations in which the amount of the chargeoff recorded in the financial statement is greater than that recommended by the Farm Credit Administration or in which the total amount of difference between recommended and recorded chargeoffs is not material to the institution's financial position. 

§ 621.7 Audit by qualified public accountants. 

(a) Definitions. The term "qualified public accountant" shall mean a person who: 

(1) Holds a valid and unrevoked certificate, issued to such person by a legally constituted State authority, identifying such person as a certified public accountant; and 

(2) Is licensed to practice as a public accountant by an appropriate regulatory authority of a State or other political subdivision of the United States; and 

(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 corporate office of the bank, association, or service corporation that is to be audited; and 

(4) Is not suspended or otherwise barred from practice as an accountant or public accountant before the U.S. Securities and Exchange Commission or any other appropriate Federal or State regulatory authority; and 

(5) Is independent of the bank, association, or service corporation that is to be audited; for the purpose of this definition the term "independent" shall have the same meaning as it does under the rules and interpretations of the American Institute of Certified Public Accountants. 

(b) General rules. (1) All banks, production credit associations, and chartered service corporations of the Farm Credit System shall, at least annually, have their financial statements audited by a qualified public accountant. 

(2) The qualified public accountant's opinion of each institution's financial statements shall be included as a part of each annual report distributed or otherwise provided to stockholders of each bank, association, or chartered service corporation of the Farm Credit System. 

(3) A copy of the qualified public accountant's opinion of each institution's financial statements shall be sent immediately upon receipt by each institution to the: Chief Accountant, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090. 

(c) Disagreements with accountant's opinion. If a bank, association, or chartered service corporation of the Farm Credit System disagrees with the opinion of a qualified public accountant provided under the requirements of paragraph (b) of this section, then 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 disagreement, noting each point of disagreement and citing, in all cases, the specific provisions of generally accepted 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 provided the opinion with which the institution disagrees; 

(3) The accountant shall have 10 business days to develop and provide a brief but thorough final response to the institution's description of the disagreement, including all items believed to be incorrect or incomplete, and citing, in all cases, the specific provisions of generally accepted accounting principles and generally accepted auditing standards upon which the accountant's position in the disagreement is based; 

(4) Both the institution's final description of the disagreement and the accountant's final response to it shall be included in the institution's annual report directly following the accountant's opinion of the institution's financial statements. 

(d) Changes in qualified public accountants. If a bank, association, or chartered service corporation of the Farm Credit System selects a qualified public accountant to audit its financial statements and provide an opinion thereon for its annual report who is different from the accountant whose opinion appeared in the institution's most recent annual report, then the following items shall be included in the institution's annual report for the year in which the change of accountant's took place: 

(1) The name and address of the accountant whose opinion appeared in the institution's most recent annual report; 

(2) A brief but thorough statement of the reasons why the accountant selected for the most recent annual report was not selected for the current annual report. Such a statement shall identify all disagreements with the accountant's opinion prepared pursuant to paragraph (c) of this section; 

(3) The identification of the highest ranking officer, committee of officers, or board of directors, as appropriate, which recommended, approved, or otherwise made the decision to change qualified public accountants; 

(e) Exemption for wholly owned service corporations. The provisions of this Section shall not apply to service corporations chartered by the Farm Credit Administration in which no equity interest is owned by one or more entities not chartered by the Farm Credit Administration. 

Subpart B -- Reports of Condition and Performance 

§ 621.10 Applicability and purpose. 

(a) All banks, associations, and service corporations chartered by the Farm Credit Administration under authority of the Farm Credit Act of 1971, as amended, shall prepare and file such reports of condition and performance as may be required by the Farm Credit Administration. 

(b) Reports of condition and performance shall be prepared and filed in order to: 

(1) Provide a basis for monitoring the financial condition and performance of Farm Credit banks, associations, and service corporations in support of specific onsite examinations and supervisory functions; 

(2) Help ensure prompt discovery of violations of applicable laws, regulations, instructions, and guidelines as well as variances from sound business practices and, in those events, to provide a basis for prompt remedial action; and 

(3) Help meet congressional reporting requirements. 

§ 621.11 Frequency and place of filing. 

(a) General rule. Unless instructed otherwise by the Farm Credit Administration, reports of condition and performance shall be filed four times each year and shall accurately represent the financial condition and performance of each institution at the end of, and over the period of, each calendar quarter, provided that such additional reports as may be necessary to ensure timely, complete, and accurate monitoring and evaluation of the affairs, condition, and performance of Farm Credit institutions may be required, as determined by the Deputy Governor and Chief Examiner. 

(b) All reports of condition and performance shall be filed with the Farm Credit Administration, Office of Administration, Management Information Division, 1501 Farm Credit Drive, McLean, VA 22102-5090. 

§ 621.12 Content and standards -- general rules 

All banks, associations, and service corporations chartered by the Farm Credit Administration shall prepare reports of condition and performance: 

(a) In accordance with such instructions and specifications and on such media as may be prescribed by the Farm Credit Administration; 

(b) In accordance with generally accepted accounting principles and such other accounting requirements, standards, and procedures as may be prescribed by the Farm Credit Administration; and 

(c) In such manner as to facilitate their reconciliation with the books and records of reporting institutions by Farm Credit Administration examiners/supervisors and qualified public accountants consistent with generally accepted auditing standards. 

§ 621.13 Certification of correctness. 

(a) Each report of condition and performance filed with the Farm Credit Administration shall be certified correct in the sense of being a true and accurate representation shall be certified correct in the sense of being a true and accurate representation of the financial condition and performance of the bank, association, or chartered service corporation to which it applies. 

(b) The certification of reports of condition and performance shall be made by made by an officer of the reporting bank, association, or service corporation, named for that purpose by action of the reporting instruction's board of directors, provided that, if the board of directors of a bank, association, or service corporation has not acted to name an officer to certify the correctness of its reports of condition and performance, then the reports shall be certified correct by the president or chief executive of the reporting institution. 

§ 621.14 Corresponding reporting items. 

(a) For purposes of this subpart, the term "corresponding reporting items" shall mean all items of essentially the same character used to monitor or other wise describe the financial condition and operating performance of Farm Credit banks, associations, or chartered service corporations that are required to be reported to the Farm Credit Administration and are also reported to boards of directors and/or stockholders of System institutions. Reporting items will be considered corresponding if labeled with the same or similar titles or other descriptive labels. 

(b) All corresponding reporting items shall be prepared in accordance with the rules set forth in §621.12 that govern the content and standards for preparing reports of condition and performance. 

John C. Moore, Jr., 

Acting Governor. 
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