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COMPTROLLER GENERAL OF THE UNITED STATES 
WASHINGTON D.C. 20548 

July 2 7 ,  1984 

The  H o n o r a b l e  Thomas E .  P e t r i  
House of R e p r e s e n t a t i v e s  

Dear M r ,  Pe t r i :  

By l e t t e r  report d a t e d  December 1 2 ,  1 9 8 3 ,  w e  s u p p l i e d  you  
w i t h  cost  i n f o r m a t i o n  c o n c e r n i n g  t h e  D e p a r t m e n t  of A g r i c u l t u r e  
(USDA) tobacco p r i c e - s u p p o r t  program.l/ A s  w e  n o t e d  i n  t h a t  
report ,  our a u d i t  s t a f f  f o u n d  v a r i a n c e s  b e t w e e n  t h e  p r o c e d u r e s  
u s e d  by  t h e  D e p a r t m e n t  of t h e  T r e a s u r y  i n  c h a r g i n g  i n t e r e s t  
and  c r e d i t i n g  r e p a y m e n t s  a g a i n s t  l o a n s  t o  t h e  Commodity C r e d i t  
C o r p o r a t i o n  ( C C C )  and  those p r o c e d u r e s  employed  by  CCC i n  
c h a r g i n g  i n t e r e s t  and  c r e d i t i n g  r e p a y m e n t s  o n  l o a n s  t o  tobacco 
p r o d u c e r  a s s o c i a t i o n s .  T h e  most s i g n i f i c a n t  v a r i a n c e  is t h a t  
T r e a s u r y  c h a r g e s  CCC i n t e r e s t  o n  t h e  d a i l y  o u t s t a n d i n g  b a l a n c e  
i t  owes T r e a s u r y ,  i n c l u d i n g  accrued b u t  u n p a i d  i n t e r e s t  f r o m  
p r i o r  p e r i o d s :  however, CCC does n o t  charge  i t s  producer asso- 
c i a t i o n s  for a c c r u e d  i n t e r e s t .  T h e  impact o f  t h i s  and o t h e r  
v a r i a n c e s  b e t w e e n  CCC a n d  T r e a s u r y  procedures is  a n e t  l o s s  t o  
CCC based o n  t h e  d i f f e r e n c e  b e t w e e n  t h e  amount  o f  i n t e r e s t  
col lected by CCC f r o m  tobacco p r o d u c e r  a s s o c i a t i o n s  and  t h e  
c o r r e s p o n d i n g  i n t e r e s t .  w h i c h  CCC p a y s  t h e  T r e a s u r y  for bor- 
rowed f u n d s .  T h i s  n e t  loss is  f u n d e d  t h r o u g h  a n n u a l  appropri-  
a t i o n s  t o  CCC. 

T h i s  l e t t e r  a n a l y z e s  w h e t h e r  t h e  S e c r e t a r y  of A g r i c u l t u r e  
is  r e q u i r e d ,  u n d e r  e i t h e r  t h e  Food and  A g r i c u l t u r e  A c t  of 1981 
( t h e  "1981 A c t " ) ,  Pub.  L. N o .  97-98 ,  9 5  S t a t .  1 2 6 6 ,  Decem- 
ber 22 ,  1 9 8 1 ,  or t h e  N o  N e t  Cost Tobacco P r o g r a m  A c t  of 1982  
( t h e  "1982  A c t " ) ,  Pub .  L. N o .  97-218,  96  S t a t .  1 9 7 ,  J u l y  2 0 ,  
1982 ,  t o  c h a n g e  C C C ' s  p r o c e d u r e s  f o r  c h a r g i n g  i n t e r e s t  and  
c r e d i t i n g  l o a n  r e p a y m e n t s  to  make t h e m  c o n s i s t e n t  w i t h  t h e  
p r o c e d u r e s  u s e d  by  T r e a s u r y  i n  order t o  e 1 i m i n a t . e  C C C ' s  i n t e r -  
e s t  losses. A l t h o u g h  t h e  i s sue  is no t -  f ree  f r o m  d o u b t ,  w e  
c o n c l u d e  t h a t  t h e  S e c r e t a r y  is n o t  so r e q u i r e d .  

I n  o u r  v i e w ,  t h e  1981 A c t  and  t h e  1982 A c t  m u s t  be con-  
s t r u e d  t o g e t h e r .  W h i l e  both t h e  1981 a n d  1982 A c t s  g e n e r a l l y  
i n d i c a t e  t h a t  C o n g r e s s  i n t e n d e d  t h e  tobacco p r o g r a m  t o  operate  
a t  no  n e t  cos t  t o  t h e  t a x p a y e r s ,  t h e  1982 A c t ' s  l e g i s l a t i v e  
h i s t o r y  i n d i c a t e s  t h a t  C o n g r e s s  d i d  n o t  v i e w  e i ther  A c t  a s  

- '/ Cost I n f o r m a t i o n  on  U S D A ' s  Tobacco Program, RCED-84-33, 
December 1 2 ,  1983.  
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a d d r e s s i n g  losses i n c u r r e d  b y  CCC as  a r e s u l t  of t h e  d i f f e r -  
e n c e s  b e t w e e n  how CCC charges i n t e r e s t  and  credits r e p a y m e n t s  
o n  i t s  tobacco pr ice  suppor t  l o a n s  a n d  how T r e a s u r y  charges 
i n t e r e s t  and  c r e d i t s  r e p a y m e n t s  o n  f u n d s  bo r rowed  by CCC. N o  
s u b s t a n t i v e  p r o v i s i o n  of t h e  1982 A c t  r e q u i r e s  t h e  CCC t o  
c h a n g e  i t s  p o l i c y  r e g a r d i n g  t h e  c h a r g i n g  of i n t e r e s t  o r  t h e  
c r e d i t i n g  of l o a n  r e p a y m e n t s .  The  o r i g i n a l  m a n d a t e  of t h e  
1981 A c t  is broader, However ,  i n  l i g h t  of C o n g r e s s '  r e c o g n i -  
t i o n  i n  i t s  d e l i b e r a t i o n s  o n  t h e  1982  A c t  t h a t  CCC was c o n t i n -  
u i n g  t o  i n c u r  losses due  t o  i t s  l o a n  r e p a y m e n t  p r o c e d u r e s ,  t h e  
1981 A c t  c a n n o t  now be c o n s t r u e d  t o  r e q u i r e  t h e  S e c r e t a r y  of 
A g r i c u l t u r e  t o  c h a n g e  C C C ' s  l o a n  r e p a y m e n t  p r o c e d u r e s .  

