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May 6,199l 

The Honorable Edward R. Madigan 
The Secretary of Agriculture 

Dear Mr. Secretary: 

This report presents the results of our audit of the Farmers Home 
Administration’s (MA) consolidated financial statements for the fiscal 
years ended September 30,1989 and 1988. Reports on F~HA’S internal 
control structure and on its compliance with laws and regulations are 
also provided, as well as a discussion and analysis of F~HA’S operating 
results for fiscal years 1987 through 1989. 

Our opinion on F~HA’S consolidated financial statements is qualified for 
both fiscal years 1989 and 1988 because we were unable to satisfy our- 
selves that the acquired farm and rural housing property accounts were 
presented fairly. (See appendix II.) Specifically, our opinion discloses 
that (1) accounting records used to support the reported amount of 
F&A'S acquired property were not accurate and (‘2) reports produced by 
the Acquired Property Tracking System (APTS) were not properly recon- 
ciled with the detailed acquired property files at F~HA field offices. 

Our report on FIT&IA'S internal control structure (see appendix III) dis- 
cusses the problem with the acquired property tracking system and an 
additional internal control weakness related to the new farm loan classi- 
fication system’s inability to project loan losses on FIT&IA'S $22 billion 
direct farm loan portfolio. The Department of Agriculture’s 1989 Fed- 
eral Managers’ Financial Integrity Act (FMFIA) report has cited the 
acquired property system as the departmental financial system most in 
need of improvement. 

We and the Office of Management and Budget (OMB) have identified 
FIIIHA as a high-risk area within the federal government. We are cur- 
rently condu.cting detailed reviews to determine the nature and extent of 
problems associated with FIIIHA systems and programs. Some of the 
issues identified include 

. the recovery of guarantee claim costs from the remaining assets of 
defaulting borrowers; 
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. the need for more on-site visits or financial audits of lenders to verify 
pledged assets backing F~HA direct and guaranteed loans, especially in 
the farm program and business and industry program; and 

. the oversight of the disposal of properties acquired by the government 
as a result of defaults, especially in the farm and rural housing 
programs. 

Our 1989 report on compliance with laws and regulations discloses that 
F~HA complied with the provisions of laws and regulations for the trans- 
actions we tested which could have materially affected its consolidated 
financial statements. (See appendix IV.) 

This report also contains a discussion and analysis of MA'S operations 
for the 3 fiscal years, 1987 through 1989, that we have audited F~HA’S 
financial statements. (See appendix I.) Cur analysis focuses on MA 
operations and presents trends in IMU’s operations, including the status 
of its loan portfolio. This analysis provides additional information for 
the diverse users of R-III-IA'S financial statements, including the Congress 
in its oversight role. We encourage IMHA to develop and include such 
analyses in its future annual reports. 

Our discussion and analysis of F~HA’S financial operations shows the 
following: 

l FhHA has consistently operated at a loss because it pays higher interest 
than it receives from borrowers and because many of its loans are not 
repaid. However, FM-U’S overall net loss from operations declined from 
$13.8 billion in fiscal year 1988 to $6.9 billion in fiscal year 1989, pri- 
marily due to lower provisions for loan losses and lower losses on loan 
sales. Of the $6.9 billion loss, $6.8 billion represented net interest 
expense. 

l The book value of F~HA’S total loan portfolio decreased from $60.9 bil- 
lion in fiscal year 1987 to $64.6 billion in fiscal year 1989. However, this 
decline was due principally to loan write-offs, loan asset sales, and a 
shift from direct loans to guarantees. The decline in the allowance for 
loan losses to 28 percent of the total loan portfolio as of September 30, 
1989, was not significant. 

9 Emergency farm loans represent a high risk that they will not be repaid. 
New emergency loans have been significantly reduced in the past 4 
years due to legislative changes and tighter borrower qualifications. 
FIIIHA reserved 82 percent of its $10 billion in outstanding emergency 
loans as of September 30, 1989, as uncollectible. 
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l Nonfarm loans totaled $32 billion as of September 30,1989, and con- 
tinue to represent a high percentage (69 percent) of total outstanding 
FmHA loans. 

l Beginning in fiscal year 1992, the new Federal Credit Reform Act of 
1990 requires that all subsidies be recognized in E~HA’S budget. F~HA 
will be required to develop its budget and accounting systems capability 
to comply with this legislation. 

