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This report presents the auditors’ opinion on the Commodity Credit Corporation’s (CCC)
principal financial statements for the fiscal years ending September 30, 2004, and 2003. Reports
on CCC’s internal controls structure and its compliance with laws and regulations are also
provided.

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

It is the opinion of KPMG Peat Marwick LLP, that the financial statements present fairly, in all
material respects, CCC’s financial position as of September 30, 2004, and 2003; 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 generally accepted accounting
principles. The KPMG Peat Marwick LLP report on CCC’s internal control structure over
financial reporting identified six reportable conditions.  Specifically, KPMG identified
weaknesses in CCC’s:

e information security controls;
¢ financial system functionality and related processes;
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funds control mechanisms;

budgetary accounting and reporting policies and procedures;
producer monitoring procedures; and

financial accounting and reporting policies and procedures.

KPMG considered the first four reportable conditions to be material weaknesses. The results of
KPMG’s tests of compliance with laws and regulations disclosed instances of noncompliance
with the laws and regulations identified below:

e The Federal Information Security Management Act;
e the Debt Collection Improvement Act of 1996; and
e the Federal Financial Management Improvement Act of 1996.

In accordance with Departmental Regulation 1720-1, please furnish a reply within 60 days
describing the corrective actions taken or planned, including the timeframes to address the
report’s recommendations. Please note that the regulation requires a management decision to be
reached on all findings and recommendations within a maximum of 6 months from report
issuance.

/sl
ROBERT W. YOUNG

Assistant Inspector General
for Audit



US DEPARTMENT OF AGRICULTURE —
COMMODITY CREDIT CORPORATION

- September 30, 2004

Table of Contents

Page
Independent Auditors® Report ]
Exhibit 1 — Material Wgaknesses . | 1-1
Exhibit 2 — Reportable Conditions | E 21
Exhibit 3 — Status of Prior Year Noncompliance and Other Matters . 3-1
Exhibit 4 -- Status.of Prior Year Material Weaknesses ) h .41

" Exhibit 5 — Management’s Response to Findings Contained in the Independent Au&itﬁrs‘ Report
Consolidated Financial Statements: |
Management’s Discussion and Analysis
Consolidated Financial Statements
Notes to the Consolidated Fihancial Statements
Required Supplementary Stewardship Information (Unandited):
Schedule 1 — Wetlands Resérve Program
Required Supplementary Information (Unaudited): _
Schedule 2 — Supporting Schedule to the Combined Statements of Budgetary Resources
Schedule 3 — Imefgoverhrnental Amounts |
“Other Accompanying Information (Unaudited):

Schedule 4 — Change in Jnventory, by Commodity



INDEPENDENT AUDITORS’ REPORT



e

KPMG LLP
. 2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

To the Inspector General,
1.S. Department of Agricuiture:

To Commodity Credit Corporation:

‘We have audited the accompanying consolidated balance sheets of the Commodity Credit Corporation
(CCC) as of September 30, 2004 and 2003, and the related consolidated statements of net cost, changes in
net position, and financing and the 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 its 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, 2004 and 2003, are presented fairly, in all

material respects, in conformity with accounting principles generally acceptcd in the United States of
America.

Our consideration of internal contro]l over financial reporting resulied in the following conditions being
identified as reportable conditions:

° Improvement needed in information s.ecurity confrols;
. Improvement needed in financial system functionality and related processes;
. Improvement needed in funds control mechanisms;
» Improvement needed in budgetary accounting and reporting policies and procedures;
o Improvement needed in financial accounting and reporting policies and procedures; and

» Improvement needed in producer monitoring procedures.

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

- KPMG LLP, a U.S, limited lishility partnership, is the U.5.
mmember firm of KPMG Intemational, a Swiss cooperative.
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The results of our tests of compliance with certain provisions of laws, regulations, contracts, and grant

agreements disclosed instances of noncompliance or other matters that are required to be reported under

Government Auditing Standards, issued by the Comptroller Genera) 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); )
. Debt Collection Improvement Act of 1996 (DCIA); and - '
. Federal Financial Management Improvement Act (FFMIA) of 1996.

The following sections discuss our opinion on CCC’s consolidated financial statements, our consideration
of CCC’s interal control over financial reporting, our tests of CCC’s compliance with certain provisions

of applicable laws, regulations, coniracts, and grant agreements, and management’s and our
responsibilities. ' '

Opinion on the Consolidated Financial Statements

‘We have audited the accompanying consolidated balance sheets of CCC as of September 30, 2004 and
2003, and the related consolidated statements of net cost, changes in net position, and financing and the
- 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, 2004 and 2003, 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 génerally accepted in the United States of America.

The information in the Management’s Discussion and Amnalysis, Required Supplementary Stewardship
Information and Required Supplementary Information sections is not a required part of the consolidated
financial statements, but is supplementary information required by accounting principles generally
accepted in the United States of America or OMB Bulletin No. 0109, Form and Content of Agency
Financial Siatements. 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.

Qur audits were conducted for the purpose of forming an opsmon on the ﬁnant:lal statements taken as a
whole. The other accompanying information on Schedule 4 is an integral part of CCC’s financial
statements. However, this information is not a required part of the financial statements and is presented for
purposes of additional analysis. The other accompanying information on Schedule 4 has not been subjected
to the auditing procedures applied in the audits of the financial statements and, accordingly, we express no -
opinion on it. '

Internal Conirel 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. Acgountants, 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 mahagement 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
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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 2004 audjt 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 all of the reportable conditions presented in Exhibit 1 are material weaknesses. Exhibit 2 presents the
other reportable conditions.

E I T T T T R

Summaries of the status of prior-year noncompliance and other matters and material weaknesses are
included as Exhibit 3 and 4, respectively.

We also noted other matters involving internal control over financial reporting and its operation that we
have reported to the management of CCC in a separate letter dated October 29, 2004.

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 the FFMIA,
disclosed two instances of noncompliance or other matters that are required to be reported under
Govemmem Auditing Standards and OMB Bulletin No. 01-02, and are described below.

FISMA.,FISMA, passed as part of the E-Govermnment Act of 2002, requires that Federal agencies:
(1) provide a comprehensive framework for ensuring the effectiveness of information security controls
over information rtesources 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 confrols 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 soluticns 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 2004, 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 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.

DCIA. 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 nontax debts over 180 days
to 11.8. Treasury for the purpose of collection by cross servicing or the offset program. Our tests of
comphance disclosed instances where CCC was not in compliance with certain provisions of the DCIA.
Specifically, we noted that due process is not performed in a timely manner-to ensure that some eligible
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debts are forwarded to Treasury for cross servicing or the offset program within the timeframes established
by DCIA. These matters are described more fully in Exhibit 2.

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.

FFMIA. The results of our tests of FFMIA disclosed instances, described in more detail in Exhibit 1,
where CCC’s financial management systems did not substentially comply with Federal financial
management systems requirements, Federal accounting standards, or the United States Government
Standard General Ledger {(USSGL) at thie transaction level. '

FFMIA mandates that Federal financial managemeni 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 2 basis that is uniform across the Federal government from year to year, consistently uSing accounting
principles genecrally 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:

» . 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.

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

. 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.

Resppnsibilities o

Management’s Responsibilities. The Government Corporation Control Act requires Government
corporations to submit an annual management report to the Congress on its financial status and any other
information needed to fairly present its financial position and results of operations. .

Management is responsible for the financial staterﬁents, including:

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

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

. Complying with laws, regu]atidns, contracts, and grant agreements including FFMIA.

In fulfilling this responsibility, estimates and judgments by management are reguired to assess the expected

. benefits and related costs of infernal conirol policics. Because of inherent limitations in internal con‘rrol

misstatements due—to error or frand—may nevertheless occur and not be detected
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Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year 2004 and 2003
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 statemenis are free of material misstatement.

An audit includes:

. Examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial staternents; '

. Assessing the accounting principles used and significant estimates made by management; and

. 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 2004 audit, we considered CCC’s intemnal contro} 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 intemal 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 FMFIA. The objective of our audit was not to provide
assurance on internal control over financial reporting. Conseguently, we do not provide an opinion thereon.

As required by OMB Bulletin No. 01-02 we considered CCC’s intemal 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 nisk, 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 mnot provide an opinion
thereon.

. As further required by OMB Bulletin No. 01-02 with respect to intemal control related to performance

measures determined by management to be key and reported in the Management Discussion and Analysis
section, we obtained an understanding of the design of significant internal controls relating to the existence
and completeness assertions. Our procedures were not designed to provide assurance on internal control
over performance measures and, accordingly, we do not provide an opinion thereon.

~ As part of obtaining reasonable assurance about whether CCC’s fiscal year 2004 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. Providing en 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.
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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, 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.

KPme P

October 29, 2004



e

Exhibit 1

U.S. DEPARTMENT OF AGRICULTURE —
COMMODITY CREDIT CORPORATION

Material Weaknesses

Introduction ;

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

Exhibit 1 describes the material weaknesses and Exhibit 2 describes the reportable conditions as of and for the
year ended September 30, 2004, and our recommendations thereon. The status of prior year compliance and -
internal control findings are reported in Exhibits 3 and 4, respectively, and CCC management’s response is
presented in Exhibit 5. '

Material Weaknesses

"The material weaknesses we identified as of and for the year ended September 30, 2004, are summarized below.

(1) Ymprovement needed in information security controls

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

Information security weaknesses have been jdentified in FSA/CCC’s processing environment in prior-year
audits conducted by the USDA Office of the Inspector General (OIG), as well as in our more recent audits
of CCC’s consolidated financial statemnents. In response to these reported findings and to the requirements
mandated by the Federal Information Security Management Act (FISMA), FSA/CCC has undertaken
initiatives to improve its information security program. For example, we noted as of August 13, 2004, that
during fiscal year 2004, FSA/CCC:

. Fngaged a contractor to perform risk assessments and provide security planning suppert for all CCC
general support systerns and major applications as part of CCC’s certification and accreditation
efforts; '

. Developed a standard contingency planning methodology and selected automated tools to assist in
contingency plan development and maintenance; and

. Updated the disaster recovery plan based on the participation in a pilot program involving a new
automated disaster recovery testing sysiermn.

While these accomplishments are commendable, more needs to be done to ensure an appropriate level of
confidentiality and integrity and the availability of sensitive and critical information systems and resources.
Specifically, we again noted several areas, detailed below, where improvements are needed in establishing

1-1 {Continued)
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U.S. DEPARTMENT OF AGRICULTURE ~ '
COMMODITY CREDIT CORPORATION

Material Weaknesses

and maintaining sustainable and repeatable information security and contingency planning controls
affecting FSA/CCC’s financial systems environment, as well as other sensitive and mission-critical
systems and processes. ‘

Information Security Program Management .

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

As noted above, CCC has engaged contractor support to perform security risk assessments for major
applications. In prior years, CCC has had risk assessments performed for some of its systems and

. applications by several different vendors and various processes have been used, leading to some

inconsistency in the process and analysis of the findings. CCC management recognizes that it needs
to. improve in this area and is now using more consistent processes for performing its risk
assessments. For example, during fiscal year 2004, risk assessments were performed for several key
CCC general support system platforms, such as the AS/400 county office computer platforms, Web

farms, desktops, mainframe and telecommunications. Howevet, the independent security reviews

and risk assessments are in draft for all major systems and applications.

We noted that FSA/CCC’s security planning process has improved since last year. Howevef,
security plans have either not been completed or are in draft form for all CCC systems. CCC is

- working to develop an overall organizational security plan, but the plan is not yet complete;

guidance for updating county office security plans needs to be improved; and reviews of general
support systems and application security controls have not been consistently performed within the
three-year timeframe required by Office of Management and Budget (OMB) Circular A-130. As
noted above, CCC has obtained contractor support in this area and, during fiscal year 2004, has made
efforts to address gach of the identified issues.

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

CCC applications and gene}al support systems have not consistently received formal authorizations
to operate through an established security certification and accreditation (C&A) process; however,
there are cumrent efforts to correct this issue. OMB Circular A-130 states that agencies should
authorize processing by ensuring that 2 management official authorizes, in writing, use of computer
applications and the related application security controls. The application must be authorized prior to

12 ) S - (Continued)
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operating and re-authorized at least every three years thereafter. Management’s authorization implies
its acceptance of the risk of each system used by the application and commonly results from a
system security C&A process. The C&A process for general support systems and major applications
is closely linked with the completion of security risk assessments and related security ‘plans.
FSA/CCC management have recognized this risk and have engaged contractor support to have
formal C&As completed for all major CCC general support systems and major appiications.

FSA/CCC performs periodic security vulnerability scans of computer devices (i.e., workstations and
servers). As a result of exercising this control in fisca! year 2004, as in the prior year, high-risk
vulnerabilities such as missing device passwords were identified. In addition, pericdic vulnerability
assessments and penetration tests were not conducted on a monthly basis for the environment or the
interconnected systems at the Beacon Facility in Kansas City. The scans performed did not include
some devices where high-risk vulnerabilities were previously identified. This issue is significant for
CCC as the identified device weaknesses could be exploited by unauthorized personnel attempting to
penetrate FSA/CCC’s IT environment to ultimately gain access to sensitive financial processing
devices and applications. The risk of illicit access to computer resources and data is increased if
vulnerabilities remain unidentified, which might otherwise be detected and resolved through
consistent vulnerability assessments and penetration testing on a scheduled periodic basis. Without
conducting consistent, periodic assessments and testing on the metwork and its interconnecting
systems, management cannot be assured that the network security conirols have been properly
implemented to protect the Beacon Facility network and data from intruders and attackers. Because
of the sensitivity of these weaknesses, the details regarding these issues are not included in this
report.

We recognize that managing 1T devices and mitigating device vulnerabilities is a challenging and
ongoing process, especially in light of the many new vulnerabilities and viruses that are regularly
appearing. However, the types of vulnerabilities identified by the FSA/CCC scanning process were
previously identified in prior-year consolidated financial statement audits. Consequently, additional
preventive controls are needed. FSA/CCC management recognizes this risk and, during fiscal year
2005, plans to more aggressively enforce the policy of performing preventive vulnerability scanning
of devices before they enter production.

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

CCC management recognizes the risks associated with these county office information security
weaknesses. During fiscal year 2004 several actions were implemented to address the issues,
including: implementation of a standard user access request form; development of additional
information security guidance for use by ‘the county offices; and deployment of the National

1-3 ) {Continued)
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U.S. DEPARTMENT OF AGRICULTURE —
COMMODITY CREDIT CORPORATION
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Payment Service (NPS), a Web-based payment p]'ocesé that will allow for“the implementation of
more medern security controls.

Background re-investigations are not being performed for long-term employees in accordance with
USDA guidance. The lack of re-investigations in the past hés been identified as a risk and measures
have been talken for its mitigation. Re-investigations are currently in progress, but according to CCC
management, timely completion is not feasible due to insufficient resources. Also, nondisclosure
agreements (NDA) with individual .contractors are not consistently executed. NDAs would help
ensure that FSA/CCC information subject to nondisclosure is maintained in a confidential mammer.
These issues are very important to an organizational information security program, and are not IT in
nature, so they need to be addressed primarily by the FSA I—Iuman Resources Division (HRD), in
coordination with CCC system owners.

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

Securing Information Technology Systems and An Introduction io Computer Security: The NIST
Handbook. :

New employees are required to complete an online security assessment following their training. The
completion of security awareness training has not occurred for all newly hired FSAJCCC ermployees.

The Electronic Government Act of 2002, Title 1N, Information Security, states that users of systems
are to be provided with security awareness training to inform personnel of the information security

risks associated with their activities and their responsibilities in complying with agency policies and
procedures to reduce these risks.

The USDA Information Systems Security Policy states that all USDA agencies must make security
awareness and training mandatory for all employees that use, operate, supervise, or manage
computer systems or use output from computer systems Each USDA employee that uses computers
or output from computers must be: :

a)  Provided awareness of his or her security responsibilities;

b)  Provided permdm security training (minimum once a year) in how to fulfill the respons1b1]1tles
of security; and

¢) Informed of requirements as stated in OMB Circular A-130 relating to awareness and fraining. -

The USDA Information Systems Seclirity Policy also states that USDA ‘and agency information
systems security program managers (ISSPMs) shell ensure that information system security
requirements, procedures, and practices are included in computer security fraining materials. Each

1-4 {Continued)
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new employee will receive an orientation outlining his or her security responsibilities. Thereafter, the
program managers shall ensure training is provided to thejr employees on a regular basis. '

Contingency Planning

A key information security requirement in OMB Circular A-130 relates to the completion and testing of

-general support systern and application contingency plans. Such efforts are important not only to maintain

business and IT operations during an outage, but also to maintain adequate information security over

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

An emergency replacement facility for the Kansas City, Missouri, Beacon Road facility has been
identified. However, FSA/CCC is still in the process of staffing and equipping the facility for use.
The site also has not undergone a full contingehcy plan test. The Beacon Road facility is a vital link -
in the transfer of data to and from the CCC county offices, where much of the CCC financial data
processing originates. The Beacon Road facility hosts computer network conmectivity devices
needed to access the National Information Technology Center (NITC) mainframe, as well as key
CCC financial operations personnel. Consequently, there is a significant risk that if the Beacon Road
facility becomes unavailable, CCC financial operations and processing continuity may be negatively
impacted. CCC management officials have expressed similar concerns regarding this issue and
USDA and FSA/CCC officials are coordinating efforts to correct the problem.

'As noted in prior years, CCC performs recovery testing of its key mainframe applications hosted at

the USDA maintained NITC. However, there is not 2 well-defined and regular schedule for such

. testing. CCC negotiates such testing activities with NITC officials and NITC currently is

Tenegotiating a new recovery contract with its vendor. CCC officials informed us that once the NITC
recovery confract is renegotiated, they plan to negotiate with NITC to obtain resources and
capabilities to perform more regular recovery testing. Also, CCC has not completed and finalized all
system specific contingency plans. Without finalized application contingency plans, it would be
difficult to plan and perform recovery tests for specific applications.

Without a regular application recovery testing schedule, there is a heightened risk that current
versions of production applications may not be available during a recovery operation. This is
especially important for CCC because of application changes made to support new legislation, such
as amendments made to programs currently included in the Farm Security and Rural lnvestment Act
of 2002 (the Farm Bill) or new programs, including annual disaster recovery program initiatives. As
computer systems and applications are modified and updated the service continuity strategy must

also be updated to ensure the recovery of these applications is feasible within established recovery
timeframes.

During our CCC county office test work, we noted that documented and tested contingency plans for
the offices were not consistently prepared and tested in accordance with Federal guidance, such as
OMB Circular A-130. For example, there was a lack of detailed instructions for restoring operations
should an outage oceur, and key data files that would need to be recovered were not consistently
identified. As noted earlier, FSA/CCC officials have been working closely with the USDA. Office of
the Chief Information Officer (OCIO) to enhance the Department-wide contingency planning
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capabilities. As part of this improvement effort, FSA/CCC plans to develop formal contingency
plans for applications supporting county offices. However, this has not yet been completed.

The above issues significantly reduce the overall information security controls for FSA/CCC’S financial

systems processing environment, as well as for other sensitive and mission-critical CCC applications.

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

Recommendations:

In addition to Tecommendations 1 through 6 included in our fiscal year 2003 report, we recommend that
CCC system owners, in cooperation with the USDA OCIO, and in compliance with USDA. information
security requirements:

1.  Enforce mandatory attendance for employees at security awareness training by holding departmental
managers responsible and accountable for monitoring the training of their employees. Also, CCC
should implement a way to ensure employees have completed the security awareness training and
continue to update their security awareness training as their environment changes.

In addition, the FSA Human Resources department should continue to enhance the process surrounding
background checks as noted in recommendation 10 of our fiscal year 2003 report. Additionally, CCC™
should:

2.  Ensure consistent execution of nondisclosure agreements with individual contractors to ensure that
CCC information subject to nondisclosure is maintained in a confidential manmner.

Improvement Needed in Financial System Functionality and Related Processes

Maintaining quality Federal financial management system functionality is critical to enhence the
accountability of financial and program managers, provide better information for decision-making, and
increase the efficiency and effectiveness of services provided by the Federal government. Proper and
reliable financial management systems must provide for:

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

. Efficiency and Effectiveness. Provide efficient and effective service to the Federal agency’s internal
and extemal customers (e.g., individuals, contractors, partnerships, State and local governments,
other Federal agencies/organizations, the military, and foreign governments).

e - Better Decision-Making. Provide to Congress, agency heads, and program managers timely reports
linking financial results and program data so that financial and program results of policy and
program decisions can be identified, tracked, and forecasted more accurately’.

! From the Joint Financial Management Improvement Program (JEMIP) Core Financial System Requirements, dated
November 2001.

1-6 _ (Continued)



(3)

Exhibit 1

U.S. DEPARTMENT OF AGRICULTURE —
COMMODITY CREDIT CORPORATION

Material Weaknesses

As noted previously herein, not only are quality finencial management sysiems important for the
day-to-day management of organizational financial data and information, but also for complying with
FFMIA and OMB Circular A-127. FFMIA mandates that Federal financial management be advanced by

‘ensuring that Federal financial management systems and accounting standards be implemented to provide

reliable, consistent disclosure of financial data. OMB Circular A-127 sets forth policies for establishing
and maintainitig Federal financial management systems in accordance with FFMIA.

During fiscal year 2004, CCC implemented several corrective actions to improve controls and processes .
supporting its financial systems. For example, prior year weaknesses with Hyperion, CCC’s financial
consolidation software, were corrected. In addition, CCC implemented improved funds control system
functionality, through enhancements made to the e-Funds control system, and is in the process of -
interfacing the e-Funds system with the CORE general ledger to further enhance funds control over CCC
programs.

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

e As reported in fiscal year 2003, we noted that CCC needs to provide additional training to personnel
responsible for posting accounting entries in accordance with the U.S. Government Standard General
Ledger (SGL) and enhance journal voucher preperation and management review controls. The
entries made to record the destruction of the tobacco inventory in the amount of $237.9 million were

- incorrectly posted in the CORE general ledger at June 30, 2004, The posting errors went undetected
during management’s review at the time the voucher was approved, as well as during management’s
review of the monthly general ledger account balances 1561-Commodities Held Under FPrice
Support and Stabilization Support Program, 6500-Cost of Goods Sold, 7210-Losses on Disposition
of Assets, and 2498-Liability, Cash Suspense Non-Detail. As a result, CCC had to reverse and
re-record these transactions.

» Although additional improvements have been made during fiscal year 2004, CCC does not currently
have a collection of financial systems and processes that are capable of fully monitoring and
controlling budgetary resources for all programs. This has occurred, in part, because CCC does not
have a completely integrated financial system to track and govern the status of obligations and
administrative limitations established by legislation or agency policy and is dependent upon manual
processes. The use of manual processes and reconciliations to manage budgetary accounts subjects
CCC’s overall funds control process to significant control risk. Additional details on this issue are
provided herein as part of Material Weakness No’s. 3 and 4.

Recommendations

We continue to recognize the need for CCC to appropriately train system users and to further improve its
system functionality as reported in our fiscal year 2003 report recommendation No’s. 12 and 13.

Improvement Needed in Funds Control Mechanisms

As reported in prior years, CCC does not have a collection of financial systems and processes that are
capable of fully monitoring and controlling budgstary resources at the transaction level. Rather, CCC is
managing funds control for many programs through the Obligations Task Force (OTF) and other manual
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. review processes, as. well ag through the e-Funds system Durmg fiscal year 2004, CCC tock action to

further improve these processes. For example:

In response to our 2003 recommendations, CCC continued to enhance the OTF process. CCC
established the OTF in fiscal year 2003 to periodically monitor obligations and ensure that they are
accurately recorded throughout the ﬁscal year. However, we found this process in need of further
improvements.

. As a funds control tool, CCC employs the OTF process to verify that 0b11gat1on transactions are

properly recorded in the general ledger, are the result of business events that represent a commitment
on the part of CCC to a third party, and are evidenced by appropriate documentation. The primary
means by which the OTF evaluates the validity of the undelivered orders is through correspondence
with the program offices. However, we found that program offices were not able to effectively and

. accurately commumnicate with CCC’s accounting divisions regarding the current status of obligations.

Specifically, we noted that program office personnel do not have the technical knowledge to
determine when an obligation has been incurred. In addition, the OTF was unable to timely report
the resulis of its monitoring efforts to the CCC Director.

If obligation amounts are not properly stated, effective funds control cannot be attained. Therefore,
improvements are needed to enhance the effectiveness of the OTF process. These enhancements will
reduce the risk of inaccurately prepared quarterly and annual financial statements, as well as CCC’s
exposure to potential violations of the Anti-Deficiency Act (ADA).

In addition, CCC developed and began implementation of the e-Funds Control system in fiscal year
2003, an intranet based application functional at the National, State, and county office levels.

_ Through the e-Funds system, county office disbursement transactions are batched and posted each

night to CORE, At the sarne time, county office information is posted hourly to the e-Funds system
table that resides in CORE. Nightly, the e-Funds system compares the summary disbursement
information uploaded to the CORE general ledger and the information updated to CORE’s e-Funds
system table to verify the dishursement amounts are in agreement. Once venﬁed if the disbursement
totals exceed allotments, no disbursements are made.

However, the e-Fund system is only designed to track and monitor daily program state. and county
office disbursements, not individual contracts or obligations. As a result of the system’s limitations,

" e-Funds does not provide full funds control because the system does not track both undelivered

orders and disbursements to determine an accurate status of program resources. This limitation
reduces the system’s ability to fully ensure that unpaid obligations and disbursements related to a
specific program have not exceeded available resources. In addition, the &-Funds system is not fully
integrated with CORE. The budgetary transactions as a result of the daily e-Fund system download .
are only recorded at a summary level in CORE, not at the individual transaction level. No general
ledger entries are generated directly from the activity uploaded from the e-Funds system.
Furthermore, CCC has not fully implemented reconciliation procedures between the general ledger

‘and e-Funds system to mitigate the risk associated with a partially integrated system. As such, the

e-Funds system is not in compliance with FFMIA since it does not provide for real-time funds
control at the transaction level: CCC is curently working to complete an interface between the
e-Funds system and CORE; however, as of fiscal year-end 2004, the interface was not completed.
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Funds control is a vital component of any Federal government operaticn. It requires that an obligation be .
recorded prior to the disbursement of funds. When a disbursement is processed, the systems’ funds control
function should compare the amount to be disbursed to the remaining amount of the obligation to ensure
funds remain available. Only when funds remain available should funds be disbursed. In addition, the
ADA provides, in part, that an office or employee of the United States Government may not (&) make or
authorize an expenditure or obligation exceeding an amount available in an appropriation or fund for the
expenditure or obligation; or (b) involve the government in a contract or obligation for the payment of
money before an appropriation is made, unless authorized by law. Section 1517a.2 of this Act further
provides that an agency may not exceed the available amount of an administrative subdivision officially
directed by the agency.

