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GAO United States 
General Accounting Office 
Washington, D.(=. 20648 

Comptroller General 
of the United States 

B-202690 

August 4,1989 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report presents our opinion on the financial statements of the Com- 
modity Credit Corporation for the fiscal years ended September 30, 
1988 and 1987, and our reports on internal accounting controls and com- 
pliance with laws and regulations. We conducted our audit under the 
provisions of 31 U.S.C. 9105 and in accordance with generally accepted 
government auditing standards. 

As we have reported in past years, our opinion is qualified because the 
Corporation has not established in its financial statements an allowance 
for the uncollectible portion of outstanding loans to countries experien- 
cing financial difficulties. We estimate that cumulative losses on such 
loans as of September 30, 1988, range from $5.6 billion to $8.8 billion on 
loans outstanding of $16 billion. Also, we estimate additional cumulative 
losses of $2,3 billion to $3.5 billion on guarantees of outstanding loans to 
foreign countries amounting to $6 billion. We continue to recommend 
that the Corporation include an allowance for these losses in its finan- 
cial statements. This year’s opinion is also qualified because the Corpo- 
ration has improperly recognized as income $573 million in accrued 
interest receivable on loans that were delinquent 90 days or more. 

As reported last year, our report on the Corporation’s system of internal 
accounting controls discusses a material weakness in the systems used 
by the Corporation to ensure that accounting transactions are com- 
pletely processed and that apparent errors are corrected in a timely 
manner. The Corporation concurred with our finding and has initiated 
corrective actions that should correct this weakness. l 
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We are sending copies of this report to the Director of the Office of Man- 
agement and Budget, the Secretary of the Treasury, the Secretary of 
Agriculture, and the Board of Directors of the Commodity Credit 
Corporation. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 
- 
Comptroller General 
of the United States 

B-202690 

To the Board of Directors 
Commodity Credit Corporation 

We have audited the accompanying comparative statement of financial 
position of the Commodity Credit Corporation as of September 30, 1988 
and 1987, and the related comparative statements of operations and 
cash flows for the years then ended. These financial statements are the 
responsibility of the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. In 
addition to this report on our audits of the Corporation’s 1988 and 1987 
financial statements, we are also reporting to you on our study and eval- 
uation of internal accounting controls and compliance with laws and 
regulations. Our report on the Corporation’s system of internal account- 
ing controls discusses a material weakness in the systems used by the 
Corporation to ensure that accounting transactions are completely 
processed or that apparent errors are corrected in a timely manner. We 
considered the above weakness in determining the nature, timing, and 
extent of the audit tests to be applied in our examination. 

We conducted our audits in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance that the financial 
statements are free of material misstatement. An audit includes examin- 
ing, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for our opinion. 

The Corporation’s financial statements do not reflect the estimated 
losses that are likely to be sustained due to the uncollectibility of a sig- b 
nificant portion of the $16 billion in outstanding loans and the $6 billion 
of guaranteed loans made to foreign countries. If the appropriate losses 
had been recognized, we estimate that the Corporation’s accounts and 
notes receivable would have been decreased by amounts ranging from 
$5.6 billion to $8.8 billion as of September 30, 1988, and by $5.0 billion 
to $8.0 billion as of September 30, 1987, while liabilities would have 
been increased by amounts ranging from $2.3 billion to $3.5 billion as of 
September 30, 1988. Our loss allowance estimates are based on the mar- 
ket values of certain troubled, less-developed countries’ loans in the sec- 
ondary market, as well as an assessment of the Corporation’s foreign 
loan portfolio activity for the year. When loans are written off, they 
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contribute to the Corporation’s net loss, for which it may be reimbursed 
by appropriations authorized under 16 U.S.C. 713a-11. 

The Corporation has included in its fiscal year 1988 statement of finan- 
cial position $573 million worth of accrued interest receivable on loans 
that were in default 90 days or more. For fiscal year 1987, the amount 
was $415 million. The Corporation has adopted generally accepted 
accounting principles, which state that accrued interest receivable on 
such delinquent loans should not be included as an asset in the financial 
statements because its ultimate collectibility is seriously in question. The 
recognition of such interest overstates accrued interest receivable and 
interest income and understates net loss. 

In our opinion, except for the effects of not establishing an allowance to 
reflect the amounts of estimated losses on its foreign country loans and 
loan guarantees and the effects of including accrued interest on delin- 
quent loans as an asset, as discussed in the preceding paragraphs, the 
financial statements referred to above present fairly, in all material 
respects, the financial position of the Commodity Credit Corporation as 
of September 30, 1988 and 1987, the results of its operations, and its 
cash flows for the years then ended in conformity with generally 
accepted accounting principles, 

Charles A. Bowsher 
Comptroller General 
of the United States 

March 31, 1989 
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Report on Internal Accounting Controls 

We have examined the financial statements of the Commodity Credit 
Corporation for the years ended September 30,198s and 1987, and have 
issued our opinion thereon. This report pertains only to our study and 
evaluation of the system of internal accounting controls for the year 
ended September 30,1988. Our report on the study and evaluation of 
the system of internal accounting controls for the year ended Septem- 
ber 30, 1987, is presented in GAO/AFMD-88-47, dated July 7, 1988. 

