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and unamortized premium, discount, fi-
nance charges, or acquisition costs, 
and may also reflect a previous direct 
write-down of the investment. 

[58 FR 48786, Sept. 20, 1993, as amended at 71 
FR 76120, Dec. 20, 2006; 74 FR 28600, June 17, 
2009] 

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 must be included as a part 
of each annual report to shareholders. 
The accountant must comply with the 
auditor independence provisions of sub-
part E of this part. 

(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 
paragraphs (c) (1) through (4) of this 
section. 

(d) If an institution selects a quali-
fied public accountant to audit its fi-
nancial statements and provide an 
opinion thereon for its annual report 
who is different from the accountant 
whose opinion appeared in the institu-
tion’s most recent annual report, the 
following items shall be sent to the 
Farm Credit Administration no later 
than 15 days after the end of the month 
in which the change took place and 
shall be included in the institution’s 
annual meeting information statement 
and annual report to shareholders for 
the year in which the change of ac-
countants took place: 

(1) The name and address of the ac-
countant whose opinion appeared in 
the institution’s most recent annual 
report to shareholders; 
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(2) A brief but thorough statement of 
the reasons the accountant selected for 
the most recent annual report was not 
selected for the current annual report. 
If the change resulted from a disagree-
ment with the accountant, the state-
ment shall describe the institution’s 
disagreement with the accountant’s 
opinion and the accountant’s final re-
sponse to the institution’s disagree-
ment prepared pursuant to paragraph 
(c) of this section; and 

(3) The identification of the highest 
ranking officer, committee of officers, 
or board of directors, as appropriate, 
that recommended, approved, or other-
wise made the decision to change 
qualified public accountants. 

[58 FR 48786, Sept. 20, 1993, as amended at 71 
FR 76120, Dec. 20, 2006] 

§ 621.5 Accounting for the allowance 
for loan losses and chargeoffs. 

Each institution shall: 
(a) Maintain at all times an allow-

ance for loan losses that is determined 
according to generally accepted ac-
counting principles. 

(b) Develop, adopt, and consistently 
apply policies and procedures gov-
erning the establishment and mainte-
nance of the allowance for loan losses 
which, at a minimum, conform to the 
rules, definitions, and standards set 
forth in this part and any other appli-
cable requirements. 

(c) Charge-off loans, wholly or par-
tially, as appropriate, at the time they 
are determined to be uncollectible. 

(d) Ensure that when an institution 
or the Farm Credit Administration de-
termines that the value of a loan or 
other asset recorded on its books and 
records exceeds the amount that can 
reasonably be expected to be collect-
ible, or when the documentation sup-
porting the recorded asset value is in-
adequate, the institution shall imme-
diately charge off the asset in the 
amount determined to be uncollectible. 
If the amount determined to be 
uncollectible by the institution is dif-
ferent from the amount determined to 
be uncollectible by the Farm Credit 
Administration, the institution shall 
charge off such amount as the Farm 
Credit Administration shall direct. 

[58 FR 48786, Sept. 20, 1993, as amended at 74 
FR 28600, June 17, 2009] 

Subpart C—Loan Performance 
and Valuation Assessment 

§ 621.6 Performance categories and 
other property owned. 

Each institution shall employ the 
following practices with respect to cat-
egorizing high-risk loans and loan-re-
lated assets. No loan shall be put into 
more than one performance category. 
At a minimum, loans meeting the cri-
teria for both nonaccrual and another 
performance category shall be classi-
fied as nonaccrual. 

(a) Nonaccrual loans. A loan shall be 
considered nonaccrual if it meets any 
of the following conditions: 

(1) Collection of any amount of out-
standing principal and all past and fu-
ture interest accruals, considered over 
the full term of the asset, is not ex-
pected; 

(2) Any portion of the loan has been 
charged off, except in cases where the 
prior chargeoff was taken as part of a 
formal restructuring of the loan; or 

(3) The loan is 90 days past due and is 
not both adequately secured and in 
process of collection. 

(i) A loan is considered adequately 
secured only if: 

(A) It is secured by real or personal 
property having a net realizable value 
sufficient to discharge the debt in full; 
or 

(B) It is guaranteed by a financially 
responsible party in an amount suffi-
cient to discharge the debt in full. 

(ii) A loan is considered in process of 
collection only if collection efforts are 
proceeding in due course and, based on 
a probable and specific event, are ex-
pected to result in the prompt repay-
ment of the debt or its restoration to 
current status. There must be docu-
mented evidence that collection in full 
of amounts due and unpaid is expected 
to occur within a reasonable time pe-
riod, not to exceed 180 days from the 
date that payment was due. The com-
mencement of collection efforts 
through legal action, including bank-
ruptcy or foreclosure, or through col-
lection efforts not involving legal ac-
tion, including ongoing workouts and 
reamortizations, do not, in and of 
themselves, provide sufficient cause to 
keep a loan out of nonaccrual status. If 
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