In accordance with Part 4 of OMB Circular A-11, the purpose of funds control is to:
. Restrict both obligations and expenditures from each appropriation or fund account to the lower of

the amount apportioned by OMB or the amount available for obligation and/or expendlmre in the
appropriation or fund account.

.. Fnable CCC’s management to identify the person responsible for any obligation or expenditure

exceeding the amount available in the appropriation or fund account, the OMB apportionment or
reapportionment, the allotments of sub-allotments made by CCC, and statutory lirmtations or any
other administrative sub-division of funds made by CCC.

In addition, the Joint Financial Management Improvement Program (JFMIP) Core Financial System
Requirements, dated November 2001, requires agency core financial systems to support the budget
execution process by:

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

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

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

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

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

Recommendations ) -

In addition to reconumendations 14 and 15 from our fiscal year 2003 report, we recommend that CCC:

3. Develop a process to ensure a more timely review is performed and obligations are accurately
reported, Improvements should include enhancements to communication between CCC’s accounting
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divisions and program areas to better support the overallll controls around the monitoring of
budgetary account balances.

4. Develop budgetary accounting and reporting training programs for program area managers and staff,
as deemed necessary to ensure communication from the program areas is effective and can be relied
UpOoLL.

5. Continue to develop a fully integrated funds control system within the financial management system.

6. Develop monthly reconciliation procedures between the e-Funds system and the general ledger.
These reconciliations should be reviewed and approved by management,

Improvement Needed in Budgetary Accounting and Reportlng Policies and Procedures

During fiscal year 2004, CCC continued to enharice its procedures over the budget execution process in
accordance with OMB and U.S. Treasury requirements based on prior year audit recommendations, -
including an improved budgetary to proprietary reconciliation process and enhancements to its financial

~ budgetary systems. However, significant control weaknesses remain. Federa] agency internal control

pohmes and procedures must be designed to ensure the status of budgetary resources is properly recorded
in the general ledger and accurately reported to OMB on a quarterly and annual basis. CCC does not have a
collection of systems that allow it to propesly record and liquidate obligations at the transaction level in
accordance with FFMIA. In addition, CCC’s manua! accounting and control procedures are not adequately
designed to reduce to a relatively low risk of financial statemnent misstatement. CCC management has not

~yet fully implemented consistent and comprehensive accounting guidelines for program and accounting

staff to follow when determining what constitutes, and should be recorded as, an obligation. In addition,

the communication between CCC’s different departments needs to be enhanced to properly monitor
proprietary and budgetary transactions. As a result, the accounting standards and policies and procedures
were inconsistently applied during fiscal year 2004, This led to a combined total of upward and downward
audit adjustments to obligations incurred of $1.25 billion, the net effect of which was a decrease of
$973 million. :

- During our andit, we noted the following:

. The posting models developed to account for the financial activity of certain CCC programs do not

properly account for obligations incurred and cause CCC to be noncompliant with the USSGL at the

transaction level. The current posting models used by CCC to record these transactions do not reduce

the undelivered orders previonsly recorded when an approved contract is signed. Instead, when a

disbursement occurs, the entry recoded in CORE reduces the allotmenis and increases the delivered
orders paid.

A substantial amount of the transactions affecting undelivered orders are performed at the county
offices. The disbursement transactions associated with these undelivered orders are recorded through
the State and County Office Automation Project (SCOAP) system, which interfaces with CORE
nightly. SCOAP does not have the capability to recognize and record budgetary events from the
transactions it processes, specifically the recording and liquidation of an undelivered order. To
compensate for the system limitations concerning the liquidation of undelivered orders, CCC
developed manual procedures to liquidate undelivered orders by performmg periodic ana]yses of the
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- disbursements affecting recorded undelivered orders. The Kansas City Finance Office (KCFO),
Financial Accounting Division (FAD) begins this process by generating a systems query identifying
~ disbursements for a particular program. Using this query, FAD manually analyzes and identifies the
~ disbursements that reflect liquidations of undelivered orders recorded in its general ledger. Once
FAD determines the liquidation amount, a journal voucher is prepared to record this transaction in
the system, which is reviewed and approved by management. However, our tests of controls
indicated that FAD’s manual procedures to liquidate” obligations are not completely effective.
Specifically, we noted that certain personnel at FAD performing these analyses arc new to the
liquidation procedures and therefore lacked adequate knowledge and training to perform these tasks
properly; there were no documented policies or procedures to consistently record these liquidation
entries; and certain amounts developed from the various analyses were unsupperted.

e+ CCC’s undelivered orders (UDOs) balances were primarily supported by documentation and

certifications provided by program offices as a result of KCFO information requests throughout

fiscal vear 2004. Again, as in fiscal year 2003, the determining factors that controlled the recording

- of obligations were based on individual interpretations by program office personnel of whether an

' obligating event had occurred rather than the application of accounting principles generally accepted

in the United States of America. In order to provide a control mechanism to mitigate the above

control weakness, CCC developed the OTF process to provide control over the process of recording

obligations at period-end. However, as previously noted, this process remains in development and is
- not yet fully effective.

Recommendations

In addition to recommendations 21 through 23 from our fiscal year 2003 report, we recommend that CCC:
7.  Establish policies and procedures to ensure that budgetary accounts (i.e., undelivered orders) are

evalvated and maintained monthly for each program, as obligations are incurred and disbursements
- are made.
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The reportable conditions we identified as of and for the year ended September 30, 2004, are summarized
below:

Improvement Needed in Financial Accounting and Reporting Policies and Procedures

CCC’s financial accounting and reporting policies and procedures should be strengthened to ensure that
errors are prevented or identified and corrected during the fiscal year. Duiring our audit, we noted that CCC
ook significant steps to address the issues noted during the fiscal year 2003 aud:t with respect to producer

payment program accruals. However, procedures over this area continue to need improvement based on the

following issves noted below:

. As reported in fiscal year 2003, CCC’s policies for recording producer payment program liabilities
should be formally documented. CCC continued to lack standardized policies and procedures for
recording accrued liabilities in fiscal year 2004. During the interim testwork performed as of
June 30, 2003, we noted that management did not thoroughly review documentation used to record
the accruals, which in some instances resulted in improper or inconsistent accounting treatrent. For
example, the accrual amounts at June 30, 2004 for the Direct Payments—Direct and Countercyclical
Payments Program were not adequately supported by the calculations performed by the program
office economists. In addition, the liability for the Peanut Quota Buyout Program was not caleulated
using accurate source data. Also, management concluded that the methodology followed for
developing the June 30, 2004 accrual estimate for the Conservation Reserve Program (CRP)—
Signing Incentive Payment, CRP—Practice Incentive Payment, CRP—Cost Share Payment, and the
Non-insured Assistance Program was not reasonable and the entries recorded were subsequently
reversed.

. ‘We also noted that the information provided by the National Resource Conservation Service (NRCS)
and the Foreign Agricultural Service (FAS)--USDA agencies responsible for administering CCC
programs—-was not sufficient, accurate, or timely to enable CCC to determine the June 30, 2004
producer payment program accrual amount. In addition, accruals were not recorded for the following
programs administered by FAS: Market Access Program, Foreign Market Development, Technical
Assistance for Specialty Crops, Emerging Markets Program and the Quality Samples Program,
although approved applications existed at June 30, 2004, in excess of CCC’s accrual threshold of
%1 million. Similarly, accruals were not recorded for the Emergency Conservation Program, a
program administered by NRCS.

The majority of the control issues noted above were addressed at year-end as management took a more
active role in developing and monitoring the accrual methodology and policies and procedures to be
followed in determining producer payment program liabilities. The controls implemented at year-end
significantly reduced the number and dollar amount of the ad_]ustments that were noted at September 30,
2004, as compared to prior year. However, issues still remain. During our finel testwork, we noted that
CCC’s producer payment program liability and related expense accounting comtinues fo need
improvement. We noted the following audit differences, which were subsequently corrected by CCC:

. The liability for peanut and upland cotton countercyclical payments for the 2003 DCP program in
the amount of $280 million was not accrued at September 30, 2004;
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The liability for the Peanut Quota Buyout Program was overstated by $36 million at September 30,
2004, due to the recording of an incorrect entry during the year;

The liability for direct payments for the 2004 DCP program was overstated by $35 million at
September 30, 2004, because the total liability estimate did not reflect the most recent data available;
and

The liability recorded for Loan Deficiency Payments was understated by $58 million, as it did not
include payments disbursed in fiscal year 2005 that related to applications approved in fiscal year
2004. ‘

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

CCC commenced trajning selected field-office personnel in fiscal year 2003 on the organization-wide
policies and procedures over the monitoring of delinquent debts and has made significant progress.
However, we again noted that field-office personnel did not comply with the timeliness requirements of
DClIA for following up on outstanding debts as foliows:

L

For 24 of the 50 receivables and claims reviewed, we noted a sample error in the amount of $11,125
in relation to a sample population total of $458,079. In each case, notification and/or demand letters
were not sent to the producers within a time period that would facilitate the timely collection of
outstanding receivables/claims. We determined that these letters were sent out approximately two to
four months late. DCIA requires that proper due process be given a debtor prior to referral of the
debt to Treasury for cross servicing or the offset program.

24 of the receivables sampied for review, amounting to'$7,792, were outstanding for more than 60
days and were not converted to claims status. At September 30, 2004, we noted that CCC had

approximately 1,600 receivables, amounting to approximately $10.5 million, older than 90 days that
were not converted to claim status.

For 3 of the 21 claims reviewed we noted a sample error in the amount of $43,261 in relation a
sample population total of $444,221. In each case, the State office and/or the Debt Management
Division at KCFO did not follow up on the claims in a timely manner. As a result, one of claims was
established one year Tate and was subsequently written off. Two of the claims were outstanding for
approximately 14 years and were never transferred to Treasury for cross-servicing or the offset
program, as the state office did not take any action on these claims. Upon a recent evaluation, the
claims were determined to be uncollectible and were written oif.

Recommendations

8.

In addition to recommendations 16 and 18 from our fiscal year 2003 report, we also recommend that:

CCC management continue to emphasize the importance of following debt management policies and
procedures to the county office personnel responsible for monitoring delinquent debts.
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9.  Based on our audit work performed in fiscal year 2004, we believe the following clarification is
necessary regarding recommendation 16 reported in fiscal year 2003. The formalized policies and
procedures should i) be specific to each producer payment program to specifically describe the
accounting event giving rise to the liability and the methodology for calculating the estimate and
recording the accrual, ii)describe separately for each program specific management control

- proeedures, including the responsible management officials that are required to review, approve, and
evaluate the accrual amount and methodologies used, and iii) require the Program Office and the
Budget Office to consider financial reporting needs when they develop and 1mplement new program
software.

Improvement Needed in Producer Monitoring Procedures

Duting our audit we noted that the producer monitoring procedures need improvement. Compliance with
CCC’s producer monitoring requirements is necessary to deter program abuse and possible fraudulent
actionis committed against Federal resources.

In accordance with CCC’s policies and plocedures a substantial amount of the benefit payments made to
producers for loans and LDPs are based on the producer’s certification of the underlying production
quantities. The cemﬁcd amount is subject to evaluation by the county office persomnel, who must
determine the maximum eligible quantity of production based on the yield determinations made by the
County Office Comumittee (COC) and the producer’s reported acreage. County offices should not allow the
producer to receive a Joan on quantities in excess of the maximum eligible quantity. During our audit we
noted that field office personnel did not always perform eligibility determinations prior to making
payments. The issues we noted during our audit included the following: 1} for 8 of the 76 loans reviewed
and 7 of the 85 LDPs reviewed, there was a lack of documentation for the approved maximum yields in the

- COC minutes; and 2) for 16 of the 76 loans reviewed and 26 of the 85 LDPs reviewed, there was a lack of

performance or documentation of the collateral reasonableness analysis.

In addition, the county offices must make production spot checks of randomly selected farm-stored loans
and certified LDPs on a monthly basis and gather adequate production eviderice. Production spot checks
must always be performed for State Technical Committee members, COC members, and FSA employees
that were issued farm-stored commodity loans and LDPs. Adeguate documentation must be maintained by
the county office to support the spot check results. During our audit we noted that field-office persomnel
did not always comply with these requirements. Qur findings included: 1) for 4 of the 12 county offices

. teviewed, the production spot checks were not performed on a monthly basis; 2) for 1 of the 12 county

offices reviewed, the mandatory production spot check procedures. for an FSA county office employee
were not performed; and 3) for 13 of the 55 production spot checks reviewed, there was a lack of evidence

. that the production spot checks had been performed.

CCC increases the risk of making improper paymenis if it does not perform the required eligibility
procedures regarding producer monitoring. Also, if collateral reported by producers is not properly
verified, there is 2 risk that loans will not be adequately collateralized, whlch may expose CCC to losses
not supported by Statutory requir ements.
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Recommendations

We recommend that:

10.

11.

12.

CCC management emphasize the importance of ensuring that all required forms and documents be
obtained and approved by the county. office and COC prior to the disbursement of the loan or LDP.

For this purpose, the county office should consider maintaining a checklist of the required forms and

documents that must be approved and maintained in the producer file. The checklist should be
updated annually to properly reflect any changes made to the producer’s existing information.
County office management should perform quality control procedures by periodically reviewing
producer files to ensure that the required documentation and checklist are maintained and updated
accordingly.

CCC continue to train county office personnel on the program requirements over the loan and LDP
processes and the related spot check requirements.

County office management should ensure that all random and mandatory spot checks are performed
in a timely manner. Furthermore, county office management should ensure that the loan and LDP
spot checks performed are supported by sufficient production evidence maintained in the producer’s
loan or-LDP file. Discrepancies not within tolerance should be reviewed, approved, and resolved by
the COC. CCC management should emphasize to the-State offices the importance of performimg
adequate quality controls o monitor the county offices” completion of spot checks and the
performance of annual reviews of county office spet check files for compliance with the applicable
program handbook.
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Fiscal Year 2003 Finding

Fiscal Year 2004 Status

Federal Information Systems Management Act
(FISMA) - CCC needs to improve its level of
compliance with FISMA by implementing additional
controls and processes supporting its entity-wide
security program and operating device security.

During fiscal year 2004 CCC took several actions to
address prior year information security and
contingency planning weaknesses. For example:

. CCC engaged contractor support to have security
risk assessment and security plans completed for
major general support systems and applications.
A sipnificant number of risk assessments and
plans have been completed and were in draft
form during fiscal year 2004.

e As part of CCC’s remediation actions, many

technical security weaknesses were addressed |
and new security guidance memos were issued.

« In 2003, CCC personnel participated on a
- USDA-wide contingency planning task force to
review  contingency  planning — software
development and maintenance tools. Because of
CCC’s active involvement in this task force,
CCC was one of the pilot agencies to test the

" new software during fiscal year 2004. -

Therefore, in fiscal year 2004 the presentation of the
issue was modified to reflect current year operations
and continues to be reported as a non-compliance with

"FISMA.

Debt Collection Ymprovement Act of 1996 (DCIA) —
CCC was not in substantial compliance with one
provision of DCIA, and receivables older than 60 days
were not always converted by the county office
personnel to claim status and reported to CCC’s
centralized debt servicing system.

CCC commenced training selected county office
personnel during fiscal year 2003 on the organization-
wide policies and procedures over the monitoring of
delinquent debts and has made significant progress.
However, as teporied in the Jmprovement Needed in
Financial Accounting and Reporting Policies and
Procedures section of Exhibit2, county  office
personnel did not comply with the timeliness
requirements for following up on outstanding debts.

Therefore, in fiscal year 2004 the presentation of the
issue was modified to reflect current year operations
and continues to be reported as 4 non-compliance with
DCIA. '
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Fiscal Year 2003 Finding

Fiscal Year 2004 Status

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

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

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

CCC implemented several comrective actions to
improve controls and processes supporting its financial
systems during fiscal year 2004. CCC is currently in
the process of implementing enhancements to its funds
control system functionality by the interfacing of the e-
Funds conirel system to the CORE general ledger.
However, as reported in the Improvement Needed in
Financial System Functionality and Related Processes
section of Exhibit 1, certain additional improvements
could be made to financial systems functionality and
related processes.

Therefore, in fiscal year 2004 the presentation of the
issue was modified to reflect current year operations
and continues to be reported as 2 non-compliance with
FFMIA. :
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Exhibit 4

U.S. DEPARTMENT OF AGRICULTURE -
COMMODITY CREDIT CORPORATION

Status of Prior Year Material Weaknesses Reported

Fiscal Year 2003 Finding

Type

Fiscal Year 2004 Statﬁs

Improvement -needed
information security controls

in

2003 — Material Weakness

2004 — Material Weakmness

During fiscal year 2004, CCC took several
actions to address prior years’ information
security and contingency planning
weaknesses. For example:

» CCC engaged coniractor support to
perform security risk assessments and
security plans for major general support
systems and applications in support of
the certification and accreditation
effort. A significant number of risk
assessments and plans were completed
during fiscal year 2004; however, they
are stjl]l in draft form and not yet
finalized.

o In fiscal year 2003, CCC personnel
participated in a pilot contingency
planning  task force to review
contingency planning software
development and maintenance tools.
Because of CCC’s active involvement
in this task force, CCC was one of the
pilot agencies to test the new software
during fiscal year 2004.

Therefore, in fiscal year 2004 the presentation
of the issue was modified to reflect current:
year operations and continues 1o be reported
as a material weakness, as well as non-
compliance with the Federal Information

-| Security Management Act of 2002 (FISMA).

{Continued)




Exhibit 4

U.S.DEPARTMENT OF AGRICULTURE —~
COMMODITY CREDIT CORPORATION

Status of Prior Year Material Weaknesses Reported

Fiscal Year 2003 Finding

Type

Fiscal Ygar 2004 Status

Improvement needed in financial
system functionality and related
processes

2003 — Material Weakness
2004 — Material Weakness

CCC implemented several comrective actions
to improve controls and processes supporting
its financizl systems during fiseal year 2004,
CCC is currently i the process of
implementing enhancements to - its funds
conirol  system  functionality by the
interfacing of the e-Funds control system to
the CORE genera! ledger. However, certain
additional improvements still need to be made
to the financial systems’ functionality and
related processes.

Therefore, in fiscal year 2004 the presentation
of the issue was medified to reflect current
year operations and continues to be reported
as a material weakness,

Improvement needed in funds
control mechanisms

2003 — Matennal Weakneass

2004 — Material Wealkness

CCC has made improvements to-its funds
control process including the establishment of
an obligations taskforce in an attempt to
provide oversight for the recording of
obligations and enhancements of its e-Funds
Contrel application software. However, the
obligations taskforce experienced limited
success in accomplishing its objectives in
fiscal  year 2004 and  significant
improvements are still necessary to fully
integrate CCC’s financial systems.

Therefore, in fiscal year 2004 the presentation
of the issue was modified to reflect current
year operations and continues to be reported
as a material weakness for 2004,
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Exhibit 4

U.S. DEPARTMENT OF AGRICULTURE —
COMMODITY CREDIT CORPORATION

Status of Prior Year Material Weaknesses Reported

= Figcal Year 2003 Finding

Type

Fiscal Year 2004 Status

Ymprovement needed in financial
accounting and reporting policies
and procedures

2003 — Material Weakness |

2004 -

Reportable
.Condition '

CCC has taken significant steps to improve
internal confrols and reduce the number of
post-closing entries, including those related to
producer payment accruals.

Additionally, CCC has made  progress in
establishing claims for the outstanding
amounts due and m following up on
outstanding debts for achieving compliance
with the Debt Collection Improvement Act of
1696 (DCIA). - '

Therefore, in fiscal year 2004 the presentation
of the issue was modified to reflect current
year operations and is reported as a reportable
condition in our fiscal year 2004 report.

l Improvement needed in
budgetary accounting and
reporting policies and procedures

2003 — Material Wegkness
2004 — Material Weakness

CCC has improved its process to reconcile
budgetary to proprietary information by
making the process.more effective and timely
and has made improvements in its budgetary

.| financial systems; however, we continue to

note material year-end adjustments in the |
budget area. As such, we continue to note the
need for improvement in CCC’s budgetary
accounting policies and procedures in fiscal
vear 2004, , '

'| Therefore, the presentation of this issue was

modified to reflect current year operations

| and continues to be reported as a material

wealmess for 2004.
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" Agriculture
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Services Regional Inspector General
Commodity Credit Office of Inspector General
Corporation
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o Kylnveld Peat Marwick Goerdeler (KPMG) -
Washington, DC

20250-0581

FROM: Kristine M. Chadwick
Controller, Commodity Credit Corporation

SUBJECT: Response to the Draft Combined Independent Auditor’s Report on the
Commodity Credit Corporation’s (CCC) Fiscal Year 2004 Comparative
Financial Statements

We have reviewed KPMG’s Draft Combined Independent Auditor’s Report dated
October 29, 2004, and agree with its content. CCC will develop an implementation plan
to address the findings and recomimendations identified during the audit. As we consider
the required corrective actions, we will continue to work with KPMG and the Office of
the Inspector General in identifying the specific actions that will assist us in successfully
addressing the recommendations. '

If you have any questions or require additional information, please contact
Elizabeth Russell at (703) 305-1273.

LISDA is an Equal Opportunity Employer




COMMODITY CREDIT CORPORATION

Management's Discussion and Analysis
September 30, 2004

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 aiso extends direct credits and guarantees commodity sales to foreign
countries throughout the worid. . '

CCC has its own disbursing authority. Rather than issuing payments through the Treasury Department; it
utilizes the Federal Reseirve banking system to make payments. This disbursing authority allows the

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

CCC has a variety of funding mechanisms (see Appendix B for a listing of CCC accounts with the Treasury
Department). Most of the domestic programs are operated out of a revolving fund, which has a $30
billion borrowing authority from the U.S, Treasuty. This fund also.receives monies from appropriated
funding for costs incurred (i.e., realized losses), ioan repayments, inventory sales, interest income, and
fees. Additionally, the Corporation receives direct appropriations for specific programs, such as jts Credit
Reform programs, foreign grant and donation programs, and disaster relief.

! As required by 5 U.S.C. 552 b (}), by filing this report, CCC is 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 litigation brought against the Board under the
Government in the Sunshine Act this year. Similarly, there are no changes in policles or statutes requiring notification under this
subsection.
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Management’s Discussion and Analysis
September 30, 2004

Strategi? Eioals

CC's strategic goals, objectives, and performance measures are taken from FSA’s Annual

Performance Plan, since the two entities are so closely related. FSA is in the process of
implementing a new budget and performance management system. The cornerstane of that effort is a
new strategic plan for fiscal year 2005 - 2010, FSA has developed the Framework, which includes a set
of long-term measures for the new plan. The Agency is currently in the process of preparing the new
plan and expects to issue it for public review in October 2004. Fiscal year 2005 target goals are not
included in thIS report as they are not yet available.

Responding to the Nation’s Natural Disasters

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. USDA has pulled out all the stops to aid
battered Floridians. The Florida Hurricane Agriculture Disaster Assistance Program provides special
disaster relief to producers of citrus, selected tropical fruits, vegetables, and nursery crops located in
Florida counties that have received a Presidential disaster declaration. Payments for this assistance are
authorized under Section 32 of the Agricultural Act of August 24, 1935, which allows the Secretary of
Agriculture to restore producers’ purchasing power.

To answer the needs of those producers impacted by the havoc wreaked as a result of Hurricanes
Charley and Frances, the Farm Service Agency has requested that $650 million be made available to
reestablish farmers’ purchasing power by making payments to Florida producers. Relief will be provided
under the following programs administered by CCC.

Florida Hurricane Charley Citrus Disaster Program

Citrus producers will be reimbursed on a per acre basis for each efigible grove. Payments will be based
on the severity of destruction as determined by the path of the storms and damage estimates which will
take into account various levels of losses generally correlating to the distance from the eye of the

"- :‘- - -
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September 30, 2004

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 begins Cctober 5, 2004.

Florida Hurricane Nursery Disaster Program
Nursery payments will be 25 percent of inventory loss plus a flat rate payment of $250 per acre to
address general cleanup costs from the hurricanes. Sign-up begins October 26, 2004.

Florida Hurricane Vegetable Disaster Program

Payments for vegetable and selected tropical fruit producers will be based on a per acre basis, and
payments for plasticulture (production practices where the soil has been bedded, fumigated, fertilized,
and plastic-mulch laid) vegetable producers will be based on the type of planting application or method
installed or completed at the time the hurricanes hit. Sign-up begins November 9, 2004.

Each producer’s payment is limited to $80,000 under all three of these programs. Payment rates will be
5 percent less for producers who did not obtain Federal Crop Insurance or coverage under the
Noninsured Crop Disaster Assistance Program.

Industry Collaboration

The Farm Service Agency continued industry collaboration in prowdlng hurricane relief. After providing
280,000 servings of milk to Florida victims of Hurricane Charley, FSA continued working with New York-
based East Side Entrees, Feed the Children, and Tetra-Pak to provide an additional 140,000 servings in
the relief effort for Florida victims of Hurricane Frances. East Side Entrees Dairies donated the milk,
Tetra-Pak donated the packaging, and FSA provided surplus nonfat dry milk. The 420,000 donated

~servings of milk for the two hurricane relief efforts were valued at about $185,000.