A l t h o u g h  w e  r e c o g n i z e  t h a t  t h e  S e c r e t . a r y  is n o t  u n d e r  a 
l e g a l  m a n d a t e  t o  c h a n g e  C C C ' s  l o a n  r e p a y m e n t  p r o c e d u r e s ,  w e  
b e l i e v e  t h a t  o u r  p r i o r  r e c o m m e n d a t i o n  t h a t  t h e  p r o c e d u r e s  be 
c h a n g e d  t o  b r i n g  C C C ' s  i n t e r e s t  c o m p u t a t i o n  p r o v i s i o n  more i n  
l i n e  w i t h  th 'e method i t  f o l l o w s  from i t s  own T r e a s u r y  borrow- 
i n g s  would  f u r t h e r  t h e  bas ic  purposes of b o t h  A c t s .  

I .  

S e c t i o n  1109 of t h e  Food a n d  A g r i c u l t u r e  A c t  of 19812/  
e x p r e s s e d  t h e  i n t e n t  of C o n g r e s s  t h a t  t h e  tobacco p r i ce  sup- 
por t  a n d  p r o d u c t i o n  p r o g r a m  be car r ied  o u t  a t  no  n e t  cost  to 

- 2/ Pub.  L .  N o .  97-98 ,  S 1109 ,  9 5  S t a t .  1266 ,  December 22 ,  
1981.  

" I t  is  t h e  i n t e n t  of C o n g r e s s  t h a t  t h e  
tobacco pr ice  s u p p o r t  a n d  p r o d u c t i o n  
adjustment program be carried o u t  in such a 
manner  a s  t o  r e s u l t  i n  no  n e t  cost  t o  t h e  
t a x p a y e r s  o ther  t h a n  s u c h  a d m i n i s t r a t i v e  
e x p e n s e  a s  is  i n c i d e n t a l  t o  t h e  i m p l e m e n t a -  
t i o n  of a n y  commodity proqram. T o  accom- 
p l i s h  t h i s  o b j e c t i v e ,  t h e  S e c r e t a r y  of 
A g r i c u l t u r e  s h a l l  p r o m u l g a t e  s u c h  r e g u l a -  
t i o n s  a n d  p o l i c i e s  as a re  c u r r e n t l y  w i t h i n  
t h e  S e c r e t a r y ' s  e x i s t i n g  a u t h o r i t y  by 
J a n u a r y  1982.  T h e  S e c r e t a r y  s h a l l  recom- 
mend t o  C o n g r e s s  b y  J a n u a r y  1982 a n y  legis- 
l a t i v e  c h a n g e s  t h e  S e c r e t a r y  b e l i e v e s  
n e c e s s a r y  a n d  proper t o  a c h i e v e  t h i s  objec- 
t i v e . "  
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t h e  t a x p a y e r s  except  f o r  a d m i n i s t r a t i v e  costs i n c i d e n t a l  t o  
t h e  i m p l e m e n t a t i o n  o f  a n y  commodity program. The  1981 A c t  
d i r e c t e d  t h e  S e c r e t a r y  to  p r o m u l g a t e  b y  J a n u a r y  1982  regula-  
t i o n s  and  p o l i c i e s  t o  t h e  e x t e n t  p e r m i t t e d  u n d e r  h i s  e x i s t i n g  
a u t h o r i t y  to  accomplish t h i s  o b j e c t i v e .  T h e  1981 A c t  a l so  
d i r e c t e d  t h e  S e c r e t a r y  t o  recommend t o  t h e  C o n g r e s s  a n y  l eg i s -  
l a t i v e  c h a n g e s  n e e d e d  t o  a c h i e v e  t h e  n o  n e t  cost  o b j e c t i v e .  

The  l e g i s l a t i v e  h i s t o r y  o f  t h e  1981 A c t  is l i m i t e d  and  
c o n t a i n s  n o  d i s c u s s i o n  of C C C ' s  p r o c e d u r e s  f o r  c h a r g i n g  
i n t e r e s t  and  c r e d i t i n g  l o a n  r e p a y m e n t s  or o f  t h e  losses 
i n c u r r e d  by  CCC a s  a r e s u l t  o f  t h e s e  p r o c e d u r e s .  Congres sman  
F o l e y  who p r o p o s e d  t h e  s u b s t i t u t e  amendments  w h i c h ,  w i t h  m i n o r  
c h a n g e s ,  u l t i m a t e l y  became t h e  1981 A c t  d e s c r i b e d  t h e  e f f e c t  
of h i s  proposal: 

"What t h e  amendment I o f f e r  a s  a s u b s t i -  
t u t e  would  d o  is t h r e e  t h i n g s .  F i r s t  o f  
a l l ,  i t  would  e s t a b l i s h  t h e  p o l i c y  by  t h i s  
Ccingress  t h a t  t h e  tobacco program a l o n e  o f  
a l l  o f  t h e  commodity programs s h a l l  bear 
i t s  own costs. T h a t  is  t h e  f i r s t  t h i n g  i t  
w i l l  d o  as a matter of p o l i c y .  

* * * * * 
" S e c o n d ,  what. i t  d o e s  is d i r e c t  t h e  Sec- 

r e t a r y  t o  u s e  a l l  of t h e  e x i s t i n g  l a w  t h a t  
h e  h a s  a t  h i s  d i s p o s a l  u n d e r  c u r r e n t  law to  
come t o  t h i s  p o i n t  by  i s s u i n g  new regula-  
t i o n s  a n d  b r i n g i n g  a b o u t  a d m i n i s t r a t i v e l y  
as  much as h e  c a n  accomplish.  I f  h e  f e e l s  
t h a t  h e  c a n n o t  a c c o m p l i s h  t h i s  goal  w i t h o u t  
a d d i t i o n a l  l e g i s l a t i o n ,  t h e n  t h e  S e c r e t a r y  
is a u t h o r i z e d  and  d i r e c t e d  t o  r e f e r  t o  t h e  
C o n g r e s s  those s p e c i f i c  l e g i s l a t i v e  c h a n g e s  
t h a t .  h e  f e e l s  a r e  n e c e s s a r y  t o  a c h i e v e  t h i s  
r e s u l t .  T h e  C o n g r e s s  h a s  t h e  o b l i g a t i o n  
t h e n ,  a n d  I w i l l  f r e e l y  s a y ,  t h e  o b l i g a t i o n  
t o  c o n s i d e r  and  d i s c u s s  and  r e s o l v e  t h o s e  
r e c o m m e n d a t i o n s . "  

* * * * * 

" F i n a l l y ,  i f  h e  h a s  t o  h a v e  a d d i t i o n a l  
a u t h o r i t y  n o t  now ves ted  w i t h i n  t h e  Secre- 
t a r y ,  h e  s h a l l  repor t  t h a t  b a c k  and  l e t  t h e  
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Congress have an opportunity under this 
policy of bringinq that about in the appro- 
priate manner. 

