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The report preéents the auditors’ opinion on the Commodity Credit Corporation’s {CCC)
principal financial statements for the fidcal years ending September 30, 2003 and 2002. Reports
on CCC’s internal conirols structure and its, compliance with laws and regulations are also
provided. ' )

KPMG Peat Marwick LLP, an independent certified public accounting firm, conducted the
audits. We monitored the progress of the andits at all key points, reviewed the workpapers, and
performed other procedures, as we deemed necessary. ‘We determined the audits were conducted
in accordance with generally accepted auditing standards, Government Anditing Standards
(issued by the Comptroller General of the United States), and the Office of Management and
Budget’s Bulletin No. 01-02, “Audit Requirements for Federal Financial Statements.”

It is the opimion of KPMG Peat Marwick LLP, that the financial statements present fairly, in all
material respects, CCC’s financial position as of September 30, 2003, and 2002, and its net costs,
changes in net position, budpetary resources, and reconciliation of net costs to budgetary
obligations for the years then ended, in conformity with generally accepted accounting principles.
The KPMG Peat Marwick LLP report on CCC’s internal control structure over financial
reporting identified five reportable conditions that it also considered material “weaknesses.
Specifically, KPMG identified material weaknesses in CCC’s: : |

o Information security controls;
o Financial system functionality and related processes;




Board of Directors | y)

« Funds control mechanisms; :
-« Financial accounting and reporting processes and procedures; and
e Budgetary accounting and reporting policies and procedu:res

The results of KPMG’s tests of compliance with laws and regulations disclosed instances of
noncompliance with the laws and regulations identified below:

e The Federal Information Security Management- Act;
» The Debt Collection Improvement Act of 1996; and .
s 'The Federal Financial Management Inprovement Act of 1996.

In accordance with Departmental Regulation 1720-1, please firnish a reply within 60 days
describing the corrective actions taken or planned, including the timeframes to address the
reports’ recommendations. Please note the regulation requires a management decision to be

- reactied on all findings and recommendation within a maximum of 6 months from report
issnance. :

[l s

Assistant Inspector General
for Audit



UNITFD STATES DEPARTMENT OF AGRICULTURE
Commodity Credit Corporatlon
September 30, 2003

Table of Contents

Independent Auditors’ Report
Exhibit 1 — Material Weaknesses
| Exhibit 2 — Status of Prior Year Noncompliance with Lz;ws and Regulations
Exhibit 3 — Status of Prior Year Material Weal%nesses’

Exhibit 4 —- Management’s Response to Fmdmgs Contained in the Independent
Auditors’ Report

Consolidated Fina.ncial Statements
Management’s Discussion and Analysis
Consolidated Financial Statements
Notes to the Consolidated Financial Statements
Required Supplementdry Stewardship Informatidn (Unaudited)
Schedule 1 — Wetlands Reserve Program
Required Supplementary Information (Unaudited)
Schedule 2 — Supporting Schedule to the Combined Statements of Budgctary Resources
Schedule 3 — htergc;vem:nental Amounts |
Other Accompanying Information {Unaudited)
Schedule 4 — Change in Inventory, By Commodity |

Schedule 5 — Supporting Schedule to the Consolidating Statements of Net Cost



|

I

THIS PAGE LEFT BLANK INTENTIONALLY



INDEPENDENT AUDITORS’ REPORT



THIS PAGE LEFT BLANK INTENTIONALLY



l l . l KPMG LLE KPMG LLR a US. limited fiabiiity parinership, is
& member of KPMG International, 8 Swiss association.

s

2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

To the Inspector General
U.S. Department of Agriculture

To Commodity Credit Corporation

We have audited the accompanying consclidated balance sheets of the Commodity .Credit Corporation
(CCC) as of September 30, 2003 and 2002, and the related consolidating statements of net cost,
consolidated changes in net position and financing, and the combined statements of budgetary resources,
(hereinafter referred to as'the “consolidated financial staternents™) for the years then ended. CCC is a
wholly owned government corporation within the U.S. Department of Agriculture (USDA). The objective
of our audits was to express an opinion on the fair presentation of these consolidated financial statements.
In connection with our audits, we also considered CCC’s internal control over financial reporting and
tested CCC’s compliance with certain provisions of applicable laws and regulations that could have a
direct and material effect on its consolidated financial statements.

SUMMARY

As stated in our opini(l)n on the consolidated financial statements, we concluded that CCC’s consolidated
financial statements as of and for the years ended September 30, 2003 and 2002, are presented fairly, in ail

material respects, in conformity with accounting principles generally accepted in the United States of
America. : '

Our consideration of intemnal control over financial reporting resulted in the following conditions being
identified as reportable conditions: ' ‘

» Improvement needed in information security controls;

e Improvement needed in financial system functionality and related processes;

» Improvement needed in funds control mechanisms;

o Improvement needed in financial accounting and reporting policies and procedures; and

» Improvement needed in budgetary accounting and reporting policies and procedures.
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We consider the reportable conditions above to be material weaknesses.

The resulis of our tests of compliance with certain provisions of laws and regulations disclosed instances of

noncompliance with the following laws and regulations that are required to be reported under Government

Auditing Standards, issued by the Comptroller General of the United States, and Office of Management
_and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial Statements:

o Federal Information Security Management Act;
e . Debt Collection Improvement Act of 1996); and
s Federal Financial Management Improvement Act of 1996.

The following sections discuss our opinion on CCC’s consolidated financial statements, our consideration
of CCC’s internal control over financial reporting, our tests of CCC’s compliance with certain provisions
of applicable laws and regulations, and management’s and our responsibilities.

OPINION ON THE CONSOLIDATED FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the Commeodity Credit Corporation as
of September 30, 2003 and 2002, and the related consolidating statements of net cost, consolidated changes

in net position and financing; and the combined statements of budgetary resources, for the years then
ended,

In our opinion, the consolidated financial staiements referred to above present fairly, in all material.
respeots, the financial position of CCC as of September 30, 2003 and 2002, and its net costs, changes in net
position, budgetary resources, and reconciliation of net costs o budgetary obligations, for the years then
ended, in conformity with accounting principles generally accepted in the United States of America.

The information in the Management’s Discussion and Analysis, Required Supplementary Stewardship-
Information and Required Supplementary Information sections is not a required part of the consolidated
financial statements, but is supplementary information required by accounting principles generally
accepted in the United States of America or OMB Bulletin No. 01-09, Form and Content of Agency
Financial Statements. We have applied certain limited procedures, which consisted principally of inguiries
of management regarding the methods of measurement and presentation of this information. However, we
did not audit this information and, accordingly, we express no opinion on it.

Our andifs were conducted for the purpose of forming an opinion on the consolidated financial statements
taken as a whole. The other accompanying information is presented for purposes of additional analysis and
is not a required part of the consolidated financial statements. The other accompanying information in
Schedule 5 has been subjected to the auditing procedures applied in the audits of the consolidated financial
statements and, in our opinion, is fairly stated in all material respects in relation to the consolidated
financial statements taken as a whole. The other accompanying information in Schedule 4 has not been
subjected to the auditing procedures and, accordingly, we express 10 opinion on it.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Our consideration of internal control over financial reporting would not necessarily disclose all miatters in
the internal contro} over financial reporting that might be reportable conditions. Under standards issued by
the American Institute of Certified Public Accountants, reportable conditions are maiters coming to our
attention relating to significant deficiencies in the design or operation of the nternal control over financial
reporting that, in our judgment, could adversely affect CCC’s ability to record, process, summarize, and
report financial data consistent with the assertions by management in the consolidated financial statements.
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_ Material weaknesses are repdrtable conditions in which the design or operation of one or more of the
internal control components does not reduce to a relatively Jow level the risk that misstatements, in

amounts that would be material in relation to the consolidated financial statements being audited, may ‘

occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. '

In our fiscal year 2003 audit, we noted certain matters, described in exhibit 1, involving internal control
over financial reporting and its operation that we consider to be reportable conditions. We believe that all
of the reportable conditions presented in exhibit 1 are material weaknesses. Certain matters noted in exhibit

1 were not reported by CCC in its fiscal year 2003 internal control self assessment, conducted under the

Federal Managers’ Financial Integrity Act of 1982 (FMFIA).

* % k ok %

Summaries of the status of prior year noncompliance with laws and regulations and material weaknesses

* are included as exhibits 2 and 3, respectively. CCC management’s response is presented in exhibit 4.

We also noted other matters involving internal control over financial reporting and its operation that we
have reported to the management of CCC in a separate letter dated November 3, 2003.

COMPLIANCE WITH LAWS AND REGULATIONS

Our tests of compliance with certain provisions of laws and regulations, as described in the Responsibilities
section of this report, exclusive of the FFMIA, disclosed two instances of noncompliance with the

following laws and regulations that are required to be reported under Government Auditing Standards and”

OMB Bulletin No. 01-02, and are described below.

Federal Information Security Management Act (FISMA). FISMA, passed as part of the E-Government
Act of 2002, requires that Federal agencies: (1) provide a comprehensive framework for ensuring the
effectiveness of information security controls over information resources that support Federal operations
and assets; (2) provide effective government-wide management and oversight of the related information
security risks; (3) provide for development and maintenance of minimum conirols required to protect
Federal information and information systems; (4) provide a mechanism for improved oversight of Federal
agency information security programs; (5) acknowledge that commercially developed information security
products offer advanced, dynamic, robust, and effective information security solutions, reflecting market
solutions for the protection of critical information infrastructures important to the national defense and
economic security of the nation that are designed, built, and operated by the private sector; and (6)
recognize that the selection of specific technical hardware and software information security solutions
should be left to individual agencies from among commercially developed products. OMB Circular A-130,
Management of Federal Information Resources, provides further information security guidance.

We noted that during fiscal year 2003 the Farm Service Agency (FSA) and CCC has made much progress
with its information security program in order to meet FISMA and OMB Circular A-130 guidelines (FSA
provides and maintains the IT infrastructure supporting CCC general support systems and major
applications, hence the reference here, and later in this report, to FSA). However, FSA and CCC needs

continued improvement with its entity wide security and contingency planning programs to fully meet

these guidelines. These matters are described in exhibit 1.

Debt Collection Improvement Act of 1996 (DCIA). The DCIA is intended to significantly enhance the
Federal Government’s ability to service and collect debts. Under the DCIA, Treasury assumes a significant
role for improving government-wide receivables management. The DCIA requires Federal agencies to
refer eligible delinquent non-tax debts over 180 days to U.S. Treasury for the purpose of collection by

3
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cross-servicing or the offset program. Our tests .of compliance disclosed instances where CCC was not in
compliance with certain provisions of the DCIA. Specifically, we noted that due process is not performed
in a timely manner to ensure that some eligible debts are forwarded to Treasury for cross-servicing or the
offset program within the timeframes established by DCIA. These matiers are described in exhibit 1.

- 'The results of our tests of compliance with other laws and regulations, exclusive of FFMIA, disclosed no

instances of noncompliance that are required to be reported under Government Auditing Standards or OMB
Bulletin No. 01-02.

FFMIA. The results of our tests of FFMIA disclosed instances, described in more detail in exhibit 1, where
CCC’s financial management systems did not substantially comply with Federal financial management

systems requirements, Federal accounting standards, or the United States Government Standard General
Ledger at the transaction level.

FFMIA mandates that Federal financial management be advanced by ensuring that Federal financial
management systems can and do provide reliable, consistent disclosure of financial data, and that they do
so on a basis that is uniform across the Federal government from year to year consistently using accounting
principles generally accepted in the United States of America. Federal agencies need to comply with

FFMIA by adhering to policies established by OMB, such as OMB Circular A-127, Financial Management
Systems, and OMB Circular A-130.

A summary of the instances of FFMIA non-compliance noted in exhibit 1 follows:

e FFMIA requires that Federal agencies implement information security controls and contingency
planning capabilities in accordance with OMB Circular A-130. As noted above, CCC needs to improve
in these areas to be in compliance with Circular A-130. ‘

s FFMIA requires that Federal agencies implement financial systems controls in accordance with OMB
Circular A-127. We noted several areas where CCC can improve the controls and processes over
financial systems to better comply with Circular A-127. For example, CCC needs to improve its funds
control and financial reporting processes to fully comply with FFMIA.

e FFMIA requires that Federal agencies’ comply with the Federal accounting standards using the United
States Government Standard General Ledger at the transaction level. We noted that CCC’s financial
systems and processes for posting transactions can be improved.

RESPONSIBILITIES

The Chief Financial Officers {(CFQ) Act of 1990 requires federal agencies to report annually to Congress
on its financial status and any other information needed to fairly present the agencies’ financial position
and results of operations. To meet the CFO Act reporting requirements, CCC prepares annual consolidated
financial statements, since CCC is a wholly owned government corporation within USDA.

Management’s Responsibilities

Management is responsible for the consolidated financial statements, including:

o Preparing the consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America;

e Establishing' and maintaining internal controls over financial reporting, preparation of the
Management’s Discussion and Analysis (including the performance measures), the required
supplementary information, and the required supplementary stewardship information; and

s Complying with Jaws and regulations, including FFMIA.

4
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In fulfilting this responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal control policies. Because of inherent limitations in-internal control,
misstatements, due to error or fraud may nevertheless occur and not be detected.

Auditors’ Responsibilities

Our responsibility is to express an opinion on the fiscal year 2003 and 2002 consolidated financial
statements of CCC based on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained in
Government Auditing Standards and OMB Bulletin No. 01-02. Those standards and OMB Bulletin No. 01-

02 require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement.

~ An audit includes:

+» Examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements; .

»  Assessing the accounting principles used and significant estimates made by management; and
o Evaluating the overall consolidated financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In planning and performing our fiscal year 2003 audit, we considered CCC’s internal control over financial

- reporting by obtaining an understanding of CCC’s internal control, determining whether internal controls

had been placed in operation, assessing control risk, and performing tests of controls in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements. ‘We limited
our internal control testing to those controls necessary to achieve the objectives described in OMB Bulletin
No. 01-02 and Government Auditing Standards. We did not test all internal controls relevant to operating
objectives as broadly defined by FMFIA. The objective of our audit was not to- provide assurance on
internal control over financial reporting. Consequently, we do not provide an opinion thereon.

As rtequired by OMB Bulletin No. 01-02, we considered CCC’s internal control over required
supplementary stewardship information by obtaining an understanding of CCC’s intemal control,
determining whether these internal .controls had been placed in operation, assessing control risk, and
performing tests of controls. Our procedures were not designed to provide assurance on internal control

over required supplementary stewardship information and, accordingly, we do not provide an opinion
thereon. '

As further required by OMB Bulletin No. 01-02, with respect to internal control related to performance
measures determined by management to be key and reported in the Management’s Discussion and
Analysis, we obtained an understanding of the design of significant internal controls relating to the
existence and completeness assertions. Our procedures were not designed to provide assurance on internal
control over performance measures and, accordingly, we do not provide an opinion thereon.

As part of obtaining reasonable assurance about whether CCC’s fiscal year 2003 consolidated financial
statements are free of material misstaternent, we performed tests of CCC’s compliance with certain
provisions of laws and regulations; noncompliance with which could have a direct and material effect on
the determination of consolidated financial statement amounts, and certain provisions of other laws and
regulations specified in OMB Bulletin No. 01-02, including certain provisions referred to in FFMIA. We
Timited our tests of compliance to the provisions described in the preceding sentence, and we did not test
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compliance with all laws and regulations applicable to CCC. Providing an opinion on comp]lance with
" laws and regulations was not an Ob_] ective of our audit and, accordingly, we do not express such an opinion.

Under OMB Bulletin No 01-02 and FFMIA, we are required to report whether CCC’S financial
management systems substantially comply with (1) Federal financial management systems requirements,
(2) applicable Federa] accounting standards, and (3) the United States Government Standard General

Ledger at the transaction level. To meet this requirement, we performed tests of comphiance with FFMIA
Section 803(a) requirements. '

DISTRIBUTION

This report is intended for the information and use of CCC’s management, the USDA Office of the
Inspector General, OMB, GAO, and the U.S. Congress, and is not intended to be and should not be used by
anyone other than these specified parties.

KPMG LLP

November 3, 2003






Exhibit 1 — Material Weaknesses

INTRODUCTION

The internal control weaknesses discussed in this report, and the Commodity Credit Corporation’s (CCC)
progress toward correcting these weaknesses, are discussed in the context of CCCls existing statutory and
organizational structure. We recognize that any recommended information technology (IT) control enhancements
‘pertaining to CCC operations cannot be implemented solely by CCC, because CCC applications are in many
cases are hosted on systems managed by the United States Department of Agriculture (USDA) and the USDA.
Farm Service Agency (FSA). As a result, several of the IT control weaknesses identified in this report will
require the combined effort of USDA and CCC management. '

Exhibit 1 describes the reportable conditions, all of which are considered to be material weaknesses as of and for
the year ended September 30, 2003, and our recommendations. Summaries of the status of prior year
noncompliance with laws and regulations and material weaknesses are included as exhibits 2 and 3, respectively. .
CCC management’s response is presented in exhibit 4.

MATERIAL WEAKNESSES
The material weaknesses we identified as of and for the year ended September 30, 2003, are summarized below.

1. IMPROVEMENT NEEDED IN INFORMATION SECURITY CONTROLS.

Information security. management is a critical component .in protecting sensitive and critical CCC
information resources and financial data. The citizens of the United States entrust the stewardship of
Federal government financial resources and assets to government financial and program managers.
Without effective information security controls over financial systems and supporting systems, there is
substantial risk that the resources under stewardship may be exposed to unauthorized modification,
disclosures, loss, or impairment. ' '

Information security weakmesses have been identified in FSA and CCC’s processing - environment for
several years by the USDA Office of Inspector General (OIG) and through prior year CCC financial
statement audits. In response to these findings, and to requirements mandated by the Federal Information
Security Management Act (FISMA), FSA and CCC have undertaken initiatives to improve its information
security program. For example, during fiscal year 2003, FSA and CCC:

e Issued and implemented a statement of work (SOW) to perform risk assessments and provide security
planning support for all CCC general support systems and major applications; :

o Worked closely with the USDA. Office of the Chief Information Officer (OCIO) to dévelop a standard

contingency planning’ methodology, and select automated tools, to assist in contingency plan
development and maintenance. '

While these accomplishments are commendable, more needs to be done to ensure appropriate levels of
confidentiality, integrity, and availability of sensitive and critical information systems and resources.
Specifically, we again noted several areas, detailed below, where improvements are needed in establishing
and maintaining sustainable and repeatable information security and contingency planning controls
affecting CCC’s financial systems environment, as well as other sensitive and mission-critical systems and

processes.

Information Security Program Management

CCC lacks a complete information security management program that can be applied to its general support |
systems and its various financial systems. Specifically:

1.1 - (Continued)
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*. As noted above, CCC has issued a SOW to perform security risk assessments for major applications.
CCC’s current security risk assessment practices do not provide for a consistent, agency-wide
approach for performing assessments. Although CCC has had risk assessments performed for some of
its systems and applications, several different vendors and processes have been used, leading to some
inconsistency in the process and analysis of the findings. CCC management recognizes that it needs to
improve in this area, and plans to use more consistent processes for performing future risk
assessments. For example, during fiscal year 2004, risk assessments are planned for several key CCC
general support system platforms, such as for the AS/400 county office computer platforms, web
farms, desktops, and telecommunications. - ' 7 ' ‘

Completion of ‘security risk assessments for major general support systems and major applications
should be one of the first steps in an information security program, as it provides the basis for many
other aspects of the security program, such as security planning and implementation of cost-beneficial
technical security controls. OMB Circular A-130 states that the need to determine adequate security
requires that a risk-based approach be used. This risk assessment approach should include a
consideration of major risk management factors, including the value of the system or application,
threats, valnerabilities, and the effectiveness of current or proposed safeguards. :

= We noted that CCC’s security planning process can be improved. For example, security plans have not
been completed, or are not current, for all CCC systems; CCC lacks an overall organizational security
plan; guidance for updating county office security plans needs to be improved; and reviews of general
support systems and application security controls have not been consistently performed within the
three year timeframe required by OMB Circular A-130. As noted above, CCC has issued a SOW to

obtain contractor support in this area and, during fiscal year 2004, plans to take steps to address each of
the identified issues. ' ,

Maintaining consistent and complete security plans is a critical component of an organization’s entity-
wide security program. CCC program managers should rely upon the accuracy and completeness of
system and application security plans to make a determination of whether to accept the security risks
associated with the systems and applications. Without complete security plans, security responsibilities
and controls may not be adequately documented, Jeading management to inadvertently rely on security
controls that could be insufficient to fully ensure data integrity, confidentiality, and availability.
Further, OMB Circular A-130 states that security plans should be developed for all Federal general
support systems and applications that contain sensitive information. OMB Clircular A-130 further
states that given the expansion of distributed processing, there is a presumption that all general support
systems contain some sensitive information that requires protection to ensure its integrity, availability,
or confidentiality. ' ' '

¢ CCC applications and general support systems have not consistently received formal authorizations to
operate through an established security certification and accreditation (C&A) process. OMB Circular
A-130 states that agencies should authorize processing by ensuring that a management official
authorizes, in writing, use of computer applications and the related application security controls. The
application must be authorized prior to operating and re-authorized at least every three years thereafier.
Management’s authorization implies its acceptance of the risk of each system used by the application
‘and commonly results from a system security C&A process. The C&A process for general support
systems and major applications is closely linked with the completion of security risk assessments and
related security plans. FSA and CCC management have recognized this risk, and have issued a SOW to

have formal C&As completed for all major CCC general support systems and major applications by
July 2004,

1.2 (Continued)
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o FSA performs periodic security vulnerability scans of FSA and CCC computer devices (i.e.
workstations and servers). This is a good detective control. However, during the scans performed for
fiscal year 2003, high risk vulnerabilities, such as missing device passwords, were identified. This
issue is significant for CCC, as the identified device weaknesses could be exploited by unauthorized
personnel to attack and penetrate CCC’s IT environment to ultimately gain access to sensitive financial
processing devices and applications. Because of the sensitivity of these weaknesses, the details on
these issues are not included in this report. .

We recognize that managing IT devices and mitigating device vulnerabilities is a challenging and
ongoing process, especially in light of the many new vulnerabilities and viruses that are regularly
appearing. However, the types of vulnerabilities identified by the FSA scanning process: were
previously identified by the USDA OIG and through prior financial statement audits. Consequently,
additional preventive controls are needed. FSA and CCC management recognize this risk, and during

fiscal year 2004 plan to more aggressively enforce the policy of performing preventive vulnerability -
scanning of devices before they enter production.

e -Information security controls at the county offices can be improved. During our visits to several CCC
county offices, we noted certain security weaknesses. Key weaknesses included: a current listing of
authorized system users and their access authorizations is not consistently reviewed; county office
security officers have the ability to print a report with user passwords ideritified in clear text; and the
process for granting user access is inconsistent. Collectively, these issues have occurred because of the
lack of an effective information security support structure for the county offices, and outdated county

office system platforms. The cumulative effect of these issues is-a lack of sufficient security controls at
the county offices. :

CCC management recognizes the risks associated with these county office information security
weaknesses. During fiscal year 2004 several actions are planned to address the issues, including:
implementation of a standard user access request form; development of additional information security
guidance for use by the county offices; and deployment of the National Payment Service (INPS), a web
based payment process that will allow for the implementation of more modern security controls.

e Background screening checks are not being consistently performed for CCC employees in accordance
with USDA guidance. For example, for 23 CCC Kansas City employees hired during fiscal year 2003,
six did not receive background investigations. Background investigations are extremely important for
IT personnel who may have sensitive access to CCC systems. We noted that three of the fiscal year
2003 hires not having background checks were hired for IT positions. We also noted that background
re-investigations are not being performed for long-term employees in -accordance with USDA |
guidance. These issues are very important to an organizational information security program, and are
not IT in nature, so they need to be addressed primarily by the FSA Human Resources Division
(HRD), in coordination with CCC system owners.

The USDA Departmental Manual, Background Investigations and Security Clearance Policy, requires
the performance of background investigations and periodic re-investigations for Federal, State, and
county employees, contractors, and non-Federal employees using USDA Local Area Networks, Wide
Area Networks, and voice networks. The nature and scope of the “investigations should be
commensurate with the position risk/sensitivity and necessary level of access. This USDA requirement
is supported by similar Federal information security guidance, such as the National ‘Institute of
Standard and Technology’s (NIST’s) Generally Accepted Principles and Practices for Securing
Information Technology Systems and An Introduction to Computer Security: The NIST Handbook.

1.3 , (Continued)
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Contingency Planning

A key information security requirement in OMB Circular A-130 relates to the completion and testing of
gencral support system and application contingency plans. Such efforts are important not only to maintain
business and IT operations during an outage, but also to maintain adequate information security over

systems and resources during an outage. We identified the following examples where CCC’s contingency
planning efforts need improvement:

* An emergency replacement facility for the Kansas City, Missouri Beacon Road facility has not been
identified and tested. The Beacon Road facility is a vital link in the transfer of data to and from the
‘CCC county offices, where much of the CCC financial data processing originates. The Beacon Road
facility hosts computer network connectivity devices needed to access. the National Information
Technology Center (NITC) mainframe, as well as key CCC financial operations personnel.
Consequently, there is a significant risk that if the Beacon Road facility becomes unavailable, CCC
financial operations and processing continuity may be negatively impacted. CCC management officials
have expressed similar concems regarding this issue, - and USDA, FSA, and CCC officials are
coordinating to research alternatives, but a solution has not beesi identified.

» Although CCC performs recovery testing of its key mainframe applications hosted at the USDA
maintained NITC, there is not a well-defined and regular schedule for such testing. CCC negotiates
such testing activities with NITC officials, and NITC currently is renegotiating a new recovery
contract with its vendor. CCC officials informed us that once the NITC Tecovery contract is

renegotiated, they plan to negotiate with NITC to obtain resources and capabilities to perform more
regular recovery testing.

- Without a regular application recovery testing schedule, there is a heightened risk that current versions of
production applications may riot be available during a recovery operation. This is especially important for
CCC because of application changes made to support new legislation, such as the Farm Security and Rural
Investment Act of 2002 (the Farm Bill). As computer systems and applications are modified and updated,

the service continuity strategy must also be updated to ensure the recovery of these applications is feasible
within established recovery timeframes. :

¢ During our CCC county office test work, we noted that documented and tested contingency plans for
the offices were mot consistently prepared and tested in accordance with Federal guidance, such as
OMB Circular A-130. For example, there was a lack of detailed instructions for restoring operations
should an outage occur, and key data files that would need to be recovered were not consistently
identified. As noted earlier in this report, FSA and CCC officials have been working closely with the
USDA OCIO to enhance the Department-wide _contingency planning capabilities. As part of this
improvement effort, by September 2004 FSA and CCC plan to develop formal contingency plans for
applications supporting county offices. - :

Recommendations:
The above issues significantly reduce the overall information security controls for CCC’s financial systems
processing environment, as well as for other sensitive and mission critical CCC applications, Many of

these issues, and the related recommendations below, have been previously reported as part of CCC
financial statement audits, or as part of USDA OIG audits.

We 'continue fo recommend that the FSA Chief Information Officer (CIO), in coordination with CCC
system owners and USDA information security requirements: :

1.4 (Continued)
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1. Ensure the planned completion of CCC system security plans and the FSA organization-wide security
plan is accomplished.

2. Ensure that the planned security risk assessments for major systems and apphcahons are consistently
performed for CCC systems.

3. Enhance the information security control posture for the county offices.

4. Tmplement a framework to satisfy the requirements of effective oontmgency pla:nmng for the CCC
county offices,

5. Implement a more rigorous vulnerability scanmng process by performmg scans of computer devices
before they enter production.