Emerqency/Disaster Assistance

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

During fiscal year 2004, the Corporation incurred $1.1 biliion in net costs for emergency assistance
programs, compared to'$2.8 bilfion a year earlier. Program costs were much higher in fiscal year 2003
primarily due to the 2001/2002 Crop Disaster Assistance Program briefly mentioned above. This
program was established to make emergency financial assistance available to producers on a farm that
incurred qualifying crop losses in either 2001 or 2002 on an agricultural commaodity (other than sugar or
tobacco) due to damaging weather or refated condition. Sign-up for the 2001/2002 Crop Disaster

Assistance Program began on June 6, 2003. Producers with crop losses in both years are only eligible to

receive payment for one year. Payments started going out to farmers on June 30, 2003 and, for the
fiscal year ended September 30, 2003, $2.1 billion had been issued to eligibie producers. Payments
issued in fiscal year 2004 totaled $708 million. The Agricultural Assistance Act of 2003 extended the
Livestock Compensation Program (LCP) originally created in 2002, into 2003. The 2003 L.CP (LCP-II)
is an emergency initiative that provides immediate assistance to eligible owners and cash lessees of
certain types of livestock for damages and losses due to any natural disaster. To be eligible for
assistance, a producer’s livestock headquarters must be physically located in the county with a qualifying
disaster. This program provides direct payments to eligible livestock producers. Sign-up for the
extended program began on April 1, 2003, through early June. During fiscal year 2003, $251 million in
program costs were incurred for LCP-II. The 2001/2002 Livestock Assistance Program (LAP), also
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authorlzed by the Agrlcultural Assmtance Act of 2003 made avallable $250 mllllon to livestock producers
for grazing losses that occurred as a result of drought, severe weather and related causes in either 2001
or 2002. Sign-up began in August and ended in October 2003, with payments being made: shortly
thereafter. LAP payments to a producer are reduced by the amount of assistance received by that
producer under LCP. As of September 30, 2004 $100 m|II|on in program costs had heen lncurred for
LAP. :

The Nonfat Dry Milk Livestock Feed Assistance Program, 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 faéd dealers in the state,
a portion of its nonfat dry milk inventory as livestock feed under section 165 of the Federal Agriculture
Improvement and Reform Act of 1996, CCC has been working with the U.S. Drought Council in
determining the amount of assistance producers need and the states suffering the most severe impact of
the drought. States eligible for the first 2004 initiative allocation are Arizona, Idaho, Montana, Nebraska
Nevada, New Mexico, Oregon, Utah and Wyoming.

The Noninsured Crop Disaster Assistance Program (NAP) is an ongoing program that provides
financial assistance to producers for noninsurable crap 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 2004 and 2003, CCC mcurrecl $122 ITII"IOI'I and $240 ITII||IOI1 in NAP
' program costs, respectively.

Other emergency assistance programs include the Hurricane Assistance-Sugarcane Program,
Sugar Beet Disaster Program, Quality Loss, and Pasture Recoveiy programs.

Improving Life in Rural America

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

Second Anniversary of the 2002 Farm Bill

This year marks the second anniversary of the Farm Bill signing. As noted by the Secretary, “Our goal

over the past two years has been to implement the 2002 Farm Bill as quickly and efficiently as possible.

Thanks to the hard work and dedication of USDA employees across the country, we have |mplemented a5
. percent of the bill and thé few remaining provisions are nearing completion.”

The 2002 Farm Bl[l offi cially known as the “Farm Securlty and Rural Investment Act of 2002" Public Law
107-171, was signed into law by President Bush on May 13, 2002.. The 2002 Farm Bill, whl_ch governs
Federal farm programs, offers certainty and support for America’s farmers and ranchers by providing a
generous safety net for farmers without encouraging overproduction and depressing prices. The 2002
Farm Bill overhauled many existing laws and created complex new programs. It impacted CCC by
changing the direction of its programs and the nature of assistance it grants.. Over $15 billion in
payments have been issued for income support programs, such as the Direct and Counter-Cyclical, Loan
Deficiency, Peanut Quota Buy-Out, and Milk Income Loss Contract programs. The discussion that follows
includes inforrmation on the specifics of these programs.

.
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Direct and Counter-Cyclical Program Payments (DCP)
The DCP replaced the Production Flexibility Contract payment program in fiscal year 2003 for wheat, feed

grains, upland cotton, rice, oilseeds, and peanuts as authorized in the 2002 Farm Bill. A major feature
gives producers the option of updating historical average acreage bases and crop yields to determine
program benefits. The annual sign-up for crop year 2004 DCP began on October 1, 2003. Direct
payments are available at the option of the producer. Up to 50 percent of the direct payment for a
covered commodity, for any of the 2003 through 2007 crop years, 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 coverad commedity, but
payments are issued only if effective prices are less than the target prices set in the 2002 Farm Bill. The
effective price is equal to the higher of the average loan rate or national average market price received
by producers, plus the direct payment rate. Final crop year 2002 counter-cyclical paytments for corn,
grain sorghum, wheat, barley, oats, soybeans and other oil seeds are zero because the effective prices
for these commaodities were equal to or exceeded their target prices.

In fiscal year 2004, $5.3 billion in DCP direct payments and $812 million in DCP counter-cyclical payments
were issued to eligible producers. CCC is expecting to disburse $281 million in counter-cyclical payments
for the 2003 crop year rice, peanuts and upland cotton. As of September 30, 2004, CCC had $372 million
in receivables due from producers. This represents overpayments of 2003 counter-cyclical payments.
Advance payments were made in January 2004. Subsequent to that, market prices rose, thereby
eliminating eligibility for the program. The entire amount paid out for wheat, corn, and sorghum was
determined to be overpaid.

Direct and counter-cyclical payment rates as set forth in the 2002 Farm Bill are presented below.
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Direct Payment Rates $0.52 $0.28 $0.35 $0.24 $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 £1.44 £0.724 $10.50 $5.80 $0.101

Peanut Quota Buy-Out Program
The 2002 Farm Bill made significant changes to the peanut program, by replacing the peanut marketing

system that was established over 60 years ago. The new program'’s provisions include direct and
counter-cyclical program payments, as well as non-recourse loans with marketing loan provisions. A
Peanut Quota Buy-Out Program was authorized to compensate quota owners for the lost asset value of
their quota through 5 equal installments or a lump sum payment. In fiscal year 2003, $1.2 billion was
disbursed, while only $25 million were disbursed this year. CCC expects t© pay an additional $41 million
in future program payments.

Other 2002 Farm Bil{ Income Support Programs :
Other income support programs authorized by the 2002 Farm Bill and effective in fiscal year 2003 are the

Milk Income Loss Contract (MILC) Program and the Apple Market Loss Assistance Program
(AMLAP-III). Under the MILC program, dairy producers enter into confracts with CCC that will end on
September 30, 2005, and receive monthly direct payments when domestic milk prices fall below a
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specified level. Payments in 2004 were $246 million, a decrease from 2003 when over $1.9 billion in
payments were made. This eonsiderable drop in payments is the result of. higher market prices. MILC
payments are authorized when the monthly Boston Class 1 milk price falls below the MILC rate
($16.94/cwt.). During fiscal year 2003, the average milk price was $13.90/cwt. During fiscal year 2004,
the average milk price rose to $18.35/cwt. Milk prices fell in the fourth quarter of fiscal year 2004, from
a high of $24.58/cwt. in June 2004. AMLAP-III provides. assistance to eligible apple growers to help
offset economic losses due to low prices in the U.S. apple market in 2000. Sign-up for AMLAP-III began

on October 1, 2002. In fiscal year 2003, expenses for the program totaled $93 miflion.. In fiscal year
2004, program expenses were minimal.

Farm Storage Facilily Loans (FSFL)

CCC provides FSFL to assist producers in building additional on-farm storage in order to obtain high
market returns, manage production inventories, and control livestock feeding costs.: The FSFL pragram
“was first implemented in fiscal year 2000 and is expected to expand on-farm grain storage by.312 million
bushels by 2005. Loans outstanding under the FSFL program were $187 million and $160 million as of
September 30, 2004 and 2003, respectively. The table below presents CCC's performance in regards to
providing. farm income support through the FSFL program. This performance goal was first identified in
the 2002/2003 Annual Performance Plan; therefore, there are no established targets for 2000 and 2001.

2001

2002

2000 2003 | 2004
_ _ o Targetf | Target/ Target/ Target/
- Parformiance Goal and Indicator Actual -Actual - Actual - Actual

Farm Storage Facility Loan Program _
Total bushels of additioral on-farm storage capacity
built through the FSFL program (millions of bushels) N/A/56.7 N/A/GS.2 76.7/21.4 36.5/45.7

36.5/42.0

Demand for the program in fiscal year 2004 continued to exceed expected levels; however, the trend is
expected to turn downward as farmers in some parts of the nation have already constructed the on-farm
storage capacity they need. Also, with continued difficulties in the farm economy, many producers are
unwilling to take on additional Iong -term debt. As a result, performance targets for subsequent years will
be revised downward.

Suqgar Storage Facility Loans {SSFL)

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

Bioenerqgy Program

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 ethanol 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
2004 and 2003 amounted to $115 million and $167 million, respectively. =~ ‘
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Commodity Loan Programs
CCC has several commodity loan programs. It offers price support loans for tobacco, recourse loans for
mohair and honey, and marketing assistance loans on other commodities. As a result of the 2002 Farm
Bill, support for peanuts was changed from a price support program with marketing quotas, to a
marketing assistance loan program.

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

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

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

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

Market loan repayment provisions allow, under certain circumstances, loans to be repaid at less than
principal plus accrued interest and other charges, with a portion of the principal and interest due to be
waived, The portion of principal waived is considered a marketing loan gain for the producer. During
fiscal year 2004, marketing loan gains totaled $149 million; in the. prior fiscal year, they totaled $227
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 $461 million, a slight decrease from the $664
million disbursed last fiscal year, but a substantial reduction from the disbursements in fiscal year 2002 of
45,628 million. This was the result of the sharp decrease in |LDP disbursements for soybeans, corn, and
upland cotton because their respective market prices and corresponding afternative loan repayment rates
increased significantly in 2003. Consequently, the LDP rates decreased significantly, therefore, the
producers chose not to receive LDP’s.

Commodity certificates are available to producers to purchase for use in redeeming coliateral pledged
to CCC for a commodity loan. The redemption of the loan collateral using commodity 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 commodity 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
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exchange the commodlty certlF cates purchased for the loan collateral The difference between the Ioan
rate and the certificate exchange rate (i.e. the market price) is a net cost to CCC. . In fiscal year 2004,
$903 million in loans wére exchanged for cormmodity certificates valued at $635 mllhon, resultlng ina
$268 million net cost to CCC. In FY 2003,

the equivalent net cost was $998 million.

The reduced net cost in FY 2004 is indicative  **°
of improving market prices.

Com modity Loans Outstanding
AsofSeptember30

3.0 42

The 5-year trend of commodity [oans
outstanding (including marketing assistance
loans) reflects a sharp decrease in loans
during fiscal year 2001. Contributing to the
decrease was the legislatively authorized
forfeiture into inventory of $60% million of
tobacco in settlement of outstanding loans.  sto
Additionally, a drop in ma’rket prices early in

the year spurred an increase in sugar  sos
forfeitures to $326 million during fiscal year

2001.  Decreases in commodity loans %% “aoat . 2002 200 2004
continued through fiscal year 2002; however, ‘

a slight increase was reflected in fiscal years 2003 and 2004.

52.8

"
n
o

{in Blllions)

As of September 30, 2004, commodity loans outstanding were $1,’802 million, compared to $1,644 million
as of September 30, 2003. The majority of loans outstanding are for tobacco, wheat, corn, rice, and
cotton. :

Marketlng assistance loans (MAL's) and LDP's are a ma]or 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 to help improve the econamic stability and viability of the
agricultural sector and will continue to administer MAL's and LDP's as directed by, the 2002 Farm Bill. The
table below presents CCC's performance in support of this goal. It appears that considering current
market prices of commodities and crop conditions in most parts of the nation, there will be less demand
for LDP’'s in the near future.

1999 2000 2001

2002 2003
Performance Gaal and Indlcator Targetl Target/ Target/ Target/ Target/
' - Actual Actial Actual Actual

Marketmg Assmtance Loans and Loan
Percentage of eligible commodity production placed
under marketing assistance loan or joan deficiency
payment®:

« ‘Wheat, corn, sorghurn, barley, oats and soybeans N/AS77% | 67%f80% | 75%/90% | 82%/79% | 82%/13%
+  Upland cotton N/A/85% | 67%/98% | 40%/97% | 97%/99% | 97%/99%
* Based on crop year, not a fiscal year. For example, the fiscal year 2002 actual is data for crop year 2001.
Page 10
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Loans made totaled $9,211 million and $10,718 million in fiscal years 2004 and 2003, respectively. Loans
repaid totaled $8,840 million and $10,280 million in fiscal years 2004 and 2003, respectively. The charts
below depict the breakdown of loans made and loans repaid, by commodity.

Loans Made

(in Millions)
{In Millions)

¥ Includes wheat. tobacco, honey, sugar, peanuts, oilseeds, and mobair.

In July 2003, the lowest rate CCC has charged for funds advanced to producers for commodity loans
since CCC began charging the variable monthly interest rate in 1980, was announced. CCC charged 2
percent per annum for funds advanced during July 2003 for 1996 and subsequent crop year loans and 1
percent per annum for new advances on outstanding crop year loans from 1995 and prior crop years.
The last time the U.5. Treasury charged CCC interest rates this low was in 1958.

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

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

2001, 2002 2003 2004
Performance Goal and Indicator Actual Actual Actual Actual
ODACCOo Frice nport Progra
Average tobacco® assessment ($/1b.) $.054 2039 $.038 %.040
Average price per pound of tobacce® $1.85 £1.90 $1.689 $1.87

? Based on crop year, not a fiscal year. For example, the fiscal year 2004 actual is data for crop year 2003.
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Commodity Inventory Operations '

Forfeitures under non-recourse commodity loan programs are not the only means by which GCC acquires
inventory. Under the milk price support program, CCC buys surplus butter, cheese, and nonfat dry milk
from processors at announced prices. These purchases help maintain market prices at the legislated

support level. Originally slated to end 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 commaodity
inventory. An electronic bid entry system receives vendor commodity bids, supporting the procurement
-of about $2 billion of export commeodities 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 commodity 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 cotton pledged as collateral for CCC loans. In
conjunction with COPS, CCC has an electronic cotton sales system in which potentlal buyers can access
CCC-owned cotton and place offers to purchase selected Iots

Electronic Warehouse Receipts (EWRs) are similar to paper warehouse receipts in that they convey title
to commodities. They contain all the information required to make up a valid warehouse receipt in an
electronic format. Currently, EWRs are only available for cotton; hawever, in November 2000, the Grain
Standards and Warehouse Improvement Act was passed and amended the U.5. 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 Réceipts Pilot project for the 2004 crop year.

The USWA, as amended authonzes the Secretary of Agriculture to establish regulations allowing the use
of voluntary systems for other elecironic documents related to the shipment, payment, and financing of
-agricultural products. A final rule announcing the regulatory guidelines 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 commaodities from the farm to the end-user. CCC will benefit by the
implementation of this paperless flow through the marketing assistance loan program, durlng commodlty
procurement processes, and as donated commodities are exported to foreign destinations.

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

Beyond the marketplace, CCC commodities fill the need for hunger refief both in the United States and in
foreign countries. CCC works closely with USDA's Food and Nutrition Service to purchase and deliver

food for the ‘National School Lunch and many other domestic feeding programs. U.S. farm products and

food, along with donations authorized by Public Law (P.L.) 83-480, Section 416(b) of the Agricultural Act
of 1949 (the 1949 Act), and the Food for Progress Act of 1985, help USDA fight hunger worldwide.
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Inventory as of September 30, 2004, totaled $950

miliion, compared to $1,984 million the previous | - ‘Commodity Inventory
year. Most of the inventory decrease is attributable - i As of September. 30
to the destruction of approximately $272 million in .. (In Millions) RN,
tobacco inventory and disposition of $988 million of Commodity: - | 2004 [ 2003 "
nonfat dry milk. Dairy Products $ 606 % 1,325

Wheat Products 291 292
As a result of droughts in Kentucky and floods in g"bacm é 278
North Carolina, 1999 was one of the worst of years 0‘#’!2; 43 8;
for tobacco farmers. For this reason, in fiscal year

4 Total Invent

2001, legislation was passed ordering USDA to buy otal Tventory —— —

up much of the harvest that fotaled $599 million.

Because no bids were received to sell this tobacco for export use, CCC's only other authorized option is to
destroy the inventory. Destruction of the tobacco inventory continued through 2004.

On March 6, 2003, CCC sold its remaining 21,385 tons of raw cane sugar to the storing warehouse
operator. Over a 3-year period, CCC disposed of over one million tons of refined and raw cane sugar.
The majority of the sugar stocks was disposed through payment-in-kind programs and unrestricted cash
sales to storing sugar processors. CCC acquired $8 miliion in loan forfeitures for refined beet sugar
during fiscal year 2004. CCC also sold all rice in its inventory during 2003. A total of 4.1 million
hundredweight of 2001 crop rice was sold over a 6-month peried. All the rice sold was obtained through
loan forfeitures.

CCC purchased $288 million in nonfat dry milk in fiscal year 2004, This brought the nonfat dry milk
inventory to $595 million as of September 30, 2004. Of this amount, $462 million is expected to be
donated through domestic and export donation programs, $57 million is expected to be disposed under
the feed assistance programs and $52 million is expected to be sold domestically. $15 million is to be
exchanged for pudding, while the remainder of $9 million is to be used in a nonprofit initiative. Several
nonprofit initiatives have been implemented, which involve the donation and exchange of nonfat dry milk
to provide assistance to many. The National Nonprofit Humanitarian Initiative helps feed hungry people
in the U.S. As part of this initiative, 400 million pounds of CCC-owned nonfat dry milk were delivered to
nonprofit, faith-based, and community organizations to help feed hungry people. This one-time only
initiative will enable USDA to provide additional outreach to the millions of Americans who suffer from
hunger or malnutrition. Orders were accepted beginning September 2003, with deliveries for approved
agreements completed by September 2004. On September 17, 2003, it was announced that USDA would
donate CCC-owned nonfat dry milk to nonprofit, faith-based and community organizations for use in meal
services or for distribution to needy recipients. This program will contribute to USDA's efforts to meet
nutritional requirements of those in need and will build on President Bush’s Faith-Based Community
Initiative, Two exchange programs that were approved in 2003 included one that sought qualified
companies to exchange ready-to-eat and instant pudding for CCC-owned nonfat dry milk for use in
domestic programs. The other involved the exchange of CCC-owned nonfat dry milk and cash for cheese
also for use in domestic programs.

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

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

farmland for future generations. As reflected on the Statement of Net Cost, costs associated with
the Corporation's conservation programs were $2,291 million this fiscal year. Last year, costs were
- $2,227 million. Costs are expected to remain steady in future years due to the increased conservation
-program funding provided in the 2002 Farm Bill. While continuing and expanding the programs that
retire environmentally sensitive land from crop production, the 2002 Farm Bill emphasizes programs that
‘support conservation on land in preduction, including livestock operations.

- Farmland Protection Program (FPP)

Under the FPP, the Corporation reimburses state and local governments for the purchase of easements to
preserve productive farmiand and keep it in use. This program is a voluntary program, so the location
and extent of enrollment — and resultant environmental benefits — will depend on who submits bids and
how these bids are selected for enrollment. Under the 2002 Farm Bill, the program will receive 10-year
funding of $985 million, which represents a nearly twenty—fold increase over the $53 4 miliion provided
since 1996.

Enwronmental Quality Incentives Program (EQIP!

The EQIP was created t6 consolidate several consarvation programs and encourage farmers and ranchers
to adopt practices that reduce environmental and resource problems. The program offers technical
assistance, cost sharing, and incentive payments to assist livestock and crop producers with conservation
and environmental improvements. The 2002 Farm Bill phases funding for the program up to $1.3 billion
annually by fiscal year 2007, a significant increase from the annual funding of roughly $200 million per
year under the 1996 Farm Bill. Due to an Office of Management and Budget (OMB) apportionment,
NRCS assumed responsibility for pregram 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.

Canservatlon Reserve Program (CRP]

The Corporation aiso funds the CRP, the Nation's premier program for protectmg fragile natural resources
and enhancing the environment. The purpose of the program is to safeguard millions of acres of
American topsoil from erosion, increase wildlife habitat, protect ground and surface water, and improve
air and water quality. CRP participants sign a contract with CCC for a period of 10 to 15 vears. During
the contract period, the producer agrees to convert eligible (highly erodible or environmentally 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 private sector technical service providers,
NRCS, the Forest Service, and the U.S. Fish and Wildlife Service. The acreage cap for the program from
is 39.2 miilion 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 priority practice acreage. In fiscal years 2004 and 2003, the Corporation incurred -

net costs for CRP of $1,989 million and $1,781 million, respectively.

The CRP and other conservation programs assist agriculturai producers and landowners in achieving a
high level of stewardship of soil, water, air, and wildlife resources on America’s farms and ranches while
protecting the human and natural environment. Appendix C presents CCC's performance in suppart of
this goai.
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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 programs encourage exports of U.S. agricultural products to buyers in
countries where credit is necessary to maintain or increase U.S. sales, but where financing may not be
available without such credit guarantees. The Corporation underwrites credit extended by the private
banking sector in the United States (or, less commonly, by the U.S. exporter) under the GSM-102 (credit
terms up to three years) and GSM-103 (credit terms up to ten years) programs. Under these programs,
CCC does not provide financing, but guarantees payments due from foreign banks. Typically, 98 percent
of principal and a portion of interest at an 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 products,

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

As of September 30, 2004, the principal value of guarantees outstanding under these programs was
$5,042 million, compared to $4,820 million as of September 30, 2003. This fiscal year, CCC paid $127
million on defaulted guarantees. In the prior fiscal year, CCC paid $100 million. Claims and rescheduled
export credit guarantee receivables outstanding were $6,503 million and $6,743 million as of September
30, 2004 and 2003, respectively.

The Dairy Export Incentive Program (DEIP) is used to help exporters of U.S. dairy products compete
with prevailing world prices for targeted dairy products and destinations. Through the program, sales of
U.S. dairy products are made that would not otherwise be possible because of subsidized prices offered
by competitor countries. This fiscal year, CCC paid $19 million in bonuses to exporters under this
program while last fiscal year, $52 million was paid. The introduction of butterfat into the program
during fiscal year 2003 attributed to the increase in bonuses paid that year. Under the 2002 Farm Bill,
DEIP was extended to 2007.

The Market Access Program (MAP) is designed to create, expand, and maintain foreign markets for
U.S. agricultural commaodities 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 $124 million in MAP payments this fiscal year, and $103 million in
payments last fiscal year. The 2002 Farm Bill reauthorized the program through 2007, gradually
increasing program funding each year. -
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Food Aid

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

This year marks the 50" anniversary of the P.L. 480, Food for Peace Program. P.L. 480 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 United States has shipped more than 3 million
metric tons of food aid over the last fiscal year and nearly 12 million metric tons over. the {ast five years
to feed people around the world. Some of the primary commercial markets today are former food aid
-récipients including Japan, Western Europe, and South Korea. “The work we do today follows in
- America’s long tradition as an outward-looking nation always willing to share ‘our abundance to help
“others,” Sald the Secretary, during the 5ot anmversary celebratlon

P.L. 480 is composed of three programs. Title I pravides for the government-to-gdvernment financing of
sales of U.S. agricultural commodities to developing countries on dollar 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 developmient. As of September 30, 2004, PiL. 480 Title T direct

credit receivables outstanding totaled $8,726 million, a slight decrease from last year’s total of $9,840
million.

Title II, the U.S. government’s major humanitarian food aid program, provides for the donation of U.S.
agricultural commodities to meet emergency and non-emergency food needs in other countries. Title III
supports long-term growth in the least developed countries around the world. Under Title III, donated
commodities are sold in the recipient country for local currency, and the revenue generated is used to
support economic development programs. Donations under these two programs were $716 million and
$748 miillion in fiscal years 2004 and 2003, respectively. _

In March 2003, USDA Secretary Veneman and AID Administrator Andrew S. Natsios announced the
immediate release of 200,000 metric tons of wheat from the Bill Emerson Humanitarian Trust, with
~ another 400,000 tons to be made available and shipped as needed. This provided emergency food
assistance to Africa, particuiarly Ethiopia and Eritrea. Food crises in the Horn of Africa and southern
Africa threaten some 38 million people with starvation. The commodities were provided through P.L.
" 480, Title IT and were distributed mainly through private voluntary organizations. A portion of the wheat
from the reserve was exchanged for rice, so that a combination of commodities was made available to
feed the people of Iraq. | The U.S. worked in close partnership with international institutions and other
nations as well as prlvate voluntary organizations, which ensured the rapid delwery of humanitarian relief
~ for Iraq .

' During fiscal year 2003, the largest P.L. 480, Title II purchase in recent years was announced with the
_acceptance of offers for up to 229,000 metric tons (505 million pounds) of processed and packaged
commodities for food assistance programs worldwide. This was the largest processed and whole grain
packaged commodity purchase in over five years. Iraq was tfie largest beneficiary of the purchase,

receiving 105,000 metric tons of commodities, including wheat flour, milled rice, vegetable oil, and great
northern beans.

Page 16




I : Fund Balance with Treasury $ 3,213 | $ 2,597
established in FY 2003 when CCC began Cash — 51
“calculating and recording reimbursements due Accounts Receivable (Public) 439 43
from DOT, MARAD. This receivable represented Accounts Payable (Federal) 811 1,205

COMMODITY CREDIT CORPORATION

Management's Discussion and Analysis
September 30, 2004

Under the Food for Progress Program, CCC finances the sale and export of agricultural commodities

on credit terms, or can provide commodities 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 $67 million in fiscal year 2004, and $110 million in fiscal year 2003. Direct credits

outstanding under the program as of September 30, 2004, were $295 million. As 6f September 30, 2003,"
direct credits were $352 million.

Commodity donations under Section 416(b) of the 1949 Act help to reduce CCC's surplus commodity
inventories, while also helping countries in need. Donations under this authorization totaled $137 million
in fiscal year 2004, and $330 million in fiscal year 2003.

