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This report presents the auditors” opimon on the Commaodity Credit (‘or)or'lion“ (CCs)
principal financial statements for the Gscal years ending Septembaer 30, 2005, and 2004, Reparts
on COCTs mternal control stracture and 11s comphiance with faws and rcguidiu_}ﬂs are also
provided.

KPMG Pear Marwick LLP, an independent certified public accounting firm, conducted the
audits, We monttored the progress of the audits at all key pomts, reviewed the workpapers. and
performed other pmudmu as we deemed necessary. We determmed the audits were conducted
wroaccordance with generally accepted auditing standards, Government Audiling Standards
{rssucd by the Comptroller General of the United States), and the Oflice of Management and
Budget Bulletin No. 01-02, "Audit Requirements for Federal Financial Statements.”

IUis the opinion of KPMG Peat Marwick 1.LP, that the financial statements presont [y, in all
material respects, COCTs fmanctal postion as ol September 30, 2005, and 20040 and s net costs,
changes in net positron, budgetary resources, and reconciliation of net costs 10 budgetary
obligations {or the years then ended, i conformmty with generally accepled accounting principles.
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The KPMG Peat Marwick LLP report on CCC's imtomal contral structure over financial

od woaknosses i

reporting sdentilied six reportabie conditions. Specificany, KPMG wdenn

COCTs

o loformation securty controls;

Dnancial svstem lunctionality and related processes,

= hudgel exccution processes:

e [inancial accounting and reporting policies and procedures;

s producer momtoring procedures; and

e management’s review procedures related to the development, implementation, and
maintenance of credit reform cash flow models.

KPMG considered the Aivst four reportable condiiions to be materal weaknesses, The results of
KPMGTs rests of compliance with laws and regulations disclosed mstances of noncompliance
with the Federal Information Sceurity Management Act and the Federal Financial Management
mprovement Act of 1996,

In aecordance with Departimentad Regulation 1720-10 please furmsh a reply within 00 days
describing the corrective actions teken or planned. mcluding the tmelrames o address the
report’s recommendations. Please note the regulation requires a management decision 1o be

reached on all findings and recommendations within a maximum of & months rom report

ISSUANCE,
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INDEPENDENT AUDITORS” REPORT



M KPMG LLP

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 consolidated balance sheets of the Commaodity Credit Corporation
(CCC) as of September 30, 2005 and 2004, and the related consolidated statements of net cost, changes in
net position, and financing and combined statements of budgetary resources, (hereinafter referred to as the
“consolidated financial statements”) 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, regulations, contracts, and grant agreements that could have a
direct and material effect on these consolidated financial statements.

Summary

As stated in our opinion on the consolidated financial statements, we concluded that CCC’s consolidated
financial statements as of and for the years ended September 30, 2005 and 2004, are presented fairly, in all
material respects, in conformity with accounting principles generally accepted in the United States of
America.

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

° Improvement needed in information security controls;

. Improvement needed in financial system functionality and related processes;

. Improvement needed over the budget execution process;

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

. Improvement needed in producer monitoring procedures; and

. Improvement needed in management’s review procedures related to the development,

implementation, and maintenance of CCC’s credit reform cash flow models.

We consider the first four reportable conditions above to be material weaknesses.



The results of our tests of compliance with certain provisions of laws, regulations, contracts, and grant
agreements disclosed the following instances of noncompliance or other matters 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:

. Federal Information Security Management Act (FISMA); and
. Federal Financial Management Improvement Act of 1996 (FFMIA).

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, regulations, contracts, and grant agreements; and management’s and our
responsibilities.

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of the Commaodity Credit Corporation
(CCC) as of September 30, 2005 and 2004, and the related consolidated statements of net cost, changes in
net position, and financing and combined statements of budgetary resources for the years then ended.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of CCC as of September 30, 2005 and 2004, and its net costs, changes in net
position, budgetary resources, and reconciliation of net costs to 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 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 Circular A-136, Financial Reporting Requirements, Part
A, Form and Content of the Performance Accountability Report. We have applied certain limited
procedures, which consisted principally of inquiries 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. As a result of such limited procedures, we believe that the performance
measurement data presented in the Management Discussion and Analysis section is not in conformity with
accounting principles generally accepted in the United States of America because CCC omitted
substantially all 2005 performance measurement targets from the presentation.

Internal Control Over Financial Reporting

Our consideration of internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be reportable conditions. Under standards issued by
the American Institute of Certified Public Accountants, reportable conditions are matters coming to our
attention relating to significant deficiencies in the design or operation of the internal 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.

Material weaknesses are reportable conditions in which the design or operation of one or more of the
internal control components does not reduce to a relatively low 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 2005 audit we noted certain matters, described in Exhibits 1 and 2, involving internal
control over financial reporting and its operation that we consider to be reportable conditions. We believe
that the reportable conditions presented in Exhibit 1 are material weaknesses. Exhibit 2 presents the other
reportable conditions.

* * * % * * *

Summaries of the status of prior year material weaknesses, reportable conditions, and management’s
response to our findings are included as Exhibit 4, 5 and 6, respectively.

We also noted certain additional matters that we reported to the management of CCC in a separate letter
dated November 7, 2005.

Compliance and Other Matters

Our tests of compliance with certain provisions of laws, regulations, contracts, and grant agreements as
described in the Responsibilities section of this report, exclusive of those referred to in FFMIA, disclosed
one instance of honcompliance that is required to be reported under Government Auditing Standards and
OMB Bulletin No. 01-02, and is described below. A summary of the status of prior year noncompliance
and other matters is included as Exhibit 3.

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 controls 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 2005, the Farm Service Agency (FSA) and CCC have made much
progress with their information security program in order to meet FISMA and OMB Circular A-130
guidelines. (FSA provides and maintains the IT infrastructure supporting CCC’s general support systems
and major applications, hence the reference here, and later in this report, to FSA.) However, FSA/CCC
needs further improvement in its entity-wide security and contingency planning programs to fully meet
these guidelines. These matters are described in more detail in Exhibit 1.

The results of our tests of compliance with certain provisions of other laws and regulations, exclusive of
those referred to in FFMIA, disclosed no instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards or OMB Bulletin No. 01-02.

FFEMIA. 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 (USSGL) 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, Management of Federal Information Resources.

A summary of the instances of FFMIA noncompliance noted in Exhibit 1 follows:

o 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. For example, CCC needs to enhance its
procedures in order to establish and maintain information security and contingency planning controls.

o 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 budgetary reporting processes to fully comply with FFMIA.

o FFMIA requires that Federal agencies comply with the Federal accounting standards using the USSGL
at the transaction level. We noted that CCC’s financial systems and processes for posting transactions
can be improved. For example, CCC’s financial systems are not capable of recording budget execution
events at the transaction level.

Responsibilities

Management’s Responsibilities. The Government Management Reform Act of 1994 (GMRA),
Accountability of Tax Dollars Act, and Government Corporation Control Act require agencies to report
annually to Congress on their financial status and any other information needed to fairly present their
financial position and results of operations. To meet these reporting requirements, CCC prepares and
submits consolidated financial statements in accordance with Part A of OMB Circular A-136.

Management is responsible for the consolidated financial statements, including:

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

e Preparing the Management Discussion and Analysis (including the performance measures), Required
Supplementary Information, and Required Supplementary Stewardship Information;
Establishing and maintaining internal controls over financial reporting; and

o Complying with laws, regulations, contracts, and grant agreements, including FFMIA.

In fulfilling this responsibility, management is required to make estimates and judgments 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 2005 and 2004
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 consideration of internal control over financial reporting as a basis for designing audit procedures



that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of CCC’s internal control over financial reporting. Accordingly, we express no such opinion.

An audit also includes:

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

e 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 2005 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 consolidated financial statements.
We limited our internal control testing to those controls necessary to achieve the objectives described in
Government Auditing Standards and OMB Bulletin No. 01-02. We did not test all internal controls relevant
to operating objectives as broadly defined by the Federal Managers’ Financial Integrity Act of 1982
(FMFIA). The objective of our audit was not to provide assurance on CCC’s internal control over financial
reporting. Consequently, we do not provide an opinion thereon.

As required by OMB Bulletin No. 01-02, in our fiscal year 2005 audit, we considered CCC’s internal
control over Required Supplementary Stewardship Information by obtaining an understanding of CCC’s
internal 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, in our fiscal year 2005 audit, with respect to internal
control related to performance measures determined by management to be key and reported in the
Management Discussion and Analysis section, we were unable to obtain an understanding of the design of
significant internal controls relating to the existence and completeness assertions because CCC omitted
substantially all 2005 performance measures from the presentation. Our procedures were not designed to
provide assurance on internal control over reported performance measures and, accordingly, we do not
provide an opinion thereon.

As part of obtaining reasonable assurance about whether CCC’s fiscal year 2005 consolidated financial
statements are free of material misstatement, we performed tests of CCC’s compliance with certain
provisions of laws, regulations, contracts, and grant agreements, 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 limited our tests of compliance to the provisions described in the preceding
sentence and we did not test compliance with all laws, regulations, contracts, and grant agreements
applicable to CCC. However, providing an opinion on compliance with laws, regulations, contracts, and
grant agreements was not an objective 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 Federal accounting standards, and (3) the USSGL at the transaction level. To meet this
requirement, we performed tests of compliance 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, the Government Accountability Office, and the U.S. Congress and is not
intended to be and should not be used by anyone other than these specified parties.

KPMme LP

November 7, 2005
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Matoral Woaknesses

Introduction

The internal control weaknesses discussed in this report, and the Commodity Credit Corporation’s (COC)
arxd

progress toward correcting these weaknesses, are discussed in the context of CCCTs coxisting slatuto
organizational structure. We recognize that any recommended informavon technology (1T} control
enhancements pertaining lo CCC operations cannot be implemented solely by CCC, because CCCs
applications are in many cases hosted on systems managed by the Untted States Department of Agriculiure
(LUSDAY and the USDA Tamm Service Agency (FSA) As a rosult, severai of the 1T control weaknesses
identified in this report will require the combined effort of USDA and CCC management.

Fxhibit | describes the material weaknesses and lixhibit 2 desertbes the reportable conditions as of and for
e year ended September 30 2003, and our recommendations thercon, The status of prior vear material
weaknesses and reportable coaditions are reported in Exhubiis 4 and 3. respectivety. OO management’s
response to our findings 18 presented m Exhibit 6

Material Weaknesses

The material weaknesses we identified as of and for the vear onded Seplember 300 2005 are summarized

below

{1y Improvement Needed in Tnformation Secority Controls

fnformation security management 15 4 crucial component in pratecting sensiive and ¢ ritical
information resources and Nnancial data The atizens of the United States entrust the stewardship of
Federal government Dnancial resources and assets o government linancial and pmwram managers
Without cffective information sceurity controls over fnancial systems and supporting thers

SVEICTITS
wid nrw‘]n' CHITON.

15 substanbial tisk that the resources under stewardship may be oxpossd 1o unauthon

disclosures, foss. or impairment

Information securily weaknesses have been identified m PSA/CCT s T environment i prior year

aundits conducted by the USDA Office of the Tnspectoy Ganeral (013G, as well as i prior aadits of

CCCT s conselidated Snancial statements, In response 1o these findings, and o address Federad

Information Secuniy Management Act (FISMA) requurernents, FSA/CCT has akL,, steps (o improve
2 FSAeoT

its information security program. For example. during fseal yeay 2003

3

e Drafted an infrustructure support disaster recovery plan
= Scheduled an application-specitic disaster recovery test for carly in fiscal veur 2006
+  Continued updating securty nisk assessments for key appheations: and

e Hegan using the Flecwronic Repository for Secunty Requests (ERSRY, a new svstem for
managing network and application user access requests.

Despite these efforts, additional enhancemens are needed to help tmprove FSA/CT s fevel of
confidentiality. integrity. and availabibty of sensinve and cntical mformation systems and resources,
Specifically, as in prior year CUC consolidated financial statement audits. we noted several arcas.
detailed below. where improvements are necded in establishing and maintaiming informaton security
and contingency planning controls.

I-1 {(Contimued)
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The ssues are dentified into the followmg key control arcas:
s Informanom securnty program management:

s Technical scourity access conirols:

s Sottware change/configuration management: and

«  Contingency planning.

fnformation Securiey Program Management

Information security program management conlrols should be in place to establish a {ramework and
continuing cyele of activity 1o manage securily risk, develop security pohicies. assign responsibilinies,
and monitor the adequacy o [ [T se curity related controls. During o ur Ciscal year 2005 1T control
testing, we noted that FSA/CCC has made progress with ils security program management efforts
However, as dentified in prior vear CCC consolidated financial statement audits, we also noied tha
VSA/CCT s information securty program needs continued improvemenl. Noted below are specific
areas for iImprovement.

e FSA/CCC has laken steps to amprove its security risk assessment process, but ithe nsk
assessments for the major applications supporting CCC's operations still have not been finalized
Maintaining consistent, current, and complete security nisk assessments i g entical component of
an organization’s security program. as the risk assessments drive other secunty related activitics.
such as planming fov the implementation of fechmeal security controls, as well as contingeney
planmmg efforts. Further. FISMA requires that security risk assessments be compleled for agenc
svstems and applications. FSA/CCO recogmizes this weakness. and plans 1o finalize the risk
assessment documentation during fiscal year 2006,

s TSACCT s seourity 4 ced. For
example, FSACCO currently does noet have a control to ensure that (L) emplovees have
completed the requived sceuridy awareness traming, and {2) employees coptinue 1o updaie Ltheir
security awareness tratnivg as their responsibilities change andior FSA/CCC s 11 environmnent
changes, FSALCUC recognizes this weakness. and 15 working on methods (o address the sssue.

areness and training efforts could nar be effectively

ation, ¥ or

®  Application user access 11sts are not updared to immediately reflect e mployee sep
example, a current listing of authonzed county office ASM0D svstem users and their access
authorizations are nat consistently reviewed., We noted two cases where ARS00 svstem user
accounts were sull active when the personnel had not been assigned to that otfice for more than
s1x months,

Technical Secnrity Access Controls

In close concert with an organization’s security program management efforts. technical securtty
aceess contrals for systems and applicanons should provide reasonable assurance that I'T resources
such as data files, a ppheation programs, and [ T-related Tacilities/equipment, are protecied against
unzuthorized modification, disclosure, toss, or impatrment. Technical access conirols are facilitated
by an organizaton’s overall mformation securily program. Inadequale fechnical securily access

) {Continued)
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coatrols diminish the relability of data and merease the risk of destruction or inappropriate
disclosure of information. both of which are significant risks from a financial audit perspective,

The objectives of limiting access are to ensure that users have only the access needed to perform
their dutics; that access to very sensitive resources, such as secunty software programs, is limited to

very few individuals; and that employees are restricied [rom performing incompatible tunctions or
functions bevond their responsibility. This is reiterated by Federal guidehines. For example, FISMA
mandates that technical security access controls be implemented in accordance with the various
information sccurtty guidelines issued by National Tnstitute of Standards and Technology (NIST).

Iuring o ur fiscal year 2005 1T control testing, as in prior vy ears, we noted that technical secunity
access controls needed improvement at FSA/CCC, Noted below are speaific areas for improvemant,

FSA/CLC performs periodic se curity vulnerability scans o F1T devices (re., workstations and
servers). Asa resultof exercising this control in fiscal year 2005, asin prior years, high-risk
vulnerabilities such as missing device passwords were identified. This ssue s significant for
COC, as the ddentified device weaknesses could be explowed by unauthorized personnel
altempting to penetrate FSA/CCC's I environment to ultimately guin access lo sensitive
financial processg devices and apphicanions, The nsk of illieit aceess to [T resources and data 15
mereased 1f vulperabihtics remain unidentified, which nuight otherwise be detected and resolved
through consistent vulnerability asscssments and penetraton lesting on a scheduled periodic
basis. W ithout c onducting ¢ onsistent, periodic assessments and testing on the network and s

mterconnecting systems, managernent cannet be assured that the network securily controls have
been properly muplemented 1o protect the FSA/CCUT Beacon Taahity netwark and data from
mtruders and attackers. Becange of the sensitivity of these weaknesses, the details regarding

thess

issues are notincluded mothis report,

We recognize that managing 1T devices and mitigating I'F vulnerabibities 15 a challenping and
ongoing process, especially m light of the many new vulnerabilities and viruses that are regularly
appearing. However. the types o f v alnerabihities tdentifted by the '
have been repeatedly 1denufied throngh UISDA OIG audits and CCC
sratement audits. Consequently

FSA/COC did perlonm some vulnerability ass
of the scans can be mmproved, as we noted that m a six-month period during fiscal year 2005,

-, additronal preventive contrels are needed. For example, although

sments durme fscal year 2005, the consistency
scans wore only conducted {or three of the months,

FSA/CCC management recognizes this rigk and has begun inplementing additonal controls,
For example, FSA/CCC recently smplemented a strategic vulnerabiity assessment process
designed o address the FSA/COL network, including large offices and field county offices. o
ensure a umiform approach to scanning within the enterprise. As part of this effort, FSA/CCC

plans {0 perform vulnerability scannmyg every 30 days, and the scanning will encompass all

warkstations, servers, routers, switches, and printers, FSA/CCC anticipates that conducting the
scans cvery 30 days will help ensure that new ' devices will be scanned as they come on the

network.

Password scttings for domam log-on stiempts do not meet FSA/COC policy standards. FSA/CCO
£ ¥ t ¥
policy requites user accounts to be locked after three mvahd password attempts are made

1.3 (Continued)y
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However, we noted that passwords for the Nationzl Information Techuology Center {NITC) and
National Finance Center (NFC) domains, as well as the Virtual Private Network (VPN are set
for five mvalid log-on attempts before accounts are locked.

fCCC mainframe

s ACF2 15 the mainframe secunty software i place to secure key IS/
applications, such as the Processed Commodities Inventory Management System (PUIMS},
Grain Inventory Management System (GIMS), and CORE, which s the core CCC financial
system. We noted users who have access to system development hbrary/data sets and production
librarv/data sets, which is a segregation of duties weakness. Such a weakness needs to be
cotrected, or alternatively strong compensating controls need to be in place to mitigate the
weakaess. Given the sensitivity of the issue. we are not providing the details of this 1ssue i this
reporf, but have separately provided the details to FSA/CCC management. FSA/CCC
management recognize this weakness, and indicated that they plan to implement additional
controls during fiscal year 2006 to review access o production hibrasies, mcluding penodic
reviews by FSA/CCC security admimstrators and the implementation of a software configuration
management oo for the FSA/CCT application platforms

Software Change/Configuration Management

The primary Focus of an organization’s so ftware change/configuration management program 15 to
control the software changes made to systems and applications in operation.  Istablishing controls

over the modificanon of software programs ensures that only authorized programs and authonized

modificanons are implemented. This is accomphshed by insuluting pohees, procedures, und
technigues io determine that all programs and program modifications are properly authorized, tested,
and approved, and that access to and distibution of programs is carefully controlled. Without such
controls. there 1s a nsk that security features could be inadvertently or deliberately omitted or turned
off. or that processing wregularities or malicious code could be introduced into the I'T envirenment

o soltware

b3

During  our [liscal year 2005 FSA/QCCC

=4 !
change/configuration managament controls could be improved. as follows,

T contrel  testing  wo o noted  th

= As reported i oprior years, FSA/UCC s current mamtrame change cordra! pohicy document
{14-ADM), has vet to be updated. Policy document T-ADM wag last updated m September

1998, We also noted that a ppbicavon and sy slem-specific ¢ hange management plans have not

heen developed to updaie the procedures noted in 14-ADM.

s« Ag reported moprior years, tnuning for mamlrame soflware change management s not reguired
for programming/sysiem development staff. Such traiming can help provide ¢ onsistency m the
software change management process. For example, we reviewed a small judgmental sample of

seven software changes made during fiscal year 2005, and found that one was missing proper
approvals. Training on the software change management process ¢ ould help ensure a dditiona!
consisiency n the application of software changes controls,

-4 (Conunued)
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Contingency Planning

A key information security requirement in FISMA and OMB Circular A-130 relates 1o the
completion and testing of general support system and application contingency plans. Such efforts are
important not only 1o maintain business and Il operations during an oulage, butalse to mamtain
adequate information security controls during an outage. We found that atthough FSA/CCC had
made improvements with the organizational contingency planning program during fiscal year 2005,
additional efforts were needed. For oxample, dunng fGscal vear 2005, FSA/CCC tested it
apphcaton-specific disaster recovery plans, but has not yet formally implemented the changes
resulting [rom the testing. In review of the aller action reports for the application disasler recovery
testing, we noted that the reports identiticd weaknesses i the plans or related proceduares that could
impact FSA/CCC's abibity o recover key operations during a significant outage. FSA/CCC
recognizes this weukness, and began updating the application disaster recovery plans in late fiscal
year 2003, FSA/CCC plans to have all updates o the a pplication p lans c ompleted by the se cond
quarter of hiscal year 2006,

When considered ogether. the above 1ssues significantly reduce the overall mformation security
controls for FSA/CCCTs financial systems processing environment, as well as for other sensitive and
misston-critical CCC applications. Many of these tssues, and the related recommendations below,
have been previcusty reported as part of CCC consolidated financial statement audus or as part of
USDA OIG audils.

Recommendarions

We recommend that FSA/CCC management. m cooperation with the FSA/CCU svstem owners:

I Idenufy and implement controls to better rack sceurity traiming eiforts.

2, Formalize and beter control the process by which e mployees who no Tonger need aooess Lo

and apphications have their accesy rights suspended/removed

1. Perform more o scans on all workstations, servers, routors, switches, and

printers.
4 Ensure that remediation eontrols are tmely implemented as security vuinerabilitios are

identificd.

5. Implemeni additional controls fo review access 1o production libravies, mcluding penodic
review of accounts by FSA/COC security administrators, and the implementation of a software
configuration management tool for the various FSA/CCC application platforms.

6. Require periodic management review of AS/AG0 county olfice system users access,

LUpdate 14-ADM or an equivalent policy guide to refleet the current 1T processing envirenment
and FSACCC s software change management processes and controls

sl

Provide tramming to apphicable staff regarding the FSA/UCC software change muanagement
Process.
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9 Update application risk assessment documentation, and then ensure that the documentation is
updated at least overy three y ears {or when major system or apphieahon changes are made}, to
support 'SAC

CCs overall security program.

10, Require domain and VPN passwords 1o comply with FSA/CCCs policy of three invahd
attempts prior to locking the account.

11 Update 2l application contingency plans with testing results, and ensure that the plans continue
to be updated based on future testing efforts and any relevant [T eavironment changes or
business process chunges.

2} Improvement Needed in Financisl System Functionality and Related Processes

Maintaining quality Federal financial mansasgement system functionality s eritical 1o enhance the

accountability of financial and program managers, to provide better information for decision making,

and to ncrease the efficiency and effectiveness of services provided by the ederal government

Proper and reliable finaneial management svstems must provide fon

s dccountabiine, Inform taxpayers. Congress, and avency persomnell in terms they can readiy
understand, on how the Nation's tax dolars are spent and how Federal assets are prolected

s Lfficiency and Effectivencss. Provide cfficient and effective service to the Federal agency’s
mnternal and extemal customers (cog., individuals, contractovs, partnerships, State and local
povernments, other Federal agenciess rg mizations, the mulitary, and foreign povernments),

= fBettor /)('.'ws‘if\n '\-J‘ukhw Provide to Congress, agency heads, and program managers fimely

reports hinking Gnancial resulls and progran: data so that financtal and program u. sults of polioy
and progrium decistons can be identificd, tracked, and forecasted more accuraiely

As noted previously hercm. not only are quality finpneal management systems tmportant for the
;1:1_\‘—?(‘--(1;1\' management of orgumzational financial data and mtormation. but alse for complying
with FFMIA and OMB Cronlar A-127. FEMILA mandates

a(fvnmci by cnsurmg that Federal ! anma] management systems and accountng standards be
implemented 10 provide reliable. consistent disclosure of fnancial data, OMDB Circular A-127
forth policies for estabhshing and mamtaming Federal financial management systems i accordance
with FITMIAL

that Federal fnancial muiagemen he

Fla s

During fiscal year 2005, COC mmplemented corrective achions o improve contrels and processes
supporting s fnancial processing environment. For example, COC mmplemented new direct and
guaranteed loans cash flow models,

However, as m fiscal vears 2003 and 2004, we agam noted that additional improevements are needed
with revards to financial system functionality and related processes, For C\'amp‘c OO does not
have a completely mteprated financial system o track and govern the status of obligations and

" From the Joine Financial Managemenr Improvement Progrem (JENMIP, Core Financiad Svstem Reguirements, and
its addendum, dated November 2001 and March 2004, respecuvety.
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adminsstrative limitations established by legislation or agency policy and is dependent upon manual
processes. The use of manual processes and reconciliations 1o manage budgetary accounts subjects

COCs overall funds control process to sionificant control risk. Addiional details on this issue are

provided herein as part of material weakness no. 3.

Recommendations

We continue to recognize the need for CCC to Turther improve its system functionality as reported in

our fiscal yvear 2003 report, recommmendation no. 13,

improvement Needed Over the Budget Execution Process

As reported in prior vears, CCC does not have a collecuon of financial systems that allows
management to monitor and control budgelary evenrs at the transaction level, This limitation. n
addition to the decentralized nature of CCC's operations, creates challenges for management in ifs
abtlily to properly communicate between departiments and effectively monitor funds control because
the current mechanisms and systems are meant o momtor disbursements rather than ebligaton
activity. For instance, CCC uses the e-Funds Control system to monitor daily program disbursements
made at CCCs state and county offices. The system is designed to compare at a surmmary level the
amount of budgetary authority remaining to disbursements made without consideration given o
program obligations.  As such, the e-Funds system does not provide the necessary management
information to determine the status o f net available program resources at the transaction level us
dishursements are made

Funds conlrol is a vital component of any Federal government operation. 1t requares that an
obligation be recorded priov o the dishursement of funds, In addinion, the Anti-Deliciency Act
(ADA)Y provides that an office or emplovee of the United States Government may not (a} make or
authorize an cxpenditure or ohligation exceeding an amount available in an appropriation or fund for
the expenditare or obligation; or {b) involve the govermment 1w a contract or obligation for the
payment of money hefore an appropriation 15 made, unless authorized by law . Section 1517 ]
this Act further provides that an agency may not exceed the availabl i
subdivision officially directed by the ageney. The success of properly implementing and executing

le amount of an sdiwiuisirative

iy
these requirements is dependent
accordance with Part 4 of OMB Civeatar A1, nstrctions on Budeer E xeenion. the purpose of
funds control 1s 1o

on the effectiveness of an agency’s funds control mechamsm. In

s Restnet both obligations and expenditures from cach appropriation or [und account o the lower
of the amount apportioned by OMB or the amount available for oblization and/or expenditure in
the appropriation or fund account

«  Enable CCC o identify the person responsible for any obligation or expenditure exceedimg the
amount avatlable in the appropriation or fund account, the OMB  apportionment or
reapportionment, the allotments of sub-alfotments made by CCC, and statulory fhmitations or any
other admimistrative sub-division of funds made by CCC,
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In addition. the Juine Financial Management Improvement Program (JFMIP) Core Financial Sysien
Requirements, and 1ls addenda, dated November 2001 and March 2004, respectively. requires agency
core financial systems (o support the budget execution proce

3% hy:

*  Providing the capabihity to compare actual amounts (e.g., commitments and obligations) against
the original and revised budgeted amounts consistent with cach financial plannng fevel;

s Providing the abihity to manage and control prior vear funds in the cwrrent year, mcluding the
capabibity 1o identify prior year and current year de-obligations separately;

v Providing control features that ensure that the amounts refiected in the fund cenirol structure
agree with the related general ledger account balances at the end of cach update oy

cle:

o Verifying that funds distributed do not exceed the amoeunt of funds available foraliotmentor
sub-atiotmient at each distribution level: and

e  Maintaining payee (vendory information o supporl obliganon, accounts payably, and
disbursement processcs.

