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(2) Provide in the engagement letter
with its external auditor that the ex-
ternal auditor of the association shall,
after notifying the association, respond
to inquiries of the related bank per-
taining to preparation of the combined
financial data of the association and
its related bank.

§630.5 Prohibition against incomplete,
inaccurate, or misleading disclo-
sure.

Neither the Funding Corporation, nor
any institution supplying information
to the Funding Corporation under this
part, nor any employee, officer, direc-
tor, or nominee for director of the
Funding Corporation or of such institu-
tions, shall make or cause to be made
any disclosure to investors and the
general public required by this part
that is incomplete, inaccurate, or mis-
leading. When any such institution or
person makes or causes to be made dis-
closure under this part that, in the
judgment of the FCA, is incomplete, in-
accurate, or misleading, whether or not
such disclosure is made in published
statements required by this part, such
institution or person shall promptly
furnish to the Funding Corporation,
and the Funding Corporation shall
promptly publish, such additional or
corrective disclosure as is necessary to
provide full and fair disclosure to in-
vestors and the general public. Nothing
in this section shall prevent the FCA
from taking additional actions to en-
force this section pursuant to its au-
thority under title V, part C of the Act.

§630.6 Farm Credit System audit com-
mittee and bank audit committees.

(a) Farm Credit System audit committee.
(1) The board of the Funding Corpora-
tion shall establish and maintain a
System Audit Committee and adopt a
written charter describing the commit-
tee’s composition, authorities, and re-
sponsibilities.

(2) The System Audit Committee
shall consist of no fewer than three
members. Members shall be independ-
ent of management of any disclosure
entity and association and free from
any relationship that, in the opinion of
the board of directors of the Funding
Corporation, would interfere with the
exercise of independent judgment as a
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committee member. Members shall be
knowledgeable in public and corporate
finance, and financial reporting and
disclosure.

(3) The System Audit Committee
shall report to the board of the Fund-
ing Corporation and shall be given ade-
quate resources and authorities to dis-
charge its responsibilities, including
the ability to consult the Funding Cor-
poration’s legal counsel.

(4) Responsibilities. At a minimum,
the System Audit Committee shall:

(i) Make recommendations to the
board of the Funding Corporation re-
garding the selection of an independent
auditor of the Systemwide combined fi-
nancial statements;

(ii) Oversee the Funding Corporation
management’s preparation of the re-
port to investors;

(iii) Review the impact of any signifi-
cant accounting and auditing develop-
ments, and review accounting policy
changes relating to preparation of the
Systemwide combined financial state-
ments;

(iv) Review the System’s annual and
quarterly reports to investors prior to
their release; and

(v) Oversee the Funding Corpora-
tion’s system of internal controls re-
lating to preparation of the report, in-
cluding controls relating to the Sys-
tem’s compliance with applicable laws
and regulations.

(b) Farm Credit System bank audit com-
mittees. (1) Each System bank shall es-
tablish and maintain a bank audit
committee that shall report to the
board of the bank.

(2) The bank audit committee shall
consist of no fewer than three mem-
bers. Members shall be independent of
management and free from any rela-
tionship that, in the opinion of the
board of directors of the bank, would
interfere with the exercise of independ-
ent judgment as a committee member.
Members shall be knowledgeable in
public and corporate finance, and fi-
nancial reporting and disclosure.

(3) Responsibilities. At a minimum,
the bank audit committee shall:

(i) Review the bank’s financial state-
ments and significant accounting poli-
cies;

(ii) Oversee the bank’s financial re-
porting regarding its disclosure to
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shareholders and to the Funding Cor-
poration for disclosure to investors;
(iii) Oversee the audit activities of
the external auditor; and
(iv) Monitor internal controls, in-
cluding those relating to compliance
with laws and regulations.

Subpart B—Annual Report to
Investors

§630.20 Contents of the annual report
to investors.

The annual report shall contain the
following:

(a) Description of business. (1) The de-
scription shall include a brief discus-
sion of the following:

(i) The System’s overall organiza-
tional structure, its lending institu-
tions by type and their respective au-
thorities, the relationships between
different types of institutions, and the
overall geographic area and eligible
borrowers served by those institutions;

(ii) The types of lending activities
engaged in and financial services of-
fered by System institutions;

(iii) Any significant developments
within the last 5 years that have had or
could have a material impact on the
System’s organizational structure and
the manner in which System institu-
tions conduct business, including, but
not limited to, statutory or regulatory
changes, mergers or liquidations of
System institutions, terminations of
System institution status, and finan-
cial assistance provided by or to Sys-
tem institutions through loss-sharing
or capital preservation agreements or
from any other source;

(iv) Any acquisition or disposition of
material assets during the last fiscal
year that took place outside the ordi-
nary course of business;

(v) Any concentrations of more than
10 percent of total assets in particular
types of agricultural activities or busi-
nesses, and any dependence of an insti-
tution or a group of institutions of the
System upon a specific activity or
business, a single customer, or a few
customers, including other financing
institutions (OFIs), the loss of any one
of which would have a material effect
on the System; and

(vi) The authority of System institu-
tions to purchase and sell interests in
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loans in secondary markets and the
risk involved in such activities.

(2) List the address of the head-
quarters of each disclosure entity and
service organization of the System.

(b) Federal regulation and insurance—
(1) Farm Credit Administration. Describe
the regulatory and enforcement au-
thority of the FCA over System insti-
tutions under the Act.

(2) Farm Credit System Insurance Cor-
poration. (i) Describe the role and au-
thorities of the Farm Credit System
Insurance Corporation (FCSIC) under
part E of title V of the Act. Describe
specifically the role of the FCSIC in in-
suring the timely payment of principal
and interest on FCS debt obligations
and in providing assistance to System
institutions.

(ii) Describe the FCSIC’s status as a
Government corporation and state that
System institutions have no control
over the management of the FCSIC or
the discretionary expenditures from
the Farm Credit Insurance Fund (In-
surance Fund), which are the sole pre-
rogative of the FCSIC.

(3) Farm Credit System Financial As-
sistance Corporation. Describe the role
and authorities of the Financial Assist-
ance Corporation under title VI of the
Act, debt obligations of the Financial
Assistance Corporation issued to pro-
vide financial assistance to the Sys-
tem, and statutory repayment obliga-
tions of System institutions.

(c) Description of legal proceedings and
enforcement actions. (1) Describe any
material pending legal proceedings in
which one or more System institutions
are a party, or that involve claims that
a System institution(s) may be re-
quired by contract or operation of law
to satisfy, and the potential impact of
such proceedings, to the extent known,
on the System.

(2) Provide a summary of the types of
enforcement actions in effect during
the year, and any material impact of
such proceedings on the System.

(d) Description of liabilities. (1) De-
scribe how the System funds its lend-
ing operations, including:

(i) System banks’ authority to bor-
row, and issue notes, bonds, deben-
tures, and other obligations, and limi-
tations thereof under section 4.2 of the
Act;
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