127 Cong. Rec. H7552, (daily ed. October 21, 1981). 

The scope of costs which the "no net cost" mandate was 
meant to include was never defined either in the provisions of 
the 1981 Act or in its legislative history. 

In January 1982, the Secretary of Agriculture reported to 
Conqress on the administrative actions taken by the Department 
and the additional legislative changes needed to achieve the 
1981 Act's no net cost objective. The report never discussed 
tobacco loan repayment practices as a source of losses to the 
tobacco program. There was no explanation why no administra- 
tive action had been taken to change CCC's procedures to elim- 
inate these losses and the Secretary made no request that Con- 
gress enact. legislation to resolve the issue. 

The process started by the 1981 Act resulted in the 
enactment of the No Net Cost Tobacco Act of 1982. As stated 
in section 2 of the 1982 Act, the 1982 Act's purpose is to 

"implement the intent of Congress, as 
expressed in the Agriculture and Food Act 
of 1981, that the tobacco price support and 
production adjustment program be carried 
out at no net cost to the taxpayer, other 
than administrative expenses common to the 
operation of all price support programs * * * * @ I  

Pub. L. No. 97-218, S 2(1), 96 Stat. 197 
(1982). 

To achieve the no net cost objective, the 1982 Act 
requires each tobacco producer association which enters into 
a loan agreement with the CCC to establish a capital fund. 
7 U . S . C .  S 1445-1(b), (c); see also, 7 U.S.C. S 1445-2. As a 
condition of eligibility for price support loans, tobacco pro- 
ducers must contribute to the capital fund an amount deter-. 
mined by the association with the approval of the Secretary. 
7 U.S.C. S 1445-1(d)(l)(A)(i), (ii). The Secretary can 
approve the level of contribution only if he determines that 
such level of contribution will result in the accumulation of 
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a f u n d  a d e q u a t e  t o  r e i m b u r s e  t h e  CCC for a n y  n e t  losses t h e  
CCC may i n c u r  u n d e r  i ts  l o a n  a g r e e m e n t  w i t h  t h e  a s s o c i a t i o n .  
7 U.S.C. S 1 4 4 5 - 1 ( d ) ( l ) .  

The  1982 A c t  f u r t h e r  p r o v i d e s  t h a t  t h e  c a p i t a l  f u n d  s h a l l  
be u s e d  e x c l u s i v e l y  f o r  t h e  purpose o f  e n s u r i n g ,  i n s o f a r  a s  
p r a c t i c a b l e ,  t h a t  t h e  CCC u n d e r  i t s  l o a n  a g r e e m e n t s  w i t h  t h e  
a s s o c i a t i o n  w i t h  respect t o  1982 a n d  s u b s e q u e n t  crops of q u o t a  
t o b a c c o 3 /  " w i l l  s u f f e r  n o  n e t  losses ( i n c l u d i n g ,  b u t  n o t  
limited-to, r e c o v e r y  o f  t h e  amount  of l o a n s  e x t e n d e d  t o  c o v e r  
t h e  o v e r h e a d  costs of t h e  a s s o c i a t i o n ) ,  a f t e r  n e t  g a i n s  a r e  
appl ied  t o  n e t  losses * * *. ' I  7 U.S.C. si 1 4 4 5 - 1 ( d ) ( 3 ) .  W h i l e  
t h e  1982 A c t  does n o t  d e f i n e  t h e  term " n e t  loss ,"  " n e t  g a i n "  
is d e f i n e d  t o  mean 

" t h e  amount  by  wh ich  t o t a l  p r o c e e d s  
o b t a i n e d  f r o m  t h e  s a l e  by a n  a s s o c i a t i o n  o f  
a crop of q u o t a  tobacco p l e d g e d  t o  t h e  
C o r p o r a t i o n  f o r  pr ice  s u p p o r t  l o a n  e x c e e d s  
t h e  p r i n c i p a l  amount  o f  t h e  p r i ce  s u p p o r t  
l o a n  made by  t h e  C o r p o r a t i o n  t o  t h e  associ-  
a t i o n  o n  s u c h  crop, p l u s  i n t e r e s t  and  
c h a r g e s .  

The  House  A g r i c u l t u r e  C o m m i t t e e  r epor t  o n  H.R .  6 5 9 0 ,  t h e  
b i l l  t h a t  e v e n t u a l l y  became t h e  1982  A c t ,  H.R. Rep. N o .  
97-613,  ( 1 9 8 2 ) ,  and  t h e  committee p r i n t  of t h e  Senate A g r i c u l -  
t u r e  C o m m i t t e e  wh ich  was i n t r o d u c e d  i n t o  t h e  C o n g r e s s i o n a l  
R e c o r d  d u r i n g  S e n a t e  c o n s i d e r a t t o n  of t h e  b i l l  describe 

- 3/ The  1982 A c t  d e f i n e s  t h e  term "quota t o b a c c o "  to mean 
" a n y  k i n d  of tobaccp f o r  w h i c h  m a r k e t i n g  q u o t a s  a r e  i n  
e f f e c t  or f o r  w h i c h  m a r k e t i n q  q u o t a s  a re  n o t  d i s a p p r o v e d  
b y  p r o d u c e r s . "  7 U.S.C. S 1 4 4 5 - 1 ( a ) ( 6 ) .  
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H.R. 6590's no net cost objective in general terms.$/ 
is little discussion in either the House or Senate reports on 
CCC's interest costs and policies on crediting loan repay- 
ments. However, both reports note that in April 1981 CCC 
began charging producer associations interest rates comparable 
to those Treasury charges CCC on its borrowings and observed 
that another potential loss  area had been eliminated. 