I/ Federal agencies are to accurately monitor {unds available for obhigation and mtcrnal control,
policies and procedures must be designed to ensure the status of budgetary resources is property
recorded in the seneral ledger and accurately reported to OMB on a quarterly and annual basis. Inan
effort to respond to prior year recommendations, COC developed new poheies and procedures te
review buductary obligattons and accruals, winle at the same time continued with plans to further
enhance its Dnancial systems to fully monitor budgetary resowrces vt the fransaction levell In fiscal
vear 2005, COC developed the following two aceounting p olicies: (1) Accounting Policy 0 3-001,
Finencial Obligaiions. and {2) Accounting Policy 03-002, Firancial Acersals, However, CUC was
not able to fully implement the new pohcus and procedures in fAscal vear 2005 as evidenced by its
inability to properly assess the correct accounting freatment for certam budgetary iransactions m
accordance with generally accepted accounting principles. or example, we uoted the followmy
daring our audin

-

¢ undelivered orders torahing $4.8 billion at June 30, 2003, related to the Durect and Counte
i _}i Pavments (DOPT program, $668 mitlion related o amounts to be paid m the last quartas

£ fiscal vear 2005 Accordingly, the obligations related to these payments should have been
.qumdalt(_l and expenses acerued as of June 30, 2003, As a resuln, oet cost and accounts payable
were anderstated in the amount of S608 nuilion at June 30, 2003, Although CCC Liquidated the
undelivered orders for these programs as disbursements were made duning the Jourth quarter of
2005, CCCs procedures callmz for a pertodic review of obligations and accruals did not deteet
the need to hguidate the related undelivered orders and record the expense accrual at June 30,
2005

s As o pesult of our fiscal year 2004 audit results, CCO determined that it needed o perform a
review of its programs and related obligattons, in particular the Ocean Transportation prograni.
The outcome of CCCs review of this program generated an upward adjustment to undehivered
orders 1 the amount of 3758 mullien to cover shipping, miand, and adnunistrative costs related
1o fiscal vears 1999 through 2004 open contracts. During our review, wo noted that the
supporimg documentation provided by COC management did not support the amount of CCCTs
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adjustment. but rather supported an upward adjustment to undelivered orders in the amount of

only $85 million. Accordingly, CCC made a correcling entry m the amount of 5073 nulbion to
reduce undelivered orders at September 30, 2005

Based an our {1scal year 2005 audit results, CCC continues to experience significant internal control
deficiencies and remains non-compliant with FFMIA. These continued compliance and control
weaknesses stem from CCC's on going system limitations, as demonstrated by dis inuhility to fully
comply with JIMIE; and the lack of a eohesive internal control structure supported by clear lines of
authority to actively and effectively monitor budgetary transactions. Material weakness no 4 further
discusses cur conclusions regarding CCCs suceess in unplementing ats wew aceruzl accounting
policy 05-002,

Recommendations
We recomnmend that CCC management:

120 Develop a fully miregraied funds control system within a {financial management system capable
of interfacing with CCC CORE at the transaction level that provides management with timely
information to penodically maonttor and control the status of budgetary resources recorded in
the general ledger.

13 Deline clear imes of authoriiyv 10 allow for the proper oxecution of new or sxisting policies and
procedures  and  to  enhance the effectiveness of both intra- and  interdeparimental
communications, thereby improving the overall application of conirel procedures  and

aecounting standards,
Improvement Needed in Financiai Accounting and Reporting Policics and Procedures

CCCs financial accounting and reporting policies and procedures should be strengthened to enswre
that crrors are prevented or wWentified and corrected timety. The issues we identified pentatning io
CCC s Nimancial accounting and reporting pohicies and procedures affect various aspects of CCCTs
operations. ineluding fnancial statement preparation, and as described below,

Preparation of the Statemens of Financing

During our review ol the COC's financeal statements as of Jone 30, 20050 we noted that
management's 1 nlerpretation o £ the applicable g widance regarding p reparation ot the S tatement of
Financing (Sel) needs improvement. {CC management attempled to enbance its preparalion
procedures for the SoF during fiscal vear 2003, As a resull, management made changes to the way
the general ledger accounts were crosswalked to the SoF. The initial supporting documentation
provided did not preperly identify reasons for the changes in the crosswalk from the prior vear A
subsequent review of the documentation to support the changes demonstrated that the crosswalk of
the general fedger accounts 10 the SoF was potin accordance with LS. Treasury or other related
guidance. specifically the Tmplementation Guoide to the Statement of Financing tn the Statement of
Federal Fuancial Accountimg Stundards no. 7. Accounting for Revenwe and (ther Plnancing
Sowrces: Dewadl Informanion oa the Stwrement of Financing (Implementaiion Guide). Many of the
discrepancies were related to credit reform transactions and the Conservalion Reserve Program
{URP). For mstance, we noted CCC mappropriately elassified cortain material credit reform accounts
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reflecting activity that impact the net cost of operations to sections in the Sol’ that are meant to repart
transactions that do not impact the net cost of operations. In additton, we noted that CCC did nor
properly elassify CRP accrued Habilities not covered by budgetary resources. Based on the results of
our audut procedares. CCC reclassified balances in excess of $3.9 billion 1o property reflect the
account acuvity in the fiscal year 2005 SoF.

Polictes cnd Procedures Related to Liahility Recognition

In fiscal vear 2004, we reported that CCC's policies for recordmng producer payment program
habilities should he formally documented and that CCC continued to lack standardized polivies and
procedures for recording acerued Habilities. During our fiscal year 2003 zudit, we noted that CCC
prepared this d ocumentation in its new accounting policy for a cerved Hiabilittes no. 05-002. CCC
appropriately identificd the apphicable authorttative literature to be used as guidance in developing
the accounting policy and the procedures related to liability recognition. However, management
inappropriately applied the accounting standards and related concept statements mr formulating these
policics. as management comctuded that CCC should recognize a lability only upon the entry and
acceptance of the producer’s program application mto the system or the receipt and acceptance of an
invoice. However, according to Statement of Federal Financial Accounting Stundards (SFFAS)
N, 3. dccounting for Liabilities of the Federal Government, a Hability 1s the probable Tuture
outflow o1 other sacrifice o { resources as a result of past ransactions ov events. Paragraph 24 of
SFIFAS Noo 5 states that liabilities inelude amounts due from the Federal entity to pay for benefiis,
voods or services provided under the terms of the program. as of the Federal entity’s reporting date,
whether or not such amounts have been reported to the Federal entity, The standard concludes thar 1t
is possible to make meaningfut estimates of the future amounts required  continue present policies

ardimg Vederal programs.

)

Expense deoruals for lnveatory Purchases
hder policy 05-002
chminate the requirement for estimating amounts due and payable af pened end for deliveries tha
were not mvoiced from the vendor as of the period™s gencral ledper closing date. Since CCC does
not recetve notthicabion of commadity deliveries when they occur, CCOC management determined that
it is not reasonable to record @ habildy for amounts that have not vet been mvoiced by the vendor
Based on our request, CCC personuel performed an analvsis of quantines dehvered but not vet
involced, and estimated the liability to be approxamately $26 million at July 31, 2005, CCC
personnel validated the methodelogy used m developing the acerual estimate at July 31, 2005, by
reviewing subsequentl invoices received by vendors and concluded that the methodology used
developed a reasonable estimate of the amounts payable o vendors. Based on discussions with
management during our interimi audit procedures, CCC reverted to the prior year’s accrual
procedures for estimating the mventory acerual at September 30, 2005, We have audited the fiscal
vear 2005 cxpense accrual estimates generated based on the procedures used by COC in prior vears
and have concluded that the accrual estimates at Septermber 300 20035, are reasonable.

discussed above, COO revised 1is prior year mventory accrual procedures o
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Pxpense Accrials jor Producer Payment Progremy

CCC applied policy 950602 1o record the labllity  for producer payment programs  al
e £ 3 3 ! > g

September 30, 2005, The documentation nsed to record the producer payment program accruals at

fiscal year end indicated supervisory review and approval; however. we determuned that significant

l1¢
5.

adjustments stifl needed to be made. as follows:

*»  FMD personnel recorded accruals for the Conservaton Reserve Program {(CRP) - Signing
incentive Payment, Practice Incentive Payment, and Cost Share Payment, based on estimates
provided by USDA cconomists without {irst performing an independent analysis of this data
provided. During our audit, we determined that the USDA ceonomisis developed these estimates
for budgetary purposes and approximately 340 million, $33 million, $94 muilion of the accruals
recorded for cach of these programs. respectively, were not due and pavable at September 30,
2005, As a result, KPMG proposed audit adjusiments i the respechive amounts 10 reduce the
amounts pavable

s Simitarly. MDY recorded aceruals for the 2003 and 2004 Direct and Counter-Clycheal Program
{DCPY - Dirgct Payment program years, hased on estimates provided by USDA ceonomusts
without evaluating the reasenableness of the dala. Almost all the final payments for these
program years were dishursed in Getober 2003 and 2004, respectively, and relatively fow
dishursements will be muade subscquent o September 240, 2005, Based on cur analysis, cach of
these program vear accruals was overstated by approximately $48 million and an andi
adjustiment was proposed w correct the amounts reported.

*  Based on our review ol subsequent disbursements, we estimated that the oxpense accruals
recorded for Toan Deficiency Payments (L.DPs), the 03-04-05 Corp Disaster, and the Hmergency
Livestock Feed programs were understated in the amounts of $20 mmibtion, $51 nuilion., and $133
million. respectively. CCC™s systems Jack the capability of providing approved application

ams and management has concluded that it cannot develop o

information for these pr
cstimating  the expense accruals for participant appheations
approved prior to Seplember 307, However, FASAB no. 5 recognizes the need for agencies to
estunate. through reasopable means, amounts payable at fiscal vear end. Due 1o system
limitattons smposed on CCC, a reasonsble estimation methodology should include consideration
of subsequent dishursements made in October. Accordingly, we proposcd an audit adpustment 10
averus the amounts disharsed in the month of October 2005

mothodolowy  for rwasonably

s The accrual recorded for the 2004 DCP — Counter Cyelical Paymenis was overstated by
approximately $6 mnlhon duc to a caleulation error. Accordingly, an audit adjustument was
propased.

Accounting Treatment of the Tobacen Transivion Pavment Progream

FMD management should develop o formalized communication and evaluation process 10 consider
techmical accounting issues as they arise. For example, FMD management mappropriately applied
cerlain accounting standards related to the Tobaceo Transttion Payment Program. In its review of the
applicable law (Public Law 108-357, the Law), management concluded that no accrual or account
receivable should be recorded for the program, however, based on our review of the Law, we
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determined that both an account recesvable and hatihty should be recorded. Cur conclusions were
hased on the applicable 2004 Law that stipulated certain tobaceo produeers and quola holders were
o receive tohacco program pavments over the pcn()i 2005 1o 2414 based on cligibitity requirements
that were determined and met m fiscal vear 2005 In addition, the Law stipulated that the paymems
to program participants were to be funded by tobacco manufacturers and importers based on their
relative market share for each cluss of tobaceo product marketed in the United Stafes over the samc
period. Therefore, as of September 30, 2003, the twhacee producers and quora holders had met ali
requirements to receive future payments and the manulacturers and importers were bound by Law w0
make payments as billed by CCC. Accordingly, we proposed an audit adjustment to record :
receivable and a liability in the amoeunt of approxnnately S7 billion at Seplember 30, 2005,

Recording nventory Transactions in the General Ledger

Inventory transactions are recorded m the Processed Commodities luventory Management System
(PCIMS), which feeds the CORE general ledger via an auternatic intertace thal is triggered once the
PCIMS accounting cvents oceur upon the ecompletion of certain POTMS data fields, During our audit
procedurces performed on transactions recorded in PCIMS and the recencihaton of PCIMS 10 CORE,

we noted the followng

s« For 3 ol the 30 domestic donations tested, the bills of lading or consignee recoipts had not been
received as of the dare of our interim tcslmjrkz the
ccorded 1n the CORE general ledger via the PCIMS imtertace.

fore, the accounting transactions were not

v During our review of the June 30, 2005 PCIMS o CORE reconviliation, we aoted that CCU
personnel had identfied 88 mitlion pounds of mm—i”l dr}; milk wvalued at approximately
$78 nuthion as reconcibing fems between PCIMS and the CORE general ledger, We noted during
our lestwork that CCC management had not taken follow up action with respect to these

reconciling nems, which represented transactions that were not recorded 1n the general ledger.

Based on our request, COC personnel performed an analvsis of these reconciling items and
concluded that 77 miutlion pounds of non-fat dry mitk valued at approximately S68 million were
assigned to a Notice to Deliver for domestie d onation purposes. b ut were not rocorded incthe
CORE general ledger because the bills of lading or consignes receipts were not receved andior
processed m PCIMS, preventing the accounting transactuion from beug mierfaved to the CORY
general ledoer. As a result of our audit fnding. CCOC recorded o manual adpasting entry
properiy reflect the domestic donation transactions 1in the general ledger ol September 30, 2005

77

¢

= For 9 of 29 ransactions tested related to the exchange of non-fat dry milk for pudding, the bills
of fading quantity was incorrectly mput 1o P CIMS: therefore, some o f the disposed inventory
guantitics were not recorded m the CORE general ledger via the PCIMS mnterface. After we
brought the issuc to management’s altention, CCC personnel identificd [ nuilion pounds of
non-fat dry milk valued 2t approximately $10 mitlion that were not recorded 1 the CORE
eeneral tedger, COC recorded o manusal adjusting entry to properly reflect these transactions m
the general ledger at September 30, 2005
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e During the fiscal vear 2004 audit. we notad that CCCs general ledger was incorrectly conligured
to caleulate the cost of pudding acquired in exchange lor non-fat dry mulk, This configuration
issue affected donalion expense, as the aequired pudding is donated as pant of CCCs domestic
donation program, During fiscal year 2005, CCC recorded manual adjusting entrics aimed to
correct the system configuration error; however, these manual adjusting enirnes were inaccurate.
We proposed an audit adjustment in the amount of $17 mmlhon dollars to record the cost of the
pudding at the carrying value of the non-fat dry milk for which 1t was exchanged.

The lack of effective conlrols over {13 the timely receipl of source documents. such as bills of ladmg
and consignee receipts; (2) the accuracy of source document data entries 1 PCIMS; (3) the PCIMS
to CORLE reconciliation process: and (4) the systemn configuration set-up, resulted in the maceurate
recording of the inventory {ransactions in the general ledger m fscal vear 20050 Although not
individually material lo the consolidated financial statements, the lack of mventory-retated conmrols
has the potential to canse individuaily significant errors in the future,

Aiowances for Loan and Inmvenionry Losses

CCC utilizes the expertise of FSA economists and Kansas City Commeodity Otfice (KCCO;
commodity experis to determine the net realizable value of its outstanding commadity loans and
commodity mventory stock, respectively. These individuals develop the net reahizable values based
on the loan redemption for cach outlet (e, forferture, repavment at market value for less than the
lean principal, or fall repavment) or inventory disposttion for each outlet (ie., sele, donation, or
destraction). and submit this information to the Fiancial Management Division (FMD} by
completing Vomm CCU-277, dllowance for Losses Repore. However, lhere are no procedures m place
to require thal the FSA Group Director of Farm Loan Analysis or an experienced PRA ceonomist
review the completed Loan Form CCC-277 before it 1s submutted 10 FMIY o prepare the alfowance
calculations. Similarly, no procedures exist that require a review of the completed Inventory Form
CCC-277 bva KCCO Branch Chief ora Depuly Administrator, C ommaodity O perations (DACO)
AN

a rvesulr, the following was noted ew of the Toan and

ol June 3G, 2005

during our re

designes.
allowance caleulations as

s The KCCO commodity experts did not iclude net realizable antt rates for cheese, milk, and
pudding, and included 1ncorrect net reahzable unir rates for certain o ther cominodities on the
Tnventory Form CCC-277 submitted to FMD. The FMD accountant responsible for performing
the a Howance caleulation 1 dentificd a nd c orrected these errors: however, the F MD g cecountant
does not have the program knowledge necessary to evaluate the reasonableness of the quantifies
and disposttion outlet provided.

e The cconomists and commadity experts develop the net realizable unit rates one month prior o
the reporting month due to the ¢ urrent a ceelerated reporting deadlines. W e noted during our
testwork that these individuals did not review the final caleulated allowance amounts for
reasonableness based on the informanon available as of the end of the reporting period. Further,
PMD did not communicate with the FSA cconomists, KCCO Branch Chiefs, or DACO designee
with respect 1o the sufticiency of the nel realizable unit values related to the commodity loans
outstancling or inventory balances recorded. Although the sconomists have the expertise and the
responsihifity for developing the net realizable urst rates, the uitimate responsibility for ensuring
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the overall reasonableness of the rares resides with FMD. Thercfore, it 15 important that FMD
personnel communicate with the economists to ensure they understand the basis for the unit rates
used to prepare the allowances recorded.

o The allowance caleulations at June 3G, 2005 did nol undergo an effective, detailed supervisory
review by somconc with u sulficient understanding to delect errors in the calculation or the
related journal entries. During aur testwork. we noted that the allowance for loan ltosses in the
rrial balance differed from the amount per the ailowance calculation supporhing schedule
prepared by the MDD aceountanl by approxamately $5 million. Although not material. CCCT
control processes did not detect this difference until it was brought to their attention during ihc
audat

As a result, af September 30, 2003, we proposed adjusting entries 1 the amount ol approsimately
S15 million and S12 mutlion o decrease the allowance for loan and inventory losses, respeclively.
Criven the overall significance of the allowance amounts to CCCs consolidated financial statements,
a stgniticant nigk of misstatement related o the net myventory and commodity foan consolidated
financial statement line items exists due w the process deficiencies noted above.

Hlentijication and Monitoring of Debt

In previous years we reported that COC was not m subs mial compliance with one provision of the
Debt Collection Improvement Act of 1996 (DCIA). CCC has taken signrticant steps ever the past
several vears to address this issuc, COC management has continued 1o emphasize to county office
personnel the importance of debt management for achieving compliance with DCLA requirements
Management has also provided addinonal traming and tools 1o facilitate this process. Although
during our 2005 site visits we agam noted a lack of timehness related to certamn producer
notifications, dispatch of demand letters, and the conversion of receivables to claim status. we noted
the occurrences o U these errors were significantly diminished 10 fiscal y ear 2005 In addition, we

aoted a heightened awareness by county office persoane] of the organtzanon-wide policies and
nrocedures related to debt management and a renewed conuniiment to 1mplement them, T hrough
discusaions with management and review of certam county office documentaiion sinve our sie visits,
we understand thar CCC management has hplumumd enhancements o the existing software
capabihtics and has introduced new software that will further enhance CUCTs abiity 1o monitor and
nrocess delinquent producer debis, These enha:zccmcms consist of a new capability o automatically
generate producer notifications and demand letters and o auwtematically convert receivables te claim
status.

Process improvements are already evident in the fourth quarter of fiscal year 2005, For example. at
September 30, 2004, CCC had approximately 1600 receivables, amounting to approximately
$£10.5 millton. older than 90 days that were not converted to claim status. Comparatively, at
September 30, 2005, CCC had only 2 recervables, amounting to $1,662. older than 90 days and both
of these recetvables were outstanding for fess than 180 davs.

Although these statistics strongly indicate that significant progress has been made to address the
prior year 1ssucs related to non-compliance with DCIA as of September 301 2003, cur audst results
indicate that more needs to be done to address the 1ssue of properly sdentifyig and recording
overpayments and performing due process related to delinguent debt. Overpayments arise when

P-4 {Continued)
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producers receive a COC benefit in excess of the gualifying amount. Therefore. overpayments
represent unvecorded receivables.  When overpavments are unot dentificd and recorded, the
consolidated financial stutements reflect overstated program expenses and understated receivables
During our 2003 site visits, we noted that

«  For 2 of the 12 counry offices reviewed, the county office personnel did not consistently review
overpayment registers to identily amounts due to CCC. Additionally, the county office did not
retain these reports for documentation purposes.

s [or 3 of the 12 county offices reviewed, the county office personnel did not inttiate eollzetion
procedures in 3 timely manner for identified overpayments.

+  For 2 receivables sampled for review amounting to $29.054, the county office personnel
determined that the receivables were no tonger due. However, as of the date of our review, the
recetvables were not canceled 1n the s vsiem i accordance with COC™s operating policles and
arocedures,

s Por 3 of the 45 claims reviewed. amounting to S3.830 and $82.927, respectively, the county
affice personnel made a determination thar the claims were not collectible via administranve
olfset because the producer was ao longer participating in CCC programs. However, the county
olfice personnel did not reter the claims to the Kansas City Finance Office-Tlebt Management
Divizion (DMD7 for collection m accordance with CCCs operating policies and procedures,

Recommendations

I addition to recommendations 16 and 18 fom our fiscal vear 2000 report, and recommendation 9
from our fscal vear 2004 report related to the expense accruals for producer p a\mcm programs. we
also recommend that

14, We recommend that FMD management develop a formalized process o use m drafting the SoF,
fhe process should be developed based on consuliation with other division and departmental
personnel responsible and knowledgeable about the vartous types of activity that atfcer the Sob.
In additon, the proces
analyze account activity

s should melude a sound mwthoedology w0 property
s to ensure proper classification in the Sol.

and thoroughiy

15, FMD management develop and implement & formal process o evaluate and document
conclusions reached when considering technical accounfing issues as they anse

16, Management implement controls to ensure that: (1) all documents that provide source data for
accounting events are timely received and are accurately entered i POIMS; (2) the PCIMS to
CORE reconcthation 1s used as a tool for dentifving and cormecting general ledger
misstatements: and {3 the general ledger s preperls
exchange transactions.

configured 1o

ecord the mitk-for-pudding

CCC management implement approprate procedures to require the FSA Group Dircctor of
Farm Loan Analvsis oran expenienced FSA cconormst o review the completed Loan Form
COC-277 before it is submitted to FMD.

1-15 {Continued)
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CCC management implement procedures to require a KCCO Branch Chiet or a DACO
designee w review the completed Inveniory Form CCC-277 before it 1s submitted to FMT).

FSA econonusts. the K. CCO Branch Chiefs, and DACD designee be provided with the final
allowance calculation before the ety s made in the general ledger for review and final
approval.

3

The allowance calculations be reviewed in detail by FMD personnel with a sufficient
understandmyg of the process o be able to detect errors in the calculation and related jowmal
ontries,

The National Office stress to county o fhee persommel the impartance of conducting p eriodic
reviews of the overpayment registers to identify amounts due CCC. The program technicians
responsible for conducting this review should document their determination of whether the
overpayments tisted in these registers should be recorded as receivables and. where applicable,
the date when the receivables are recorded m the Commen Recervables Systermn. The County
Exccutive [hrector or s designee should periodicatly review the program technicians’
determinations and conclude as o whether action s appropriate and timely.
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Renortable Conditions

The reportable conditions we identified as of and for the year ended September 300 2005, are
summartzed below:

Improvement Needed in Producer Monitoring Procedures

As noted in the previons vear, producer monitoring procedures need improvement. Compliance with
CCC's praducer monitering requirements is necessary to deter program abuse and possible
frandulent actions comnutted against Federal resources.

In accordance with CCCs policies and procedures, benefit payments made to producers for loans
and LDPs may be based on the producer’s certification of the underlying production quantities. The
certified amount is subject to cvaluation by the county office personnel, who must determine the
maximum cligible quantity of production based on the vield determinations made by the County
Office Commitiee {(COCY and the producer’s reported acreage. CCC policies reguire that county
office personnel not eliow the producer to receive a loan based on quantities in excess of 110% of the
maxbmum ehgible guantity, unless the COC reviews and approves the transaction. During the fiscal
vear 2003 site visits, we noted that for 4 of the 92 loans reviewed and 7 of the 99 LI3Ps reviewed, the
nraducer’s underlying coliateral exceeded the maximum eligible quantiy of production. In these
instances. the benefit pavment was made for the full amount claimed without prior COC approvai,
and for one of the four county offices where this condition was noted. the county office personnel
faited o obtain prior COC approval for all the 1oan and LDP benefits claimed.

In addition, the county offices must make production spot checks of randomly selecied farm-stored
founs and certificd LDPs on a wonthly basis and gather adequate production evidence. Adequale
documentation must be maintained by the county office W support the spot cheek results. During our
audit we noted that ficld office personnel did not always comply with these requirements. The resulis
of our audit procedures determined that (1) 2 of the 12 county offices reviewed did not perform the
production spot checks on a monthly basis; (23 | of the 12 county offices reviewed did not perform
one of the spot checks selected for testing: 2

nroducers selected for spot checks did not provide production evidence within nme months of the
dishursement date and coiny office personnel did not take approprate follow-up action: and (4) in |
of the |2 county affices reviewed, there was no documentation evidencing that the county office staff
or County Uxecutive Director reviewed the monthiy spot check registers w determmne whether cach
loan or LDP hsted was supported by sufficient production evidence,

eg roviewed, seven

3% of the 12 county offic

There 1s an increased risk of making improper payments if county office personnel do not perform
the required producer monttoring eligibility procedures, Also, if collateral reported by producers is
not properiy venfied. there 15 a visk that loans will net be adegquately collateralized. which may
expose COC o losses not supparted by statutory reguirements

Recommendations

We continue 1o make recommendatons 10, 11, and 12 from our fiscal year 2004 audit report.

2-1 {Continucd)
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Improvement Needed in Management's Review Procedures Related to the Development.
Implementation, and Maintenance of CCC’s Credit Reform Cash Flow Madels

During fiscal year 2005, CCC developed and implemented new cash flow models for s direct loan
and loan guarantee cstimates under the PL 480 and General Sales Manager (GSM} programs,
respectively. [Towever. we noted that management’s review of the development and implementation
of the cash flow models nceds improvement. For example. we noted the following errors in the cash

flow medels and related data, all of which were corrected by CCO prior o foalizng the

September 30, 2005 re-estimates:

o During our review of COCTs newly developed cush Mow models we noted several cases in which
loans were omptted from the caleulations performed by the models;

e We dentified inaccuracics with cerfain amouwnts reported i the output data Hiles, 1 particular
recoveries, prepayments, and defaults. These errors included invorrectly caleulated default and
recovery amounts in both the GSM and the PL 480 cash flow model output reports:

s  We identified mstances where prepayments were  incorrectly  identified and  therefore,
inappropriately processed by the models.  In addinon, we noted mcorreet caleulations of
prepayment adjustments made o the origmal payment schedules tn the PL 480 cash {low model:
and

«  We noted errors in the source data supphied by FMI, mcluding mconsistencies 1w country codes
between the source data files and the default rates supplied by FMD. The mconsisiencies resulted
in omitting those countries {rom the totals reported m the Balances Approach Re-ostimale
Caleulator (BARC) input file,

In addion. we noted that CCC docs not have adequate version control procedures. Duaring our
review of the re-estimate caleulaton, we identifed that the caleulated from the BARC did not agree
to the information for PL480 1 the cash flow model In discussions with managerent, KPMG
< §

entres The Lo

deternuncd that FMID personnel us wowrong version to record the accounn

version conirol resulted o 34 muthon error, which was subsequently corrected

A lack of effecive management rovicw and version control procedures over the development and
5

implementation of the new 2005 cash flow models, or prospectvely, 1o any changes 1o the cash How

mode! structure in future years, increases the nisk that errors i the models mav existamd not be

detected.

b
]
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Recommendations

We recommend thats

22 Budget Division management enhance its procedures to ensure that further modifications made
to the cash flow models are thoroughly reviewed and approved 10 ensure the accuracy and
reliability of the model calculations. The review and approval of all changes should be formally
documented,

o]
(]

. Budget Division management implement version contro! procedures to ensure that (1) all
chavges to the models are properly documented, reviewed, and approved. and (2} only the
current and final approved versions of the cash flow models are being used 10 prepare vear-end
consohidated financial statements.

g
s
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" Year First Reported
by KPMG -

- Fiscal Year 2004 Finding

Fiscal Year 2005 Status

2002 During fiscal vear 2005 FSA/CCC ook
severat actions 1o address prior year
information security and contingency
planning weaknesses. For example

Federal Information Syslems
Management Act (FISMA) - FSA/CCC
needs o improve its level of compliance
with FISMA by implementing additional

i controls  and  processes  supporting  Its FSA/CCC
entitv-wide security program and operating !
device seeunty : s Drafted an mirastructure support

disaster recovery plan;

» Scheduied an application specific
disaster recovery test for early 1 fiscal
year 2000;

« Continued updating security risk
assessmients for key apphcations: and

o Began usmg the Blectronic Reposilory

' for Security Requests (ERSR), a new
system for managing network and
applicabion user access requests.