As part of our examination, we made a study and evaluation of the sys- 
tem of internal accounting controls to the extent we considered neces- 
sary to evaluate the system as required by generally accepted 
government auditing standards. The purpose of our study and evalua- 
tion was to determine the nature, timing, and extent of the auditing pro- 
cedures necessary for expressing an opinion on the Corporation’s 
financial statements. For the purpose of this report, we have classified 
the significant internal accounting controls in the following categories: 

administrative costs, 
cash management, 
commodity loans, 
export trade, 
financial reporting, 
inventories, and 
producer payments. 

Our study and evaluation included all of the control categories listed 
above, except we did not evaluate the internal accounting controls over 
all functions within any of the categories because it was more efficient 
to expand our substantive tests. Our study and evaluation was more lim- 
ited than would be necessary to express an opinion on the system of 
internal accounting controls taken as a whole or on any of the categories b 
of internal accounting controls previously identified. 

The management of the Corporation is responsible for establishing and 
maintaining a system of internal accounting controls in accordance with 
the Accounting and Auditing Act of 1950 and the Federal Managers’ 
Financial Integrity Act of 1982. In fulfilling this responsibility, estimates 
and judgments by management are required to assess the expected bene- 
fits and related costs of control procedures. The objectives of a system 
of internal accounting controls are to provide management with 
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Report on Internal Accounting Control 

reasonable assurance that (1) obligations and costs are in conformance 
with applicable laws, (2) funds, property, and other assets are safe- 
guarded against waste, loss, and unauthorized use or misappropriation, 
and (3) assets, liabilities, revenue, and expenses applicable to Corpora- 
tion operations are properly recorded and accounted for to permit the 
preparation of accounts and reliable financial and statistical reports and 
to maintain accountability over Corporation assets. Because of inherent 
limitations in any system of internal accounting controls, errors or irreg- 
ularities may nevertheless occur and not be detected. Also, projection of 
any evaluation of the system to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions or 
that the degree of compliance with procedures may deteriorate. 

On November 16, 1988, the Agricultural Stabilization and Conservation 
Service reported to the Department of Agriculture on the status of the 
Corporation’s internal controls and identified a number of items that 
warranted corrective action. The report also identified what corrective 
actions were being taken and the expected completion date. This evalua- 
tion was reviewed and considered in conducting our study and evalua- 
tion and determining the nature, timing, and extent of audit tests. 

Our study and evaluation, made for the limited purpose described in the 
second paragraph, would not necessarily disclose all material weak- 
nesses in the system of internal accounting controls. Accordingly, we do 
not express an opinion on the system of internal accounting controls 
taken as a whole or on any of the categories of controls identified in the 
second paragraph. However, our study and evaluation disclosed a con- 
tinuing problem from fiscal year 1987 in processing accounting transac- 
tions and correcting errors. We believe this problem could result in 
errors or irregularities in amounts that are material in relation to the 
Corporation’s financial statements, and these errors may not be 
promptly detected or corrected. We extended our audit tests sufficiently 

l 

to conclude that this condition would not require qualification of our 
opinion on the Corporation’s financial statements for the year ended 
September 30, 1988. 
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Report on Internal Accounting Controls 

Problems in Processing The Corporation did not employ internal accounting controls to ensure 

Accounting 
Transactions and 
Correcting Errors 

that potential errors of approximately $418 million were corrected in a 
timely manner. This internal control weakness occurred during the Cor- 
poration’s conversion to decentralized automated systems in fiscal year 
1987 and resulted in the Corporation not reconciling checks processed 
by banks to accounting data submitted by county offices and other issu- 
ers of checks. In addition to the unreconciled checks, the Corporation 
had a backlog of redeemed commodity certificates that had not been rec- 
onciled to issuance records. (Problems with commodity certificates were 
also reported by GAO in Commodity Certificates: Backlog of 200,000 
Unreconciled Certificates Affects Financial Reporting, GAOpiCED-89-14, 

October 25, 1988. j At the end of fiscal year 1988, this weakness resulted 
in about $211 million in checks and $207 million in certificates that were 
not reconciled. Although Kansas City Management Office (KCMO) man- 
agement considers 90 days to be the normal clearing cycle for reconcilia- 
tions, samples of 630 unreconciled checks and 2,056 unreconciled 
certificates at August 31, 1988, were outstanding an average of about 
330 days and 263 days, respectively. 

I Jr~reconciled Checks Our review of internal accounting controls for fiscal year 1987 showed 
that the Corporation did not employ adequate internal accounting con- 
trols to ensure that about $461 million of checks reported as paid by 
banks were reconciled with corresponding issue records within 90 days. 

We recommended in our report on internal controls for the year ended 
September 30, 1987, that (1) local offices be provided a monthly list of 
unreconciled differences, (2) local offices be monitored to resolve differ- 
ences in a timely manner, and (3) consideration be given to suspending 
further conversions to automated systems until problems associated 
with the current implementation efforts were resolved and the Corpora- L 
tion’s accounts were accurate and current. 