There 

- 4 /  Both the House and the Senate floor debate on H.R. 6590 
are replete with references to the bill's general objec- 
tive, namely, to achieve a tobacco program that operates 
at no net cost to the taxpayers. The statement of Sena- 
tor Huddleston, a leading proponent of the bill, typifies 
this view: 

"We have taken seriously the mandate that 
was handed to u s  by Conqress last year that 
this program should operate at no cost to 
the Government, even thouqh it has been, 
without a doubt, the least costly and most 
effective agriculture program that Congress 
has ever enacted. 

"The bill not only responds to the con- 
gressional mandate of last year, through 
the establishment of a producer-financed 
fund to offset any potential losses in the 
tobacco price support loan program adminis- 
tered by the Secretary of Agriculture, but 
it qoes further. The legislation incorpo- 
rates changes designed to get allotments 
held by nonfarming corporations into the 
hands of active producers, and to keep 
U.S. tobacco competitive in the world 
market. 

"The bill provides assurance to the tax- 
payers of the United States that they will 
suffer no loss from the operation of the 
tobacco price support program." 

128 Cong. Rec. S8200 (daily ed., July 14 ,  
1 9 8 2 ) .  
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H.R. Rep. No. 97-613, 13 (1982); 128 Cong. Rec. S8192 (daily 
ed., July 14, 1982). Nonetheless, the legislative history of 
the 1982 Act reveals that both houses of Congress were advised 
that the 1982 Act did not address CCC's losses due to its pro- 
cedures for charging interest and crediting loan repayments 
and that it would not result in a tobacco program which would 
operate at. no cost to the taxpayers. 

While neither the House report nor the Senate committee 
print discussed CCC's policies regarding crediting of loan 
repayments against principal and interest, Congress had been 
informed that CCC's policies in this area were resulting in 
significant. losses to CCC. Two GAO reports issued to Congress 
during the period between enactment of the 1981 Act and the 
1982 Act specifically identified CCC's interest repayment pro- 
cedures as a continuing source of net losses to CCC in tobacco 
support loans. - 5/ 

The significance of GAO findings concerning CCC's repay- 
ment policy<did not escape the critics of H.R. 6590. While 
the bill's overall objective was to achieve a tobacco program 
that operated at no net cost to the government, congressional 
critics recognized that the losses incurred by CCC in the 
tobacco loan program due to their policies on charging inter- 
est and crediting loan repayments had not been eliminated and 
that this issue was not expressly addressed by the bill. 
Indeed, during the House floor debate, a colloquy between 
Congressman Rose, floor manager for the bill, and Congressman 
Shamansky specifically focused on H.R. 6590's failure to 
address this issue: 

"Mr. SHAMANSKY. I also understand that 
the gentleman has agreed to consider at 
hearings within 6 0  days a proposal dealing 
with the administrative costs of the 
program. Would the gentleman also consider 

5/ Tobacco Program's Production Rights and Effect on 
Competition, CED-82-70, April 23, 1982; - Information on 
Commodity Credit Corporation Loan Repayment Practices, 
CED-82-106, June 16, 1982. Both of these reports were 
cited in the Congressional record during debate on H.R. 
6590. 
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a t  those h e a r i n g s  l e g i s l a t i o n  c l a r i f y i n g  
the a p p l i c a t i o n  of n e t  g a i n s  and  t h e  m a n n e r  
i n  w h i c h  i n t e r e s t  o n  l o a n s  i s  c a l c u l a t e d  
and  t h e  order i n  w h i c h  l o a n  r e p a y m e n t s  are  
c r e d i t e d ? " /  

" M r .  ROSE. I w i l l  be p l e a s e d  to  g i v e  t h e  
i n t e r e s t s  o f  t h e  g e n t l e m a n  f r o m  O h i o  t h e  
same c o n s i d e r a t i o n  t h a t  I w i l l  g i v e  t h e  
subject o f  a d m i n i s t r a t i v e  costs.  

* * * * * 

" M r .  SHAMANSKY. T o d a y ,  t h e  House  debates 
a b i l l  w i t h  t h e  p l e a s a n t - s o u n d i n g  b u t  
t o t a l l y  m i s l e a d i n g  t i t l e  of ' T h e  N o  N e t  
Cost T o b a c c o  S u p p o r t  Program A c t  of 1 9 8 2 . '  

* * * * * 
" N o t h i n g  could be f u r t h e r  f rom t h e  t r u t h .  

"The Commodity C r e d i t  C o r p o r a t i o n  borrows 
f u n d s  from t h e  U.S. T r e a s u r y .  T h e s e  f u n d s  
a r e  t h e n  l o a n e d  t o  t h e  tobacco m a r k e t i n g  
a s s o c i a t i o n s  and  u s e d  t o  g i v e  n o n r e c o u r s e  
l o a n s  t o  tobacco p r o d u c e r s .  What t h e  
tobacco l o b b y  f a i l s  t o  comprehend is t h a t  
these f u n d s  come f r o m  t h e  Amer ican  
t a x p a y e r .  

* * * * * 

6/ A f t e r  e n a c t m e n t  of t h e  1982 A c t  t h e  Subcommittee o n  
T o b a c c o  a n d  P e a n u t s ,  House A g r i c u l t u r e  C o m m i t t e e ,  h e l d  a 
h e a r i n g  o n  October 7 ,  1982 r e v i e w i n g  tobacco pr ice  sup-  
p o r t  program costs. A t  t h i s  h e a r i n g  USDA o f f i c i a l s  made 
c lear  t h a t  t h e y  were n o t  i n c l u d i n g  losses i n c u r r e d  by CCC 
d u e  to  i t s  p r o c e d u r e s  for c h a r g i n g  i n t e r e s t  a n d  c r e d i t i n g  
l o a n  r e p a y m e n t s  i n  t h e  n e t  losses to  be r e c o v e r e d  u n d e r  
t h e  1982 A c t .  ( a t  4 0 ,  4 1 )  A l s o  a t  t h i s  h e a r i n g ,  
Congres sman  Shamansky t e s t i f i e d  a n d  a g a i n  e x p r e s s e d  h i s  
c o n c l u s i o n  t h a t  t h e  problem of losses i n c u r r e d  by CCC o n  
tobacco p r i c e  s u p p o r t  l o a n s  d u e  t o  these procedures had 
n o t  b e e n  r e s o l v e d  by  t h e  p r o v i s i o n s  of t h e  1982  A c t .  ( a t  
4 ) .  
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"The House  s h o u l d  n o t  be m i s l e d  by  t h e  
t i t l e  of t h i s  b i l l .  As p r e s e n t l y  d r a f t e d ,  
H.R. 6590 is v a g u e  and  less  p r e c i s e l y  
d r a f t e d  t h a n  i t  could  have b e e n .  The  b i l l  
may reduce t h e  cost of t h e  t.obacco program, 
b u t  it. w i l l  n o t  e s t a b l i s h  a n o  n e t  cos t  
tobacco program. * * * * * 