" However, additional  weaknesses  were

Cidentified in the areas of the information

L security program, technical access controls,

Cchange  manggement, and  conifingency

planning. Therefore, in fseal vear 2005 the
presentation of the ssue was modificd o
1%

cftect  current year  operations and
L continues (o be reported as non-complunce
Cwith FISMAL

1 {(Continuad)
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Status of Prior Year Noncompliance and Other Matters Reported

Fiscal Year 2004 Finding

Debt Collection Improvement Act of
1996 (DCIA) - CCC was not in substantial
comphance with one provision of DCTA,
and receivables older than 60 days were
not always converted by the county office
personnel to claim status and reported to
COC s cantralized debt servieing system.

Year First Reported

by KPMG

Federal Financial
Improvement Act of 1996 (FFMIA) --
CCC was not in comphiance with OMB
Bulletm 01-02 and FEMIA as follows:

e iplonmation  security  controls
contingency  plannmg  capabilitics in

Management |

20035 report.

Fiscal Year 2005 Status

CCC has taken significant steps over the |

past several years lo address this issue.
CCC  management has  continued

emphasize 1o county office personnel the |
“ importance
achieving compliance with DCIA require- !
provided

of  debt  management

ments.  Management has  also

for |

additional training and tools to facilitate this
process. | herefore, we did not report non- |
comphbance with DUIA in our fiscal year :

2007

and |

gecordance with OMB Cireular A-130

Federal financinl manage-ment systems

«  Financial systetns
accordance with OME Circular A-127

UISSGL st the wans-action leved

controls ol

doral accounting standards using the !

- loans

Dhuning fiscal vear 2005, CCC implemented

correchive actions to improve controls and

processes supporling is fipancial

| processing environment. For example, COC

implemented new direct and  guaranteed |

cash  flow models. However, as
reported 1 the Jmprovement Needed in
Firancial Svstem Fupctionality and Related
section of Exhibit L

additional improvements could be made ta

Froresses certam
financial system functionality and reluted
p}’“CChSCF‘

2005 the
ssue was modidied w
reflect current year operations: however,

Thercfore, in Nscal  year

presentution of the

CCCC contnues o be non-compliant with
P FPMIA
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Status of Prior Year Material Weaknesses Reported

Fiscal Year 2004 Finding Years Reported by KPMG/Type Fiscal Year 2005 Status
{1) Improvement needed in ! 2002 - Material Weakness During fiscal year 2005, CCC took :
information security controls : several actons to address prior |
£ 2083 - Material Weakness years” nformation security  and

¢ contingency planning weaknesses.
For example:

2004 Material Weakness

e o Dirafted an mfrastracture
2005 — Material Weakness - '
support disaster recovery plan;
s Scheduled  an application !
speeific disaster recovery  test |

for carly m fiscal year 2006,

[ e Continued updating  security |
risk  assessments  for o key
applications; and

«  Began  using  ihe  Hlectronwe
Repository for Security
Requests (ERSR), @ new system
for  managmg  network  and
application user

CRS FOGUCSts

However, addittonal  weakneosses
were dentified i the sreas of
mformation  securily  prograni,
echnical access controls, change |
management, and  contingenc
zar

planming. Therefors, in fiscal w
2005 the presentation of the issue
was modified w reflect current vear
operations  and  continues o be
reported as a material weakness. as
well as non-comphance with the
Federal Information Security
Manavement Act of 2002 (FISMAG

{Contnued)
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Status of Prior Year Matorial Weaknesses Renorted

Fiscal Year 2604 Finding _ Years Reported by KPMG/Type Fiscal Year 2005 Status
| i
2} lmprovement needed in financial : 2007 - Material Weakness | CCC nmplemented several |
i system functionality and related | ¢orreclive  actions  fo  unprove
PLOCESSEs 2003 - Material Weakness | controls and processes supporting

| | i s financial systems during fiscal
year 2005, However, as in priot
vears audils, we again noted thal

2004 - Matenal Weakness

additional improvements are
ERE At EUR T . > :
2005 - Material Weakness needed with regards to financial

system functionality and  reluted
progesses. IFor example, CCC does
not have a completely mtcgreﬂcd?
i financial  gystem o track  and
L eovern the status of obligations and
administrative  limitations  estab- |
fished by legislation or ageney |
pohicy, and  its  systems  are
dependent upon manual processes
that require further enhavcements to
be effective,

Therelore, in fiscal vear 2003 the |
Dpresentation of  the  issue was |
modified o rellect cwrrent \Cm
operations and  continues 1o bhe |
reported as a matenal weaknoess,

4.2 (Continued)
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Status of Prior Year Material Weaknesses Reported

1
I

Fiscal Year 2004 Finding

{3) Improvement
funds contirol mechanisms

needed

1
in | 2002 - Material Weakness

2003 - Material Weakness

2004 - Matenial Weakness

2005 - Matenal Weakness

Years Reported by KPMG/Type

Fiscal Ye_ar 2005 Status

CAs reported m prior vears, CCC does -

I not have a collection of

at  the transaction  level  This
fimitation.  in addion  to the
decentralized  nature  of  CC0's
Opcrailm]& contmues o create
challenges Jor management in M8
ability  to properly  communicate
Cbetween departments and cffectively
| monitar funds controls.

P Efective Tunds control s dependent
" upon svstems and the accuracy of the
" budgetary account balances. in fiscal
s vear 2004, we reported as a separate
- material 1S5UCS noted
related to CCCTs ability to accurately
L report budgetary account balances. In

weakness we

financial -
systems that allows management to
monitor and control budgetary events

(2005, we pote that CCC responded 1o
~this malter by developing new policies |

the
¢ budgetary transactions; however, COC
fally
crosultie i materaf
audit adjustments i fiseal vear 2005,

surroundme

Cwas  unable 1o implement

eltective pohcl

2005 the

IS54ES is

Therefore, in fiscal

[ presentation

year
ol these

reported  as “himprovement
Over the budpet Ex

in | IEHI7

combined

(4} Improvement  needed : Material Weaknoess D We believe this material
budgetary accounting and | . . L continues o exist and 18
B . . . & | HI03 - Materal Weakness P )
reporting policies and ; ¢ with material weaknoss o, 3 as noted
procedures |L 2004 - Matertal Weakness i above.

a3

accounting  for

combmed mto one material weakness |
Needed
ccution Process”

weakness
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Status of Prior Year Reportable Conditions Reported

Fiscal Year 2004 Fi . 1  Fiscal Year 2005 Status

2002 — Material Weakness CCC has taken steps 1o improve mtermal
operations and to develop new pohwies and

| !
I |

{5) Improvement needed |
in financial accounting I

. . 2003 — Material Weakness
and reporting potlicies |

procedures  related  to expense  accruals.

and procedures | 2004 - Reportable Condition Additienally, CCC  has made significant
: 2005 - Material Weakness progress in  establishing claums  for  the

outstanding amounts due and in following up
on  outstanding  debts  for  achieving
compliance  with  the Debt  Collection
Improvement Act of 1996 (DCEA). However,
: | Cin fiscal year 2005, we noted the need for

signiflicant  improvements i the  overal
accountng and reporting policies refated 1w
new programs and a general lack of effective
mAnapement review over expense aceruals |
recorded. For instance. we noted matenal
errors 10 management’s  application of |

accounting standards and the tack of a ¢ lear
revicw process  over data inputs o the

expense acorual process. In addition, COC

made significant lne stem reclassifications o |
the 20035 staterment of financing as a result of |
our review of that statement.

Therefore, in fiscal vear 2005 the presentafion
of the sssuc was modified i reflect curent |
‘ear operations and 15 reported as a matenal
akness in our fiscal year 2005 report. '

W

LA
|

{Continued)
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Status of Prior Year Reportable Conditions Reported

Fiscal Year 2004 Finding  Years Reported by KPMG/Type - .. Fiscal Year 2005 Status

(6 Improvement needed ‘ 204 Reportable Condiion CCC o took  sleps to amprove  the
in producer \ implementation of its producer monitoring
monitoring procedures procedures. During the prior y ear site visils,

we noted that county office personnel did naot

always perform producer  eligibihty
determinations prior to making payments.

During the 2005 site visits. we noted that the

ehgibihity  determmations,  including  the

| . collateral reasonableness analysis, were bemg

; Cperformed. However, there were  several

nstances in which the producer’s underlying
s collateral exceeded the maxinmum  cligible
| Cquantity of  production,  but  the beneflu

: pavment was made for the {ull amcunt

claimed without prior COC approval. We

noted almost na changes in the nature or

2005 - Reportable Condition

frequency  of occurrence of the findings
related to the production spot check controls.

Theretore, in fiscal year 2003 the presentation |
of the issue was modificd to reflect corrent |

Cyear operations and continues (o be reported |

i - i as a reportable condition.
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FROM: Kristine M, Chadwick
Controtler. Commodity Credit Corporation

SUBJECT:  Response 1o the Draft Combined Independent Auditor’s Report on the
Cammodiy Credi Corporation’s (CCC Fiseal Yoars 2005 and 2004
Comparative Financial Statements

Wo have reviewed KPMGTS Drralt Combinad Independent Auditor s Report dated
November 7. 2005, and agree with 115 content. CCC will develop an implementation plan
10 address the findings and recommendations identificd dunng the audit. As we consider
{the required corrective actions. we will continue toowork with KPMG and the Office of
ihe Inspector General i dentifving the specific actions that will asais us i successiully

addressing the recommendations,

Hvou have any questions or require sddiionah infermation, please conmact

Elivabeth Russell ar (703 5051273
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COMMODITY CREDIT CORPORATION

Management’s Discussion and Analysis
September 30, 2005

An Overview of the Commodity Credit Corporation

Mission

To assist in stabilizing, supporting, and protecting farm income and prices, to help
maintain balanced and adequate supplies of agricultural commodities, to help in the
orderly distribulion of these commodities, and to assist in the conservation of soil,
air, and water resources and in the protection and impravement of wildlife habitat.

E stablished in 1933, the Commodity Credit Corporation (CCC or the Corporation) is a wholly owned
government corporation within the U.S. Department of Agricuiture {USDA), created 1o stabilize,
support, and protect farm income and prices, among other activities, CCC is the Federal government's
primary financing arm for an array of domestic and international agriculturat programs. CCC also helps
maintain balanced and adequate supplies of agricultural commodities and aids in their orderly
distribution.

The Corporation belps America’s farmers and ranchers through commodity and farm storage facility
loans, purchases, income support payments, and other operations, and makes availlable materials and
facilities required ir the production and marketing of agricultural commodities. It also provides incentives
and payments fo landowners to establish land conservation practices on their land.

CCC provides agricuftural commuodities to other Federal agencies and foreign governments, and donates
commodities to domestic and international rellef agencies, and foreign countries, The Corporation assists
in the development of rew domestic and foreign markets and marketing faciliies for American
agricultural 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 crganization chart of FSA). Most of
CLCC's programs are delivered through an extensive nationwide network of FSA field offices, including
approximately 2,400 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 impraving arogram delivery.

Other pregrams are operated with the personnel and suppert of such USDA agencies as the Agricultural
Marketing Service {AMS), the Natural Resources Conservation Service [NRCS), and the Foreign
Agricultural Service (FAS).  CCC also recewves support from the U5, Agency for International
Development {AID) v operating some of its international programs.

A Board of Directors manages CCC, subject to the general supervision and direction of the Secretary of
Agriculture, who is an ex officio director and chairperson of the Beoard. As shown in Appendix A, the
Board consists of seven members, in addilion to the Secretary. The President of the Linited States, with
the advice and conscent of the Senate, appoints them to office. The members of the Board and the

Page 1
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Management's Discussion and Analysis
September 30, 2005

Corporation’s officers are officials of USDA. CCC officers, directly or through officials of designated USDA
agencies, maintain liaison with numerous other governmental and private trade operations’.

The Corporation operates numerous domestic programs, such as income support, disaster, and
conservation programs. It also extends direct credits and guarantees commodity sales to foreign
countries throughout the world.

CCC has its own dishursing authority. For several programs, CCC utilizes the Federal Reserve banking
system to make payments. This disbursing authority allows the Corporation to make payments quickly
and provide financial support to America’s producers and farmer’s without delay.

CCC has a variety of funding mechanisms [see Appendix B for a listing of CCC accounts with the

U.S. Department of the Treasury (Treasury)]. Most of the domestic programs are operated out of a
revolving fund, which has a $30 billion borrowing authority from the Treasury. This fund also receives
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, foereign grant and donation programs, and disaster relief.

' As required by 5 U.S.C, 552 b (), by Rfing this repart, CCC s notifying the Congress of the United States that the CCC Board did
not hold any open or closed meetings this fiscal year. Additionally, there was no hibigation brought against the Board under the
Government in the Sunshine Act this year. Sknilarly, there are ne changes in policies or statutes reguiring notification under this
subsection.
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Farm Service Agency Organizational Chart
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COMMODITY CREDIT CORPORATION

Management’s Discussion and Analysis
September 30, 2005

CCC’s Strategic Goals and Performance Measures

The CCC strategic goals and performance measures included in this report are consistent with those

reported in Management’s Discussion and Analysis in fiscal years 2000 through 2004. They are based
upon the FSA Strategic Plan for Fiscal Years 2001-2005.

FSA is currently in the process of implementing a new budget and performance management system
which complies with the President's Management Agenda for budget and performance integration. The
cornerstone of that effort is a new FSA strategic ptan for fiscal years 2005 through 2010, which, as of
September 30, 2005, was a draft document approved by the Administrator for review and comment by
FSA emplayees and the public,

Strateqic Goal: Provide farm income support and natural disaster assistance
to eligible producers, cooperatives, and associations to help improve the
economic stability and viability of the agricultural section, and to help ensure
the production of an adequate and reasonably priced supply of food and fiber

Responding to the Nation’s Natural Disasters

In October 2004, President Bush signed disaster and drought legislation (P.L. 108-324) that provides

more than $3 billion in financial relief to farmers, ranchers, foresters, and other agricultural producers
who incurred josses due to weather conditions in recent years. The legisiation funds new and existing
programs administered by USDA's FSA.  In addition, USDA is making more than $170 milion in
emergency assistance available to agricultural producers suffering from Hurricane Katrina. CCC programs
that provide assistance are the Emergency Conservation Program (ECP), Marketing Assistance
Loans (MAL), Crop Disaster Assistance Program (CDP), and the Livestock Assistance
Program {LAP).

Emergency Disaster Relief Programs for Farmers and Ranchers Coping with Hurricane
Katrina

Emergency Conservaltion Funding (FCP)

USDA is providing more than $20 million to States and counties in ECP funds fo heip producers repair
damage to their lands. ECP paiticipants will receive cost-share assistance of up to 75 percent of the cost
to implement approved emergency conservation practices such as debris removal and restoration of
fences and conservation structures, The ECP is administered at the county level under the guidance of
the FSA State offices,

Marketing Assistance Loans and "0On-Farm” Grain Storage

CCC has implemented changes to its MAL to allow producers to obtain loans for "on-farm” grain storage
an the ground in addition to grain bins and other normally approved structures. This action s designed
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to alleviate short-term logistical problems and support local cash prices above distressed levels as a result
of the hurricane. Grain producers in the United States {U.S.) are facing logistical challenges as port
operations in the central Gulf Coast and lower Mississippi River have been hampered by Hurricane
Katrina, which were already complicated by summer drought conditions in the upper Mississippi and
Illinois River basins.

USDA is providing a temporary incentive to assist immediate movement of some 140 barges of damaged
corn {over 7 million bushels) cut of New Orleans to up-river locations. Cnce unloaded, the empty barges
will continue up the river to load and begin moving new-crop commadities to help producers deliver and
sell creps in the absence of barge transportation caused by the hurricane. USDA will pay incentives for
alternative storage of up to 50 million bushels of grain. These actions will further ease pressure on
producers to market commodities under adverse conditions.

CCC also provides preducers its Farm Storage Facility Loan Program (FSFL) that is available to
provide low-interest financing for producers to build or upgrade on-farm grain or silage storage facilities.
Eligible size of the structure is determined by the borrower’s demonstrated need for additional on-farm
storage capacity to store eligible commodities. An eligible borrower must have a satisfactory credit rating
as determined by CCC and demonstrate the ability to repay the facility loan debt. Facilities built for
commercial purposes and not for the sole use of the borrower(s} are not eligible for financing.

Additional Assistance

FSA has other programs to help producers recover from losses resulting from natural disasters such as
Hurricane Katrina. FSA’'s Noninsured Crop Disaster Assistance Program (NAP) provides financial
assistance to producers of noninsurable crops when low yields, loss of inventory or prevented planting
occur due to natural disasters. To be eligible for NAP assistance, crops must be noninsurable crops and
agricultural commeodities for which the catastrophic risk protection level of crop insurance is not available.
Producers must meet other eligibility requirements to receive NAP payments.

Fiorida Hurricane Disaster Assistance Programs

nusually harsh weather conditions late in fiscal year 2004 as a result of Hurricanes Charley, Frances,

Ivan, and Jeanne resulted in devastation to the Florida citrus fruits and vegetables and nursery
industries causing substantial production and tree losses. The Florida Husricane Agriculture Disaster
Assistance Programs provide special disaster relief to producers of citrus, selected tropicat fruits,
vegetables, and nursery crops located in Florida counties that have received & Presidential disaster
declaration. Payments for this assistance are authorized under Section 32 of the Agriculturat Act of
Auqust 24, 1935, which allows the Secretary of Agriculture to restore producers’ purchasing power. This
assistance program falis under CCC's Disaster Program. To answer the needs of those producers
impacted by the havoc wreaked as a result of the hurricanes, FSA was provided $532 million for direct
paymenis. The fiscal year 2005 costs for the Florida Hurricane Citrus Program, the Florida Hurricane
Nursery Program, and the Florida Hurricane Vegetable Program were $347 million, $50 million, and
$14 million, respectively.

Citrus producers were reimbursed on a per acre basis for each eligible grove. Payments are based on the
severity of destruction as determined by the path of the storms and damage eslimates which will take
into account varous levels of losses generally correlating to the distance from the eye of the hurricanes,
the average production loss, tree loss, and rehabilitation and cleanup costs.  Fruits from groves must
have been marketed in both 2003 and 2004, Sign-up began October 5, 2004,
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Nursery payments were based on 25 percent of inventory loss plus a flat rate payment of $250 per acre
to address general cleanup costs from the hurricanes. Sign-up began October 20, 2004,

Payments for vegetable, fruit and tropical fruit producers were based on a per acre basis, and payments
for plasticulture {production practices where the soil has been bedded, fumigated, fertilized, and plastic-
mulch faid) vegetable producers were hased on the type of planting application or method installed or
completed at the time the hurricanes hit. Sign-up began Cctcber 20, 2004,

Each producer’s payment was limited to $80,080 under all three of these programs. Payment rates were
5 percent less for preducers who did not obtain Federal Crop Insurance or coverage under the
Noninsured Crop Disaster Assistance Program.

Emergency/Disaster Assistance

During fiscal year 2005, the Corporation incurred $3 billion in net costs for emergency assistance
programs, compared to $1.1 billion a year earlier. Program costs were much higher in fiscal year 2005
primarily due to the Crop Disaster Assistance Program. There was an overall increase of the

$1.5 billion in payments during FY 2005 to producers for crop disaster throughout the nation for 2003,
2004, and 2005 crop losses due to damaging weather.

The 2003/2004/2005 Crop Disaster Program {[CDP), as provided for by the Military Construction and
Emergency Hurricane Supplemental Appropriations Act of 2005, reimburses producers fer qualifying
losses to agricuftural commeodities (other than sugar cane or cotton seed) due to damaging weather or
related conditions. The damages must be in excess of 35 percent for the loss of production or 20 percent
for quality losses. The program, administered by FSA, has no set funding limitation. In addition to the
assistance provided under the 2003/2004/2005 CDP, the legislation also authorized $3 million for 2003
fruit and vegetable ltosses in North Carclina and $50 million for 2003 crop losses in Virginia.

Qualifying crop losses for the 2005 crop are limited to only those losses caused by hurricane or trepical
storms of the 2004 hurricane season in counties declared disaster areas by the President of the U.S.
Producers who received payments from Section 32 of the Agricultural Act of August 24, 1935, with
respect to 2004 hurricane crop losses are not eligible for payments under this crop disaster program.
Sign-up for the 2001/2002 Crop Disaster Assistance Program began on June 6, 2003. Producers
with crop iosses in both years are eligible to receive payment for 1 year. Payments started going out to
farmers on June 30, 2003, and, for the fiscal year ended September 30, 2003, $2.1 biflion had been
issued to eligible producers. Payments issved in fiscal years 2005 and 2004 totaled $2.4 billion and
$561 million, respectively.

FSA's Livestock Assistance Program (LAP} is a grazing loss program that will pay eligible livestock
producers for grazing losses on a per head basis of eligible livestock., A producer must have control of
adequate grazing land to support the eligible livestock, and the producer must possess beneficial interest
in eligible lvestock that have been owned or leased for at least 3 months. During 2003 or 2004, a
livestock producer must have suffered a 40 percent or greater loss of grazing production for three or
more consecutive months due to natural disasters. Funding for LAP is authorized by the Military
Ceonstruction and Emergency Hurricane Supplemental Appropriations Act, 2005.  Unlike prior LAP
programs, there is no cap on fotal funding.
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The 2005 Act also impoeses a requirement that limits assistance te persens with a gross revenue limit of
$2.5 million, which is a change from the previous LAP. A $40,000 per person payment limitation aiso
applies to LAP assistance. As of September 30, 2005, $70 million in program costs had been incurred for
LAP compared to 2004 costs at $130 million, a decrease of $60 million,

The American Indian Livestock Feed Program (AILFP)} provides reimbursement of expenses for
purchases of livestock feed for producers whose livestock were on tribal-governed land at the tme of a
natural disaster. Payments are made directly to the livestock owners and based on the smaller of either
30 percent of basic feed needs, stated as the Animal Unit Day (AUD) for eligible livestock, or the actual
dollar amount of livestock feed purchases recorded on receipts.

As in the past, tribal governments will request to enter into a government-to-government contract for
areas meeting the loss criteria. In addition to meeting other loss criteria, the tribal-governed land must
have had a loss of grazing production in excess of 35 percent. Livestock owners will receive benefits for
the actual number of livestock that were present on tribal-governed land during the disaster payment
period in which supplemental feed was provided.

The Non-fat Dry Milk Livestock Feed Assistance Initiative, announced by the Secretary on
July 16, 2004, provides assistance to livestock producers in States that need help in maintaining
foundation livestock herds as the result of extreme drought conditions, CCC sells, through feed dealers in
the State, a portion of its non-fat dry milk inventory as kvestock feed under section 165 of the Federal
Agriculture Improvement and Reform Act of 1996. CCC has been working with the U.5. Drought Council
" in determining the amount of assistance producers need and the States suffering the most severe impact
of the drought. Producers in nine States were eligible for the first 2004 initiative allocation. The States
were Arizona, Idaho, Montana, Nebraska, Nevada, New Mexico, Oregon, Utah and Wyoming. Total costs
for this program were $5 million in fiscal year 2005.

The Noninsured Crop Disaster Assistance Program (NAP) is an ongoing program that provides
financial assistance to producers for non-insurable crop losses and loss of income as a result of a natural
disaster that 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 fiscal years 2005 and 2004, CCC incurred $108 million and $122 million in program
costs, respectively.

Improving Life in Rural America

CC provides assistance to America’s farmers through income support, commodity loan programs,
inventory operations, and emergency assistance.

Direct and Counter-Cyclical Program Paymenls

The Direct and Counter-cyclical Payment Program {DCP) provides payments to eligible producers on
farms envolled for the 2002 through 2007 crop years. There are two types of DCP payments — direct
payments and counter-cyclical payments. Both are computed using the base acres and payment yields
established for the farm. DCP was authorized by the Farm Security and Rural Investment Act of 2002
{2002 Farm Bill) and is administered by FSA. The 2002 Farm Bil replaced production flexibility contract
(PFC) payments {which were established by the Federal Agriculture Improvement and Reform Act of
1596 with direct payments.
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Base acres and payment yields are established for the following commodities:
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Direct Payment Rates 4052 $0.28 | $0.35 50.24 | $0.024 | $0.0667 | $2.35 $0.44 | $0.008
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
»  Crop Years 2004-2007 $3.92 $2.63 $2.57 $2.24 5149 | $0.724 | $10.50 | $5.80 | $0.101

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, may be paid to the producer in
advance. Payment rates for direct payments are established by the 2002 Farm Bill and are issued
regardless of market prices.

Producers are also eligible for counter-cyclical payments on farms for which payment yields and base
acres are established with respect to the covered commodity, 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. The 2002 Farm Bill allows producers to receive counter-cyclical payments in three mstaliments.
The first two installment payment rates are based on supply, demand, and price forecasts for the
commoclity, The final payment rate is determined after the end of the commaodity’'s marketing year.

In fiscal year 2005, $4.9 billion in direct payments and $3.2 billion in counter-cyclical payments were
issued tc eligible producers. As required by the 2002 Farm Bill, any overpayments to producers under
the counter-cyclical payment program must be repaid. As of September 30, 2005, CCC had $320.6
mition in receivables due from producers under this program.

Miltk Income Loss Contract (MILC) Program

The MILC Program financially compensates dairy producers when domestic milk prices fall below a
specified jevel. MILC payments are made monthly when the milk price falls below the established price
per hundredweight. Dairy producers entered into contracts with CCC that ended on September 30, 2005,
and received monthly direct payments when domestic milk prices fell below a specified jevel. Payments
in fiscal year 2005 were $11 million, a decrease of $235 million from fiscal year 2004 payments of

$246 million. The decline in MILC payments for 2005, are attributed 1o the fact that there was only

1 month in which there was a payment rate in effect during fiscal year 2005, and the rate was
substantially low ($0.0315/cwt.}. In contrast, in fiscal year 2004, there were 4 months with effective
payment rates that averaged $0.6457/cwt. This considerable drop in payments is the result of higher
market prices.

Farm Storage Facility Loans (FSFL)

CCC provides FSFL to assist preducers in building additional on-farm storage in order to obtain high
market returns, manage production inventories, and control fivestock feeding costs. The FSFL program
was first implemented in fiscal year 2000, Loans outstanding under the FSFL program were $210 mitlion
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and $187 million as of September 30, 2005 and 2004, respectively.

Demand for the program in fiscal year 2005 continued to exceed expected levels, and the trend may
exceed targeted levels in future years as farmers in some parts of the country have to store their 2005
harvested crops on the ground due to a shortage of available commercial storage space. Also, with rising
interest rates, many producers may have to rely an the Farm Storage Facility Loan program to fund
additional storage needs. In addition, the program also allows farmers to build storage to store their
genetically engineered crops used for bic-energy that cannot be commingled with the nation’s food
supply. It is anticipated the harvested acres of these crops will continue to rise with demand for
alternate fuel sources.

Bioernterqgy Program

CCC’s Bioenergy Program, made permanent by the 2002 Farm Bill, was revised to expand industrial
consumption of agricultural commodities by promoting their use in the production of ethancl and
biodiesel. The Bioenergy Program promotes sustained increases in bioenergy 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. Expenses incurred in fiscal years
2005 and 2004 amounted to $99 million and $115 million, respectively.

Commodity Loan Programs

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
heip producers pay bills when they come due without having to sell the harvested crop at a time of year
when prices tend to be fowest, Later, when market conditions may be more favorable, producers may
sell the crop and repay their loans with the sales proceeds.

On Qctober 22, 2004, President Bush signed the American Jobs Creation Act of 2804, which included the
Fair and Equitable Tobacco Reform, commonly referred to as the “Tobacco Buyout.” USDA is charged
with administering the program, and titled it the Tobacco Transition Payment Program. Beginning with
the 2005 tobacco crop, all aspects of the Federal tobacco marketing quota and price support loan
programs ended.