The Corporation has taken steps to correct the above weaknesses, 
including researching unreconciled differences and following up on 
problem areas at county offices. These efforts reduced the dollar 
amount of checks unreconciled over 90 days from $461 million at Sep- 
tember 30, 1987, to $211 million at September 30, 1988. Our review 
showed that a sample of 630 unreconciled checks at August 31,1988, 
were outstanding an average of about 330 days. 
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Report on Internal Accounting Controls 

IJnreconciled Certificates In addition to the unreconciled checks, the Corporation had a backlog of 
184,000 redeemed commodity certificates, valued at about $207 million 
at September 30,1988, that had not been reconciled to issuance records. 
Although KCMO management considers 90 days to be the normal time 
frame for reconciliations, our review showed that at August 31, 1988, a 
sample of 2,056 unreconciled certificates were outstanding an average 
of about 253 days. 

The Corporation issues commodity certificates to eligible producers 
instead of the cash payments due them if they participate in certain 
agricultural programs. Certificates can be (1) used to purchase govern- 
ment-owned commodities or repay price support loans, (2) redeemed for 
cash, or (3) sold to other parties. Between April 1986 and December 
1988, the Corporation issued over 22 million certificates valued at 
approximately $23 billion. 

The Corporation accounts for the issuance and redemption of certifi- 
cates and uses automated internal controls to identify exceptions such 
as (1) certificates recorded in the system as being redeemed but never 
recorded as being issued or (2) redeemed certificates that show a higher 
or lower dollar value than the value of the certificates when issued. 

The backlog of 184,000 unreconciled certificates includes 
45,000 redeemed certificates whose serial numbers were never recorded 
as being issued; 56,000 certificates that the Corporation identified as 
potential duplicates; and 83,000 other certificates with unreconciled dif- 
ferences, including certificates that were recorded at redemption at 
higher or lower values than when they were issued. 

-----+---- 
Corporation’s Actions to 
Iks~hw Problems 

, 

I 

The Corporation established a task force in October 1988 to investigate 
and correct the certificate exceptions. The task force developed an 
action plan which included 

l developing a document to be used by county offices for promptly clear- 
ing exceptions; 

. developing instructions, training, and a tracking process for the docu- 
ment; and 

l obtaining additional temporary personnel and authorizing overtime. 

The Corporation’s efforts have reduced the number of unresolved certif- 
icates to about 113,000 at March 31, 1989, and officials said they expect 
that most of the backlog will be cleared by the end of fiscal year 1989. 
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Report on Internal Accounting Controls 

Conclusions While the Corporation did not employ sufficient internal accounting con- 
trols to ensure that potential errors were corrected in a timely manner, 
it has taken steps to correct the weakness and these steps have signifi- 
cantly reduced the number of unreconciled items. We believe that the 
actions, if continued, should further reduce the backlog. 

Except for the weakness discussed above, our study and evaluation dis- 
closed no condition which we considered to be material in relation to the 
Corporation’s financial statements taken as a whole. We considered the 
above condition in determining the nature, timing, and extent of the 
audit tests to be applied in our examination. We extended our audit tests 
sufficiently to conclude that this condition would not require qualifica- 
tion of our opinion on the Corporation’s financial statements for the 
year ended September 30,1988. 

Corporation 
Cqmrnents 

We discussed the contents of our report with Corporation officials and 
their comments have been incorporated where appropriate. The Corpo- 
ration officials reviewed our findings and pointed out that considerable 
progress has been made in reducing the backlog and they expect it to be 
substantially eliminated by the end of fiscal year 1989. We agree that if 
the current actions are continued, they should correct the weakness. 
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Report on Compliance With Laws 
and Regulations 

We have examined the financial statements of the Commodity Credit 
Corporation for the fiscal years ended September 30, 1988, and 1987 
and have issued our opinion thereon. Our examination was made in 
accordance with generally accepted government auditing standards and, 
accordingly, included such tests of the accounting records and such 
other auditing procedures, including tests of compliance with laws and 
regulations, as we considered necessary in the circumstances. 

This report pertains only to our review of compliance with laws and 
regulations for the year ended September 30,1988. Our report on com- 
pliance with laws and regulations for the year ended September 30, 
1987, is presented in GAO/AFMD~&N, dated July 7, 1988. 

As part of our examination, we reviewed and tested compliance with 
provisions of the Commodity Credit Corporation Charter Act (Public 
Law 80-806) as amended, the Agricultural Act of 1949 (Public Law 
81-439) as amended, the Agricultural Trade Development and Assis- 
tance Act of 1954 (Public Law 83-480) as amended, the Food Security 
Act of 1985 (Public Law 99-198) as amended, and related regulations. 

In our opinion, the Corporation complied with the terms and provisions 
of laws and regulations for the transactions tested that could have mate- 
rially affected its financial statements. 