6. Re-emphasize the need for system administrators and other key IT officials to establish and maintain
computer devices in a secure manner.

We also recommend that the FSA CIO, in coordination with CCC system owners and USDA information
security requirements:

7. Utilize the results of recommendations #1 through #6 above to ensure that formal authorizations to

operate are prepared for CCC applications and general support systems. Such authorizations to operate
should be based on C&A efforts.

8. Continue efforts to identify, equlp, and test an altemate processing facﬂﬂ:y for the Beacon Road
facility.

9. Continue efforts to implement a regular recovery testing schedule for NITC- hosted CCC applications.

In addition, the FSA HRD should:

10. Enhance the employee and contractor background check process, to adhere to USDA poholes for
ensuring that such checks are completed.

11. Enhance the employee and contractor background re-investigation check process to adhere to USDA
policies for ensuring that such checks are performed timely.

IMPROVEMENT NEEDED IN FINANCIAL SYSTEM FUNCTIONALITY AND RELATED
PROCESSES.

Maintaining quality Federal financial management system functionality is crtical to increasing the.
accountability of financial and program managers, providing better information for decision-making,. and

increasing the efficiency and effectiveness of services provided by the Federal govemment Proper and
reliable financial management systems must provide for:

e Accountability. Inform taxpayers, Congress, and agency personnel in terms they can readily
understand, on how the Nation’s tax dollars are spent, and how Federal assets are protected.

» Efficiency and Effectiveness. Provide efficient and effective service to the Federal agency’s internal

and external customers (e.g., individuals, contractors, partnerships, State and.local governments other
Federal agencies/organizations, the military, and foreign governments).
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. .Better Decision-Making. Provide to Congress, agency heads and program managers, timely répoﬂs
- linking financial results and program data so that financial and program results of policy and program
decisions can be identified, tracked, and forecasted more accurately!. ‘

‘As noted earlier in this report, not only are quality financial management systems important for the day to
day management of organizational financial data and information, but also for complying with FFMIA and
OMB Circular A~127. FFMIA mandates that Federal financial management be-advanced by ensuring that
Federal financial management systems and accounting standards be implemented to provide reliable,
consistent disclosure of financial data. OMB Circular A-127 sets forth policies for establishing and
maintaining Federal financial management systems in accordance with FFMIA, ‘
During fiscal year 2003, CCC implemented several cotrective actions to improve controls and processes
supporting its financial systems. For example, prior year weaknesses with Hyperion, CCC’s financial ~
consolidation software, were addressed. In addition, CCC developed and implemented enhanced funds
control system functionality, through the e-Funds control system. '

However, we noted certain additional improvements could be made to financial system functionality and
related processes. For example: '

*  Asreported in fiscal year 2002, we noted that CCC accountants need to improve their knowledge of
financial system and process operations. CCC needs to provide additional training to personnel
responsible for posting accounting entries in accordance with the U.S. Government Standard General
Ledger (SGL). Because the entries related to the loans made to the tobacco associations were
incorrectly posted in the CORE general ledger, CCC had to reverse transactions worth $25 million.
Further, although the funds apportioned for the Sugarcane Hurricane program were deobligated in
fiscal year 2004, an accrual entry was posted for the program in the amount of $55.8 million.

* Asreported in fiscal year 2002, although improvements have been made during fiscal year 2003, CCC
does not cuwrrently have a collection of financial systems and processes that are capable of fully
monitoring and controlling budgetary resources for all programs. This has occurred, in part, because
CCC does not have an integrated financial system to track and govern the status of obligations and
administrative limitations established by legislation or agency policy and is dependent upon manual
processes. The use of manual processes and reconciliations to manage budgetary accounts subjects

CCC’s overall funds control process to significant control risk. Additional details on this issue are
provided later in this report.

Recommendations:

We continue to recommend that CCC:

1. Take steps to provide training and sharing of accounting standards related knowledge to key
accounting personnel. Such efforts would not only provide additional training and knowledge to staff,
but will also help address continuity of knowledge if staff turnover occurs. For example, training
efforts could be enhanced in regard to SGL accounting. .

2. Continue with plans to implement additional financial system and related process improvements, most
notably in the areas of budgetary and funds control and financial accounting and reporting processes.

Detailed recommendations for each of these issues are provided later in this report.

1" From the Joint Financial Management Improvement Program (JFMIP) Core Financial_ System Requirements, dated
November 2001.
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IMPROVEMENT NEEDED IN FUNDS CONTROL MECHANISMS.

As teported in prior years, CCC does not have a collection of financial systems and processes that are
capable of fully monitoring and controlling budgetary resources at the transaction level. Rather, CCC is
managing funds control for many programs through manual analysis and reconciliation, meant to mitigate
the risks associated with the lack of an integrated obligating system. This occurs because CCC does not -

have an overall integrated system to track and govern the status of obligations and adminisirative
limitations established by legislation.or agency policy.

During fiscal year 2003, CCC took action to further improve this process. For example:

o In'response to our 2002 recommendations, CCC established an Obligations Task Force in fiscal year
2003, created to periodically monitor obligations. The new process was developed to ensure that
outstanding obligations were monitored and accurately recorded periodically throughout the fiscal
year. The task force was established to supplement the controls implemented in 2002, which include a
daily funds tracking report and an authorized payment process for National Program Managers,
whereby program managers are required to authorize payments on programs when funds are within 15
percent of the budget threshold. We noted that the duties of the task force were not effectively carried
out, and therefore, the no significant results were realized by CCC in fiscal year 2003, Improvement in
this process would further strengthen internal control processes in fiscal year 2004.

o TIn addition, CCC developed and implemented the e-Funds Control system, an intranet based
application functional at the National, State and county office levels. The e-Funds system is not
integrated with CORE, therefore, no general ledger entries are made directly from the e-Funds system
to CORE. County office disbursement transactions are batched and posted each night to CORE. At the
same time, county office information is posted hourly to the e-Funds system table that resides in
CORE. Nightly, the e-Funds system compares the disbursement information uploaded to the CORE
general ledger and the information updated to CORE’s e-funds system table to verify the disbursement

amounts are in agreement. Once verified, if the disbursement totals exceed allotments, no money is
disbursed.

These improvements, although significant, must be further enhanced because CCC continues to be exposed

' to a significant risk of material misstatement occurring and not being detected timely. For example, as part

of its obligating process, CCC personnel manually evaluate obligations on open contracts and adjust the
program obligation account balances annually. Disbursements, which serve to liquidate these obligations
are batched and posted to the general ledger obligation accounts monthly. We noted that a significant
number of program obligation balances were over/under stated and required adjustment, which on a net
basis, totaled ‘$261,746,167, highlighting the need for enhanced operational accounting controls. In
addition, CCC’s risk of non-compliance with the Anti-Deficiency Act increases due to the manually
intensive nature of daily compliance. Also, improvements made in the funds control process would

enhance CCC’s ability to accurately prepare quarterly financial statements as required by OMB Bulletin
No. 01-09. : | '

Funds control is a vital component of any Federal government operation. It requires that an obligation be
recorded prior to disbursement of funds. When a disbursement is processed‘the systems’ funds control
function will compare the amount to be disbursed to the remaining amount of the obligation to ensure
funds remain available. Only when funds remain available will funds be disbursed. In addition, the Anti-
Deficiency Act provides, in part, that an office or employee of the United States Government may not (@
make or authorize an expenditure or obligation exceeding an amount available in an appropriation or fund
for the expenditure or obligation; (b) involve the government in a contract or obligation for the payment of
money before an appropriation is made unless authorized by law. Section 1517a.2., of this Act further
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provides that an agency may not exceed the available amount of an administrative subdivision officially

directed by the agency.

In accordance with part 4 of OMB Circular A-11, the purpose of funds control is to:

¢ Restrict both obligations and expendimes from each appropriation or fund account to the ldwer of the
amount apportioned by OMB. or the amount available for obligation and/or expenditure in the
appropriation or fund account. :

e Enable CCC’s management to identify the person responsible for any obligation or expenditure
exceeding the amount available in the appropriation or fund account, the OMB apportionment or
reapportionment, the allotments of sub-allotments made by CCC, and statutory limitations, and any
other administrative sub-division of funds made by CCC.

In addition, the Joint Financial Management Improvement Program (JFMIP) Core Financial System

_ Requirements, dated November 2001, require agency core financial systems to support the budget
" execution process by:

*  Providing the capability to compare actual amounts (e.g., commitments and obligations) against the:
original and revised budgeted amounts consistent with each financial planning level;

e Providing the ability to manage and control prior yéar. funds in the current year, including the
capability to identify prior year and current year de-obligations separately;

*  Providing control features that ensure that the amounts reflected in the fund control structure agree
with the related general ledger account balances at the end of each update cycle; and

e Verifying that funds distributed do not exceed the amount of funds available for allotment or sub-
allotment at each distribution level, '

Therefore, an agency must have an automated fimds control systém to monitor and control the entire
process. Such control mechanisms must account for all apportionments/appropriations  for each
program/fund as well as the related allotments, obligations and disbursements. ‘

Recommendations:

14. In the short-term, we recommend that CCC develop a process to review unliquidated program
obligations on a quarterly basis, with direct oversight provided by the Office of the Director.

15. In addition, we continue to recommend that CCC further enhance and more fully utilize its e-funds

control system so that the functionality of the application is fully integrated as part of CCC’s financial
management gystem. '

IMPROVEMENT NEEDED IN FINANCIAL ACCOUNTING AND REPORTING POLICIES AND
PROCEDURES, : '

CCC’s financial accounting and reporting policies and procedures should be strengthened to ensure that
errors are prevented or identified and corrected during the fiscal year. During our audit, we noted that
although CCC has tdken steps to reduce the number of post-closing entries, material adjustments were
made to the consolidated financial statements after the general ledger was closed for fiscal year 2003. As

reported in fiscal year 2002, CCC’s policy for recording producer payment program labilities should be
formally documented. '

CCC prepared accounting requirements memoranda (Memos) for the new programs established under the
Farm Security and Rura] Investment Act 2002 (the Farm Bill). However, we noted that the program
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‘requirements were not adequately reviewed by CCC to determine if the programs required accruals at year-
end. The Memos indicated either that ‘no accruals will be required’ or ‘the need for accruals will be
determined at year-end’. As a result, documentation to support the rationale used by CCC to record
producer payment program liabilities at September 30, 2003 needed significant improvement. Therefore,
the Kansas City Finance Office, economists, Program Office, and Financial Management Division (FMD)

performed the research to determine whether accruals were necessary and, 1f so, the proper basis for
calculation.

As a result, CCC recorded the following post-closing adjusting entries, to increase the producer paymenf
program liabilities and related expenses as of September 30, 2003:

o $2.65 billion of Direct Payments for the Direct and Counter—Cychcal program to be d1sbursed in fiscal
year 2004, but approved in fiscal year 2003;

o.  $196 million of Crop Disaster Assistance Program disbursements made in ﬁscal year 2004 to eligible
program participants enrolled in fiscal year 2003;

«  $55.6 million for the Peanut Quota Buyout Program to be disbursed to eligible producers who were
enrolled in the program prior to September 30, 2003;

o $18 million of Loan Deﬁcwncy Payments disbursed in ﬁscal year 2004 but approved in fiscal year
2003.

Further, the following accrua]s were recorded by CCC mcorrcctly at September 30, 2003, and were
reversed after the general ledger was closed: .

e $317 million recorded for cover cost and incentive payments for the Conservation Reserve Program;
s $167 million recorded for the Livestock Compensation Program;

s $108 million recorded for Counter-Cychcal payments for the Direct and Counter—Cychcal program
. | $55.8 million recorded for the Sugar Beet Disaster Program;

o $55.8 million recorded for the Sugar Cane Hurricane Program;

e $20 million recorded for the Hard White W'héat Incentive Program.

Additionally, we noted that communication and coordination between FMD Program Office, Budget
Office, and Kansas City Finance Office needs to be improved in determining the accrual policy for
producer payment programs. Further, we noted that changes in the program requirements were not .
communicated timely to FMD to ensure that adequate accruals are recorded.

CCC’s policy for monitoring receivables should be improved to ensure that due process is performed on
delinquent debts for achieving compliance with the Debt Collections Improvement Act of 1996 (DCIA)..
As noted in previous years, CCC was not in substantial compliance with one provision of DCIA, and
receivables older than 60 days were not always converted by the county office personnel to clalm status
and reported to CCC’s centrahzed debt servicing system.

CCC commenced training selected field office personmnel during fiscal year 2003 on the organization-wide
policies and procedures over the monitoring of delinquent debts. However, during our audit, we noted that

field office personnel did not comply with the timeliness requuements for following up on outstanding
debts as follows:
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o For 96 of the 234 receivables and claims reviewed, notification or de_mand'lettcrs were not sent to
producers within the time frame established by CCC policy. DCIA requires that proper due process be
given a debtor prior to referral to Treasury for cross-servicing or the offset program.

¢ 59 of the 163 receivables reviewed were outstanding for more than 60 days and were not converted to
claims status. At September 30, 2003, we noted that CCC had approximately 21,590 receivables
amounting to approximately $24 million, older than 60 days that were not converted to claim status.

* For 1 of the 33 claims reviewed, which had been outstanding for more than 180 days, we noted that
ficld office personnel had not performed proper due process, although the claim was not considered
collectible at the CCC county office. This claim would be eligible for immediate transfer to Treasury
for cross-servicing. At September 30, 2003, we noted that 10,122 receivable balances, totaling
approximately $15 million, were over 180 days past due and could be subject to immediate referral to

Treasury for cross-servicing or the offset program if they were converted to.claim status, and
determined eligible. K -

¢ 21 of the 33 claims reviewed were not established as claims vithin the time frames stipulated in the
CCC Debt Collection Policy.

Recommendations:

We recommend that CCC;

16. Formalize its accounting policies and procedures through the development and routine maintenance of
a comprehensive policies and procedures manual for all CCC programs that is based on current
accounting standards. The Kansas City Finance Office and FMD should hold meetings with the
Program Office and the economists to review the program requirements and document accrual
policies. Additionally, CCC’s Program Office should provide new program requirements on a timely

basis to FMD to ensure that the accounting requirements memoranda are updated before fiscal year
accrual estimates are finalized. ' '

17. Continue training CCC County Office personnel on the organization-wide policies and procedures
over the monitoring of delinquent debts. : ' '

‘We continue to recommend that CCC:

18. Prepare an analysis of programs annually to identify which programs require year-end activitjr cut off
adjustments (e.g., unrecorded liabilities and undelivered orders).

19. Generate reports to identify which delinquent receivables have not been sent a demand letter on a
monthly basis to ensure proper notification is provided to the producers, and identify which balances
are eligible to be transferred to claim status or to Treasury for cross-servicing or the offset program. In
addition, the policy should be revised to ensure that these reports are reviewed on a timely basis by

senior management to ensure that the field offices are following CCC’s policies to ensure compliance
with DCIA. : .

IMPROVEMENT NEEDED IN BUDGETARY ACCOUNTING AND REPORTING POLICIES
AND PROCEDURES. o

* During fiscal year 2003, CCC has continued to enhance its procedures over the budget execution process in
accordance with OMB and U.S. Treasury requirements based on prior year audit recommendations. For
example, CCC developed and implemented a monthly budgetary to proprietary reconciliation process
beginning in February 2002, designed to ensure that all budgetary and proprietary transactions are properly
and timely recorded. In fiscal year 2003, this reconciliation process was refined and continues to operate. -
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Although progress has been made, significant control weaknesses remain. CCC’s internal control policies
and procedures must ensure the status of CCC’s budgetary resources is properly recorded in the general
ledger (e.g., CORE) and reported to OMB on a quarterly and year-end basis. In addition, these policies
must ensure that the status of budgetary resources is properly reported in the Combined Statement of
Budgetary Resources and the related notes to the consolidated financial statements. Budget execution
procedures must be improved for CCC to ensure that accurate, complete and timely budgetary accountmg
entries are made, and that the year end status of budgetary resources are accurately reported.

. CCC management has not yet fully implemented consistent and comprehensive accounting guidelines for
program and accounting staff to follow when determining what constitutes, and should be recorded as, an
obligation. As a result, the accounting standards and policies and procedures. were inconsistently applied
during fiscal year 2003, leading to adjustments after year-end.

During our audit, we noted the following:

s CCC’s undelivered orders (UDOs) balances were primarily supported by documentation and
certifications provided by program offices as a result of KCFO information requests at September 30,
2003. Some program offices did not appear to be fully aware of the accounting requirements for
recording unliquidated obligations. In some cases, the determining factors that controlled the recording
of obligations were based on individual interpretations of whether an obligating event had occurred
rather than the application of generally accepted accounting principles (GAAP). In two of 10 cases
tested, the documentation provided by CCC to support the UDO program balances was incomplete and
we were unable to reconcile the detailed listing of contracts to the amounts recorded in the general

ledger. As a result, it was necessary for CCC to make a downward adjustiment to its UDO balances of
more than $261 million.

» During our internal control test work over apportionments, we noted that 11 of 20
apportionments/reapportionment schedules (SF-132°s) selected for testing were recorded more than
one month subsequent to the OMB approval date. The untimely recording of apportlonments increases
the risk of inaccurate presentation and disclosure of budgetary resources and status of budgetary
resources in the financial statements. In addition, if apportionments are not recorded timely, it makes it
more difficult to track the status of budgeted resources and maintain funds conirol. Apportionments
were not recorded timely because the Financial Systems and Program Branch (FSPB) management has

not established and enforced timelines for, the preparation of the associated accounting requirements or
CORE table updates.

Recommendations:

‘We recommend that CCC:

20. Revise the current budget execution policies and procedures to include the definition 4nd enforcement

of reasonable timelines to follow to ensure apportlonment transactions are approprlately recorded on a
timely basis. :

21. Develop comprehensive accounﬁng poiicies and procedures pertaining to the identification and
recording of obligations based on appropriate GAAP and appropriations law.

22. Distribute to and enforce the application of ‘policies and procedures to all agency managers and staff

associated with the budget execution process to ensure consistent application of budgetary accounting
concepts and internal policies and procedures.
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23. Staff receive additional training that will provide them with the necessary knowledge to apply
budgetary accounting concepts, as well as management’s budgetary accounting policies and
procedures, ‘

1.12 {Continued)



Exhibit 2 - Status of Prior Year Noncompliance with Laws and Regulﬁﬁons

Fiscal Year 2002 Fihding

Fiscal Year 2003 Status

Computer Security Act of 198’7 and GISRA -
CCC needs to improve its level of compliance
with the Computer Security Act and GISRA by
implementing additional conirols and processes
supporting its entity wide security program and
operating device security.

1 Therefore,

The appropriate legislation for this issue is
now the Federal Information Security
Management Act, which in 2002 superceded
the Computer Security Act of 1987 and
GISRA.

During fiscal year 2003 CCC took several
actions to address prior year information
security and  contingency  planning

-weaknesses. For example:

m CCC issued a Statement of Work (SOW)
to have security risk assessment and
security plans completed for major
general support systems and applications.
A significant number of risk assessments
and plans are expected to be completed
during fiscal year 2004.

m As part of CCC’s GISRA remediation
actions, many techmical sccurity
weaknesses were addressed and new
security guidance memos were issued.

m. CCC personnel participated on a USDA-
wide contingency planning task force to
review contingency planning software
development and .maintenance tools.
Because of CCC’s active involvement in
this task force, CCC will be one of the
pilot agencies to test the new software
during fiscal year 2004.

in fiscal year 2003, the
presentation of the issue was modified to
reflect current year operations and continues
to be rteported as a noncompliance with

' FISMA.,
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Fiscal Year 2002 Finding

Fiscal Year 2003 Status

)

Debt Collection Improvement Act of 1996

(DCTA) — CCC was not in compliance with |

certain provisions of DCIA, as due process is
not performed in a timely manner to ensure that
some eligible debts are forwarded to US.
Treasury for cross-servicing or the offset
program within the timeframes estabhshed by
DCIA.

CCC commenced training. ‘selected county
office personnel during fiscal year 2003 on

the organization-wide policies and procedures

over the monitoring of delinquent debts.
However, as reported in the Improvement
Needed in Financial Accounting and
Reporting Policies and Procedures section of
Exhibit 1, the county office personnel did not
comply with the timeliness requirements for
following up on outstanding debis.

Therefore, in fiscal . year 2003, the
presentation of the issue was modified to
reflect current year operations and continues

to be reported as a noncompliance with
DCIA. :

Federal Financial Management
Improvement Act of 1996 (FFMIA) - CCC
was not in compliance with OMB Bulletin 01-
02 and FFMIA as follows:

- Information security controls and
contingency planning capabilities  ini
accordance with OMB Circular A-130
Federal financial management systems

- Financial systems controls in accordance
with OMB Circular A-127

CCC implemented several comrective actions
to improve controls and processes supporting
its financial systems during fiscal year 2003.
In addition, CCC developed and implemented
enhanced funds control system functionality,
through the use of e-Funds control system.
However, as reported in the Improvement
Needed in Financial System Functionality
and Related Processes section of Exhibit 1,
certain additional improvements could be
made to financial systems functionality and
related processes.

Therefore, in fiscal year 2003, the
presentation of the issue was modified to

| reflect current year operations and continues

to be reported as a noncompliance with.
FFMIA.
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Fiscal Year 2002 Finding ' Type Fiscal Year 2003 Status
Tmprovement needed in 2002 —Material | During fiscal year 2003, CCC took several actions
information security controls Weakness to address prior year information security and

contingency planning weaknesses. For example:

2003 — Material | ™ CCC issued a Statement of Work (SOW) to
Weakness have security risk assessment and security
' plans completed for major general support
systems and applications. A significant
number of risk assessments and plans . are
expected to be completed during fiscal year
2004. :

m. As part of CCC’s'GISRA remediation actions,
many technical security weaknesses were
addressed and new security guidance memos

- were issued.

® CCC personnel participated on a USDA-wide
- contingency planning task force to review
contingency planning software development
and maintenance tools. Because of CCC’s
active involvement in this task force, CCC
will be one of the pilot agencies to test the
new software during fiscal year 2004.

Therefore, in fiscal year 2003, the presentation of
the issue was modified to reflect current year-
operations and continues to be reported as a.
material weakness, as well as non-compliance
with. the Federal Information Security
Management Act of 2002 (FISMA).

Improvement needed in financial | 2002 — Material | CCC implemented several corrective actions to

system functionality and related Wealmess -improve conirols and processes supporting its |-

processes : financial systems during fiscal year 2003. In
2003 —Material | addition, CCC developed and implemented
Weakness enhanced funds control system functionality,

through the use of e-Funds control sysiem.
However, certain additional improvements could
be made to financial systems functionality and
related processes.

Therefore, in fiscal year 2003, the presentation of
the issue was modified to reflect current year
operations and continues to be reported as a
material weaknesses.
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Fiscal Year 2002 Finding

Type

. Fiscal Year 2003 Status
Improvement needed in . funds | 2002 - Material CCC has made’improverments to its funds control
caontrol mechanisms ‘ : 1

Weakness

2003 — Material

| Weakness

-process including the establishment of an

obligations taskforce to review and provide
control over recorded obligations, and the limited
implementation of its new e-Funds Control
application software. However, the obligations
taskforce experienced limited success in
accomplishing its objectives in fiscal year 2003
and significant improvements are still necessary
to integrate CCC’s financial system.

Therefore, in fiscal year 2003, the presentation of
the issue was modified to reflect current year
operations and continues to be reported as a |
material weaknesses. '

Improvement needed in financial
accounting and reporting policies
and procedures

2002 — Material

' Weakness

2003 — Material
‘Weakness

Although CCC has taken steps to reduce the
number of post-closing entries, we noted that
material adjustments were made to the
consolidated financial statements after the general

| ledger was closed for fiscal year 2003 for

producer payment accruals,

Additionally, CCC’s policy for monitoring
receivables should be improved to ensure that due

-process is performed on delinquent debts for

achieving compliance with the Debt Collection
Improvement Act of 1996 (DCIA).

Therefore, in fiscal year 2003, the presentation of
the issue was modified to reflect current year
operations and continues to be reported as a
material weaknesses.

Improvement needed in budgetary
‘accounting and reporting policies
and procedures

2002 — Material
Wealkness

2003 — Material
Weakqess

CCC has improved its process. to reconcile
budgetary to proprietary information by making
the process more effective and timely, however,
we continue to note material year end adjustments
in the budget area. As such, we continue to note
the need for improvement in CCC’s budgetary
accounting policies and procedure in fiscal year
2003.

Therefore, the presentation of this issue was

|| modified to reflect current year operations, and

continues to be reported as a material weaknesses
for 2003.
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Exhibit 4
TO: . ‘Wanda Philippi
' Regional Inspector General
Office of Inspector General
"Cathy Supemnw |
Senior Partner

Kylnveld Peat Marwick Goerdeler (KPMQ)

FROM: Kristine M. Chadwiek
Controller

SUBJECT: Response to the Draft Combined Independent Auditor’s Report on the
Commodity Credit Corperation’s (CCC) Fiscal Year 2003 Comparative”
Financial Statements ‘ ' :

We have reviewed KPMG’s Draft Combined Independent Auditor’s Report dated :
November 12, 2003, and agree with its content. CCC will develop an implementation
plan to address the findings and recommendations identified during the audit. Aswe
consider the required corrective actions, we will continue to work with KPMG and the -
Office of Inspector General in identifying the specific actions that will assist us in

~ successfully addressing the recommendations.

~ If you have any quesﬁons or require additional information, please contact

Elizabeth Russell at (703) 305-1273.

USDA 15 an Equal Opportunity Employer
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COMMODITY CREDIT CORPORATION

Management’s Discussion and Analysns
September 30, 2003

An Overview of the Commodity Credit Corporation

Established in 1933, the Commodity Credit Corporation (CCC or the Corporation) is a wholly owned
government corporation within the U.S. Department of Agriculture (USDA), created to stabilize;
support, and protect farm income and prices, among other activities. The CCC has been the Federal
government’s primary financing arm for an array of domestic and international agricultural programs.

CCC also helps maintain balanced and adequate supplies of agricultural commodities and aids in their
orderly distribution. .

The Corporation helps America’s farmers through commodity and farm storage facility loans, purchases,
income support payments, and other operations, and makes available materials and facilities required in

the production and marketing of agricultural commodities. It also provudes incentives and payments to
landowners to establish conservation practices on their land.

CCC provides agricultural commodities to other Federal égencies and foreign governments, as well as
donates commodities to domestic and international relief agencies, and foreign ccuntries. The

Corporation assists in the development of new domestic and foreign markets and marketing facilities for
American agrlcuitural commodities.

The Corporation has no employees; it carries out the majority of its programs through the personnel and
facilities of the Farm Service Agency (FSA) (see page 3 for the organization chart of FSA). Most of CCC's
programs are delivered through an extensive nationwide network of FSA field offices, including over
2,500 USDA Service Centers and 51 State Offices (including Puerto Rico). This network enables the

Corporation to maintain a close relationship with its customers, successfully addressing their needs and
continually improving program delivery.

!
Other programs are operated with the personnel and support of such USDA agencies as the Agricultural
Marketing Service (AMS), the Natural Resources Conservation Service (NRCS), and the Foreign
Agricultural Service (FAS). CCC also receives support from the U.S. Agency for International
Development (AID) in operating some of its intérnational programs.