. FH%A loan guarantees are growing, similar to the trend in other federal 
agencies. FYIIHA is now contingently liable for $4.6 billion of loan guaran- 
tees and has reserved $1.3 billion for losses on these guarantees. 

~A’S cumulative deficit from operations amounted to $40.6 billion at 
the end of fiscal year 1989. Of this amount, the potential reimbursement 
from the Congress for realized losses is $18.6 billion, The $22 billion dif- 
ference represents primarily allowances for losses on loans receivable 
and acquired property and accrual for estimated losses on guaranteed 
loans. These losses, when they occur, will require reimbursement from 
the Congress. 

The extent of FMM losses in the future will depend on the health of the 
agricultural economy because its portfolio tends to expand during 
periods of economic stress and contract when the farm economy 
improves. Being a lender of last resort, M will consistently operate at 
a loss because (1) many loans are not repaid and (2) it loans money at a 
lower rate than what it pays the U.S. Treasury for borrowing money. 
When more loans are provided, the interest rate subsidy costs rise and 
more loans are not repaid. The extent of losses will also depend on FIT&IA 
efforts to improve its processes for making and servicing loans and its 
oversight of the disposal of acquired properties. 

Scope and 
Methodology 

We are authorized to conduct an audit of IWHA as an executive agency 
under the Accounting and Auditing Act of M%O, We conducted prior 
financial audits of FM-IA for fiscal years 1987 and I988 (GAO/AFMD89-20 
and GAO~AFMDQO-37). The current and prior audits were conducted in 
accordance with generally accepted government auditing standards. 

In our discussion and analysis, we used data from the consolidated 
financial statements for fiscal years 1987 through 1989, which were 
audited. To support our analysis, we also used supplementary FMA data 
and explanations, which were not subject to an audit and independent 
verification. Our analysis also draws from other GAO reports where 
applicable. 
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This report contains recommendations to you to correct the two internal 
control weaknesses noted. The head of a federal agency is required by 
31 USC. 720 to submit a written statement on actions taken on these 
recommendations to the Senate Committee on Governmental Affairs and 
the House Committee on Government Operations not later than 60 days 
after the date of this letter and to the House and Senate Committees on 
Appropriations with the agency’s first request for appropriations made 
more than 60 days after the date of this letter. 

We discussed the contents of our report with FIIIHA officials and their 
comments have been incorporated where appropriate. 

We are sending copies of this report to the Director of the Office of Man- 
agement and Budget, the Secretary of the Treasury, the Administrator 
of the Farmers Home Administration, and interested congressional 
committees. 

Sincerely yours, 

Donald H. Chapin 
Assistant Comptroller General 
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Discussion and Analysis of FhHA’s 
Operating Resulti 

This discussion and analysis presents information on FhHA'S operating 
costs and major assets for fiscal years 1987 through 1989. It is a narra- 
tive presentation of the results of an analytical review of financial data 
on FmHA'S farm and nonfarm programs. Important aspects of F~HA’S 
financial operations are discussed and relevant trends are pointed out. 

Background The Farmers Home Administration is a credit agency for agriculture and 
rural development within the U.S. Department of Agriculture (USDA). 
FIIIHA is a lender of last resort that provides loans and guarantees to 
those in rural America who are unable to obtain credit from other 
sources at reasonable rates and terms. F~HA held 7 percent of the out- 
standing U.S. farm debt in 1978. It increased to 16.6 percent at year-end 
1989. When the agency began in 1936, its original function was to make 
loans and grants to depression-stricken families that would help them 
regain self-sufficiency on family farms. In more recent years, the Con- 
gress has created additional programs to benefit families and communi- 
ties in rural areas. 