Marketing assistance loans (MAL) arc provided to preducers of wheat, feed grains, oiiseeds, upland
cotton, and rice. Under the 2002 Farm Bili, marketing loan provisions were extended to peanuts, wool,
mchair, and honey {(in addition to other certain commodities). Loans are made for 9 months and loan
rates are fixed. Per legislation, interest is charged on these Ioans at a rate one percentage point above
CCC's cost of borrowing from Treasury.

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

As discussed in the following paragraphs, there are several program provisions authorized 1o prevent
defivery of lgan collateral to CCC. By reducing loan collateral forfeited to the Corporation, these
provisions considerably reduce the Federal government’s inventory acguisition that might otherwise
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occur. Such inventories tend to make U.S.-produced commodities less competitive in world markets and
may impese 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 2005, marketing loan gains totaled $360 million; in the prior fiscal year, they totaled
$149 million.

Loan deficiency payments (LDP’s)} aliow the producer to receive a payment in lieu of securing a loan
from the Corporation. LDP’s disbursed this fiscal year were $3.8 billion, an increase from the $461 million
disbursed last fiscal year. CCC made $3.3 billion maore in loan deficiency payments during fiscal year
2005 compared to 2004 based on the increase of the 2004 crop year production of corn, soybeans, and
upland cotton. This increase of production led to crop prices falling and loan deficiency rates to rise,

Commedity certificates are available to producers to purchase for use in redeeming collateral pledged
to CCC for a commodity loan. The redemption of the loan collateral using commaodity certificates may
encourage producers to redeem the loan rather than forfeiting or delivering the collateral to CCC at loan
maturity. The certificate exchange rate at which the producers purchase the commodity certificates is
the market price of the commaodity on the date of the purchase. These commodity certificates are not
available when the exchange rate exceeds the applicable loan rate. The producers must immediately
exchange the commodity certificates purchased for the loan collateral. The difference between the ican
rate and the certificate exchange rate (i.e., the market price) is a net cost to CCC. In fiscal year 2005,
$5.1 billion in loans were exchanged for commedity certificates valued at $3.6 billion, resulting in a
$1.5 billion net cost to CCC. In fiscal year 2004, the equivaient net cost was $9938 million, The increased
net cost in fiscal year 2005 is indicative of declining market prices for cotton, rice, and corn.

The 6-vear trend of commeodity loans outstanding {inciuding marketing assistance loans) reflects a sharp
decrease in toans during fiscal year 2001, Contributing to the decrease was the legislatively authorized
forfeiture into inventory of $609
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commodity foans outstanding were $1 billion, compared to $1.8 billion as of September 30, 2004, The
majority of loans outstanding are for soybeans, wheat, corn, rice, and cotton,
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MAL's 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 their
product immediately after harvest. By operating these programs, CCC is working towards its goal of
providing farm income support fTo help improve the economic stability and viability of the agricultural
sector and will continue to administer MAL's and LDP’s as directed by the 2002 Farm Bill.

Loans made totaled $12.6 billion and $9.2 billion in fiscal years 2005 and 2004, respectively. Loans
repaid totaled $12 billion and $8.8 billion in fiscal years 2005 and 2004, respectively. The charts below
depict the breakdown of loans made and loans repaid, by commodity. The “"Other” category in the
following charts includes wheat, tobacco, honey, sugar, peanuts, oilseeds, and mohair.
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Tobacco Transition Pavyment Program (TTPP)

All aspects of the Federal tobacco marketing quota and price support lcan programs are ending.

Beginning with the 2005 tobacco crop there were no planting restrictions, no marketing cards, and no
price support Inans. Sign-up for the Tobacco Transition Payment Program (TTPP) was the final and only
opportunity to receive Federal payments related to tobacco production.

TTPF provides ten equal instaliment payments to tobacco quota hoiders and tobacco producers beginning
in 2005 and ending in 2014, During 2005, CCC called ait the outstanding tobacco ioans and brought the
tobacco collateral into CCC inventory. The calfing of all CCC's tobacco loan poitfolio was authorized by
the legislation. CCC disposed of the acquired tobacco inventory by either selling it to the tobhacco
associations in exchange for amounts from Ne Net Cost Tobacco Account {NNCTA} funds being held by
CCC, or by bid sells to the public. The use of NNCTA funds to exchange for tcbacco inventory reduced
CCC's liabilities to the tcbacco association because the NNCTA funds were being held for the benefit of
the tobacco association.  During 2006, the remaining NNCTA funds wili be distributed to the tobacco
associations when the Under Secretary approves the tobacco association's plan to distribute the NNCTA
funds to their members.
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Strategic Goal: Assist agricultural producers and landowners achieve a high
level of stewardship of soil, water, air, and wildlife resources on America’s
farmland and ranches while protecting the human and natural environment

Improving the Environment

he Corporation funds several conservation programs, serving to preserve and conserve the Nation’s

farmland for future generations and to provide clean water, air, and wildlife for the general public.
As reflected on the Statement of Net Cost, costs associated with the Corporation’s conservation programs
were $10.6 billion this fiscal year. Last year, costs were $2.3 billion. Costs are expected to remain
steady in future years due to the increased conservation program funding provided in the 2002 Farm Bill.
White 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,
inclucing livestock operations.

Environmental Quality Incentives Program (EQIP)

The EQIP was created to consolidate several conservation programs and encourage farmers and ranchers
to adopt practices that reduce envirenmental and resource problems. The program offers technical
assistance, cost sharing, and incentive payments to assist livestock and crop producers with conservation
and environmentat improvements, The 2002 Farm Bill phases funding for the program up to $1.3 billion
annually by fiscat year 2007, a significant increase from the annual funding of roughly $200 million per
year under the 1996 Farm Bill. Due to an Office of Management and Budget (OMB) apportionment,
NRCS assumed respansibility for program payments for the latter part of fiscal year 2002 and subsequent
fiscal years. As a result, CCC transferred $685 million in fiscal year 2004 and $442 million in fiscal year
2003 to NRCS to fund the payments. In fiscal year 2005, CCC and NRCS entered into an agreement for
NRCS to become responsible for payments for outstanding 1997 through 2002 EQIP contracts. CCC
transferred $216 million to NRCS for these outstanding contracts.

Conservation Reserve Program (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 topscil 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 erodibie or environmentaily sensitive)
land to a conserving use. In return, the producer receives 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 NRCS and others including private sector
technical service providers, the Forest Service, and the U.S. Fish and Wildiife Service. The acreage cap
for the program is 39.2 miliion acres. Actual enrolled acreage will vary from year to year due to program
provisions which allow for extension of existing contracts, regularly scheduled sign-up periods, and a
continuous sign-up for select environmental pricrity practice acreage. In fiscal years 2005 and 2004, the
Corporation incurred net costs for CRP of $2 billion in both consecutive years.

The CRP and other conservation programs assist agricultural producers and landowners in achieving a
high leve! of stewardship of soil, water, air, and wildlife resources on America’s farms and ranches while
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protecting the human and natural environment. FSA is supporting numerous research efforts that wilt
better quantify the CRP’s environmental benefits.

Conservation Reserve Program 2001 2002 2003 2004 2005
Performance Measures Actual Actual Actuai Actual V Target/
Actual
Increase CRP acres of riparian and grass | .95 1.24 1.45 1.65 1.75/1.75
buffers (million acres, cumulative)
Increase CRP restored wetland acres 1.65 1.74 1.79 1.89 1.99/1.96
(millicn acres, cumulative)

¥ These measures are new for FY 2005, included in the FY 2005-2010 draft FSA Strategic Plan, Actual historical information
is included above for reference,

Efforts to increase wellands acres and provide adequate enrollment oppertunities cover several initiatives,
including ane to allow enroliment of larger wetland complexes and playa lakes beyond the 100 year
fioodplain.  However, there is an inherent uncertainty in knowing how soon these initiatives will start
generating demand for enroliment in wetlands. The wetlands initiative, Bottomland Hardwoods, has had
iower lhan anticipated enroliment to date. Another potential performance shorifall is the availability of
technical assistance resources. FSA intends to use private sector vendors, nonprofit organizations, and
public sector agencies as additional resources for providing technical assistance.

Strateqic Goal: Improve the effectiveness and efficiency of FSA’s commodity
acquisition, procurement, storage, and distribution activities to support
domestic and_international food assistance programs, and administer the
U.S. Warehouse Act

Commodity Inventory Operalions

Forfeitures under non-recourse commodity loan programs are not the only means by which CCC acguires
inventory. Under the milk price support program, CCC buys surplus butter, cheese, and non-fat dry milk
from processors at announced prices. These purchases help maintain market prices at the legislated
support level.  Originally slated o end in 2002, 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, supperting the procurement
of about $2 biilicn 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. it is
imperative that commodities are purchased as efficiently as possible. These bid entry systems provide an
electronic link between CCC and commadity vendors, thereby reducing the time required for generating
contracts. 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 cotlon pledged as collateral for CCC foans.  In
cenjunction with COPS, CCC has an electronic cotton sales system in which potential buyers can access
CCC-owned cotten and place offers to purchase selected lots.
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Electronic Warehouse Receipts {(EWRs) are identical 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. Originally, EWRs were 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.
CCC implemented the Peanut Electronic Warehouse Receipts Pilot project for the 2003 crop year. In
fiscal year 2005, an electranic sales system was implemented for peanuts.

The USWA, as amended, authorizes the Secretary of Agriculture to establish reguilations allowing the use
of voluntary systems for other electronic documents related to the shipment, payment, and financing of
agricuttural products. A final rule announcing the regulatory gquidelines 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
implementation of this paperless flow through the marketing assistance lcan program, during commodity
procurement processes, and as donated commodities are exported to foreign destinations.

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

Beyond the marketplace, CCC commodities fill the need for hunger relief both in the U.S. 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 415(h) 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, 2005, totaled $304 million, compared to $950 million the previous year.
Most of the inventory decrease is attributable to the disposition of $501 million of dairy products.

Commodity Inventory
As of September 30
{In Millions)

| Commodity 2005 2004

| Dairy Products 495 5606

. Wheat Products 173 291

 Tobacco i 2

- Sugar 0 8

+ Other EE 43
Total Inventory 5304 $950

{CC purchased $26 million (33.5 miliicn pounds) of non-fat dry milk in fiscal year 2005, CCC field test
results performed in cooperation with the dairy industry indicate there are sufficient henefits for CCC to
offer its non-fat dry milk for safe to the industry for conversion into edible casein or caseinate. As a
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result, CCC made available up to 32 million pounds of nan-fat dry milk, 24 months or older, for casein or
caseinate production.

Reaching Across the Globe

CC'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. 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 General Sales Manager (GSM) programs encourage exports of U.S.
agricultural products o 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 hanking sector in the U.S. {or, less commenly, by the U.S, exporter) under
the GSM-102 (credit terms up to 3 years) and GSM-103 (credit terms up to 10 years) programs.
Under these programs, CCC does not provide financing, but guarantees payments due from foreign
hanks. Typically, 98 percent of principal and a portion of interest at an adjustable 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 preducts. The Facility Guarantee
Program provides payment guarantees to facilitate the financing of manufactured goods and services
exported from the U.S. 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, 2005, the principal value of guarantees outstanding under alt GSM programs was
$4.2 billion, compared to $5 billion as of September 30, 2004, This fiscal year, CCC paid $185 million on
defaulted guarantees. In the prior fiscal year, CCC paid $127 million. Claims and rescheduled export
credit guarantee receivables outstanding were $3.1 billion and $6.5 hillion as of September 30, 2005, and
2004, 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.5. dairy products are made that would not otherwise be possible because of subsidized prices offered
by competitor countries.  This fiscal year, CCC paid $1.2 million in bonuses to exporters under this
program while last fiscal year, $19 million was 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
1.5, agricultural commodities and products through cost-share assistance. Under the MAP, CCC enters
into agreements with eligible participants to share the costs of certain overseas marketing and promotion
activities, The Corporation made $139 million in MAP payments this fiscal year and $124 million in
payments last fiscal year. The 2002 Farm Bill reautherized the program through 2007, gradually
increasing program funding each year,
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Food Aid

CCC provides 1.5, 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 Agricuitural Act of 1949 (the 1949 Act).

The P.L. 480, Food for Peace Program was enacted in 1954, The objectives of the program are to
cut world hunger and poverty in half by 2015, reduce malnutrition, and ensure that people everywhere
have enough food at all times for healthy, productive lives. The program uses America’s agricultural and
scientific talents to fight undernourishment and famine around the world. Through this program, the U.5.
has shipped more than 3 million metric tons of food aid over the last fiscal year and nearly 13 million
metric tons over the last S years to feed people arcund the warld.

P.l. 480 is composed of three programs. Title T provides for the government-te-government financing of
sales of U.S, agricultural commodities to developing countries on dollar credit terms or for local
currencies,  Priority goes lo 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, 2005, P.L. 480 Title I direct
credit receivables autstanding totaled $8.5 billion, an increase from iast year's total of $8.4 biflion.

Title TI, the U.5. government’s major humanitarian food aid program, provides for the donation of U.S.
agricultural commodities to meet emergency and non-emergency foed needs in other countries. Title 111
supports jong-term growth in the least developed countries arpund the world. Under Title 111, denated
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 $642 miflion and
$716 million in fiscal years 2005 and 2004, respectively.

tnder the Food for Progress Program, CCC finances the sale and export of agricultural commuodities
on credit terms, or can provide commaodities on a grant basis. The purpose of the program is to support
developing countries and countries 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 $49 million in fiscal year 2605, and $67 million in fiscat year 2004, Direct credits
outstanding under the program as of September 30, 2005, were $239 million. As of September 30, 2004,
direct credits were $295 million.

Commodity donations under Section 416(b} of the 1948 Act help to reduce CCU's surplus commaodity
inventories, while also helping countries in need. Donations under this authorization totaled $178 million
in fiscal year 2005, and $137 million in fiscal year 2004,

The McGovern-Dole International Food for Education and Child Nutrition Pregram
{FFE Program) helps support education, child development, and food security for some of the world's
noorest children. It provides for donations of U.S. agricultural preducts, as well as financial and technical
assistance, for scheo! feeding and maternal and child nutrition projects in low-income, food deficient
countries that are committed to universal education.

The FFE program was authorized by the Farm Security and Rural Investment Act of 2002 and is
administered by the USDAS FAS. Under this program, the U.S shipped 14,400 metric tons with a
commeodity value of $6.1 million in fiscal year 2005.
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Strategic Goal: Provide effective administrative services and information
technology processes

Implementing the President’'s Management Agenda

he President’s Management Agenda provides President Gecrge W. Bush's strategy for improving the

management and performance of the Federal government. This document sets forth 5 government-
wide goals to improve Federal management, remedy long-standing problems, and deliver results that
rmatter to the American people.

President’s Management Agenda
5 Government-wide Initiatives
Improved finandial performance
Budget and performance integration
Strategic management of human capital
Competitive sourcing
Expanded electronic government

AN NN

Improving Financial Management

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 cperations in the future.

Providing accurate and timely financial information to its customers and managers is of primary
importance to the Corporation. Tt has reduced the number of days it takes to close the monthly general
ledgers, thereby making financial data available faster than in the past. Reporting processes are being
streamlined hy replacing manual tasks with automated processes wherever possible,  Several standard
monthly reconciliations are in place and additional analytical tools are being used to examine and verify
financial data before its release. These reconciliations continue to be enhanced and improved upon.
Additionally, CCT measures and menitors its monthiy performance on several key financial indicators and
commmunicates progress to management.

In fiscal years 2005 and 2004, quarterly financial statements were prepared as required by OMB. This
assisted in improving the reporting process. 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 weakpesses.  In fiscal year 2005, CCC developed updated
policies and procedures for recording obligations and accruals. It implemented improved oversight,
analytical, and reporting processes to ensure the accuracy of obligation balances. 1t added or
restructured transaction codes for obligations in its core financial system to reduce manual postings. It
implemented standard operating procedures for monthly reconciliations between the e-Funds control
system and the general ledger. 1In fiscal year 2006, CCC plans to undertake additionat internal control
improvements to ensure budgetary transactions are properly supported, recorded timely and accurately
in accordance with the U5, Standard General Ledger.
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Clean Audit Opinion

CCC has displayed its commitment to improving financial management and performance and
accountability to the American people through earning an unqualified (clean) audit opinion on its fiscal
year 2005 and 2004 financial statements. 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 faitly stated in all material respects. Tt aiso allows the user to place a high degree of
reliability on the information and to use the data to make informed decisions and manage rescurces
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 Cerporation has
worked diligently to address and resolve issues and internal control weaknesses identified in pricr years'
audits. CCC continues to make great strides in the coordination and validation of information used in its
financial statements.

Audit Opinion

On Financial a 2 P~ 2 o ] pay o o 3 i
Statements H 2 & 2 a 1 & & & & &
Ungualified X X x* X X X X
Qualified X

Disclaimer X X X x*

7 In 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 Statements 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 erronecus payments in the
government’s programs and activities. This guidance promises o improve the integrity of the
government’s payments and improve the efficiency of its programs 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 activities that may be susceptible to significant erronaous
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.

In fiscal year 2004, OMB required a statistical sample of Marketing Assistance Loan {MAL)
Program payments to determine the projected erroneous payment amount and rate. In July 2004, FSA
awarded a contract to perform the statistical sampling for CCC's MAL program and to recommend actions
to reduce erronecus payments for the future, CCC completed the FY 2005 risk assessment for the MAL
program in September 2005, The initial determination was that the program had a low risk for erroneous
paymenrts.,  The statistical sampling process confirmed the actual level of eroneous payments was
0.7 percent, which s well below the 2.5 percent threshold established by OMB.  The sampling
contractor provided information concerning the cause of erroneous payments and recommendations on how
CCC can reduce or eliminate those causes. The primary cause of erroneous payments for this program is the
information provided by the producer concerning the collateral being offered for the loan. During FY 2005,
statistical samples were afso completed for the Loan Defidency Payment and Milk Income Loss Contract
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pregrams.  The results of the sampling confirmed that the erroneous payment rates for those programs were
1 percent and 0.3 percent, respectively, well below the 2.5 percent threshold established by OMB.

Budaget and Performance Inteqgration

FSA is fully engaged in this major reform initiative and has requested to be the lead agency in the
Department’s implementaticn. The goal is to “get to green” for integrating budget and performance on
the President's Management Agenda Scerecard. To achieve this goal, the Agency is clearly linking day-
to-day program activities with the long-term strategic goais 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 Human Capital

FSA is fully aligned with the Mission Area Human Capital Plan and the revised USDA Human Capital Plan
for fiscal years 2004 to 2009. Both plans address and engage strategies to meet the Human Capital
standards of success identified by the Office of Personnel Management (OPM} and OMB, particularly in
talent management, leadership development, and improving its performance culture. To ensure the
accomplishment of Agency goals, FSA is undertaking initiatives in areas such as effective workforce
planning and organizational alignment, the recruitment and development of staff whose size, skills, and
deployment meet the Agency’s neads, leadership continuity and succession planning, and the creation of
a diverse, results-oriented culture.

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:

s Updating competitive sourcing plan;

» Directly converting and competing positions;

= Establishing a competitive sourcing office;

s Forming a Department-wide OMB Circular A-76 working group;

+ Establishing competitive scurcing program staff in several agencies {one of which is FSAY.

FSA currently has no future planned competitive sourcing activity due to the restriction placed on FSA in
House Resolution 4818, the Consolidated Appropriations Act, 2005, enacted on December 8, 2004. This
oill contains language that limits FSA’s ability to implemeant and conduct competitive sourcing studies.

Management controls are the organization

structure, policies, and procedures used to Management Controls

reascnably ensure that: . ' .
v Programs achieve their intended results; The Corporation has a network of fimancial
v Respurces are used consistent with the agency management systems and internal controls in

place to support the preparation of the
financial statements, performance information,
and compliance with applicable laws. It has
identified system weaknesses and internal
control deficiencies. The following narrative
discusses those weaknesses and the plans in

mission;

v Programs and resources are protected from
waste, fraud, and mismanagement;

v Laws and requlations are followed; and

v Reliable and timely information is obtained,
maintained, reported, and used for decision-
making.
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place to address them, as presented i various management reports.

Federal Manaqgers’ Financial Inteqrity Act (FMFIA) Report

The FMFIA requires Federal managers, on an annual basis, to assess the effectiveness of management
controls applicable to their responsibilities. 1f 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.

Sectien 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 C presents CCC’s reporting on FMFIA.

Legal Compliance

As reported in the 2004 audit report, there were two instances of noncompliance with the following laws
and requiations that are required to be reported under the Government Auditing Standards and OMB
Bulletin No. 01-02, as described in the following.

The Federal Information Security Management Act (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
Federa! 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 controls
required to protect Federat information and information systems; {4) provide a mechanism for improved
oversight of Federal agency information security pregrams; {5) acknowledge that commercially developed
information security products offer advanced, dynamic, rcbust, and effective informaticn 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 (8) recognize that the selection of specific technical hardware and software
information security solutions should be left to individual agencies from among commercially developed
preducts.  OMB Circular A-130, Management of Federal Information Resources, provides further
information security guidance.

The auditors noted that during fiscal year 2003, CCC had made much progress with its information
seclrity 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, ). During fiscal
years 2003 and 2004, CCC continued to improve its information security program. Many of CCC's IT
weaknesses were closed by completing the Certification and Accreditation process and its associated
documentation for all CCC IT systems by September 30, 2004. Others were closed by CCC or the Office
of the Chief Information Officer's (OCIG) Information Technology Services (ITS) developing new IT
nolicies and procedures and develeping and testing disaster recovery/contingency plans.

During fiscal years 2004-2005, CCC mitigated all its materiat weaknesses reported in FISMA.  These
included the following issues:

= Configuration Management Controls Needs Improvement (completed in FY 2004)
» Format Certification & Accreditation and Security Test & Evaluation for Major Applications
(completed in FY 2004)
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« Access Controls Need Improvements

« Develop And Test Contingency Plans {Including County Office Plans)

+ Update Risk Management Program (and Complete Risk Assessments, which were completed in
FY 2004)

CCC developed Plans of Acticn and Milestones (POA&M) to mitigate all of these material weaknesses, as
well as, minor/reportable items found through annual self-reviews following guidance from National
Institute of Standards and Technology (NIST) Special Publication 800-26, “Security Self-Assessment
Guide for Information Technaology Systems.” FSA/CCC completed over 98 percent {247/251) of its

FY 2005 POARM items, with only four minor items carried over into FY 2006.

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 Treasury for the purpose of coflection
by cross-servicing or the offset program. CCC remains substantially in compliance with DCIA, having
implemented all the required provisions of the law.

FFMIA Report

The Federal Financial Management Improvement Act (FFMIA) requires Federal agencies to assess, on an
annuat 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 D presents CCC's remediation plan.

Improving Payment and Collection Processes

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

Prompt Payment

The Prompt Paymenl Act erncourages timely payments, better relationships with contractors and
producers, improved competition for government business, and reduced costs to the Government for
property and services.

The Prompt Payment Act requires Federal agencies to:

v Make payments on time,

Pay interest penalties when payments are late, and

«  Take advantage of discounts when payments are made on or before
the discount date.

. %
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Percentage of Late Payments
As of September 20

3 06 \ In fiscal year 2005, CCC made 22

N million  payments that  were

250 subject to the provisions of the

\ Prompt Payment Act. These

o . : payments totaled $30.2 biliion.

! Of these 2005 payments, 0.68

percent of them were paid late.

- This is an increase over last year

i \ when CCC  made 16 million

T T nayments totaling $19.5 billion.

D Of these 2004 payments, 0.31
T percent were paid late.

{Percentage of tate Payments}

Do e ..
2001 z002 2003

Electronic Funds Transfer (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. 1t 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 from last year as depicted in the table below due in
large part to the unwillingness of rural vendors to accept payment by EFT, and system constraints for
reporting detail information to support EFT payments to large corporations.  The system that aliows
vendors to downioad and access necessary payment detail information is enly available for payments
initiated by our Kansas City Finance Office’s Centralized Disbursement System. The system will not be
redesigned to report vendor payments to our 2,400 service centers because the Service Centers are
migrating the vendor payment process to the National Finance Center. Implementation is being phased
in through fiscal year 2006, with full implementation to be completed by Qctober 1, 2004,

Percentage of R As shown in the table, 78 percent of producer

Payments Made via EFT payments were made via EFT in fiscai years 2005

As of September 30 and 2004. History has shown that the recurring-

Payment type producer payments (income support, CRP
Recipient 2003 @ 2004 | 2005 annual rental payments, etc.) tend to be made via

| | o EFT, with one-time payments {i.e., disbursement of
Vendar 479% 3504 3604 loan, disaster assistance, etc.) more likely to be
- S ' P made via check, It is anticipated the percentage of
Producer C a0 789, 18% EFT will increase as we move into new web based

payment processes,
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Debt Collection

The DCIA provided additional collection tools for agencies to use 1o collect delinquent debts owed. Two
of the collection tools, the Treasury Offset Program (TOP) and cross-servicing, require agencies to refer
debts to Treasury when they hecome 180 days delinguent.

In fiscal year 2005, CCC referred 5,654 debts valued at $66 million, to the TOP. In fiscal year 2004, CCC
referred 6,853 debts, valued at $68 million. In both fiscal years 2005 and 2004, as a result of these and
prior year referrals, CCC received $1 million in offsets from other Federal payments to he made to
individuals with delinguent debts to the Corporation,

In fiscal year 2005, CCC referred 1,742 debts valued at $8 million, for cross servicing. In fiscal year
2004, CCC referred 1,834 debts, valued at $17 million. CCC collected less than $1 million from cross
servicing in the last 2 fiscal years combined.

CCC continues to maintain a very strong internal debt management program. CCC collected $10 million
and $7 million, respectively, in fiscal years 2005 and 2004 by internal administrative offset. CCC also
collected from delinguent debtors via internal collection efforts $13 million and $14 million, respectively,
in fiscal years 2005 and 2004. In addition, CCC also collected another $5 million from debts referred to
the Justice Department in fiscal year 2005, and $2 million in fiscal year 2004,

The DCIA Compliance Review Team was established in January 2003. Since then, the team has traveled
to State offices and county offices, resolving $12 million in debt. In FY 2004 and 2005, the DCIA team
continued to tighten the controls over compliance. County offices are now required to certify to their
State office quarterly, their compliance with DCIA and CCC pelicy for both receivables and claims. The
State offices are required to certify to the Headquarters semi-annually, their State’s compliance. In fiscal
yvear 2005, systern software modifications were made to automate timely issuance of demand letters and
subsequent automatic transfer of delinquent debts from receivable to claim status thereby preparing
debts for timely referral to Treasury. By implementing all collection tools available, CCC is striving to
achieve its strategic goal of providing effective administrative services and maintaining the debt portfolio
as current as possible with the lowest possible number of delinquencies.

Making Government More Accessible

C {C 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
stafutes. FSA has partnered with NRCS and Rural Development (RD} to impiement a system to provide
electronic services for its customers. The three agencies implemented an e-forms system in 2004 to
enable customers to electronically access and file forms and related electronic information. In order to
provide authentication and access to participating customers, the three agencies also implemented a
standard electronic access, Centrat Authentication and Authorization Facility (WebCAAF). CCC is
commitied to continuing the partnership effort with the Service Center Agencies (SCA) to enrich and
expand the electronic services available to its customers.

CCC was chaflenged hy 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 [o
reach out to America's ranchers and farmers to make sure they had timely program information sc they
could make the best pessible 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
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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 cther programs such as
dairy, peanuts, pulse crops, feed assistance and others. FSA is providing exceptional access to 2002
Farm Bill pregram information 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 sign-up information, the menthly 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 te 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.