Reporting Financial Information

T he Corporation’s financial statements repott the financial position and results of operations of CCC

pursuant to the requirements of 31 U.S.C. 3515(b). These statements have been prepared from the
books and records of CCC in accordance with generally accepted accounting principles for Federal entities
and the formats prescribed by OMB. The statements are in addition to the financial reports used to
monitor and control budgetary resources, which are prepared from the same books and records.
Furthermore, the statements should be read with the realization that they are for a component of the
U.S. Government, a sovereign entity. A discussion on the more noticeable variances reflected on the
financial statements is follows.

The Corporation had a higher Fund Balance with
Treasury as of September 30, 2004, compared to
the prior year, in part due to the collection of
$341 million received in FY 2004 from the
Department of Transportation (DOT) - Maritime
Administration {MARAD), reducing .the receivabie

the 20% excess freight costs incurred in prior
program years, as well as amounts due for Ocean | cumulative Results of Operations | (15,033) | (25,282)
Freight Differential cost reimbursements. Also
contributing to the increase is the receipt of $244
million too late in fiscal year 2004 to be used to repay Treasury borrowings.

CCC has continued to improve its reporting to Treasury, as well as its fund balance with Treasury
reconciliation procedures and processes, including strengthening internal controls and increasing
supervisory review. These improvements resulied in the Corporation monitoring and ciearing out
reconciling items in a timely manner, while also reducing the number of outstanding transactions. This
resulted in no cash timing differences involving transactions with the public as of September 30, 2004.

The sharp increase in accounts receivable with the public is the result of overpayments in direct cyclical
payments to producers for wheat, corn and sorghum. As a result, a receivable was astablished in fiscal
year 2004 for approximately $372 million.

The decrease in the accounts payable to other Federal agencies is attributable to the liability for
allocation transfers, payable to USAID, which is $322 million lower this year compared to last year. In
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fiscal year 2004, advance obligational authority of $951 million was granted, increasing the liability. At
USAID's request; CCC transferred $1 billion during FY 2004 to partially liquidate the fiscal year 2003
liability, and reduced the liability for $180 million in recoveries. - - - - '

CCC incurred over $12 billion-in realized losses in fiscal year 2004, and $23 billion in fiscal year 2003.
This unreimbursed loss represents the majority of -the balance of Cumulative Resulis of Operations.
Rather than receiving an appropriation at the beginning of the fiscal year, CCC’s revalving fund receives
its appropriation in subsequent fiscal years, based on realized fosses incurred. -Duiring fiscal years 2004

and 2003, CCC recelved $22,937 million and $17,684 million, respectively, in reimbursements for prior
year losses. incurred.

The net cost of operations for CCC's domestic
programs totaled $12,186 million in fiscal year 2004
compared to $21,019 million in the prior year. As
shown in the table to the right and on the supporting
schedule to the Statement of Net Cost disclosed in

Operations ~(156) s 1,777

" Commadity

the footnotes, Direct and Counter-Cyclical expenses Farm Income Support 2484 " 5,316
were the largest costs in- both fiscal years 2004 and Direct & Counter-Cyclical | 6,510 8,896
2003. These program expenses were higher in 2003 Eg-‘f;gg‘;%ﬁg?g:}s . M 250
due to the $2.6 billion accrual of program payments Total - © | Ei2486 | 21019

that year, as well as improved market prices in 2004. .

During 2004, CCC provided funding, through non-expenditure transfers, to -other Departmental and
Federal agencies for programs created by the 2002 Farm Bill. These transfers, totaling $1,892 million,
are reflected on the Statement of Changes in Net Position as transfers out of budgetary resources
without reimbursement.

Implementing the President’s Management Agenda |

Improving Financial Management -
T he President’s Management Agenda provides

President George 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 resuits that matter to the American people.

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

Providing accurate and timely financial information to its customers and managers is of primary
importance to the Corporation. It is working to reduce the number of days it takes ta close the monthly
general ledgers, thereby having financial data available faster than in the past. Reporting processes are
being streamlined by replacing manual tasks with automated processes wherever possible. Several
standard monthly reconciliations are in place and additional analysis tools are being developed to
examine and verify financial data before its release. These reconciliations continue to be enhanced and
improved upon. ‘ '
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Biannually, financial managers convene to develop means and strategies to improve financial
management in the coming years. Several new management initiatives have been identified thus far,
and task forces put together to address these projects. Accelerated timelines, improved internal controls,
and increased attention to reconciliations are among the priorities established for financial management.

CCC's goal is to obtain a clean audit opinion on its financial statements. In fiscal years 2004 and 2003,
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 weaknesses. For example, several task forces have been established to address financial
management challenges and reporting deficiencies, with project goals identified and plans laid out to
meet those goals.

Clean Audit Opinicn

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 2003 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 finandial statement data
is fairly stated in all material respects. It also allows the user to place a high degree of reliability on the
information and to use the data to make informed decisions and manage resources wisely. Achieving this
goal meant overcoming many obstacles. In the past, CCC has had difficulties in meeting Departmental
timeframes and in providing sufficient and competent evidential documentation to the auditors to
substantiate certain line items on the financial statements. However, the Corporation has worked
diligently to address and resolve issues identified in prior years’ audits, and continues to make great
strides in the coordination and validation of information used in its financial statements.

. Unqualified X - X X X X X X
Qualified X
Disclaimer X X X x*

? In fiscal year 2001, CCC received an ungualified opinion an 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 Finanding.

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 faw in late November 2002, greatly
expanded the Bush Administration’s efforts to identify and reduce erroneous payments in the
government’s programs and activities. This guidance promises to improve the integrity of the-
government’s payments and improve the efficiency of its 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 erroneous
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 commodity loan payments to determine the
projected erroneous payment amount and rate. In July 2004, FSA awarded a contract to perform the
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statistical sampllng for. CCCs MAL program and to recommend actions to reduce erroneous payments in
the future. FSA has completed its risk assessment of the MAL program and, while the determlnatxon was that
the program has a low risk for improper payments, the statistical sampling process will confirm the actual level
of .erroneous payments. The sampling contractor will also provide information concerning the cause of
emoneous payments and recommendations on how CCC can reduce or eliminate those causes. The primary
cause of erroneous payments is the information provided by the producer concerning. the collateral being
offered for the loan. CCC has introduced new technology to assist in the confirmation of the. type of
commodities grown by the producer and determination as o whether the quantity being offered is reasonable.
The sampling work and related analy515 is targeted for completion by December 2004.

- Budget and Petfarmance Integration
FSA is fully engaged in this major reform initiative and has requested to be the lead agency in the

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

Strateqgic Management of. Human C'agftal :
FSA has fully adopted the: USDA Human Capita! Pian for fiscal years 2003 to 2007 and continues to be
active on the USDA Human Capital Accountability Team.

Camgetitive Sourciilg _ .

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

Updating competitive sourcing plan
Directly converting and competing positions
Establishing a competitive sourcing office
Forming a Department-wide OMB Circular A-76 workmg group. ‘
- Establishing competitive sourcing program staff in several agencies (one of which is FSA) _

FSA currently has no future planned competitive sourcing activity due to the restriction placed on FSA in
rlouse Resolution 2673, the Consolidated Appropriations Act, enacted on Jahuary 23, 2004. This bill
contains language that limits FSA's ability to implemenit and conduct competitive sourcing studies.

Management Controls _
The Corporation has a network of financial

management systems and internal controls in place
to support the preparation of the finandial
statements, performance  information,  and
compliance with applicable laws. It has identified
system  weaknesses and intetnal  control
deficiencies.. The following narrative discusses
those weaknesses and the plans in place to
| address them, as presented in various
management reports. ‘

FMFIA Report
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The Federal Managers’ Financial Integrity Act (FMFIA) requires Federal managers, on an annual basis, to
assess the effectiveness of management controls applicable to their responsibilities. If material
deficiencies are discovered, managers must report those deficiencies with scheduled milestones leading
to the resclution of the deficiency. FMFIA reporting ensures management's accountability for the
effectiveness and efficiency of program operations.

Section 4 of the FMFIA requires an annual assessment of whether the agency’s financlal management

systems comply with government-wide requirements. If the agency's systems do not comply, plans must
be developed to address the non-conformances. Appendix D presents CCC's reporting on FMFIA.

Legal Compliance -

As reported in the 2003 audit report, there were two instances of noncompliance with the following laws
and reguiations that are required to be reported under the Government Auditing Standards and OMB
Bulletin No. 01-02, as described in the following.

Federal Information Security Management Act (FISMA). FISMA, passed as part of the E-
Government Act of 2002, requires that Federal agencies: (1) provide a comprehensive framework for
ensuring the effectiveness of information security controls over information resources that support
Federal operations and assets; (2) provide effective government-wide management and oversight of the
related information security risks; (3) provide for development and maintenance of minimum 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
informaticn security solutions shouid be left to individual agencies from among commercially developed
products. OMB Circular A-130, Management of Federal Infotmation Resources, provides further
information security guidance.

The auditors noted that during fiscal year 2003, FSA and CCC had made much progress with its
information security program in order to meet FISMA and OMB Circular A-130 guidelines (FSA provides
and maintains the IT infrastructure supporting CCC general support systems and major applications.).
However, FSA and CCC needs continued improvement with its entity wide secwrity and contingency
planning programs to fully meet those guidelines.

Debt Collection Improvement Act of 1996 (DCIA). The DCIA is intended to significantly enhance
the Federal Government’s ability to service and collect debts. Under the DCIA, Treasury assumes a
significant role for improving government-wide receivables managetnent. The DCIA requires Federal
agencies to refer eligible delinquent non-tax debts over 180 days to the U.S. Treasury for the purpose of
collection by cross-servicing or the offset program. The auditors’ tests of compiiance disclosed instances
where CCC was not in compliance with certain provisions of the DCIA. Specifically, it was noted that due
process was not performed in a timely manner to ensure that some eligible debts are forwarded to
Treasury for cross-servicing or the offset program within the timeframes established by DCIA.

FFMIA Report

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

Improving Payment and ‘Cdllec,tion ProcesSesé- |

CCC is worklng to |mprove its payment processes, makmg payments faster and more accurateiy

Pramgt Pa zment '
The Prompt Payment Act encourages tlmely payments, better relatlonshlps with ' contractors and

producers, improved competition for government business, and reduced costs to the Govemment for
property and services,

In fiscal year 2004, CCC made 16 million payments that were subject to the provisions of the Prompt
Payment Act. These payments totaled $19,453 million. OFf these payments, .31% of them were paid
fate. This is an improvement over last year when CCC made 17 million payments totaling $26 113
mitlion. Of these payments, .46% were paid late.
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A comparison of the percentage of payments made late, by fiscal year, is presented. In fiscal year 1598,
0.16% of payments were late. However, only $13,925 million in payments were subject to Prompt
Payment Act provisions. The dramatic increase in late payments in fiscal year 1999 was due to the
backlog and high volume of loan deficiency payments. Additionally, there was an 84% increase in the
doliar amount of payments, with $25,555 million of payments being made in fiscal year 1999.

Electronic Funds Transter (EFT)

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

Performance in relation to vendor EFT payments fell 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 allows
vendors to download and access necessary payment detail information is only 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 will
begin using the National Finance Center for vendor payments by October 1, 2005.

Percentage of Late Payments
As of September 30

Vendor 54% 47% 35%

Producer 77% 74% 78%

{Parcantage of Late Paymuants)

o
8
— ]

As shown in the table, 78% of producer paymehts

were made via EFT this year, a slight increase from 1.00 / : \
the 74% reported in fiscal year 2003, History has : R

shown that the recurring-type producer payments P Y
(income support, CRP annual rental payments,

etc.) tend to be made via EFT, with one-time payments (i.e., disbursement of loan, disaster assnstance
etc.) more likely to be made via check.. The slight increase in the EFT volume for producer payments is
the result of system modifications that allow assignees to receive their payment via EFT, and providing a
web service that allows producers to review their detailed payment history via the Internet. However,
future producer payment performance will be tempered as Treasury has adopted more Iement
requirements for waiver from receiving payments via EFT.

Debt Collection

The DCIA provided additional collection tools for agenaes to use to col|ect delinquent debts owed. Two
of the coliection tools, the Treasury Offset Program (TOP) and cross-servicing, require agencies to refer
debts to the Treasury Department when they become 180 days delinquent.
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In fiscal year 2004, CCC referred 6,853 debts valued at $68 million, to the TOP, In fiscal year 2003, ccc
referred 6,522 debts, valued at $61 million. In both fiscal years 2004 and 2003, as a resuit of these and
prior year referrals, CCC received $1 million in offsets from other Federal payments to be made to
lndlvrduals with delinquent debts to the Corporation. -

In fiscal year 2004, cCC referred 1,834 debts valued at $17 million, for cross setvicing. In fiscal year
2003, CCC referred 1,349 debts, valued at $11 million. CCC collected less than $1 million from cross
servicing in each of the last two fiscal years. : o

‘CCC continues to maintain a very strong internal debt management program. CCC collected $7 million
and $9 million, respectively, in fiscal years 2004 and 2003 by internal administrative offset. CCC also
coflected from delinquent debtors via internal collection efforts $14 million and $17 million, respectively,
in fiscal years 2004 and 2003. In addition, CCC also coliected anather $2 million from debts referred to
the Justice Department in fiscal year 2004, and $2 million in fiscal year 2003

.The DCIA Compllance Review Team was established in J-anuary 2003. Since then, the team has traveled
to 6 State Offices and 23 County Offices, resolving $9.6 million in debt. In FY 2004, 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 policy for both receivables and claims. . The
State offices are required to certify to the Headquarters semi-annually, their state’s comipliance. In
addition, quarterly reports have been developed to provide information on the status of receivables not in
compliance with DCIA. These reports keep senior management aware of the issues Debt Management

must deal with on a monthly basis in order to continue to be in compliance with requirements set forth by
DCIA.

By implementing all collection tools available, CCC is striving to achieve its strategic goal of providing
effective administrative services and reducing the dollar amount of delinquent debt owed to the
Corporation. The table below presents CCC's performance in support of this goal.

2002 . 2003 2004
] o Target/ _Target/ | Target/
Performance Goal and Indicator . Actual Actual
Financial Maragement
Decrease the average volume of the CCC delinquent

domestic debt portfolio as it refates to farm programs | = NfA/ N/Af 8,120/ 7,065/ | 10,674/
number)® 10973 | 9441 .| 11234° 11,860° | 14,328
Decrease the average age of CCC delinguent domestic ' i I
debt portiolio (years)® N/A/S.2 | N/A/3.44 3.0/3.32 _ 2.5/3.41° - 2.5/2.4

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

This performance goal was first established in the ﬁscal years 2001/2002 Annual Performance Plan, merefore, targets for prior
years do not. exist.

In fiscal year 2003, the 2002 Farm Bill was implemented and new farm program support programs were established. Some of
. these programs affected payments that had already been issued in fiscal year 2002,
In fiscal year 2003, a debt recondiliation team warked with field offices in moving aged receivables into the dellnquent domestic

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

Making Government More Accessible

CC supports the goals of electronic government as defi ned by the Admlnlstratton and as mandated
in the Government Paperwork Elimination Act (GPEA), the Freedom to E-File Act, and related
statutes. FSA has partnered with NRCS and Rural Development (RD) to implement a system for the
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implementation of electronic services for its customers. The three agencies implemented an e-forms
system this year to enable customers to electronically access and file forms and related electronic
information. In order to provide authentication and access to participating customers, the three agencies
also implemented a standard electronic access, Central Authentication and Authorization Facility
(WebCAAF). CCC is committed to continuing the partnership effort with the Service Center Agencies
(5CA) to implement generations 3 and 4 of the e-forms system to enrich and expand the electronic
services available to its customers.

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

FSA also used the SCA Common Computing Environment {CCE) capahilities to leverage the
implementation of the 2002 Farm Bill. The Service Center Information Management System (SCIMS)
shared customer name and address records were used to notify over 6.6 million customers of 2002 Farm
Bill changes that may impact their participation in USDA programs.

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 elDP website is hosted on the FSA Electronic Access
Initiative (EAI) web farm focated in Kansas City. Producers who elect to participate in the eLDP Initially
visit 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 eLDP
Internet application. The FSA Service Center also establishes the producer’s parameters in the elLDP
Internet application 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 elLDP
through the Internet. Valid eLDP requests that meet the criteria for the approved application parameters
established by the local Service Centers are processed and payments calculated, certified and disbursed.
This initial beta process was successful on a small scale early in 2002. The next phase of eLDP was a
heta 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 availability
of eLDP as rapidly as possible to nationwide coverage. Nationwide deployment of all commodities,
except cotton, was completed in September 2004. The targeted implementation for cotton is scheduled
for October 2004.

For crop year 2005, CCC will implement a web-enabled application to provide Service Centers and
producers the capability to e-file applications for DCP program benefits. Setvice Center employees will be
the first to pilot the web-based application. Access will subsequently be opened to the public allowing
producers to sign up for the program from their home computer, thus saving a trip to the Service Center.

Page 25



COMMODITY CREDIT CORPORATION

Management's Discussion and Analysis
September 30, 2004

-Food Aid Reauest Entry System (FARES) T ‘ '

CCC is developing a number of important government-to-business services on its Internet archltecture

The FARES, a web-based application, will streamline program operations and improve customer service
by automating the entry of ‘commoadity requests (“call forwards") from AID and private voluntary
- organizations (PVQ's). The call forwards will then be electronically transmitted to CCC for purchase.

Phase I was implemented on January 2, 2003. Requirements are being developed for Phase 1I of FARES

to allow PVO's to enter their Annual Estimated Requirements via the web.

Electronic Distribution ;

CCC's Electronic Distribution Project Phase ITT (ED3) provides disbursement statements and storage
Invoices electronically for customers and businesses Interacting with the Processed Commodities
Inventory Management System. Currently, FSA is working on the inclusion of Grain Inventory

~ Management System storage. |nv0|ces in ED3. This additional function i§ expected to be in production
during fiscal year 2005

{USDA Customer Statement '

In support of the USDA Office of the Chief Information Offi cers (OCIQ) intiative to improve and expand
customer access to information, CCC implemented processes to provide USDA' customers access to
FSA/CCC payment information and Farm Loan debt. CCC will enhiance the services pravided 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,

* 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 to 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 customers to “drill” into the detail.

Financial Services ‘ :
CCC implemented a web-based Financial Services (FS) application which allows Setvice Center employees

and customers, e.g., preducers, financial institutions, to electronically submit direct dep05[t profiles,
assignments, and joint payments. .

Gensiral Sales Manager (GSM) Web Portsl
CCC implemented a web portal to allow U.S. banks and commodity exporters participating in the GSM

programs to electronically submit Registrations, Evidence of Exports, and Notices of Default. The GSM
System supports the USDA in its objectives to provide approximately four thousand guarantees to U.S.

exporters and financial institutions each year, worth about $3.5 billion to $4.5 billion. The USDA FSA and -

the USDA Foreign Agricultural Service (FAS) are jointly responsible for program, administrative, and
financial functions related to CCC's Export Credit Guarantee programs.

Freight Enlry, Bid Entry. and Evaluation System _ o
FSA is partnering with AID in the design and conistruction 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 thelr ocean rate information.
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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
will make available the option of electronically applying for Direct and Counter-cyclical Program (DCP)
payments, Loan Deficiency Payments (LDP), and Miik Income Loss Contract Program (MILC) payments.
The ultimate objective is to deliver farm programs 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 enable FSA to better serve the American public. In addition, the
design and documentation of streamlined business processes will feverage the Common Computing
Environment'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 well underway
and is expected to be completed during next year. The flexible new infrastructure is built around the
strategy of maximizing shareability of appropriate information both within USDA and with other Federal,
state and local agencies, USDA customers, and the private sector. The SCAs have already achieved a
level of success in sharing the following CCE infrastructure components and software applications:
Telecommunications network

Help desk support

Common workstations with standard software and local area network

Peripheral equipment including printers, routers, network server

Common administrative applications

Web farm componenis and standard security firewall stacks

Email services and active directory

Common testing facilities

SCIMS name and address

Office information profile

WebCAAF

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

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 wilf fulfill the requirements of the

~ President’s Management Agenda by delivering customer-centric electronic applications.

National Payment Service (NPS)

CCC implemented a web-enabled National Payment Service to support payment requests for web-enabled
FSA/CCC program delivery systems, such as eL.DP and Milk Income Loss Contracts. FSA Service Center
employees access the NPS to review payment requests and apply late payment interest penalties, debt
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offsets valuntary recelvable repayments, a55|gnments and jomt payments and eiectromcally sign and
certlfy payments. :

Geasgatlal Information Systems (GIS) ' '

CCC is implementing a number of GIS tadls to provide Service Centers with access to digital gecspatial
data to maintain a digital database of aerial photography, solls information; customer information, and
farm records, and to eliminate the printing and storage of paper maps. As the CLU digitization is
‘completed, more Service Centers will have access to these tools, thus enabling further integration with
program delivery. The GIS digital fayer and the CLU and Land Use Iayers W||[ he housed in a sharable
;and accessible Geo-Spatial Data Warehouse '

CRP General Signup Offer Pracess {GSOP}

During 2003, CCC implémented 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 million to $11
million in technical service costs. During 2004, CCC updated the general signup offer system to a web-
based system to further streamlme and leverage the automated GIS information availabie in the Service
Center Agenaes

wm& '

CCC implemented a web-based eligibility determination service used in the dellvery of farm programs and
the determination of program payments. This service will be shared by NRCS in the defivery of the
Environmental Quality Incentives Program '
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Appendix A
CCC Board of Directors and Officers

CCC Board of Directors

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

Member, J.B. Penn, Under Secretary, Farm and Foreign Agricuftural Services, USDA
Member, Vacant, Under Secretary, Rural Development. USDA

Member, Eric M. Bost, Under Secretary, Food, Nutrition, and Consumer Services, USDA
Member, Joseph ). Jen, Under Secretary, Research, Education and Fconomics, USDA
Member, William T. Hawks, Under Secretary, Marketing and Regulatory Programs, USDA
Member, Mark E. Rey, Under Secretary, Natural Resources and Environment, USDA

CCC Officers

President, ).B. Penn, Under Secretary, Farm and Foreign Agricultural Services, (JSDA
Executive Vice President, James R. Little, Administrator, F5A

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

Vice President, Thomas B. Hofeller, Associate Administrator, Operations and Management, FSA
Vice President, A.J. Yales, Administrator, Agricultural Marketing Service

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

Vice President, W, Kirk Miller, General Sales Manager, FAS

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

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

Deputy Vice President, Hubeit O. Farrish, Deputy Administrator for Commodity Operations, FSA
Deputy Vice President, John W. Willliams, Deputy Administrator for Management, F54

Deputy Vice President, John A. Johnson, Deputy Administrator for Farm Programs, FSA

Deputy Vice President, Douglas W, Frago, Deputy Administrator, Field Operations, FSA

Deputy Vice President, Larry Walker, Director, Economic & Polfcy Analysis Staﬁ‘ F5A

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

Deputy Vice President, Jose 1. Acevedo, Acting Deputy Chief, Programs, NRCS

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

Secretary, Thomas B. Hofeller, Executive Assistant to the Administrator, FSA
Deputy Secretary, Karen A, Malkin, Acting Director; Strategic Planning Staff, FSA
Assistant Secretary, Monique B. Randolph, Staff Assistant, Strategic Planning Staff, FSA

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

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

Chief Accountant, Dwight T. Tayman, Chief, Financial Accounting and Reporting Branch, Financial
Management Division, FSA
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Appendix B

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

CCC Funds

0500 azardous Waste Management Fund (USDA shared appropriation)
0600 Salaries and Expenses

1336 Export Credit Guarantee Program Fund .

2271 P.L. 480 Title I, Ocean Freight Differential

2273 Food for Progress Credits Program Fund

2274 P.L. 480 Direct Credit Liquidating Fund . :

2277 P.L. 480 Direct Credit Program Fund

2278 P.L. 480 Grant Fund -

2701 Tree Assistance Program

3301 | Farm Storage Fadility 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

3337 Rural Clean Water Program

3674 Appropriation Warrant Fund

4049 P.L. 480 Direct Credit Financing Fund
4078 Food for Progress Credits Financing Fund_

4143 Debt Reduction Financing Fund

4158 ‘ Farm Storage Facility and Sugar Storage Facility Loans, Fmancmg Fund
4211 Apple Loans Financing Fund

4221, Emergency Boll Weevil Loans Financing Fund

4336 Revolving Fund (including specific appropriations for disaster rellef)
4337 Export Credit Guarantee Financing Fund

4338 Export Credit Guarantee Liguidating Fund
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Appendix C
Performance Goals for Conservation Programs

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

2000 2001 2002 2003 2004
| Targetf Target/ Target/ Target/ ‘Target
Performance Goal and Indicator Actual Actual Actual Actual’

Increase the number of acres enrolled in CRP and
increase the number of Conservation Reserve
Enh nceme

P General sign-up {competitive) enrollment (million
acres, cumulative) . , . | 31.8/31.8

CLES;Eln
Acres of high enwronmental sensitivity enrolled in CREP
{million acres, cumulative)
AGeS planted Wi

BES K
Acres enrolled in the Pralne Pot:hole, Chesapeake Bay,
Great Lakes, Long Island Sound, and Long Leaf Pine
national conservation priority areas (milion acres,

Reduce sonl erosion, prutect water and air quality,
restore wetlands, and improve wildlife habitat by
establishing conservation cover andjor installing
_priority practices.

Water and Ajr Qualnl:y
Reducad sheet and rill erosion {million tonsfyear) 180/215 216/214

»  Reduced niirogen applications on land under long-
term land retirement: contract (thousanq_acr ) 1__N/A/60S N/AS634 N/A/GS].“ 691/655 731

s Acres established in conservation buffers, -including
filter strips and riparian buffers' (million acres, - . :
cumulative) 1.4/1.3 1.6/1.7 2.2/2.1 2.4f2.4 2.9

Wetlands
» Restored acres of wetlands® {milion adres,

Sl dli
+  Land restored to ecosystems with high benefits
for wildlife’ N/Af2.1 N/AJ2.6 2.9/33 3.5/3.5 3.9

* Year-end estimates based on preliminary data.
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" 1 Most buffers installed under the CRP are instalied primarily for water quality. However, buffers provide multlple benefits, including
air quality, wildlife habitat, and carbon sequestration.