Most credit activity is conducted through 3 revolving funds, which, 
when consolidated with 16 other smaller funds, form FmHA's consoli- 
dated financial statements. The Agricultural Credit Insurance Fund pro- 
vides loans for farm ownership, operations, and emergencies. The Rural 
Housing Insurance Fund provides loans to low-income families to own, 
repair, or rent housing in rural areas. The Rural Development Insurance 
F’und provides loans for water, waste disposal, or other community 
facilities, as well as rural businesses. 

FIIIHA'S programs are administered in all 60 states and U.S. territories 
through 46 state offices, 264 district offices, and 1,904 county offices, 
plus the national office in Washington, DC., and the finance center in 
St. Louis, Missouri. Loans and guarantees are financed through borrow- 
ings from the U.S. Treasury and the Federal Financing Bank; from 
interest received and repayments of loans; and from congressional 
appropriations for reimbursement of interest subsidies, program admin- 
istration, and loan losses. 
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Mecussion and Analysfs of PmHA’r 
Operating ltesnlte 

F’mHA’s Losses 
Continued in Fiscal 
Year 1989 

F&IA will consistently operate at a loss. The majority of losses occur 
from two sources. First, as a lender of last resort, FMIA makes many 
loans which are not repaid. Second, FYIGU lends money to farmers and 
rural residents and enterprises at a lower rate than its cost of funds 
from the Treasury, resulting in a net interest expense to F~HA. Conse- 
quently, even if FKIHA borrowers repaid their loans on a timely basis, 
F~HA would still lose money because of the lowinterest rates it provides 
to borrowers. For example, in fiscal year 1989 FRIHA interest expenses 
exceeded interest income by about $6.8 billion. 

As shown in table I. 1, F~HA’S fiscal year 1989 operations suffered a net 
loss of $6.9 billion, a decrease from its fiscal year 1988 net loss of $13.8 
billion. The lower loss was due mainly to a $6.7 billion lower provision 
for loan losses and fewer losses on loan sales. Most of the fiscal year 
1989 loss is attributable to net interest expense. Approximately $18.6 
billion of F’mHA’S $76.6 billion debt to Treasury was used to cover F~HA’S 
losses for fiscal years 1987 through 1989. The interest on this amount 
was as much as 31 percent, or $1.8 billion of F~HA’S net interest expense 
of $6.8 billion, based on the average interest rate of 12.16 percent paid 
to Treasury. Interest will be paid on the $18.6 billion until FWU receives 
appropriations to reimburse it for the losses. These appropriations are 
typically received 2 years after the year in which the loss was 
sustained. 

Table 1.1: FmHA’a Net Loss on 
Operation8 for Fiscal Years 1987 
Through 1989 

Dollars in billions 

Operating component 
Net interest expense 
Provision for credit losses 
Loan asset sales losses 
Net administrative costs 
Total net loss on operations 

Fiscal year 
1987 1988 1989 
$6.3 $6.4 $5.8 
13.7 6.0 0.3 

1.9 1.1 0.1 
0.2 0.3 0.7 

$22.1 $13.8 $6.9 

Note: Because 1987 was the first fiscal year that FmHA’s financial statements were audited, the provi- 
sion for loan losses included a substantial adjustment for prior years. Hence, the 1987 reported losses 
are not representative. 

FmHA’s Loan As table I.2 shows, F~HA’S loan portfolio declined from $60.9 billion in 

Portfolio Is Declining 1987 to $64.6 billion in fiscal year 1989. The decline was primarily due 
to write-offs of uncollectible loans, loan asset sales, and a shift from 
direct FIIIHA loans to guarantees. In fiscal year 1989, F&U wrote off $2.8 
billion of loans, $1.3 billion of which were attributable to the loan 
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Dbcufdon and Analysis of FmHA’e 
Operating Itesulte 

restructuring permitted by the FAgricultural Credit Act of 1987. Pri- 
marily as a result of these loan write-offs, F~HA’S total loan portfolio 
decreased from $68.2 billion in fiscal year 1988 to $64.6 billion in fiscal 
year 1989. Similarly, FMU’S allowance for loan losses declined from 
$18.6 billion in fiscal year 1988 to $16.3 billion in fiscal year 1989 due 
primarily to write-offs. 