Applying for Programs over the Internet

CCC initiated the Electronic Loan Deficiency Payment (elLDP) 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 el DP website is hosted on the FSA Electronic Access
Initiative {EAD) web farm focated in Kansas City. Producers who elect to participate in the el DP initiaily
visil their local FSA Service Center to sign-up for the elDP and complete the LDP application to provide
farming information. The FSA Service Center provides the producer with a user ID to access the elLDP
Internet application. The FSA Service Center also estabiishes the producer's parameters in the el DP
Internet apphcation for payment limitation and program participation reasonableness. Producers meeting
the program requirements for participating in the eLDP program are able to initiate a request for eLDP
through the Internet. Valid el DP requests that meet the criteria for the approved application parameters
established by the local Service Centers are processed and payments calculated, certified and dishursed.
This initial beta process was successful on a small scale early in 2002, The next phase of eLDP was a
beta expansion for 2002 crops covering at least one site in each State. The strategy for elDP was to
prove the viability of this electronic process through a large-scale beta process and expand the availabiiity
of elDP as rapidly as possible to nationwide coverage. Nationwide deployment of all commodities,
except cotton, was completed in September 2004 with cetton implemented in Cctober 2004. In fiscal
year 2005, electronic submission access was extended to allow members of partnerships, corporations,
and other enfities beyond a single producer to submit applications, The eLDP program was further
enhanced to leverage centralized information for determining eligibility and adjusted gross income thus
gliminating manual servicing of these parameters in the Service Center. Capability was added for
submission of field direct, load summary, and warehouse stored elDP applications.

For crop year 2005, CCC implemented & web-enabled application to provide Service Centers and
producers the capability to e-file applications for DCP program benefits. Service Center employees were
the first to pilot the web-based application.  Access was subsequently opened to the public allowing
producers to sign up for the program from their home computer, thus saving a trip to the Service Center.
In fiscal year 2006, CCC will extend eDCP to utilize the National Payment Service for disbursing electronic
payments.

Representative Link Manager System (RLMS)

In fiscal year 2005, CCC implemented a web-based application o maintain a record of certain customer
representative and relationship roles for web-based software applications to leverage in determining
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electronic customer accessibility. RLMS is a critical component in establishing the relationships necessary
to support e-Commerce activities for members of entities such as corporations, partnerships, and joint
ventures.

Food Aid Request Entry System (FARES])

CCC is developing a number of important government-to-business services on its Internet architecture.
The FARES, a web-based application, streamlined program operations and improved customer service by
automating the entry of commodity requests (“call forwards”) from AID and private voluntary
organizations (PVO's). The call forwards are electronically transmitted to CCC for purchase. In fiscal year
2005, improvements were made for the tracking of commodities requests.

Electronic Distribution

CCC's Flectronic Distribution Project Phase TIT {ED3) provides disbursement statements and storage
invoices electronically for customers and businesses interacting with the Processed Commodities
Inventory Management System and the Grain Inventory Management System. In fiscal year 2005, the
Grain Inventory Management Systern storage invoices were made available in ED3,

USDA Customer Statement

In support of the USDA QOCIO initiative to improve and expand customer access to information, CCC
implemented processes to provide USDA customers acgess to FSA/CCC payment information and Farm
Loan debt. In fiscal year 2006, CCC will enhance the services provided for the USDA Customer Statement
to offer access to FSA acreage reporting information and to provide access to a Geographical Information
System representation of the customer's Common Land Unit (CLU) with the crop reports graphically
displayed on the CLU.

Financial Inguiries

CCC implemented a web-based application to provide FSA and CCC customers on-line access to financial
information, such as payments, collections, debts, and 1099-G, Certain Government Payments Reports,
Customers have access o both summary and detailed information, thus eliminating the need to request
information from the local Service Center.  Summary financial data has been linked to the USDA
Customer Statement with the capability for costomers o “drill” into the detail.

Financial Services

In 2004, CCC implemented a web-based Financial Services {F5} application which allows Service Center
employees and customers, e.q., producers, financial institutions, to electronically submit direct deposit
profiles, assignments, and joint payments.

General Sales Manager {GSM) Web Portal

CCC implemented a web portal in 2004 to allow 1S, banks and commodity exporters participating in the
GSM programs Lo electrenically submit Registrations, Evidence of Exports, and Notices of Default. The
GSM System supports the USDA in its objectives to provide approximately 4,000 guarantees to U.S.
exporters and financial institutions each year, worth about $3.5 hillion fo $4.5 hilion. FSA and FAS are
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jointly responsible for program, administrative, and financial functions related to CCC's Export Credit
Guarantee programs.

Freight Entry, Bid Entry, and Evaluation System

FSA is partnering with ALD 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.

Emergency Disaster Legislation

FSA implemented a number of web-based programs in fiscal year 2005 to support emergency disaster
legislation including the Livestock Assistance Program, the American Indian Livestock Feeding Program,
the Tree Assistance Program for Pecans, Orchards, and Timber, and the Dairy Disaster Assistance
Program.

Tobacco Transition Payment Program {(TTPP)

On October 22, 2004, the President signed Public taw 108-357 to "buyout” tobacco quota holders,
tobacco producers, and to issue transition payments. In March 2005, FSA implemented a web-based on-
line TTPP contract system, providing FSA Service Centers with the ability io create and approve TIPP
contracts.  Payments began in July 2005 utilizing the National Payment Service for electronic payment
certification and signing. In fiscal year 2006, FSA will implement an e-Commerce application to aflow
registered financial institutions who are approved to purchase TTPP contracts to submit and manage
purchased contracts via the web.

Modernize and Innovate the Delivery of Agricultural Systems (MIDAS)

FSA has begun the development and implementation of the modernization of Farm Program delivery.
This process, known as MIDAS, will provide “real time” transactions and uniform business processes.
FSA delivered the first applications following this new business model to support the sign-up and
payment processes for the Livestock Assistance Program and American Indian Livestock Feed Program.
In fiscal year 2005, FSA made available the option of electronically applying for LDP, and MILC payments.
In a future year, FSA will make available the option of electronically applying for DCP payments. The
dltimate objective is to deliver farm pregrams through an intuitive, web-based system of relational
databases that pre-populate best practices to improve the workplace for FSA employees, increase
producer program participation, and enabie FSA to better serve the American public. In additicn, the
design and documentation of streamlined business processes will leverage the Common Computing
Ernvironment's (CCE) hardware, software, data, and capabilities, and maximize FSA’s investment in
geospatial data and Graphical Information Systems (GIS) technologies.

Making the Workplace More Efficient

Information Technology Infrastructure

The standardization of the information technology infrastructure for the field structure is continuing.
Much progress has been made in the deployment of patching systems and improved intrusion detection
devices which search for patterns of inappropriate activity, not just known signatures. During next year,
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the Universal Telecommunications Network will be fully implemented thus bringing better network
handwidth and reliability of service. The flexibie new infrastructure continues to be built around the
strategy of maximizing shareability of appropriate information both within USDA and with other federal,
State and jocal agencies, USDA customers, and the private sector. Efforts to implement a Sharepoint site
for the Department are being supported. The SCAs have already achieved a level of success in sharing
the following CCE infrastructure components and scftware applications:

¢ Telecommunications network

= Help desk support

« Common workstations with standard software and locat area network
e Peripheral equipment including printers, routers, network server
« Common administrative applications

« Web farm compenents and standard security firewall stacks

« Email services and active directory

« Common testing facilities

»  SCIMS name and address

s Office information profile

» eAuthentication

¢ SCIMS Link Manager

= Representative Link Manager

s Extensible Authorization System

s WebCAAF

The shared CCE architecture components implemented in fiscal year 2005 include the installation of
servers with relational database capability in the SCA service centers to support the GIS data layers and
the multi-user access to GIS applications. Another key infrastructure component was the upgrading of
the telecommunications network to provide T-1 level service to over 2000 of the larger cffices and an
upgrade in network capacity to all offices. Small office servers covering small field offices with 2-3
persons each were also deployed.

The following initiatives reflect FSA's modernization initiative to manage information technology in a
manner that enhances productivity, customer service, and information sharing. FSA is modernizing its
business processes to eliminate redundancy and provide consistent automated processes that will support
the enterprise-wide modernization effort. The modernized applications will fulfill the requirements of the
President’s Management Agenda by delivering cuslomer-centric electronic applications.

National Payment Service {NP5)

In fiscal year 2004, CCC implemented a web-enabled NPS to support payment requests for web-enabled
FSA/CCC program delivery systems, such as eLDP and MILC Contracts. FSA Service Center employees
access the NPS to review payment requests and apply late payment interest penalties, debt offsets,
voluntary receivabie repayments, assignments and joint payments, and electronically sign and certify
payments.  In fiscal year 2005, FSA/CCC piloted an interface with Treasury's Financial Management
Service {FMS), for processing farm program payments, FSA/CCC payments certified through the NPS are
routed to FMS for processing through the Federal Reserve System. FSA plans to extend this mitiative to
all FSA/CCC payments including all farm program payments and commodity operations payments. FSA
will continue to implement interim strategies for extending the features of NPS 1o support obligations, on-
line payments, and the establishment of receivables for program overpayments until the enterprise
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Financial Management Line of Business COTS solution is selected and made available for Agency
implementation.

Geospatial Information Systems (GIS)

CCC is implementing a number of GIS tools to provide Service Centers with access to digital geospatial
data to maintain a digital database of aerial photography, scils infarmation, customer information, and
farm records, and to eliminate the printing and storage of paper maps. As the CLU digitization is
compieted, more Service Centers will have access to these toofs, thus enabling further integration with
program delivery. The GIS digital layer and the CLU and Land Use layers will be housed in a sharable
and accessible Geo-Spatial Data Warehouse. To position FSA for a new Farm Bill late in a future year,
the MIDAS program is focused on delivering a core set of business processes coined as "minimum viable
services (MVS).” MVS will fully enabte customer relationship management and support the integraticn of
the CLU Geospatial data layer with Farm Records tabular data for land management and land use
activities.

CRP Sign-up Offer Process (GSOP)

During 2003, CCC implemented a workstation based Conservation Reserve Program General Offer
system. This system leveraged the GIS soils layer, the GIS hydrologic layer, and the FSA CLU to
significantly streamline the collection and evaluation of applicant offer information. This new software
performed the technical determination for land eligibility and Environmental Benefits Index scoring,
resulting in reduced time to process an offer from days to 45 minutes and saved FSA $8 miliion to
$11 million in technical service costs. During 2004, CCC updated the general sign-up offer system to a
web-based system to further streamline and leverage the automated GIS information avaiable in the
Service Center Agencies. During fiscal year 2006, CCC will implement a web-based sign-up offer process
utilizing the GIS layers to streamline the offer process resuiting in a potential savings of $300 million in
technical assistance costs.

Producer Efigibility, Adjusted Gross Income, and Permitted Entity Services

During fiscal year 2005, CCC implemented weh-based services for determining eligibility, adjusted gross
income, and permitted entity shares for use in the determination of program participation and payment
eligibility. These services are heing shared by NRCS in the delivery of the Environmental Quality
Incentives Program,

Reporting Financial Information

he Corporation’s financial statements report the financial position and results of operations of CCC

pursuant to the requirements of 31 U.5.C. 3515(h). These statements have been prepared from
CCC's recorded business transactions for fiscal years 2005 and 2004 in accordance with generaliy
accepted accounting principles for Federal entities and the Statements of Federal Financial Accounting
Concepts and Standards. CCC's financial statements are prepared in accordance with policies prescribed
in OMB Circular A-136 and shown comparatively for ending fiscal years 2005 and 2004. The statements
are in addition to the external financial reports used to monitor and control budgetary resources, which
are also prepared from CCC's general ledger. Furthermore, CCC's financial statements are a compoenent
of the U.S. Government, a sovereign entity.
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Variance analyses are prepared each quarter and year-end for each financial statement line item to
determine if large variances exist from year to year and tc research the cause of such variances. Itis a
management tocl used to forecast future events for planning and budgeting purposes, as wel as,
determining whether each account is performing as expected. The following table represents the largest
meaningful variances reflected in the financial statements with regard to CCC's assets and liabilities.

The wvariance for Loans Receivable and
Related Foreclosed Property, Net account is Selected Items from the Balance Sheet

attributable to decreases in Foreign Loans As Ofasn emﬁ;‘;gf F 30
Receivable and related interest receivable,

Line Item 2005 2004

net of allowances, in the amounts of $1,230
million in the General Sales Manager (GSM) | Loans Receivable and Related 48,294 £10,361
Guaranteed Loan Program and $268 million | roreclosed Property, Net '
in GSM-5-Export Credit Sales. The countries
of Russia and Poland bought back their loans
during 2005. There was alse a decrease of
$693 million in 2005 attributable to the
caliing of all tobacco loans.

Inventory and Refzated Property, Net 329 3141

Debt $23,426 | $12,488 |

The variance for Inventory and Related Property, Net is primarily due to a decrease in commodity
inventory of $635 million consisting of non-fat dry miik, wheat, and corn. The inventory allowance also
decreased during fiscal year 2005 by $535 million due to anticipated domestic donations and the Bill
Emerson Humanitarian Trust donations.

The largest variance in Debt, Debt to Treasury, occurred in CCC's revolving fund {12X4336}, increasing by
$10,500 million. In fiscal year 2005, CCC increasad the Treasury borrowing in order to finance current
operations due to the increase In current year cost.

The net cost of operations for CCC's domestic programs totaled $23,529 milllon in fiscal year 2005
compared to $12,186 million in the prior year. As

shown in the table to the right and on the supporting [ Program ) FY 2005 | FY 2004
schedule to t_he Statement of Net C_ost disclosed in the | Commodity Operations | 1,303 5 (156)
footnotes, Direct and Counter-Cyclical expenses were | Farm Income Support (2,519} 2,984
the largest costs in the current and previous fiscal } Direct & Counter-Cyclical 1;}??: 6.1(312

: ; L Emergency Assistance 3,08 1,057

I 1 H = ’ !

years, These program expo:ende_"s were hlgher n ZOQS | Corservation Programs 16,563 Y
due to lower market year average prices resulting in | Total s 23,529 $ 12,186

higher payment rates, First and second partial counter-
cyclical payment rates for corn, soybeans, and upland
cotton were significantly higher for the 2004 crop year.
CCC’s loan deficiency payments were $3,300 million more in fiscal year 2005 than 2004. An increase in
the 2004 crop year production of carn, soyhean, and upland cotton led the 2004-crop prices to fall and
the loan deficiency payment rates to rise. In addition, the newly established 2005 Tobacco Trust Fund
program incurred $1,240 million in payments,

During 2005, Commaodity Program costs increased by $1,147 million due to the increase in cost of goods
sold that is recognized when commaodity certificates related to wheat and feed grains are redeemed to
repay loans outstanding. These costs are partially offset by revenue recognized from the sale of the
certificates; consequently the net difference reflects the variation in the loan rates versus the market
prices.

Page 29



COMMODITY CREDIT CORPORATION

Management's Discussion and Analysis
September 30, 2005

Appendix A
CCC Board of Directors and Officers

CCC Board of Directors

Chairperson, Michael Q. Johanns Secrefary, USDA
Vice Chairperson, Charles . Conner, Deputy Secretary, USDA

Member, 1.B. Penn, Under Secretary, Farm and Foreign Agrictiltural Services, USDA
Member, Vacant, Under Secretary, Rural Development, USDA

Member, Eric M. Bost, Under Secretary, Food, Nutrifion, and Consumer Services, USDA
Member, Joseph 1. Jen, Under Secretary, Research, Fducation and Economics, USDA
Member, William T. Hawks, Under Secretary, Marketing and Regulatory Programs, USDA
Member, Mark E. Rey, Under Secrotary, Natural Resources and Environment, USDA

CCC Officers

President, 1.B. Penn, Under Secretary, Farm and Foreign Agricultural Services, USDA
Executive Vice President, Michael W. Yost, Acting Administrator, Farm Service Agency (F5A4)

Vice President, Michael W. Yost, Associate Administrator, Programs, F5A

Vice President, Thomas B. Hofeller, Associate Administrator, Operations and Management, F54
Vice President, Dr. Kenneth C. Clayton, Acting Administrator, Agricuftural Marketing Service
Vice President, tllen Terpstra, Administrator, Foreign Agricuftural Service (FAS)

Vice President, W. Kirk Miller, General 5ales Manager, FAS

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

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

Deputy Vice President, Hubert O. Farrish, Deputy Administrator for Commodity Gperations, FSA
Deputy Vice President, lohn W. Willliams, Deputy Administrator for Management, FSA

Deputy Vice President, John A. Johnson, Deputy Administrator for Farm Programs, F5A
Deputy Vice President, Douglas W. Frago, Deputy Administrator, Held Operations, F5A
Deputy Vice President, Fdward Rall, Acting Oirector, Fconomic & Policy Analysis Stalf, F5A
Deputy Vice President, Thomas A, Weber, Assodiate Chief, NRCS

Deputy Vice President, Thomas Christensen, Deputy Chief, Frograms, NRCS

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

Secretary, Steven N. Mikkelsen, Acting fxecutive Assistant to the Administrator, FSA
Deputy Secretary, Karen A. Matkin, Director, Strategic Performance and Evalvation Stalf, £54
Assistant Secretary, Monique B, Randolph, Assistant Secretary, Strategic Performance and Evaluation Staff. FSA

Controller, Kristine M. Chadwick, Director, Financial Management Division (FMD) F54
Treasurer, Linda Herbert, Deputy Director, FMD, F5A
Chief Accountant, 7ayra Gkrak, Chief, Financial Accouniing and Reporting Branch, FMD, F54

ADVISORS
General Counsel, Nancy 5. Bryson, Office of the General Counse!

Associate General Counsel, Thomas V. Conway, Initernational Affars, Commodily Frograms and Food Assistance
Frograms
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The following table lists the funds reflected on the Corporation’s financial statements.

Appendix B
CCC Funds

Treasury Fund
Group Number

Description

0500 Hazardous Waste Management Fund (USDA shared appropriation)
0600 Salaries and Expenses B
1336 Export Credit Guarantee Program Fund
2271 1 P.L. 480 Title I, Ocean Freight Differential
2274 P.L. 480 Direct Credit Liquidating Fund
2277 P.L. 480 Direct Credit Program Fund
B 2278 £.L. 480 Grant Fund

2701 Tree Assistance Program
3301 Farm Storage Facllity and Sugar Storage Facility 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 Program

_3319 Conservation Reserve Program R
3674 Reimbursement for Net Realized Losses - Appropriation Warrant Fund
4049 P.L. 480 Direct Credit Financing Fund
4143 Debt Reduction Financing Fund

4158 Farm Storage Facility and Sugar Storage Facility Leans Financing Fund
4211 Apple Loans Financing Fund ,
4221 Emergency Boll Weevil Direct Loans Financing Fund
4336 Revolving Fund (including specific appropriations for disaster refief)
4337 Export Credit Guarantee Financing Fund
4338 1 Export Credit Guarantee Direct Loans Liquidating Fund
8161 i Tobacco Trust Fund I
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Appendix C
FMFIA Reporting

Section 4 of the FMFIA Report
Material Nonconformances in Financial Systems

Material Nonconformance;

Improvement needed in information security controls:
= Risk assessment process

Information Technotogy (IT) security plans

Security vulnerability scans

System certification

Background investigations

Contingency planning

Network security weaknesses

LI I N B

!
Year Identified in FMFIA Report: 2003 ;

Revised Target Completion Date: Fiscal year 2006
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Appendix C
FMFIA Reporting

Section 4 of the FMFIA Report
Material Nonconformances in Financial Systems

| Completed Corrective Actions:

i

2.
3.

Risk assessments were conducted on all FSA Information Technology (IT) systems in FY 2003~
2004,

Security plans were completed for all FSA TT systems in FY 2003-2004.

The security vulnerability scans issue was corrected by FSA. However, vulnerability scans,
along with FSA’s entire 1T infrastructure, are now (since November 28, 2004) the responsibility
of OCIOs ITS. FSA, along with the other Service Center Agencies (SCA), worked with ITS on
this issue, ITS has issued a policy: Departmental Regulation (DR) 3602-001, "OCIG-ITS
Security Policy Manual” and procedures: TTS 8000-002, "Vulnerability Scan Security Procedures
Guide,” on scanning. The procedures specifically address performing vulnerability scans of
devices before they enter production.

FSA has formally certified and accredited all its 1T systems (including CCC financial applications)
as of September 30, 2004,

The Human Rescurces Division (HRD) in Kansas City, Misseuri, is up-to-date with USDA
background investigation requirements. HRD in Washington, D.C., follows the USDA policy in
initiating security clearances and is current on new investigations.

Application-level contingency plans were developed for all FSA major applications as part of the
C&A process and tested in November-December 2004, FSA has identified, equipped, and tested
at 8930 Ward Parkway, Kansas City, Missouri, as an alternate processing facility for its Beacon
Drive facility. FSA has completed its actions needed to close the audit findings on the
contingency plan issue.

FSA had previously fixed its network security weaknesses and verified this by vuinerability scans
of its networks. However, network security and vulnerability scanning is now the responsibility
of ITS. The FSA Information Security Office has worked with the other SCA and ITS to develop
DR 3602-001, "OCIO-ITS Security Policy Manual.” It incdludes configuration management
polices for firewalls, Intrusion Detection Systems, routers and switches, and servers. ITS will
reqularly scan FSA's networks to ensure thaet systems are configured properly and any network
security weaknesses are found and corrected.

Planned Corrective Actions:

FSA will collaborate with the Office of the Chief Information Officer to identify and implement
additional improvermnents needed tc improve USDA's general control environment. This includes |
the following improvements needed in information security controls: i
» Information security program management
» Technical security access controis

Software change/configuration management
« Contingency planning

-
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Appendix C
FMFIA Reporting

Section 4 of the FMFIA Report
Material Nonconformances in Financial Systems

Material Nonconformance:
Improvement needed in funds control mechanisms and in budgetary accounting and reporting policies and
procedures,

Year Identified in FMFIA Report: 2004
Revised Target Completion Date: Fiscal year 2005 {Completed)

Completed Corrective Actions:

1. Documented standard processes for recording obligations for programs with commoen triggering
business events.

2. Added or restructured transacticn codes for obligations in CORE to reduce manual postings and
provided improved reports regarding obligations to program managers. Implemented an
automated process to accumulate obfigation data from program systems and post on a monthly
basis into CORE.

Material Nonconformance:
Improvement needed in financial system functionality and related processes.

Year Identified in FMFIA Report: 2003
Revised Target Completion Date: Fiscal year 2005 (Completed)

Completed Corrective Actions:
1. Completed financial posting review of transactions that may have a material impact on CCC's
financial statements.
2. Implemented any changes tc the posting mode! for financial transactions, which may have a
material impact on CCC's Financial Statements, and recorded posting adjustments in CORE
general ledger to corred errors.
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Appendix C
FMFIA Reporting

Section 4 of the FMFIA Report
Material Nonconformances in Financial Systems
Material Nonconformance:
Improvement needed in financial accounting and reporting policies and procedures

Year Identified in FMFIA Report: 2004
Revised Target Completion Date: Fiscal year 2006

Completed Corrective Actions:
1. Completed review of specific accounting and reporting policies and procedures.
2, Developed and documented improved procedures in collaboration with program offices to
identify and record accruals for maior CCC programs.

: Planned Corrective Actions:
3. Re-examine existing accrual policies and analytical procedures in terms of Federal accounting
standards and CCC business practices, determine where improvements need to be made, and
_implement improvements,

Material Nonconformance:
Improverment needed in controls to ensure budgetary transactions are properly supported,
recorded timely and accurately in accordance with Federal accounting standards using the U.5,
Standard Generat Ledger [USSGL) at the transaction level,

| Year Identified in FMFIA Report: 7005

Target Completion Date: Fiscal year 2009
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Document and evaluate current system of budgetary accounting controls, identify deficiencies,
develop and implement improved, well-defined control processes, as part of OMB A-123
Appendix A assessment of CCC's internal controls over financiat reporting: FY 2006

Obtain contractor training for financial management staff in budgetary accounting and analysis:
FY 2006

Transform the crganizational structure to establish clear lines of authotity, leverage expertise,
and improve performance in the implementation and documentation of financial and budgetary
accounting policy, budgetary and proprietary accounting analysis, reconciliations, and review:
Fy 2006

As an interim solution, analyze current feeder systems to determine compliance with financial
data requirements, and if required financial data elements are not gathered for transmission to
the core financial system, identify feeder system gaps and costs to correct: FY 2006,

Through the FSA MIDAS (Modernize and Innovate the Delivery of Agricultural Systems)
initiative, ensure that all financial management requirements are incorperated at the transacticn
ievel in the next generation of program feeder systems: FY 2009

As an interim solution, enhance existing financial web services, such as the National Payment
Service and e-Funds control systems, and increase CCC programs using these systems:

FY 2007.

Implement a new integrated financial management system that inciudes funds control
functionality, under OMB Financial Management-Line of Business: TBD

Re-examine existing accrual policies and analytical procedures in terms of Federal accounting
standards and CCC business practices, determine where improvements need to be made, and
implement improvermnent. FY 2006
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Appendix D
CCC Remediation Plan

The following table presents the Corporation’s latest remediation plan as it relates o the reguirements for
FFMIA reporting.

1. Noncompliance with Federal Financial Management Systems Requirements

1.1 Improvement needed in information security controis:

Corrective Actions:
Target Completion Date: Fiscal year 2006

1.1.1  FSA wil! collaborate with the Office of the Chief Information Officer (OCIO) to dentify and
implement additional improvements needed to improve USDA’s general control
environment. This includes the following improvements needed in information security
controls:

= Information security program management

o Technical security access controls

o Software change/configuration management
- Contingency planning

Estimated Resources Needed for Corrective Actions for Sections 1 and 4 '

Full-Time Equivalents
Fiscal Year {FTEs) Doliars
2006 40 $3,200,000
: contractors 22,800,000
2007
2008
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Appendix D
CCC Remediation Plan

2. Noncompliance with Applicable Federal Accounting Standards

2.1 Improvement needed in controls to ensure transactions are properly supported, recorded timely
and accurately in accordance with Federal accounting standards using the U.S. Standard General
Ledger (USSGL) at the transaction level.

Corrective Actions:

Target Completion Date: Fiscal year 2009

2.1.1  Document and evaluate current system of budgetary accounting cantrols, identify
deficiencies, develop and implement improved, well-defined control processes, as part of
OMB A-123 Appendix A assessment of CCC's internal controls aver financial reporting: FY
2006

2.1.2  Obtain contractor training for financial management staff in budgetary accounting and
analysis: FY 2006

2.1.3  Transform the organizational structure to establish clear lines of authoerity, leverage
expertise, and improve performance in the implementation and documentation of
financial and budgetary accounting policy, budgetary and proprietary accounting analysis,
reconciliations, and review: FY 2006

2.1.4  As an interim solution, analyze current feeder systems o determine compliance with
financial data requirernents, and if required financial data elements are not gathered for
transmission to the core financial system, identify feeder system gaps and costs to
correct: FY 2006,

1.5 Through the FSA MIDAS (Modernize and Innovate the Delivery of Agricultural Systems)
initiative, ensure that all financial management requirements are incerporated at the
fransaction level in the next generation of program feeder systems: FY 2009

2.1.6  As eninterim solution, enhance existing financial web services, such as the National

Payment Service and e-Funds control systems, and increase CCC programs vsing these
systems: FY 2007,

2.1.7  Implement a new integrated financial management system that includes funds control

functionality, under OMB Financial Management-Line of Business: TBD'

2.1.8 Re-examine existing accrual poticies and analytical procedures in terms of Federal

accounting standards and CCC business practices, determine where improvemeants nised
to be made, and implement improvements: FY 2006

I

Y T8D (to be determined): implementation of a new integrated financial management system,
under OMB Financial Management-Line of Business, is dependent upon decisions by the
Department of Agriculiure and funding at both the Department and FSA/CCC levels,

(See resource requirements in Section 3.)
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Appendix D
CCC Remediation Pian

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

3.1 Improvement needed in controls to ensure transactions are properly supported, recerded timely
and accurately in accordance with U.S, Standard General Ledger at the transaction level.