In connection with our examination, nothing came to our attention that 
caused us to believe that the Corporation was not in compliance with the 
terms and provisions of laws and regulations for those transactions not 
tested. Several GAO and Department of Agriculture Office of Inspector 
General reports contain, in our judgment, matters of a programmatic 
nature that indicate noncompliance with various laws and regulations. 
However, these matters do not have a material effect on the Corpora- I 
tion’s 1988 financial statements. 
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Financial Statements 

Comparative Statement of Financial Porition 

Exhlblt A 

September 30,198s and 1987 

September 30.1988 September 30.1987 

(in Millimu) 

ASSETS: 

cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Loans Receivable (No& C) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
(N~JAl*uadUrlYrulUI1IIYr/rPfralrynI~~I~,n.~~) 

Canmodity Inventoria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
(Nd4.4Jtmw~sl,lI1 nVw9wds~~~~F&alrml~Ufr*n,~~) 

Accounta awl Notea Reaivabk (Note 0) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
(N~JAkurr~*~Jyrulsl(Yrur/rP~rmI~~l~,I.ngrtlnlJ 

Future Fhncing Soonxr (Note E) 

Appmpdaions for Net Realized Losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Defemd Flmding for LDaws . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

AeeNed Intemsl ReeivabIe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Mvplce Payments to Roduecrs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . 
Fixed aml Other Assets (Ner) . . 1. . . . . . . . . . . . . . . . . . 1. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

TotaI Asseta ..,,*,,.*.,*,o* ..,,, . ,,..,,. *.a ,..,,. ..*.... . . . . . . * . . . . . . . . * ..I)... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

LIABILITIBS: 

Ai!cmnm Payable ............................................................................................ 
Aecw4i Intercut PayabIe .................................................................................. 
Accmed LiabiIities (Note FJ ............................................................................. 
TM atut Dqwsit LiabiIiUes (Note G) ............................................................. 
U.S. Treasury Bonuwings (Note H) ................................................................. 
obIigatiom hie ............................................................................................... 
Clthw Liabilities ................................................................................................ 

TotaI LiabiIitica ............................................................................................ 

Canmilmaus and Contingencies (NOM /) 

EQUITY OF U.S. GOVERNMENT: 

Appropdated Capital (Note J) . .._...................................................................... 4.592 --- 
Capital Stock (Note K) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 100 

Total Equity of U.S. Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,692 lcul 
Total LiabiIitics and Equity of U.S. Govenunent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 43,774 s 47,536 

$ 1 s 36 
8m7 13,414 

4,477 9.680 

16.972 15,887 

10,395 
1.655 
1,359 

472 
436 

$ 43,774 

3,177 
3,568 

828 
483 
463 

$ 47,536 

s I.262 
414 

9,853 
2.95 1 

11.758 
11,985 

859 
39,082 

s 828 
731 

10,900 
1,690 

20,969 
11,560 

758 
47,436 

Page 14 GAO/AFMD-99-83 Commodity Credit Corporation Audit 



Comparatlve Statement of Operation8 

Exhibit B 

For Fii Ycam En&d Sqxembu 30.1988 and 1987 

Saks aod otha revenue - pmgmm 

Fiscal Year 1988 Fiscal Year 1987 

(h Miuimu) 

Commodity iaventoq opemticw 
Saks of commodities ........................................................................ 
CW of saks ...................................................................................... 
Cosl of commodities datated ............................................................ 
Sloiage and handling expense ........................................................... 
Transponation expense ..................................................................... 

Net losses on commodity inventory operations ............................ 

Milk marketing fees colkcted ............................................................... 
Special recovcrks authorized for National Wool Act ........................... 

Net losses aftex othcr revenue - program ...................................... 

Expcnsea and costi _ pogram 

$ 12,153 s 11,994 
W.826 (13,992) 

(1.710) (1.856) 
(986) (1,376) 

(37) ww 

mw 

74 430 
128 145 

wM) (4.839) 

(5,414) 

Progmn cipcnsc .................................................................................... 
Grain resclye rloragc cxpensc ................................................................ 
National Wool Act payments ................................................................. 
. and odler charge-offs (ncl) ............................................................ 
Other cosL9 olcr) ..................................................................................... 

Total expenses and cow - program ................................................... 

General and administrative income and expense 

v&w (16,654) 
(669) mm 
(128) (145) 
(W (1.W 

wm VW 

(ww ww 

Net interest income (expense) ................................................................ 
Net opwating expense ............................................................................ 

Net general and administrative expenses ........................................... 

Net loss ........................................................................................................ 

Financed by appropriations (PIore E) .......................................................... 

Transfered to Equity ................................................................................... 

Appropriated Capital (Nore J) ..................................................................... 

Equity of U.S. Govemmeni beginning of year ........................................... 

Equity of U.S. Government, end of year ..................................................... 

(AZ) 
(562) 
(597) 

(573) OJW 

(21,721) (25.078) 

21.721 25.078 

0 0 

4,592 0 

100 100 

S 4692 -1 s 100 
--- - 

All amounts redwing income w increasing expense or losses arc designated by parentheses ( ). 