Table 1.2: FmHA’s Loan PorHolio for 
Fiscal Year8 1887 Through 1889 Dollars in billions 

Loan tv~e 
Fiscal year 

1987 1988 1989 
Farm 

Emergency $13.1 $11.8 $10.1 
Ownership 7.5 7.3 7.0 
Operations 6.3 5.7 4.9 
Other 0.6 0.7 0.5 
Subtotal farm loans 27.5 25.5 22.5 

Nonfarm 
Rural housing 26.4 27.0 27.8 
Rural development 7.0 5.7 4.2 
Subtotal nonfarm loans 33.4 32.7 32.0 

Total $60.9 $58.2 $54.5 

Farm Loans Have 
Declined 

As figure I.1 shows, farm loans amounted to $22.6 billion, 41 percent of 
F~HA’S total loan portfolio, as of September 30, 1989, down from $27.6 
billion, 46 percent, in fiscal year 1987. The decline in the farm loan port- 
folio was primarily due to write-offs and loan restructurings and a shift 
from direct FM-IA loans to guarantees. As of September 30, 1989, farm 
loan losses constituted 81 percent of FIIIHA'S total allowance for loan 
losses. 
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Figure 1.1: Farm Loanr and Allowance for 
Lo8ree for Fircai Year8 1887 Through 911 __ 
lg8S 
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Emergency Farm Loans 
Present High Risk 

As of September 30,1989, emergency loans constituted 46 percent of 
FMU’S total farm loan portfolio and represent a high risk that they will 
not be repaid. F’TMA has reserved 82 percent of the $10 billion of emer- 
gency loans outstanding at September 30,1989, as uncollectible. Emer- 
gency loans include disaster loans for losses of crops, livestock, supplies, 
or equipment and economic loans for hardships created by credit scar- 
city or cost price squeezes beyond the farmers’ control. Emergency loans 
are riskier than other F~HA farm loans because (1) they are made to help 
farmers recover from losses rather that generate new income and 
(2) they typically have insufficient collateral to recover the debt. In 
another report,’ we discussed the evolution of the emergency loan pro- 
gram, why its delinquency rate is so high, what alternatives are avail- 
able to reduce uncollectible debt, and what changes are needed to make 
the program function more effectively. 

1 Farmers Home Administration: Problems and Issues Facing the Emergency Loan Program (GAO/ 
88 4 November 30,1987). - t 
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Dbcmeion and Anaiyris of FmHA’e 
operatlngRosulta 

The amount of new emergency loans has been significantly reduced in 
the past 4 years as a result of legislative changes and FIWA actions 
which limited both the number of farmers who qualify for emergency 
loan assistance and the size of the loans provided. From fiscal years 
1986 through 1989, only $436 million in new emergency loans were 
added to the FMIA loan portfolio. 

Nonfarm Loans Rural housing and rural development loans totaled about $32 billion as 

Comprise Over Half of of Sleptember 30, 1989, and accounted for 69 percent of the total F~HA 
loan portfolio. This represents a modest decrease of $1.3 billion from 

the F’mHA Portfolio 1987 even though about $8.4 billion in loan assets were sold in fiscal 
years 1987 through 1989. These sales were necessary to achieve sales 
proceeds goals established by the Agricultural Credit Act of 1987, the 
Omnibus Budget Reconciliation Act of 1986, and the Continuing Appro- 
priations Act of 1987. 

As shown in figure 1.2, rural housing loans grew from $26.4 billion in 
fiscal year 1987 to $27.8 billion in fiscal year 1989, even though $3 bil- 
lion in housing loans were sold in fiscal year 1987. The allowance for 
housing loan losses has remained between 8 and 12 percent of the port- 
folio over the 3 years. 
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Figure 1.2: Rural Homing Loam and 
Allowance for Lower for Flrcal Year8 
1987 Through 1989 30 Dollrm In Mlllona 

1987 
Fiscal yean 

I 
1 1 Totalloanportfolio 

Allowanoa for losses 

The largest component of the rural housing loan portfolio is the single- 
family housing program, which has remained at approximately $19 bil- 
lion since fiscal year 1987. These loans are provided to low-income rural 
residents who cannot obtain credit elsewhere to repair or purchase 
affordable housing. They are generally repayable over 33 years at an 
interest rate which could be as low as 1 percent annually; however, the 
average interest rate of the rural housing portfolio as of September 30, 
1989, was 6.73 percent. 