Corrective Actions:
Target Completion Date: Fiscal year 2009

3.1.1  Document and evaluate current system of budgetary accounting controls, identify
deficiencies, develop and implement improved, well-defined control processes, as part of
OMB A-123 Appendix A assessment of CCC's internal controls over financial reporting: FY
2006

3.1.2  Obtain contractor training for financial management staff in budgetary accounting and
analysis: FY 2006

3.1.3  Transform the organizational structure to establish clear lines of autherity, leverage
expertise, and improve performance in the implementation and documentation of financial
and budgetary accounting policy, budgetary and proprietary accounting analysis,
recongciliations, and review: FY 2006

314  As an interim solution, analyze current feeder systems to determine compliance with
financial data reguirements, and if required financial data elements are not gathered for
transmission to the core financial system, identify feeder system gaps and costs to correct:
Y 2006. '

3.1.5 Through the FSA MIDAS (Modernize and Innovate the Delivery of Agricultural Systems)
initiative, ensure that all financial management requirements are incorporated at the
transaction level in the next generation of program feeder systems: FY 2009

3.1.6  As aninterim solution, enbance existing financial webh services, such as the National

Payment Service and e-Funds control systems, and increase CCC programs using these

systems: FY 2007/,

Implement a new integrated financial management system that includes funds control

functionality, under OMB Financial Management-Line of Business: TBD'

3.1

g

" TBD (tc be determined): implementation of a new integrated financial management system,
under OMRB Finandial Management-Line of Business, is dependent upon dedisions by the
Department of Agriculture and funding at both the Bepartment and FSA/CCC levels.
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Appendix D
CCC Remediation Plan

Estimated Resources Needed for Corrective Actions for Sections 2 and 3
| Full-Time Equivalents
Fiscal Year | (FTEs) Dollars
2006 10 $800,000
Contractors $2 million
2007 TBD TBD
2008 TBD TBD
2009 TRD 8D
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Appendix D
CCC Remediation Plan

4. Noncomptiance with Information Security Policies, Procedures and Practices

4.1 Improvement needed in information security controls:

Corrective Actions:
Target Completion Date: Fiscal year 2006

4.1.1 FSA will collaborate with the Office of the Chief Information Officer to identify and
implement additional improvements needed to improve USDA’s general controf
environment. This includes the following improvements needed in information security
controils:

o Information security program management

o Technical security access controls

o Software change/configuration management

o Contingency planning

{See resource requirements in Section 1 that has same corrective action plan.)
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Commodity Credit Corporation
Caonsolidated Balance Sheets

As of September 30, 2005 and 2004
{Dollars in Millions}

2005 2004
Assets

Intragavermmantal
Fund Balarce with Treasury {MNate 2)

LFt
M

o
w
[~
8
(o)

Accounts Receivable Net (Mote 3) 387 A0

Oiher 1 3
Total Intragovernmerntal Assets 53488 §  3BR
Cash 59 :
Accounts Recemable, Net {Nole 3) 7572 435
Loans and Gredit Program Receivables

Commaodity Loans, Net {(Note 43 s 1,031 S 1,792

Cradit Frogram Receivables, Net {Note 5) [y 3272

Other Forsign Hecelvables, MNet 25 ead
Suhtotal B 8 goga 3 10 364
Commaodity Invantories, Net (Nota 6) a9 T
General Property, Plant, and BEquipment, Net dote 73 He A4
Ciner . 28 35

Tzl Ass

Liabitities
?ntraqovermﬁc—nral

Accounts Payatis 5 219 8 811
Jebt to the Treasury [Note ) 23426 12.468
Jther
Resaurces Fayabie 10 Treasury | B 4,681 5 5025
Depos:t and Trust Liabilifies {Nots 9) 739 2AR6
Other (Note 1) e e 326 ..o,
Sutnoia = 0346 B
B 30581 5
469 3t5
200 240
i ‘ iP5
Avcrued Liab 3
Deposit ard Trass | 0z
Oither (MNofe 10 22
g= 3

vnibronts and Contmgong

Net Posinon

EAS TR

des and Nel Bonton

Phe geccispanying Notes are srordegral par of the Financial Siatements



Exhibit B

Commodity Credit Corporation
Consolidated Statement of Net Cost {Note 14)

For the Fiscal Years Ended September 30, 2005 and 2004
{Dollars in Millions)

2005 2004
Net Program Costs:
intragovernmental Costs
Impuied Costs 5 1,094 % 999
Reimbursable Costs 181 85
Borrowing Interest Expense o481 321
Other 4 (184)
Total Intfragovernmental Gross Costs 1,870 1,221
Less: Intfragovernmental Eamed Revenue 131 135
Intragovernmental Net Costs % 1739 % 1,086
Gross Costs with the Public:
Grants and Direct Payments 28,966 11,781
Credit Program Subsidy (591) {979}
Commeodity Programs 5,997 2,276
Stewardship Land Acquisition 16 28
Other (765) {989
Total Gross Costs with the Public 34,623 12115
Less: Earned Revenue from the Public 13,103 1,510
Net Costs with the Public 21,520 10,605
Net Cost of Operations % 23,259 &% 11,691

The accompanying Notes are an integral part of the Financial Statements



Exhibit C

Commodity Credit Corporation
Consolidated Statement of Changes in Net Position

For the Fiscal Year Ended September 30, 2005
(Dellars in Millions}

Cumulative Results of Unexpended
Operations Capital Stock Appropriations
Beginning Balances {15,033) 3 w0 % 1,647
Budgetary Financing Sources:
Appropriations Received 14,546
Appropriations Transferred - In 222
Appropriations Transferred - Out (B98)
Cther Adjustments (214}
Approgriations Used 14,789 {14,783}
Nonexchange Revenue 5
Transfers In Without Reimbursement 105
Transfers Out Without Reimbursemeant {4,552}
Other Financing Sources:
Imputed Financing 1.084
Transfers in Without Reimbursement 17
Transfers Qut Without Reimbursemeant (1.001}
Other 188
Total Financing Sources 10,645 (33
Net Cost of Operations (23.259)
Ending Balances (27.847) % 00 % 714

The accompanying Notes are an irtegral part of the Financial Statements




Exhibit C

Commodity Credit Corporation

Consofidated Statement of Changes in Net Position, continued

For the Fiscal Year Ended September 30, 2004
{Dollars in Millions)

Beginning Balances

Budgetary Financing Sources:
Appropriations Received
Appropriations Transferred - In
Appropriations Transferred - Oul
Other Adjustments
Appropriations Used
NMonexchange 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

Mat Cost of Operations

tnding Balances

Cumulative Results

of Operations Capital Stock

Unexpended
Appropriations

$ i25.282) 5 00§ 1,536
24,941
175
£15)
(@)
24,981 (24.981)
29
46
(3,266)
998
25
{1,076
202
21.940 117
11.807)
3 (15,033} % 100 & 1647

The accompanying Notes are an integral part of the Financial Statements



Exhibit D

Commuodity Credit Corporation
Combined Statement of Budgetary Resources {Nole 15)

For Fiscal Years Ended September 30, 2005 and 2004
{Dollars in Millions}

Budygelary Resources:
Budge! Authonty
Appropriations Received
Borrowing Authority
Met Transters (+/-)
Urcblgated Baiance:
Beginning of Period
Net Transfers. actual (+/-}
Spending Authority from Qlfsetting Collections:
Eamed:
Collected
Receivable from Federal Sources
Change in Uniilled Customer Orders:
Advance Heceved
Transters from Trust Funds:
Collectet
Subiotal
Reacoverias of Prior Year Obligations
Permanertly not Available
Total Budgetary Resources

Status of Budgetary Resources:
Ohbligations ncurred:
Direct
Reimmbursable
Subtotal
Jrobligated Balance:
Appartioner
Exempl from Apportionment
Uncbligated Balance not Avaitabic
Total Status of Budgelary Resources

Relationship of Obligations to Outlays:
Obligated Balance, Met Baginning of Poriord
Obligated Balance Transiorred, Net [+/-)
Obiigalions Incurred
Less:
Recoverios of Prior Year Cbligations
Chrarge from Federal Sowrces
Ohligated Balance, Net, End of Pericd
Accounts Hecewvable
trtited Customer Orders from Fedsrai Bouroes
Uralelvered Orders
Accounts Payahle
Total Obligated Balance. Net, I
Ouflays
Dishursements
Colleclions
Subiotal
tess Olisettinn FRecep!s
Net Qutlays

al of Periad

2005

Mon-Budgetary
Credit Program

2004

Non-Budgetary
Credit Program

Budgetary Financing Accounts Budgetary Financing Accounts
2 ind44 & - & 24841 &
45357 538 29,004 592
12173 11781
TARY 2643 1340 2,056
{664} (2}
17267 1.768 13,931 1050
158} {113) (669) 150
i1.387) 341
299
16,621 1.655 14,203 1,240
2.836 3 1,848 12
33,587, {734) 40,856) (123}
3 45036 3 4,255 % 28,697 % 3.917
$ 2,954 8 thhE § 2431 8 1274
_zao782 - 25070
A3.738 1558 27,501 1274
431 7523 [ERRe] 2627
a7 & t &
Gy 17 382 138
] 45,036 S 4,255 3 28,697 & 3,917
3 5386 3 229 8 5783 % 33
1218}
AL TES 555 27501 Z7a
FRAE 3 18548 iz
158 ] (659} 1A
YA {203 11,3798 88
a8 1,885
! 5.0460
[l 5508 {209
38001 581 26,515 A
(16,780 {1.768; 1314.872) {i.080)
21 7 AT 11,643 A2t
- 722 (3031
S 21231 5 {900) § 11643 3 (380}

The accompanying Notes are ar integral sarn of the Fnancia! Siatomenis



Exhibit £
Commodity Credit Carporation

Consoclidzated Statement of Financing {Note 16}

Four ihe Fiscai Years Ended Septembar 30, 2005 and 2004
iDollars in Millians)

Resources Used to Finance Activities:
Budgetary Resources Ohligated
Ohiigations Incurred 3

2008

2004

Less: Spending Authority fram Offsetting Colfections and Recoveries
Obligations Net of Offsetling Collecticns and Recoveries

Less: Offsetiing Receipts
Net Obligations
Qther Resources
Transters In/Out without Rewnbursement
Imputed Financing from Costs Absorbed by Others
Other

Met Gther Resources Used to Finance Activities

Total Resources Used to Finance Activities

Respurces Used to Finance ltems not Part of the Net Cost of Cperations:
Change in Budgetary Resources Obligated for Goods.
Services and Benefits Ordered hut not Yet Pravided
Resources that Fund Expenses Recognized in Prior Periods
Budgetary Offsetting Caliections and Receipts That Do Not &ffect Net Cost
of Qperations
Credit Program Coliections which Increase Liabities for Loan
Guarantees of Allwances for Subsidy
Ciher
fiesources that Finance the Acguisition of Assets
(Jther Resources or Adjustiments to Net Ooligated Hesourcas that Do Not
Aftect Met Cost of Cporatons

Total Resources Used ta Financa ltems Not Part of the Net Cost of Operations

Total Resources Used io Finance the Net Cost of Operations

Components of the Net Cost of Operations that will not Require or Gengrate Resaurces in the
Current Period:

Companents Reguinng or Generating R
Lpward/Downward Reestimates of
rin

nts of Net Zost of Cpe
Teriods

t Beguinng
and Amortization

3 45783 §
21,118
24,177
123
73.454
1984) [1.0%1)
1.084 959
188 202
288 150
23,752 11,021
923 11,198)
1.216 1670
£%,6449;
iBBBT:
11,313
71 155
7,619 2 604
_ 16,133 8,417
B8O
1,608

| Components of Met Cost of Operations that sl eot Require o Oenerate Resourcos

1otal Componenis of Net Cost of Operations that will not Require or Generate Resources
in the Current Period

Net Cost of Operations 5

T Tyam

Thi accnparyirg MNotes are ansntegral part of the finencial Htatements



COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 1 - Significant Accounting Policies

These financial statements have been prepared
io report the financial position and results of
aperations of the Commodity Credit Corparation
{(CCC or the Corporation). CCC's financial
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 corporation operating within

and through the United States Department of

Agricutture (USDA), Tt was established to:

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

» assist in the maintenance of balanced and
adequate supplies of agricultural
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.5.C. 714, et
seq, The Corperation is managed by a Board of
Directors, subject to the general supervision and
direction of the Secretary of Agriculture, who is
an ex-officic director and chairperson of the
Board. The members of the Beoard and the
Corporation's officers are officials of USDA.

CCC  operations are  financed  through
appropriated funds, as well as an authority to
borrow from the U.S. Treasury {Treasury}. The
Treasury also holds capital stock inn the amount
of $100 million with no obligation to repay, on
which the Corporation pays inferest.  CCC
receives direct appropriations for some of 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).
Receipts 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 USDA's Farm Service Agency
{(FSA), Agricultural Marketing Service (AMS),
Natural Resources Conservation Service {NRCS),
and Foreign Agricultural Service (FAS); and the
U.5. Agency for International Development
{AID), The accompanying financial statements
include an allocation, as appropriate, of salaries
and expenses (e.qg., 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 statemenis and
described in this note are in accordance with
generally accepted accounting principles for
Federal entities. The financial statements and
accompanying notes  are  presented  in
accordance with the farm and content guidelines
established by OMB in Circutar A-136.

Transactions are recorded on the 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. n
consclidation,  intra-agency  activities  and
batances have been eliminated, except for the
Statement of Budgetary Resources, which s
presented on a combined basis as required by
OMB guidance.

Fund Balance with Treasury

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

Notes to Financial Statements

September 30, 2005 and 2004

Note 1 - Significant Accounting Policies, continuved

Cash

Treasury requirements far the Federal Agencies
Centrafized Triat Balance System I (FACTS 1),
for the preparation of Treasury and OMB vyear-
end reports, require that the Fund Balance with
Treasury amount reported via FACTS 11 be in
agreement with what is reflected in Treasury’s
records. To adhere to these reguirements, cash
timing differences are reported as “in-transit”.
The cash balance consisis of these cash-in-
transit timing differences as a resuit of varying
processing times and cut-off dates between
CCC, Treasury, and other USDA entities.,

CCC does not maintain cash in commercial 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 cther analysis, which
reduces the receivables to their estimated net
realizable vaiue.

Commodity Loans

CCC makes both recourse and nonrecourse
loans to producers of designated agriculfural
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 not
subject to  the accounting and reporting
reguirements 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 reparted net commodity loans receivable.

Commodity loans are reported net of an
alfowance for doubtful accounts, which reduces
the loans to their estimated net realizable value.

The allowance is based on the estimated loss on
ultimate disposition, when it is more likely than
not that the loans will not he fully collected.
The allowance also takes into account losses
anticipated on the disposition of inventory
acquired through toan forfeiture. When forfeited
commodities are subsequently disposed, any
loss on the disposition is realized as either a cost
of sales or denation, depending on the type of
disposition.

Historically, Tobacco loans were subject to the
No-Net-Cost Tobacco Program Act of 1982, as
amended, which required tobacco producers to
pay CCC a No-Net-Cost Assessment (NNCA} on
each pound of tchacco they soid.  Additionally,
importers and purchasers of flue cured and
burley tobacco were required to pay a NNCA on
each pound of tobacco imperted or purchased.
These funds earned interest and were applied
agaeinst future Ipan losses of the respective
tobacco cooperative.

On Qctober 22, 2004, President Bush signed the
American Jobs Creation Act of 2004, wbhich
included the Fair and Equitable Tobacco Reform,
commonly referred to as the “Tobacce buyout.”
USDA, which is charged with administering the
program, ftitled it the Tobacco Transition
Payment Program (TIPP). AH aspects of the
Federal tobacco marketing quota and price
support loan programs are ending.  Beginning
with the 2005 tobacco crop there are no
planting restrictions, marketing cards, or price
support foans.

TTPP provides ten equal instaliment payments
to tobacco quota holders and tobacco producers
beginning in 2005 and ending in 2014,
According to the American Jobs Creation Act of
2004, tobacco manufacturers and importers will
be assessed a fee based on relative market
share to reimburse CCC for the amounts paid to
tobacco gquota holders and producers over the
payout period.

During 2005, CCC calied all the outstanding
tobaceo loans and brought the tobacco collateral
into CCC  inventory. CCC disposed of the
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September

30, 2005 and 2004

Note 1 - Significant Accounting Policies, continued

tobacco inventory acquired by either selling it to
the tobacco associations in exchange for
payment from No Net Cost Tobacco Account
{NNCTA) funds being held by CCC, or bid sales
to the public. The use of NNCTA funds in
exchange for tobacco inventory reduced CCC's
liahilities to the tobacco association because the
NNCTA funds were being held for the benefit of
the tobacco association members, and helped to
defray the losses sustained on the sales
transactions. During 2006, the remaining
NNCTA funds will be distributed to the tobacco
associations when the Under Secretary approves
the tobacco associations’ plan to distribute the
NNCTA funds to association members.

Credit Program Receivables

CCC has several credit programs subject to

Credit Reform requirements. Credit program

receivables consist of;

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

» qguaranteed payments made under the
Expert Credit Guarantee programs;

+« receivabies in the Debt Reduction Fund (see
Note 5);

« loans made to grain producers to build or
upgrade farm storage and handling faciities;

= jcans made to apple producers whao incurred
losses due to low market prices; and

« a loan made to the Texas Boll Weevil
tradication Foundation.

These receivables {including rclated interest),
for beth 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 infiows is recegnized as an allowance. CCC
uses the Balances Approach Reestimate
Calculator for computing the subsidy reestimates
for its foreign Credit Reform programs and the
Treasury Credit Reform Certificate  Program
guidelines for the accounting and reporting of its
other subsidy reestimates and amortization,

Consistent with other USDA agencies and in
order to meet reporting requirements, CCC
calculates and pays Treasury interest income
and expense for its Credit Reform programs
based on actual data through August 31, rather
than September 30.

Capitalized Interest

Rescheduting agreements frequently allow CCC
to add uncollected interest to the principal
balance of foreign credit and other foreign
receivables (capitalized interest). In such
circumstances, CCC records an allowance to
reduce the receivable, including the capitalized
interest, to the net present value of future cash
flows. Interest income is recognized only when,
in  management's judgment, debtors have
demonstrated the ability to repay the debt in the
normal course of business.

Commodity Inventories

Commodity inventories, referred to as goods
held under price support and stabilization
programs in the Statement of Federal Financial
Accounting Standards (SFFAS) No. 3, Accounting
for Inventory and Related Property, issued by
the Federal Accounting Standards Advisory
Board, represent commaodities acquired by the
Corporation.  They are eventually sold or
otherwise disposed of to help satisfy economic
goals.

Inventories are initially recorded at acquisition
cost plus processing and packaging costs
ncurred after acquisition.  Acguisition cost is the
ameunt of the loan settlement, excluding
interest, or the amount of the purchase
settlement price, Since loan rates and income
support  levels are established by statule,
inventory acquisifions are usually recorded at a
cost higher than market value.

Commodity inventories are reported at the fower
of cost or net realizable value through the use of
a commodity valuation allowance. This
allowance is based on the estimated loss on
commaodity dispositions, including donations {for
which a 100 percent allowance is established).
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30,

2005 and 2004

Note 1 - Significant Accounting Policies, continued

Generally, disposition costs are based on the
average cost of the commodity in inventory at
the end of the previous month. In other cases,
the cost is computed cn the basis of actual
{historical} cost of the commodity. Actual cost is
used with: (a) simultanenus acquisition and
disposition for commedity export programs; and
(b)y dispositions of commodities previously
pledged as price support lcan collateral, which
are acquired and simultaneously disposed of by
CCC during the exchange of commodity
certificates. Commodity  certificates  are
negotiable instruments issued by CCC, which
can be exchanged for a commodity owned or
controlied by the Corporation.

The cost of commodity inventories sold to other
Federal entities is classified as an expense with
the public since the commodities being sold are
originally purchased or otherwise acquired from
a public source.

General Property and Equipment

General property and equipment purchases are
recorded at the acquisition cost plus any
expenditures related to placing the asset into
service, such as freight, installation, and testing.
Purchases of personal property valued at
$25,000 or more, with a useful life of 2 years or
greater, are capitalized. Personal property and
equipment is depreciated on a straight-line
basis. Automated Data Processing (ADP)
equipment has a service life of 5 years, while
non-expendable  administrative  property s
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. Internal use software
development cost are accumulated and are
capitalized upon completion. In accordance with
SFFAS No. 10, Accounting for internal Use
Software, capitalized software  development
costs include contractor develcped software,
purchased software, and internally developed
software. Capitalized internal use software costs

are amortized over a pericd 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 vyear 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

Depending on the type of transaction, CCC
recognizes a liahility in one of two ways. If an
exchange transaction occurs {ie., when CCC
receives goods or services in return 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 CCCurs (Le.,
government programs where there is a one-way
flow of resources or promises), a liability is
recognized for any unpaid amounis due as of
the reporting date.

Liabilities not covered by budgetary resources,
disclosed in Notes 11 and 12, result from the
accrual of unpaid amounts due for various CCC
programs. Budgetary resources for the
programs will not be made available until the
subsequent fiscal year.

Resources Payable to Treasury

Resources payable Lo Treasury represent the net
rescurces of the pre-Credit Reform programs.
These net resgurces are held as working capital
untit funds are no longer needed to fund
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COMMODITY CREDIT CORPORATION

" Notes to Financial Statements

September 30, 2005 and 2004

Note 1 - Significant Accounting Policies, continued

liabilities, at which time they are returned to
Treaswry.

Credit Guarantee Liabilities

Credit qgquarantee liabilities represent the
estimated net cash outflows (loss) of the
guarantees on a net present value bhasis. 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 Credit Reform Export Cradit
Guarantee programs.

Interest Income on Direct Credits and
Credit Guarantees

Interest is accrued monthly on both performing
and non-performing credits and credit guarantee
receivables as it 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 instaliment
payment in arrears mere than 90 days. For
those non-performing receivables, interest is not
recognized as income; rather, it is deferred until
the interest is received or the receivable is
returned to performing status,

Allocation Transfers and Shared
Appropriations

OMB guidance requires that if an allocation
transfer is material to the child’s financial
statements, the child should report the activity
relating fo the allocation transfer in all of its
financial statements, except the Statement of
Budgetary Resources. Accordingly, as a parent
agency, CCC reports none of the allocation
transfer activity to  AID in  its  financial

statements, except for the Statement of
Budgetary Rescurces. The purpose of the
allocation transfer is to fund P.L. 480 Title 11
transportation and other administrative costs in
connection with foreign donations.  Under the
same principle, CCC dees not include FSA
allocation transfer  programs  on the
Corporation’s Statement of Budgetary
Resources.

The Hazardous Waste Departmental activity
(where CCC is the child agency) is recorded in a
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 Federat agency, is nct 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 liabilittes,  and  disclosure  of
contingent assets and liahilities 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.

Page 5



COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 2 - Fund Balance with Treasury

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

Revolving Funds
Appropriated Funds

Total Fund Balance with Treasury

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

Uncbiigated Balance:

Available

Unavailable
Obligated Balance not yet Dishursed
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
uvnobiigated appropriations from prior years that
are no longer available for new obligations.

Totai  unchligated  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, 2005 and 2004, which will be
funded by future borrowings.

In addition, amounts presented in the above
schedide do not agree with the corresponding

(T Millions)
..2005 2004
$ 1,049 $ 871

1,732 _ 2,342
$ 2,781 $ 3,213

{In Millions)

2005 2604
$ 3,828 $ 3,479
254 397
7,400 4,501
11,482 8,377
. {8,701) ~(5,164)
$...2,781 $ 3,213

fine ilems on the Statement of Budgetary
Resources due o OMB reporting requirements
for allocation transfers. The total uncbligated
halance and obiligated balance not yet disbursed
on the Statement of Budgetary Resources is
%11.5 bilkon and $9.2 billion as of September
30, 2005 and 2004, respectively. The difference
of  $795%  and  $829 million, respectively,
represents allocation transfer activity with AID
and FSA. See Note 1 for information on CCCs
allocation transfer relationships.

There are no unreconciled differences between
CCC's general ledger and the balances per
Treasury’'s records. See Note 1 for a discussion
on the treatment of timing differences.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 3 - Accounts Receivable, Net

Accounts receivable as of September 30, is as follows:

Intragovernmental:

Due from Department of Treasury

Due from Department of Transportation
Due from Other Federal Agencies

Totat Intragovernmental Accounts Receivable, Net

Public:

Claims Receivable
Notes Receivable
Interest Receivable
Tobacco Trust Fund
Cther

Subtotal

Less: Allowance for Doubtful Accounts
Total Public Accounts Receivable, Net

The Cargo Preference provisions of the Food
Security Act of 1985 provide for the
reimbursement of certain transportation costs
the Corporation incurs under foreign assistance
programs. CCC established a receivable from
the Department of Transportation (DOT) for
freight costs exceeding 20 percent of the total
cost related to the donated commodities and
ocean freight expenses. This is authorized by
Section 901d{b} of the Merchant Marine Act,
1938, CCC received $469 million in payments
from DOT in fiscal year 2005.

{In Millions)

2005 2004
$ 136 $ 54
248 283
3 63
$ 387 $ 400
$ &7 3 a5
9 10
12 15
7,214 .
342 Ad0
$ 7,644 s 510
22} (71
$_ 7,572 $ 439

Cther public receivables consist of amounts due
from program overpayments under such
programs as Market Loss Assistance, Bioenergy,
Conservation Reserve Program, and Direct and
Counter Cyclical.

In fiscal year 2005, CCC recognized a public
receivable in the amount of $7.2 billion under
the Tobacco TVransition Payment  Program
{TTPP). The receivable is recorded at the
present value of the remaining expected receipts
in the Tobaceo Trust Fund over a 10-year period
beginning in 2805 and ending in 2014,
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 3 - Accounts Receivable, Net, continued

The changes in the allowance for doubtful accounts on intragovernmental and public receivables for the
fiscal years ended September 3G, are as follows:

{In Millions)
2005 2004
Intragovernmental: p 188
Allowance — Beginning of Fiscal Year 5 - ; 188
Provision for Doubtful Accounts ) (188}
Allowance ~ End of Fiscal Year S S
(In Millions}
2005 2004
Public:
Allowance - Beginning of Fiscal Year 4 71 5 106
Provision for Doubtful Accounts 2 (35}
Allowance — End of Fiscal Year $ 73 $. .71
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 4 — Commodity Loans, Net

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

{In Mitlicns)
2005 2004
Tobacco ¢ - $ 738
Wheat 330 311
Corn 280 179
Soybeans 153 53
Rice 179 288
Cotton 80 115
Other Commodities 86 ...118
Total Commodity Loans 1,108 1,802
Accrued Interest Receivable i6 B4
Lless: Allowance for Losses e £93) ___(88)
Total Commaodity Loans, Net $. 1,031 $..1,798

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

{Trn Miilions)
2005 2004
Aflowance - Beginning of Fiscal Year 5 23\ $ 48
Less: Charge-offs {360) (149}
Add:  Provision for Doubtful Accounts — .5 189
Allowance ~ End of Fiscal Year $...93 $ .58
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net

Descriptions of CCC's divect credit and foan pregrams, and credit guarantee programs are presented

below.

Divect 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 18990, 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) associated 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 disbursed.
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 locans, and
the defaulted credit guarantees, are not the
same as the proceeds that would be expected to
he received from selting 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 exparts of U.S. agricuilural products
to buyers in countries where credit is necessary
o maintain or increase U.S, sales, but where
financing may not be available without such
credit guarantees, The Corporation underwriles
credit extended by the private banking sector in
the United States (or, less commenly, by the

exporter) under the GEM-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
{SCGP), 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.  All
guarantees under this program are denominated
in U.S. dollars.

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. 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. At guarantees
outstanding at September 30, 2005 and 2004,
were issued post-1991,

Direct Credit Programs

Under the P.L. 480 Title I Program, CCC finances
the sales of 4.5, 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 up to 7
years). P.L. 480 Title I provides for
government-to-government {and some
government-to-private  entity) sales of U.S,
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

agricultural commodities to developing countries
on credit terms or for local currencies.  Priority
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 o encourage
and support the expansion of private enterprise
in recipient countries and is meant to help
countries seeking o 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 changad. 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
Chub 15 an  internationally  recognized
organization whose sole purpose is to address,
on a case-by-case basis, liquidity problems faced
by the worlds most severely economically
disadvantaged countries. While the Paris Ciub
has no charter or formal cperating procedures, it
has been operaling since 1978 under the
leadership of the French Ministry of Econcmics
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
1.5, delegation and negotiations for all WS,
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, colfections
including fees, original subsidy and
scheduled future payments),

« interest rates,

« defaults, and

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

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.
This is a major contributor to the significant
downward subsidy reestimates far CCC's foreign
Credit Reform programs, resulting in a net
downward reestimate of $818 milion and $1.1
billion in  fiscal vyears 2005 and 2004,
respectively.