A Board of Directors manages CCC, subject to the general supervision and direction of the Secretary of-
Agricutture, who is an ex officio director and chairperson of the Board. As shown in Appendix A, the
Board consists of seven members, in addition to the Secretary. The President of the United States, with..
the advice and consent of the Senate, appoints them to office. The members of the Board and the
Corporation’s officers are currently officials of USDA. Officers of CCC, directly or through officials of
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COMMODITY CREDIT CORPORATION

Management’s Discussion and Analysis
September 30, 2003

" designated ‘USDA ‘agencies, maintain ligison with nurmerous other gOvernmﬂental_ and private trade
~ operations!, :

The Corporation operates numerous. domestic programs, such as income support, disaster, and

conservation programs. It also extends direct credits and guarantee commodity sales to foreign countries
throughout the world. S _

CCC has its own disbufsing authority rather than issuing payments through the Treasury Department. It
utilizes the Federal Reserve banking system to make payments. This disbursing authority -allows the

Corporation to make payments quickly and get aid and financial support to America’s producers without
delay. ' : : '

CCC has a variety of funding mechanisms (see Appendix B for a listing of CCC accounts with the Treasury
Department). Most of the domestic programs are operated out of a revolving fund, which has a $30

billion borrowing authority from the U.S. Treasury. This fund also recelves monies from appropriated
- funding for costs incurred (i.e., realized losses), loan repayments, inventory sales; interest income,” and
fees. Additionally, the Corporation receives direct appropriations for specific programs, such as Its Credit
Reform programs, foreign grant and donation programs, and disaster relief. o

1 As required by 5 U.S.C. 552 b (j), by fifing this report, CCC is niotifying the Congress of the United States that the CCC Board held -
an apen meeting this fiscal year. Additionally, there was no litigation brought against the Board under the Government in the
Sunshine Act this year. Similarly, there are no changes in policies or statutes requiring notification under this subsection.
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Strategic Goals

CC’s strategic Agoals, objectivés, and performance measures are taken from FSA’S Annual
~ Performance Plan, since the two entities are so closely related. A separately issued Annual
Performance Plan (and corresponding Performance Report) is not prepared for the Corporation.

Improving Life in Rural America

T he CCC provides assistance to America’s farmers through income support, commodity loan
programs, inventory operations, and emergency assistance.

Rapid Implementation of the 2002 Farm Bill

On May 13, 2002, President Bush signed into law the 2002 Farm Bill, officially known as the “Farm
Securlty and Rural Investment Act of 2002", Public Law 107-171. The 2002 Farm Bill, which governs
Federal farm programs, offers certainty and support for America’s farmers and ranchers by providing a
generous safety net for farmers without encouraging overproduction and depressing prices. The 2002
Farm Bill overhauled many existing laws and created complex new programs. It impacted CCC by
changing the direction of its programs and the nature of assistance it grants. To implement the 2002
Farm Bill, the Farm Service Agency promulgated 17 new regulations, over half within 5 months of the
enactment of the new legislation. America’s farmers and ranchers benefited from this quick and efficient
implementation of this legislation. The discussion that follows Includes information on the spedifics of the
2002 Farm Bill, regarding programs administered: by CCC,

Direct and Counter-Cyclical Program Payments (DCP) ‘

The DCP replaced the Production Flexibility Contract payment program in fiscal year 2003 for wheat, feed
grains, upland cotton, rice, and oflseeds, and peanuts as authorized in the 2002 Farm Bill: A.major
feature gives producers the option of updating historical average bases and crop yields to determine
program benefits. The annual sign-up for DCP began on October 1, 2002 for crop years 2002 and 2003.
Direct payments are available at the option of the producer. Up to 50 percent of the direct payment
for a covered commodity, for any of the 2003 through 2007 crop years, shall be paid to the producer in
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advance. Payment rates for direct payments are established by the 2002 Farm Bill and are issued
regardless of market prices. Counter-cyclical payments are made to producers on farms for which
payment yield and base acres are established with respect to the covered commodity. Producers are also
eligible for counter-cyclical payments, but payments are issued only if effective prices are less than the
target prices set in the 2002 Farm Bill. The effective price is equal to the higher of the average loan rate
or national average market price received by producers, plus the direct payment rate. Final crop year
2002 counter-cyclical payments for corn, grain sorghum and soybeans are zero because the effective
prices for these commodities were equal to or exceeded their target prices.

As of September 30, $4.9 billion in DCP direct payments and $1.1 billion in DCP counter-cyclical payments
have been issued to eligible producers.

Direct and counter-cyclical payment rates as set forth in the 2002 Farm Bill are presented below.

Direct Payment Rates $0.
Counter-Cyclical Payment
Target Prices:

»  Crop Years 2002-2003 £3.86 $2.60 $2.54 $2.21 $1.40 £0.724 | $10.50 $5.80 $0.098
e  Crop Years 2004-2007 $3.92 | $2.63 $2.57 $2.24 $1.44 £0.724 | $10.50 $5.80 $0.101

$0.0667 | $2.35 $0.44 $0.008

5028 | $0.35 | $0.24 | $0.024

Peanut Quota Buy-Out Program

~ The 2002 Farm Bill authorized a Peanut Quota Buy-Out Program that compensates quota owners for the -
lost asset value of their quota through 5 equal installments or 2 lump sum payment. Sign-up for the
Peanut Quota Buyout Program began on September 3, 2002. In 2003, $1.3 billion in payments were
issued. The 2002 Farm Bill also made significant changes 1o the peanut program, by replacing the
peanut marketing system that was established over 60 years ago. The new program provisions include
direct and counter-cyclical program payments, as well as non-recourse loans with marketing loan
provisions. Because of the former program and marketing structure, there Is no widely reported cash
price for peanuts as there are for other crops, thus necessitating that USDA establish a price. Peanuts
are now marketed freely and some time will be required for prices to fully reflect the new market
structure. In preparation for the new peanut program, receivables established to cover $12 million in
1999 crop year losses were charged off in fiscal year 2002 since the Corporation will no longer be
collecting peanut marketing assessments to cover these losses. Additionally, 2001 crop year loans to the
three peanut associations were closed out as of September 30, 2002, resulting in a net loss to- the
Corporation of $149 million in fiscal year 2002. '

Other 2002 Farm Bill Income Suppoit Programs :

Other income support programs authorized by the 2002 Farm Bill and effective in fiscal year 2003 are the

Milk Income Loss Contract {(MILC) Program and the Apple Market Loss Assistance Program

(AMLAP-III). Under the MILC program, dairy producers enter into contracts that will end on September

30, 2005, and receive monthly direct payments when domestic milk prices fall below a specified level.

Sign-up for the MILC program began on August 13, 2002. Over $1.9 billion in payments have bheen -made

in 2003. Payments under MILC are expected to rise as milk prices continue to be low. AMLAP-III

provides assistance to eligible apple growers to help offset economic losses. due to low prices in the U.S.

apple market in 2000. Sign-up for AMLAP-III began on October 1, 2002. As of September 30, 2003, .
expenses for the program totaled $93 million. Minimal future payments are expected.
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Farm Storage Facility Loans (FSFL) ' .

CCC provides FSFL to assist producers in building additional on-farm storage in order to obtain high.
market returns, manage production inventories, and control’ livestock feeding costs. The FSFL program
was first implemented in fiscal year 2000 and is expected to expand on-farm grain storage by 312 million
bushels by 2005. Loans outstanding under the FSFL program were $160 million and $144 million as of
September 30, 2003 and 2002, respectively. The table below presents CCC's performance in support of
providing farm income support through the FSFL program. This performance goal was first identified in
the 2002/2003 Annual Performance Plan; therefore, there are no established targets for 2000 and 2001,

2003

1999 2000 2001 2002
) Target/ | Target/ Target/ Target/ Target/
Performance Goal and Indicator Actual Actual Actual Actual Actual*
] Farm Storage Fadlity {0an Program
Total bushels of additional on-farm storage capacity ’
built through the FSFL program (millions of bushels) N/A N/ASS6.7 N/A/69.2 76.7/21.4 36.5/45.7

® Preliminary as of Cctober 10, 2003.

Demand for the program in fiscal year 2003 exceeded expected levels; however, the trend is expected to
turn downward as farmers in some parts of the nation have already constructed the on-farm storage
capacity they need. Also with continued difficulties in the farm economy, many producers are unwilling
to take on additional long-term debt. As a result, performance targets for subsequent years will be
revised downward, ' : ,

Sugar Storage Facility Loans (SSFL)

The 2002 Farm Bill directs that the CCC establish an SSFL program to provide financing for processors of
domestically produced sugar cane and sugar beet to construct or upgrade storage and handling fadilities
for raw and refined sugar. The loan term can be up to 15 years with the amount and terms being
determined as with any other commercial loan. Loans may be made only for the purchase and
installation of eligible storage facilities, permanently affixed handling equipment, or.the remodeling of
existing facilities. To date, no applications for loans have been filed because sugar processors do not
need additional storage or are unable to take on additional debt.

. Bioenerqgy Program ‘ _ . _ o

CCC’s Bioenergy Program, made permanent by the 2002 Farm Bil, was revised to expand industrial
consumption of "agricultural commodities by promoting their use in the production of ethanol and
biodiesel.  The Bioenergy Program promotes sustained increases in bicenergy production and- related
industrial agricultural commodities, and allows the U.S. to reduce dependence on' traditional energy
sources while providing alternative market opportunities for producers. Payments made in fiscal years
.2003 and 2002 amounted to $167 million and $77 million, respectively. -

Commodity Loan Programs .

CCC has several commodity loan programs. It offers price support loans for tobacco, recourse loans for

mehair and honey, and marketing assistance loans on other commodities. As a result of the 2002 Farm

Bill, support for peanuts was changed from a pricé support program with marketing quotas, to a
~ marketing assistance loan program.

Marketing assistance and price support loans provide interim financing to eligible producers: on their
production and facilitate the orderly distribution of loan-eligible commodities throughout the year.
Instead of selling the crop immediately at harvest, these marketing assistance loans allow producers who
grow an eligible crop to store the production, pledging the crop itself as collateral. The loan proceeds
help producers pay bills when they come due without having to sell the harvested crop at a time of year
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when prices tend to be lowest. Later, when market conditiohs may be more favorable, producers may
sell the crop and repay their loans with the sales proceeds. ' : :

Marketing assistance loans are provided to producers of wheat, feed grains, oilseeds, upland cotion,
and rice. Under the 2002 Farm Bill, marketing loan provisions were extended to peanuts, wool, mohair,
and honey (in addition to other certain commodities). Loans are made for nine months, and loan rates
are fixed. Per legislation, interest is charged on these loans at a rate one percentage point above CCC's
cost of borrowing from the U.S. Treasury. 1

Marketing assistance loans are non-recourse. If market prices rise above the loan rate, the producer can
repay the loan with interest, and sell the crop in the marketplace. If prices fall below the loan level, the
producer can deliver the commaodity to CCC in fuil satisfaction of the loan. :

As discussed in the following paragraphs, there are several program provisions authorized to prevent
delivery of loan collateral to CCC. By reducing loan collateral forfeited to the Corporation, -these
provisions considerably reduce the Federal government's inventory acquisition that might otherwise
occur. Such inventories tend to make U.S.-produced commodities less competitive in world markets and
may impose a significant taxpayer burden in the form: of storage costs.

Market loan repayment provisions allow, under certain circumstances,' loans to be repaid at less than
principal plus accrued interest and other charges, with a portion of the principal and interest due to be
waived. The portion of principal waived is considered a marketing loan gain for the producer. During

fiscal year 2003, marketing loan gains totaled $227 million; in the prior fiscal year, they totaled $672
million.

Loan deficiency payments (LDP’s) allow the producer to receive a payment in lieu of securing a loan
from the Corporation. LDP’s disbursed this fiscal year were $664 million, a 'substantial reduction from the
45,268 million disbursed last fiscal year. This was the result of the sharp decrease in LDP disbursements
for soybeans, corn, and upland cotton because their respective market prices and corresponding
alternative loan repayment rates increased '

significantly in 2003. Consequently, the LDP rates Commodity Loans Outstanding

decreased significantly, therefore, the producers As of September 30

chose not to receive LDP's.

The S5-year trend of commodity loans outstanding  %%°
(induding marketing assistance loans) reflects a
sharp decrease in loans during fiscal year 2001, s

Contributing to the decrease was the legislatively
authorized forfeiture into inventory of $609 million

@
N
o

of tobacco in settlement of outstanding loans.
Additionally, a drop in market prices early in the
year spurred an increase in sugar forfeitures to
4326 million during fiscal year 2001. Decreases in
commodity loans continued through- fiscal year . s10
2002; however, a slight increase was reflected in '
fiscal year 2003.

tn Billens)

{

$1.5

$0.5

As of September 30, 2003, commodity loans
outstanding were $1,644 million, compared to 00 e " ooi st 2002
$1,600 million as of September 30, 2002. The
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majority of loans outstanding are for tobacco, wheat, corn, and rice,

Marketing assistance loans (MAL’) and LDP's are a major part of the Federal government’s agriculture
production assistance programs. They enable payment recipients to continue farming operations without
marketing thelr product immediately after harvest. By operating these programs, CCC is working towards
its goal of providing farm income support to help improve the economic stability and viability of the
agricuttural sector and will continue to administer MAL’s and LDP's as directed by the 2002 Farm Bill. The
table below presents CCC’s perforimance in support -of this goal. It appears that considering current
market prices of commodities and crop conditions in most parts of the nation, there will be less demand
for LDP’s in the near future. _ o '

1999 2000 2001 © 2002 2003

Performance Goal and Indicator Target/ Target/ Target/. Target/ Target/
_Actual Actual _ Actual .| Actual Actual

Marketing Assistance L
Percentage of eligible commodity production placed
"under marketing assistance loan or loan deficiency _ . _
payment®; . i :
s  Wheat, com, sorghum, barley, oats and soybeans N/A/77% | 67%/80% | 75%/90% | 82%/79% 82%/13%
s  Upland cotton | ) N/A/B5% 67%/98% | 40%/97% | 97%/99% | 979%/99%
* Based on crop year, not a fiscal year. For example, the fiscal year 2002 actual is data for crop year 2001,

oans and Loan

Loans made totaled $10,718 million and $10,131 million in fiscal years 2003 and 2002, respectively.
Loans repaid totaled $10,280 million and $9,424 million in fiscal years 2003 and 2002, respectively. The
- charts below depict the breakdown of loans made and loans repaid, by commodity.

Loans Made Loans Repaid
$4,000 $4,000
T $3,000 %’“ $3,000
E $2,000 £ 32,000 —~
T $1.000 T $1.000
L= , T . ] , i
: 3. g _ﬂ

$_- ’_E,
Grains Cotion | Soybesns Rice
sas2

Other 4/ Grains | Coton [Soybeans| Rice | Other 1/
[Bzo0z | 280 | sams0 | simzr $1.400 2002 | $2552 | $3355 | $1338 | $635. || S1543
[mz00s | s2882 | sasis | s1eer | s | siem 2003 | S2897 | $3428 | si8%0 | s778 | $1597

E2002 2003 _ #2002 W 2003

¥ Indudes wheal, tobacco, honey, sugar, peanuts, ollseeds, and moharr,

In July 2003, the lowest rate CCC has charged for funds advanced to praducers for commodity loans
since CCC began charging the variable monthly interest rate.in 1980, was announced. CCC charged 2
percent’per annum for funds advanced during July 2003 for 1996 and subseguent crop year.loans and 1
percent per annum for rew advances on outstanding crop year loans from 1995 and prior crop years.
The last time the U.S, Treasury charged CCC interest rates this low was in 1958.

The CCC tobacco price support program provides-loans to eligible producers through loan associations
under cooperative agreements with CCC. These programs operate at no-net-cost to the Ametican
taxpayer. As such, tobacco allotments and quotas, approved by producers in referenda, are established
to help ensure a balance between supply and demand in the marketplace. Furthermore, producers and
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purchasers of certain tobacco incur marketing assessments for tobacco brought into the marketplace.
These assessments are held by the Corporation to offset projected program losses. ‘

Maintaining a balance between supply and demand in the marketplace stabilizes the price of tobacco by
- rates, producers’ income improves and loans outstanding decrease, thereby lowering expenses associated
with the operation of the program. These cost savings result in lower assessments for tobacco producers
and purchasers. The target average assessment is $.08 per pound or less. The target average price is
$1.70 per pound. CCC's performance in relation to these goals is shown in the table below.

. 2000 2001 2002 2003
performance Goal and Indicator Actual Actual Actual Actual
obacco Price ppo Progra
Average tobacco® assessment ($/1b.) +.055 $.054 - $.039 038
Averaqe price per pound of tobacco® $1.81 $1.85 $1.90 |- $1.89

_* Based on crop year, not a fiscal year. For example, the fiscal year 2003 actual is data for crop yéar 2002.

Commodity Inventory Operations .
Forfeitures under non-recourse commodity loan programs are not the only means by which CCC acquires

inventory. Under the milk price support program, CCC buys surplus butter, cheese, and nonfat dry milk
from processors at announced prices. These purchases help maintain market prices at the legislated

support level. Originally slated to end last year, the 2002 Farm Bill extended the program’s provisions
through December 31, 2007.

There are several electronic systems in place to aid in the procurement and delivery of CCC commodity
inventory. An electronic bid entry system receives vendor commodity bids, supporting the procurement
of about $2 billion of export commodities annually. There is also a domestic electronic bid entry system
that enhances the process of soliciting and receiving bids for the distribution of food assistance. Itis .
imperative that commadities are purchased as efficiently as possible. These bid entry systems provide an
electronic link between CCC and commodity vendors, thereby reducing the time required for generating
contracts. Deployed in 2001, the Cotton On-line Processing System (COPS) is an electronic system that
can be accessed by entities that store cotton owned by CCC or have cotton pledged as collateral for CCC
loans. In conjunction with COPS, CCC has an electronic cotton sales system in which potential buyers
can access CCC-owned cotton and place offers to purchase selected lots.

Electronic Warehouse Receipts (EWRs) are similar to paper warehouse receipts in that they convey title
to commodities. They contain-all the information required to make up a valid warehouse receipt in an
electronic format. Currently, EWRs are only available for cotton; however, in November 2000, the Grain
Standards and Warehouse Improvement Act was passed and amended the U.S. Warehouse Act (USWA),
providing authority for EWRs on all commodities. ‘A final rule was issued on August 5, 2002, to.allow for
implementing EWRs and other changes in the USWA. EWRs allow for nearly instantaneous transfer of
title to the commodity, which has greatly enhanced cotton marketing. EWRs were first made available in
1995 for cotton only, and, by 1999, nearly 90 percent of all cotton was represented by EWRs. In 1997,
the cotton industry estimated that the use of EWRs results in savings of between $5 and $15 per bale.
There is an initiative underway for a pilot project for creating EWR's for peanuts.

The USWA, as amended, authorizes the Secretary of Agriculture to establish regulations allowing the use
of voluntary systems for other electronic documents related to the shipment, payment, and financing of
agricultural products. A final rule announcing the regulatory guidefines for systems of electronic
conveyance was published on August 5, 2002. Use of electronic documents is expected to eventually
allow for a paperless flow of commodities from the farm to the end-user. CCC will benefit by the
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'implementation of this paperless flow through the mérke_ting assistance loan- program, during commodity
procurement processes, and as donated commodities are exported to foreign destinations,

CCC can store purchased food in over 10,000 commercial warehouses across the Nation approved for this
purpose. However, commodity inventories are not simply kept in storage. CCC works to return stored
commodities to private trade channels. At the FSA's Kansas City Commeodity Office, located in Kansas
City, Missouri;- FSA merchandisers regularly sell and swap CCC inventories, using commercial
telecommunication trading networks. . ' ‘

- Beyond the marketplace, CCC commaodities fill the need for hunger relief both in the United States and in
foreign countries. CCC works closely with USDA’s Food and Nutrition Service to purchase and deliver
food for the National School Lunch and many other domestic feeding programs. U.S. farm products and
food, along with donations authorized by Public Law (P.L.) 83-480, Section 416(b) of the Agricultural Act

-of 1949 (the 1949 Act), and the Food for Progress Act of 1985, help USDA fight hunger worldwide.

Inventory as of September 30, 2003, totaled $1,984
million, compared to $2,486 million the previous
+ year. Most of the inventory decrease is attributable
to the destruction of approximately $322 million in

tobacco inventory and dispositions of $101 million of

sugar inventory. This brought the fiscal year 2003 Wheat Products 370

ending balance of tobacco to $278 million and Tobacco 599

completely eliminated the sugar inventory. Sugar - 101
. { Other 89 132

As a result of droughts in Kentucky and floods in | Total Inventory £ 1984 | 5 2486

North Carolina, 1999 was one of the worst of years
for tobacco farmers. For this reason, in fiscal year 2001, {egislation was passed ordering USDA to buy up
much of the harvest that totaled $599 million. Because no bids were received to sell this tobacco for

export use, CCC's only other authorized option is to destroy the inventory. Destruction of the tobacco
inventory wilt continue through 2004. '

On March 6, 2003, CCC sold its remaining 21,385 tons of raw cane sugar to the storing .warehouse
operator. Over a 3-year period, CCC disposed of over a million tons of refined and raw cane sugar. The
majority of the sugar stocks was disposed through payment-in-kind programs and unrestricted cash sales
to storing sugar processors. CCC also sold all rice in its inventory during 2003. A total of 4.1 million
hundredweight of 2001 crop rice was sold over a 6-month period. All the rice sold was obtained through
loan forfeitures. ! . -

CCC purchased $512 million in nonfat dry milk in fiscal year 2003. This brought the nonfat dry milk
inventory to $1,294 million as of September 30, 2003. Of this amount, $230 million is expected to be
donated through domestic and export donation programs, $261 million is expected to be disposed under
the feed assistance programs and $334 million is expected to be sold domestically.. $21 million is to be
exchanged for pudding while the remainder is currently considered to be uncommitted inventory. Several
.nonfat dry milk donation and exchange initiatives that provide assistance to -many -have been
implemented. - The National Nonprofit Humanitarian Initiative helps feed hungry people in the U.S. As
part of this initiative, CCC-owned nonfat dry milk Is to be delivered to nonprofit charitable organizations.
This one-time only initiative will enable USDA to provide additional outreach to the millions of Americans
who suffer from hunger or -malnutrition. Orders were accepted beginning September 2003, with
deliveries for approved agreements to be completed by September 2004. On September 17, 2003, it was
announced that the USDA would donate CCC-owned nonfat dry milk to nonprofit, faith-based and
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" community organizations for. use in meal services or for distribution to needy recipients. This program
will contribute to USDA's efforts to meet nutritional requirements of those in need and will build on
President Bush's Faith-Based Community Initiative. Two exchange programs that were approved in 2003
included one that sought qualified companies to exchange ready-to-eat and instant pudding for CCC-
owned nonfat dry milk for use in domestic programs. The other involved the exchange of CCC-owned
nonfat dry mitk and cash for cheese also for use in domestic programs.

CCC field test results performed in cooperation with the dairy industry indicate there are sufficient
benefits for CCC to offer its nonfat dry milk for sale to the industry for conversion Into edible casein or
caseinate. As a result, CCC will make available up to 300 million pounds of nonfat dry milk, 24 months or
older, for casein or caseinate production. Some of the older nonfat dry milk that has been deemed
‘unacceptable for program use, due to the age of the product, will be periodically sold for animal feed.

Responding to Natural Disasters

U nreasonably dry conditions in many parts of the country have seriously affected many farmers and

ranchers. Using every tool available, the Bush Administraion has provided timely disaster
assistance by quickly implementing the Agricultural Assistance Act of 2003 which included a crop disaster
assistance program that reimburses producers for qualifying crop losses in either 2001 or 2002. The
timetable for implementation was hastened and sign-up consequently began several weeks sooner than
previous disaster aid packages, even though this legislation was more complicated.

Emergency/Disaster Assistance

During fiscal year 2003, the Corporation incurred $2.8 billion in net costs for emergency assistance
programs, compared to $597 million a year earlier. Program costs were much higher in fiscal year 2003
primarlly due to the 2001/2002 Crop Disaster Assistance Program briefly mentioned above. This
program was established to make emergency financial assistance availabie to producers on a farm that
has incurred qualifying crop losses in either 2001 or 2002 on an agricuftural commaodity (other than sugar
or tobacco) due to damaging weather or related condition. Sign-up for the 2001/2002 Crop Disaster
Assistance Program began on June 6, 2003. Producers with crop losses in hoth years are only eligible to
receive payment for one year. Payments started going out to farmers on June 30, 2003, and, as of
September 30, 2003, $2.1 hillion has been issued to eligible producers. The Agricultural Assistance Act of
2003 extended the Livestock Compensation Program (LCP) originally created in 2002, into 2003. The
2003 LCP (LCP-II) is an emergency initiative that provides immediate assistance to eligible owners and
cash lessees of certain types of livestock for damages and losses due to any natural disaster. To be
eligible for assistance, a producer’s livestock headquarters must be physically located in the county with a
qualifying disaster. This program provides direct payments to eligible livestock producers. Sign-up for
. the extended program began on April 1, 2003, through early June. As of September 30, $251 million in
program costs have been incurred for LCP-II. The 2001/2002 Livestock Assistance Program (LAP),
also authorized by the Agricultural Assistance Act of 2003, made available $250 million to livestock
producers for grazing losses that occurred as a result of drought, severe weather and related causes in
either 2001 or 2002. Sign-up began in August and ends in October, with payments being made shortly
thereafter. LAP payments to a producer will be reduced by the amount of assistance received by that
producer under LCP.

“The Noninsured Assistance Program (NAP) is an ongoing program that provides financial assistance -
to producers for noninsurable crop losses and loss of income as a result of a natural disaster which
prevented planting of crops. Producers applying for program coverage must file their application and pay
a service fee. When a natural disaster strikes, producers must then apply for the NAP payment.. During

Page 11



LOMMODITY CREDIT CORPORATION

Management’s Discussion and Analysis
~‘September 30, 2003

fiscal years 2003 and 2002, CCC incurred $240 million and. $182 million"'in'NAP"program Costs,
. respectively.

Other 'emer‘gehcy assistance programs include fhe Hurricane Assistance-Sugarcane Program,
Sugar Beet Disaster Program, Quality Loss and Pasture Recovery programs.

Imprdving thé Environment

T he Corporation funds several conservation programs, serving to preserve and conserve the Nation's

farmland for future generations. As reflected on the Statement of Net Cost, costs associated with

the Corporation’s conservation programs were $2,227 million this fiscal year. Last year, costs were

$2,369 million. Costs are expected to increase in future years due to the increased conservation program

. funding provided in the 2002 Farm Bill. While continuing and expanding the programs that retire

environmentally sensitive land from crop production, the 2002 Farm Bill emphasizes programs that
support conservation on land in production, including livestock operations,

Farmland Protection Program (FPP!

Under the FPP, the Corporation reimburses state and local governments for the purchase of easements to
preserve productive farmland and keep it in use. This program is a voluntary program, so the location
and extent of enrollment — and resultant environmental benefits — will depend on who submits bids and
how these bids are selected for enrollmient. Under the 2002 Farm Bill, the program will receive 10-year

. funding of $985 million, which represents a nearly twenty-fold increase over the $53.4 million provided
since 1996, .

Environmental Quality Incentives Program (EQIP)

The EQIP was created to consolidate several conservation programs and encourage farmers and ranchers
to adopt practices that reduce environmental and resource problems. . The program offers technical
assistance, cost sharing, and incentive payments to assist livestock and crop producers with conservation
and environmental improvements, The 2002 Farm Bill phases funding for the program up to $1.3 billion
annually by fiscal year 2007, a significant increase from the annual funding of roughly $200 million per
year under the 1996 Farm Bill. During fiscal year 2003, CCC incurred program costs of $102 million. Due
to an Office of Management and Budget (OMB) apportionment, NRCS assutmed responsibility for program
payments for the latter part of fiscal year 2002 and subsequent fiscal years. As a result, CCC transferred
$442 million in fiscal year 2003 and $200 million in fiscal year 2002 to NRCS to fund the payments.