The Pccompanying notes are an integral part of these fmial statements. 
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Financial Statements 

Comparative Statement of Cash 

Exhibit C 

For Fiscal Yearn Ended September 30,1988 and 1987 

Fiscal Year 1988 Fiscal Year 1987 

(ln M&m) 

Cash flow fmm operating activities: 

Cash reeeivbd from program participants -.....,.,,.,.., . . . . . . . . . . . . . . . . . . . . . . . s 11,099 $ 10.915 
Cash paid to program participants and for inventory held . . . . . . . . ..____ (29.133) c345w 
Interest received . . . . . . . . ..__._.._............................................................... 255 467 
Interest paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (993) (1,486) 

Net cash from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18,772) (24,668) 

Cash flow from investing activities: 

Net Cash from investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,130 2,438 

Cash flow from financing activities: 

Appropriations received in advance . .._...............____________________........... 16.541 25,485 
Appropriated capital ___......................................................,,,..,,,,,,,,,,,., 4,592 ___ 

Net payments from U. S. Treasury . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,950) (3,831) 
Net receipts for Agrictdture Trade and Development Act (pL-480) 424 642 

Net Cash from financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,607 22,296 

Net increase in cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (35) 66 

Cash and cash equivalents at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 (30) 

Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 $3 36 
-~ 

The accompanying notes are an integral part of these financial statements. See Note L for reconciliation of net income to 
net cash povidcd by operating activities. 

For pulposcs of the Comparative Statement of Cash Flows, CCC considers commodity certificates to be cash equivalents. 
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Financial Statements 

Notes to Financial Statements 

Note A . 
General Purpose 

Note B - 
Summary of Significant 
Accounting Policies 

General Accounting 
Policy 

Commodity 
Certificates 

September 30,19&M 

The Commodity Credit Corporation (CCC) was incorporated as a Delaware corporation 
and organized as an agency of the United States by Executive Order in 1933. In 1948, 
the Commodity Credit Corporation Charter Act reincorporated CCC as a corporate body 
and agency of the United States within the United States Department of Agricufture 
(USDA). The act chartered CCC for the purpose 01 stabilizing, supporting, and protect- 
ing farm income and prices; assisting in the maintenance of balanced and adequate 
supplies of agricultural commodities; and facilitating the orderly distribution of agricul- 
tural commodities. CCC does not have any operating personnel or facilities. 

CCC programs include: 

Price-support programs designed to provide eligible producers of certain agricultural 
commodities the opportunity to obtain a specified return on their production of eligible 
commodities regardless of fluctuations in market prices. 

Supply programs undertaken, as need arises, to provide commodities to government 
agencies, foreign governments, relief and rehabilitation agencies, and for domestic 
consumption requirements. 

Commodity export programs designed to aid in the development or expansion of export 
markets for United Slates’ agricultural commodities and products. 

Donation programs, which, under certain statutory provisions, authorize CCC to donate 
commodities to domestic and international relief agencies and government agencies. 

Special activity programs carried out under authority of the Corporation’s charter and 
specific authorization and directives. 

CCC adheres lo generally accepted accounting principles except for establishing allow- 
ances for losses on receivables and a provision for loss contingencies on guarantees to 
foreign countries. The program and accounting policies and practices followed are 
described below. 

The Commodity Credit Corporation Charter Act, as amended, and the Agricultural Act 
1949, as amended, provide authority for CCC to make payments in forms other than 
cash. Accordingly, some CCC payments such as wheat, feed grains, rice, and upland 
cotton deficiency and diversion payments, cotton loan deliciency payments, and 
payments for the Conservation Reserve Program and Export Enhancement Program 
may be made in commodity certificates. 

Commodity certificates payable at September 30, 1988, and September 30, 1987, are 
$835 million and $188 million, respectively and are included as P portion of accounts 
payable on the Statement of Financial Position. 
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Commodity Loans CCC makes nonrecourse bans to producers on designated agricultural commodities. 
These loans are carried at the unpaid principal balance. Producers have the option to 
repay the principal plus Interest or, at maturity. to forfeit the commodity to fully satisfy 
the loan. The Agricultural Act of 1949, as amended, allows producers to repay certain 
loans at a level that is less than the original level determined for such crop. These 
loans are secured by the collateral offered by the producer. For wllateral stored on 
farms a lien (UC&l) is filed by CCC. 

Allowances for bsses on commodity loans are based on the estimated loss on ultimate 
commodity dispositions. 

Commodity 
Inventories 

Fixed Assets 

Feed Grain, Wheat, 
Cotton, Rice, and 
Emergency Program 
Expenses 

Dairy Programs 

Except for tobacco bans subject to the No Net Cost Tobacco Act of 1982. as amended, 
Interest Is not accrued on commodity bans because the amount of interest is uncertain. 
Interest inwme is realized by CCC at the time the Interest payment is received. 

Inventories are recorded at acquisition cost plus processing and packaging costs 
incurred after acquisition. Acquisition cost is the amount 01 the loan settlement, 
excluding interest, or the amount of the purchase settlement. The loan and purchase 
rates under price support programs are fixed to accomplish ptfce-supporl objectives set 
by legislation. Therefore, acquisitions are usually at a cost higher than market value. 
Allowances on commodity inventories are based on the estimated loss on ultimate 
commodity dispositions. 

The cost allocated to most dispositions of commodities is computed on the basis of 
average unit cost of the commodity in inventory al the end of the previous month. The 
cost allocated to certain dispositions from the peanut price-support inventory, com- 
modity export programs, and redeemed loan collateral sold to CCC and exchanged for 
commodity certificates is computed on the basis of actual lot cost of the specific lots 
removed. 