" E v e r y  month ,  when m i l l i o n s  o f  A m e r i c a n s  
s e n d  a check to  a t h r i f t  i n s t i t u t i o n  as 
paymen t  o n  t h e i r  m o r t g a g e s ,  t h e  money is  
app l i ed  f i r s t  t o  a c c u m u l a t e d  i n t e r e s t  and  
t h e n  t o  p r i n c i p a l .  Tobacco a s s o c i a t i o n s  do 
n o t  operate t h a t  way. GAO n o t e d  t h a t  s i n c e  
1966  cash r e c e i v e d  f rom l o a n  r e p a y m e n t s  is  
a p p l i e d  f i r s t  t o  l o a n  p r i n c i p a l  and  t h e n ,  
a f t e r  t h e  p r i n c i p a l  is  l i q u i d a t e d ,  t o  
i n t e r e s t  r e c e i v a b l e .  T h i s  p r o c e d u r e  is 
i n c o n s i s t e n t  w i t h  C C C ' s  p r o c e d u r e s  f o r  
r e p a y i n g  i t s  T r e a s u r y  b o r r o w i n g s  and  w i t h  
n o r m a l  b a n k i n g  p r o c e d u r e s .  

"GAO a l so  n o t e d  t h a t  T r e a s u r y  charges  CCC 
i n t e r e s t  o n  d a i l y  o u s t a n d i n g  b a l a n c e  owed,  
wh ich  i n c l u d e s  u n p a i d  i n t e r e s t  o n  borrow- 
i n g s  from p r io r  periods.  The  a s s o c i a t i o n s ,  
h o w e v e r ,  p a y  i n t e r e s t  t o  CCC o n  t h e  d a i l y  
o u t s t a n d i n g  p r i n c i p a l  b a l a n c e ,  w h i c h  do n o t  
i n c l u d e  i n t e r e s t  from prior per iods.  T h u s ,  
a s s o c i a t i o n s  are a b l e - t o  r e d u c e  t h e i r  p r i n -  
c i p a l  q u i c k l y  a n d  t h e n  p a y  i n t e r e s t - - a  l o t  
less i n t e r e s t  t h a n  otherwise owed. U s i n g  
d a t a  f o r  t h e  crop y e a r s  1978-80 ,  GAO es t i -  
mated  t h a t  CCC l o s t  $ 2  m i l l i o n  i n  i n t e r e s t  
i n  f i s c a l  y e a r  1980 a l o n e .  T h i s  is  bad 
b a n k i n g  and  bad  b u s i n e s s ,  b u t  i t  h a s  b e e n  
h a p p e n i n g  f o r  16 y e a r s  w i t h o u t  e v e n  a l e g a l  
bas i s .  

" I n  a l e t t e r  report t o  m e  dated J u n e  16 ,  
1 9 8 2 ,  GAO c o n f i r m e d  t h a t  there  is  n o  
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statutory authority for this action.7/ 
CCC recognizes this, and it advised E A 0  
that it would change its procedures. As of 
June 16, however, no change has been made. 
I submit that, given past practices, 
Congress cannot depend on CCC to correct 
itself. Conqress must require that 
proceeds be applied first to interest and 
then to principal like every other business 
loan in this country. 

* * * * * 

"The GAO report means that the American 
taxpayer has been financing the tobacco 
support program through losses in interest 
that should have been collected if CCC had 
charged the associations what. it cost CCC 
to borrow funds and that CCC continues to 
lose money through improper procedures €or 
determining interest on outstanding loans. 

"Nothina in this bill Drevents CCC from 
continuing its old ways. I submit, there- 
fore, that in the few remaining years of 
the tobacco support program, that program 
should be administered efficiently and 
properly. H.R. 6590 contains no guidance 
in this area." 

128 Conq. Rec. H3687-88, (daily ed. 
June 21, 1982) (emphasis added). 

- '/ To be more precise, our letter report stated that 
"[tlhere is no statutory authority which specifically 
states how loan repayments are to be applied." Informa- 
tion on Commodity Credit Corporation Loan Repayment Prac- 
tices, CED-82-106 at 1 ,  June 16, 1982. This statement 
was not meant to imply that CCC's loan repayment prac- 
tices were unauthorized. In fact, our report did not 
address the legality of CCC's practices beyond making the 
observation quoted above. 
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S i m i l a r l y ,  i n  t h e  S e n a t e  debate o n  H.R. 6 5 9 0 ,  S e n a t o r  
H a t f i e l d  o b s e r v e d  t h a t  t h e  b i l l  d i d  n o t  a d d r e s s  t h e  problem o f  
C C C ' s  losses due  t o  i t s  pol ic ies  o n  c h a r g i n g  i n t e r e s t  and  
c r e d i t i n g  l o a n  r e p a y m e n t s .  R e f e r r i n 3  t o  o u r  reports d i s c u s s -  
i n g  t h i s  i s s u e ,  M r .  H a t f i e l d  a d v i s e d  h i s  colleagues a s  
f o l l o w s  : 

"The G e n e r a l  A c c o u n t i n g  O f f i c e  h a s  f o u n d  
f l a w e d  a c c o u n t i n g  p r o c e d u r e s  i n  t h e  r e p a y -  
ment  practices o f  CCC w h i c h  allows t h e  
f a r m e r s '  r e p a y m e n t  t o  be p l a c e d  o n  p r i n c i -  
p a l  b e f o r e  i n t e r e s t ,  c o s t i n g  t h e  t a x p a y e r s  
d e a r l y ,  t h i s  l e g i s l a t i o n  d o e s  n o t  a d d r e s s  
t h i s  i s s u e . "  

128  Conq, R e c .  S8290 ,  ( d a i l y  e d .  J u l y  1 4 ,  
1 9 8 2 )  ( e m p h a s i s  added) .  C f .  128  Conq. 
R e c .  S8200 ( d a i l y  e d ,  J u l y 1 4 ,  1 9 8 2 )  
( r e m a r k s  of Mr. H u d d l e s t o n ) .  