Consequently, CCC will fund the program regardléss of which agency makes the actual payments to the
landowners, : _ ' S

Conservation Reserve Progran (CRP)

The Corporation also funds the CRP, the Nation’s premier program for protecting fragile natural resources
and enhancing the environment. The purpose of the program is to safeguard millions of acres ‘of
American topsoil from erosion, increase wildlife habitat, protect ground and surface water, and improve
air and water quality. CRP participants sign a contract with CCC for a period of 10 to 15 years. During
the contract period, the producer agrees to convert eligible (highly erodible or environmentally sensitive)
land to a conserving use. In return, the producer recelves an annual rental payment. The producer can
also receive cost-share assistance for establishing permanent conservation practices. Additionally, CCC
can arrange for technical assistance in cooperation with the private sector technical service providers,
NRCS, the Forest Service, and the U.S. Fish and Wildlife Service. The 2002 Farm Bill increased the
acreage cap for the program from 36.4 million to 39.2 million acres. Actual enrolled acreage will vary
from year to year due to program provisions which allow for extension of existing contracts, regularly
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scheduled sign-up periods, and a continuous sign-up for select environmental priority practice acreage. In
fiscal years'2003 and 2002, the Corporation incurred net costs for CRP of $1,781 million and $1,831
million, respectively. ‘ .

The CRP and other conservation programs assist agricultural producers and landowners in achieving a
high level of stewardship of soil, water, air, and wildlife resources on America’s farms and ranches while

protecting the human and natural environment. Appendix C presents CCC's performance in support of
this goal. ‘

Reaching Across the Globe

CC's foreign programs provide economic stimulus to both the U.S. and foreign markets, while alsol
giving humanitarian assistance to the most needy people throughout the world. CCC provides the
funding for these programs which are administered by FAS and AID. ;

Export Assistance
Several programs exist to provide export assistance.

CCC’s export credit guarantee programs encourage exports of U.S. agricultural products to buyers in
countries where credit is necessary to maintain or increase U.S. sales, but where financing may not be
available without such credit guarantees. The Corporation underwrites credit extended by. the private
banking sector in the United States (or, less commonly, by the U.S. exporter) under the GSM-102 (credit
terms up to three years} and GSM-103 (credit terms up to ten years) programs. Under these programs,
CCC does not provide financing, but guarantees payments due from foreign banks. Typically, 98 percent
of principal and a portion of interest at an adjustaole rate are covered. .

Under the Supplier Credit Guarantee Program, CCC guarantees a portion of payments due from
importers under short-term financing arrangements (up to 180 days) that exporters have extended
directly to the importers for the purchase of U.S. agricultural products.

The Facility Guarantee Program provides payment guarantees to facilitate the financing of
manufactured goods and services exported from the United States to improve or establish: agriculture-
related facilities in emerging markets. These guarantees can have payment terms from 1 to 10 years.

As of September 30, 2003, the principal value of guarantees outstanding under these programs was
$4,820 million, compared to 44,893 million as of September 30, 2002. This fiscal year, CCC paid $100
million on defaulted guarantees. In the prior fiscal year, CCC paid $40 million. Claims and rescheduled
export credit guarantee receivables outstanding were 46,743 million and $6,930 million as of September
30, 2003 and 2002, respectively. '

The Dairy Export Incentive Program (DEIP) is used to help exporters of U.S. dairy products compete
with prevailing world prices for targeted dairy products and destinations.. Through the program, sales of
U.S. dairy products are made that would not otherwise be possible because of subsidized prices offered
by competitor countries. This fiscal year, CCC paid $52 million in bonuses to exporters under this
program while last fiscal year $25 million was paid. The introduction of butterfat into the program during

fiscal year 2003 attributed to the increase in bonuses paid. Under the 2002 Farm Bill, DEIP was extended
to 2007. : .

The Market Access Program (MAP) is designed to create, expand, and maintain foreign markets for .
U.S. agricultural commodities and products through cost-share assistance. Under the MAP, CCC enters
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into agreements with eligible participants to share the costs of certain overseas marketing and promotion

"activities. The Corporation made $103 million in- MAP payments this fiscal year, and $98 million in
payments last fiscal ‘year. The 2002 Farm Bill reauthorized- the program through 2007, gradually
increasing program funding each year. -

Food Aid ' .

CCC provides U.S. agricultural commodities to ‘countries In need of food assistance through direct
donations and extension of credit on concessional terms (i.e., low interest rates, payment terms of up to
30 years, and grace periods of up to 7 years). Food aid is provided through three channels: P.L. 480
programs; the Food for Progress Act; and Section 416(b) of the Agricultural Act of 1949 (the 1949 Act).

P.L. 480 is composed of three programs. Title I provides for the government-to-government financing
of sales of U.S. agricultural commodities to developing countries on dollar credit terms or for local
currencies. Priotity goes to countries with the greatest need for food that are undertaking economic
development to improve food security and agricultural development, alleviate poverty, and promote-
broad-based, equitable and sustainable development. As of September 30, 2003, P.L. 480 Title I direct

credit receivables outstanding totaled $9,840 million, a slight decrease from last year's total of $10,186
million. : _ ‘

Title II, the U.S. government’s major humanitarian food ‘aid program, provides for the donation of U.S.
agricultural commodities to meet emergency and non-emergency food needs in other countries. Title III
supports long-term growth in the least developed countries around the world. Under Title I11, donated
- commodities are sold in the recipient country for local currency, and the revenue generated is used to

support economic development programs. Donations under these two programs were $748 million and
$482 million in fiscal years 2003 and 2002, respectively. :

In March 2003, USDA Secretary Veneman and AID Administrator Andrew.S. Natsias announced the
immediate release of 200,000 metric tons of wheat from the Bili Emerson Humanitarian Trust, with
another 400,000 tons to be made available and shipped as needed. A portion of the wheat from the
reserve will be exchanged for rice, so that a combination of commodities will be available to feed the
people of Iraq. The commodities will be provided through P.L. 480, Title II. The U.S. is working In close
partnership with international institutions and other nations as well as private voluntary organizations to
ensure the rapid delivery of humanitarian relief for Irag. '

During fiscal year 2003, the largest P.L. 480, Title II purchase in recent years was announced. with the
acceptance of offers for up to 229,000 metric tons (505 million pounds) of processed and packaged
commodities for food assistance programs worldwide. This is the largest processed and whole grain
packaged commodity purchase in over five years. Iraq will be the largest beneficiary of the purchase,
receiving 105,000 metric tons of commodities including wheat flour, milled rice, vegetable oil, and: great
northern beans.

Under the Food for Progress Program, CCC finances the sale and export of agricultural commodities
on credit terms, or can provide commeodities on a grant basis. The purpose of the program is to support
developing countries and countrles that are emerging democracies and have made commitments to
introduce or expand free enterprise elements into their agricultural economies. Food for Progress
Program grants totaled $110 million In fiscal year 2003, and $81 million in fiscal year 2002, Direct credits
outstanding under the program as of September 30, 2003 and 2002, were $352 million and $409 million,
respectively. _ :
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Commodity donations under Section 416(b) of the 1949 Act help to reduce CCC's surplus commodity
inventories, while also helping countries in need. Donations under this authorization totaled $330 million
in fiscal year 2003, and $463 millior in fiscal year 2002.

Reporting Financial Information

T he Corporation’s financial statements were re-formatted last year to meet new reporting.
requirements issued by the Office of Management and Budget (OMB), as well as to more closely
conform to the presentation used by the Department of Agriculture for its consolidated financial
statements. - The financial statements report the financial position and results of operations of CCC
pursuant to the requirements of 31 U.S.C, 3515(b).. These statements have been prepared from the
books and records of the CCC in accordance with Generally Accepted Accounting Principles (GAAP) for
Federal entities and the formats prescribed by OMB. The statements are in addition to the financial
reports used to monitor and control budgetary resources, which are prepared from the same books and-
records. Furthermore, the statements should be read with the realization that they are for a .component
of the U.S. Government, a sovereign entity. A discussion on the more noticeable variances reflected on
" the financial statements is presented below. '

The Corporation had a higher Fund Balance with
Treasury as of September 30, 2003, compared
to the prior year, in part due to the
establishment of a new multi-year fund for the

P.L. 480 Program for emergency assistance with

an appropriation of $250 million. Another: | Fund Balance with Treasury $ 2597 | $ 2453
contributor was the change in accounting for Accounts Recelvable (Federal) 466 |
disbursements that have not yet cleared the Egg‘;ums payabie (PUbl) | 4%}3 g
Fede.ral Reserve Banks (FRB's) and therefore, ‘Accrued Liabilites 4,865 2,043
per instructions from Treasury, are not to be :

considered as Fund Balance with Treasury, as Cumuiative Results of Operations (25,282) {19,299)
they were previously reported. As a result, '
these transactions are now recognized as
disbursements-in-transit which also accounts for the large increase In the accounts payable. Once these
transactions have cleared the FRB's, they are reported as Fund Balance with Treasury. Payments for
such programs as the Direct and Counter-Cyclical Program, Milk Income Loss Contract Program and the

Noninsured Assistance Program are among those that were issued in September, but had not yet cleared
the FRB's. '

As discussed in Note 1, Fund Balance with Treasury timing differences between the Corporation’s records
and those of Treasury are accounted for as cash in transit, and make up the current Cash balance. The
individual timing differences have been identified and will process in the subsequent fiscal year. During
fiscal year 2003, CCC continued to improve its reporting to Treasury, as well as its fund balance with
Treasury reconciliation procedures and processes, including strengthening internal controls and increasing
supervisory review.. These improvements resulted in the Corporation monitoring and clearing out
recondiling items in a timely manner while also reducing the number of outstanding transactions.

in fiscal year 2003, CCC began calculating and recording reimbursements due from the Department of
Transportation, Maritime Administration (MARAD) for the 20% excess freight costs incurred in prior
program years. The finandial statements as of September 30, 2003, reflect $390 million in receivables for
these costs. An additional $35 million shown on this year's Balance Sheet represents amounts due from
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MARAD for Ocean Freight Differential cost reimbursement. This accounts for the'sharp increase in the
- accounts receivable from Federal agencies from fiscal year 2002. :

Accrued program liabilities increased from the prior year as the result of accruals established. for newly -
established and extended disaster assistance programs.under Agricultural Assistance Act of 2003; such as
the 2002/2001 Crop Disaster Assistance Program and the Livestock Assistance Program. In addition,
accruals for the Direct and Counter-Cyclical Program established by the 2002 Farm Bill were recorded.

CCC incurred over. $23 billion in realized losses in fiscal year 2003, and $17 billion in fiscal year 2002,
This unreimbursed loss represents the majority of the balance of Cumulative Results of Operations.
Rather than receiving an appropriation at the beginning of the fiscal year, CCC's revolving fund receives
its appropriation in subsequent fiscal years, based on realized losses incurred. Buring fiscal years 2003

and 2002, CCC received $17,684 million and $22,800 million, -respectively, in reimbursements for prior
year losses incurred.

The net cost of operations for the domestic
programs totaled $21,019 million in fiscal year 2003
compared to $16,662 million in the prior year. As
shown in the table to the right and on the supporting

schedule to the Statement of Net Cost, emergency
assistance_ showed the largest incr_ease in cost. from ' Farm Income Support 5316 6,289
2002. This was the result of the Implementation of Direct & Counter Cyclical | 8,896 | S

- the Agricultural Assistance Act of 2003, which Production Flexdbility - 4,268
established and extended many disaster assistance | Emergency Assistance 3'233 zgg; '
programs to provide relief to producers that -lc-ggﬁewamn Programs @‘_L; {666
experienced loss due to natural disasters,

During 2003, CCC provided funding, through non-expenditure tfansfers, to other Départmental and
Federal agencies for programs created by the 2002 Farm Bill. These transfers, totaling $2,258 million,

are reflected on the Statement of Changes in Net Position as transfers out of budgetary resources
without reimibursement. S

Implementing the President’s Management Agenda

Improving Financial Management
T he President’s Management Agenda provides

President George W. Buysh's strategy for
improving the management and performance of the
Federal government. This document sets forth 5
government-wide goals to improving Federal
management, remedy long-standing problems, and
deliver resufts that matter to the American people.

=

Improving financial management is one of the goals set by the.President. CCC is working aggressively to
meet this goal, implementing several new initiatives this year that will lay the groundwork for improved
“financial operations in the future,

Providing accurate and timely financial information o its customers an'd managers is of primary
importance to the Corporation. It is.working to reduce the number of days it takes to close the monthly
general ledgers, thereby having financial data available faster than in the past. Reporting processes are
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being streamtined by replacing manual tasks with automated processes wherever possible. During fiscal
year 2002, several standard monthly reconciliations were implemented and additional analysis tools were
developed to examine and verify financial data before its release. '

Biannually, financial managers convene to develop means and strategies toO improve financial
management in the coming years. Several new management initiatives have been identified thus far,
_and task forces put together to address these projects. Accelerated timelines, improved internal controls,
and increased attention to reconciliations are among the priorities established for financial management.

CCC's goal is to obtain a clean audit opinion on its financial statements. To help in improving the
reporting process, CCC prepared interim financial statements in fiscal year 2002, and in fiscal year 2003,
guarterly financial statements were prepared as required by OMB. CCC continues to work closely with
the USDA Chief Financial Officer to ensure the financial statements are in compliance with Federal and
Departmental accounting policies and standards. The Corporation is also proactive in identifying possible
weaknesses, and implementing controls to eliminate those weaknesses. For example, several task forces
have been established to address financial management challenges and reporting deficiencies, with
project goals identified and plans laid out to meet those goals.

Clean Audit Opinion

CCC has displayed its commitment to improving financial management and performance and
accountability to the American people through galning an unqualified (clean) audit opinion on its fiscal
year 2003 financial statements. CCC also received a clean audit opinion on the fiscal year 2002 financial
statements, the first such opinion since 1997. Receiving a clean audit opinion is an indicator of sound
financial management policies and procedures. It gives assurances to the public that the financial
statement data is fairly stated in all material respects. It also allows the user to place a high degree of
reliability on the information and to use the data to make informed decisions and manage resources
wisely. Achieving this goal meant overcoming many obstacles. In the past, CCC has had difficulties in
meeting Departmental timeframes, and in providing sufficient and competent evidential documentation to
the auditors to substantiate certain line items on the financial statements. However, the Corporation has
worked diligently to address and resolve issues identified in prior years’ audits, and continues to make
great strides in the coordination and validation of information used in its financial statements.

Ungualified X X
Qualified ‘ X
Disclaimer X X X X
2 1n fiscal year 2001, CCC received an unqualified opinion on its Balance Sheet, Statement of Net Cost, and Statement of Changes
In Net Position, and a disclaimer of opinion on the Staternents of Budgetary Resources and Financing.

Reducing Erroneous Payments _

A component of the President's Management Agenda is the initiative to reduce erroneous payments. The
Improper Payments Information Act (IPIA): of 2002, signed into law in late November 2002, greatly
expanded the Bush Administration’s efforts to identify and. reduce erroneous payments in the
government's programs and activities. This guidance promises to improve the integrity of the
government’s payments and improve the efficiency of its prograims and activities. Under this legislation,
each executive agency, In accordance with OMB guidance, is directed to review all of its programs and
activities annually. Those programs and activiies that may be susceptible to significant erroneous
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payments' must be identified and estimates of the annual amount.of improper payments must be

* submitted to Congress. before March 31 of the following applicable year. By November 18, 2003, each
USDA agency must provide its input for the implementation of IPIA for possible inclusion in the USDA
Consclidated IPIA plan. The Farm and Foreign Agricultural Services mission area programs (which
includes- CCC) that are expected to have payments exceeding $10 million in fiscal year 2004, are being
identified. A preliminary risk assessment is required immediately for those programs to determine if
there is a significant risk of erroneous payments. Programs that are rated as “high-risk” for erroneous
payments (erroneous payment equal to or greater than $10 million and 2.5 percent of the program's
outlays) in fiscal year 2004 will be included in the USDA Consolidated IPIA plan. They will be subject to
periodic reporting on erroneous payment rates, improvement targets, and remediation plans to OMB. _

Budget and Performance Integration _ _ :
FSA is fully engaged in this major reform initiative and has requested to be the lead agency in the

Department’s implementation. The goal is to “get to green” for integrating budget and' performance on
the President’s Management Agenda Scorecard. To achieve this goal, the Agency is clearly linking. day-
to-day program activities with the long-term strategic goals and identifying the full cost of the program
activities, as well as.the costs associated with achieving the various strategic goals and objectives.

Strategic Management of Hirman Capital

FSA has fully adopted the USDA Human Capital Plan for fiscal years 2003 to 2007 and continues to be
active on the USDA Human Capital Accountability Team.

| Competitive Sourcing

USDA is well prepared to address this initiative. USDA Mission Areas and Offices are working to comply
with OMB’s direction to reduce operating costs and improve service to the public, USDA has
accomplished much to improve its program by accomplishing the following:

*  Updating competitive sourcing plan

Directly converting and competing positions

Establishing a competitive sourcing office

Establishing competitive sourcing program staffs in several agencies (one of which is FSA)

Forming a Department-wide OMB Circular A-76 working group., ' ‘

-

Management Controls

The Corporation has -a network of financial
management systems and internal controls in-place
to support the preparation of the financal
statements, performance  information, and
compliance with applicable laws. It has identified
system  weaknesses and internal - control
deficdiencies. The following narrative discusses
those weaknesses and the plans in place to
address - them, as presented in various
management reports,

' FMFIA Report , ‘ S

The Federal Managers’ Financial Integrity Act (FMFIA) requires Federal managers, on an annual-basis, to
assess the effectiveness of management controls applicable to their responsibilities. If material
deficiencies are discovered, managers must report those deficiencies with scheduled milestones leading
to the resolution of the deficiency. FMFIA reporting ensures management’s accountability for the
effectiveness and efficiency of program operations. -
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Section 2 of the FMFIA Report requires an assessment of whether there is reasonable assurance that
agency controls are achieving their intended objectives. It also reguires a report on material weaknesses
in agency controls. A material weakness is a condition in which management controls are not sufficient
to provide assurance of their effectiveness, and requires completion of major milestones for corrective
action. Such a weakness may significantly impair the fulfilment of an agency’s mission; violate statutory
or regulatory requirements; or significantly weaken safeguards against waste, loss, or unauthorized use
of assets. Section 4 of the FMFIA requires an annual assessment of whether the agency’s financial
management systems comply with government-wide requirements. If the agency's systems do not

comply, plans must be developed to address the non-conformances. Appendix D presents CCC's
reporting on FMFIA.

Legal Compliance
As reported in the 2002 audit report, there were two instances of noncompliance with the following laws

and regulations that are required to be reported under the Government Auditing Standards and OMB
Bulletin No. 01-02, as described below. ’

Computer Security Act of 1987 and Government Information Security Reform Act (GISRA).

The Computer Security Act of 1987 requires that Federal agencies implement acceptable information

security practices, such as mandatory periodic training for all system users, to improve the security and

privacy of sensitive information maintained in Federal computer systems. More recently, GISRA was

passed and mandates that Federal agencies implement processes and controls to maintain an effective

information security program, including planning, risk assessment, training, and evaluations in such a
manner to comply with policy guidance contained in OMB Gircular A-130, Management of Federal
Information Resources. CCC is working, in conjunction with the USDA Chief Information Officer, to

improve its level of compliance with the Computer Security Act and GISRA by implementing additional

controls and processes supporting its entity-wide security program and operating devise security.

Debt Collection Improvement Act. The Debt Collection Improvement Act of 1996 (DCIA) is intended -
to significantly enhance the Federal Government's ability to service and collect debts. Under the DCIA,
Treasury assumes a significant role for improving government-wide receivables management. The DCIA
requires Federal agencies to refer eligible delinquent non-tax debts over 180 days to the U.S. Treasury
for the purpose of collection. During the 2002 audit, instances were discovered where CCC was not in
compliance with certain provisions of the Act. Specifically, some eligible debts were not forwarded to the
U.S. Treasury for cross servicing or the offset program. In response, CCC has: implemented new

reporting processes in the county offices in order to provide up-to-date information on delinquent debt so
that necessary action can be taken.

FFMIA Report

The Federal Financial Management Improvement Act (FFMIA) requires Federal agencies to assess, on an
annual basis, the compliance of their financial management systems with applicable financial
management systems requirements, Federal accounting standards, and the U.S. Government Standard
General Ledger. Agencies not in compliance must develop remediation plans to bring its systems into
compliance. Appendix E presents CCC's remediation plan.
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Improving Payment and Collection Processes

CCC is working to improve its payment proéesses, making payments faster and more accurately.

Prompt Payment '
The Prompt Payment Act encourages timely payments, better relationships with contractors and:

producers, improved competition for government business, and reduced costs to the Government for
property and services. o ‘

In fiscal ‘year 2003, CCC made 17 million Percentage of Late Payments
payments that were subject to the provisions of : As of September 30
the Prompt Payment Act. These payments =~ 10
totaled $26,113 million.  Of these payments,

- .46% of them were paid late. This is an 8.00
improvement over last year when CCC made 7 /\
million payments totaling $20,664 million. Of 5.00
these payments, 2.6% were paid late. / \

of Late Pay

A comparison of the percentage of payments

- made late, by fiscal year, is presented. In fiscal = § 3
year 1998, 0.16% of payments were late. / \
However, only $13,925 milion in payments =2
were subject to Prompt Payment Act provisions, / . \
The dramatic increase in late payments in fiscal ™ / - N
year 1999 was due to the backlog and high a0 ‘ . .
volume of loan deficiency payments: " 1998 1989 2000 2001 2002 2003

Additionally, there was an 84% increase In the
dollar amount of payments, with $25,555 million of payments being made in fiscal year 1999. _

Electronic Funds Transtfer (EFT)

CCC continues its use of EFT for vendor payments and payment of program benefits to producers. The
expansion of the use of EFT is largely dependent on the customer’s voluntary participation. It is
expected that there will always be payment recipients who will continue to choose a paper check due to
personal preference, technical issues, or business practices. ) ‘ ‘

Performance in relation to vendor EFT payments fell slightly from last year as depicted in the table below. -
The EFT volume for vendor payments in the Service Centers declined as the result of more payments
being issued to larger corporations or other Government entities, such as the General Services
Administration. These entities will not accept EFTs without payment detall being made available. Due to
the current system design, detail payment information to EFT recipients is prevented. Therefore, checks
are still the preferred manner of payment for most vendors. The new system that allows vendors to
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download and access necessary payment detail information has been developed. However, this new
system Is not yet available to recipients of payments from county offices that issue the largest number of
vendor payments. It is expected that the new system will be made available to these recipients later in
2003. This new system should improve future EFT payment performance in the county offices.

As shown in the table, 74% of producer payments
were made via EFT this year, a slight decrease
from the 77% reported in fiscal year 2002. History
has shown that the recurring-type of producer
payments (income support, CRP annual rental
payments, etc.) tend to be made via EFT, with one-
time payments (i.e., disbursement of loan, disaster

Pl

Vendor 45% | 54% | 47% | assistance, etc.) more likely to be made via check.
, The slight decrease in the EFT volume for producer
Producer 2% | 7% | 74% payments s the result of the increase in the

number of one-time only disaster and loan program
payments made during the fiscal year. An increase
in the producer payment EFT rate is expected in the future since assignees can now get their payment
via EFT. However, future producer payment performance will be tempered as Treasury has adopted
more lenlent requirements for waiver from receiving payments via EFT.

Debt Collection

The DCIA provided additional collection tools for agencies to use to collect delinquent debts owed. Two
of the collection tools, the Treasury Offset Program (TCP) and cross-servicing, require agencies to refer
debts to the Treasury Department when they become 180 days delinquent.

In fiscal year 2003, CCC referred 6,522 debts valued at $61 million, to the TOP. In fiscal year 2002, CCC

referred 8,571 debts, valued at $73 million. In both fiscal years 2003 and 2002, as a result of these and
prior year referrals, CCC received $1 million in offsets from other Federal payments to be made to
individuals with delinquent debts to the Corporation. ‘

In fiscal year 2003, CCC referred 1,349 debts valued at $11 million, for cross servicing. In fiscal year
2002, CCC referred 965 debts, valued at 44 million. Figures are higher this year because, in fiscal year
2002, CCC had just completed a major dean up of debt returned from cross servicing. CCC collected less
than $1 million from cross servicing in each of the last two fiscal years.

CCC continues to maintain a very strong internal debt management program. CCC collected $9 million
and $5 milllon, respectively, in fiscal years 2003 and 2002 by internal administrative offset. CCC also
collected from delinquent debtors via intemal collection efforts $17 million and $9 million, respectively, in
fiscal years 2003 and 2002. In addition, CCC also collected another $2 million from debts referred to the
Justice Department in fiscal year 2003, and $1 million in fiscal year 2002.

~ The DCIA Compliance Review Team was established in January 2003. Over the past 9@ months, the Team
traveled to 5 State Offices and 23 County Offices, resolving $9.3 million in debt. Quarterly reports have *
been developed to provide information on the status of receivables not in compliance with DCIA. - These
reports keep senior management aware of the issues Debt Management must deal with on-a - monthly
basis in order to continue to be in compliance with requirements set forth by DCIA.
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_ By' 'implern'enting all collection tools available, CCC is '.'striving to acﬁieVé its strategic goai of pi'ovidi'l*ig
effective administrative services and reducing the dollar amount of delinquent debt owed to the
Corporation. The table below presents CCC's performance in support of this goal. '

2000 2001 2003

-2002.

Performance Goal and Indicator

Financial Management
Decrease the average volume of the CCC delinquent |
domestic debt portfolio as It relates to farm programs - Ny N/A/

8,120/

7,065/

{number)®

10,973

9,441

11,234¢

“11,860°

10,674°

Decrease the average age of CCC delinquent domestic
debt portfolio (years)® )

N/A/S.2

N/A/3.44

3.0/3.32

2.5/3411

2.5

? This performance goal was first established in the fiscal years 2002/2003 Annual Performance Plan, therefore; targets for prior
years do not exist. .

This performance goal was first established in the fiscal years 2001/2602 Annuai Performance Plan, therefore, targets for prior
years do not exist. :

< In fiscal year 2003, the 2002 Farm Bill was implemented and new fam program support programs were established. Some of
these programs affected payments that had already been issued in fiscal year 2002, B ‘
_In fiscal year 2003, a debt reconciliation team worked with field offices in moving aged receivables into the delinquent domestic

debt portfolio. The average age shown above is for delinquent claims only. The average age of all CCC domestic receivables
was just over 1 year. ’

Making Government More Accessible

‘ C CC supports the goals of electronic government as defined by the Administration and as mandated

in the Government Paperwork Elimination Act. (GPEA), the Freedom to E-File Act, and related
statutes. FSA has partnered with NRCS and Rural Development (RD) to implement a system for the
implementation of electronic services for its customers. The three agencies implemented an e-forms'
system this year to enable customers to electronically access and file forms and related electronic
informatioh. In order to provide authentication and access to participating customers, the three agencies
also implemented a standard electronic access, Central Authentication and Authorization Facility
(WebCAAF). CCC is committed to continuing the partnership effort with the Service Center Agencies

(SCA) to implement generations 3 and 4 of the e-forms system to enrich and expand the electronic
services available to Its customers. ‘

CCC was challenged by the implementation of the 2002 Farm Bill. This far-reaching and complex piece of
legislation affected nearly every program delivered to.FSA customers. The initial priority for FSA was to
reach out to America's ranchers and farmers to make sure they had timely program information so they
could make the best possible decisions for their businesses. This included informing producers of
important programs and relevant sign-up dates such as October 1, 2002, the day when eligible. producers
could begin signing up for the direct and counter-cyclical payment programs and update their base and
yield data. In addition, FSA has provided a steady stream of information on other programs such as
dairy, peanuts, pulse crops, feed assistance and others. FSA is providing exceptional access to 2002
Farm Bill program informatioh on its website. For example, MILC program information was available on
the FSA website shortly after the program was announced on August 5, 2002. The FSA website has
pertinent MILC program and signup information, the monthly payment rates, and a payment calculator
facility to enable an interested applicant to estimate program benefits.