The remaining rural housing loan portfolio consists primarily of the 
multi-family housing program, which amounted to $8.9 billion in out- 
standing loans as of September 30,1989, and accounted for the overall 
modest growth in the rural housing portfolio since fiscal year 1987. 
These loans finance rental units, cooperative housing, or related facili- 
ties to low-income and elderly people in rural communities of under 
10,000 population. They are generally repayable over 60 years and had 
an average annual interest rate of 2.16 percent as of September 30, 
1989. 
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Diacunsion and Analyeie of F’mHA’s 
operatIngIteIclulta 

As figure I.3 shows, rural development loans decreased from $6.9 billion 
in fiscal year 1987 to $4.2 billion in fiscal year 1989. The decline was 
primarily due to borrowers buying back $3.4 billion of their debt in 
fiscal years 1988 and 1989 as part of the loan asset sales program. The 
loan loss allowance constituted only 1.6 percent of MA’S total allow- 
ance for loan losses as of September 30,1989. 

Allowance for Lorser for Fircal Year8 
1997 Through 1999 fflkm In #Illono 

Flrcrl yum 

El Total loan portfolio 

Allowance for losses 

Rural development loans primarily consist of water and waste facility 
loans provided to rural associations for the development, replacement, 
or upgrading of water and waste facilities. Loans are also provided for 
community facilities and essential services in rural communities under 
20,000 population. Rural development loans are repayable in not more 
than 40 years and bear annual interest rates of 6 to 7 percent. 

Interest Subsidy *I 
FITIHA makes loans at interest rates below Treasury market rates and 
provides interest credits to single-family home borrowers, giving rise to 
interest subsidies. The subsidies are provided for through annual appro- 
priations over the life of the loans. Currently, I+IHA does not recognize 
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operatLngReoulta 

the present value of the future interest subsidy for these loans and its 
accounting system is unable to calculate loan discounts or to automati- 
cally compute related entries needed to account for the cost subsidy 
over the life of the loans. A loan-by-loan analysis would be required for 
such a determination. Consequently, the analyses included in this 
appendix do not show the effect of the interest subsidy. 

Using aggregate numbers, however, we estimate that the present value 
of the future interest subsidy, or unamortized discount, on FTMW’S loan 
portfolio amounted to about $14.2 billion as of September 30, 1989. 
FIMA disclosed about $8.7 billion of the interest subsidy in note 16. This 
amount is the interest differential between the below-cost interest rates 
granted to FmHA borrowers and the average Treasury market rate of 
interest at the time the loans are made, an estimate of F~HA’S net cost of 
borrowing funds over the life of the loans. The remaining $6.6 billion 
interest subsidy represents the estimated present value of interest 
credits provided annually to low-income, single-family home borrowers 
over the life of the mortgage. The annual interest credit on those mort- 
gages (about $0.8 billion in 1989) is considered an entitlement and, in 
accordance with Title 2, is reported as an annual expense in the finan- 
cial statements. 

The effect of disclosing the full amount of the interest subsidy in the 
financial statements would be to reduce FMHA’S loan portfolio and allow- 
ance for losses accounts as shown in table 1.3. 

Tsble 1.3: DiclClO8Ure oi Full Interest 
Subridy in FmHA’s FIrCal Year 1989 
Flnanclal Ststementr 

Dollars in billions 

FmHA portfolio 
Less interest subsidy 
Portfolio net of subsidv 

ime88 
Loans allowance Net loan8 

receivable for losses receivable 
$54.5 $15.3 $39.2 

14.2 6.1 8.1 
$40.3 $9.2 $31 .l 

The Federal Credit Reform Act of 1990 is intended to more accurately 
measure the costs of federal credit programs and to place these pro- 
grams on an equivalent budgetary basis with other federal spending. 
For credit granted in 1992 and beyond, the act requires that budget 
authority be available and outlays be recorded for the expected subsidy 
costs of all direct loans and loan guarantees when they are made. The 
budget is to reflect the combined effect of the interest subsidies and 
defaults for all of FIMA’S credit programs, including those which FMM 
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currently treats as entitlements but which can be considered interest 
credit subsidies. rmn~ will be required to develop its budget and 
accounting systems capability to comply with this legislation. 