2 Primiarily wettand restoration, which indudes adjacent upland.

? Primary consarvation practices include, but are not limited to, welland restoration, wildlife comdors npanan buffers, Iongleaf pine
establishment, and rare and declining habitats.
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Appendix D
FMFIA Reporting

The following table presents Section 4 nonconformances related to the Corporation as reported in FSA's
fiscal year 2004 FMFIA Report.

Material Weakness:

Foreign credit subsidiary and credit reform systems are not fully automated and integrated into CCC's Core
Accounting System (CORE).

Year Identified in FMFIA Report: 2000

Deficiency Status: Corrected.

Actual Completion Date: Fiscal year 2004

Corrective Actions:

1. Replaced the former Financial Management System accounting structure in the APLUS system with the CORE
accounting structure. Implemented APLUS to CORE.

2. Completed implementation of the new General Sales Manager {GSM) system (Modules 1-4) interface with
CORE,

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

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

Corrective Actions:

1. Reviewed contractor study of posting models and prioritized posting logic changes.

2. Standard operating procedures for the feeder systems were consolidated to improve interface controls between
feeder systems and CORE.

Planned Corrective Actions:

1. Complete financial posting logic review of transactions that may have a material impact on CCC's financial
statements.

2. Implement any changes to financial posting logic which may have a material impact on CCC's financial
statements and record posting adjustments in CORE general ledger to correct errors.

3. Perform the review of the consolidated standard operating procedures between the feeder systems and CORE.
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Material Weakness:
Improvement needed in information securlty controls
+  Risk assessment process
Informatien Technology (IT) secunty plans
Security vulnerability scans
- System ceftification background
Background investigations
Contingency planning network security weaknesses

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

Corrective Actioris'

1. Contract to develop required risk assessments (RA) are in place, work is in progress; and many RA’s have
been delivered.

2. Contractto ‘develop required IT securlty pians (SP) is in place, work is in progress, and many SPs have
been delivered.

3. Majority of vulnerabilities found during the audit are resolved. ‘Steps have been taken to mitigate future
vulnerabilities. The patch updating pracess has been automated to ensure timely mitigation.

4. Contracts to develop Certification & Accreditation (C&A) are in place and work is |n progress.

5. Security controls (system authorization and logical access) are being |rnpmved a

‘Planned Corrective Actions:

1. Efforts are underway to standardize contingency plans utilizing OCIO’s software, Stroh[ Systems LMng
Disaster Recovery Planning System (LDRPS). FSA/CCC was one of the pllot agencies.

2. Contingency plans for applications and general support systems have beén developed and are currently
undergoing table top testing as part of the CBA process. Once this testing is completed, the Disaster
Recovery plans will be entered to Strohl's LDRPS.

3. Improve background checks. Develop plans to fund, prioritize, and inftiate the process to perform and
update background investigations for employees as needed.
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Material Weakness: :
Improvement needed in funds control mechanisms and in budgetary accounting and reporting policies and
procedures

Year Identified in FMFIA Report: 2004
Target Complétion Date: Fiscal year 2005

Corrective Actions:
1. In March 2004, CCC sent out a selected sample of obligations to FSA/CCC offices. CCC received responses
and adjustment documentation from these offices in early April 2004. Based on these responses, CCC
decbligated amounts no longer needed. This has become a standard quarterly process to ensure the

accuracy and reliability of the obligation amounts.

2. The review and cerfification of obligations was expanded to include all programs for the July 2004
balances. The obligation team will develop a process to implement this review on a quarterly basis. This
process will also support the Office of the Chief Financial Officer (OCFO) requirement.

3. A contractor was engaged and began meeting with program and financial divisions in June 2004, CCC has
cateqorized the existing programs into areas of commonality by the way the obligation is currently
established. These categories will be used to document standard processes for recording obligations with
common triggering business events. The contractor will provide recommendations cn how obligations can
be determined or estimated based on the business events identified.

Planned Corrective Actions:

1. Add or restructure transaction codes for obligations in CORE to reduce manual postings. Implement an
automated process to accumulate obligation data from program systems to post on a monthly basis into
CORE. Provide improved reports on obligations to program managers.

2. Develop and implement changes in program and financial software fo record obligations. This task will be
identified as part of the MIDAS project being implemented by the Farm Program Directorate and Financial
Management Division. This modernization effort will include the obligation recognition requirements at the
transaction level in the new business processes being developed.

Material Weakness:
Improvement needed in financial accounting and reporting policies and procedures

Year Identified in FMFIA Report: 2003
Target Completion Date: Fiscal year 2005

Corrective Actions:
1. Established a task force to review, revise, and recommend CCC policies and procedures needed to ensure
sufficient and complete accruals are reflected on the financial statements.
- 2. Provided training to finandal management; personnel on agency accrual policies and procedures.
3. Policies to record accruals for programs have been approved.
Planned Corrective Actions:
1. Procedures are being developed and documented by program to identify and record accruals.
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Appendix E
CCC Remediation Plan

‘The following table presents the Corporation’s latest remedlatlon plan as it relates to the reqmrements for
- FFMIA reporting.

1. Compliance with Federal Financial Management Systems Requiremenfs;

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

Target : :
Corrective Action Date Status

1.1.1 Complete implementation of new GSM 046/2004 Completed 62004 — Migration of foreign credit

system to be interfaced directly to CORE programs accounting data from FSA CORE to CCC

general ledger. : CORE was completed 4/26/04. Interface of the GSM

‘ o . : system to CCC CORE was implemerited 6/30/04.

1.1.2 ’ Replace the farmer FMS accouhh‘ng structure | 06/2004 Cofnpleted_ﬁlzom - Acc_uunting sﬁ-uctu're changes

in the P.L. 480 Title I feeder system (APLLS) . were completed in FY 2003, Interface of the APLUS

with the CORE accounting structure. system to CCC CORE was implemented 06/30/04.

1.2: CORE ﬁ-na'r'lcial_ systems do not comply With OMB Circular A-127.

121 CCC will establish a team to develop a 06/2003 Completed 06/2003.
project plan to complete research, and
recommend entity-wide policies and
procedures neaded for management to

_perform adequate review of all obligations.
The process should provide for central
management control and review, to ensure
adequate support for recorded amounts
exists and sufficient consideration is given o
| the legitimacy of unliguidated ohligation”
amounts. -

1.2.2 Document and publish an obligation and 09/2003 Completed 06/2003.
deobligation policy for CCC. .

1.2.3 Estabiish a standard process to require the 09/2003 Compieted 672604 — In March 2004, CCCsent out a
review and certification of open obllgatlons selected sample of obligatiofis; as of January 2004, to
by program offices. FSA/CCC offices. CCC received responses and

: . adjustment documentation from these offices in early
April. Based on these respanses, CCC deobligated
balances as of July, October; January; and April menth-
end records. This has become a standard quarterly
process to ensure the accuracy and reliability of the
obligation amounts. - '
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1. Compliance.with Federal Financial Management Systems Requirements, Continued

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

Target
Corrective Action Date Status

1.2.4 Expand the obligation review and 09/2004 The review and certification of obligations was
certification process to include all open expanded, to include all programs, (not just those
abligations and programs having required by the OCFO for pregram balances with no
disbursements during the fiscal year, activity in the last 2 years) for the July 2004 balances.
Identify and group programs with spedific The obligation team will davelop a process to
obligation and disbursement events. implement this review on a quarterly basis. This

process will also support the OCFO requirement. A
contractor was engaged and began meeting with
proegram and financial divisions in June 2004. CCC has
categorized the existing programs into areas of
commonality by the way the obligation is currenty
established. These categories will be used to document
standard processes for recording obligations with
common triggering business events. The contractor
will provide recommendations on how obligations can
be determined or estimated based on the business
events identified.

1.2.5 Identify and implement changes 1o current 09/2005 Add or restructure transaction codes for obligations in
financial management processes and the core accounting system (CORE) to reduce manual
systems to improve the accuracy and postings. Implement an automated process to
timeliness of obligation amounts in core accumnulate obligation data from program systems and
financial systems. post on a quarterly basis into CORE. Provide improved

reports on obligations to program managers.

1.2.6 Develop and implement changes in program To Be The target date for completing this task will be
and financial software to record obligations. Determined | identified as part of the MIDAS project being

Phase II will be all remaining programs.

implemented by the Farm Program Directorate and
Fnandial Management Division. This modemization
effort will include the abligation recognition
requirements at the transaction level in the new
business processes being developed. Input to the
MIDAS project will come from the analysis covered at
1.2.5.
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Compliance with Federal Financial Management Systems Requiremehts, Continued

1.3:
' : : Target
Corrective Action : Date . Status_

1.3.1 Establish a task force to review, revise, and 01/2004 Completed 2/2004.

recommend CCC polidies and procedures :

needed to ensure sufficient and complete

accruals are reflected on the finandial

statements. e
1.3.2 Review, revise, and publish accrual and | 06/2005 Current.policies and procedures are being analyzed. A

policies and procedures ‘ contractor is assisting in analyzing and documenting

: the procedures, The revised due date for completion
and implementation is June 2005. :

1.33 Provide training to finandal management 06/2004 ‘| Completed 6/2004.

persennel on agency accrual pollaes and -

procedures

1. Compliance_with Federal Financial Management Systems Requirements .
Estimated Resources Needed for Corrective Actions

_ Full-Time Equivalents )
Fiscal Year (FTEs) Dollars
2004 10 $1.75 million
2005 ‘ 3 $20Q thousand
2006 ' 3 4300 th'ous.and
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2. Compliance with Applicable Federal Accounting Standards

CCC is in substantial compliance with this requirement.

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

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

Corrective Action Target Date Status

311 CCC has prepared a Statement of Work (SOW) | 09/2003 Completed 11/2003.
reguesting an evaluation of its accounting ’
environment by outside sources. The SOW is
designed to identify posting logic updates and
any required changes. This will ensure the
necessary budgetary entries are posted with
the corresponding proprietary entries. The
contractor will provide a report to CCC
management detaiiing the results of their
analysis.

Complete financial posting logic review of
31.2 transactions that may have a material impact 03/2005
on CCC's financial statements. Reviews are
being performed by:
«  subject matter experts (Phase 1),
+  Financial Accounting Division (Phase 2),
and
»  Financial Management Division (FMD)
managers (Phase 3).

Reviews are in progress.

313 Implemgnt any changes to ﬁngnc;ial posting o6 /2005
logic which may have a material impact on
CCC's financial staternents.

See 3.1.2 above.
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3. Noncompliance with the U.S. Government Standard General Ledger (SGL) at the
Transaction Level, Continued

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

Reconciling items between the feeder systems and CORE need ta be |dent1F ed and clearec[ ona
tlmely basis.

Corrective Action Status

‘ - Target Date o

321 CCC has prepared an SOW requesting an 09/2003 ~ { Completed 11/2003.
- evaluation of its accounting environment by ;
outside sources. The SOW contractor will
provide an analysis of the treatment of the
feeder system accounting relationships with
CORE. This will pravide a basis for resolving
differences and limiting adjustments identified
-in the 2002 audit. The contractor will- provide
a report to CCC management detailing the
results of their analysis.

3.2.3 Implement: improved interface centrols 06/2005 . "Standard cperating pr’oéedures for the feeder

: - between feeder systems and CORE. . -systems are being consolidated to Improve .
interface contrels between feeder systems and
CORE. -~

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

Estlmated Resources Needed for Correcltive Actlons '

Full-Time Equivalents -

Fiscal Year (FTEs) 7 Dollars
2004 3 | - $215 thousand
2005 1 ' o
2006 - -
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4. Information Security Policies, Procedures and Practices

Areas of Noncompliance

Information Security Policy, Procedure,
or Practice

No. Instance
1 Completion of FSA/CCC System Security Plans. FSA/CCC secwrity plans have not been updated on a
‘ : regular basis.
2 Consistently perform risk assessments for FSA/CCC FSASCCC risk assessments not performed on a
systems. regular basis.
-3 Enhance information security control posture for the Logical access and authorization policies need to be
FSA/CCC county offices. strengthened. .
4 Implement framework to address contingency planning County offices need to update and test contingency
for FSA/CCC county offices. plans for FSA/CCC applications.
5 Implement vulnerability scanning process for FSA/CCC FSA/CCC sysiems should be scanned for
systems prior to production. vulnerabilities prior to placing into production as part
. of life cycle process.
6 Re-emphasize the need for system administrators to Assure physical safeguards in place at county offices
maintain computer devices in a secure manner. housing FSAJCCC applications.
7 Conduct formal Certification & Accreditation (CRA) FSA/CCC applications need to be formally certified
process for FSA/CCC applications and general support and accredited.
systems,
8 Continue efforts to address recovery testing on a Assure all FSA/CCC applications are tested on a
regular basis for National Information Technology regular basis.
Center hosted FSA/CCC applications.
9 Enhance employee and contractor background checks Assure background checks are processed based on
and update policies and procedures. job functions.
Corrective Actions
Target
Detailed steps bates Actual Dates
1 Update security plans for all FSA/CCC finandial 07/2004 Completed 07/2004
applications. Security was updated for all systems as
part of Phase 1 CRA process.
2 Update risk assessments for all FSA/CCC financial 07/2004 Completed 07/2004
applications Risk Assessments were updated for all
systems as part of Phase 1 C&RA
Pracess.
3 Update AS400 log files ta show trail of when user 09/2004 Target date has been changed from

profiles were last usad or modified.

Grant access on need-to-know basis using standard
security request forms.

07/2004 to 09/2004. New form has
been developed and is being finalized
with instructions to be released to the
field with the update of Handbook 6-
IRM.
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CCC Remediation Plan
Correctwe Actions -
Target : - L
Detailed steps Dates Actual Dates
4 " Develop and test cantingency plans for FSA/CCC = 12/2004 Ongoing. Contingency Disaster Plans
financial applications. " - are being developed as part of the Phase
2 CBA process and will be tested.
5 Conduct scans on all servers hosting FSA/CCC 07/2004 Completed 7/2004 '
financial applications on a regular basis. ‘ Scan policy developed and scans are
. being processed monthly..
6 FSA will work with the new Information Technology ° 49/2004 Draft memo on physical security
Service to strengthen the physical security in field develaped and in final review for formal
office computar rooms housing FSA/GCC applications. . - | ‘implementation.
7 Conduct formal C&A process for all FSA/CCC ﬁnanua[ ' 09/2005 C&A process is ongaing on all financial
applmtlons : applications. Phase 1 is completed.
Phase 2 is.ongoing. - -
8 Create prioritized schedule for FSA/CCC apphcauons 09/2004 Completed 7/2004. - A formal list and
to be tested ' test plan of CCC applications has been
developed as part of thie Agency Disaster
‘Recovery Plar. .

9. Develop strategy plan to perform security clearance 10/2004 | Strategy Plan has been developed for
and background checks on all persannel accessing the IT divisions and will be expanded to
FSA/CCC applications. 1 include all of FSA divisions.

10 Implement a formal Configuration Control Board for 5/2004 Completed 4/2004
FSA/CCC financial systems. FSA will follow the ITS Change Control

Board and process for all applications.

4 Informatioen Security Policies, Procedures and Practices 7
Estimated Resources Needed for Corrective Actions

Full-Time Equivalents

Fiscal Year (FTEs) Dollars
2004 _ 10 $1.3 million
2005 - 3 $500 thousand

2006 ‘ -
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Commeodity Credit Corporation
Consolidated Balance Sheets

As of September 30, 2004 and 2003
(Dollars in Millions})

Assels:
Intragovernmental:
Fund Balance with Treasury {Note 2)
Accounts Recelvable, Net (Note 3)
Other
Total Intragovemmental Assets

Cash

Accounts Receivable, Net (Note 3}

Loans and Credit Program Receivables:
Commodity Loans, Net (Note 4)
Credil Program Recelvables, Net {Note 5)
Other Forelgn Receivables, Net

Subtotal

Commodity Inventories, Net {Note &)
General Property and Equipment, Net (Note 7)
Other

Total Assets

Liabiliies:
Intragovernmental:

Accounts Payable

Dabt to the Treasury (Note 8)

Other:
Resources Payable o Treasury
Deposit and Trust Liabilities (Note 9}
Other (Note 10)

Subtotal

Tolal Intragovemrnenial Liabilities

Accounts Payable
Credit Guarantee Liabilities (Nole 5)
Environmental and Disposal Liabilities (Note 11}
Other Liabflities:

Accriued Liabilities (Note 12)

Depaosit and Trust Liabilities (Note 8)

Other (Note 10)
Subtaial

Total Liabilities
Commitments and Contingencies (Notes 5 and 13)
Net Position:

Unexpended Appropriations

Capital Slock

Cumulative Results of Operations

Total Net Position

Total Liabilities and Net Position

The accompanying noles are an integral pan of thesse statements.

$

§

$

1,798

8,272

294
% 10,364

141
35
14,643

S 14848

§ a11
12,468

6,029
2126

468
8,623

§ A
% 21,002

915
240
15

4,923

502
32

3 5,457
$ 27,929

1,647
100
{15,033)

3 {13,286}
$ 14,643

$

$

$

$ 2,597
466

$ 3,068

51

1,716
8,484
a48

$ 10,547

276
29
91

$ 14,108

$ 1,205
21,836

8,482
1,184
797

$ 8,463
$ 31,504
486

13

4,852
873
2

$ 5727

§ 37,752

1,536
100
{25,282)

$  {23,646)
$ 14,106



Commodity Credit Corporation
Consolidated Statements of Net Cost (Note 14)

Foi‘ the Fiscal Years Ended September 30, 2004 and 2003
(Dollars in Millions) - _

Nét Prografn Costs:-

Intragovernmental Costs:

Imputed Costs : $ 999 3 900
Reimbursable Costs 85 147
Borrowing Interest Expense 321 349
Other _ (184} ' 193
Total Intragovernmental Gross Costs 1,221 1,589
Less: Intragovernmental Earned Revenue {135) (114)
Intragovernmental Net Costs $ 1,086 $ 1,475
Gross Costs with the Public: :
Grants and Direct Payments 11,781 . 18,009
Credit Program Subsidy ' (979) (1,128)
Commodity Programs _ 2,276 5,770
Stewardship Land Acquisition 26 48
Other {989) (527)
Total Gross Costs with the Public 12,115 23,172
Less: Earned Revenue from the Public (1,510) (3,802}
Net Costs with the Public 10,605 19,370
Net Cost of Operations $ 11,601 $ 20,845

The accompanying notes are an integral part of these statements.



Commodity Credit Corporation
Consolldated Statements of Changes in Net Position

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

R ""“{@'

bl Oner

ration

Beginning Balances 5 (25,282) 100 1,536
Budgetary Financing Sources:
Appropriations Recsived - - 24,941
Appropriations Transferred - In - “ 175
Appropriations Transferred - Out - - (15)
Other Adjustments - - (%
Appropriations Used 24,981 - (24,981)
Nonexchange Revenue 29 - -
Transfers In Without Reimbursement 46" - -
Transfers Out Without Reimbursement (3,266) - -
Other Financing Sources:
Imputed Financing 999 - -
Transfers In Without Reimbursement 25 - -
Transfers Out Without Reimbursement (1,076) - -
Other 202 - -
Total Financing Sources 21,940 - 111
Net Cost of Operations (11,691) - -
Ending Balances 5 (15,033) 100 1,647

The accompanying notes are an integral part of these statements.



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

For the Fiscal Year Ended September 30, 2003
(Dollars in Millions) '

Beginning Balances %  {19,899) $ 100 $ 1,383
Budgetary Financing Sources: o
Appropriations Received - - o 20,446
Appropriations Transferred - iri - - ' o -1 159
Appropriations Transferred - Out - : - ' T (323)
Other Adjustments - ‘ - ' . {10)
Appropriations Used 20,119 ‘ - E (20,119)
Nonexchange Revenue . 5 ) - : h -
Transfers In Without Reimbursement M4 - - -
Transfers Out Without Reimbursement (4,322) : R -
Other Financing Sources:
Imputed Financing - 800 - S .
Transfers In Without Reimbursement 13 - o n g -
Transfers Out Without Reimbursement (2,012) - : ' -
Other ' ‘ 725 - - - -
Total Financing Sources 15,462 - 153
Net Cost of Operations {20,845) - -
Ending Balances $ {25,282) % 100 $ . 1,538

The accompanying notes are an integral part of these statements.




Commedity Credit Corporation
Combined Statements of Budgetary Resources (Note 15)

For the Fiscal Years Ended September 30, 2004 and 2003
(Dollars in Millions)

jz] P.:.

TR
Budgetary Resources:
Budget Authority: :
Appropriations Received 3 24941 § - % 20448 $ -
Berrowing Authority 20,004 692 49,343 1,277
Net Transiers (+/-) (1,781) “ (2,202) -
Unobligated Balance:
Beginning of Period 1,340 2,096 1,196 1,461
Net Transfers, Actuat (++) {2} - {315} . -
Spending Authaority from Offsetting Collections:
Earned: )
Collected 13,931 1,090 14,008 - 1,439
Receivable from Federal Sources (669) 150 1,489 59
Change in Unfilled Customer Orders:
Advance Received 941 - 292 -
Subtotal 14,203 1,240 15,799 1,498
Recoveries of Prior Year Obligations ’ 1,848 12 1,200 . 8
Permanently not Available (40,856) {123) {47,536) (416)
Total Budgetary Resources $ 28697 & 3,917 37,931 § 3,828

Status of Budgetary Resources:
Obligations Incumred:

Direct : $ o243 3 1,274 § 2642 § 1,732

Reimbursable : 25,070 - 33,948 -

Subtotal : 27,501 1,274 36,591 1,732
Unobligated Balance:

Apportionad 813 2,627 752 2,068

Exempt from Apportionment 1 6 9 1
Unobligated Balance not Available 382 10 579 27

Total Status of Budgetary Resources 5 28697 § 3,917 % 37,937 °§ 3,828
Relationship of Obligations to Outlays: :

Cbligated Balance, Net, Beginning of Period $ 5789 § {32} % 4305 % 24
Obligated Balance, Net, End of Perod:

Accounts Receivable {1,379) (318) (2,049) {1686)

Unfilled Customer Orders from Federal Sources | - (1) - (1)

Undelivered Orders ' 1,885 87 2,072 120

Accounts Payable 5,090 1 5,766 15
Outlays:

Disbursements 26,515 1,311 32,408 } 1,721 -

Caollections {14,872) {1,090) {14,300) (1,439)

Subtotal 11,643 221 18,108 : 282
Less: Offsetting Receipts - {601) - {1,293)
Net Outlays $ 11,643 § {380} $ 18,108 § (1,011)

The accompanying notes are an integral part of these stalements.



Commodity Credit Corporation
Consolidated Statements of Financing (Note 16)

For the Fiscal Years Ended September 30, 2004 and 2003
(Dollars in Millions) |

Resources Used fo Finance Activities:

Budgetary Resources Obligated: .
Obligations ncurred ‘ 5
Less: Spending Authority from Offsetting Collections and Recoveries

Obligations Net of Offsetiing Collections and Recoveries
Less: Offsetting Receipts

. Net Obligations
Other Resources:
Transfers In/Out without Reimbursement )
Imputed Financing from Costs Absorbed by Others
Gther
Net Other Resources Used to Finance Activities

Total Resources Used to Finance Activities

Resources Used to Finance Hems not Part of the Net Cost of Operations:
Change in-Budgetary Resources Obligated for Goods,
. Services and Benefits Qrdered but not Yet Provided
Resources that Fund Expenses Recognized in Prior Periods .
Budgetary Offsetting Collections and Recsipts That Do Not Affect Net Cost
of Operations o
Credit Program Collections which Increase Liabilities for Loan
Guarantees or Allowances for Subsidy
Other
Resources that Finance the Acquisition of Assets
Other Resources or Adjustments to Net Obligated Resources lhat Do Not
Affect Net Cost of Operations

Total Resources Used to Finance ltems Not Part of the Net Cost of Operations

Total Resources Used to Finance the Net Cost of Operations

Caomponents of the Net Cost of Operations that will not Require or Generate Resources in the
Current Period:
Components Requiring or GeneraUng Resources in Future Periods:.
Upward/Downward Reestimates of Credit Subsidy Expense
Increase in Exchange Revenue Raceivable from the Public
Other *

Total Components of Met Cost of Operations that will Require or Generate Resources
_ in Future Periods .
Components not Requiring or Generating Resources:
Depreciation and Amortization
Revaluation of Assets or Liabilities
Other

Total Components of Net Cost of Operations that will not Require or Generate Resources

Tatal Components of Net Cost of Operations that w:li net Require or Generata Resources
in the Current Period

Net Cost of Operations ' 5

28,775 38,323
17,303 18,505
1472 19,818
601 1,203
10,871 18,525
(1,051) . (1,999)
99% 900 .
202 725
150 (374)
11,021 18,151
{1,198) (2,204)
1,670 1,750
(1,649) (1,773)
(8,867) {10,322}
11,313 16,597
1,335 2,587
2,604 6,835
8,417 11,516
14 4
880 750
1,898 1,670
2,592 2,424
59 120
(627) 267
1,250 6,518
682 6,905
3,274 9,329
11,691 20,845 -

The accompanying notes are an Integral part of these statements.



COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 1 - Significant Accounting Policies, continued

Cash

Treasury requirements for the Federal Agencies
Centralized Trial Balance System II (FACTS.II),
for the preparation of Treasury and OMB year-
end reports, require that the Fund Balance with
Treasury amount reported via FACTS II be in
agreement with what is reflected in Treasury’s
records. To adhere to these requirements, cash
timing differences are reported as “in-transit”.
The cash balance consists of these cash-in-
transit timing differences as a result of varying
processing times and cut-off dates between
CCC, Treasury, and cther 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 other analysis, which
reduces the receivables to their estimated net
realizable value.

Commodity Loans

CCC makes both recourse and nonrecourse
loans to producers on designated agricultural
commodities. In the case of nonrecourse loans,
producers have the option to: (a) repay the
principal plus interest; (b) for certain announced
commodities, repay the loan at the market rate;
or (c) at maturity, forfeit the commodity in
satisfaction of the loan. These loans are not
subject to the accounting and reporting
requirements of Credit Reform (Note 5) because
these loans are less than 12 months in duration.