Fixed assets acquired by CCC are recorded at the acquisition cost. Capital items such 
as major equipment purchases which are used directly in the operation of programs are 
depreciated on a straight-line basis over a period which provides for annual absorption 
in program costs of a reasonable portion of the cost of assets. Administrative properiy 
with a value 01 $5,000 or more is capitalized and depreciated over its estimated useful 
life, which ranges from 4 to 15 years. 

In accordance with the Agricultural Act of 1949, as amended, CCC makes payments to 
eligible producers 01 feed grain, wheat, upland cotton, extra long staple cotton, and rice. 
Payments were made for: (1) deficiency, diversion, and disaster programs; (2) first 
handler, inventory protection and loan deficiency programs for upland cotton; and (3) 
rice marketing certificate program. The Disaster Assistance Act of 1988 was enacted 
on August 11, 1988, to provide disaster and livestock emergency assistance to produc- 
ers who experienced livestock or crop losses due to drought, hail, or excessive mois- 
ture in 1988. 

CCC accrues estimated deficiency, diversion, and disaster payments due producers in 
the fiscal year in which the deficiency, diversion, or disaster begins. 

Programs are authorized by the Agricultural Act of 1949, as amended, lo stabilize the 
Supply and demand for dairy products. The Act specifies price support levels per 
hundredweight for milk through 1990. For certain time periods, the Secretary of 
Agriculture has been required to provide for reductions in the price received by produc- 
ers for all milk produced in the United States and marketed by producers for commer- 
cial use. The funds from these reductions have been collected and remitted to CCC, 
Collections were terminated on December 31, 1988. 
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Under the Dairy Termination Program, the Secretary of Agriculture, from February 10 
through March 7, 1966, received bids from farmers to enter into contracts to terminate 
milk production and dispose of the producers’ whole herd of cattle over an 18 month 
period by selling for slaughter or export all dairy cattle in which the producers have 
financial interests. Payments to producers, based on bids submitted by producers and 
accepted by CCC, will be made over a five year period, beginning after the disposition 
of the herd. 

Conservation 
Reserve Program 

The Conservation Reserve Program is authorized by the Food Security Act of 1965 to 
control critical soil erosion and to decrease the production of surplus agricultural 
commodities. In return for signing lo-year contracts, participants receive annual rental 
payments and one-time cost-share assistance to cover half the cost of installing 
necessary conservation practices. For fiscal years 1986 and 1987 only, the Food 
Security Act provided that the program be funded directly by CCC, with the remaining 
years funded by separate advance appropriations. To the extent rental payments are 
paid with CCC commodity certificates, these certificates are recorded as realized losses 
of CCC. CCC accrues estimated annual rental payments due participants in the fiscal 
year in which the rental is earned. if paid with certificates. 

Full Reimbursement CCC is required by law to be reimbursed for services performed, losses sustained, 
operating costs incurred or commodities purchased or delivered lo or on behali of other 
United States Government agencies. 

Reclassifications Certain reclassifications have been made to the 1967 financial statements in order to 
conform to the 1988 presentation. These changes include restating cumulative results 
of operations (an equity account) as a future financing source-deferred funding for 
losses (an asset account) to reflect its eventual collection through the approprfation 
process and restating net income by adjusting net realized lasses for their related 
allowance for losses. 

Note C . 
Loans Receivable 

Loans receivable at September 30, 1988 and 1967, were: 

September 30 

1988 1987 - 

(In Millions) 

Corn t 
Other Feed Grains 

3,:;; 5 7,424 
1,233 

Wheat 1,608 2,836 
Tobacco 1 fg 2,071 
Upland Cotton 447 
Oiher 
Storage Facilily and Equipment 

Loans Outstanding 8,354 13,856 

Less: 
Alfowance for Losses 348 442 

Loans raceivabfe end of liscal year s 8,007 S 13,414 

Note: May not add due to rounding 

8/ Includes an adjustment for unallocated toan transactions and timing differences of 
$1.317 million. 

Page 19 GAO/AFMD-SB-83 Commodity Credit Corporation Audit 

‘. 



l3nandd Statements 

NotoD- 
Account6 and 
NDter Recelvabl6 

Aooounts and notes receivable at September 30, 1988 and 1967. were: 

September 30 

1988 1987 

(In Millions) 

Natlonal Wool Act $ 5 $ 152 
Public Law 83-460: 

Prfnclpal 11,632 11,219 
tnteresf 352 341 

Export credit sales 733 778 
Export guarantee claims paid 225 289 
Rescheduled guarantees paid 2,891 2,357 
Government Agencies 2 297 
Barter Program 21 35 
CCiSM Safes to foreign governments 238 229 
Producers 651 12 
State Office Claims 149 137 
Other Claims 166 148 
Others 304 
Alfowance for Losses (1971 (I& 

Total $ 16,972 16 15,887 

Past due installments of principal and interest on notes receivable from foreign govern- 
ments as of September 30. 1988 and 1987, amounted to $1,044 million and $960 
million, respectively. 