FSA also used the SCA Common Computing Environment (CCE) capabilities to leverage . the

implementation of the 2002 Farm Bill. The Service Center Information Management System (SCIMS)-
shared customer name and address records were used to notify over 6.6 million customers of 2002 Farm
Bill changes that may impact their participation in USDA programs.
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Base and Yield Analysis (BYA) Tool :

FSA partnered with Texas A&M University’s Agricultural Food and Policy Center to develop an interactive
BYA tool for the USDA and FSA websites. As announced by Secretary Veneman, "This innovative, web-
based software will provide landowners with options for estimating farm bill program payments and help
them make informed decisions.” The BYA tool helps producers analyze the economic consequences of
selecting different base and yield options. - '

Electronic Loan Deficiency Payment (el DP)

CCC initiated the Electronic Loan Deficiency Payment (elDP) Program that accepts electronic LDP
applications from producers and issues electronic payments. The initial eLDP beta program (covering
2001 crops) was implemented in early spring of 2002 as an Internet application. that provided capability
for producers to request LDP's via the web. The eLDP website is hosted on the FSA Electronic Access
Initiative (EAT) web farm located in Kansas City. Producers who elected to participate in the eLDP initially
visited the local FSA Setvice Center to sign-up for the eLDP and complete the LDP application to provide
farming information. The FSA Service Center provided the producer with a user ID to access the elLDP
Internet application. The FSA Service Center also established the producer's parameters in the elDP
Internet application for payment limitation and program participation reasonableness. Producers meeting
the program requirements for participating in the el DP program were able to initiate a request for eLDP
through the Internet. Valid elDP requests that met the criteria for the approved application parameters
established by the local Service Centers were processed and a payment was calculated, certified and
disbursed. This initial beta process was successful on a small scale early in 2002. The next phase of
eLDP is a beta expansion for 2002 crops covering at least one site in each state. The strategy for elDP is
to prove the viability of this electronic process through a large-scale beta process and expand the
availability of eLDP as rapidly as possible to nationwide coverage. '

Food Aid Reguest Entry Systen (FARES) .

CCC is developing a number of important government-to-business services on its Internet architecture.
~ The FARES, a web-based application, will streamline program operations and improve customer service
by automating the entry of commodity requests ("call forwards™ from AID and private voluntary
organizations (PVO's). The call forwards will then be electronically transmitted to CCC for purchase.
Phase TI of FARES is currently in the requirements stage. This will allow PVO's to enter their Annual
Estimated Reguirements (AER's) via the web. AID will then review and approve AER's electronically
which will eliminate the flow of paper and duplicative data entry. This information will also be used by
FSA's export operations to forecast demand and insure call forwards do not exceed authorizations.

Electronic Distribution .

CCC's Electronic Distribution project phase III (ED3) is currently in the requirements stage and will be
implemented by the first quarter 2004. This web-based system will automate the contract-invoicing
portion of the Processed Commodities Inventory Management System (PCIMS). Vendor invoices will be
electronically entered to PCIMS with electronic signatures and processed without paper. FSA financial
personnel will use the ED3 application to review and approve all payments. ‘

Market Entry System . :

CCC's Market Entry System is currently in the requirements stage and will be implemented in 2004, This
web-based application will allow grain warehouses to enter their daily purchase price for grain. This
information will be used by FSA in the analysis of commodity market prices and the determination of loan
rates and LDP rates.
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Freight Entry Bid Entry and Evaluation System ' _ :

-FSA is partnering with AID in the design and construction of the Freight Entry Bid Entry and Evaluation
System. This will be a web-based system designed to allow steamship transportation lines to register
bids and enter their ocean rate information. '

Making the Workplace More Efficient

Information Technalgtzz' Infrastructure ' ' :

The standardization of the information technology infrastructure for the field structure is well underway
-and is expected to be completed during next year. The flexible new infrastructure is built around the
strategy of maximizing shareability of appropriate information both within USDA and with other Federal,
state and local agencies, USDA customers and the private sector. The SCA have already achieved a leve!
of success in sharing the following CCE infrastructure components and software applications:

Telecommunications network
Help desk support 5
Common workstations with standard software and local area network
Peripheral equipment including printers, routers, network server
Common administrative applications '

Web farm components and standard security firewall stacks

Email services and active directory

Common testing facilities

SCIMS name and address

Office information profile

WehCAAF

.

The shared CCE architecture components implemented in fiscal year 2003 include the installation of
servers with relational database capability in the SCA service centers to support the Graphical Information
Systems (GIS) data layers and the multi-user access to GIS applications. Another key infrastructure
component Is the upgrading of the telecommunications network to provide T-1 level service to over 2000
of the larger offices and an upgrade in network capacity to all offices.
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Appendix A
CCC Board of Directors and Officers

CCC Board of Directors

' Chairperson, Ann M. Veneman, Secretary, USDA
Vice Chairperson, James R. Moseley, Deputy Secretary, USDA

Member, J.B. Penn, Under Secretary, Farm and Foreign Agricuftural Services, USDA
Member, Thomas C. Dorr, Under Secretary, Rural Development, USDA .
Member, Eric M. Bost, Under Secrelary, Food, Nutrition, and Consumer Services, USDA'
Member, Joseph J. Jen, Under Secretary, Research, Education and Economics, USDA
Member, William T. Hawks, Under Secrelary, Marketing and Regulatory Programs, USDA
Member, Mark E. Rey, Under Secretary, Natural Resources and Environment, USDA

CCC Officers

President, 1.B. Penn, Under Secretary, farm and Foreign Agricultural Services, USDA
Executive Vice President, James R. Little, Administrator, FSA

Vice President, Vacant, Associate Administrator, Programs, FSA

Vice President, Verle Lanier, Associate Administrator, Operations and Management, F5A
Vice President, A.). Yates, Administrator, Agricultural Marketing Service

Vice President, Ellen Terpstra, Administrator, Foreign Agricultural Service (FAS)

Vice President, W. Kirk Miller, General Sales Manager, FAS ‘ )

Vice President, Roberto Salazar, Administrator, Food and Nutrition Service

Vice President, Bruce 1. Knight, Chief; Natural Resources Conservation Service (NRCS)

Deputy Vice President, Hubert O. Farrish, Deputy Administrator for Commodity Operations, FSA
Deputy Vice President, John Williiams, Deputy Administrator for Management, F5A

Deputy Vice President, John Johnson, Deputy Administrator for Farm Programs, F5A

Deputy Vice President, Larry Walker, Director, Economic and Polfcy Analysis Stalf, F5A

Deputy Vice President, Thomas A. Weber, Associate Chief; NRCS

Deputy Vice President, Jose Acevedo, Acting Deputy Chief, Programs, NRCS

Deputy Vice President, P. Dwight Holman, Deputy Chief, Management, NRCS

Secretary, Tom B. Hofeller, Executive Assistant to the Administrator, F5A
Deputy Secretary, Ken Hill, Acting Director, Strategic Planning Staft F54
Assistant Secretary, Monique B. Randolph, Strategic Planning Staff; FSA

Controller, Kristine M. Chadwick, Director; Financial Management Division, FSA

Treasurer, Linda Herbert, Deputy Director, Financial Management Division, FSA

Chief Accountant, Dwight T. Tayman, Ch/ef] Financial Accounting and Reporting Branch, Financial
Managernent Division, FSA _
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| Appéndix B
CCC Funds

. The following table lists the funds reflected on the Corporation’s financial statements.

0500 Hazardous Waste Management Fund (USDA shared appropnatlon)

0600 Salaries and Expenses
1336 Export Credit Guarantee Pr. rogram Fund -
2271 P.L. 480 Title I, Ocean Freight Differential
2273 Food for Progress Credits Program Fund
2274 P.L. 480 Direct Credit Liquidating Fund
2277 P.L. 480 Direct Credit Program Fund
2278 P.L. 480 Grant Fund
2701 Tree Assistance Program _
3301 Farm Storage Loans Program Fund
3302 Apple Loans Program Fund :
3303 Emergency Boll Weevil Loan Program Fund
3314 Dairy Indemnity Program .
3315 Agricultural Conservation Program
3316 Emergency Conservation Proaram
3319 Conservation Reserve Pragram
3337 Rural Clean Water Program
3674 Appropriation Warrant Fund
4049 P.L. 480 Direct Credit Financing Fund
4078 Food for Progress Credits Financing Fund
4143 Debt Reduction Financing Fund
4158 Farm Storage Loans Financing Fund
4211 Apple Loans Financing Fund

4221 - Emergency Boll Weevil Loans Financing Fund
4336 | Revolving Fund (induding specific appropriations for disaster relief)
4337 Export Credit Guarantee Financing Fund
4338 Export Credit Guarantee Liquidating Fund
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Appendix C
- Performance Goals for Conservation Programs

The following table presents the Corporation’s performance as It relates to the conservation programs.

2000 2001 2002 2003 2004
Target/ Target/ Target/ Target/ Targek
Performance Goal and Indicator Actual Actual Actual Actual’

Increase the number of acres enrolled in CRP and
increase the number of Conservation Reserve
Enhancement Program CREP a reements

. "Genéf'a1 sign-up {competitive) enrollment (million
acres, cumuliative) _

323/320 | 31.8/31.8 | 31.7/316 323

acres; cuild

Acres of high enwronmenizl sensitivity enrolled in CREP
mllllon acres, cumulahve)

s, planted wi il

Acres enrolled in the Pmlne Pothole, Chesapeake Bay,

Great Lakes, Long Island Sound, and Long Leaf Pine

national conservation priority areas (million acres,

cumulative) 7 i 7/ BB | 82/8.1 8.7

TADProved CREP. agreements {ni
Reduce soil erosion, protect water and air qua ity,
restore wetlands, and improve wildlife habitat by
establlshmg conservation cover and/or installing

i ractices.

ced. S0
Water and Air Quality
reduced sheet and rilt erosion {milli

N/AJ166 | N/A/ITB 216/214 220

N/A}'ﬁ34

. Acres establlshed in conservahon buffers, mcludmg
filter strips and -riparian buffers' {million acres,

1.6/17 2.2/2.1 2.4/2.4 2.9

Wetlands
e Restored aces of weﬂancls2 {million  acres, .
cumulative) 1615 | 1.7/1.7 . 1.5/1.9 21
;E' gl T B

+ Land restored to ecosystems with high benefits for :
wildlife> N/A/2.1 N/A/2.6 2.9/3.3 35/3.5. 3.9

* Year-end estimates based on preliminary data.
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Performance Goals for Conservation Programs

! Most buffers installed under the CRP are installed primarily for water quality. However, buffers provide multiple benefits, including
air quality, wildlife habitat, and carbon sequestration. '

2 Primarily wetland restoration, which includes adjacent upland.

* Primary conservation practices include, but are not limited to, wetfand restoration, wildlife corridars, riparian buffers, longleaf pine
establishment, and rare and dedining habitats. : i
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APPENDIX D
FMFIA Reporting

The following table presents Section 2 material weaknesses related to the Corporation as reported in
FSA’s fiscal year 2003 FMFIA Report. ' '

Material Weakness:
Significant differences exist between the amounts in CCC's fiscal year 2001.Combining Statement of Budgetary

Resources (SBR) and those reported to the OMB's MAX Budget Information System in preparation of the Program
and Financing Schedules in the President’s Budget.

Year Identified in FMFIA Report: 2002

Deficiency Status: Corrected.
Actual Completion Date: Fiscal year 2003

Corrective Actions:

1. Submitted timely data to OMB for indusion in the OMB MAX Budget Information System.

2. Developed new or modified existing reports to replace and/or supplement the applicable budget reports using
budgetary account information.

3. A significant source of differences was that budgetary resources reported on the Program and Financing
Schedules (Actuals for fiscal year 2002) were drawn from proprietary accounts and adjusted manually. These
schedules have been converted to budgetary accounts for the fiscal year 2004 Federal Budget. '

4, Prepared timely reconciliation of the Combining Statement of Budgetary Resources and the Program and
Financing Schedules used in the President’s Budget. Disclosed the reasons for significant differences in the
notes to the financial statement per SFFAS No. 7, paragraph no. 79. o ‘

| 5. Modify budgetary accounting system to obtain the level of detail needed to submit budget execution
information for the President’s Budget.

6. Through implementation of Phase I and II of the Automated Budget System, used the CCC-CORE data
warehouse to integrate accounting data for preparation of both financial statements and schedules for the
President’s Budget. Ensured the proper format of accounting data from single source and streamlined report
preparation processes. Achieved data integrity and validation requirements, including compliance with OMB
Circular A-11 and MAX reporting.

Material Weakness:
Claims for reimbursement from the U.S. Department of Transportation were not made for cargo preference costs

incurred under the P.L. 480 programs.
Year Identified in FMFIA Report: 2001
Actual Completion Date: Fiscal year 2003

Corrective Actions: :
1. Resolved issues with Maritime Administration. : ‘
2. Brought billings for Ocean Freight Differential to current status.
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APPENDIX D.
FMFIA Reporting

The following tabie presents Section 4 nonconformances related to the Corporation as reported in FSA's
fiscal year 2003 FMFIA Report. :

Material Weakness:
Foreign credit subsidiary and credit reform systems are not fully automated and integrated into CCC’s Core
Accounting System (CORE), '

Year Identified in FMFIA Report: 2000
'| Target Completion Date: Fiscal year 2004

Planned Corrective Actions:

Begin programming for accrued interest,

Begin programming an accounting interface to CORE accounting system,

Program/store late interest for rescheduling installments. '

Standardize elapsed days calculation.

Complete implementation of the new GSM system interface to CORE (Modules 1-4), ‘

Replace the former FMS accounting structure in the APLUS system with the CORE accounting system. -

BN

Material Weakness: : :
Improvement needed in financlal system functionality and related processes.

Year Identified in FMFIA Report: 2003
Revised Target Completion Date: Fiscal year 2004

Planned Corrective Actions: _

1. Contractor will evaluate the accounting. environment to identify needed posting. logic updates to ensure
budgetary entries are posted with the corresponding proprictary entries and provide recommendations on
necessary changes to CORE posting models. . :

- 2. Contractor will evaluate the feeder system accounting relationships with CORE to provide a basis for resolving
differences and limiting adjustments. Contractor provides recommendations on necessary improvements in
interface controls.

3. Program, test, and implement CORE posting logic updates,

4. Implement improved interface controls between feeder systems in CORE.
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APPENDIX E
CCC Remediation Plan

The following table presents the Corporation’s latest remediation plan as it relates to the three
requirements for FFMIA reporting.

1. Compliance with Federal Financial Management Systems Requirements

1.1: Foreign program feeder systems do not comply with OMB Circular A-127.

Target
Corrective Action Date Status
1.1.1 Complete implementation of new GSM 01/2004 Completed 11/2002 - Phase 1 (Modules 1,
system to be interfaced directly to CORE Announcement; 2, Registration; & 3, Evidence of
general ledger. Export) were put into production 11/2002.

Completed 3/2003 - Phase 2 (Module 4, Claims)
were put into production 03/01/2003. The Claims
module is currently in parallel preduction.

GS5M Interface to CORE: The GSM to CORE
interfaces is being developed as follows: modules 1-4
are targeted for completion by 01/2004.

112 Replace the former FMS accounting structure 01/2004 A-PLUS Interface to CORE phase: The CORE interface
: in the P.L, 480 Title I feeder system (APLUS) s being developed for A-PLUS and Is targeted for
with the CORE accounting structure. completion by 01/2004.

1.2: CORE financial systems do not comply with OMB Circular A-127.

121 CCC will establish a team to develop a 06/2003 Completed 06/2003: The team was established in
project plan to complete research, and 03/2003 and began meeting to define goals and
recommend entity-wide polidies and complete research. The development of the project
procedures needed for management to plan and management recommendations is in process.

perform adequate review of all obligations.
The process should provide for central
management control and review, to ensure
adequate support for recorded amounts
exists and sufficient consideration is given to
the legitimacy of unliquidated obligation

amounts,
1.2.2 Document and publish an obligation and 09/2003 The proposed policy statement has been drafted and is
deobligation policy for CCC. in the clearance pracess to be finalized, Once finalized,

the Cantroller, CCC, will receive the policy statement
for final signature.

1.23 Establish a standard process to require the 09/2003 CCC has initiated quarterly reviews of unliquidated

review and certification of open obligations obligations. In June 2003, CCC sent out a judgmental
by program offices. _ sample of these obligations, as of March 31, 2003, to

‘ FSAJCCC offices. CCC is still in the process of receiving

adjustment documentation from these offices. Future
reviews will focus on July, October, January, and April
month-end records. This quarterly process will become
a standard activity to ensure the accuracy and
reliability of the obligated amounts.
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APPENDIX E
CCC Remediation Plan

1. Compliance with Federal Financial Management Systems Requiremehts, Continued

1.2: CORE financial systems do not com ly with OMB Circular A-127, Continued

Target
Corrective Action Date . Status
1.24 Identify programs with specific obligation 1172003 ‘Work has begun with program divisions to develop a
and disbursement events. -+ - i worksheet that Identifies all key programs, the basis for
determining that an amount is due to a producer, and
when the payment actually cccurs. This data will be
used to determine those programs that will require a
specific obligation entry to be recorded.
| 1.2.5 Develop and implement changes In the 0612004 Key programs identified with specific and identifiable
program and fingncial software to record obligation and-dishursement dates wilt be prioritized for |
obligations. Phasé I will be the key big dallar pragram application modification. The target to -
programs. implement these changes is related to the
Department’s gaal to have all material weaknesses
resolved by 06/2004.
1.2.6 Develop and implement changes in program TBD The target date for completing this task wilt be better
and financial software to record obligations. determined after the analysis covered in 1.2.4 is
Phase I1 will be all remaining programs. completed,

-1. Compliance with Federal Financial Management Systems Requirements
~ Estimated Resources Needed for Corrective Actions

Full-Time Equivalents
Fiscal Year (FTEs) Dollars
20ﬁ3 10 $1.5 million
2004 5 $185 thousand
2005 - -
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APPENDIX E
CCC Remediation Plan

2. Compliance with Applicable Federal Accounting Standards

CCC is in substantial compliance with this requirement.

3. Noncompliance with the U.S. Government Standard General Ledger (SGL) at the
Transaction Level

3.1 Concerns about CORE posting model:
Posting models used for recording inventory sales and purchases.

Corrective Action Target Date Status

311 CCC has prepared a Statement of Waork (SOW) | 09/2003
requesting an evaluation of its accounting
envirenment by outside sources. The SOW is
designed to identify posting jogic updates and
any required changes. This will ensure the
necessary budgetary entries are posted with
the corresponding proprietary entries. The
contractor will provide a report to CCC
management detailing the: results of their
analysis.

Program, test, and implement CORE posting
312 :
logic updates. )

3.2 Improvements needed in interface controls between feeder systems and CORE.

06/2004

Reconciling items between the feeder systems and CORE need to be identified and cleared on a
timely basis. : :
321 CCC has prepared an SOW requesting an
- evaluation of its accounting environment by
outside sources. The SOW contractor will
provide an analysls of the treatment of the
feader system accounting relationships with
CORE. This will provide a basis for resolving
differences and limiting adjustments identified
in the 2002 audit. The contractor will pravide
a report to CCC management detziling the
results of their analysis.

05/2003

322 Implement improved interface controls 06/2004
between feeder systems and CORE. '
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APPENDIX E
CCC Remediation Plan

3. Noncompliance with the U.S. Government Standard General Ledger (SGL) at the
Transaction Level

Estimated Resources Needed for Corrective Actlons

, Full-Time Equivalents o
Fiscal Year (FTEs) Dollars
2003 ‘ 1 - $975thousand .
2004 TED TBD
2005 . ]
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Exhibit A

Commodity Credit Corporation
Consolidated Balance Sheets

As of September 30, 2003 and 2002
{Doilars in Millions)

Assets:
Intragovermmental:
Fund Balance with Treasury (Nole 2)
Accounts Recelvable, Net (Note 3)
Other
Total Intragovernmental Assets

-Cash
_ Accounis Receivable, Net {Note 3)
Loans and Credit Program Recelvables:
Commodity Loans, Net {Note 4)
Credit Program Recelvables, Net (Note 5)
Other Foreign Receivables, Net
Subtotal

Commodity Inventories, Net (Note 6)
General Property and Equipment, Net {Note 7
Cther

Total Assets

Liabilities:
Intragovernmental:

Accounts Payable

Deb to the Treasury (Note B)

Cther
Resources Payable to Treasury .
Deposit and Trust Liahilities (Note 8)
Other (Note 10}

Subtotal

Tolal Intragovemmental Liabilities

Accounts Payable
Credit Guarantee Liabifities (Note 5}
Other Liabilities:
Accrued Liabilities (Note 11)
Deposit and Trust Liabililes (Note 9)
Other {Note 10)
Subiotal

Tolal Liabilities
Commitments and Contingencies (Nole 12)
Net Posltion:

Unexpended Appropriations

Capital Stock

Cumulative Results of Operations

Total Net Position

Tota! Liabilities and Net Position

The accompanying notes are an Integral part of these statements.

$

$

- 6,482
1,184

4,865

3 1,205
21,836

8,463

31,504

486

L]
=}
=]
L]

o |

2453
7

20
2,480

] 1,652
8,826

10,732
723
100

$ 14,088

$ 565
20,41

$ 6,450
892

1,018

8,360

28,416

411
$. 2,043
639

2684 .

32,514

1,383
100
{19,889)

(18,416}
§ 14,008
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Exhibit G -

Commodity Credit Corporation

Consolidated Statements of Changes in Net Position

For the Fiscal Year Endéd September 30, 2003

{Dollars in Millions)

Beginning Balances

Budgetary Financing Sources:
Appropriations Received
Appropriations Transferred - In
Appropriations Transferred - Out
Other Adjustments
Appropriations Used
Nonexchange Revenue
Transfers In Without Reimbursement
Transfers Out Without Reimbursement

Other Financing Sources:
Imputed Financing
Transfers In Without Reimbursement
‘Transfers Out Without Reimbursement
Other

Total Financing Sources

Net Cost of Operaﬁons

Ending Balances

Cumulative Results

: Unexpended

of Operations Capital Stock Appropriations
3 (19,899) § . 100 $ 1,383
- - 20,446
- - 159
- - (323)
- - (10)
20,119 - {20,119)
. 5 - -
34 - -
(4,322) - -
200 - - Z
13 - -
(2,012) - -
725 - -
15,462 - 153
(20,845) - -
$ (25,282) 3 100 § 1,536




Exhibit C

Commodity Credit Corporation '
Consolidated Statements of Changes in Net Position, continued

For the Fiscal Year Ended September 30, 2002
(Dollars in Millions)

Cumulative Results Unexpended
of Operations Capital Stock Appropriations
Beginning Balances ' $ (24,363) $ 100 $ 2,742
Budgetaty Financing Sources: ' -
Appropriations Received - - 24,320
Appropriations Transferred - In - - 409
Appropriations Transferred - Out - - {2,155)
Other Adjustments : - - 528
Appropriations Used _ 24 4861 - (24,461)
Nonexchange Revenue B ) 2 - 7 -
Transfers Out Without Reimbursement {2,845) . - -
Other Financing Sources: :
Imputed Financing ‘ 747 - _ -
Transfers in Without Reimbursement N 12 - S
Transfers Out Without Reimbursement (1,310) - -
Other 59 - -
Total Financing Sources 21,126 - - (1,359)
Net Cost of Operations (16,662) | - o -
Ending Balances L] . (19,898) $ 100 . 3 1,383

The accompanying notes are an integral part of these statements.



Exhibit D

Commodity Credit Corporation

Conibined Statements of Budgetary Resources (Note 14)

For the Fiscal Year Ended September 30 2003

(Dollars in Mllllons)

Budgetary Resources:

Budget Authority:
Appropriations Received
Borrowing Authority

_ Net Transfers (+/-)

Unobligated Balance:
Beginning of Period-

Net Transfers, Actual (+/-)

Spending Authority from Offsetting Collections:

Eamed:
Collected

Receivable from Federal Sources
Change in Unfilled Customer Orders:

Advance Received
Subtotal
Recoveries of Prior Year Obligations
Permanently not Availlable
Total Budgetary Resources

Status of Budgetary Resources:
Obligations Incurred:
Direct
Reimbursable
Subtotal
Unobligated Balance:
Apportioned
Exempt from Apportionment
Unobligated Balance not Available
Total Status of Budgetary Resources

Non-Budgetary
7 Credit Program
Budgetary Financing Accounts Total

20,446 § - § 20,446
49,343 1,277 50,620
(2,202) - {2,202)
1,196 1,461 2,657
{315) - {315)
14,008 1,439 15,447
1,498 59 1,558
292 - 292
15,799 1,498 17,207
1,200 . 8 1,208
(47.536) {416) {47,952)
37,931 3§ 3,828 % 41,759
2642 § 1732 § 4,374
33,949 - 33,949
36,591 1,732 38,323
752 2,088 2,820

9 1. 10

579 27 606

37,931 % 3828 § 41,759




Exhibit D

Commodity Credit Corporation

Combined Statements of Budgetary Resources {Note 14), continued

For the Fiscal Year Ended September 30, 2003

(Dollars in Millions)

Relationship of Obligations to Outlays:
Obligated Balance, Net Beginning of Period
Obfligated Balance, Net, End of Period:

" Accounts Receivable

Unfilled Customer Orders from Federal Sources
Undelivered Orders
Accounts Payable

Outlays:
Disbursements
Collections
Subtotal

Less; Offsetting Receipls

Net Cutlays

Non-Budgetary
Credit Program
Budgetary Financing Accounts Total
4305 § 24 4,329
{2,049} (166) (2.215)
- (1) (1)
2,072 120 2,192 -
5,766 15 5,781
32,408 o 1,721 34,129
(14,300} (1,439) (15,739)
18,108 282 18,390
' - (1,293) {1,293)
18,108 & {1,011) 17,097




Exhibit D

Commodity Credlt Corporation y

Combined Statements of Budgetary Resources (Note 14), contmued

For Fiscal Year Ended September 30, 2002

{Dollars in Millions)

Budgetary Resources:

Budget Authority:
Appropriations Recelved
Barrowing Authority
Net Transfers (+/-)

Unobligated Balance:
Beginning of Period
Net Transfers, Actual (+/-)

Spending Authority from Offsetting Collections:

Earned:
Collected .
_Receivable from Federal Sources
Change in Unfilled Customer Orders: -
Advance Received
Without Advance from Federal Sources
Subtotal
Recoveries of Prior Year Obligations
Permanently not Available
Total Budgetary Resources

- Status of Budgetary Resources:
QObligations Incurred:
Direct
Reimbursable
Subtotal
Unobligated Balance:
Appartioned
Exempt from Apportlonment
Unobligated Balance not Available
Total Status of Budgetary Resources

Non-Budgetary
Credit Program
Budgetary Financing Accounts Total

24320 § . - 24,320
34,054 396 34,450
(3,501) - {3,501)
3,853 s 908 - 4,761
®) - (6)
11,562 905 12,467
(468) (68) (536)
209 - 209
- 1) {1)
11,303 - 836 12,139
347 - 347
(41,1867) (170) (41,337}
29203 & 1,970 § 31,173
1,477 § 509 1,986
26,530 - 26,530
28,007 509 - 28,516
977 1,435 2412
27 - 27
192 26 218
- 31,173

29,203 § 1,870



Exhibit D

Commodity Credit Corporation

—

Combined Statements of Budgetary Resources (Note 14), continued

For Fiscal Year Ended September 30, 2002
(Dollars in Millions)

Relationship of Obligations to Qutlays:
Obligated Balance, Net Beginning of Period
Obligated Balance, Net, End of Period:

Accounts Receivable
Unfilled Customer Orders from Federal Sources
Undelivered Orders
Accounts Payable
Outiays:
Disbursements
Collections
Subtotal
Less: Offsetting Receipts
Net Outlays

The accompanying notes are an integral part of these statements,

_ Non-Budgetary
Credit Program

Budgetary Financing Accounts Total

4318 % 38 4,354
{550) ' (108) (658)
- (1) (1

3,644 . 109 3,753
1,211 24 1,235
28,139 590 28,729
(11,771} {903) {12,674)
16,368 (313) 16,055
(3} {130) (133)
16,365 & (443) 15,922




Exhibit E

Commodity Credit Corporation
Consolidated Statements of Financing (Note 15)

- For the Fiscal Years Ended September 30, 2003 and 2002
{Dollars in Millions)

Resourges Used to Finance Activities:

Budgetary Resources Obligated:
Obligations Incured
Less: Spending Authority from Offsettmg Collections and Recoveries
Obligations Net of Offsetting Collections and Recoveries
Less: Oifsetting Receipts
Net Obligations

Other Resources: ‘
Transfers In/Out without Reimbursement
Imputed Financing from Costs Absorbed by Others
Othar
Net Other Resources Used to Finance Activities

Total Resources Used to Finance Activities

Resources Used to Finance ltems not Part of the Net Cost of Operations:
Change in Budgetary Resources Obligated for Goods,
Services and Benefits Ordered but not Yet Provided
Resources that Fund Expenses Recognized in Prior Periods
Budgetary Offsetting Collections and Receipts That Do Not Affect Net Cost
of Operations
Credit Program Coliactions which Increase Liabilities for Loan
Guarantees or Allowances for Subsidy
] Other
Resources that Finance the Acquisition of Assets
Other Resources or Adjustments to Net Obligated Resaurces that Do Not
Aftact Met Cost of Operations

Total Resources Used {o Finance Iterns Not Part of the Net Cost of Operations
Total Resources Used to Finance the Net Cost of Operations

Componeénts of the Net Cost of Operations that will not Require or Generate Resources in the
Current Period:
Componenits Requiring or Generating Resources in Future Pericds:
Upward/Downward Reestimates of Credit Subsidy Expense
Increase in Exchange Revenue Receivable from the Public
Gther
Total Components of Net Cust of Operations that will Require or Generate Resuurces
in Future Periods
Companents not Requiring or Generating Resources:
Depreciation and Amortization
Revaluation of Assets or Liabilites
Other .
Total Components of Net Cost of Operations that will not Require or Generate Resources

Total Components of Net Cost of Operations that will not Require or Generate Resources
in the Current Period

Net Cost of Operations

The accompanying notes are an integral part of these statements.