Sovereign and non-sovereign lending risks are
regularly analyred and sorted into cne 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 yield to maturity of dollar denominated
bonds of like-rated sovereigns and comparable
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

maturity Treasuries were used to generate the
default estimate for each rating. In fiscal year
2005, CCC changed the methodology for
computing GSM  contingent.  liability. The
availability of more detailed data from the
subsidy application system which includes
contract phase-out and undelivered amounts
made the change possible. The difference in
fiscal year 2005 is approximately $24 million of
outstanding guarantees.

During Fiscal Year 2005, CCC experienced
significant  defaults under the GSM  Supplier
Credit program in Mexico. As of September 30,
2005, CCC has paid 296 claims totaling $95.8
million.  An additional 27 claims totaling $6.5
million are pending review and payment. The
Office of Inspector General (OIG) has opened an
investigation into these claims.  In April 2005,
the  Foreign  Agricultural  Service  (FAS)
determined that the outstanding risk of four
Mexican importers under the Supplier Credit
Guarantee Program (SCGP) should be contained.
As a result, FAS denied $30 million in pending
Mexican SCGP  applications  for corn and
soybeans.

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  considering  debt  forgiveness  or
reduction of debt to poor countries under the
Paris Club's Heavily Indebted Pcor Countries
{HIPC) Initiative.  Discussions are cusrently in

progress with a number of countries which, if
successful, may affect CCC. These countries
include: Bangladesh, Eritrea and Sri Lanka.

Other than as stated above, CCC is unaware of
any measurable events or pending legistation at
this time that may affect subsidy rates and
reestimates in the future.

Direct Loan Programs

The Farm Storage Facility Loan (FSFL)
Program was impiemented 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 Weevil Program made available to
the Texas Boll Weevil Eradication Foundation an
interest-free $10 miliion loan to be repaid over
ten years.

The Apple Loan Program provided loans to
apple producers who suffered hardships due to
fow prices following the 1998-1999 growing
season when apple prices fell to their lowest
tlevels in nearly 10 years. Fligible applicants
obtained loans up to $300 per acre of apple
trees in production in 1999 or 2000, up to a
maximum indebtedness of $5300,600. The Apple
Lean Program was not funded in fiscal years
2005 and 2004,
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

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

(In Mikiions)
2005 2004

Direct Credit and Loan Programs:
Pre-1592:

P.L. 480 Title I $ 3,354 $ 3,385
Post-1991:

P.L. 480 Title § 1,280 1,091

Debt Reduction Fund 160 129

Farm Storage Facility 211 189

Bolt Weevil Program -- 3

Apple Loan Program 1 i
Defaulted Credit Guarantees:

Pre-1992 Export Credit Guarantees 1,294 2,526

Post-1991 Export Credit Guarantees 837 948
Total Credit Program Receivables, Net $... 7,237 . 8,272

P.L. 480, Title 1 direct credits outstanding that were obligated prior to fiscal year 1992 and related
interest receivable as of September 30, are as follows:

{In Millions)
Credit Interest Allowance for
Receivables, Receivahble, Uncoliectible Credit Program
2005 Gross 7 Gross Accounts Receivables, Net
P.L. 480 Title 1 $..5,909 $...69 §..(2,624) $..3.354
(In Millions)
Credit Interest Allowance for
Receivables, Receivable, Uneollectible Credit Program
2004 Gross Gross Accounts  Receivables, Net
F.L. 480 Title 1 $ 6,244 s 71 3 {2,930) 3,385
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

Se

tember 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

P.L. 480 direct credits and direct loans for FSFL, Beli Weevil, and apple loans that were obligated after
fiscat year 1991 and related interest receivable outstanding as of September 30, are as follows:

2005

P.L. 480 Title I

Debt Reduction Fund
Farm Storage Facility
Bolt Weevil Program

Apple Loan Program

Total

2004

P.L. 480 Title 1

Debt Reduction Fund
Farm Storage Facility
Boll Weevit Program

Apple Loan Program

Total

{In Millions)

Credit Interest
Receivables, Receivable, Subsidy Credit Program
Gross Gross Allowance Receivables, Net
3 2,273 $ 35 $ (1,028) $ 1,280
521 2 {363) 160
210 22 (21} 211
10 (10) -
o == e _ 1
$ 3,014 $ 59 $ {1,421} $...1,652

{In Millions}

Credit Interest
Receivables, Receivable, Subsidy Credit Program
Gross Gross Allowance Receivables, Net
$ 2,483 $ 30 $ (1422 ¢ 1,09
524 3 {398) 129
187 3 (1) 189
10 (7) 3
1 - 1
$ 3,205 536 $.(1828) § 1,413
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

Defauits 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
2005 Gross Gross Accounts  Receivables, Net
Export Credit Guarantee Programs $__1.401 $ 15 $ (122) $..1.294
{In Miflions)
Credit Interest Allowance for
Receivables,  Receivable, Uncollectible Credit Program
2004 Gross Gross ~Accounts Receivables, Net
Export Credit Guarantee Programs $ 4,709 5 21 $..(2,204) $ 2540

Hefaults 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
2005 Gross Gross Allowance  Receivables, Net
Export Credit Guarantee Programs $ 1,604 $ 24 $. . (891} $ 537
{in Millions)
Credit interest
Receivables, Receivable, Subsidy Credit Program
2004 ~ Gross Gross Allowance Receivables, Net
Export Credit Guarantee Programs $ 1,794 4 27 $ {873) $ 948
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 5 ~ Credit Program Receivables, Net, continued

The changes in the subsidy allowance for outstanding direct credits and tcans that were obligated after
fiscal year 1991 as of September 30, are as follows:

{In Millions)
2005 2004

Subsidy Allowance — Beginning of Fiscal Year $ 1,828 $ 1,748
Subsidy expense for current year disbursements:

Interest rate differential 20 21

Default costs (net of recoveries) 5 1t

Cther subsidy costs 1 N
Total subsidy expense 26 35
Adjustments:

Loan modifications 6 141

Subsidy allowance amortization 56 (113

Loans written off (43) {229)

Other (110} 457
Balance before reestimates 1,763 2,141
Subsidy reestimates:

Interest rate reestimate 2 (1)

Technical/default reestimate 1344} {312}
Total subsidy reestimates (342} (313)
Subsidy Allowance - End of Fiscal Year $ 1,421 $ 1,828
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

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 lecans, medifications {(Mods. ) and subsidy reestimates are as follows:

{In Millions)
Subsidy Expense for New Direct Loans Dishursed Mads.
Fees and

Interest Other
2005 Differertial Defaults  Colls, Other Total Jotal
P.L. 480, Title 1 $ 21 % 1 % 3 1 4 5% I3}
Debt Reduction Fund
Sugar Storage Facility
Farm Storage Facility (1) i -
Totat kY 20 % 5 % $ o3 .26 &6

Subsidy Expense for New Direct Loans Disbursed Mods.
Fees and

Interest Other
2004 Differential Defaults  Colls. Other Total Total
FLARD Tile © & 21 % i3 $ L 3% 0% i5l
Debt Reduction Funa
Farm Storage Faclity - 1 i
Total & 21 511 3 &3 535 3 141

Reestimates

Interest Grand
Rate  Iechnical  Total Total
5 ¢ (414) § (419) 1 (38D)
70 70 70
] 3 4 4
I (3) {23 (2}
%ot 30340 0§ (342)  § (310)
Reestinates
interest Grand
Rate  Technicel  Total Total
300 {3y s (201 3 (204 & (2%)
(118} {118) {118}
2 7 S A 1
Socbl) B3l 3.0313) 50130

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

Notes to Financial Statements
September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

For the fiscal years ended September 30, current and prior year disbursements of post-1991
direct credits and loans are as follows:

{In Millions)
Current Year
Over {Under}
2005 2004 Prior Year
P.L. 480 Title I $ 46 $ 60 $ (14)
Farm Storage Facility 29 61 (2)
Toral $ 105 $ 12 $ L18)

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
Qutstanding Outstanding Outstanding Outstanding
2005 Principal Interest Brincipal Interest
Export Credit
Guarantee Programs 3 4,240 § 203 % 3,088 S 03

{In Millions)

Face Value Guaranteed”
Post-1991 Post-1591 Post-1991 Post-1991
Dutstanding Outstanding Outstanding Outstanding
2004 Principat  Interest Principal Interest
Export Credit
Guarantee Programs ... 0,042 $o.. 113 5 4830 5. 60

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

Notes to Financial Statements
September 30, 2005 and 2004

Mote 5 - Credit Program Receivables, Net, continued

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

(In Millions}
2005 2004

Credit Guarantee Liability - Beginning of Fiscal Year 3 240 § 22
Subsidy expense for current year dishursements:

Default costs {net of recaveries) 181 271

Fees and other coliections .. {16) . {25)
Total subsidy expense 165 246
Adjustments:

Fees received 16 22

Claim payments to lenders {185) (127)

Other 499 B85
Balance before reestimates 735 1,048
Subsidy reestimates:

Interest rate reestimate {287) {259)

Technical/default reestimate . (188) - 1549}

Total subsidy reestimates {475) ..1808)
Credit Guarantee Liability - End of Fiscal Year $ 260 $..240
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

Subsidy expenses, net of fees and other collections, for current year disbursements related o 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 Digbursed Reestimates
Fees and
Interest Other Interest Grand
2005 Supplement Defaulis  Colis. Other  Total Rate Technical  Total Total
Export Credit Guarantee Programs $ocn 1815 (IBYS -3 165§ (287 & _(188) £.0475) .31y
{In Millions}
Subsidy Expense for
New Credit Guarantees Disbursed Reestinates
Fees and
Interest Other Interest Grand
2004 Supplement Defaults  Cofls.  Qther  Tota Rate  Technicat  Jotal Total
Export Credit Guarantes Programs Gz 5270 5.(25Y % n 5. 296 %0 (259 5 (549) % (808) 5 (86D

Subsidy reestimates are calculated on cumulative disbursements for all cohorts.

For the fiscal years ended September 30, current and prior vear credit guarantee disbursements are as

follows:
{In Millions)

2005 . 2004
Outstanding  Qutstanding Outstanding Outstanding
Principal, Principal, Principat, Brincipal,
Face Value Guaranteed Face Vaiue Guaranteed
Export Credit Guarantee Programs $...295% 4 2,678 $ 3,873 $ 3374

For the fiscal years ended September 30, 2005 and 2004, administrative expenses on direct credit and
loan programs were $5 million and $3 million, respectively and $4 million for the credit guarantee
programs in each year,
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Notes to Financial Statements
September 30, 2005 and 2004

Note 5 - Credit Program Receivables, Net, continued

Fiscal years 2005 and 2004 subsidy rates for direct credits and loans are as follows;

{Percentages)
Fees and
Interest Other
2005 Differential ~ Defaults ~ Collections ~ Other  Totali
P.L. 48O Programs 45.85 10.13 55.98
Farm Storaqge Facility (1.68) 0.51 (0.11) (0.15) (1.43)
Fees and
Interest Other
2004 Differential ~_Defaults  Collections Other Total
P.i. 480 Programs 42.49 24.53 11.88 78.90
Farm Storage Facility (0.97) 1.62 (01D (.68 1.22
The Boll Weevil and Apple Loan Programs are one year proegrams, cohort 2001.
Fiscal years 2005 and 2004 subsidy rates for credit guarantee programs are as follows:
{Percentages)
Fees and
Other
2005 Defaults  Collections Total
Export Credit Guarantee Programs 7.48 0.65 3.13
Fees and
Cther
2604 Defaults  Collections Total
Export Credit Guarantee Programs 7.48 {0.66) 6.82

Subsidy rates are used to compute each year's subsidy expenses as disclosed above. The subsidy rates
disclosed pertain only to the current vear's cohorts. These rates cannct be applied to the direct credits
and loans and credit guarantees disbursed during the current reporting year to vield 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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September

30, 2005 and 2004

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, 2005 and 2004, totaled
$2.9 and $2.8 billion, respectively, compared to
a total principal balance {performing and non-
performing) at September 30, 2005 and 2004,
of $11.7 and $15.8 bhillion, 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 $16 million from a total
of $486 million in fiscal year 2005, and
decreased by $19 million from a total of $591
millicn reported in fiscal year 2004, During the
entire delinquency period, 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 $888 million and $872 million
through September 30, 2005 and 2004,
respectively.

Direct credit and credit guaraniee principat
receivables under rescheduling agreements as of
September 30, 2005 and 2004, were $5.5 and
$7.4 bilton, respectively.

During fiscal year 2005 Paris ciub agreed
minutes to reschedule PL-480 debt were signed
as follows:

Date Country Amount in Millions
12/16/04  Republic of Congae ¢ 7,778
05/16/05  Indonesia 61,559
06/15/0%  Sri Lanka 25,542

Total $ 94,879

During fiscal year 2005, rescheduling and claims
refinancing agreements entering into force on
agreements negotiated in prior periods totaled
$115 millicn in principal and $434 thousand in
interest, of which $114 million was with the
private sector -~ primarily in Argentina.

In addition, during fiscal year 2005 Russia,
Poland and Lithuania prepaid their debt in the

amount of $1 billion, $825 milion and $61
million respectively.,

Other Significant Events

In November 2004 the Paris Club {Club) met to
discuss debt relief for the Republic of Irag. The
members of the Club agreed to reduce lrag’s
debt by 80% in three tranches: 30%
immediately; 30% upon signing of an
Internaticnal Monetary Fund (IMF) agreement,
and 20% in three years provided Iraq continues
to perform under that agreement. In March
2005, 100% of Irag’s debt to the United States
was forgiven, more than 99% of which was due
to Commeodity Credit Corporation ($2 bitlion of
principal and $1.9 billion interest,)

Banco de Provincia de Buenos Aires Argentina
(Provincia), 100 percent owned by the
government of the Province of Buenos Aires, is
in default on guarantees under the Export Credit
Guarantee Program (GSM-102) of approximately
$1.13 hillion.  On February 11, 2005, the
Commodity Credit Corporation (CCC) and
Provincia signed a Preliminary Agreement Letter,
agreeing to the basic economic terms and
conditions for restructuring. On June 30, 2005,
CCC signedd a Dollar Loan Agreement with
Provincia restructuring the $1.13 billion claim.
On the same day, CCC received a cash payment
of $34.2 million for past due principal. The
remaining $78.4 million will be paid over nine
years with a 3.5 year grace period on principal.
in additicn, CCC received its first semi-annual
interest payment of $1.2 million. Default
interest on the past due principal was waived
but CCC will have no foss on a net present value
basis.

Changes in _the Export Credit Guarantee
Programs

As the result of actions by the World Trade
Organization with respect to farm subsidies, the
U.S.  Department of Agriculture  {(USDA)
implemented new guarantee fee rates under the
Commodity Credit Corporation’s Export Credit
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Note 5 - Credit Program Receivables, Net, continued

Guarantee Program {GSM-102) and the Supplier
Credit Guarantee Program {SCGP). The new fee
rates use a risk-based structure bhased on a
country risk scale, as well as different
repayment terms (i.e. tenors). The USDA has
decided not ic conduct business in countries
that are rated below the risk scale of six. As a
result significant declines in program levels are
anticipated for Fiscal Year 2006 and subsequent
program years.

PL 480 Title I Direct Credit Trend Analysis

The PL 480 Title I weighted average subsidy
rate reported in the Federal Credit Supplement
for 2004 was 78.60 percent. The 2005 weighted
average rate was 55.98 percent. The decrease
of more than 29 percent is mostly due to
changes in the "Default” and the “Other”
compoenents.

The default component for 2004 was 24.53
percent. The default component for 2005 was
10.13 percent. This reflects a shift in 2005
credit programming to a higher percentage of
countries with more favorable risk ratings.

The 2004 weighted average subsidy rate
included an "Other” component of 11.88 percent
to reflect the cost of Title I-funded Food for
Progress Grants. For 2005, OMB decided USDA
should not include grants as part of the
weighted average subsidy rate presented in the
Federal Credit Supplement,

FL 480 Title I Subsidy Rates and Components
FY 2004 and FY 2005 Federal Credit

Supplement
FY ¢ FY | Change
2005 | 2004

Weighted Average | 55.98 | 78.90 | -22.92

Rate

- Components: :
_ Default 110,13 | 2453 | -14.40 |
_Interest 4585|4249 336
. Other — | 1188 -11.88

Reestimates

The balances approach method is used to
reestimate PL 480 Title [ direct lcan subsidy
costs, With this approach, the net present value
of remaining cashflows for a cohort are
compared to the balance on deposit with
Treasury for the cchort, It is necessary to
make sure payments are made o service debt
with Treasury before reestimates are performed
each year to avoid excess cash balances that
could affect the outcome of reestimates.

ICRAS risk ratings and associated default rates
can have a major impact on export program
subsidy calculations. ICRAS country risk ratings
are developed by an interagency task force to
reflect government-wide experience with debtor
gountries.  These ratings, which are provided
annually, are used for reestimates and may not
reflect USDA'2 specific experience with a given
country,  Similarly, ICRAS default rates are
provided annually by OMB and reflect
government-wide experience,

The PL 480 Title 1 2004 downward reestimate of
$69 million is partly due to upgrades (o the
ICRAS ratings for six countries. Disbursements
for these countries account for about 13 percent
of total disbursements for all countries over ali
cohorts.  An offsetting upward reestimate of $8
millicn was partly due te downgrades to the
ICRAS ratings for three couniries,
Disbursements for these three countries account
for about 4.6 percent of tatal disbursements for
aft countries over all cohorts.,

For the 1992 cohort, ICRAS ratings improved for
five countries while ratings worsened for three
countries. Repayments for the cohort are
scheduled through FY 2023, The NPV of
remaining  cashflows for the cohort (P&1
payments {ess net defaults) is $110 million. Net
liabilities, which include balances owed to
Treasury of $127 million less balances on
deposit of $17 million, total $110 million.
Expected payments exceed liabilities, resulting in
a downward reestimate of $263,317 for the
1992 cohort.
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Note 5 - Credit Program Receivables, Net, continued

For the 1993 cohort, ICRAS ratings improved for
four countries while ratings worsened for two
countries. Repayments for the cohort are
scheduted through FY 2024, The NPV of
remaining cashflows for the cohort (P&
payments less net defaults) is $289 million. Net
liabilities, which include balances owed to
Treasury of $309 millicn less balances on
deposit of $12 million, total $297 million.
Liabilities exceed expected payments, resulting
in an upward reestimate of $7.9 million for the
1993 cchort.

For the 1994 cohort, ICRAS ratings improved for
two countries while ratings worsened for one
country. Repayments for the cohort are
scheduled through FY 2025 The NPV of
remaining cashflows for the cohort (P&I
payments less net defaults) is $72 milkion. Net
liakilities, which include balances owed to
Treasury of $71 million less balances on deposit
of $4.3 million, total $66.7 million, Expected
payments exceed liabilities, resulting in a
downward reestimate of $5.6 million for the
1994 cohort.

For the 1995 cohort, ICRAS ratings improved for
two countries while ratings worsened for one
country. Repayments for the cohort are
scheduled through FY 2026, The NPV of
remaining cashflows for the cohort (P&
payments less net defauits) is $53.9 million. Net
fiabilities, which include balances owed to
Treasury of $53 million less balances on deposit
of %7 milion total $46 million, Expected
payments exceed liabilities, resulting n a
downward reestimate of $7.9 million for the
1895 cohort.

For the 1996 cohort, ICRAS ratings improved for
three countries while ratings worsened for one
country. Repayments for the cohort are
scheduled through FY 2027, The NPV of
remaining cashflows for the cohort (P&I
payments less net defauits) is $62.6 million. Net
liabilities, which include balances owed to
Treasury of $65 million less balances on deposit
of $10 million, total $55 million.  Expected
payments exceed liabilities, resulting in a
downward reestimate of $7 million for the 1996
cohort,

For the 1997 cohort, ICRAS ratings improved for
three countries. Repayments for the cohort are
scheduled through FY 2028 The NPV of
remaining  cashflows for the cohort  (P&I
payments less net defaults) is $41.5 million. Net
fabiliies, which inciude balances owed to
Treasury of $49 mitlion less balances on deposit
of $19.8 millien, total $29 million. Expected
payments exceed liabilities, resulting in a
downward reestimate of $12 milkion for the 1697
cohort.

For the 1998 cohort, ICRAS ratings improved fov
one country while ratings worsened for two
courdries. Repayments for the cohort are
scheduled through FY 2029, The NPV of
remaining cashflows for the cohort (P&l
payments less net defaults) is $51.7 million. Net
liabilities, which include batances owed to
Treasury of $58.7 million less balances on
deposit of %10 million, total $48.7 miilion.
Fxpected payments exceed liabilities, resulting in
a downward reestimate of $3 million for the
1998 cohort.
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Note 5 - Credit Program Receivables, Net, continued

For the 1999 cohort, ICRAS ratings improved for
one country. Repayments for the cohort are
scheduled through FY 2030, The NPV of
remaining cashflows for the cohort (P&l
payments less net defaults) is $252 millicn. Net
liabilities, which include balances owed to
Treasury of $282 million less balances on
deposit of $44 mitlion, total $238 million.
Expected payments exceed liabilities, resulting in
a downward reestimate of $14.5 milion for the
1999 cohort.

For the 2000 cchort, ICRAS ratings remained
the same for ali countries. Repayments for the
cohort are scheduled through FY 2031. The NPV
of remaining cashfiows for the cchort (P&I
payments less net defaults) is $44 million. Net
liabilities, which include balances owed to
Treasury of $79 million less halances on deposit
of $37 million, totat $42 million. Expected
payments exceed liabilities, resulting in a
downward reestimate of $1.6 million far the
2000 cohort.

For the 2001 cohort, the ICRAS rating worsened
for one country. Repayments for the cohort are
scheduled through FY 2032. The NPV of
remaining cashflows for the cohord (P&3
payments less net defaults) is $40 million. Net
lhabilities, which include balances owed to
Treasury of $113 million less balances on
deposit of 382 million, total $31  million.

Expected payments exceed liabilities, resulting in
a downward reestimate of $8 milion for the
2001 cohort.

For the 2002 cohort, the ICRAS rating improved
for cne country and worsened for one country.
Repayments for the cohort are scheduled
through FY 2033. The NPV of remaining
cashflows for the cohort (P& payments less net
defaults) is $44 million. Net liahilities, which
include balances owed to Treasury of $56 million
less balances on deposit of $15 million, total $41
million.  Expected payments exceed liabilities,
resulting in @ downward reestimate of $3 miilion
for the 2002 cohort.

For the 2003 cchort, the ICRAS rating improved
for one country. Repayments for the cohort are
scheduled through FY 2034, The NPV of
remaining cashflows for the cohort (P&
payments less net defaults) is $29 million. Net
liabilities, which inctude balances owed to
Treasury of $537 milion less balances on
deposit of $511 million, total $26 million.
Expected payments exceed liabilities, resulting in
a downward reestimate of 33 milion for the
2003 cohort.
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Note 6 - Commodity Inventories, Net

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

Commodity Tnventories — Beginning of Fiscal Year

Acquisitions

Cost of Sales

Donations

Other Dispositions, Additions and Deductions

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

Cemmodity loan forfeitures during the fiscal
yvears ended September 30, 2005 and 2004,
were $79 million and $25 million, respectively.
Tobacco loan forfeitures amounted to $985
miffion including accrued interest.  An analysis of
the change in inventory by commodity for fiscal
years 2005 and 2004, is presented in the
Required Supplementary Information  Section
(Unaudited).

Restrictions on Commodity Inventory

In accordance with the Bill  Emerson
Humanitarian Trust {BEHT) Act of 1998, CCC
currently maintains a commodity reserve of 60
million bushels of wheat valued at $152 million
for use when domestic supplies are so limited
thalt guantities cannot meet the availability
criteria  under P.L. 480, In addition, if
commodities that meet unanticipated needs
under Title II of P.L. 480 cannot be made
available in a timely manner, the Secretary may

{In Millions)

2005 2004
$ 950 $ 1,984
7,172 2,252
(6,146) (1,314)
(1,276) (1,583)
_(396) (389)
304 950
(275} (803)
$ 29 141

release up to 500,000 metric tons of wheat or
an equivalent value of eligible commedities, plus
up to 500,000 metric tons of eligible
commodities that could have been released, but
were not released, under this authority in prior
fiscal years. Commodities are to be used solely
for emergency food assistance. BEHT stocks
can be exchanged for other 1.5, agricultural
commaodities of equal value to meet emergency
food needs. 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 egual to 100 percent of the wheat
iwveniory valued at 3152 million has been
established.
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Note 7 - General Property and Equipment, Net

General property and equipment as of September 30, are as follows;

{In Millions}

Acquisition  Accumulated  Net Book

2005 Value Depreciation Value

ADP Equipment £ 75 $ {76) $ -

Capitalized Software Development Costs 74 (22) 52

Total General Property and Equipment $...100 $ . (98) $ 52
{In Millions)

Acquisition  Accumulated Net Book

2004 ) K_\{_aluuue___\_‘ ~ bBepreciation Value

ADP Eguipment $ 79 3 (79) $ -
Capitalized Software Development Costs 59 (11) _...A38
Total General Property and £quipment $...138 ... (90 3 48

Page 27



COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

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:

Debt — Beginning of Fiscal Year:
Principal: Interest Bearing
Non-Interest Bearing
Accrued Interest Payable

Total Debt Outstanding -~ Beginning of Fiscal Year

New Debt:
Principal: Interest Bearing
Non-Interest Bearing
Accrued Interest Payable
Total New Debt

Repayments:
Principal: Interest Bearing
Non-Interest Bearing
Accrued Interest Payable
Total Repayments

Interest Refinanced

Debt ~ End of Fiscai Year
Principat: Interest Bearing
Non-interest Bearing
Accrued Interest Payable
Total Debt Qutstanding - End of Fiscal Year

CCC may borrow interest-free up to the amount
of its unreimbursed realized losses. For interest
bearing notes, interest is acorued at a rate
based upon the average interest rate of abl
outstanding U.S. marketable obligations  of
comparable maturity date as of the preceding
month.  Monthly interest rates ranged from
2.00% to 3.875% during fiscal year 2005 and
from 1.25% to 2.125% during fiscal year 2004,
Repayments are applied to non-interest bearing
notes  first. Once these are liquidated,
repayments are then applied 1o interest bearing
notes.

In fiscal years 2005 and 2004, CCC was fully
reimbursed for its prior year net realized losses,

{(In Millions)
2005 d00d
3 12,397 $ 21,741
/2 95
12,469 21,836
26,977 18,371
383 123
27,360 18,454
{16,306) (27,735)
o (132) e {14B)
116,438 (27,881)
35 19
23,103 12,396
323 72
523,426 $..12,468

therefore, CCC carred no non-interest bearing
notes.  In fiscal year 2004, Treasury returned
$24 million in interest paid by CCC, rather than
having CCC establish a non-interest bearing note
and subsequently repaying it.

The total amount of debt principal and interest
refinanced was $12.6 billion and $10.3 billion in
fiscal years 2005 and 2004, respectively. These
amounts are included in the tctal amcunts of
new debt and repayments in the table above.
These amounts include the outstanding principal
rolled over in fiscal years 2005 and 2004,
respectively,  Accrued interest rolled over into
notes payable was $35 million in fiscal year
2005 and 519 million in fiscal year 2004.
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Note 8 — Debt to the Treasury, continued

Interest expense incurred on these borrowings
was $379 million and $100 millicn for fiscal
years 2005 and 2004, respectively.

The fiscal year 2005 and 2004 interest rates on
fong-term berrowings under the permanent
indefinite  borrowing authority for the Credit
Reform programs are calculated using the OMB
Credit Subsidy Caiculator. For the 2001 and
future cohorts, the single effective interest rate
produced from the calculator, along with budget
assumptions, are used to calculate interest
expense.