The receivables also include repudiated debts of $20 million for the Khmer Republic 
and $12 million for Vietnam. 
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Nolo E - 
Future Flnenclng 
sources 

ApprOprlatlons for Net Reallred LW8e8 

Public Law 67-155, a8 amended, authorizes reimbursement to CCC for it8 net realized 
b88eS each year. Relmbumement for net realized 1088es as 01 September 30,1966 
and 1987, W88: 

September 30 

1966 1967 

(In Millions) 

Realized loss or (gain): 

Through September 30 of preViOU8 year $ 166,010 $ 139,676 

Current tiscal year: 
Net b88 
AdjuStmSnt tar altowarces for tosses: 

Loans 
Inventories 
Accounts and note8 receivable 
Net change in allOWanCe8 for bSSe8 

Realized loss or (gain) - current fiscal year 

Sub-total 

21,721 

95 
1,635 

-+s 

23,634 

169,644 

(14,993) 

174,650 

25.076 

Pm 
1,162 

--i# 

26,134 

166,010 

Advanced appropriation ___ 

Total 166,010 

RestoratIona tram US. Treasury 
To September 30 of previous year: 

Notes canceled 
Payments to U.S. Treasury 
Approprlatlons 

2,696 2,696 
(136) (136) 

159,675 134,313 
162,235 136,673 

Appropriationscurrent fiscal year 

Net restorations 

Recovery 

Total restoration and recover188 

Appropriationa for net realized bSSe8 

Note: May not add due to rounding. 

1,422 25.362 

163,667 162,235 

598 596 

164,255 162,833 

10,395 $ $ 3,177 
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Flnanclal Statemente 

CCC’8 OUrrent ff8Caf year realized 108888 are $23,634 milliOn. $14,993 mIlliOn Of the advanced 
approprfation of $21,133 million, received under P.L. 100-202, was applied a8 authortzed to 
there b88e8 re8Ultlng In remaining recoverable bSSe8 of $6,726 milliOn for fbcal year 1966, 
which 18 COmpnSed Of 96,641 rt’tllfiOn Of realized fO88e8 te88 net change in allOWanCe8 for 
Io88e8 of $1,913 mllllon. 

Total realized I08888 recoverable from appropriation8 was $10,395 milllon consisting of $6,641 
mflflOn for 1966 and $1,754 mllllon for 1967. The 1987 losses recoverable from approprtatlon 
of $3,177 mllllon was reduced In 1966 by application of $1,422 mlllion from the advanced 
approprfatlon a8 authorlzed by P.L. 100-202. 

Deferred Funding for LO88e8 

Public Law 67-155, a8 amended, aUlhQdZe8 reimbursement to CCC for its net realized b88e8 
each year. Unrealized losses, which represent change8 In certain accrued expenses, are not 
reimbursed to CCC until they are realized. They represent future funding that will be reqlred 
by the Corporation, For fiscal years 1966 and 1967 there were: 

September 30 

1986 1987 - 

(In Millions) 

Deferred fundlng for losses - 
beginning of year 

Net change in allowances for losses 

$ 3,566 8 4,624 

(1,913) (1,056) 

Deferred lunding for fesses - 
end of year 1,655 $ 3,566 % 

Note F - 
Accrued Llabllities 

Accrued liabilities as of September 30, 1966 and 1987, were: 

September 30 

1906 1987 - 

(In Millions) 

Deficiency Payments 
Diversion Pavments 
Dairy Termi&ion Program Payments 
Conservation Reserve Program 

Annual Rental Payments 
1986 Disaster Assistance 

Act Pa 
I 

merits: 
L vestock Feed Pro 
Forage Assistance B 

ram Payments 
rogram 

Tree Assistance Program 
Disaster Program 

Carrylng Charges 
Other Accrued Expense8 

Total 

l 

Leas than $500 thOUSand. 

$ 4,134 $ 9,631 * 
___ :i 

___ 776 

1,959 -_- 
50 ___ 

3,4:x 
___ 
-__ 

170 396 
6 IO 

$ 9,053 $ 10,900 
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Note (3 - 
Trust and Deposit 
Liabilities 

Trust and deposlt iiabilitie8 are amount8 advanced to, or deposited with, CCC. The 
balance8 as of September 30, 1986 and 1967, were: 

September 30 

1986 1987 

(In Millions) 

Note H - 
Borrowing Authority 

Funds appropriated lor 
Agricuitural Stabilization and 
Conservation Service Programs: 

Agricultural Conservation 
Rural Clean Water 
Water Sank 
Emergency Conservation 
Expenses, ASCS (County Office) 
Forestry Incentives 
Dairy and Beekeeper Indemnity 
Colorado River Salinity Control 
Conservation Reserve Program 

Public Law 83-480: 
Title I 
Title II 

Advances from Agricuitural Marketing Service 
and Food and Nutntion Service 

Sales Proceeds from Frustrated Cargo, 
Public Law 63.460, Title I 

No Net Cost Tobacco Fund 
Warehouse User Fee Fund 
Government Agencies 
AmOunt Due Treasury 
ASCS Administrative Collections 
Other advances and deposits 

Total 

f Less than $500 thousand 

$ 233 
16 
40 
12 
27 
16 

. 

4 
794 

1,144 

470 
595 

263 

15 
361 

2 
10 

2 
1 

63 

$ 2,951 

$ 257 
19 
41 
18 
11 
17 

1 
_-- 

362 

364 
414 

185 

15 
321 

3 
. 