‘2003 2002
38,323 28,516
(18,505) {12 486)
19,818 16,030
(1,283) (133)
18,525 15,897
{1,999) {1,298)
900 747
725 59
(374) @92y
18,151 15,405
2,204 336
(1,750) {1,806)
1,773 1,152
10,322 9,443
(16,275 (15,820)
(2,587) (659)
(6,313) {7,354)
11,838 8,051
4 194
750 (59)
1,670 1,751
2,424 1,886
120 965
(55) 356
6,518 5273
6,583 6,725
9,007 8,611
20,845 16,662




LOMMODITY CREDIT CORPORATION

Notes to Financial Statements

Beptember 30, 2003 and 2002

Note 1 - Significant Accounting Policies

These financial statements have been prepared
to report the financial position and resuits of
operations of the Commodity Credit Corporation
(CCC or the Corporation). CCCs finandial
statements are presented in accordance with the

Office of Management and Budget (OMB).

guidance on the form and content of agency
financial statements.

Reporting Entity

CCC is a Federal corporatlon operating within

and through the United States Department of

Agriculture (USDA). It was established to:

» stabilize, support, and protect farm income
and prices;

« assist in the maintenance of balanced and
adequate supplies of agticultural
commodities; and

« facilitate the orderly distribution of those
commodities.

CCC's statutory authority for its operations is
found in the CCC Charter Act, 15 U.S.C. 714, et
seq. The Corporation is managed by a Board of
Directors, subject to the general supervision and
direction of the Secretary of Agriculture, who is
an ex-officio director and chairperson of the
Board. The members of the Board and the
Corporation's officers are officials of USDA.

CCC  operations are financed - through
appropriated and revolving funds, as well as an
authority to borrow from the U.S. Treasury
(Treasury). The Treasury also holds capital
stock in the amount of $100 million with no
obligation to repay, on which the Caorporation
pays ~ interest. CCC  receives direct
appropriations for its foreign assistance
programs and special activities, such as disaster
aid. Permanent indefinite appropriation
authority exists for programs subject to the
Federal Credit Reform Act of 1990, as amended
(Credit Reform). Recelpts flowing through CCC's
revolving fund include proceeds from the sale of
CCC commodities, loan repayments, interest
income, and various program fees.

CCC has no employees or facilities. Its
programs are administered through various
agencies including the USDA's Farm Service
Agency (FSA), the Agricultural Marketing Service
(AMS), the Natural Resources Conservation .
Service (NRCS), and the Foreign Agricultural
Service (FAS); and the U.S. Agency for
International Development.: The accompanying
financial statements include an allocation, as
appropriate, of salaries and expenses (e.g.,
facility costs) incurred by these agencies. In
other instances, CCC reimburses the other
agencies for their administrative costs.

Basis of Accounting

The accounting principles and standards applied
in preparing the financial statements and
described in this note are in accordance with
Generally Accepted Accounting Principles (GAAP)
for Federal entities.

Transactions are recorded on an accrual basis of
accounting. Under the accrual method,
revenues are recognized when earned and
expenses are recognized when a liability is
incurred, without regard to receipt or payment
of cash. The financial statements include all
Treasury funds of CCC, which encompass its
domestic and foreign activities. In
consolidation,  intra-agency activiies and
balances have been eliminated, except for the
Statement of Budgetary Resources that is
presented on a combined basis as requwed by
OMB guidance,

Fund Balance with Treasury

Most CCC disbursements are made by either
checks or electronic payments drawn against its
account at Treasury. Generally, disbursements
and receipts for which CCC is responsible are
processed by the Federal Reserve Banks (FRB's),
their branches, and the Treasury, which report
activity to the Corporation.
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LOMMODITY CREDIT CORPORATION

“Notes to Financial Statements
‘September 30, 2003 and 2002

Note 1- Slgnlf' icant Accounting Policies, continued

Cash

Treasury requirements for the Federal Agenqes‘
Centralized Trial Balance System II- (FACTS 1),
for the preparation of Treasury and \OMB year
end reporls require that the Fund Balance with
The cash balance consists of these cash-in-
transit timing differences as a result of varying
- processing times and cut-off dates between
CCC, Treasury, and other USDA entities.

CCC does not maintain cash in commerdal bank
accounts.

Accounts Receivable

‘Accounts receivable arise from claims to cash or
other assets against other entities, either based
on legal provisions, such as payment due date,
or goods or services provided.

Accounts receivable are adjusted by a valuation
allowance based on historical collection, write-
off information, and other analysis, which
reduces the receivables to their estimated net
realizable value.

Commodity Loans

CCC makes both recourse and nonrecourse
loans to producers on designated agricultural
commodities. In the case of nonrecourse loans,
producers have the option to: (a) repay the
principal plus interest; (b) for certain announced
commodities, repay the loan at the market rate;
or (¢} at maturity, forfeit the commodity in
satisfaction of the loan. These loans are ot
subject to the accounting and reporting
requirements of Credit Reform (Note 5) because
these loans are less than 12 months in duration.

Interest is accrued on the unpaid principal
balance of commodity loans, and is included in
the reported net commodity loans receivable.

Commodity loans are reported net of an
allowance for doubtful accounts, which reduces
the loans to net realizable value. The
aliowances are based on the estimated loss on
ultimate commodity dispasition, when it is more
likely than not that the loans will not be fully
col[ected The allowance also takes mto account

Treasury amount reported via FACTS II be in
agreement with what is reflected in Treasury’s

records. To adhere to these requirements, cash
timing differences are reported as “in-transit”.

losses anticipated on the disposition of inventory
acquired through loan forfeiture. When forfeited
commodities are subsequently disposed, any
loss on the disposition is realized as either a cost

- of sales or donation, depending on the type of

disposition.

Tobacco loans are subject to the No-Net-Cost
Tobacco Program Act of 1982, as amended,
which requires tobacco producers to pay CCC a
No-Net-Cost Assessment (NNCA) on each pound
of tobacco they sell. Additionally, importers and
purchasers of fiue cured and burley tobacco are
required to pay a NNCA on each pound of
tobacco imported or purchased. These funds

~ earn interest and are applied against future ioan

losses of the respective tobacco cooperative.

Credit Program Receivables
CCC has several credit programs subject to

Credit Reform requirements. Credit program-

receivables consist of:

e direct credits extended under P.L. 83-480
(P.L. 480) programs and the Food for
Progress Program;

+ guaranteed payments made under the
Export Credit Guarantee programs;

s receivables in the Debt Reduction Fund (see
Note 5); _

* loans made to grain producers to build or .
upgrade farm storage and handling facilities;

+ Joans made to apple producers who incurred
losses due to low market prices; and

* a loan made to the Texas Boll Weevil
Eradication Foundation.

These receivables (including related interest),
for both pre- and post-Credit Reform, are
recognized as assets at the present value of
their estimated net cash inflows. The difference
between the outstanding principal of these
receivables and the present value of their net
cash inflows are recognized as an allowance.
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‘COMMODITY CREDIT CORPDRATION

‘Notes to Financial Statements
September 30, 2003 and 2002

Note 1 - Significant Accounting Policies, continued -

CCC uses the Balances Approach Reestimate Generally, disposition costs are based on the
Calculator for computing the subsidy reestimates average cost of the commodity in inventory at
for its foreign Credit Reform programs and the the end of the previous month. However, in
Treasury Credit Reform Certificate Program other cases, the cost is computed on the basis
guidelines for the accounting and reporting of its of actual (historical) cost of the commodity.
other subsidy reestimates and amortization. This is prevalent with- the following: (a)
' ~ dispositions  from  peanut price support
Consistent with other USDA agencies and in “inventory; (b) simultaneous acquisition and
order to meet reporting requirements, CCC disposition for commodity export programs; and
calculated and pald Treasury Interest income (c) dispositions of commodities previously
and expense for its Credit Reform programs pledged as price support loan collateral which
based on actual data through August 31, rather are acquired by CCC during the exchange of
than at September 30. commodity certificates. Commodity certificates
' are negotiable instruments issued by CCC, which
Capitalized Interest , ' can be exchanged for a commodity owned or
Rescheduling agreements frequently allow CCC controlled by the Corporation.
to add uncollected interest to the principal | ¢
~ balance of foreign credit and other foreign Commodity inventories are reported at lower of
receivables (capitalized interest). In such ~ cost or net realizable value through the use of a
circumstances, CCC records an allowance to commodity valuation allowance. This aliowance
reduce the receivable, including the capitalized is based on the estimated loss on commodity
interest, to the net present vajue of future cash dispositions, including . donations (for which a
flows. Interest income is recognized only when, 100 percent allowance is established).
in management’s judgment, debtors have ' '
demonstrated the ability to repay the debt in the Based on recent Treasury guidance, the cost of
normal course of business. commodity inventories sold to other Federal
entities is classified as an expense with the
Commodity Inventories public since the commaodities being sold are
Commodity inventories, referred to as goods originally purchased or otherwise acquired from
held under price support and stabilization a public source. The fiscal year 2002 financial
programs in the Statement of Federal Financial statements are reclassified to reflect this. Prior
Accounting Standards (SFFAS) No. 3, Accounting to this change, the costs were reflected as
for Inventory and Related Property, issued by intragovernmental in nature.
the Federal Accounting Standards Advisory
Board, represent commodities acquired by the General Property and Equipment
Corporation.  They are eventually sold or General property and equipment purchases are
otherwise disposed of to satisfy or help recorded at the acquisition cost plus any
economic goals. expenditures related to placing the asset into
service, such as freight, installation and testing,
Inventories are initially recorded at acquisition related to placing the asset into service. For
cost plus processing and packaging costs fiscal year 2003, purchases of personal property
incurred after acquisition. Acquisition cost is the vaiued at $25,000 or more, with a useful life of
amount of the loan settlement, excluding 2 years or greater are capitalized compared to a
interest, or the amount of the purchase $5,000 capitalization threshold for fiscal - year
settlement price. Since loan rates and income 2002. Personal property and equipment is
support levels are established by statute, depreciated on a straight-line basis. Automated -
inventory acquisitions are usually recorded at a Data Processing (ADP) equipment has a service
cost higher than market value.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2003 and 2002

Note 1 Slgn!f' icant Accountmg Policies, continued

life” of 5 years, while  non-expendable
administrative property is depreciated over a

service life range of 5 to 10 years. There is no.

salvage value associated with personal property
and equipment.

In addition, internal use software valued at

$100,000 or more with a useful life of 2 years or .

greater is capitalized. 1Internal use software
development costs ‘are accumulated and are
capitalized upon completion. In accordance with
SFFAS No. 10, Accounting for Internal Use
Software, capitalized software development
costs include contractor developed software,
purchased software, and internally developed
software. Capitalized internal use software costs
are amortized over a period of 5 years,
beginning with the first year the software is fully

operational. Also included are costs incurred by .
FSA which are reflected as software-in-

development on CCC's financial statements until
such time as the. software is completed and put
into operation. At that time, amortization will

begin.

Producer Assistance Advances

Public Law 107-25 (commonly referred to as the
Agricultural Economic Assistance Act), signed in
fiscal year 2001, authorized three grant
programs, whereby the Corporation disbursed
funds to state governments for various
purposes, such as promoting agriculture and
supporting activities for specialty crops. These
disbursements are accounted for as advances on
the Other Assets line of the Balance Sheet and
are recognized as expenses based on the states’
reporting of their use of the funds.

Liabilities S

CCC recognizes a liability in one of two ways,
depending on the type of transaction. If an
exchange transaction occurs (i.e.,, when CCC
_receives goods or services in retum for a
promise to provide money or other resources in
- the future), a liability. is recognized in the period
in which the exchange occurred, If a
nonexchange  transaction occurs (e,
government programs where there is a one-way
flow of resources or promises), a liability is

recognized for any unpaid amounts due as of
the reporting date.

Liabifities not _coveredr by budgetary resources,
disciosed in Note 11, result from the accrual of
unpaid amounts due for various CCC programs,
where the budgetary resources for the programs
will not be made available until the subsequent
fiscal year.

Resources Payable to Treasury

Resources payable to Treasury represent the net
resources of the pre-Credit Reform- programs.
These net resources are held as working capital.
Excess funds not needed for working capital
(after liquidating all liabilities) are returned to

- Treasury.

Credit Guarantee Liabilities

Credit guarantee Habilites represent the
estimated net cash outflows (loss) of the
guarantees on a net present value basis. To
this effect, CCC records a liability and charges -
an expense to the extent, in management's
estimate, CCC will be unable to recover claim
payments. under the post-Credit Reform Export
Credit Guarantee programs.

Interest Income on Dlrecl: Credits and
Credit Guaraptees

Interest is accrued monthly on both performing
and non-performing credits and credit guarantee
receivables as 1t is earned using simple interest
calculations based upon a 365-day year. A non-
performing direct credit or credit guarantee

-receivable is defined as a.repayment schedule

under a credit agreement, with an installment
payment in arrears more than 90 days. For
those non-performing recelvables, interest is not

- recognized as income; rather, it is deferred until.

the interest 'is received or the receivable is
returned to perfonfning status.

_ Allocation Transfers and Shared

Appropriations

OMB guidance requires that the parent agency
in an allocation transfer report the activity in its
financial statements unless the allocation
transfer is material to the childs finandal
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LOMMODITY CREDIT CORPORATION

Notes to Financial Statements

i“{September 30,

2003 and 2002

Note 1 - Significant Accounting Policies, continued

statements, except for the Statement of
Budgetary Resources. . For this reason, FSA
allocation transfer programs are not included on
the Corporation’s Statement of Budgetary
Resources. Additionally, CCC is the parent
agency in an allocation transfer (for P.L. 480
Title IT transportation and other costs related to
foreign donations) relationship with the U.S.
Agency for International Development (AID). As
such, this allocation transfer is included on the
Statement of Budgetary Resources.

The Hazardous Waste Departmental activity

{where CCC is the child agency) is recorded in @’

shared account that retains the fund symbol

identified with the original appropriation from

which monies are advanced. CCC's portion of
this activity is included in these financial
statements. '

Tax Status
CCC, as a Federal agency, is not subject to
Federal, state, or local income taxes, and

accordingly, no provision for income tax is
necessary.

 Use of Estimates

The preparation of financial statements requires
management to make estimates and
assumptions that affect the reported amounts of
assets and liabilities, and disclosure of
contingent assets and liabilities at the date of
the financial statements, and the reported
amounts of revenues and expenses during the
reporting period. Actual results will invariably
differ from those estimates. '

Reclassifications .

Certain reciassifications were made to the fiscal
year 2002 statements to conform to the current
year's presentation. These changes in format
were made to more closely conform to the form

" and content guidelines issued by OMB.

Certain activities were reorganized between the
program .segments on the Statement of Net Cost
for consistency.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

-‘September 30, 2003 and 2002

Note 2 - Fund Balance with T'reasury

Fund balances with Treasury, by type of fund, as of September 30, are aS foliows:

Revolving Funds
Appropriated Funds

“Total Fund Balance with Treasury

(In Millions)

2003 2002
'$ 165  § 517
2432 1,036

There are no unreconciled d:fferences between CCC's general ledger and the balances per Treasurys
records. See Note 1 for a discussion on the treatment of timing differences.

The status of fund balances with Treasury as of September 30, is as follows:

Unobligated Balance:

Available

Unavailable
Obligated Balance not yet Disbursed
Subtotal

Less Borrowing Authority not yet Converted to Fund Balance

Total Fund Balance with Treasury

The unavailable balance represents unobligated
resources not yet apportioned by OMB and
unobligated appropriations from prior years that
are no longer available for new obligations.

Total ~unobligated balances and obligated

balances not yet disbursed do not agree with
the corresponding fund balance with. Treasury
amounts presented above because CCC borrows
funds from Treasury at the time certain
obligations are disbursed. Borrowing authority
not yet converted to fund balance represents
unobligated and obligated amounts recorded at
September 30, 2003 and 2002, which wull be
funded by future borrowings.

(In Millions)

2003 2002
$ 2,876 $ 2,518
615 226
4,674 3,671
8,165 6,415
5,568 3,962

In addition, amounts presented in the above
schedule do not agree with the corresponding
line items on the Statement of Budgetary
Resources due to OMB reporting requirements
for allocation transfers. The total unobligated
balance and obligated balance not yet disbursed
on the Statement of Budgetary Resources is
$9,193 million and $6,986 million as of
September 30, 2003 and 2002, respectively.
The difference of $1,028 miillion and $571
million, respectively,. represents allocation
transfer activity with AID and FSA. See Note 1
for information on CCC's allocation transfer

~ relationships.
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'COMMODITY CREDIT CORPORATION

iNotes to Financial Statements

‘September 30,

Note 3 - Accounts Receivable, Net

Accounts receivable as of September 30, is as follows:

Intragovernmental:
Due from Treasury

Due from Transportation
_ Due from Other Federal Agencies
Subtotal

Less: Allowance for Doubtful Accounts

Total Intragovernmental Accounts Receivable, Net

Public:

Claims Receivable
Notes Receivable
Interest Receivable
Other

Subtotal

Less: Allowance for Doubtful Accounts
Tota! Public Accounts Receivable, Net

The Cargo Preference provisions of the Food
Security Act provide for the reimbursement of
certain transportation costs the Corporation
incurs under the Section 416(b) and P.L. 480
foreign donation programs. In fiscal year 2003,
CCC established a receivable from the
Department of Transportation (DOT) for freight
costs exceeding 20 percent of the total cost of
commodities donated, including ocean freight
expenses. This is authorized by Section 201d(b)
of the Merchant Marine Act of 1938. Because
these bilings are subject to review and
adjustment by DOT, CCC recognizes an

2003 and 2002

(In Millions)

2003 2002
% 12 $ 7
613
29 —~
654 -
188 -
$ 466 $ 7
$ 74 $ 66
3 3
18 23
54 58
$ 149 $ 150
106 112
$ 43 $ 38

allowance against the receivable until such time
as management determines that amounts
scheduled for collection from DOT are
appropriate, :

Other public receivables consist of amounts due
from program overpayments under such
programs as the Market Loss Assistance, Peanut
Marketing Assistance, Crop Loss Disaster
Assistance, Dairy Market Loss Assistance,
Production Flexibility Contracts, Conservation
Reserve and the Direct and Counter-Cyclical
Payment preograms.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2003 and 2002

Note 3 - Accounts Receivable, Net, continued

The changes in the allowance for doubtful accounts. on intragovernmental and pub[lc recelvables for the
fiscal years ended September 30, are as follows:

(In Millions)
2003 2002
Intragovernmental; $ - - $ -
Allowance - Beginning of Fiscal Year - -
less: Charge-offs 188 -
Add: Provision for Doubtful Accounts o _
Allowance - End of Fiscal Year ‘ :
(In Millions)
2003 2002
Public: $ 112 $ 137
Allowance — Beginning of FISCEl| Year- : (13) (10)
Less: Charge-offs 7z (15)
Add:  Provision for Doubtful Accounts ‘
$ 106 10

Allowance - End of Fiscal Year
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COMMODITY CREDIT CORPORATION

‘Notes to Financial Statements
September 30, 2003 and 2002

Note 4 — Commodity Loans, Net

Commodity loans receivable, by commodity, as of September 30, are as follows:

(In Millions)
2003 2002
Tobacco . ' $ 7189 ‘ $ 598
Wheat » ' : 377 174
Corn 255 205
Soybeans 59 63
Rice 102 - 206
Cotton ‘ 65 315
Other Commodities ' ' 67 39
Total Commodity Loans - 1,644 " 1,600
Accrued Interest Receivable | _ 119 125
Less: Allowance for Losses ‘ (48) 177
Total Commodity Loans, Net ‘ $ 1,715 $ 1,552

The change in the allowance for losses on commodity loans and related interest receivable for the fiscal
years ended September 30, is as follows: '

(In Millions)
. 2003 : 2002
Allowance — Beginning of Fiscal Year ' $ 177 . $ 2249
Less: Charge-offs (229) (826)
Add: Provision for Doubtiul Accounts i 100 779
Allowance - End of Fiscal Year $ 48 $ 177
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COMMODITY CREDIT CORPORATION

Note 5 - Credit Program Receivables, Net

Notes to Financial Statements
‘September 30, 2003 and 2002

Descriptions of CCC's direct credit and loan programs, and credit guarantee programs are presented

below.

Direct .credit and loan obligations and credit
guarantee commitments made after fiscal year
1991, and the resulting direct credits and loans

 or credit guarantees, are governed by the
Federal Credit Reform Act of 1990, as amended.

Credit Reform requires agencies to estimate the
cost of direct credits and loans, and credit
guarantees at present value for the President’s
budget. Additionally, the present value of the
subsidy costs (i.e., interest rate differentials,
interest subsidies, delinquencies and defaults,
fee offsets and other cash flows) assodiated with
direct credits and loans, and credit guarantees
are recognized as a cost in the year the direct
credit and loan or credit guarantee is dishursed.
The net present value of direct credits and loans
and defaulted guarantee receivables at any
- point in time is the amount of the gross direct
credit and loan receivable and defaulted
guarantee receivable less the present value of
the subsidy at that time.

Net credit program receivables, or the value of
assets related to direct credits and loans, and
the defaulted credit guarantees, are not the
same as the proceeds that would be expected to
be received from selling the credits/loans.

CCC's foreign programs provide economic
stimulus to both the U.S. and foreign markets,
while also giving humanitarian assistance to the
most needy people throughout the world,
through both credit guarantee and direct credit
programs.

Credit Guarantee Programs

CCC's Export .Credit Guarantee programs
encourage exports of U.S. agricultural products
to buyers in countries where credit is necessary
to maintain or increase U.S. sales, but where
financing may not be available without such
credit guarantees. The Corporation underwrites
credit extended by the private banking sector in
the United States (or, less commonly, by the
exporter) under the GSM-102 (credit terms up to

~ three years) and GSM-103 (credit terms up to

ten years) programs. Under these programs,
CCC does not provide financing, but guarantees
payments due from foreign banks. Typically, 98
percent of principal and a portion of interest at
an adjustable rate are covered. All guarantees

“under these programs are denominated.in U.S.

dollars.

Under the Supplier Credit Guarantee Program,
CCC guarantees a portion of payments due from
importers  under  short-term  financing:
arrangements (up to 180 days) that exporters
have extended directly to the importers for the
purchase of U.S. agricultural products. Al
guarantees under this program are denominated
in U.S. dollars.

The Facility Guarantee Program provides
payment guarantees {o facilitate the financing of
manufactured goods and services exported from
the United States to improve or establish
agriculture-related  facilities in  emerging.
markets. The guarantees can have payment
terms from 1 to 10 years. All guarantees under
this program are denominated in U.S. dollars.

In the event that CCC pays. a claim under the
guarantee programs, CCC assumes the debt and
treats it as a credit receivable for accounting:
and collection purposes. All guarantees
outstanding at September 30, 2003 and 2002,
were issued post-1991,

Direct Credit Programs

Under the P.L. 480 Title I Program, CCC finances
the sales of U.S. agricultural commodities to
countries in need of food assistance on
favorable credit terms (at low rates of interest
for up to 30 years with grace periods of:upto 7
years). P.L. 480 Title I provides for
government-to-government {and some
government-to-private  entity) sales of U.S.
agricuitural commodities to developing countries
on credit terms or for local currencies. Priority
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

‘September 30,

2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

goes to countries with the greatest need for
food that are undertaking economic
development to improve food security and
agricultural development, alleviate poverty, and
promote broad based, equitable and sustainable
development. All credits under this program are
denominated in U.S. dollars.

The Food for Progress Program provides for a
responsive food aid mechanism to encourage
and support the expansion of private enterprise
in recipient countries and is meant to help
countries seeking to implement democratic and
market reforms.

The Debt Reduction Fund is used to account for
modified debt. Debt is considered to have been
modified if the original debt has been reduced or
the interest rate of the agreement changed. In
contrast, when debt is rescheduled, only the
date of payment is changed. Rescheduled debt
is carried in the original fund until paid.

Paris Club

CCC permits debtor nations to reschedule debt
under the aegis of the Paris Club. The Paris
Cub is an internationally  recognized
organization whose sole purpose is to address,
on a case-by-case basis, liquidity problems faced
by the world's most severely economically
disadvantaged countries. While the Paris Club
has no charter or formal operating procedures, it
has been operating since 1978 under the
leadership of the French Ministry of Economics
and Finance. The general premise of the Paris
Club’s activities is to provide disadvantaged
countries short-term liquidity relief .to enable
them to re-establish .their credit worthiness.
The Departments of State and Treasury lead the
. U.S. delegation and negotiations for all U.S.
agencies.  Only country-to-country debt is
considered. For CCC, this includes P.L. 480
direct credits and claims paid under the GSM
programs for which a sovereign entity is liable.

Treasury and State may also negotiate bi-lateral
agreements with sovereign debtors for debt not
qualifying for treatment by the Paris Club.

Economic Factors and Outlook Affecting
Subsidy Reestimates

. The foreign credit subsidy' reestimates are

affected by four basic components:

» cash flow data (disbursements, collections
including fees, original subsidy and
scheduled future payments), '

s interest rates,

« defaults, and

s Inter-Agency Risk Assessment System
(ICRAS) country grades.