S e n a t o r  H a t f i e l d  w e n t  o n  to  c h a r a c t e r i z e  t h e  b i l l  a s  a n  
" i m p o r t a n t  f i r s t  s t e p "  i n  t h e  r e v i e w  o f  t h e  tobacco p r i ce  sup-  
p o r t  s y s t e m  and  r e q u e s t e d  S e n a t o r  H e l m s ,  C h a i r m a n  of t h e  
S e n a t e  A g r i c u l t u r e  Committee, t o  c o n d u c t  h e a r i n g s  a n d  i n t r o -  
d u c e  l e g i s l a t i o n  t o  correct t h i s  and  o t h e r  f a u l t s  i n  t h e  b i l l .  
S e n a t o r  H e l m s  a g r e e d  t o  t h i s  request.  1 2 8  Cong. R e c .  S8290-91 
( d a i l y  e d .  J u l y  1 4 ,  1 9 8 2 ) .  

S i m i l a r l y ,  S e n a t o r  E a g l e t o n  p r o p o s e d  a n  amendment  t o  
H.R. 6590 w h i c h  would  h a v e  p r o h i b i t e d  t h e  S e c r e t a r y  f rom pro- 
v i d i n g  tobacco pr ice  s u p p o r t  a t  a l e v e l  wh ich  h e  d e t e r m i n e d  
would  resu l t  i n  a n y  cost t o  t h e  F e d e r a l  Government  i n  t h e  
o p e r a t i o n  o f  t h e  tobacco pr ice  s u p p o r t  p r o g r a m  and a u t h o r i z e d  
t h e  S e c r e t a r y  t o  r e d u c e  support  l e v e l s  down t o  1981 l e v e l s  to  
h e l p  e n s u r e  a n o  n e t  cost  o p e r a t i o n .  128  Cong. R e c .  S. 8224 
( d a i l y  e d .  J u l y  14, 1 9 8 2 ) .  I n  o f f e r i n g  t h i s  amendment ,  
S e n a t o r  E a g l e t o n  c h a l l e n g e d  a s s u r a n c e s  by s u p p o r t e r s  of t h e  
b i l l  t h a t  i t s  e n a c t m e n t  would  r e s u l t  i n  a t r u l y  n o  n e t  cost 
tobacco program. 128 Cong. R e c .  S 8 2 2 8  ( d a i l y  e d .  J u l y  1 4 ,  
1 9 8 2 ) .  S e n a t o r  E a g l e t o n ' s  amendment was r e j e c t e d  by  t h e  
S e n a t e .  

I t  is e v i d e n t  t h a t  d e b a t e  o v e r  t h e  impact of t h e  1982 A c t  
o n  losses i n c u r r e d  by CCC a s  a r e s u l t  o f  i t s  p r o c e d u r e s  €or 
c h a r g i n g  i n t e r e s t  a n d  c r e d i t i n g  l o a n  r e p a y m e n t s  c o n t i n u e d  w e l l  
p a s t  t h e  time of i t s  e n a c t m e n t ,  e v e n  among C o n g r e s s i o n a l  
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s u p p o r t e r s  of t h e  b i l l .  A p r e v i o u s  GAO r epor t ,  ( T o b a c c o  
Program's P r o d u c t i o n  R i g h t s  and  E f f e c t s  o n  C o m p e t i t i o n ,  
CED-82-70, A p r i l  23, 1982), c r i t i c i z e d  CCC for  losses i n c u r r e d  
i n  t h e  tobacco p r o g r a m  due  t o  t h e i r  p r o c e d u r e s  €or c h a r g i n g  
i n t e r e s t  and  c r e d i t i n g  r e p a y m e n t s .  S u b s e q u e n t l y  CCC announced  
p l a n s  t o  c h a n g e  t h o s e  p r o c e d u r e s .  The  C h a i r m a n  of t h e  S e n a t e  
A g r i c u l t u r e  C o m m i t t e e ,  Jesse H e l m s ,  i n  r e s p o n s e  t o  t h i s  
a n n o u n c e m e n t ,  wrote t h e  Comptroller o f  t h e  CCC,  b y  l e t t e r  
d a t e d  November 9, 1982, and  i n d i c a t e d  t h a t  h e  d i d  n o t  b e l i e v e  
t h a t  t h o s e  costs were c o v e r e d  u n d e r  t h e  m a n d a t e  of t h e  1982 
A c t ,  and  t h a t  n o  c h a n g e  s h o u l d  be made. H e  s t a t e d :  

" I t  i s  my c o n s i d e r e d  o p i n i o n  t h a t  no c h a n g e  
is r e q u i r e d  i n  t h e  c u r r e n t  p o l i c y  of a p p l y -  
i n g  proceeds t o  t h e  l o a n  p r i n c i p a l  a n d  t h e n  
t o  i n t e r e s t .  T h i s  method of r e p a y m e n t  h a s  
worked w e l l  and  t h e  proposed c h a n g e s  wou ld  
n o t  be i n  t h e  best i n t e r e s t  of t h e  tobacco 
program a t  t h i s  time. 

"The  N o  N e t  Cost Tobacco P r o g r a m  A c t  of 
1982 p r o v i d e s  t h a t  costs associated w i t h  
t h e  tobacco program, except  a d m i n i s t r a t i v e  
e x p e n s e s ,  n o t  be b o r n e  by  t h e  t a x p a y e r s .  
L i a b i l i t y  for r e p a y m e n t  of p r i n c i p a l  a n d  
i n t e r e s t  rests w i t h  p r o g r a m  p a r t i c i p a n t s  
and  w o u l d ,  t h e r e f o r e ,  make c h a n g e s  i n  sa les  
p r o c e e d s  a s s i q n m e n t  po l ic ies  u n w a r r a n t e d . "  

However, some m o n t h s  l a t e r ,  i n  a c o l l o q u y  w i t h  S e n a t o r  
E a g l e t o n  o v e r  H.R. 3392 w h i c h  c h a n g e d  t o b a c c o  pr ice  s u p p o r t  
l e v e l s  ( e n a c t e d  a s  Pub.  L. N o .  98-59, 97 S t a t .  296, J u l y  25, 
1983) t h e  q u e s t i o n  was a g a i n  ra i sed  w h e t h e r  t h e  1982 A c t  was 
i n t e n d e d  t o  c o v e r  losses i n c u r r e d  by CCC d u e  t o  i t s  p r o c e d u r e s  
for c a l c u l a t i n g  i n t e r e s t  a n d  c r e d i t i n g  l o a n  r e p a y m e n t s .  