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

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

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

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

Credit Program Receivables
CCC has several credit programs subject to

Credit Reform requirements. Credit program

receivables consist of:

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

» guaranteed payments made under the
Export Credit Guarantee programs;

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

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

* loans made to apple producers who incurred
losses due to low market prices; and

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

These receivables (including related interest),
for both pre- and post-Credit Reform, are
recognized as assets at the present value of
their estimated net cash inflows. The difference
between the outstanding prtincipal of these
receivables and the present value of their net
cash inflows is recognized as an allowance. CCC
uses the Balances Approach Reestimate
Calculator for computing the subsidy reestimates
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 1 - Slgnlf‘ cant Accounting Policies, contmued

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 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

‘Rescheduling 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

Commadity 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 commodities acquired by the
Corporation.  They are eventually sold or
otherwise disposed of to satisfy - or help
' economlc goals.

Inventories are initially recorded at acquisition
cost plus processing- and packaging costs
incurred after acquisition. Acquisition cost is the
amount of the loan settlement, excluding
interest, or the amount of the purchase
settlement price. Since loan rates and income
support levels are established by statute,

inventary acquisitions are usually recorded at a

cost higher than market value.

Generally, disposition costs are ba_sed on the
average cost of the commodity in inventory at

the end of the previous month. However, in

. other cases, the cost is computed on the basis
~of actual (historical) cost of the commadity.

Actual cost is prevalent with: (a) simultaneous

‘acquisition and disposition for commodity export

programs; and (b) dispositions of commodities
previously pledged as price support loan
collateral,”  which are © acquired and
simultaneously disposed of by CCC during the
exchange of commaodity certificates. Commodity
certificates are negotiable instruments issued by
CCC, which can be exchanged for a commodity
owned or conitrolied by the Corporation.

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

Commodity inventories are reported at the lower
of cost or net fealizable value through the use of
a commodity valuation allowance. This
allowance is based on the estimated loss on
commodity dispositions, including donations (for
which a 100 percent allowance is established).

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 - is

depreciated over a service life range of 5 {0 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
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 1 - Significant Accounting Policies, continued

Software, capitalized software development
costs include contractor developed software,
purchased software, and internally developed
software. Capitalized internal use software costs
are amortized over a period of 5 years,
beginning with the first year the software is fully
operational. Alse included are costs incurred by
FSA which are reflected as software-in-
development on CCC's financial statements until
such time as the software is completed and put
into operation. At that time, amortization will
begin.

Producer Assistance Advances

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

- Liabilities

CCC recognizes a liability in one of two ways,
depending on the type of transaction. If an
exchange transaction occurs (i.e.,, when CCC
receives goods or services in 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 OCCUrs (i.e.,
government programs where there is a one-way
flow of resources or promises), a liability is
recognized for any unpaid amounts due as of
the reporting date.

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

Resources Payable to Treasury

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

Credit Guarantee Liabilities

Credit guarantee liabiliies represent the
estimated net cash outflows (loss) of the
guarantees oh a net present value basis. To
this effect, CCC records a liability and charges
an expense to the extent, in management's
estimate, CCC will be unable to recover claim .
payments under the Credit Reform Export Credit
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
caleulations based upon a 365-day year. A non-
performing direct credit. or credit guarantee
receivable is defined as a repayment schedule
under a credit agreement, with an installment
payment in arrears more than 90 days. For
those non-performing 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 the parent agency
in an allocation transfer report the activity in its
financial statements unless the allocation
transfer is material to the child's financial
statements, except for the Statement of
Budgetary Resources. For this reason, FSA
allocation transfer programs are not included on
the Corporation's Statement of Budgetary
Resources.  Additionally, CCC is the parent
agency in an allocation transfer relationship with
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" COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 1 - Slgmf icant Accountmg Pollcnes, cantmued

AID for P.L. 480 Title IT transportation and other

- cost related to foreign donations. As such, this

allocation transfer is iricluded on the Statement
of Budgetary Resources

The Hazardous Waste Departmental actw:ty
(where CCC is the child agency) is recorded in a

shared account that retains the fund symbol-

idernitified with the original appropriation from
which monies are advanced. CCC’s portion of
this activity is included in these financial
statements. . ‘

Yax Status

CCC, as a Federal agency, is not subject to .

‘Federal, state, or local income taxes, and
accordingly, no prowsmn for mcome tax is
necessary.

'Use of Estimates
‘The preparation of financial statements requires

management -~ to ~ make = estimates and
assumptions that affect the reported amounts of
assets and liabilities, and disclosure of
contingent assets and liabilities at the date of
the financial statements, and the reported
amounts of revenues and expenses during the

. reporting period. Actual results will invariably
differ from tho;;e esti_rnates. h

Reclassifications
Certain reclassifications were made to the fi scal

year 2003 statements to conform to the current”

year's presentation. These changes in format
were made to more closely conform to the form
and content guidelines issued by OMB.

See 'Note 16 for a dlscussmn of a reclassnf‘ cation
on the Statement of Fnancmg
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003 ‘

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

{In Millions)
2004 2003
$ 871 $§ 165

2,342 2,432

$ 3213 § 2597

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

(In Millions)
2004 2003

Unobligated Balance:

Available $ 3,479 $ 2,876

Unavailable 397 615
Obligated Balance not yet Disbursed 4,501 4,674
Subtotal 8,377 8,165
Less Borrowing Authority not yet Converted to Fund Balance {5,164) (5,568)

Total Fund Balance with Treasury

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

Total unobligated balances and obligated
balances not yet disbursed do not agree with
the corresponding fund balance with Treasury
amounts presented above because CCC borrows
funds from Treasury at the time cerain
obligations are disbursed. Borrowing authority
not yet converted to fund balance represents
unobligated and obligated amounts recorded at
September 30, 2004 and 2003, which will be
funded by future borrowings.

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

$§ 3213 4 2597

line items on the Statement of Budgetary
Resources due to OMB reporting reguirements
for allocation transfers. The total unobligated
balance and obligated balance not yet disbursed
on the Statement of Budgetary Resources is
$9,206 milion and $9,193 million as of
September 30, 2004 and 2003, respectively.
The difference of $829 million and $1,028
million, respectively, represents allocation
transfer activity with AID and FSA. See Note 1.
for information on CCC's 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 Financia! Statements
September 30, 2004 and 2003

Note 3 - Accounts Receivable, Net

Accounts receivable as of September 30, is as follows:

* Intragovernmental;
Due from Treasury:

* Due from Transportation
Due from Other Federal Agenmes
Subtotal

Less: Allowance for Doubtful Accounts

Total Intragovernmental Accounts Receivable, Net

Public: .. .
Claims Receivable
Notes Receivable
Interest Receivabie
Other

Subtotal

Less: Allowance for Doubtfu[ 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. In fiscal year 2003, CCC established
a receivable from the Department  of
Transportation (DOT) for freight costs exceeding
20 percent of the total cost of commodities
donated and ocean freight expenses. This is
authorized by Section 901d(b) of the: Merchant
* Marine Act, 1938. Because these billings are
subject to review and adjustment by DOT, CCC
recognizes an allowance against the receivable
until such time as management determines that

' (In Millions)
2004 2003
$ 54 $ 12
283 " 613
63 .29
400 - - 654
{-) - ‘(188
'$ 85 $ 74
‘ 10 3
15 | 18
400 S |
$ 510 $ 149
(71) {106

amounts scheduled for collection from DOT are
appropriate, In fiscal year 2004, DOT's Office of
General Counsel agreed with CCC’s biliing
methodology. As a result, CCC received $469
million in payments from DOT. ‘

Gther public receivabies consist of amounts due
from program overpayments. Due to improving
market conditions In fiscal year 2004, CCC
established receivables for Counter-Cyclical
program overpayments In the amount of $372
million as of September 30, 2004, '
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

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 30, are as follows:

{In Millions)
2004 2003
o, el s s -
Provisionefor Degl:rl:l)?i:ulgﬁﬁzoo:fr?s = —(188) 188
Allowance - End of Fiscal Year B 5‘———'11@,
(In Millions)
2004 2003
Public:
Allowance — Beginning of Fiscal Year $ 106 $ 112
Provision for Doubtful Accounts (35) (6)
Allowance - End of Fiscal Year

$ 71 4£..106
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements

September 30, 2004 and 2003

'Note 4 — Commodity Loahs, Net

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

(In Millions)

_ 2004 2003
Tobacco ' $ 738 $ 719
Wheat . ' ' 311 377
Corn 179 255
Soybeans ] 53 59
Rice ' C 288 102
Cotton 115 65
Other Commodities : .. .118 . 67
Total Commodity Loans 1,802 1,644
Accrued Interest Receivable 24 119
Less: Allowance for Losses (88} (48}
Tatal Commodity Loans, Net _ $ 1,798 $ 1,715

The change in the allowance for losses on commeodity loans and related interest receivable for the fiscal

years ended September 30, is as follows:

{In Millions)
2004 2003
Allowance - Beginning of Fiscal Year $ 48 $ 177
Less: Charge-offs (149) (229)
Add: Provision for Doubtful Accounts : 189 100
Allowance - End of Fiscal Year ' % 88 § 48
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Ndte 5 - Credit Program Receivables, Net

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

below.

Direct credit and loan obligations and credit
guarantee commitments made after fiscal year
1991, and the resulting direct credits and loans
or credit guarantees, are governed by the
Federal Credit Reform Act of 1990, as amended.
Credit Reform requires agencies to estimate the
cost of direct credits and loans, and credit
guarantees at present value for the President’s
Budget. Additionally, the present value of the
subsidy costs (i.e., interest rate differentials,
interest subsidies, delinquencies and defaults,
fee offsets and other cash flows) 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 Ilvan receivable and defaulted

guarantee receivable less the present value of

the subsidy at that time.

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

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

Credit Guarantee Programs

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

three years) and GSM-103 (credit terms up to
ten years) programs. Under these programs,
CCC does not provide financing, but guarantees
payments due from foreign banks. Typically, 98

" percent of principal and a portion of interest at

an adjustable rate are covered. All guarantees
under these programs are denominated in U.S.,
dollars.

Under the Supplier Credit Guarantee Program

 (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. agricuitural 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 daim under the
guarantee programs, CCC assumes the debt and
treats it as a credit receivable for accounting
and collection purposes. All  guarantees
outstanding at September 30, 2004 and 2003,
were issued post-1991. :

Direct Credit Programs
Under the P.L. 480 Title I Program, CCC finances

the sales of U.S. agricuitural 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 US.
agricultural commedities to developing countries
on credit terms or for local currencies. Priority
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 Credit Program Receivables, Net, continued

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

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

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

Paris Club

CCC permits debtor nations to reschedule debt
under the aegis of the Paris Club. The Paris
Club is an Internationally recognized
organization whose sole purpose is to address,
on a case-by-case basis, liquidity problems faced
by the world's most severely economically
disadvantaged countries. While the Paris Club
has no charter or formal operating procedures, it
“has heen operating since 1978 under the

leadership of the French Ministry of Economics ©

and Finance. The ‘general premise of the Paris
Club’s activities is to provide disadvantaged
. countries short-term liquidity relief to enable
them to re-establish their credit worthiness.
The Departments of State and Treasury lead the
U.S. delegation and negotiations for all U.S.
agencies.  Only country-to-country debt is
considered. For CCC, this includes P.L. 480
direct credits and claims paid under the GSM
programs for which a sovereign entity is liable,

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

Economic Factors and Outlook Affectmg
Subsidy Reestimates

The foreign credit subsidy reestimates are

affected by four basic components:

o cash flow data (disbursements, collections
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 default
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 for CCC's foreign
Credit Reform programs, resulting in a net
downward reestimate of $1,121 million and
$330 milion in fiscal years 2004 and 2003,
respectwely

Sovereign and non-sovereign lending risks are
regularly analyzed and sorted into one of eleven
risk categoties in a manner similar to ratings
generated by private rating agencies such as
Standard and Poors and Moédy'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
maturity Treasuries were used to generate the
default estimate for each rating.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 - Credit Program Receivables, Net, continued

In fiscal year 2004, CCC changed the
methodology for risk assignment consistent with
the country of obligation... Previously, a
weighted average of country risk in a region was
used for regional program contracts and the
destination country risk was used for third
country banking contracts.

CCC has received numerous defaults under the
SCGP, principally for guarantees for exports to
Indonesia. The SCGP guarantees concerned are
valued at $182 million of which CCC’s share is
approximately $118 million. As of the end of

fiscal year 2004, CCC had paid claims on these

contracts totaling $24 million.

Changes in Economic Conditions Having

Measurable Effects Upon Subsidy Rates

and Reestimates

Current world events angd government initiatives
have a major impact upon CCC's foreign
receivables. For example, the United States is
currentlty considering debt forgiveness or
reduction of debt to poor countries under the
Paris Club's Heavily Indebted Poor Countries
(HIPC) Initiative. Discussions are currently in
progress with a number of countries which, if
successful, may affect CCC. -

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

Direct Loan Programs

The Farm Storage Facility Loan (FSFL)
Program was implemented to provide low cost
financing for producers to build or upgrade on-
farm commodity storage and handling facilities.
The loans have a term of seven years with a
requirement of annual repayment instailments.
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 million loan fo-be repaid over
ten years. '

. The Apple Loan Program provided loans to

apple producers who suffered hardships due to
low prices following the 1998-1999 growing
season when apple prices fell to thelr lowest
levels in nearly 10 years. Eligible applicants
obtained loans up to $300 per acre of apple
trees in production in 1999 or 2000, up to a
maximum  indebtedness of $500,000. The
maximum repayment term was three years and
the interest rate was equivalent to the rate of
interest charged on the Treasury securities of
comparable maturity.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 - Credit Prbgrém Receivables, Net, continued

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

Direct Credit and Loan ' Programs:
Pre-1992:
P.L. 480 Title T

Post-1991:
P.L. 480 Title I
Debt Reduction Fund
Food for Progress*
Farm Storage Facility
Boll Weevil Program
.Apple Loan Program

Defaulted Credit Guarantees:
"~ Pre-1992 Export Credit Guarantees
. Post-1991 Export Credit Guarantees

Total Credit Program Receivables, Net

*The Food for Progress debt was purchased by the P.L. 480, Title T program in fiscal year 2004.

(In Mitlions)

2004 - 2003 .
$ 3,385 $ 3,575
1,091 875
129 121
) » 273
189 171
3 .3
1 5
2,526 2,795
948 666

$ 8272

4 8484

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

receivable as of September 30, are as foliows:

(In Miliions)
~ Interest Allowance for
Receivable,  Uncollectible  Credit Program
Gross Accounts Receivables, Net

§ 71 $0930)  $.338

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

Credit
Receivables,
2004 - (Gross
P.L. 480 Title T $ 6244
Credit
_ Receivables,
003 (Gross
P.L. 480 Title I $ 7545

$ 75  $(4045) & 3575
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 - Credit Program Receivables, Net, continued

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

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

© 200

P.L.480Title I -
Debt Reduction Fund
Farm Storage Facility
Boll Weevil Program
Apple Loan Program

Total

2003

P.L. 480 Title I

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

Total

(In Millicns)
Credit Interest

Receivables, Receivable, Subsidy Credit Program
Gross Gross Allowance Receivables, Net

$ 2,483 $ 30 $ (1,422) $ 1,091
524 3 (398) 129

187 3 (1) 189

10 (7) 3

1 - 1

§ 3,205 $ 3¢ § (1,828) $ 1413

{In Millions)
Credit Interest

Receivables, Receivable, Subsidy Credit Program
- Gross Gross Allowance Receivables, Net
$ 2,294 $ 23 $ (1,442) $ 875
334 1 (214) 121

352 11 ( 90) 273

160 7 4 171

10 - {(7) 3

4 - 1 5

$ 3454  $ 42§ (1748) $ 1448
Page 14



COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 Credlt Program Recelvables, Net contmued

Defaults on credit guarantees made prior to fiscal year 1992 and related mterest teceivable as of
September 30, are as fo[lows

(In Millions)
Credit Interest | Allowance for
Receivables, Receivable, Uncollectible Credit Program
- 2004 _ Gross Gross Accounts Receivables, Net

.Export Credit Guarantee Programs ~ $_ 4,709 $ 21 $ _(2,204) $ 2526

- (In Millions)
Credit Interest  Allowance for
Receivables, Receivable, Uncollectible Credit Program
2003 Gross Gross Accounts Recejvables, Net

Export Credit Guarantee Programs $ 4,943 $. 30 - $ (2178) $ 2,795

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

(In Millions)
Credit Interest
. Receivables, Receivable, Subsidy Credit Program
2004 Gross Gross Allowance Receivables, Net
Export Credit Guarantee Programs  $ 1794 & 27 & (a73) 948
(In Millions)
Credit Interest ,
Receivables, Receivable, Subsidy Credit Program
003 ‘ Gross Gross Allowance Receivables, Net

Export Credit Guarantee Programs  §_ 1,799 $ 28 § __(1161) $ 666
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 5 - Credit Program Receivables, Net, continued

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

~ {In Millions})
2004 2003

Subsidy Allowance — Beginning of Fiscal Year ' $ 1,748 $ 1,712
Subsidy expense for current year disbursements: '

Interest rate differential ' 21 28

Default costs (net of recoveries) 11 20

Other subsidy costs ‘ S 3 3
Total subsidy expense ' . 35 51
Adjustments: )

Loan meodifications 141 58

Subsidy allowance amortization o | (11) T 44

Loans written off o : (229) -

Other . 457 12
Balance before reestimates ' . 2,141 ' 1,877
Subsidy reestimates:

Interest rate reestimate . ‘ (1) (1)

Technical/default reestimate ' (312) 128
Total subsidy reestimates 313 129

Subsidy Allowance — End of Fiscal Year 4 $ 1828 § 1,748
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30 2004 and 2003

Note 5- Credlt Program Recelvables, Net, cantmued

For the fiscal years ended September 30, subsidy expenses for current year disbursements of post—1991
direct credits and loans, modifications (Mads.) and subsudy reestimates are as foIIows

(In Millions}
Subsidy Expense for New Direct Loans Disbursed Mods. Reestimates
Fees and
Interest Other , Interest ) Grand
2004 Differential Defaults  Colls. Other Total Total Rate Technical ZTotal Total
P.L. 480, Title I $ 2% 10 3% - $ 3 $ 34 3 141 3% (3) %5 (201) $(09 $ (29
Debt Reduction Fund - - - - - - - (118)  (118) {118)
Farm Stordge Facility - 1 - - i - 2 . 7 9 1Q
Total £ 210§ 11 0§ - §.3 § 35 S 1418 (1) & (N § (A $030
{In Millions)
Subsidy Expense for New Direct Loans Disbursed Mods, Reestimates
Fees and
_ Interest Other Interest Grand
2003 Differential Defaults Colls. Other Total Total Rate Technical Total Total
" P.L. 480, Title T $ 28 § 19 4 - 3 3 3 50 % 58 ¢ (1) $ 45 ¢ 4 $ 182
Debt Reduction Fund - - - - - - - (B3) (83) {83)
Food for Progress - - - - - - - ®) (8 (82)
Farm Storage Facility - 1 - == i — -~ (8) (8) ()]
Total 28 % 20 $ — $ 3 4 51 % 58 3 (1) $ (128 §(129) (20
Subsidy reestimates are calculated on cumulative disbursements for all cohorts.
Page 17
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

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)
2004 2003 Prior Year

P.L. 480 Title I N $ 60 $ 65 $ (5

Farm Storage Facility : 61 44 17
Total $ 11 200 g 12
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  Qutstanding Outstanding Outstanding

2004 : Principal Interest Principal ~ Interest

Export Credit
Guarantee Programs $ 5042 g 113 $ 4833 $ 60
(In Millions)
Face Value Guaranteed*
Post-1991 Post-1991 Post-1991 Post-1991
Outstanding  Qutstanding  Qutstanding Outstanding

2003 Principal Interest Principal Interest

Export Credit - :
Guarantee Programs $ 4820 $ 75 $ 4,657 $ 24

* Qutstanding principal and interest guaranteed represents a contingent liability for amounts owed by
forelgn banks to exporters or assignee U.S. financial institutions participating in the program.
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Note 8 — Debt to the Treasury

COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 204 and 2003 _

Debt to the Treasury, categorized as interest bearing and non-interest bearing hotes, 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
Accrued Interest Payable
Total New Debt

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

Interest Refinanced

Debt — End of Fiscal Year
Principal: 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 accrued at a rate
based upon the average interest rate of all
outstanding U.S. marketable obligations of
comparable maturity date as of the preceding
month. Repayments are applied to non-interest
- bearing notes first. Once these are liquidated,
repayments are then applied to interest bearing
notes.

In fiscal years 2004 and 2003, CCC was fully
reimbursed for its prior year net realized losses.
In fiscal year 2003, CCC paid down its non-
interest-bearing note based upon the agreement
with Treasury. In fiscal year 2004, Treasury

(In Millions)

2004 2003

$ 21,741 $ 9,162

- 11,263
95 66
21,836 20,491
18,371 35,026
123 171
18,494 35,197
(27,735) (22,447)
- (11,263)
(146) (142)

(27,881) (33,852)
19 -
12,396 21,741
72 95

u@_s;_n@

returned $28 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 $10,330 million and $12,372
million in . fiscal years 2004 and 2003,
respectively. These amounts are included in the

total amounts of new debt and repayments in

the table above. Of these amounts, $10,311
million and $12,372 million consisted of
outstanding principal rofled over in fiscal years

‘2004 and 2003, respectively. Accrued interest

rolled over into notes payable was $19 million in
fiscal year 2004 and less than $1 million in fiscal
year 2003.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 8 — Debt to the Treasury, continired

Interest on borrowings under CCC's permanent
indefinite borrowing authority from Treasury is
paid at a rate based upon the average interest
rate of alt outstanding marketable obligations (of
comparaile maturity date) of the United States
as of the preceding month. Monthly interest
rates ranged from 1.25% to 2.125% during
fiscal year 2004 and from 1.00% to 1.75%
during fiscal year 2003.

Interest expense incurred on these borrowings
was $100 million and $162 million for fiscal
years 2004 and 2003, respectively.

The fiscal year 2004 and 2003 interest rates on
long-term borrowings under the permanent
indefinite borrowing authority for the Credit
Reform programs are calculated using the OMB
Financing Account Interest Calculator. For the
2001 and future cohorts, the single effective
rate and budget assumptions are used.

The terms for borrowings made for the Export
Credit Guarantee programs range from under 3
years up to 10 years. Currently, maximum loan
terms do not exceed 7 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, prindpal 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 fo $221 million and $187 million in
fiscal years 2004 and 2003, respectively.
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COMMODITY CREDIT CORPORATION

Notes ta Financial Statements
September 30, 2004 and 2003

Note 8 — Debt to the Treasury, canﬁndéd

Total debt ‘outstar.\ding, by program and maturity date, as of September 30, 2004, is as follows:

~ Program
“cec Borrowing Authority

 Export Credit Guarahtees‘

P.L. 480 Direct Credits .

Debt Redutction

Farm Storage Facility Loans

Bol Weevil
Apple Loans

Total Debt Outstanding

~ Debt
(In Miltions)
©$ 8,738

756
277
79
38
136

124

-1
3
6
6

16

127
309
71
53
65
50
59
282
79
114
56
537

31

25

23
13

27
53
51
60
72

[ I -}

| 'Maturig Date

Jan. 1, 2005

Sep,
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.

. Sep.

Sep.
sep.
Sep.

Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.
Sep.

Sep.
Sep.
Sep.
Sep.

Sep.,

sSep.

Sep,
Sep.
Sep.
Sep.
Sep.

Sep.
Sep.

30, 2006

30, 2007
30, 2008
30, 2009
30, 2010
30, 2011
30, 2012
30, 2014
30, 2015
30, 2016
30, 2017

30, 2018
30, 2019

30,2020

30, 2021
30, 2022
30, 2023
30, 2024
30, 2025
30, 2026
30, 2027
30, 2031
30, 2032

30, 2012
30, 2018
30, 2021
30, 2022
30, 2026
30, 2028

30, 2008
30, 2009
30, 2010
30, 2011
30, 2012

30, 2008
30, 2007
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COMMODITY CEDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

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)
2004 ‘ 2003
Intragovernmental: '

Agricultural Marketing Service/Food and Nutrition Service $ 763 $ 503
Animal and Plant Heaith Inspection Service . 1 1
Foreign Agricultural Service 127 -
Natural Resources Conservation Service 1,235 680

Total Intragovernmental Deposit and Trust Liabilities (Note 17)

$ 2126  $.1.184

Public:

No-Net-Cost Tobacco Program $ 439 $ 633
P.L. 480 Program/Debt Reduction Financing Fund 7 188
Export Credit Guarantee Programs 8 39
Other __ 48 13

Total Public Deposit and Trust Liabilities |

Note 10 — Other Liabilities

Other liabilities as of September 30, are as follows: .

(In Miilions)
2004 2003
Intragovernmental:
Excess Subsidy Payable to Treasury $ 451 $ 769
Other 17 28

Total Other Intragovernmental Liabilities

Public:
Payable to Producers

These fabilities are considered current.

| ;

§ 32 52
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 11 ~ En\nronmental and Dlsposal Liabilities

The Corporation formerly operated approximately 4,500 grain storage facilities in the United States. To
date, at approximately 120 of these facilities, Carbon Tetrachloride {(a fumlgant 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 $15 million and $13 million at September 30, .

2004 and 2003, respectively, based on actual cleanup costs at similar sites. This liability is not covered

by budgetary resources.

Note 12 - Accrued Liabilities

Accrued liabilittes as of September 30, are as follows:

Liabilities Covered by Budgetary Resources:
Income Support Programs

Expart Programs
Cotton User Marketmg Certificates
Other Programs

Subtotal

Liabilities Not Covered by Budgetary Resources:

Conservation Reserve Program (Note 13)
Bicenergy Program

Subtotal
Total Accrued Liabilities

Liabilities covered by budgietary resources for
income support programs include accruals for
direct payments, counter-cyclical payments, and

Note 13 — Commitments and Contingencies

Sales and other disposition commitments are not
reflected in the accounts, but are considered in
_establishing the allowance for lass on
commaodity 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 propertty.