Cash flow data may be modified to reflect
pending reschedulings. Otherwise, the
reestimate process is such that these elements
permit little discretionary changes by CCC. The
interest rates used in the reestimate are
developed and published by Treasury for use

" government-wide. OMB mandates the default

calculation methodology. ICRAS grades are a
product of the Inter-Agency Risk Assessment
Committee and their use is also mandated.

During fiscal year 2002, after analyzing foreign
credits government-wide, OMB determined that
actual performance on foreign credits was better
than had been previously forecast and therefore
mandated a change to the default calculation
methodology. As a consequence, significant
downward subsidy reestimates were anticipated
across the Federal government, including CCC's
foreign Credit Reform programs resulting in- CCC
returning to Treasury $1,285 million in subsidy
reestimates during fiscal year 2003.

Sovereign and non-sovereign lending risks are
regularly analyzed and sorted into one of eleven
risk categories in a manner similar to ratings
generated by private rating agencies such as
Standard and Poors and Moody's. Each of the
eleven risk categories is also associated with a
default estimate. The average spread between

‘the vield to maturity’ of dollar denominated

bonds of like-rated sovereigns and comparable
maturity Treasuries were used to generate the

- default estimate for each rating.

Page 11



‘COMMODITY CREDIT CORPORATION

‘Notes to Financial Staterments

September 30, 2003 and 2002

‘Note 5 - Credlt Program Receivables, Net, conﬂnued

Changes in Economic Conditions Having

Measurable Effects Upon Subsidy Rates
and Reestimates

Current world events and government initiatives
have a ‘major impact upon CCC’s foreign -

receivables. For example, the United States is
currently con5|der|ng debt forgiveness - or

‘reduction of debt to poor countries under the -

Paris Club's Heavily Indebted Poor Countries
(HIPC) Initiative.  Discussions are currently in
progress with a number of countries which, if
successful, may affect CCC.

CCis unaware of any measurable events or
pending legislation at this time that may affect
subsidy rates and reestimates in the future.

Direct Loan Programs

- The Farm Storageé Facility Loan (FSFL)
Program was implemented to provide low cost
financing for producers to build or upgrade on-
farm commodity storage and handling facilities.
The loans have a term of seven years with a

requirement of annual repayment installments,
Interest on these loans is accrued monthly from
the date of disbursement at the rate equivalent
to the rate of interest charged on the Treasury
securities of comparable maturity.

The Boll Weé.vil Program made available to .
the Texas Boll Weevil Eradication Foundation an
interest-free $10 million Ioan to be repaid-over

_ten years. -

The Apple Loan Program provides loans to
apple producers who are suffering hardships
due to low prices following the 1998-1999°

growing season when apple prices fell to their

lowest levels in nearly 10 years. Eligible

applicants may obtain loans up to $300 per acre

of apple trees in production in 1999 or 2000, up
"to a maximum indebtedness of $500,000. The

maximunt repayment term is three years and
the interest rate is equivalent to the rate of

. interest charged on the Treasury securities of

comparable maturity.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

A summary of CCC's net credit progra'm receivables as of September 30, is as follows:

Direct Credit and Loan Programs:
Pre-1992:
P.L. 480 Title I

Post-1591:
P.L. 480 Title I
Debt Reduction Fund
Food for Progress
Farm Storage Facility
Boll Weevil Program
Apple Loan Program

Defaulted Credit Guarantees:
Pre-1992 Export Credit Guarantees
Post-1991 Export Credit Guarantees

Total Credit Program Receivables, Net

{(In Millions)

2003 2002
$§ 3,575 $ 3,683
875 969
121 88
273 256
171 150
3 3
5 9
2,795 . 2,632
666 1,036
$__8484 $_8.8206

P.L. 480 direct credits outstanding that were obligated prior to fiscal year 1992 and related interest

receivabie as of September 30, are as follows:

(In Millions)
~ Credit Interest Allowance for
Recelvables, Receivable, Uncollectible Credit Program
200 Gross Gross Accounts Receivables, Net
P.L. 480 Title I $ 7585  § 75  §(4045 . § 3575
(In Millions)
Credit Interest Allowance for
Receivables,  Receivable, Uncollectible Credit Program
2002 Gross Gross Accounts Receivables, Net
P.L. 480 Title I §282 49 (4250 $ 3683
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COMMODITY CREDIT CORPORATION

‘Notes to Financial Statements
‘Stember 30, 2003 and 2002

Note 5 - Credit Program "Receivabl.e_s, Net, continued

P.L. 480 direct credits and direct loans for FSFL, Boll Weevil, and apple loans thaf were obligated after

fiscal year 1991 and related interest receivable outstanding as of September 30, are as follows:

2003

P.L. 480 TitleI
Debt Reduction Fund
Food for Progress
* Farm Storage Facility
. Boll Weevil Program
Apple Loan Program

Total

2002

P.L. 480 Title I

Debt Reduction Fund
Food for Progress
Farm Storage Facility
Boll Weevil Prdgram
Apple Loan Program

Total

(In MiIiionS)
Credit . Interest
Receivables,  Receivable, - Subsidy Credit Program
Gross Gross Allowance Receivables, Net
$ 2,294 $ 23§ (1,442 $ 875
334 1 (2149 121
352 11 (90) 273
160 7 4 171
10 - )] 3
4 - 1 5
$ 3154 $ 42§ (1.748) $ 1448
(In Millions)-

Credit Interest. '
Receivables, Receivable, - Subsidy Credit Program
Gross Gross Allowance Receivables, Net
$ 2,334 $ 23 $ (1,388) $ 969
- 236 1 : (149 88
409 12 (165) 256
144 10 ) 150
10 - )] 3
8 -- 1 9
$ 3141 $ 1475

§ 46 5 QNN
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

Defaults on credit guarantees made prior to fiscal year 1992 and related interest receivable as of
September 30, are as follows: ‘ '

(In Millions)

Credit Interest Allowance for ‘
Receivables, Receivable, = Uncollectible Credit Program
2003 Gross Gross Accounts Receivables, Net

Export Credit Guarantee Programs $ 4943 $ 30 $ (2,178) %2795

{In Millions)
Credit Interest Allowance for
Receivables, Receivable, Uncollectible Credit Program
2002 Gross Gross Accounts Receivables, Net

Export Credit Guarantee Programs $ 5,171 $_ 28 . $ (2,567) $ 2,632

Defaults on credit guarantees made after fiscal year 1991 and related interest receivable as of September
30, are as follows:

(In Millions)
Credit Interest
Receivables, Receivable, Subsidy Credit Program
2003 (5ross Gross Allowance Receivables, Net

Export Credit Guarantee Programs ¢ 1799 & .28  $ (1161)  § 666

(In Millions)
Credit ~  Interest . .
Receivables, = Receivable, Subsidy Credit Program
002 Gross Gross Allowance  Receivables, Net

Export Credit Guarantee Programs ~ -$ 1,759  §___ 47 § (770} $ 1,036
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COMMODITY CREDIT CORPORATION

‘Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

The changeé in the s'ubsidy allowance for outstanding direct credits and loans that were obligated after
fiscal year 1991 as of September 30, are as follows: '

* (In Millions)
2003 2002
Subsidy Allowance — Beginning of Fiscal Year $ 1,712 $ 2,043
Subsidy expense for current year disbursements: N
Interest rate differential ' -28 37
Default costs (net of recoveries) : _ 20 30
Other subsidy costs 3 15 .
~ Total subsidy expense 51 82
Adjustments: _ o
Loan modifications ._ . 58 9
Subsidy allowance amortization 44 6
Other 12 105
Balance before reestimates _ . ' . 1,877 2,245
Subsidy reestimates:
Interest rate reestimate 1 (139)
Technical/default reestimate _(128) 394
Total subsidy reestimates o 129) 533
Subsidy Allowance — End of Fiscal Year ' : $ 1,748 §=1,M
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

For the fiscal years ended September '30, subsidy expenses for current year disbursements of post-1991
direct credits and loans, modifications (Mods.) and subsidy reestimates are as follows:

(In Millions)
Subsidy Expense for New Direct Loans Disbursed Mods. Reesﬁmal:_es
Fees and '

Interest Other ' Interest Grand
2003 Differential Defaults  Colls. Other Total Total Rate Technical Totel Total
P.L. 480, Title I $ 28 4 19 % - $ 3 ¢ 50 ¢ 58% (1) $ 95 $- 44 §$ 152
Debt Reduction Fund - - - - - - . - (83) {83) (83)
Food for Progress - - - - - - - - (82) (82) (82}
Farm Storage Facility - 1 - - 1 - -- & _ B D
Total ¢ 28 $ 20 $ - $ 3 § 51 4 S84 (1) § (128 $.(129) § (20)

{In Millions})
Subsidy Expense for New Direct Logns Disbursed Mods. Reestimates
Fees and .

Interest Other Interest Grand
2002 Differential Defaults Colls. Other Totat Total Rate Technical Total Total
P.L. 480, Title I $ 37 ¢ 29 $ — & 15 & 8BL % — §(138) % (210) § (348) §$ (267)
Debt Reduction Fund - - - - -- 9 - (69) (69) (60)
Food for Progress - - - - - - - (112) (112) {112}
Farm Storage Facility - 1 - - i - (&) (5) (6) (5
Bell Weevil Program - - - - - - - 1 1 1
Apple Loan Program - - - - - - - 1 1 - 1
Total ' § 374 30 § - $ 15 $ 82 $ 9 £039 $ (394) § (533 § (492

Subsidy reestimates are calculated on cumulative disbursements for all cohorts.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Prdgram'Receivahlesr, Net, continued .

For the fiscal years ended September 30, current and prior year disbursements of post-19'91
direct credits and [oans are as follows:

~ (n Millions)
) Current Year .
Over (Under)
, 2003 2002 Prior Year

P.L. 480 Title I - $ 65 $ 122 $ (57)

Farm Storage Facility 44 . 66 (22)

Apple Loan Program -- 1 (1)

Total | $.109  § 18 & (0)
As of September 30, post-1991 credit guarantees outstanding are as follows:

(In Millions)
Face Value Guaranteed*
Post-1991 Post-1991 Post-1991 Post-1991
Outstanding  Qutstanding  Outstanding Outstanding
2003 Principal Interest _Principal Interest
Export Credit o : ‘
Guarantee Programs $ 4820 $ 75 $ 4657 $ 34
(In Millions)
Face Value Guaranteed*
Post-1991  Post-1991  Post-1991 Post-1991
Outstanding  Qutstanding  Outstanding Outstanding

2002 Principal Interest Principal Interest
Export Credit

Guarantee Programs $ 4893 $ 212 $ 4706 '$ 64

* Outstanding principal and interest guaranteed represents a contingent liability for amounts owed by
foreign banks to exporters or assignee U.S, finandial institutions participating in the program.
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COMMODITY CREDIT CORPORATION

“Notes to Financial Statements -
‘September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

The change in the liability for ﬁost—1991 credit guarantees as of September 30, is as follows:

(In Millions)
2003 2002
Credit Guarantee Liability - Beginning of Fiscal Year $ 411 $ 341
Subsidy expense for current year disbursements: '
Default costs (net of recoveries) 93 120
Fees and other collections {7} (10)
Total subsidy expense _ 86 110
‘Adjustments:
Fees received 20 20
Claim payments to lenders (100) (40)
Other (194) 54
Balance before reestimates 223 ' 485
Subsidy reestimates: :
Interest rate reestimate _ 4 (588)
Technical/default reestimate o (205) 514
Total subsidy reestimates 201) (74}
Credit Guarantee Liability - End of Fiscal Year . $ 22 $ 411
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COMMODITY CREDIT CORPORATION

“Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

Subsidy expenses, net of fees and other collections, for current year disbursements related to credit
guarantees made after fiscal year 1991, and subsidy reestimates for the fiscal years ended September
30, are as follows; :

(In Millions)
Subsidy Expense for'
New Credit Guarantees Disbursed o Reestimates
Fees and . . :
Interest © Qther Interest Grand
2003 . Supplement Defaults Colls. Other Total Rate  Technical Total Tota!
Export Credit Guarantee Programs .= £ 933 Ms -8 B $ 434 NNEE0N$ (115
(In Millions)
Subsidy Expense for :
New Credit Guarantees Disbursed Reestimates
Fees and
Interest COther Interest ) Grand
- 2002 Supplement Defaults Colls, Other Total Rate  Technical Total Total
Export Credit Guarantee Programs £ = $ 10% QNS - $ 10 § (588) § s14$ 708 36

Subsidy reestimates are calculated on cumulative disbursements for all cohorts.

For the fiscal years ended September 30, current and prior year credit guarantee disbursements are as
" follows:

{(In Millions)

2003 - 2002
Outstanding  Outstanding  Qutstanding Cutstanding
Principal, Principal, Principal, Principal,
Face Value Guaranteed Face Value Guaranteed

Export Credit Guarantee Programs $ 2770 ¢ 2529 $_ 3340 $ 3131

For the fiscal years ended September 30, 2003 and 2002, administrative expenses on direct credit and
loan programs were $2 million in each year and $4 million for the credit guarantee programs in each
year. '
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued

Fiscal years 2003 and 2002 subsidy ratés for direct credits and loans are as follows:

'(Percentages)
Fees and
Interest Other
2003 Differential  Defaults  Collections Other Total
P.L. 480 Programs 47.24 22.04 - 5.83 75.11
Farm Storage Facility (0.88) 2.27 (0.11) - 1.28.
Fees and
Interest - Other _
2002 Differential  Defaults  Collections Other Total
p.L. 480 Programs 46.07 30.82 - 4.84 81.73
Farm Storage Facility 030 224 0.12) - 2.42
The Boll Weevil and Appl'e Loan Programs are one year programs, cohort 2001.
Fiscal years 2003 and 2002 subsidy rates for credit guarantee programs are as follows:
(Percentages)
Fees and
Other
2003 Defaults  Collections Total
Export Credit Guarantee Programs 7.64 {0.68) 6.95
Fees and
Other
2002 Defaults  Collections Total
Export Credit Guarantee Programs 7.41 (0.66) 6.75

Subsidy rates are used to compute each year's subsidy expenses as disclosed above. The subsidy rates
disclosed pertain only to the current year’s cohorts. These rates cannot be applied to the direct credits
and loans and credit guarantees disbursed during the current reporting year to yield the subsidy expense.
The subsidy expense for new direct credits and loans and credit guarantees reported in the current year:
could result from disbursements from both current year and prior year(s) cohorts. The subsidy expense
reported in the current year also includes modifications and reestimates.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2003 and 2002

Note 5 - Credit Program Receivables, Net, continued |

The principal balance of CCC direct credit and
credit guarantee receivables in a non-performing
status at September 30, 2003 and 2002, totaled
$2,742 million and $3,462 million, respectively,
compared to a total principal balance
(performing and non-performing) at September

30, 2003 and 2002, of $17,267 million and

$17,761 million, respectively. If interest had

been reported on these non-performing

receivables, instead of reported only to the
extent of the collections received, direct credit
and credit guarantee interest income would
have increased by $35 million to a total of $500
million in- fiscal year 2003, and increased by $59
million to a total of $1,392 million in fiscal year
2002. During the entire delinquency, if interest
had been reported on these non-performing
receivables, instead of reported only to the
extent of the collections received, interest
income would have increased by $891 million
- and $856 million through September 30, 2003,
and 2002, respectively,

Direct credit and credit guarantee principa!
receivables under rescheduling agreements as of
September 30, 2003 and 2002, were $7,532
million and $7,494 million, respectively. During
fiscal years 2003 and 2002, CCC entered into
agreements with debtor countries to reschedule
their delinquent debt owed to CCC. These
reschedulings totaled $591 million in delinquent
principal and $196 million in delinquent interest
during fiscal year 2003, and $152 miliion in
delinquent principal and $55 milion in
delinquent interest during fiscal year 2002.

The Paris Club Agreed Minutes of
October 16, 2001, reduced Sierra Leone debt
under the P.L. 480 program. As a result of this
debt reduction, principal and interest in the
amount of $22 million was written-off in fiscal
year 2003. This amount represents the first
stage currently in force under the Agreed
Minutes,

The Paris Club Agreed Minutes of July 10, 2001,
reduced Bolivia debt under the P.L. 480

program. As a result of this debt reduction,
principal and interest - in the amount of
$32 million was written-off in fiscal year 2003.

On April 5, 2003, the United States Government
and the Government of the Islamic Republic of
Pakistan entered into an agreement to cancel
91% of the relevant Official Development
Assistance block of debt outstanding as of

- December 1, 2002, pursuant to the rescheduling

agreement between the US. and Pakistan
signed August 23, 2003. This agreement
applies to P.L. 480 direct credits. The amount
of the debt to be reduced is just under $1
billion. - ‘

CCC is awaiting an apportionment from the
Office of Management and Budget before the
transaction can be completed. Until such time,

~ however, there is a 100% subsidy aflowance

established against the relevant debt as of
September 30, 2003.

During fiscal year 2002, the Government of the
United. States ‘and the Government of Guinea
entered into an agreement providing debt
forgiveness under the HIPC Initiative. This
modification resulted in the reduction of P.L. 480
direct credits of $3 million in prindipal owed to
CCC. The discount rate used for calculating the
modification expense was 6.30%.

In addition, during fiscal year 2002: the
Government of the United States and the
Government of Peru entered into a Tropical
Forest Agreement to facilitate the conservation,
protection, restoration, and sustainable use and
management of tropical forests in Peru. This -
modification resulted in the reduction of P.L. 480 -
direct credits. of $10.6 million in principal owed
to CCC with a discount rate of 5.47% used for
calculating the modification expense.
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LOMMODITY CREDIT CORPORATION

Note 6 - Commodity Invehtories, Net

#otes to Financial Statements
Geptember 30, 2003 and 2002

Inventory activities for the fiscal years ended September 30, are as follows:

Commodity Inventories — Beginning of Fiscal Year

Acquisitions

Cost of Sales

Donations :
Other Dispositions, Additions and Deductions

Commodity Inventories - End of Fiscal Year
" Less: Allowance for Losses
Commodity Inventoties, Net

Commodity loan forfeftures during the fiscal
years ended September 30, 2003 and 2002,
were $149 million and $165 million, respectively.
Estimated future commodity donations are
expected to be $964 million. An analysis of the
‘change in inventory by commodity for fiscal
years 2003 and 2002, is presented in the
Required Supplementary Information section.

Restrictions on Commodity Inventory

In accordance with the Bill Emerson
Humanitarian Trust (BEHT) Act of 1998, CCC
maintains a required commodity reserve of 63
million bushels of wheat valued at $234 million
for use when domestic supplies are so limited
that quantities cannot meet the availability
criteria  under P.L. 480.  In addition, if
commodities that meet unanticipated needs
under Title IT of P.L. 480 cannot be made
available in a timely manner, the Secretary may
release up to 500,000 metric tons of wheat or
an equivalent value of eligible commodities, plus
up to. 500,000 metric  tons of eligible
commodities that could have been released, but
were not released, under this authority in prior

(In Millions)
2003 2002
$ 2,486 $ 2,284
5,001 5,063
(4,481) {(4,160)
(730) (699)
(292) (2)
1,984 2,486
(1,708) (1,763)
§ 276 3 723

" fiscal years. Commodities are to be used solely

for emergency food assistance in developing
countries. As a result of the Agricultural Act of
1980, BEHT stocks can be exchanged for eligible
U.S. agricultural commaodities of equal value.
The reserve is established at 2 million metric
tons and Is replenished through purchases or by
designation of commodities owned by CCC. The
authority to replenish the reserve expires at the
end of fiscal year 2007. Since the Corporation is
legislatively limited in how it may dispose of the
wheat reserve, an allowance equal to 100
percent of the wheat inventory valued at $234
million has been established.

As of September 30, 2003 and 2002, CCC had
tobacco inventory in the amount of $273 million
and $599 million, respectively.  Since the
Corporation is legisiatively limited in how it may
dispose of this inventory, an allowance equal to
100 percent of the tobacco inventory value has

heen established.
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COMMODITY CREDIT CORPORATION

Note 7 — General Property and ‘Equipme_nt, Net

Notes to Financial Statements
September 30, 2003 and 2002

General property and equipment as of Séptember 30, are as follows:

2003

ADP Equipment ‘
Capitalized Software Development Costs

Total General Property and Equipment

2002

. ADP Equipment
- Capitalized Software Development Costs

Total General Property and Equipment

(In Millions)

Acquisition  Accumulated Net Book
Value Depreciation Value
$ 99 4 (93) $ 1

34 _(6) .28
$ 128 3§ (99) § 29
~ (In Millions)

Acquisiion  Accumulated:  Net Book
Value Depreciation Value
$ 9B $§ (96) § 2

25 . (8) 17

§ 123 (04

'3 19
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£OMMODITY CREDIT CORPORATION

‘Notes to Financial Statements
‘September 30, 2003 and 2002

Note 8 — Debt to the Treasury

Debt to the Treasury, categorized as interest bearing and non-interest bearing notes, as of
September 30, is as follows: '

(In Millions)
2003 2002
Debt ~ Beginning of Fiscal Year:
Principal: Interest Bearing : $ 9,162 $ 13,836
Non-Interest Bearing 11,263 11,263
Accrued Interest Payable 66 175
Total Debt Outstanding — Beginning of Fiscal Year 20,491 25,274
New Debt:
Principal: Interest Bearing 35,026 ‘ 20,143 -
Interest Accrued o , 171 211
Total New Debt 35,197 20,354
Repayments: -
Principal: Interest Bearing : : (22,447) (24,822)
Non-Interest Bearing ' (11,263) -
Interest Accrued (142) (320}
Total Repayments C (33,852) (25,142)
Interest Refinanced - 5
Debt — End of Fiscal Year _ . ‘
Principal:. Interest Bearing ‘ _ : 21,741 9,162
Non-Interest Bearing _ - 11,263
Accrued Interest Payable ' 95 66
Total Debt Outstanding — End of Fiscal Year ' $ 21,836 $ 20,491
CCC may borrow interest-free up to the amount The total amount of debt -principal and interest
of its unreimbursed realized losses. For interest refinanced was $12,372 million and $14,864
bearing notes, interest Is accrued at a rate million in fiscal years 2003 and 2002,
based upon the average interest rate of all respectively. These amounts are included in the
outstanding U.S. marketable obligations of total amounts . of new borrowings and
comparable maturity date as of the preceding repayments in the table above. Of these
month. Repayments are applied to non-interest amounts, $12,372 million and $14,859 million
bearing notes first. Once these are liquidated, consisted of outstanding borrowings rolled over
repayments are then applied to interest bearing in fiscal years 2003 and 2002, respectively.
notes. ‘ Accrued interest rolled over into notes payable
~ " was less than $1 million in fiscal year 2003 and
In fiscal year 2003, CCC was fully reimbursed for $5 million in fiscal year 2002. -
its prior year net realized losses. As a result,
CCC paid down its non-interest-bearing note Interest on borrowings under CCC's permanent
based upon the agreement with Treasury. " indefinite borrowing authority from Treasury is
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

Note 8 — Debt' to the Treasury, continued

paid monthly at a rate based upbn the average

interest rate of all outstanding marketable
obligations (of comparable maturity date) of the
United States as of the preceding month.
Interest rates ranged from 1.00% to 1.75%
during fiscal year 2003 and from 1.75% to
3.25% during fiscal year 2002,

Interest expense incurred on these borrowings
was $162 million and $211 million for fiscal
years 2003 and 2002, respectively.

The fiscal year's 2003 and 2002 interest rates on
long-term  borrowings. under the permanent
indefinite  borrowing authority for the Credit
Reform programs are calculated using the OMB
Financing Account Interest Calculator. For the

2001 and future cchorts, the single effective -

rate and budget assumptions are used.

September 30, 2003 and 2002

The terms for borrowings made for the Export
Credit Guarantee programs range from under 3
years up to 10 years. Currently, maximum loan
terms do not exceed 7 years. The repayment
terms for borrowings for the P.L. 480 program
are 30 years. - Repayment terms for direct loans
under the FSFL program is 7 years. Repayment
terms for direct loans under the Apple Loan

*Program are 3 years, and 10 years for the direct
loan made under the Boll Weevil program. For

all  Credit Reform  programs, principal
repayments are required only at maturity, but

“are permitted at any time during the term of the

loan.

Interest expense incurred on borrowings
associated with the Credit Reform programs
amounted to $187 million and $164 million in
fiscal years 2003 and 2002, respectively.
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Notes to Financial Statements
‘September 30, 2003 and 2002

Note 8 — Debt to the Treasury, continued

Total debt outstanding, by program and maturity date, as of September 30, 2003, is as follows:

Program Debt Maturity Date

- : (In Millions)
CCC Revolving Fund : : $ 18,653 Jan. 1, 2004
Export Credit Guarantees 756  Sep. 30, 2006

277  Sep. 30, 2007
79 Sep. 30, 2008
89 - Sep. 30, 2009

136  Sep. 30, 2010

124  Sep. 30, 2011

2 Sep. 30,2012
3  Sep. 30, 2014
6 Sep. 30, 2015
3 Sep. 30, 2016

P.L. 480 Direct Credits 127 Sep. 30, 2018

117 Sep. 30, 2019
71 Sep. 30, 2020
53  Sep. 30, 2021
65 Sep. 30, 2022
49 Sep. 30, 2023
59 Sep. 30, 2024

282  Sep, 30, 2025
79 Sep. 30, 2026

"113  Sep. 30, 2027

-42  Sep. 30, 2031

Food for Progress . ' 191  Sep. 30, 2007

Debt Reduction ' 31 Sep. 30, 2012
: 25  Sep. 30, 2018

13 Sep. 30, 2026

2 Sep. 30,2028

Farm Storage Facllity Loans , 43  Sep. 30, 2008
' 73 Sep. 30, 2009

93  Sep. 30, 2010
71 Sep. 30, 2011

Boll Weevil ‘ _ . 4 Sep. 30, 2008
Apple Loans g ‘ _ 10  Sep. 30, 2004
Total Debt Outstanding s 214
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Note 9 — Deposit and Trust Liabilities

Deposit and trust liabilities are amounts advanced to or deposited with CCC, on behalf of other entities.
The balances, categorized as intragovernmental and public, as of September 30, are as follows:

(In Millions)
2003 2002
- Intragovernmental: X o
Other Agriculture Agencies (Note 16) ' $ 1184 § 8%
Public: ' -
No-Net-Cost Tobacco Program _ $ 633 $ 593
~ P.L. 480 Program 188 7
. Export Credit Guarantee Programs , 39 : 31
Other _. : 13 8
Total Public Deposit and Trust Liabilities : $ 873 $ 639
Note 10 — Other Liabilities
* Other liabilities as of September 30, are as follows:
' ' (In Millions)
2003 2002
Intragovernmental: '
Accrued Reimbursable Agreements $ 2 $ 4
Accrued Conservation Reserve Program Technical Assistance ' 13 -
Excess Subsidy Payable to Treasury _ 769 990
Other - : : ‘ 13 24
Total Other Intragovernmental Liabilities $ 797 - $ 1018
Public: - , : _
Payable to Producers _' $ 2 $ 2

These liabilities are considered current.
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Note 11 - Accrued Liabilities

Accrued liabilities as of September 30, hre as follows:

Liabilities Covered by Budgetary Resources:
Income Support Programs
Export Programs
- Hazardous Waste Program
Cotton User Marketing Certificates
Other Programs

Subtotal:

Liabilities Not Covered by Budgetary Resources:

Conservation Reserve Program (Note 12)
Bioenergy Program

Subtotal
“Total Accrued Liabilities

Liabilities covered by budgetary resources for
income support programs includes accruals for
the Milk Income Loss Program, Loan Deficiency
Payments, Apple Market Loss Program, and
direct payments, among others, The large
increase in accrued liabilities for income support

Note 12 — Commitments and Contingencies

Sales and other disposition commitments are not
reflected in the accounts, but are considered.in
establishing the allowance for Joss on
commodity inventories.