" M r .  EAGLETON. I w o u l d  like t o  receive 
t h e  a s s u r a n c e  of t h e  c h a i r m a n  of t h e  A g r i -  
c u l t u r a l  C o m m i t t e e  t h a t  t h e  i n t e n t  o f  t h e  
N o  N e t  Cost Tobacco P r o g r a m  A c t  is  n o t  t o  
be t h w a r t e d  by CCC a c c o u n t i n g  p r o c e d u r e s  or 
gimmicks.  The  l a w  is  c l ea r  t h a t ,  fo r  t h e  
1982 and s u b s e . q u e n t  crops of tobacco, t h e  
tobacco p r i ce  s u p p o r t  p r o g r a m  is t o  be car- 
r ied o u t  a t  n o  n e t  cost t o  t h e  t a x p a y e r s  
w i t h  o n l y  o n e  e x c e p t i o n ,  a d m i n i s t r a t i v e  

- 12 - 



B-213761 

expenses. All interest costs associated 
with the program are to be considered a 
cost of carrying out the program and fully 
recovered. I would ask the chairman of the 
Agriculture Committee if he agrees with 
this statement. 

"Mr. HELMS. Yes, I agree with the state- 
ment. of the Senator from Missouri. 
Clearly, the No Net Cost Tobacco Program 
Act by its very nature requires CCC to keep 
accurate records of all costs, including 
all interest costs, associated with the 
tobacco price support program. All of 
these cost must be repaid with the sole 
exception of administrative costs. 

"Mr. EAGLETON. S o  my colleague would 
agree w i t - h  the opinion of the Inspector 
General's Office that no matter what the 
sales proceeds assignment policy of the CCC 
might be, CCC cannot share in a loss on the 
1982 or subsequent crop years of tobacco 
because of the method used in computing 
interest. 

"Mr. HELMS. Yes, I agree that CCC cannot 
share in a loss  on the 1982 or subsequent 
crops of tobacco because of the method used 
in computing interest. The CCC Board of 
Directors determines the method of comput- 
ing interest and must do so in a way that 
involves no procedures that would result in 
CCC sharing in losses. 

"Mr. EAGLETON. I thank the chairman for 
the clarification on this point * * * . ' I  

129 Cong. Rec. S. 9780 (daily ed., July 13, 1983). 

Subsequently, during Senate deliberations on S. 1529, the 
.bill which would become the Dairy and Tobacco Adjustment Act 
of 1983, Pub. L. No. 98-180, 97 Stat. 1128, November 29, 1983, 
in debate on an amendment proposed by Senator Metzenbaum t o  
eliminate the tobacco price support program, Senator Helms 
again spoke to the issue of whether losses incurred by CCC due 
to their procedure for charging interest and crediting' loan 

- 13 - 



B-213761 

repayments were included within the costs required to be 
recovered from producers under the 1982 Act. 

"Since the enactment of the no-net cost 
tobacco program, the taxpayers are assured 
that even those minor losses on tobacco of 
the past will not happen from 1982 forward. 

"The sponsors of this amendment attribute 
a cost of $591 million in lost interest to 
the CCC for this tobacco program--but that 
is just not true. The Commodity Credit 
Corporation set its interest rates for all 
nonrecourse loans. Tobacco was treated no 
differently than any other program, of 
course. It is just not accurate to talk 
about CCC's interest losses on tobacco 
without addressing their interest losses on 
every other loan CCC has ever made. 

"In fact, this charge is really quite 
irrelevant. In 1981 the CCC announced that 
it would begin collecting interest fees 
which reflect the true cost of money to the 
Government for all price support loans made 
henceforth--includinq CCC tobacco loans." 

129 Cong. Rec. 513724 (daily ed. October 6, 1983). 

The letter, the statements by Senator Helms and the 
statement of Senator Eagleton are not part of the legislative 
history of the 1982 Act. These statements were made during 
Congressional deliberation on bills making technical amend- 
ments to tobacco program legislation (Pub. L. No. 98-59 
changed tobacco price support levels; Pub. L. No. 98-180 set 
price support levels for 1984 and 1985 crops, eliminated the 
obligation to contribute to the no net cost capital fund by 
owners and operators of farms who lease all or part of t.heir 
acreage allotments and made a series of other technical 
changes). Since no provision in either of these bills add- 
ressed the question of CCC's losses due to its procedures for 
charging interest and crediting loan- repayments or attempted 
to redefine the no net cost objective of either the 1981 or 
1982 Act, we cannot regard statements made during congres- 
sional deliberations on those bills as controlling in o u r  
interpretation of either the 1981 Act or the 1982 Act. - See, 
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e.g., U n i t e d  S t a t e s  v. C l a r k ,  445  U.S. 23,  33 Note 9 ( 1 9 8 0 ) ;  
U n i t e d  S t a t e s  v.  S o u t h w e s t e r n  Cable  C o . ,  392 U.S.  1 5 7 ,  
170 ( 1 9 6 8 ) .  However ,  t h e y  are  i n d i c a t i v e  o f  a c o n t i n u i n g  
u n c e r t a i n t . y  s u r r o u n d i n g  t h e  scope o f  a c t i o n s  r e q u i r e d  t o  b e  
t a k e n  b y  CCC to  implemen t  t h e  1982 A c t ' s  n o  n e t  cost  m a n d a t e .  

11. 

O u r  a n a l y s i s  b e g i n s  w i t h  s e c t i o n  1109 of t h e  1981 A c t .  
The  q u e s t i o n  t o  be a d d r e s s e d  is  w h e t h e r  t h e  1981 A c t  s h o u l d  
now be c o n s t r u e d  t o  impose a m a n d a t o r y  d u t y  o n  t h e  S e c r e t a r y  
of A g r i c u l t u r e  t o  c h a n g e  C C C ' s  method of c a l c u l a t i n g  i n t e r e s t .  
and  c r e d i t i n g  r e p a y m e n t s  o n  tobacco pr ice  suppor t  l o a n s  t o  
p a r a l l e l  t h e  practice f o l l o w e d  b y  T r e a s u r y  i n  i ts  l e n d i n g  t o  
t h e  CCC. S i n c e  t .he 1982 A c t  d i d  n o t  repeal t h e  1981 A c t ,  a n  
a r g u m e n t  c a n  be made t h a t  t h e  1981 A c t ,  s t a n d i n g  a l o n e ,  
r e q u i r e s  t h e  S e c r e t a r y  t o  make s u c h  a c h a n g e .  However, what- 
ever t h e  1981 A c t  may h a v e  b e e n  i n t e n d e d  t o  r e q u i r e  p r i o r  t o  
e n a c t m e n t  .of t h e  1982 A c t ,  w e  do n o t  b e l i e v e  t h e  1981 A c t  c a n  
now be c o n s t r u e d  i n  i s o l a t i o n  w i t h o u t  r e f e r e n c e  t o  t h e  s u b s e -  
q u e n t  1982 A c t .  