1 
. 

25 

$ 1,690 

CCC operations are financed by borrowings from the Treasury under a statutory borrowing 
authorization of $30 billion which limits the borrowings that may be outstanding at any one 
time. CCC’s actual borrowing8 from the Treasury amounted to $11‘758.5 million and 
$20,969.3 million as 01 September 30, 1968 and 1967, respectively. CCC refinances its 
borrowings annually on January 1. Monthly interest rates for fiscal year 1986 ranged from 
6.625 to 6.000 percent. Interest expense for fiscal year 1968 borrowing8 was $637.0 million, 
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Note I - 
Commitments and 
Contingencies 

Sales and other disposition commitments are not shown in the accounts, but are considered in 
establishing allowances for losses. 

Letters of commitment issued to banking institutions were $230 million for September 30, 
1966. and $114 million for September 30, 1967. 

Under the Export Credit Guarantee Program, CCC enters into guarantee agreements with 
U.S. exporters who sell agricultural commodities on credit. The parties to the financing 
arrangements establish the credit periods within the limitations established by CCC. The 
guarantee provided by CCC protects the exporter or the assignee against loss from defaults 
for payments due from a foreign bank. CCC’s protection is for the amount specified by CCC, 
up to the unpaid pod value of the commodity plus interest of not more than certain Treasury 
bill auction rates. The guarantee may provide for automatic adjustment in the eligible interest 
during the term of the credit. For this protection, the exporter must pay CCC a fee al the time 
of application for a guarantee agreement. In the event of default, CCC will pay the exporter or 
the assignee in U.S. dollars and take action to recover the amount due from the foreign bank 
and/or the importer. 

The Blended Credit Program was suspended on February 26, 1965, as a result of a US. 
District Court ruling requiring blended credit shipments to be subject to U.S. cargo prelerence 
laws. 

CCC’s contingent liability for guarantee programs as of September 30, 1968 and 1967, is 
$6,022.1 million and $4463.6 million, respectively. Contracts to acquire commodities are not 
shown in the accounts, but the amount5 of contracts are considered as contingent liabilities. 
The approximate contract values of undelivered commodities under contracts to acquire such 
commodities at September 30, 1998 and 1987, were $214 million and $155 million, 
respectively. 

Note J - 
Appropriated 
Capital 

The Rural Development, Agriculture and Related Agencies Appropriation Act of 1986 as con- 
tained In Public Law loo-202 provided for seventeen individual spending authorfzations totalling 
$21 .l billion for the purpose of financing CCC’s programs. These funds were used for reim- 
bursement of $1,422 million 01 fiscal year 1967 losses, $14,993 million of fiscal year 1966 
IOSSeS, and $126 million for the National Wool Act Program. As of September 30. 1966, CCC 
had appropriated capital of 64,592 million. 

Note K - 
Capital Stock 

The capital stock of CCC is $100 million which was subscribed by the United States as provided 
in the Commodity Credit Corporation Charter Act. The charter provides that CCC shall pay 
IntereSt on its capital stock to the US. Treasury at rates detemlned by the Secretary of the 
Treasury. The amount and rate paid to Treasury during fiscal year 1986 was $66 million and 
6.750 percent. The amount and rate paid to Treasury during fiscal year 1987 was $9.3 million 
and 9.250 percent. 
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Note L - 
Reconciliation of 
Net Income to 
Net Cash 

Reconciliation of net income to net cash from operating activities as of September 30. 1988 
and 1967: 

Net Loss 

September 30 

1988 1987 - 

(In Millions) 

$ (21,721) $ (25,076) 

Adjustments to Reconcile Net 
Income to Net Cash From Operating Activities: 

Net change in allowance 
for losses (1,913) (1,056) 

Loan and other writeoffs 372 585 
Special recovery for National 

Wool Act (128) (145) 
Depreciation expense 22 24 

Change in Assets and Liabilities: 
Commodity Inventories 
Accounts and Notes Receivable 
Accrued Interest Receivable 
Advance Payments to Producers 
Fixed and Other Assets 
Accounts Payable 
Accrued Interest Payable 
Accrued Liabilities 
Other Liabilities 

7,038 
(1,102) 

(530) 
11 

8 
434 

(3’6) 
(1,046) 
101 

213 
(1,045) 

(194 
(264) 
(146) 

(1,068) 
(2-W 

4,041 
(330) 

Total Adjustments 

Net Cash From Operating Activities 

2 949 I 410 

2 (16,773 p (24,668) 

Note M - 
General Overhead 

CCC does not have any operating personnel. Most programs are administered through and 
by the USDA Agricultural Stabilization and Conservation Service (ASCS). Agttcultural 
Marketing Service (AMS), and Foreign Agricultural Service (FAS). CCC reimburses ASCS, 
AMS and FAS for their services. 

Substantially all of CCC’s operating expenses are paid, as authorized by law, from an ASCS 
consolidated fund account which covers operating expenses for CCC and ASCS and CCC 
operating expenses related to AMS and FAS activities. 

Note N - As of September 30, 1988, any amount of loss associated with pending litigation against the 
Pending Litigation Corporation is immaterial in relation to the financial statements taken as a whole. 

-- 
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