Wetland Reserve Program {WRP)

Under WRP, CCC purchases easements, based
on agricultural value, to restore wetlands that
have previously been drained and converted to

agricultural uses, to protect or enhance wetlands

on the owner’s property. WRP also provides an
opportunity for landowners to receive cost-share
payments o restore, protect, or enhance a
wetland without selling an easement. Program
expenses for the fiscal years ended September
30, 2003 and 2002, were $48 million and $104
million, respectively. At September 30, 2003

2003 and 2002

(In Millions)

. 2003 2002

$ 2,980 $ 144
154 110
13 15
45 6

.3 17

$ 3,195 $ 292

$ 1,634 $ 1,751
36 -
1,670 1,751

programs is primarily due to unpaid amounts
accrued for direct payments, a program that
began in fiscal year 2003. ‘

These liabilities are considered current.

and 2002, CCC’s undelivered orders on current
contracts were $103 million and $145 million,
respectively, :

Dairy Export Incentive Program (DEIP)
The DEIP is authorized under the Food Security
Act of 1985, to facilitate the export of U.S. dairy
products. Under this program, CCC pays the
exporter a bonus, when necessary, to enable an
exporter to sell the product at a competitive
world price. Program expenses for the fiscal
years ended September 30, 2003 and 2002,
were $52 million and $25 million, respectively.
At September 30, 2003 and 2002, CcC's
undelivered orders on current contracts were
$14 million and $46 million, respectively.
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Note 12 — Commitments and Contindencies, continued

Market Access Program (MAP)
The MAP was authorized by the Agriculture

Trade Act of 1978, as amended, to encourage

the development, maintenance, and expansion
of commercial export markets for agricultural
commodities through cost-share assistance to
eligible trade organizations that implement a
foreign market development program. CCC

makes funds avallable to reimburse program

particdipants  for  authorized  promotional

expenses. Program expenses for the fiscal years

ended September 30, 2003 and 2002, were
$103 million and $96 million, respectively. At
September 30, 2003 and 2002, CCC's
. undelivered orders on current contracts were
$184 million and $178 million, respectively,

Environmental Quality Incentive Program
(EQIP) .

EQIP was reauthorized by the 2002 Farm Bill to
provide a voluntary conservation program for
farmers and ranchers that promotes agricultural
production and environmental quality as
compatible national goals. Program expenses
for the fiscal years ended September 30, 2003
and 2002, were $102 million and $146 million,
respectively. At September 30, 2003 and 2002,
CCC's undelivered orders on current contracts
were $305 million and $465 million, respectively.

Noninsured Crop Assistance Program
{NAP)
The NAP was authorized as a CCC program

under the 1996 Act and is a standing crop .

disaster aid program for crops that are not
covered by catastrophic risk protection crop
insurance.  Program expenses for the fiscal
years ended September 30, 2003 and 2002,
were $240 million and $182 million, respectively.
It is estimated that $276 million will be outlayed
in fiscal year 2004,

- Commodity Acquisition

Commitments. to acquire commodities represent
the contract value of commodities not yet
delivered under CCC purchase contracts. Such
commitments amounted to $138 million and

$397 million at September 30, 2003 and 2002,
respectively. -

Hazardous Waste Program
The Corporation formerly - operated

approximately 4,500 grain storage facilities in
the United States. To date, at approximately
120 of these facilities, Carbon Tetrachloride (a
fumigant commonly used at grain storage
facilities during that time) was discovered in
groundwater, Payments for site inspection and
deanup, as well as operations and maintenance,
totaled $7 miillion for both fiscal years ended
September 30, 2003 and 2002. CCC recorded
an estimate of the total liability for investigation
and remediation of affected sites totaling $13
million at September 30, 2003, and $15 million
at September 30, 2002, At September 30,
2003, CCC estimates the range of potential loss
to be between $13 million and $63 million.

In fiscal year 2004, the Department is expected
to provide funding of $16 million under the
ongoing Department-wide hazardous waste
management program to remain available until
expended. A portion of this funding will be
allotted to CCC. Potential costs are extremely
difficult to estimate until site investigations are
completed. CCC intends to monitor the cost

- estimate and make revisions as necessary.

Conservation Reserve Program (CRP}

Through CRP, " participants sign 10-15 year
contracts to remove land from production in
exchange for an annval rental payment. The
participants also receive a one-time payment
equal to not more than 50 percent of the eligible
costs of establishing conservation practices on

~ the reserve acreage. CCC estimates that the

future liability for CRP annual rental payments
through fiscal year 2012 is $20 billion. This
estimate is based on current program levels with
the assumption . that expiring lands are re-
enrolled or replaced with lands of equal value.

At September 30, 2003 and 2002, accrued

liabilities for CRP totaled $1,634 million and
$1,751 million, respectively.
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2003 and 2002

Note 12 — Commitments and Contingencies, continued

Leases

Future minimum rental payments required under
FSA operating leases for state office space, for
which CCC is directly liable as of September 30,

2003 and 2002, were $18 million and $5 million, -

respectively.

Allocated rent expense net of relmbursements
was $54 million and $56 million for fiscal years
ended September 30, 2003 and 2002,
respectively,  This allocated rent expense is
recognized as part of the CCC imputed financing
and imputed cost. '

Leqgal Disputes and Claims

In the normal course of business, CCC becomes
involved in legal disputes and claims of many
kinds and CCC, through the Office of General
Counsel (OGC) and the U.S. Department of
Justice, vigorously defends its position in such
actions. '

As of September 30, 2003, there are no legal
disputes and or claims that are likely to result in
an unfavorable outcome for CCC. :

Note 13 — Disclosures Related to the Statement of Net Cost

. Credit Program Subsidy

Credit program subsidy costs for the fiscal years
ended September 30, 2003 and 2002, were
negative $1,128 milion and negative $554
million, respectively, due to downward re-
estimates of subsidy.

Other Program Costs
Other program costs for the fiscal years ended
September 30, 2003 and 2002, were negative

$339 milion and $961 million, respectively.
Amounts in {( ) on the face of the Statement
represent the establishment of receivables or
claims for program payment refunds. They also
represent downward adjustments to the

" allowances on pre-Credit Reform receivables.
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__Note 13 — Disclosures Related to the Statement of Net Cost, continued

Earned Revenue '
Earned revenue for the fiscal years ended September 30, is as follows:

(In Millions)
. 2003 2002
Intragovernmental Earned Revenue: o
Commodity Inventory Sales $ 774 $ 528
Interest Income o 107 83
Total Intragovernmental Earned Revenue _ 881 611
Earned Revenue from the Public: : A
- Commodity Inventory Sales. 3,209 2,098
Interest Income : 575 635
Other ' 18 14
Total Earned Revenue from the Public 3,802 2,747
Total Earned Revenue Before Eliminations 4,683 3,358
Less: Intra-Agency Eliminations 767) 527
Total Earned Revenue ' $ 3,916 $ 2,831

Commodity inventory sales to the public increased from $2,098 million in fiscal year 2002 to $3,209
miilion in fiscal year 2003 due to increased upland cotton commodity certificate exchanges.
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Note 14 - Disclosures Related to the Statement of Budgetary Resources

The Statement of Budgetary Resources (SBR) is

a combined statement and, as such, intra-

agency transactions have not been eliminated.

As of September 30, 2003, obligations incurred
under apportionment category A are $6 million
direct, while obligations incurred  ‘ under
apportionment category B consists of $4,368
million direct and $33,949 million reimbursable.

As of September 30, 2002, obligations incurred
under appottionment category A were $6 million
direct, while obligations incurred  under
apportionment category B consisted of $1,980
million direct and $26,530 million reimbursable.

The majority of the amounts reported as
" permanently not available represent redemption
of debt or the amount of principal repayments
paid to the Treasury on CCC's outstanding
borrowings. The majority of the remaining
balance represents rescissions of budget
authority. The amounts were $47,952 million
and $41,337 million as of September 30, 2003,
and 2002, respectively.

CCC has a permanent indefinite borrowing
authority, as defined by OMB Circular A-11,
preparation and  Submission of Budget
Estimates, of $30 bilion. The Corporation's
borrowing authority is made up of both interest
and non-interest bearing notes. These notes
are drawn upon daily when disbursements
exceed deposits, as reported by the FRB's, their
branches and CCC's financing office.  When
deposits exceed disbursements, CCC makes
repayments on its notes. Deposits (financing
sources) flowing through CCC's revolving fund
include proceeds from the sale of CCC
commodities, loan repayments, interest income
and various program fees. CCC's notes payable
under its permanent indefinite borrowing
authority have a term of one year.

On January 1 of each year, CCC refinances its
outstanding  borrowings, including accrued
interest, at the January borrowing rate. The
amount of available borrowing authority as of
September 30, 2003, is 411,347 million. CCC

may borrow interest-free up to the amount of its
unreimbursed realized losses.  For interest
bearing hotes, interest is accrued at a rate
based upon the average interest rate of all
outstanding U.S. marketable obligations of
comparable maturity date as of the preceding
month. Repayments are applied to non-interest
bearing notes first. Once these are liquidated,
repayments are then applied to interest bearing
notes.

CCC has a separate permanent indefinite
borrowing authority for the Credit Reform
programs to finance disbursements on post-
Credit Reform direct credit and loan obligations
and credit guarantees. In accordance with
Credit Reform, CCC borrows from Treasury on
October 1, for the entire fiscal year, based on

 annual estimates of the difference between the

amount appropriated (subsidy) and the amount
to be disbursed to the borrower. CCC may
repay under this agreement, in whole or in part,
prior to maturity by paying the principal amount
of the borrowings plus accrued interest to the
date of repayment. CCC is required to pay
interest to Treasury on the last day of the fiscal
year, based on the outstanding balance of
borrowings in each financing fund. Interest is
paid on these borrowings based on weighted'
average interest rates for the cohort to which
the borrowings are associated. CCC earns
interest from Treasury on the daily balance of
uninvested funds in the Credit Reform financing
funds. The interest income is used to reduce
interest expense on the underlying borrowings.

Under Credit Reform, CCC receives an annual
appropriation to fund subsidy costs incurred. In
addition, CCC has permanent indefinite
appropriation authority available to finance any
disbursements incurred under the liquidating

‘accounts that are not covered by available

working capital.

Unobligated -budget authority is the difference |
between the obligated balance and the total
unexpended balance and represents that portion

- of the unexpended balance unencumbered by

recorded obligations. An appropriation expires
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Note 14 - Dlsclosures Related to the Statement of Budgetary Resources, contmued

on the last day of its period of availability and is
no longer available for new obligations.
Unobligated balances retain their fiscal year
identity in -an “expired account” for that
appropriation for an additional five fiscal years. -

The unobligated balance remains available to

make legitimate obligation adjustments (i.e., to . -
record. previously unrecorded obligations and to
make upward adjustments in prewous!y under- .

recorded obligations).

CCC's borrowing authority under its revolving
fund Is indefinite and, therefore, no unobligated
balance carries forward to the following year.

No contributed capital was' received during the

reporting periods.

The Statement of Budgetary Resources agrees
with the SF-133, Report on Budget Execution,
which. will be used as input for the actual
column for fiscal year 2003 in the fiscal year
2005 Budget of the United States Government
Program and Financing Schedules (P&F
Schedules). Since the P&F Schedules for 2003
are not currently available, a reconciliation to

the 'SF-133 and Statement - of Budgetary
Resources for .fiscal year 2003 cannot be
performed. The 2005 Budget of the United

- States Government is expected to be published

in February 2004 and will be available on OMB's
website (www whitehouse.gov/omb) at that

time

The SF-133 and the Statement of Budgetary
Resources for fiscal year 2002 has been
reconciled to the fiscal year 2002 actuals on the
P&F Schedules presented in the Budget of the
United States Government. The majority of the
differences identified are the result of ~audit
adjustments made to the Statement ‘of
Budgetary Resources after the submission of
actuals to the P&F Schedules. The remaining
differences are the result of line classifications
on the P&F Schedules as compared to the
Statement of Budgetary Resources along with
small differences from rounding and some
differences related to the. inclusion of expired
account activity. In the future, these types of
differences will be minimal due to the
accelerated deadlines. '
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The compatison of selected line items of the fiscal year 2002 Statement of Budgetary Resources to the
actuals on the fiscal year 2002 P&F Schedules presented in the Budget of the United States Government
is as follows:

{In Millions)

Portion of

Difference

Related to

i Hazardous
SBR P&F Waste

Line Amou Amouni Difference ¥ (12%0500) ¥

Total Budgetary Resources/Status of Resources $ 31,173 $ 30,949 $ 224 £ 6
Total New Obligations ‘ 28,516 28,351 ‘ 165 - 6
Difsetting Collections-Collected 12,675 12,663 12 0
Offsetting Collections-Receivable (536) (499) 37 0
Authority to Borrow 34,450 17,141 17,309 ¥ 0
Portion Applied to Repay Debt {40,670) (22,310) (18,3600 ¥ ]

_ Recoveries of Prior Year Cbligations 347 44 303 4
" Unobligated Balance-Beginning of Year 4,761 4,760 1 0
Unobligated Balance-End of Year . 2,657 . 2,598 59 1]
Obligated Balance-Beginning of Year 4,354 ) 4,349 5 4
Obligated Balance-End of Year © 4,325 - 4,437 (108) 3
Outlays . : 16,055 16,050 : 5 4

¥ The majority of differences are the result of certain audit adjustments not reported in the P&F Schedules due to accelerated OMB
reporting deadlines. .

¥ The Departmental shared appropriation amounts for CCC's portion of the Hazardous Waste fund, 12X0500, are not induded in the
P&F amounts presented here. This fund is reported at the Departmental level in the Budget of the United States Government and
therefore, is not presented by agency. However, the SBR amounts presented here do inciude this fund activity. For this reason, a
portion of the difference Includes the activity for this fund.

¥ This difference indudes $17,402 million which represents line classification inconsistencies between the SBR and P&F. The P8F
amount does not include several budgetary accounts {or SF-133 lines) that should be factored in when arriving at the Authority to
Borrow amount. The remaining difference includes $103 million of audit adjustments. The rest represents expired account activity
that should not be included on the P&F. ‘ :

4/ This difference includes 418,358 million which represents line dassification inconsistencies between the SBR and P&F. The P&F
amount does not incdude several budgetary accounts (or SF-133 lines) that should be factored in when arriving at the Portion
Applied to Repay Debt amount. The remaining difference is atiributable to rounding.
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Note 15 - Disclosures Related to the Statement of Financing

At September 30, 2003 and 2002, CCCs.

Liabilities Not Covered by Budgetary Resources
as disclosed in Note 11 were $1,670 million and

$1,751 million, respectively. These amounts are

reported in the Other line within the
Components Requiring or Generating Resources
in Future Periods section of the Statement of
Financing, and represent program liabilities that

are accrued in the current fiscal year but funded

in the following fiscal year.

As discussed in Note 1 under Allocation
Transfers and Shared Appropriations, if the
allocation transfer is material to the child's
financial statements, the child should report the
activity relating to the allocation transfer in all of
its finandial statements, except the Statement of

Budgetary Resources.  Accordingly, as the’
parent agency, CCC reports none of the
allocation transfer activity to AID in its financial
statements, except - for the Statement of
Budgetary Resources. The purpose of the
allocation transfer is to fund P.L. 480 Title II
transportation and other costs in connection
with foreign donations. The reconciling ‘item.
related to this allocation transfer amounted to
$1,137 million In fiscal year 2003, and $583
million in fiscal year 2002. It is included as part
of the Other Resources or Adjustments to Net
Obligated Resources That Do Not Affect Net
Cost of Operations line of the Statement of

Financing, totaling $2,587 million and $659

million as of September 30, 2003 and 2002,
respectively, :

Other components not requiring or generating resources as of Séptember 30, are as follows:

(In Millions) .
2003 2002
Cost of Sales $ 5,339 $ 4770
Cast of Donations 730 : 699
Claims Receivables 330 15
Bad Debt Expenses/Allowances (458) 550.
Interest Collections In-transit in Liquidating Funds .- 37
Upward Credit Subsidy Re-estimate Accruals - . 357 -
Allocation Transfers from FSA for the Conservation Programs - 215 : 202
Other 5 -
Total $ 6518 § 6273
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Related Party Transactions

CCC makes disbursements for many FSA
programs, which are funded through allocation
transfers from FSA. During fiscal years 2003
and 2002, FSA transferred to CCC $159 million

and $185 million, respectively. These transfers .

plus prior year carryovers were used to make
payments by CCC in the approximate amount of
$216 million and $204 million, respectively.

The Corporation also provides services to other
USDA agencies to carry out their authorities and
responsibilities. AMS and the Food and Nutrition
Service (FNS) fund the purchase of certain
commodities for domestic feeding programs. In
addition, AMS funds the purchase of
commodities for the purpose of facilitating
_ additional sales in world markets at competitive
prices. As of September 30, 2003 and 2002, the
related deposit and trust liabilities for AMS and
FNS were $503 million and $706 million,
respectively.

CCC donates commodities for use under
domestic feeding programs administered by
FNS. The value of commodities donated for
these domestic purposes, including related
transportation and storage costs, for the fiscal
years ended September 30, 2003 and 2002,
were $121 million and $60 million, respectively.

CCC transferred $4 million to FAS and an
additional $2 million to FSA during each of the
fiscal years 2003 and 2002, for salaries and
expenses for administering the foreign Credit
Referm programs.

During fiscal years 2003 and 2002, outlays
under reimbursable agreements with other
USDA agencies amounted to $40 million and $25
million, respectively.  Interagency accruals,
reflecting amounts due and payable on
reimbursable agreements as September 30,
2003 and 2002, amounted to $2 million and $4
million, respectively.

During the fiscal yéars ended September 30,
2003 and 2002, the Corporation transferred

$378 million and $200 million, respectively, to
the Animal and Plant Health Inspection Service
(APHIS) for the eradication of animal and plant
diseases. A deposit and trust liability to cover
payments for karnal bunt, a fungal disease of
wheat, on behalf of APHIS was $1 million and
$3 million as of September 30, 2003 and 2002,
respectively. In addition, a deposit and trust
liabiiity to cover payments for avian influenza, a
poultry disease, on behalf of APHIS was less
than $1 million as of September 30, 2003.

During fiscal year 2003, CCC made several
authorized transfers to other USDA agencies.
CCC transferred to AMS $250 million for
emergency surplus rvemoval of agricultural
commodities and $1 million for the Peanut
Administrative Committee activities; $15 million
to FNS for the Senior's Farmers Market Nutrition
Program; $23 million-to Rural Development (RD)
for the Renewable Energy Program, $40 million
for the Value-Added Agricultural Produce Market
Development Grants, and $20 miliion for
enhancements to the Broadband Program; $50
million to Forest Service (FS) for Fire
Suppression activities and $20 million for the
Forest Land Enhancement Program; $2 million
to the Office of the Chief Economist (OCE} for
the Biobased Products Program; and $100
million to FAS for the McGovern-Dole
International Food for Education and Child
Nutrition Program.

During fiscal years 2003 and 2002, under the
2002 Farm Bill, CCC transferred a total of $1,289
million and $572 million, respectively, to NRCS
for various conservation programs and technical
assistance. These programs included WRP,
EQIP, Farmland Protection Program, Wildlife
Habitat Incentives  Program, Klamath Basin,
Ground and Surface Water Conservation
Program, and Biomass Research and
Development. In addition to these programs,
the fiscal year 2003 transfers included the
Conservation Security Program” and Grassland
Reserve Program (GRP). NRCS is responsible
for administrating these programs.
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For EQIP and GRP, NRCS has entered into a
memorandum of understanding with CCC to
disburse funds using the services and facilities of
CCC. A deposit and trust liability to cover the
program payments on behalf of NRCS for these
- programs and other conservation programs was

$681 million and $184 million as of September
30, 2003 and 2002, respectively, It should be

noted that although NRCS receives funding for
the EQIP program, CCC continues to receive
separate funding for this program as well.

During . fiscal year 2002, CCC made several
authorized transfers to other USDA agencles
under the 2002 Farm Bill. CCC transferred $600
_million to RD for the funding of pending rurai
development loan and grant applications; $20
million to FNS for the Women, Infant, and
Children Farmer's Market Nutrition Program; $8
million to the Cooperative State Research,
- Education, and Extension Service for its grants
program; .$5 million to AMS for the National
Organic Certification Cost Share Program; and
$1 million to OCE for the Federal Procurement of
Biobased Products Program. A payable was
established for a pending $20 million transfer to
FS for the Forest Land Enhancement Program
and was subsequently reversed out in fiscal year
2003.

During fiscal years 2003 and 2002, CCC paid
$72 million and $50 million, respectively, to FSA
to cover administrative expenses associated with
implementing the 2002 Farm Bill.

During fiscal year 2003, CCC paid FAS $1 million
for costs related to the International Conference
and Expo on Agricultural Science and
Technology; $5 million to the Risk Management
Agency (RMA) for the 2002 Farm Bill
Implementation; $17 million to RMA, and $1
million each to NRCS and AMS for the
Agricultural Management Assistance Program
(AMAP). Of the $17 million paid to RMA for
AMAP, prepayments in the amount of $3 million

were established to recognize amounts”

unearned by RMA.

In addition, during fiscal year 2003, CCC
expensed $1 million against prior advances
made to the FS for CRP technical assistance and
accrued $13 million. in expenses for CRP
technical assistance performed by NRCS.

In fiscal year 2002, CCC paid RMA and NRCS $1
million for technical assistance relating to AMAP
and $38 million to NRCS for technical assistance
for various conservation programs.
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Custodial Activity
Custodial activities as of September 30, are as follows:
(In Millions)
2003 2002
Sources of Collection: _ ‘
Repayment of Farm Credit Loans _ $ 1,744 $ 1,677
~ Administrative and Other Service Fees 4 38
Total Revenue Collected _ . 1,748 1,715
" Disposition of Collection:
Amounts Transferred to the Farm Service Agency 1,735 1,689
Amounts Transferred to Treasury — 3
Total Disposition of Revenue 1,735 1,692
Amounts Yet to be Transferred 13 23
Net Custodial Activity ' ' $ - § -
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Schedule 1

Required Supplementary Stewardship Information

Wetlands Reserve Program

The Wetlands Reserve Program (WRP) is a voluntary program established to restore, protect, and
enhance wetlands on agricultural land. Participants in the program may sell a conservation easement or
enter into a cost-share restoration agreement with CCC in order to restore and protect wetlands. The
landowner voluntarily limits the future use of the land, yet retains private ownership. The program
provides many benefits for the entire community, such as better water quality, enhanced habitat for
wildlife, reduced soil erosion, reduced flooding, and better water supply.

To be eligible for WRP, land must be restorable and be suitable for wildlife benefits. Once land is
enrolled in the program, the landowner continues to control access to the land -- and may lease the

land -~ for hunting, fishing, and other undeveloped recreational activities. Once enrolled, the land is
monitored to ensure compliance with program requirements. At any time, a landowner may request that
additional activities (such as cutting hay, grazing livestock, or harvesting wood products) be evaluated to
determine if they are compatible uses for the site. Compatible uses are allowed if they are fully
consistent with the protection and enhancement of the wetland. The condition of the land is immaterial
as long as the easement on the land meets the eligibility requirements of the program.

CCC records an expense for the acquisition cost of purchasing easements, plus any additional costs such
as closing transactions, survey, and restoration costs. Easements can be either permanent or of a
30-year duration. In exchange for establishing a permanent easement, the landowner receives payment
up to the agricuttural value of the land and 100 percent of the restoration costs for restoring the
wetlands. The 30-year easement payment is 75 percent of what would be provided for a permanent
easement on the same site and 75 percent of the restoration cost.

Withdrawals from the program are rare. The Secretary of Agriculture has the authority to terminate
contracts, with agreement from the landowner, after an assessment of the effect on public interest, and
following a 90-day notification period of the House and Senate agriculture committees.

in fiscal year 2002, funding responsibi!ity for WRP returned to NRCS; however, CCC remains responsible

for easements using funding prior to the signing of the 2002 Farm Bill. Listed below are acres purchased
using CCC funds.

The change in acres covered by these easements for the fiscal years ended September 30, are as follows:

2003 2002
Easement Acreage Acquired - Beginning of Fiscal Year 971,680 629,065
Additions 33,026 : 342,615

Easement Acreage Acquired — End of Fiscal Year _ M 971,680
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Schedqlé 3

Required Supplementary Information (Unaudited)

Intragovernmental Amounts

Intragovernmental amounts represent assets, fiabilities, non-exchange and earned revenues between CCC
and other Federal agencies. Amounts as of September 30, 2003, are as follows:

Intragovernmental Assets:

Agency
Treasury Department
Other
Tolal

Intragovernmental Liabilities:

Aaency
Treasury Depariment
U.5. Agency for Int1 Dev,
Other Agriculture Agencies
Other :

Total

(In Millions)
Fund Balance Accounts
With Treasum Receivable Other
$ 2,597 $ 466 $ -
- = -— = 6
$ 2597 $__ 466 : 6
(In Millions}
Resources Deposit and
Accounts Debt to the Payable to Trust Other
Payable Treasury Treasury Liabiliiies Liabilities
- ¢ 21836 % 6482 $ -- $ 769
1,202 - ‘ -- - -
- - -- 1,184 28
3 — ] - — —
§ 1205 § _ 21836 § 6482 § 1184 § 797

Intragovernmental Non-Exchange Revenue:

Agency
Treasury Department
Farm Service Agency

Total

Budgetary Financing Sources:

Treasury Department

Agricultural Marketing Service

Animal and Plant Health Inspection Service
Natural Resources Conservation Service
Forelgn Agricultural Service

U.S. Agency for International Developiment
Other Agriculiure Agencies

Total

(In Milliens)

Transfers In Transfers Qut

5 - - $ 2,012

13 -

§ 13 g 2,012
$ - T8 959

- 251

- 378

34 1,289

- 100

- 1,195

- 150



Schedule 3

Required Supplementary Information (Unaudited), Continued

' Intragovernmental amounts represent assets, |Iabllltles, non-exchange and earned revenues between CccC
and other Federal agencies. Amounts as of September 30, 2002, are as follows.

Intragovernmental Assets:
Ageng!
Treasury Department
Other
Total

Intragovernmental Liabilitiee:

Agency
Treasury Department
U.S. Agency for Intl Dev.,
Other Agriculture Agencies
Other

'I_'otal ‘

(In Millions)

Intragovernmental Non-Exchange Revenue:

Agency
Treasury Department

Foreign Agricultural Service
Other

~ Total

Budgetary Financing Sources;

Treasury Department

-Animal and Plant Health Inspection Serwce
Food and Nutrition Service

Rural Development -

Natural Resources Conservation Servlce
U.S. Agency for International Development
Interior Department

Other Agriculture Agencies

Total

Fund Balance Accounts

With Treasury Receivable Other
. % 2453 % 7 $ -
_ . - 20
$_.2453 N S $ 20

(In Millions)
_ Resources Deposit and
Accounts Debt to the Payable to Trust Other

Payahble Treasury Treasury Liabilities Liabilitles
$ 47 4§ 20,491 $ 6450 $ - £ 1,014
496 - -~ - -
20 - - 892 4
2 - — — -
$# . 585 'M@ $ 6430 § 892 #1018

(In Millions)

Transfers In Transfers Out
$ - $ 1,306
12 ‘ -
- . 4
& 12 § 1310
$ - $ '653
- 200
- 21
- 600
- 572
- 565
- 200
- 34
- S § 2845



OTHER ACCOMPANYING INFORMATION (UNAUDITED)
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