The terms for borrowings made for the Export
Credit Guarantee programs range from under 3
years up to 1G years. Currently, maximum loan
terms do not exceed 7 vyears, while the
repayment terms for borrowings for the P.L. 480
program are 30 years. The repayment terms for
direct loans under the FSFL program is 7 years,
3 years for direct loans under the Apple Loan
Program, 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 $212 million and $221 million in
fiscal years 2005 and 2604, respectively.
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Note 8 — Debt to the Treasury, continued

Total debt outstanding, by program and maturity date, as of September 30, 2005, is as follows:

Program Debt Maturity Date
{In Mithons)
CCC Borrowing Authority &3 19,491 January 1, 2006
Export Credit Guarantees 718 September 30, 2006
250 September 30, 2007
15 September 30, 2009
69 September 30, 2010
123 September 30, 2011
3 September 30, 2013
5 September 30, 2014
6 September 30, 2015
5 September 30, 2016
16 September 30, 2017
50 September 30, 2018
81 September 36, 2019
P.L. 480 Direct Credits 110 September 30, 2018
297 September 30, 2019
67 September 30, 2020
46 September 30, 2021
55 September 30, 2022
37 September 30, 2023
49 September 30, 2024
233 September 30, 2025
46 September 30, 2026
113 September 30, 2027
56 September 30, 2031
537 September 30, 2032
80 September 30, 2033
Drebt Reduction 23 September 30, 2012
32 September 30, 2018
37 September 30, 2020
G September 30, 2021
82 September 30, 2022
20 September 30, 2023
15 September 30, 2024
26 September 30, 2026
2 September 30, 2028
Farm Storage Facility Loans 16 September 30, 2008
39 September 30, 2009
35 September 30, 2010
55 September 30, 2011
56 September 30, 2012
74 Septernber 30, 2013
Boli Weevil 4 Seplember 30, 2008
Apple Loans 1 Sentember 30, 2007
Total Debt Outstanding $ 23,103
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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)

2005 2004

Intragovernmental:

Agricultural Marketing Service/Food and Nutrition Service 4 513 g 763
Arimal and Plant Health Inspection Service 1 1
Foreign Agricultural Service 111 127
Natural Resources Conservation Service 114 1,235
Total Intragovernmental Deposit and Trust Liabilities (Note 17) 3 ...439 $..2.128
Public:

No-Net-Cost Tobacco Program $ 8 $ 439
P.L. 480 Program/Debt Reduction Financing Fund : 7
Export Credit Guarantee Programs - 8
Other .20 .Aae
Total Public Deposit and Trust Liabilities $.....28 $....002

Note 10 — Other Liabilities

Other liabiiities as of September 30, are as foilows:
{In Millions})

2005 2004
Intragovernmental:
Excess Subsidy Payable to Treasury $ 905 $ 45]
Other 2l A7
Total Other Intragovernmentat Liabilities $.....920 %..... 308
Public:
Payable to Producers 533 . ¥

These Habilities are considered current,
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Note 11 — Environmentat and Disposal Liabilities

FThe 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. CCC recorded an estimate of the total
liability for investigation and remediation of affected sites of $11 million and $15 million at September 30,
2005 and 2004, respectively, based on actual cleanup costs at similar sites. This liability is not covered
by budgetary resources.

Note 12 - Accrued Liabilities

Accrued liabilities as of September 30, are as follows:

{In Millions)
2005 7 2004

Liabilities Covered by Budgetary Resources:
Income Support Programs $ 5,681 $ 3,098
Export Programs 121 89
Cotton User Marketing Certificates 68 36
Conservation Programs 4 -
Other Programs - 2
Subtotal $¢ 5874 ¢ 3,225
Liabilities Net Covered by Budgetary Resources:
Conservation Reserve Program (Note 13 % 1,695 $ 1,663
Tabacco Transition Payment Program:

Liability to Tobacco Quata Holders 4,948

Liability to Tebacco Producers 2,127 -
Bicenergy Program - .35
Subtotal 8770 1,698
Tetal Accrued Liabilities $ 14,644 34,923

Liabilities covered by budgetary resources for income support programs include accruals for direct
payments, counter-cyclical payments, and Loan Deficiency Program payments among others. These
liabilities are considered current,

Liabllities not covered by budgetary resources include a long-term liahility in the amount of $7.1 billion
under the Tobacce Transition Payment Program {TTPP). TTPP provides for ten installment payments to
tobacce quota holders and tobacco producers beginning in 2005 and ending in 2014, The liabikty is
presented at the present value of the remaining pay-out amount,
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Note 13 — Commitments and Contingencies

Sales and cther disposition commitments are not
reflected in the financial statements, but are
considered in establishing the allowance for loss
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 praperty.  WRP alse provides an
opportunity for landowners to receive cost-share
payments to restore, protect, or erhance a
wetland without selling an easement. Program
expenses for the fiscal years ended September
30, 2005 and 2004, were $16 million and $26
million, respectively, At September 30, 2005
and 2004, CCC’s undelivered orders on current
contracts were $60 million and %76 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
yvears ended September 30, 2005 and 2004,
were $1 millicn and $15 million, respectively. At
September 30, 2005 and 2004, CCC had noc
undelivered orders on current contracts.

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 available to reimburse program
participants  for  authorized promoticnat
expenses. Program expenses for the fiscal years
ended September 30, 2005 and 2004, were
$139 million and 3116 million, respectively. At
September 30, 2005 and 2004, (CCs

undelivered orders on current contracts were
$192 mition and $187 million, respectively.

Environmental Quality Incentive Program
(EQIP)

EQIP was reauthorized by the 2002 Farm Bill to
provide a voluntary conservaticn program for
farmers and ranchers that promote agricultural
praduction and environmental quality as
compatible national goals, Program expenses
for the pericd ended September 30, 2004, $64
million, At September 30, 2004, CCCs
undelivered orders on current contracts were
3222 million. In fiscal year 2005, NRCS took
over administration of this program from CCC.
CCC returned over $1 billion of advanced funds
to0 NRCS. Therefore, CCC's program expenses
and undelivered orders for this program were
zero as of September 30, 2005,

Noninsured Crop Disaster 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, 2005 and 2004,
were $108 milkon and $122 million, respectively.
It is estimated that $326 million will be
disbursed in fiscal year 2006.

Commedity Acquisition

Commitments to acquire commodities represent
the contract value of commodities not yet
delivered under CCC purchase contracts. Such
commitments amounted to $143 million and
$110 millon at September 30, 2005 and 2004,
respectively.

Hazardous Waste Program

Payments for site inspection, cleanup, as well as
operations and maintenance, totaled $4 miilion
for fiscal years 2005 and 2004, At September
30, 2005, CCC estimates the range of potentiat
loss to be between $11 million and $51 million
{Note 11,
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In fiscal year 2005, the Department is expected
to provide funding of %17 million under the
ongoing Department-wide harzardous waste
management program t¢ remain avaifable until
expended. A portion of this funding will be
allotted to CCC. Potential costs are extremely
difficult to estimate untif 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 annual rental payment. The
participanis 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 liahility for CRP annual rental payments
through fiscal year 2015 is 3$2 hillon. 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, 2005 and 2004, accrued
tiabilities for CRP totaled $1.7 biliion.

Leases

As of September 30, 2005, future minimum
rental payments required under FSA operating
leases for state office space, for which CCC is
directly hable consisted of the following: $4
million in fiscal year 2006, 43 million in fiscat
year 2007, £2 million in fiscal years 2008 and
2009, and $1 million in fiscal year 2010.

Allocated rent expense, net of reimbursements,
was $66 million and $62 million for the fiscal
years ended September 30, 2005 and 2004,
respectively.  This allocated rent expense is
recognized as part of the CCC imputed financing
and imputed costs,

Legal Disputes and Claims

In the normal course of business, CCC becomes
involved in various legal disputes and claims.
CCC vigorously defends its position in such
actions through the Office of Generalt Counsel
(OGC) and the U.S. Department of Justice.
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Credit Program Subsidy

Credit program subsidy costs for the fiscal years
ended September 30, 2005 and 2004, were
negative $591 million and negative $579 million,
respectively, due to downward re-estimates of
subsidy.

Earned Revenue

Other Program Costs

Other program costs for the fiscal years ended
September 30, 2005 and 2004, were negative
$765 million and negative $98% million,
respectively. These costs represent favorable
changes in the loan and inventory allowances.

Earned revenue for the fiscal years ended September 30, is as follows:

Intragovernmental Earned Revenue:
Commuodity Inventory Sales
Interest Income
Less: Intra-Agency Eliminations

Total Intragovernmental Earned Revenue

Earned Revenue from the Public:
Commodity Inventory Sales
Interest Income
Cther

Total Earned Revenue from the Public

Total Earned Revenue

{In Millicns)
L2005 o 00
$ 745 % 300

118 129
. A732) _(794)
131 135
4,479 777
495 708
__ 8129 e 28
..13,103 1,010
$.13.234 $..1.645

Commeadity inventory sales to the public increased from 4777 miltion in fiscal year 2004 to $4.4 bilion in
fiscal year 2005 due to lower upland cotton market prices, which pegatively affected commuodity

certificate exchanges in fiscal year 2005.

Other earned revenue from the pubtic for fiscal year 2005 includes receivables related to the Tobacco
ransition Payment Frogram in the amount of $7.2 billion.
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Net cost of operations as of September 30, are as follows:

2005
{In Millions)

HaTRee
Commcdity Support Conseration kareign Combened Consciigated
Cperatisrs Programs Programs Programs Orher i
Mat Program Costs:
Intragovemmanial Gross Costs'
Imputed Costs $ 39 % 895 CR P4 S 10 % 7 3 = -
Reimbursabie Costs .- S 51 B14 43 (7323
Borrowing Intersst Experse 22 123 05 2
Other 4 _ - - - i
Toral Inragovernmersal Gross £o 53] 1T {732)
Less: Intragovernmental Earred § (7451 151 .- a2
Intragovemmeniazl Net Cosis 3 (680 N R 3 232 5. ER
Gross Cosls with the Public:
Grants and Direct Payrrents - 725329 3,244 3ne &
Credit Frogram Subsidy - z . (543)
Comrmodiy Frograms HH97 - -
Stewardship Land Acguission -- - 10 - -
Tther o Y B ]
Tatal GGross Sost with the Pubic 8,462 257033 3258 j 87 s
i ess Farned Revenua framithe Pubnn 14 £79} 18214 i1 (407 i (13.103)
Net Costs with tha Public 1983 TA7519 ; 1324} g5 21520
Het Cost of Operations £3.303 S_18.738 5..3.489 5ol 5...137 3,253,254 3 - R R
2004
{In Millions)
income
Suppon Foreign Combinec
Programg Broqrams latal

Nzt Program: Costs

Intragovesnmgnial (Gros
irmputed Tosis
Feimbursabie Costs
Borrowing Interest Expense
Other
Total Infragovermnme

Less: Intragovernmental Earrod Be

intragoverrrertal MNet Cosis &[T

o

nial Gross

it

Costs with the Pu
and Dire

lisiion

re [P
3 [rgen the Prabne

Kol Cost of Cparations 5 15) 005 229 S . LBBE) B B S 1183
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Note 15 - 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, 2005, there are no
obligations  incurred under  apportionment
category A, while obligations incurred under
apportionment category B consists of $4.5 billion
direct and $40.7 bhillion reimbursable,

As of September 30, 2004, there were no
obligations  incurred  under  apportionment
category A, while obligations incurred under
apportionment category B consisted of $3.7
billion direct and 525 billion 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 remaining balance represents
rescissions  of budgetary authority. The
amounts were $34.3 billion and $40.9 hillion as
of September 30, 2005, and 2004, respectively.

CCC has a permanent indefinite borrowing
authority, as defined by OMB Circular A-11,
Preparation and  Submission of  Budget
Estimates, of $30 hillion. The Corporation’s
borrowing authorify 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
pranches 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 variocus program fees. CCC's notes payable
under Hs permanent indefinite borrowing
autherity have a term of one year.

On January 1 of each year, CCC refinances its
outstanding  horrowings, including  accrued
interest, at the January borrowing rate. The
amount of available borrowing authority as of
September 30, 2005, is $10.5 billion.

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 accerdance with
Credit Reform, CCC borrows from Treasury ¢n
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. 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 s used to reduce interest expense on
the underlying borrowings.

Under Credit Reform, CCC receives an annual
appropriation to Tund subsidy costs incurred. In
addition, CCC  has  permanent  indefinite
appropriation authority  through  borrowings
available ¢ finance any disbursements incurred
under the liquidating accounts that are not
covered by available working capital.

Unobligated budget authority s the difference
between the total unexpended balance and the
obligated balance. An appropriation expires on
the last day of its periocd of availability and is no
longer  available for new  chligations.
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COMMODITY CREDIT CORPORATION -

Notes to Financial Statements

September 30, 2005 and 2004

Note 15 - Disclosures Related to the Statement of Budgetary Resources, continued

Unobligated balances retain their fiscal year
identity in an Texpired account” for that
appropriation for an additionat five fiscal years.

The uncbligated balance remains availabie to
make legitimate cbligation adjustments {i.e., to
record previously unrecorded cbligations and to
make upward adiustments in previously 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 recejved during the
reporting periods.

The Statement of Budgetary Resources
reconciles to the SF-133, Report on Budget
Execution, with the exception of the portion
which was submitted by USAID as discussed in
the following paragraph.

Amounts  reported  in the Statement of
Budgetary Rescurces are different from the SF-
133 submitted by USAID due 1o a
misclassification between allocations of realized
authority and allocation transfers prior year
balance in the amount of $1.15 billion. In

addition, there is a difference in the balance for
undelivered orders, accounts payable, and
disbursements in the amounts of $59.7 miliion,
$106.8 million, and $47.1 million, respectively.

The correction of those differences will be
performed  during the revision window in
January 2006. The SF 133 as crosswalked to
the P&F Schedules will be used as input for the
actual column for fiscal year 2005 in the fiscal
year 2006 Budget of the United States
Government Program and Financing Schedules
(P&F Schedules). Since the P&F Schedules for
2005 are not available, the reconciliation to the
SF-133 and Statement of Budgetary Resources
for fiscal year 2005 cannot be performed. The
2007 Budget of the United States Government is
expected to be published in February 2006 and
will  be available on OMBs  website
(www.whitehouse,goyv/omb) at that time,

The SF-133 and the Statement of Budgetary
Resources for fiscal year 2004 has been
reconciled to the fiscal year 2004 actuals on the
P&F Schedules presented in the Budget of the
United States Government, A table presenting
this comparison appears on the following page.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2005 and 2004

Note 15 - Disclosures Related to the Statement of Budgetary Resources, continued

The comparison of selected line items of the fiscal year 2004 Statement of Budgetary Resources to the
actuals on the fiscal year 2004 P&F Schedules presented in the Budget of the United States Government
is as follows:

(In Millions}

Portion of
Difference
Resufting From
SBR P&F Reporting
Line Amount Amount Difference Y Hequirements

Total Budgetary Rescurces/Status of Resources § 32,814 % 32,603 3 1" 411
Total New Obligations 28,775 28,774 i 1
{Offsetiing Collections: Collected 15,962 15,858 4 0
Offsetting Collections- Receivable {519} (513) (6) 0
Budgetary Resources-Net Transfers (1,781) (1,847) 66 ¥ 4]
Unobligated Balance-Net Transfers {2) {2} o} g
Authority to Borrow 29,696 27,734 1,962 * 0
Cther Autheority Withdrawn (1,964} 0 {1,964) ¥ 0
Porticn Applied to Repay Debt (38,982) (38,925) 57y ¥ 0
Recoveries of Prior Year Ghligations 1,860 1,860 0 0
Unohligated Balance-Beginning of Year 3,436 3,426 107 1}
Uncbligated Balance-End of Year 3,838 3,828 11 11
Obiigated Batance-Beginning of Year 5. /57 5,754 pi 3
Obligated Balance-End of Year 5,367 5,363 4 4]
Cutiays 27,826 27,819 7 a

Ay difference that is not otherwise specified is 2 result of either a difference i line item dlassifications or rounding.

Y The SBR inchudes expired accounis; however, certain lines on the P&F do not include expired accounts {per OMB, Cireular A-11,
Exhibit 130K}, As 2 result, a portion of the difference incudes the expired account activity reportedt on the SBR.

¥ The majority of the difference is the result of the $67 million beginning balance of allocation transfer activity invohd
funds 12X4336 and 72-12X4336 {see Note 1), The amount o be transferred in fend 72- 12X4336 {USATD) was avers
amount and has subseguently been adiusted to bring the two funds into agreement.

10 USAID in

¥ The P&F crosswalk for line 1B {Borrowing Authority) includes actlal reductions of borrowing authonty. The
attual reductions of borrowing zsuthoty on tine 60 (Othar Anthosity Withdrawn), Actusl 2 15 i
September 30, 2004, amounted to $1.9 Silkon.

o The DE p r‘rmo Wai ‘:hd?(’d apprjpr dttOl’ dmour*ts for CCCs Domom of the Hazardoufs Waste fur d 42)\0500 are n 0[ in Lruclod I the

therefore, 15 not prese ntt‘d by ;",m;,‘ howuvl

noartion of the difference inciudes the actity for this ffund,
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

. September 30, 2005 and 2004

Note 16 - Disclosures Related to the Statement of Financing

At September 30, 2005 and 2004, CCC's
Liabilities Not Covered by Budgetary Resources
as disclosed in Notes 11 and 12 were $1.9 billion
and $8.7 billion, 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 Nete 1 under  Alfocation
Transfers and Shared Appropriations, i the
allocation transfer is material to the child's
financial statements, the child should report the
activity relating to the allocation transfer in aff of
its financial statements, except the Statement of

Budgetary Resources. Accordingly, as the
parent agency, CCC reports ncne 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 I1
transportation and other administrative costs in
connection  with  foreign donations. The
reconciling item related to this allocation
transfer amounted to $659 million in fiscal year
2005, and $926 million in fiscal year 2004, It is
included as part of the Other Resources or
Adjustments to Net Obligated Resources That
Do Not Affect Net Cost of Operations fine of the
Statement of Financing, totaling $2.3 and $1.3
bition as of September 30, 2005 and 2004,
respectively,

Other budgetary offsetting collections and receipts that do not affect net cost of operations as of
September 30, are as fellows:

{In Millions)
2005 2004
Loans Receivable - Commodity Loans Repaid $(11,968) $ (8,806)
Foreign Loans Receivable (242) (31)
Miscellaneous (173 (30)
Total $(12,227) §__(886/7)

Other resources or adjustments to net obiigated resources that do not affect net cost of operations as of
September 30, are as follows:

{In Millions)
2005 2004
Alocation Transfer - USAID 3 L,150 % 926
Tobhacco Trust Transfer 599 -
Debt Reduction Disbursement 116 234
Claim Disbursements {103} 127
Miscellaneous 34 48
Total $ . 2,3%6 $. 1,335
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Notes to Financial Statements
September 30, 2005 and 2004

Note 16 - Disclosures Related to the Statement of Financing

Other components requiring or generating resources in future periads as of September 30, are as follows:

{In Millions)
2005 004
Conservation Reserve Annual Rental Payment Accrual $ 1,695 kS 1,663
Tobacco Transition Payment Program Accrual 7,075
Tobacco Trust Fund Liability 341 -
Miscellaneous - 35
Total 39411 $ 1,698

Cther components not requiring or generating resources as of September 30, are as follows:

{In Miflions)

2005 2008
Cost of Sales s 6,175 $ 2.158
Cost of Donations 1,276 645
Claims Receivables (1,316)
Bad Debt Expenses/Allowances (658) (171}
Upward Credit Subsidy Re-estimate Accruals 208 (238)
Allocation Transfers from FSA for the Conservation Programs i78 172
Miscelianeous 38 T
Total 3 7,217 31,250

The iarge increase in cost of sales above is due to the marease in cost of goods sold recognized when
commaodity certificates related to wheat, feed grains, and upland cotton are redeemed to repay loans
outstanding. These costs are partially offset by revenue recegnized from the sale of the certificates. The
increase is also attributable to the cost of tobacco that was sold to the tobacco asscciations and the
putlic.
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Notes to Financial Statements

September 30, 2005 and 2004

Note 17 - Disclosures Not Related to a Specific Statement

Related Party Transactions

CCC makes disbursements for many Farm
Service Agency {FSA) programs, which are
funded through allocation transfers from FSA,
During fiscal years 2005 and 2004, FSA
transferred to CCC $306 wmillion and $132
million, respectively. These transfers plus prior
year carryovers were used to make payments by
CCC in the approximate amount of $144 million
and $172 miltion, respectively.

The Corporation also provides services to other
USDA agencies to carry out their authorities and
responsibilities. The Agricultural  Marketing
Service (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, 2005 and 2004, the
related deposit and trust liabilities for AMS and
FNS were $434 million and $530 million,
respectively.

CCC donates commcedities for use under
domestic feeding programs administered by
FNS. The value of commodities donated for
these domestic purposes, ncluding related
transportation and storage costs, for the fiscal
years ended September 30, 2005 and 2004,
were $228 million and 257 million, respectively

CCC transterred $4 million to FAS for fiscal years
2005 and 2004 and an additionat $4 miilion and
$2 millicn, respectively, to FSA for salaries and
expenses for administering the foreign Credit
Reform programs.

During fiscal years 2005 and 2004, outlays
under reimbursable agreements with  other
USDA agencies amounted to $36 million and $45
million, respectively. Interagency accruals,
reflecting  amounts  due  and payable on
reimbursable agreements as of September 30,
2005, were 56 million.

During the fiscal years ended September 30,
2005 and 2004, the Corporation transferred

$169 million and $210 million, respectively, to
the Animal and Plant Heaith Inspection Service
{APHIS) for the eradication of animal and plant
diseases. A deposit and trust liability to cover
payments on behalf of APHIS for karnal bunt, a
fungal disease of wheat, was less than §$i
million for both fiscal years 2005 and 2004. In
addition, a deposit and trust liability to cover
payments on behalf of APHIS for avian
influenza, a poultry disease, was less than $1
million for both fiscal years 2005 and 2004

A $111 million and $127 million deposit and
trust liability to cover payments for the
McGovern-Dola International Food for Education
and Child Nutrition Program and the Trade
Adjustment Assistance Program were
established on behalf of FAS as of September
30, 2005 and 2004, respectively. Additionally,
there was a deposit and trust liability as of
September 30, 2005 and 2004, of $79 millicn
and $233 million, respectively, with AMS o
cover payments for the Cattle Feed Program,
Livestock Feed Program, Lamb Meat Adjustment
Assistance Program and the Florida Hurricane
Charley Citrus Disaster Program.

As of fiscal years 2005 and 2004, CCC made
several authorized transfers to other USDA
agencies. CCC transferred $15 million o FNS
for the Senior's Farmers Market Nutrition
Program; $5 million to Risk Management Agency
(RMAY for the Agricultural  Management
Assistance Program [AMAP); and $2 million 1o
the Office of the Chief Economist for the
Bichased Products Program, respectively.

As of September 30, 2005, CCC also made
authorized transfers in the amounts of %90
millicn to AMS for the 2004 hurricane losses in
Fiorida; $15 million to Forest Service for the
Forest Land Enhancement Program and private
landowner disaster assistance; $50 million to
FEA  to provide emergency  assisfance  to
producers who suffered fosses due to natural
cisasters: and $2 million to AMS for AMAP,

During fiscal years 2005 and 2004, under the
2002 Farm Bill, CCC transferred a total of $1.9
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Notes to Financial Statements
September 30, 2005 and 2004

Note 17 - Disclosures Not Related to a Specific Statement, continued

billion and $1.7 billion, respectively, o the
Natural Resources Conservation Service (NRCS)
for various conservation programs and technical
assistance, These programs included WRP,
EQIP, Farmiand Protection Program, Wildlife
Habitat Incentives Program, Klamath Basin,
Ground, and Surface Water Conservation
Program, Grassland Reserve Program (GRP),
Biomass Research and Development and the
Conservation Security Program. NRCS s
responsible for the administration of these
programs.  For EQIP and GRP, NRCS has
entered into a memaorandum of understanding
with CCC to disburse funds using the services
and facilities of CCC. A deposit and trust liability
te cover the program payments on hehalf of

Custodial Activity

Custodial activities as of September 30, are as follows:

Sources of Collaction:
Repayment of Farm Credit Loans
Administrative and Other Service Fees
Total Revenue Collected

Disposition of Collection:

Amounts Transferred to the Farm Service Agency

Other USBA Agencies

Department of Treasury
Total Disposition of Collections
Amounts Yet to be Transferred

Net Custodial Activity

NRCS for these programs and  other
conservation programs was $114 million and
$1.2 billion as of September 30, 2005 and 2004,
respectively.

It should be noted that, although NRCS has
been receiving funding for the EQIP program
since 2003; CCC continues to receive separate
funding for the 2002 and eatlier program years.

In addition, during fiscal year 2005, CCC
disbursed $41 million to NRCS for CRP technical
assistance and paid RMA $2 million for technical
assistance relating to AMAP.

{In Miliions)
2005 2004

$ 1540 ¢ 1872

22 A8
1,562 1,691
1,544 1,675

_EL -

3 -

1,547 1,675

15 16

S - 5 -
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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, pratect, 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 {¢ restore and protect wetlands. The
tfandowner voluntarily limits the future use of the land, yet retains private ownership. The program
nrovides 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 suttable for wildlife benefits. Once land is
enrciled 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 s
monitored to ensure compliance with program requirements. At any time, a landowner may request that
additionat 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. Fasernents can be either permanent or of a
3C-year duration. In exchange for establishing a permanent easement, the landowner receives payment
up to the agricultural value of the land and 100 percent of the restoration costs for restering 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 pregram are rare. The Secrefary 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 nctification pericd of the House and Senate agriculture committees,

In fiscal year 2002, funding responsibility 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:

2005 2004
Easement Acreage Acquired - Beginning of Fiscal Year 1,007,076 1,004,706
Additions . 670 2,370

Easemant Acreage Acquired — End of Fiscal Year 1,007,746 1,007,076
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Scheduie 3

Reguired Supplementary Information {(Unaudited}

Intragovernmental Amoiints

Intragovernmental amounts represent assets, liabilities, and non-exchange revenue between CCC and
other Federal agencies. Amounts as of September 30, 2005, are as follows:

Intragovernmental Assets:
{in Millions)

Fund Balance ACcounts
Agency With Treasury Receivable Other
Treasury Department 3 2,781 3 136 $ -
Transportation Departrment - 248 -
Other e 3 S |
Total P 4781 ) 3y Bk

Intragovernmental Liabilities:
{In Millions)

Resources Deposit and
Accounts Debt to the Payable to Trust Other
Agency Payable Treasury Treasury Lzbilities Liabifities
Treasury Department 4 8 4 681 5 23426 % - $ 905
.S, Agency for Int't Dev. 8113 - - -
Other Agricullure Agencies - 739 21
Toiad $ . ..B18 3 4,681 o 23,420 3 739 $ o 320
Intragovernmental Non-Exchange Revenue:
{Ir Millions)

Anency Transfers In Transfers Out
Treasury Department 5 5 1,001
Farm Service Agency ) 17 -
Total b iy CR WY
Budgelary Financirg Sources:

Treasury Department k) k2 951
Food and Mutrition Service : 15
Animal and Plant Health Inspection Service 169
Natural Resources Conservation Service ER) 7,300

griculture Marketing Service E 2
Farm Service Agency i 50
Forest Service i
U.S. Agency for international Develonment 820
Qther - 130
Totai 5 105 o Ahs2



Schedule 3

Required Supplementary Information (Unaudited)

Intragovernmental Amounts

Intragovernmental amounts represent assets, liabilities, and non-exchange revenue between CCC and
other Federal agencies. Amounts as of September 30, 2004, are as follows:

Intragovernmental Assets:

Agency
Treasury Depariment
Transportation Department
Other

Total

Intragovernmental Liabilities:

Agency
Treasury Department
U.S. Agency for Intt Dev.
Other Agricuiture Agencies

Tetal

Intragovernmental Non-Exchange Revenue:

Agency
Treasury Department
Farm Service Agency

Total

Budgetary Firarcing Sources:

Treasury Department

Food and Nutrition Sepvice

Animat and Plant Health Inspection Service
Natural Resources Conservation Service
U5, Agency for International Development
Other

Total

Fund Balance
With Treasury
4 3,213

{In Millions)

Accounts
Receivabie
% 54

283
.63

400

[

{In Millions)

Resources Deposit and
Debt to the Payable to Trust
Treasury Treasury Lighilities
5 12,168 6,029 5 --
- - 2,126
$oid 408 6028 .. 2,120

(I Millions)

Trangfers In

$

g

Other
Liabilities
$ 452
16

£ .. 468

jE