I n  our o p i n i o n ,  t h e  1981 a n d  1982  A c t s  s h o u l d  be con- 
s t r u e d  together .  - S e e  E r l e n b a u g h  v. U n i t e d  S t a t e s ,  409 U . S .  
239 ,  243  ( 1 9 7 2 ) .  To read t h e  1981 and  1982 A c t s  w i t h o u t  
r e f e r e n c e  t.o each other is t o  read t h e m  o u t  of t h e  c o n t e x t  i n  
w h i c h  C o n g r e s s  e n a c t e d  them.  See A l l e n  v .  Grand  C e n t r a l  
A i r c r a f t  Co., 347 U.S. 5 3 5 ,  541 ,545  ( 1 9 5 4 ) .  A c c o r d i n g l y ,  w e  
regard t h e  1982 A c t  a s  a l e g i s l a t i v e  i n t e r p r e t a t i o n  and  
d e f i n i t i o n  of t h e  o b j e c t i v e s  0.f t h e  1981 A c t  i n  t h a t  i t  a i d s  
i n  a s c e r t a i n i n g  t h e  meaning  of t h e  1981 A c t  i n  t h e  p r e s e n t  
c o n t e x t .  U n i t e d  S t a t e s  v.  S tewar t ,  311 U . S .  6 0 ,  64-65 ( 1 9 4 0 )  
and  cases c i t e d  t h e r e i n .  

The  1982 A c t ' s  l e g i s l a t i v e  h i s t o r y  c l e a r l y  d i sc loses  Con- 
gress' awareness of t h e  f a c t  t h a t  t h e  tobacco program had 
i n c u r r e d  a n d  w o u l d  c o n t i n u e  t o  i n c u r  s i g n i f i c a n t  losses d u e  t o  
C C C ' s  a n d  T r e a s u r y ' s  d i v e r g e n t  l o a n  r e p a y m e n t  p rac t ices .  Con- 
g r e s s  f u r t h e r  r e c o g n i z e d  t h a t  n o t h i n g  i n  t h e  1982 A c t  add- 
ressed t h e  problem, or,  f o r  t h a t  matter,  manda ted  a d m i n i s t r a -  
t i v e  a c t i o n  t o  e l i m i n a t e  t h i s  source of loss. I n  l i g h t  of 
t h i s ,  w e  t h i n k  i t  c lear  t h a t  w h a t e v e r  t h e  o r i g i n a l  i n t e n t  o f  
t h e  1981 A c t  may h a v e  ' been ,  i t  does n o t  now m a n d a t e  t h e  Secre- 
t a r y  of A g r i c u l t u r e  t o  c o n f o r m  C C C ' s  procedures for  c a l c u l a t -  
i n g  i n t e r e s t  and  c r e d i t i n g  r e p a y m e n t s  o n  tobacco p r i ce  suppor t  
l o a n s  t o  T r e a s u r y ' s  p r o c e d u r e s  w i t h  respect t o  T r e a s u r y  l o a n s  
t o  ccc. 
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Our analysis of the 1982 Act and its legislative history 
presents us with an apparent contradiction between the goals 
of the Act, its provisions and elements of its legislative 
history. The goal expressed by Congress in both the 1981 Act 
and the 1982 Act was to achieve a tobacco program that oper- 
ates at no net cost to the taxpayers. Indeed, the House and 
Senate reports, along with the numerous statements from the 
floor debate, echoed the no net cost objective of the 1982 
Act. However, the provisions of the 1982 Act deal only with 
losses incurred by CCC under the terms of loan agreements with 
producer associations; the Act does not explicitly address 
CCC's divergent loan repayment procedures and the resulting 
program loss. Moreover, the statements in the House and 
Senate debate discussing CCC's loan repayment procedures show 
that while Congress was specifically advised that CCC's loan 
repayment procedures were a continuing source of losses to the 
tobacco program, the legislation did not address the issue. 

Given such a record we view the provisions of the 1982 
Act as a refinement of the previously undefined no net cost 
objective put forth in the 1981 Act. In effect, Congress 
acquiesced both to the procedures employed by CCC for charging 
interest and crediting loan repayments on tobacco price sup- 
port loans and to their decision not to count these losses as 
costs to be recovered from producer associations under the 
1982 Act. 

Although we have concluded that neither the 1981 Act nor 
the 1982 Act requires CCC to change its procedures for  charg- 
ing interest and crediting repayments, we believe that our 
recommendations, discussed in four previous GAO reports,8/ - 

Collection and Accounting for Accrued Interest on 
Commodity Credit Corporation Producer Loans, AFMD-82-40, 
January 1 1 ,  1982; Tobacco Program's Production Rights and 
Effects on Competition, CED-82-70, April 23, 1982; and 
Information on Commodity Credit Corporation Loan Repayment 
Practices, CED-82-106, June 16, 1982; Cost Information on 
USDA's Tobacco Program, GAO/RCED-84-33, December 12, 1983. 
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that the CCC's procedures be chanqed to conform to the 
procedures it follows on its loans from Treasury9/ - would 
further the basic purposes of both Acts. 

I hope that you find this material useful. 

Sincerely yours, 

Comptroller General 0 of the United States 

- 9/ Currently under 7 U.S.C. $3 1421 the Secretary of Aqricul- 
ture has authority to provide a price-support program and 
determine the amounts, terms and conditions of price sup- 
port operations. The CCC Charter Act, 1 5  U.S.C. 
S 714c(a), authorizes the CCC to support the price of 
agricultural commodities, through loans, purchases, pay- 
ments and other operations. The CCC, under 15 U.S.C. 
S 714b(j), is allowed to determine the character of and 
the necessity for its obligations and expenditures and the 
manner in which they shall be incurred, allowed and paid. 
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