(In Millions)

2004 2003

$ 3,008 $ 2,980
89 154
36 45

: 2 3

§ 3295  § 3182

$ 1,663 $ 1,634
. 35 36
. 1608 | __ 1670
$ 4923 $ 4852

loan Deficiency Program payments among
others.

These liabilities are considered current.

WRP also provides an opportunity for
landowners to receive cost-share payments to
restore, protect, or enhance a wetland without
selling an easement., Program expenses for the
fiscal years ended September 30, 2004 and
2003, were $26 million and $48 million,

respectively. At September 30, 2004 and 2003,

CCC's undelivered orders on current contracts
were $76 million and $103 million, respectively.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 13 — Commitments and Contingencies, continued

Dairy Export Incentive Program (DEIP)
The DEIP is authorized under the Food Security

Act of 1985, to facilitate the export of L.S, dairy
products. Under this program, CCC pays the
exporter a bonus, when necessary, to enable an
exporter to seli the product at a competitive
world price. Program expenses for the fiscal
years ended September 30, 2004 and 2003,
were $15 million and $52 million, respectively.
At September 30, 2004 and 2003, CCC's
undelivered orders on current contracts were

~zero and $14 million, respectively.

‘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  promotional
expenses. Program expenses for the fiscal years
ended September 30, 2004 and 2003, were
$116 million and $103 million, respectively. At
September 30, 2004. and 2003, CCC's
undelivered orders on current contracts were
$187 million and $184 million, respectively.

Environmental Quality Incentive Program
(EQIP). ‘

EQIP was reauthorized by the 2002 Farm Bill to
provide a voluntary conservation program for
farmers and ranchers that promote agricuttural
production and environmental quality as
compatible national goails. Program expenses
for the fiscal years ended September 30, 2004
and 2003, were $64 million and $102 million,
respectively. At September 30, 2004 and 2003,
CCC’s undelivered orders on current contracts
were $222 million and $305 million, respectively.

Noninsured _Crop Disaster _Assistance
Program (NAP)

The NAP was authotized 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, 2004 and 2003,
were $122 million and $240 miillion, respectively.
it is estimated that $324 million will be
disbursed ini fiscal year 2005,

Commodity Acquisition

Commitments to acquire commodities represent
the contract value of commodities not yet
delivered under CCC purchase contracts. Such
commitments amounted to $110 million and
$138 million at September 30, 2004 and 2003,
respectively.

Hazardous Waste Program

Payments for site inspection and cleanup, as
well as operations and maintenance, totaled $4
million and $7 million for fiscal years 2004 and
2003, respectively. At Septerber 30, 2004, CCC
estimates the range of potential loss to be
between $15 million and $58 million.

In fiscal year 2005, the Department is expected
to provide funding of $16 million under the
ongoing Department-wide hazardous waste
management program to remain available until
expended. A portion of this funding will be
allotted to CCC, Potential costs are extremely
difficult to estimate until site investigations are
completed. CCC intends to monitor the cost
estimate and make revisions as necessary.

Conservation Reserve Program (CRP)
Through CRP, participants sign 10-15 year
contracts to remove land from production in

- exchange for an annual rental payment. The

participants also receive a one-time payment
equal to not more than 50 percent of the eligible
costs of establishing conservation practices on
the reserve acreage. CCC estimates that the
future liability.for CRP annual rental payments
through fiscal year 2018 is $32 billion. This
estimate is based on current program levels with
the assumption that expiring lands are re-
enrolled or replaced with lands of equal value.
At September 30, 2004 and 2003, accrued
liabilities for CRP totaled $1,663 million and
$1,634 million, respectively.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
_ September 3, 204 and 2003

Note 13 ~ Commitments and Contingencies, continued

Leases

Future minimum rental payments required under
FSA operating leases for state office space, for
which CCC is directly liable as of September 30,
2004 "and 2003, were $11 million and $18
miliion, respectively.

Allocated rent expense, net of reimbursements,
‘was $62 million and $54 milion for the fiscal
years ended September 30, 2004 and 2003,
respectively. This allocated rent expense ‘is
recognized as part of the CCC imputed fi nancmg
and imputed costs.

Legal Disputes and Claims L
In the normal course of business, CCC becomes

Jinvolved in various legal disputes and dlaims.

CCC vigorously “defends - its position in such
actions through the ‘Office of General Counsel

(OGC) arnd the U.S._ Department of Justice.

‘As of September 30, 2004, there are no legal

disputes and/or claims that are likely to result in
an unfavorable outcome for’ CCC.

Note 14 — Disclosures Related to the Statement of Net Cost

Credit Program Subsidy
- Credit program subsidy costs for the fiscal years

ended. September 30, 2004 and 2003, were
negative $979 million and negative $1,128
million, respectively, due to downward re-
estimates of subsidy.

Other Prograni Costs
Other program costs for the fiscal years ended

September 30, 2004 and 2003, were negative -

$989 million and negative $527 million,
respectively.

Amounts in ( ) on the face of the Statement
represent the establishment of receivables or
claims for program payment refunds. They also
represent downward adjustments to the
allowances on receivables and inventories.
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COMMODITY CREDIT CORPORATION

iNotes to Financial Statements

September 30, 2004 and 2003

Note 14 — Disclosures Related to the Statement of Net Cost, continued

Earned Revenue

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

(In Millions})
2004 2003

Intragovernmental Earned Revenue:

Commodity Inventory Sales $ 80O $ 774

Interest Income 129 107

Less: Intra-Agency Eliminations {(794) {767)
Total Intragovernmental Earned Revenue ‘ 135 114
Farned Revenue from the Public: : ‘

Commodity Inventory Sales ' 777 3,200

Interest Income 705 575

Other . ‘ 28 18
Total Earned Revenue from the Public 1,510 3,802
Total Earned Revenue | ' $ 1645 $ 3916

Commodity inventory sales to the public decreased from $3,209 million in fiscal year 2003 to $777 million-
in fiscal year 2004 due to increased upland cotton market prices, which negatively affected commodity

certificate exchanges in fiscal year 2004.
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 14 - Disclosures Related to the Statement of Net Cost, continued

Net cost of operations as of September 30, are as follows:

" ]
(In Millions) .
Income 1
Commodity Suppart Conservation Fareign Cormbiried . Censolidated
jons Programs Programs Programa Other Taotal Eliminations Total
Net Program Gosts: .
Intragovernmental Gross Gosts:
Imputed Coslts $ 40 $ 7es $ 175 s N $ 7 § 9o $ - § 999
Reimbursable Costs - 2 12 B1§ 50 a79 (794) 85
Barrawing Interest Expensa 1) 96 17 207 2 321 - 321
Othar 4 - - {188} - 1 - {184) -
Total Intragovemmental Gross Gosts 43 864 204 845 59 2,015 {794} 1,221
Less: Intragovernmental Eamed Revenue {800) (4] - {129} - (923) 794 (135) .
Intragovemmental Met Casts $ (750 § 857 $ 204 $ 722 .3 s% § 1,088 i § 1,088
Gross Costs with the Public:
Grants and Direct Payments - 9,235 2,068 306 B 172 11,781 - 1,781
Crédit Program Subsidy - 9 - {9a8) - (879) - {979)
Commadity Programs 2,276 - - - - 2,276 - 2,278
Stawardship Land Acqulsition - - 26 - - 26 - 26
Other (829) 84, {6} {120} [28) {5891 - (989)
Total Gross Cost with the Public 1,377 9,308 2,088 (802} 144 12115 - 12,115 J
Less; Eamed Ravenus from the Public (778} {114 [&l] 817 (2} {1,510} - (1510}
Nat Costs with the Public 601 9,194 2087 {1,419} 142 10,605 = 10,608
Nt Cost of Operations fls6)  s100m £ 29291 S (ee8) £ oM 5 11601 = FIREN- ) .
2003
(In Milllons)
Income
Commodity Support Conservation Foreign Combinad Consolidated
Operations Programs Programs Programs Other Tatal Eiiminatinng Total
Net Program Casts; ’ : :
Intragovernmental Gross Costs:
Imputed Costs 3 30 $ 712 § 14 -] 8 3 6 $ 900 - $ 900
Relmbursable Costs - 79 28 750 47 914 (767} 147
Borrowing Interast Expense 13 135 19 179 3 ade - 348
Other ] = - 183 - 193 = 153
Total Intragovernmental Gross Costs 48 a6 2 1.125 568 2,358 (7e7) 1,589
Less: Intragovernmental Eamed Revenue (774) 8 - {09} = {8e1) 767 {114)
Intragovernmental Net Costs 5 _(728) F- T $ 20 1,028 FE $ 1475 5= 5 1475 l
Gross Gosts with the Public: .
Grants and Diract Payments - 18,128 1.984 695 -1 1 19,009 - 18,008
CGredit Program Subsidy - %) - (1.421) - {1,128} - (1,128)
Commadity Programs 8,770 - - - - 5770 - 5770
Stewardship Land Acquisition - - 48 - - 48 - 48
Other {65} a3 I} (564) 6§ ___ {527} —_— —_{s2n
Total Gross Gost with the Public 5715 16,199 2,025 (980) 213 23172 - 23,172 .
Less: Eamed Revenue from the Public {3.212) [1F) 1  fagty 2 (3,802} = 3,802
Nat Costs wilh the Pyblic 2503 16,097 2,006 (1471 215 __ 19,370 - 9,370
Net Cost of Operations girm RI70N6-  § o907 £ (a5 5 o7  geapss G - 20845 '
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

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, 2004, there are no
obligations  incurred under apportionment
category A, while obligations incurred under
apportionment category B consists of $3,705
million direct and $25,070 million reimbursable.

As of September 30, 2003, obligations incurred
under apporticnment category A were $6 million
direct, while obligations incurred under
apportionment category B consisted of $4,368
million direct and $33,949 million reimbursable,

The majority of the amounts reported as
permanently not available represent redemption
of debt or the amount of principal repayments
paid to the Treasury on CCCs outstanding
borrowings. The remaining balance represents
rescissions of budget authority. The amounts

~were $40,979 million and $47,952 million as of

September 30, 2004, and 2003, respectively.

CCC has a permanent indefinite borrowing
authority, as defined by OMB Circular A-11,
Preparation and Submission of Budget
Estimates, of $30 billion. The Corporation’s
borrowing authority is made up of both interest
and non-interest bearing notes. ‘These notes
are drawn upon daily when disbursements
exceed deposits, as reported by the FRB's, their
branches and CCC's financing office. When
deposits exceed - disbursements, CCC makes
repayments on its notes. Deposits {financing
sources) flowing through CCC's revolving fund
include proceeds from the sale of CCC
commodities, foan repayments, interest income
and various program fees. CCC's notes payable
under its permanent Indefinite borrowing
authority have a term of one year. .

On January 1 of each year, CCC refinances its
outstanding  borrowings, including accrued
interest, at the January borrowing rate. The
amount of available borrowing authority as of
September 30, 2004, is $21,262 million. CCC
may borrow interest-free up to the amount of its

unreimbursed realized losses.  For interest
bearing notes, interest is accrued at a rate
based upon the average interest rate of all
outstanding U.S. marketable obligations of
comparable maturity date as of the preceding
month. Repayments are applied to non-interest
bearing notes first. Once these are liquidated,
repayments are then applied to interest bearing
notes. ‘

CCC has a separate permanent indefinite
borrowing authority for the Credit Reform
programs to finance disbursements on post-

" Credit Reform direct credit and loan obligations

and credit guarantees. In accordance with
Credit Reform, CCC borrows from Treasury on
October 1, for the entire fiscal year, based on
annual estimates of the difference between the
amount appropriated (subsidy) and the amount
to be disbursed to the borrower. CCC may
repay under this agreement, in whole or in part,
prior to maturity by paying the principal amount
of the borrowings plus accrued interest to the
date of repayment. Consistent with USDA
agencies and in order to meet reporting
requirements, CCC calculates and pays interest
expense based on data through August 31,
rather than September 30. Interest is paid on
these borrowings based on weighted average
interest rates for the cohort to which the
borrowings are associated. CCC earns interest
from Treasury on the daily balance of
uninvested funds in the Credit Reform financing
funds. The interest income is used to reduce
interest expense on the underlying borrowings.

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

Unobligated budget authority is the difference.
between the obligated balance and the total
unexpended balance and represents that portion
of the unexpended balance unencumbered by
recorded obligations. An appropriation expires . .
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30 2004 and 2003

Note 15 - Dlsclosures Related to the Statement of Budgetary Resources, contmued

on the last day of its period of availability and is
no longer available for new obligations.
'Unobllgated balances retain their fiscal year
" identity "in an “expired account” for that
appropriation for an additional five fiscal years.

The unobligated - balance remains available to
make legitimate obligation adjustments (i.e., to
record previously unrecorded obligations and to
make upward adjustments in previously under-
recorded obligations).

CCC's borrowmg authonty under its revoivmg
fund is indefinite and, therefore, no unobligated
balance cairies forward to the following year.

No ‘contributed capital was received during the
reporting periods.

The Statement of Budgetary Resources agrees
with the SF-133, Report on Budget Execution,

which will be used as input for the. actual .

column for fiscal year 2004 in the fiscal year

2006 Budget of the United States Government

Program’ "and Financing ~Schedules (P&F
Schedules). Since the P&F Schedules for 2004
are not currently available, a reconciliation to
the SF-133 and Statement of Budgetary
Resources for fiscal year 2004 cannct be
performed. The 2006 Budget of the United
States Government is expected to be published

in February 2005 and will be available on OMB's

website {www,whitehouse. gov[omb) at that

t|me

The SF-133 and the Statement of Budgemry
Resources for fiscal year 2003 has been
reconciled to the fiscal year 2003 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, 2004 and 2003

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

The comparison of selected line items of the fiscal year 2003 Statement of Budgetary Resources to the
actuals on the fiscal year 2003 P&F Schedules presented in the Budget of the United States Government
is as follows:

{In Millions)
Portion of
Difference
Resulting From
SBR P&F Reporting
Line Amount . Amount Difference Reguirements *

Total Budgetary Resources/Status of Resources $ 41,759 $ 41,733 § 26 $ 20
Total New Obligations 38,323 38,315 8 2
Offsetting Collections-Collected 15,739 15,738 1 1
Dffsetting Collections-Receivable 1,558 1,554 4 4
Budgetary Resources-Net Transfers (2,202) (2,134) 68y Y 0
Unobligated Balance-Net Transfers (315) (336} 21 Y 1
Authority to Bormow : 48,585 19,468 29,117 ¥ ]
Portion Applied to Repay Debt ' (45,902) © (16,872} (29,0300 ¥ 0
Recovertes of Prior Year Obligations 1,208 1,202 6 0
Unobligated Balance-Beginning of Year 2,657 2,645 12 12
Unobligated Balance-End of Year 3,436 3,421 15 15
Obligated Balance-Beginning of Year 4,329 4,327 2 2
Obligated Balance-End of Year 5,757 5,755 p 2
Oullays 18,350 . 18,351. 1 1

Y The majority of the differences are the result of two items: One involves the reporting of a $20 million: transfer to the Forest
Service on the P&F Schedule which was not reported on the SBR because it had previously been reported on the SBR. in fiscal year
2002, The other results from $68 milion reflacted as amounts yet to ba transferred in fund 12X4336 to fund 72-12X4336. The
amount in fund 72-12%4336 (AID) was understated by the $68 millicn and has subsequently been adjusted to bring the two funds
into agreement. The remainder is the result of differences in line item dassifications, expired accounts, and rounding.

¥ The Departmentat shared appropriation amounts for CCC's porhon of the Hazardous Waste fund, 12X0500, are not included in the
P&F amounts presented here. This fund is reported at the Departmental level in the Budget of the United States Government and
therefore, is not presented by agency. However, the SBR amounts presented here do include this fund activity. For this reason, a
portion of the difference includes the activity for this fund. In addition, the SBR indudes expired accounts, whereas certain lines on
the P&F do not include expired accounts {per OMB, Circular A-11, Exhibit 130K). As a result, a partion of the difference indudes the
expired account activity reported on the SBR. Furthermore, as a result of reporting requirements, which specify that certain line
items agree, rounding differences occur. '

¥ his difference indudes $29,030 milllon which represents line classification inconsistendes between the SBR and P&F, due to
P&F/MAX system reporting requirements for specific activity to be reported on this line, As a result, the P&F amount does not
include current year Borrowing Authority Realized and the Reductions to Borrowing Autherity. The difference is offset on another
PRF line (see ¥).

“ The difference of $29,030 miliion represents line dassification inconsistendies between the SBR and P&F, due to P&F reporting
requirements for specific activity to be reported on this line. The P&F amount does not include the current year Actual Repayments
of Debt, due to PRF/MAX system limitations which requires that the repayments to Treasury reflected on this line include those
repayments that are based solely on offsetting receipts; CCC's repayments to Treasury incudes other coliection activities. The
difference is offset on another P&F line (see ¥).
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 16 - Disclosures Related to the Statement of Financing -

At September 30, 2004 and 2003, CCC’s
Liabilities Not Covered by Budgetary Resources
as disdosed in Notes 11 and 12 were $1,713
million and $1,683 million, respectively. These
amounts are reported in the Other line within
the Components Requiring or Generating
Resources in Future Petiods section of the
Statement of Financing, and represent program
liabilities that are accrued in the current fiscal
year but funded in the following fiscal year.

As discussed in Note 1 under Allocation
Transfers and Shared Appropriations, if the
allocation transfer is material to the child's
financial statements, the child should report the
activity relating to the allocation transfer in all of
its financial statements, except the Statement of

Budgetary Resources. = Accordingly, as the

parent agency, CCC reports none of the
allocation transfer activity to AID in its financial
statements, except for the Statement of
Budgetary Resources. The purpose of the
allocation transfer is to fund P.L. 480 Title II
transportation and other administrative costs in
connéction  with foreign donations. The
reconciling item related to this allocation
transfer amounted to $926 million in fiscal year

| 2004, and $1,137 million in fiscal year 2003. It
. is included as part of the Other Resources or

Adjustments to Net Obligated Resources That
Do Not Affect Net Cost of Operations line of the
Statement of Financing, totaling $1,335 million
and $2,587 million as of September 30, 2004
and 2003, respectively.

As discussed in Note 1 under Reclassifications, a

- reclassification was made to the fiscal year 2003

Statement of Financing to conform to the
current year’s presentation. Prior to fiscal year
2003, inventory losses had been netted against
commodity inventories: on the Resources That
Finance the Acquisition of Assets line, since the
amounts were insignificant. During fiscal years

2003 and 2004, large inventory losses were

incurred due to the destruction of tobacco. On
the fiscal year 2003 Statement of Financing,
these losses, which amounted to $322 million,
were included on this line. According to OMB

- -guidelines, inventory losses are to be reflected

on the Revaluation of Assets or Liabilities line.
Therefore, for fiscal year 2004 comparative
reporting, both fiscal year 2004 and 2003
inventory losses are included on the Revaluation
of Assets or Liabilities line.

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

(In Millions)

2004 2003
Cost of Sales $ 2,158 $ 5,339
Cost of Donations 645 730
Claims Receivables (1,316) 330
Bad Debt Expenses/Allowances (171) (458)
Upward Credit Subsidy Re-estimate Accruals (238) 357
Allocation Transfers from FSA for the Conservation Programs 172 215
Other -- 5
Total
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COMMODITY CREDIT CORPORATION

Notes to Financial Statements
September 30, 2004 and 2003

Note 17 - Disclosures Not Related to a Specific Statement

Related Party Transactions

CCC makes dishbursements for many FSA
programs, which are funded through allocation
transfers from FSA. During fiscal years 2004
and 2003, FSA transferred to CCC $132 million
and $159 million, respectively, These transfers
plus prior year carryovers were used to make
payments by CCC in the approximate amount of
$172 million and $216 million, respectively.

The Corporation also provides services to other
USDA agencies to carry out their authorities and
responsibilities. AMS and the Food and Nutrition
Service (FNS) fund the purchase of certain
commodities for domestic feeding programs. In
addition, AMS funds the purchase of
commodities for the purpose of fadilitating
additional sales in world markets at competitive
prices. As of September 30, 2004 and 2003, the
related deposit and trust liabilities for AMS and
FNS were $530 milion and $503 million,
respectively.

CCC donates commodities for use under
domestic feeding programs administered by
FNS. The value of commodities donated for
these domestic purposes, including . related
transportation and storage costs, for the fiscal
years ended September 30, 2004 and 2003,
were $297 million and $121 million, respectively.

CCC transferred 44 million to FAS and an
additional $2 million to FSA during each of the
fiscal years 2004 and 2003, for salares and
expenses for administering the foreign Credit
Referm programs.

During fiscal years 2004 and 2003, outlays
under reimbursable agreements with other

USDA agencies amounted to $45 million and $40
million, respectively.  Interagency accruals,
reflecting amounts due and payable on
reimbursable agreements as of September 30,
2603, were $2 million.

During the fiscal vears ended September 30,
2004 and 2003, the Corporation transferred

$210 million and $378 million, respectively, to

the Animal and Plant Health Inspection Service

(APHIS) for the eradication of animal and plant
diseases. A deposit and trust liability to cover
payments for karnal bunt, a fungal disease of

_ wheat, on behalf of APHIS was $1 million as of

September 30, 2004 and 2003, respectively. In
addition, a deposit and trust liability to cover
payments for avian influenza, a poultry disease,
on behalf of APHIS was less than $1 million as
of September 30, 2004 and 2003, respectively.

As of September 30, 2004, there was a $127
miflion deposit and trust liability to cover
payments for the McGovern-Dole International
Food for Education and Child Nutrition Program
and the Trade Adjustment Assistance Program
on behalf of FAS. Additionally, as of September
30, 2004, there was also a deposit and trust
liability of $233 million with AMS to cover
payments for the Cattle Feed Program, Livestock
Feed Program, Lamb Meat Adjustment
Assistance Program and the Florida Hurricane
Charley Citrus Disaster Program.

During fiscal year 2004, CCC made several
authorized transfers to other USDA agencies.
CCC transferred to FNS $15 million for the
Senior's Farmers Market Nutrition Program; $5
million to Risk Management Agency (RMA) for
the Agricultural Management  Assistance
Program (AMAP); and $2 million to the Office of
the Chief Economist (OCE} for the Biobased
Products Program.

During fiscal year 2003, CCC transferred to AMS
$250 million for emergency surplus removal of
agricuitural commodities and $1 million for the
Peanut Administrative Committee activities; $15
million to FNS for the Senior's Farmers Market
Nutrition Program; $23 million to Rural
Development (RD) for the Renewable Energy
Program, $40 million for the Value-Added
Agricultural  Produce Market Development
Grants, and $20 million for enhancements to the
Broadband Program; $50 million to Forest
Service (FS) for Fire Suppression activities and
$20 million for the Forest Land Enhancement
Program; $2 million to the Office of the Chief
Economist (OCE) for the Biobased Products
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Notes to Financial Statements
September 30 2004 and 2003

Note 17 - Disclosures Not Related to a Spec1f'c Statement contmued

Program; and $100 million to FAS for the
McGovern-Dole International Food for Educatlon
_and Child Nutrltlon Program.

During fiscal years 2004 and 2003', "‘u‘ncler‘ the

2002 Farm Bill, CCC transferred a total of $1,659
mitiion and $1,289 million, respectively, to NRCS
for various conservation programs and technical
assistance. These programs included WRP,
- EQIP, Farmiland 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 is -

résponsiblé for the administration of these
programs. For EQIP and GRP, NRCS has
entered into a memorandum of understanding

" with CCC to disburse funds using the services

Custodial Activity

Custodial activities as of September 30, are as follows:

* Sources of Collection: :
Repayment of Farm Credit Loans
Administrative and Other Service Fees

Total Revenue Collected

Disposition of Collection;

Amounts Transferred to the Farm Service Agency

* Amounts Yet to be Transferred

Net Custodial Activity

and facilities of CCC. A deposit and trust ability
to cover the program payments .onbehalf of
NRCS for these programs ~and other

conservation programs was 51, 235 million and .

$680 miliion as of September 30, 2004 and
2003, respectively.

It should be noted that, although NRCS receives
funding for the EQIP program for the 2003 and
later years, CCC continues to receive separate
funding for this program for the 2002 and earlier
program years.

In addition, during fiscal year 2004, CCC
expensed $3 million against prior advances
made to the FS for CRP technical assistance and

- paid RMA $1 million for technical assistance

relating to AMAP,

{In Millions)
2004 2003

$ 1,672 $ 1,744

19 4
1,691 1,748
1,675 1,735

16 13

o= =
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Schedule 1
Requifed Supplementary Stewardship Information

Wetlands Reserve Program

The Wetiands Reserve Program {WRP) is a voluntary program established to restore, protect, and
enhance wetlands on agricultural land. Participants in the program may sell a conservation easement or
enter into a cost-share restoration agreement with CCC in order to restore and protect wetlands. The
landowner voluntarily limits the future use of the land, yet retains private ownership. The program
provides many benefits for the entire community, such as better water quality, enhanced habltat for
wildlife, reduced soit erosion, reduced flooding, and better water supply.

‘To be eligible for WRP, land must be restorable and be suitable for wildlife benefits. Once land is

enrolled in the program, the fandowner continues to control access to the land -~ and may lease the

land -~ for hunting, fishing, and other undeveloped recreational activities, Once enrolled, the land is
monitored to ensure compliance with program requirements. At any time, a landowner may request that
additiona! 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 conditicn 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, pius any additional costs such
as closing transactions, survey, and restoration costs. Easements can be either permanent or of a
30-year duration. In exchange for establishing a permanent easement, the landowner recelves payment
up to the agricultural value of the land and 100 percent of the restoration costs for restoring the
wetlands. The 30-year easement payment is 75 percent of what would be provided for a permanent
easement on the same site and 75 percent of the restoration cost.

Withdrawals from the program are rare. The Secretary of Agriculture has the authority to terminate
contracts, with agreement from the landowner, after an assessment of the effect on public interest, and .
following a 90-day notification period of the House and Senate agriculture committees.

In fiscal year 2002 funding 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:

. | 2004 2003
Easement Acreage Acquired - Beginning of Fiscal Year 1,004,706 971,680 |
Additions 2,370 33,026
Easement Acreage Acquired ~ End of Fiscal Year 1,007,076 1,004,706
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Schedule 2 '

Required Supplementary Information (Unaudited)

Commodity Credit Corporation
Suppotting Schedule to the Combined Statements of Budgetary Resources
Budgetary Accounts ’

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

Budgetary Resources:

Budget Authority: ‘
Appropriations Received 5 - $ - $ 603 [ 172 $ 1,82 $ - $ 22,938 $ 36 $ 24,941
Borrowing Authority 29,004 - - - - T - - - 29,004
Net Transfers (+/-) 20,413 763 - (10 - (9 - (22,938) - (1,781)
Unobligated Balance: - o ‘ o ) ’
Beginning of Period - - a4 285 449 - - 212 1,340
Net Transfars, Actual (+/-) - - - - (22) - - 20 2
Spending Authority from Offsetting Collections:

Earned: - .
Collected 12,535 ) - . - 25 276 - - 1,085 13,831
Receivable from Federal Sources (533) - - - (148) - - B 4 (669)

Change in Unfiled Customer Orders: E )

Advance Received . 941 - - - - - - - 941
Subtotal 12,943 - - 25 128 - - 1,107 14,203
Recoveries of Prior Year Obligations. 1,479 187 - 178 3 1,848
Permanently not Available (39,720} - - {1) (M) - (1,128) {40,856)
. Total Budgetary Resources $ 24,119 3 950 § 587 3 481 $ 1,910 $ - $ - $ 250 $ 28,697
Status of Budgetary Resources:
Cbligations Incurred:
Direct $ - $ - $ 530 $ 245 5 1,604 $ - $ - 3 52 § 243
Reimbursable 24118 950 - - - - - 1 265,070
Subtotal 24,119 950 530 245 1,604 - - 53 27,501
Unobligated balance:
Apportioned - ‘- 457 223 68 - - 65 813
Exempt from Apportionment - - - - .- - - 1 1
Uncbligated Balance rot Available - - - 13 238 - : - 131 . 982
Total Status of Budgetary Resources 5 24118 $ 950 3 987 $ 431 $ 1,910 3 - $ - $ 250 $ 28,697




Schedule 2

Required Supplementary Information (Unaudited), continued

Commodity Credlt Corporation
Supporting Schedule to the Combined Statements of Budgetary Resources

Budgetary Accounts

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

Relationship of Obligations to Outlays:

Ohligated Balance, Net, Beginning of Period $ 3490 $ 1,105 3 154 $ 75 $ 877 3 72, §° - $ 16 $ 6,789
Obligated Balance, Net, End of Pariod:’ .
Agcounts Receivable {1,153) I - - {(201) - - (25) (1,379)
Undslivered Orders 772 577 274 125 107 - - 30 1,885
Accounts Payable 3,675 318 90 - ’ BO5 - - 2 5,000
Outlays: - ) .
Disbursements 23171 a73 320 194 1,739 72 . - 48 . 26,515
Collections (13,477) . - - {25) {276} - - {1,094) (14,872)

£
]

‘§ (1.048) § 11843

Met Outlays $ 0604 § 973§ 320 % 169 § 1463 % 72




Schedule 2 '
Required Supplementary Information (Unaudited), continued

Commodity Credit Corporation

Supporting Schedule to the Combined Statements of Budgetary Resources

Non-Budgetary Credit Program Financing Accounts

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

Budgetary Resources:

Budget Authority: '

Borrowing Authority $ 18 $ 551 % ] 96 3 27 % g2
Unobligated Balance:

Beginning of Period 1,110 673 68 : 245 2,006
Spending Authority from Offsetting Collections:

Earned:

Collected 622 373 53 42 1,090
Receivable from Federal Sources 171 (20} - (1) 150

Subtotal . 793 353 53 41 1,240
Recoverias of Prior Year Obligations - - 12 - 12
Permanently not Available - - {113} {10) {123)
Total Budgetary Resources $ 1,921 & 1,677 % 116 & 303 § 3,817

Status of Budgetary Resources;

Obligations Incurred:

Direct $ 642 263 % 90 % 279 & 1,274

Subtotal . 642 263 20 279 1,274
Unobligated Balancs: :

Apportioned 1,278 1,311 16 22 2,627

Exempt from Apportionment ] 1 3 - 2 6
Uncbligated Balance Not Available - - 10 - 10

Total Status of Budgetary Resources 5 1,921 § 1,577 % 116 3 303 $ 3,917




Schedule 2

Required Shpplementary Information (Unaudited), continued

Commodity Credit Corporation

Supporting Schedule to the Combined Statements of Budgetary Resources

Non-Budgetary Credit Program Financing Accounts

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

Relationship of Obligation to Outlays:
Obligated Balance, Net, Beginning of Period ‘ $

( (100) § 7 48 3 13 8 (32)
Obligated Balance, Met, End of Period: o
Accounts Receivable . (273) (43) - - (316)
Unfilled Customer Orders from Federal Sources - - (1) - {1)
Undelivered Orders - 47 40 - 87
Accounts Payable - - - 1 - 1
Qutlays:
Disbursements 645 285 87 204 1,311
Collections {622) {(373) {53) {42) (1,090)
Subtotal 23 : (88) 34 252 221
Less; Offsetting Receipts (432) — {103) {12} (54) (601)
Net Outlays $ (409} & {191) & 22 % 198§ {380)
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Schedule 3

Required Supplementary Information (Unaudited)

Intragovernmental Amounts

other Federal agencies. Amounts as of September 30, 2004, are as follows:

Intragovernmental Assets:

Agency
Treasury Department
Transportation Department
Other
Total

Intragovernmental Liabilities:

Agency
Treasury Department
LS. Agency for IntT Dev.
Other Agriculture Agendes

Total

~ Intragovernmental amounts represent assets, liabilities, and non-exchange revenue between CCC and

Intragovernmental Non-Exchange Revenue:

Agency
Treasury Department
Farm Service Agency

Total

Budgetary Financing Sources:

Treasury Department

‘Food and Nutrition Service

Animal and Plant Health Inspection Service
Natural Resources Conservation Service
U.S. Agency for International Development
Other ' .

Total

{In Millions)
Fund Balance Accounts
With Treasury Receivable Other
£ 3,213 $ 54 $ -
- 283 -
- 63 3
§ 3213 £ 400 $§ .3
(in Millions)
Resources Deposit and
Accounts Debt to the Payable to Trust Other
Payable Treasury Treasury Liabilities Liabilities
$ - % 12,468 $ 6029 3 - $ 452
804 - -- - -
7 - - 2126 16
$ 811 £ . 12468 § 6029 § 2126 § 468
{In Millions}
Transfers In Transfers Qut
$ - $ 1,076
25 -
5 25 $§ 1076
$ - [ 677
-7 15
- 210
44 1,660
- 696
-2 — 8
$....46 §__ 3.266



Schedule 3

Required Supplementary Information (Unaudited), Continued

Intragovernmental amounts represent assets, liabilities, and non-exchange. revenue between CCC and
other Federal agencies. Amounts as of September 30, 2003, are as follows:

Intragovernmental Assets:r

Agency
Treasury Department
Transportation Department
Qther

Total

Intragovernmental Liabilities:

Agency
Treasury Departiment .
U.S. Agency for Intl Dev.
Other Agriculture Agencies
Other '

Total

Intragovernmental Non-Exchange Revenue:

Agency -
Treasury Department
Farm Service Agency

Total

Budgetary Financing Sources:

Treasury Department

Agricultural Marketing Service

Animal and Plant Health Inspection Service
Naturat Resources Conservation Service
Foreign Agricultural Service

U.S. Agency for International Development
Other Agriculture Agencies

Total

(In Millions)
Fund Balance Accounts -
With Treasury Receivable Other
$ 2,597 $ 12 [ -
- 425 -
- 29 6
§ 2597 44686 £ 8
(In Millions)
- Resources Deposit and
Accounts Debt o the Payable to Trust Other
Payable Treasury Treasury Liabilities Uabilities
$ - % 21,836 $ 6482 % - L3 769
1,202 - - - -
- - — 1,184 28
3 — - - _—
$ 1205 & 21836 §$ 6482 & 1,184 § 797
{In Millions)
Transfers In Transfers Qu
$ - $ 2,012
13 -
§._13 § 2012
$ - $ 959
- 251
- 378
34 1,289
- 100
- 1,195
_ —150
s__34 § 432
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Schedule 4
Other Accompanying Information (Unaudited)

Commoadity Credit Corporation
Change in Inventory, by Commodity

For Fiscal Year 2004
(In Thousands)
Beginning Inventory » Ending Inventory
Uait of October 1, 2003 Acquisitlons Cost of Sates af Donations Other Dispoeitions b/ Deductions, Net ¢/ September 30, 2004
Measure Quantity Value Quantity Value Guant Vatue Quantjty VYalue Quantity Value Quantity Value Quantity Valug

Feed Grains: ’
Barley Bushals 0% (0) 428 § 821 (412) $ {790) o 3 4] 0§ 0 D § o 17 $ 3
Corn Bushels 15,675 28,654 18,848 52,122 (22,498) (58,280) (233} (790) ) (5 (12) (31} 11,780 21,660
Cora Meal Pounds 7,564 g10 387,551 43,703  (394,456) (44,548) 82 - 8 (742) {103) s} ) @ {0)
Qals Bushels 0 0 334 433 (294) (381) 0 0 o 0 0 0 40 52
Sorghum Bushels 54 109 10,593 34,040 {10,621} (34,008) 0 0 © (1) 0 ) 26 50
Sorghurn Grits Pounds 0 0 8,680 1,205 (8,688} {1,200) 0 0 {42) (6) 0 ¢ (@) 1)

Total Feed Gralns XXX 29,673 XXH 132,324 feid (139,277) XXX (781) 00¢ {i15) 00t 31y . XXX 21,792
Wheat Bushels 80,755 290,022 56,173 240,170 {51,382) (220,399) (4.192) (16,348) (4) (33) (378) {2,332) 80,983 291,082
Wt_‘leat Four Pounds 10,990 1,257 323,136 38,222 (295,964) (35,107} {37.952) (5,827) {210) (152) 1] 1,707 0 (0}
Wheat Products, Other Pounds 4,502 451 390,198 41,128 (388,350) (40,919} (1,995) (215) (821) 10} o 0 3,585 355
Rice Products:
Rice Produets Cwi, 251 2,902 3,076 47,637 (2,633) (37,865) (440) (2,838) (3 (3z) 0 0 251 2,003
Rice, Rough Cwt, 18 i14 © 48,207 316,871 (48,202) {316,842) 0 18 0 0 Q [16) 23 143
Rice, Brown Pounds o . 0 13,103 2,272 {13,103) (2,272} o Q ) 0 Q 0 o] 0 0
Cotton, Extra Long Staple Bales 1 364 2 735 {1} 427) o a Q 0 0 0 2 672
Cotton, Upland Bales 97 . 26,712 2,220 572,392 {2,317 (599,097) o] 0 0 0 0 34 Q 7
Dairy Products: -
Nonfat Dry Milk Pounds 1,440,189 1,204,475 358,717 287,800 (380,744) (343,658} {435,555) (a88,087) {30,607) (32,084) (290,852) (223,851) 661,148 594,815
Butter Pounds 10,482 11,038 (42) (44) {10,302) {10,743} 0 ) 1 (87) ) 0 139 164
Cheese Mozzarella Pounds o] 0 19,386 9,177 s} o (19,386) (9,177} a [ o o 0 (0}
Cheese Regular Price Support Pounds 18,421 19,604 25,020 28,756  (2,809) {3,756) (28,777) (30,080} (3,450} (4,890) 0 1,022 8,305 10,765

Total Dairy Products xxx 1,325,207 e 325,688 o {368,157) WX (427,324) KX (37,042) X (222,829) XXX 605,543
Qils & Ollseeds:
Flaxseed Gwt. {0) '} 0 1 ()] (1) 1] 0 0 0 0 0 ()] 0
Sunflowar Seed Cwt. a {0} 10 72 {10} T (72) 0 Q 0 0 [ 0 o [(3)]
Suntlowsr Seed Qil, Processed Pounds 0 0 22,485 10,337 0 0 (22,465) {10,337} 0 0 0 0 0 o
Canola Sesd Cwt. 0 0 1 10 ) (10) 0 0 0 0 0 1] 0 (0}

. Crambe Olisead Cwt. 0 0 1 7 (1 7} 0 .0 0 0 0 0 a (0)

Suhflower Sead Non-Oil Cwt. 0 0 3 Coa (8) (33) 0 0 0 ¢ o o 0 ¢
Peanuts Pounds 1,533 280 4,551 791 (8,289) (1,071) 0 0 205 o] 0 0 (0) {0}
Soybeans Bushels 702 3,606 891 6,234 (1,143) - {5,832) (404) {3,737} ()] (3} {44) (256) 2 12
Soybean Preducts Pounds 0 0 135,877 14,167 0 0 (135877) {14,187) {0} {0) 0 0 {0) 0

Total Oils and Olisesds XXX 3,886 KX 31,852 00K (7,025) 000 (28,241) 0K @) XK {256) KK 12

Continued on Next Page



Schedule 4

Other Accompanying Information (Unaudited), Continued

Commodity Cradit Corporation .
Change in Inventory, by Commodity

For Fiscal Year 2004
{In Thousands)
Beginning Inventary ' Ending inventory
v QOctober 1, 2003 Acquisitions Cost of Sales a/ Donations - Other Dispositions b/ Beductions, Net of September 30, 2004
nit of : : ) . . ; _ :
Meagure  Quantity Value Quantity Valus Quantity Value Quantity Valus Quantity Valua Quanlitg' Yalue Quantity Value
Dry Edible Bsans Cwi. 254 § 6,105 1,663 § 35,356 {1,634) § (34,572 42) $ {873 4 % (117) VI ] 0 227 § . 5799
Blended Foods Pounds 63,069 8,360 453,898 69,965 {479,374) (73,463} {2,168) {332) (808} (81) 0 0 34,807 4,449
Dy Whaola Peas Pounds 5,394 862 174,817 25,231 (168,852) {24,700} 1,061 178 (172) 27 [#] 0] 12,048 1,544
Lantils Dry Pounds 14,010 2,47 87,027 22,080 {88,268) {22,436) 1,834 409 (248) (56) o} 0 15,257 2,478
Plants & Seads Pounds v 0 2,205 333 (2,205) . (333} 0 0 0 0 v a (0) 1}
Potatoas Dehydrated Pounds o 0 441 185 a [+] (441) (165) (0) 0 o a 0) {0)
Sugar, Refined Beat Pounds 1] 0 32,000 7,618 1] o] 0 1] 0 0 0 0 32,000 7,616
Soybean Satad Olf Pounds 0 0 117,879 33,221 {117,578} {33,220) 0 0 (1) (1) 0 0 0 {0)
Vegetable Oil Pounds 17,891 7,718 332,914 157,663  (302,651)  (148,880) (40,010} {15,437) {807) (251) 0 S0 7,528 . 3,813
Pudding Pounds 0 0 96,143 138,425 0 0 (96,148)  (138,425) 0 0 0 0 )] (0}
Raisins Pounds 0 0 441 184 0 0 (441) {(184) 0 0 0 0 @ )
Tobaceco: :
Burley Pounds 73,288 238,050 0 0 1] 0 0 0 (73,988) {238,050) 0 0 . 0 o
Fhea Gured Pounds 22,632 40,001 0 o {1,862) (3.201) 0 0 (18,805) {34,215} 0 0 1,965 2,495
Total Tobacco : X0 278,051 XK -0 e (3,291) XK 0 x4 (272,265} X000 1] o 2,455
Foad For Qovt Facillies Cwt. 0 o 6 83 (6} (83) o ] 0 o ] o (0) .0
Tallow Pounds 0 0 56,214 12,784 {51,805) (11,904) {4,409} {880) 0 0 0 0 {0} {0)
Subtotal 30X [+ 2000 12,866 woor  (11,888) 30X {850} 0K 0 T 0 B {0)
Subiotal o 1,984,156 o 2,252,204 xxx  (2,107,566) XK (644,667) wa (310,266} XK (223,757) 00t 950,203
Eliminations of Sales to P.L. 480 . o] o] 00 (793,659) XX 793,569 0 Q 8] o s} 0 0 0
Total Inventory Operations . xxx $1,984,158 . xxx §1,458,645 X $(1,314,007) C Nk $ (844,567 xxx 9§ (310,286) w § (283,757) oo § 850,203

Note: Inve;ntorles of commadities as shown in this report include commoditiss committad to sale or otherwise obligated.

al Includes commodities subsequently exported and financed under P.L. 480.
b/ Includes inventory quantity galns undar the Export Program, and the losses Incurred for convarsian, Incurred casualties and transit, and shrinkage and spollage of

commodities.
¢ Includes the net of over-daliverles, premiums, under-delivetles and discounis rasuiting irom warehouse operations; the net change in value and quantity of Inventary

axchanged or In procass of exchange; and processing and packaging costs and related quantitative gains and losses In processing operatlons.



Schedule 4
‘Other Accampanying fnformation (Unaudited)

Commodity Credit Corporation
Change in Inventaty, by Commodity

‘For Fiscal Year 2003

(in Thousands)
Beginning Inventory . Ending Inventory
October 1, 2002 Acquisitions Cost of Sales &/ Donations Other Dispositions b/ Deductions, Net ¢/ September 30, 2003
Unit of
Measure  Quantity Value Quantjty Value Quantity Yalug Quantity Valua Guantity Valug Quantity Valug Quantity Valus

Feed Grains: ‘
Barley Bushels 1§ 20 56 § 81 41) & {59) {R3) § (38) 0% [+ I 3 % (5) 0§ 4]
Corn Bushels 18,125 33,099 20,158 57,295 {11,494) (31,338) {10,840) (3%,6851) {0) {2} {275) 1,262 15,675 28,654
Corn Meal Pounds 2,325 575 336,507 36,274 {3186,966) (34,623) {12,979) (1,272) (324) {44} 4] ] 7,564 910
Oats Bushels 0 1] 7 8 %4 {8} o 4] 4] 0 0 0 {0) 0
Sorghum Bushels 620 1,174 8,179 20,677 {6,155) (19,432} (589) {2,417} [ {3} a 210 54 109
Sorghum Grits Pourds 0 0 14,655 1,802 {14,644) {1,891) 0 0 {10) (%) 0 0 0 0

Total Feed Grains X0 34,867 X 116,128 300K (87.361) XXX (35,37T) 200X (51) 0K 1 ,45‘? XK 29,673
‘Wheat Bushels 101,921 364,156 84,098 391,907 (65,201) (280,440} (36,676) {192,800) ()] (3) {1,387) 7,303 80,755 290,022
Wheat Flour Pounds 43,700 5,520 643,137 74,622 (458,539) {56,666) (216,874) (26,384) (934) (130) 1] 4,288 10,990 1,257
Wheat Products, Other Pounds 3,489 as7 375,332 41,539 (318,014) (34,280) (56,068) {7,136} (248) (29) [+] 0 4,502 451
Rice Products:
Rice Products Cwt. 215 2,545 4,951 48,304 (2,784) (27,426} {2,138) (20,572) (3) {38} 0 0 251 2,902
Rice, Rough Cwt, 782 5,341 100,354 662,759 {100,905) {866,410y (212) {1,619} Q Q 0 44 18 114
Cofton, Extra Long Staple Bales 33 14,062 189 79,433 (221) (93,121} 0 1} 0 0 0 a 1 364
Cotton, Upland Balss 108 29,477 13,191 3,257,505 (13,201} (3,260,225) 0 0 (0} (46) o o] a7 26,712
Dairy Products:
Nonfat Dry Milk Pounds 1,332,037 1,279,093 634,359 511,855 (269,393) (256,841} {253,170) (261,354) {5,962) (7,810} 2,319 29,532 1,440,189 1,204,475
Butter Pounds 0 0 11,337 11,950 {845) (B899 o] 0 {10) {22} 0 0 10,482 11,038
Cheese Mozzaralla Pounds 0 0 13,684 3,826 1} 0 (13,864} (3.826) o] 0 0 0 0 L]
Cheese Regular Price Support Pounds 3,930 4,555 59,873 57,454 (5,081) {6,650} {39,830) (45.035_)_ (470} (632)_. 0 0 18,421 19,694

Total Dairy Products 1,283,648 e d 594,804 o {284,381) wx (310,215) e (8,270) 00X 29,532 woo 1,326,207
Olls & Oilsesds:
Flaxseed Cwt. o] 3 (0) (1) {0} {2) 0 0 0 0 o o] 0 0
Sunflower Seed Cwt, ¢] 0 4 40 {4} (40) 1] 0 1] 0 o [¢] 0 0
Sunflower Seed Ofl, Processed Pounds 0 0 6,611 1,978 0 0 {B,611) {1,978} 0 1] [} 0 a o}
Canola Seed Cwt. 0 o 8 74 8) (74) 0 1] 0 0 0 1]
Crambe Ollsesd Cwt. 4] 1] 1 10 4} {10} D . o] 0 0 o] 0 0 [(0))
Faanuts Pounds 21 1 38,665 8,835 (35,154} (8,657} 0 o] D_ 0 0 0 1,533 280
Soybeans - Bushets 2,667 14,105 3,976 23,069 {3,438) (18,496) (2,428) {14,776} ] 0 (76} (297) 702 3,606
Soybean Products Pounds 0 -0 284,570 27,468 .{20,600) 1 ,ﬂ) (260,847) {25,150) (123} {470) 0 0 Y 0)

Total Qlls and Oliseeds 300X 14,109 X0 59,472 XK {27,025) 00X {41,804) X {470) XX (297) XK 3,886

Continued on Next Page



Schedule 4

Other Accompanying Information {Unaudited), Continued

Commodity Credit Corporation
Change in Inventory, by Commodity

For Fiscal Year 2003

{In Thousands)
Beginning Inventory i
. Ending Inventol
Uit of October 1, 2002 Acsguisitions Cost of Sales a/ Donatlens Other Dispositions b/ Deductions, Net ¢/ September 30, 2(;?]'3
nit of :
‘ Measure  Quantity Value Q.uantigﬁ Yalug Quantity Value Quantity Yalug Quantity Value Quantity Value Quantity Valus

Dry Edible Beans Cwt. 486 § 13,955 1,860 § 44,253 (1,428) $ (34,054) (685} § (17,880) 18 {58y o3 0 254 $ 6,105
Blended Foods Pounds 55,105 7,604 497,310 66,291 (479,502) (84,670) (31,048) (5,829} (657) {90) 21,851 6,053 63,050 8,360
Horiey . Pounds 0 0 (24) {15} 24 15 0 0 () ) o (0 G}
Dry Whole Peas Pounds 2,643 238 127,852 20,846 {126,046) (20,203) a64 o) a2 (12) o 1] 5,394 862
Lentils Dry - Pounds 21,669 3,335 112,606 25287 (119,297) {26,182) 3 (7 (70) {23) o 0 14,910 2,471
Carn Sead Pounds 4] [ 1] ] ¢] 1] (64) o 64 0 0 o - 0 I o]
Plants & Seeds Pounds ] (] 0 0 0 0 {130) a8 130 (38) 0 0 0 (0)
Potatoes Dehydrated Pounds 0 0 2,601 1,484 o - 0 {2,601) (1.484) 0) 1)} 0 1] {©) 0
Sugar, Raw Cana Pounds 357,998 63,903 [¢] 0 {306,478) {54,706) 0 0 0 0 (51,520) (9,196) 0 o
Supar, Refined Beat Pounds 154,907 37,256 [¢] 93 {154,907) {37.,350) 0 Q 0 0 0 1] 0 1]
Sugar, Rofined Cane Pounds 1,267 255 G 0 (306) (62} 0 0 0 0 {982) (194) 0 0
Corn Oll Pounds o] 0 44 22 0 0 {44) (22) 0 0 0 0 4] 4]
Soybean Salad Ol Pounds ¢} 0 214,571 48,827 (98,178) (23,208) (116,495} (25,618) 102 ¢ -0 -0 0 {0
Vepetabls Oll : Pounds 20,466 6,545 585,002 232,994 1466,254) (189,925} (119,278) {41,923) {46) (79) o - Q 17,81 7.718
Vag Dehyd Vegetable Soup  Pounds 0 a, 178 153 ] 4] {176) {153} {3 {Q) 0 0 0 ]
Fish, Canned Salmon Pounds 0 1] 287 226 0 0 (267) (226) o D 0 0 0 [+]
Tobacco: .
Burlsy Pounds 140,434 479,255 0 (0) 0 0 0 0 (75,447)  (241,209) 0 ) 73,588 238,050
Clgar Pounds 183 201 0 0 0 0 0 0 (183} (201) 0 0 0 o
Fiue Cured Pounds 75,333 118,672 0 0 0 0 0 0 {52,701) (79,671) 0 0 22,632 40,001
Virginla Fire Cured Pounds Q 0 404 95£1_ 0 0 4] 0 {404} {950} 0 Q 0 0

Total Tobacco 200! 688,222 XK 850 XXX 0 XXX 0 000 (322,121} "0t 0 2000 278,051
Feed For Govt Facllitles Cwt. 0 0 6 80 (6) (80) Q 1] 0 o] o] 0 (d) 0
Subtotal x| 2,486,553 Yox 5,768,125 XX (5,247,731) X (730,325) X (331,454) o 96,980 Xx 1,984,166
Elimination of Sates to P.L. 480 0 0 e (766,609) 4ol 766,609 o] 0 1] 1] 0 0 o 0
Total Inventory Cperations 00§ 2,486,563 X § 5,001,518 XxX_B5(4,481,122) Xk § (730,325} 0§ (331,454) XX 5 38,065 x5 1,084,156

Note: Inventories of commodities as shown i this report include commodities committad to sate or otherwise obligated.

o/ Includes commodities subsaquently exported and financed under P.L. 480.
b/ Includes inventory quantity gains under the Export Program, and the losses Incurred for converslon, incurrad casualttes and transit and shrinkage and spollage of

commodiities.
& Includes the net of aver-deliveries, pramiums, under-deliverias and discounts resulting from warehouse operations; the net change In vaiue and quantity of Inventory

axchanged or In process of exchange; and processing and packaging costs and related quertitative gains and losses in processing oparaticns.
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