FhHA Loan 
Guarantees Are 
Growing 

E~HA guarantees of loans made by private lenders have increased to 
$4.6 billion as of September 30,1989. Under the business and industry 
program legislated in 1972, commercial loans to individuals and corpo- 
rations are guaranteed up to 90 percent of the total loan. These loans 
are used to (1) finance development and improvements and (2) enhance 
employment in rural communities with a population of less than 60,000. 
In addition, MA began emphasizing guaranteed farm loans in fiscal 
year 1984 to help keep lending in the private sector, reduce budget out- 
lays, and better service a deteriorating direct loan portfolio. The Food 
Security Act of 1986 and subsequent appropriations supported MA'S 
shift to guaranteed farm loans. 

F~HA is contingently liable, as of September 30, 1989, for $4.6 billion of 
loan guarantees. As shown in figure 1.4, loan guarantees were $3.2 bil- 
lion as of September 30,1987, and the subsequent growth is partly 
related to the overall decline in the direct loan portfolio. Based on its 
past experience with defaults and losses, F~HA reserved $1.3 billion for 
losses on loan guarantees as of September 30,1989. 

Farm loan guarantees constituted 82 percent of total guarantees as of 
September 30,1989, up from 66 percent as of September 30,1987. Busi- 
ness and industrial loan guarantees accounted for the remaining 18 per- 
cent of the total guarantees as of September 30,1989, down from 34 
percent in 1987. 
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Figure 1.4: FmHA Loan Quarantees and 
Allowance for Losses for Flrcal Years _ 1987 Through 1989 5 
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inion Letter 

- ---___- 
United Slatelr 
General Accaunting OffIce 
Washington, D.C. 20548 

kcrounting and Financial 
Management Divinion 

B-226249 

To the Administrator 
Farmers Home Administration 

We have audited the accompanying consolidated statements of 
financial position of the Farmers Home Administration 
(FmHA), as of September 30, 1989 and 1988, and the related 
statements of operations and cash flows for the fiscal 
years then ended. These financial statements are the 
responsibility of FmHA's management. Our responsibility is 
to express an opinion on these financial statements based 
on our audits. In addition to this report on our audit of 
FmHA's fiscal year 1989 and 1988 financial statements, we 
are also reporting on FmHA's internal control structure and 
compliance with laws and regulations. 

We conducted our audits in accordance with generally 
accepted government auditing standards. Those standards 
require that we plan and perform the audits to obtain 
reasonable assurance about whether the financial statements 
are free of material misstatement. As described in the 
following paragraphs, however, the scope of our work was 
limited with respect to i?m~A's valuation of acquired 
property and its associated loss provision. 

Audits include examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial 
statements. Audits also include 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. 

Our opinion on FmHA's fiscal year 1988 financial statements 
(GAO/AFMD-90-37) was qualified because significant internal 
accounting control weaknesses in Xhe acquired property 
accounting system resulted in the reporting of inaccurate 
data. As a result, it was not feasible for us to determine 
the amount of adjustments, if any, to establish the correct 
net realizable value of FmHA's acquired property accounts 
and the associated provision for losses for fiscal year 
1988. 
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Our audit of the fiscal year 1989 financial statements 
disclosed that significant control weaknesses continued to 
exist in the Acquired Property Tracking System, allowing 
the reporting of inaccurate data. These inaccuracies 
remained uncorrected because reports produced by the system 
were not properly reconciled with detailed acquired 
property files at FmHA's field offices. FmHA has 
acknowledged the severity of problems in its acquired 
property accounting system. In its December 1989 Federal 
Managers' Financial Integrity Act letter to the President, 
USDA cited FmHA's acquired property accounting system as 
the financial system most in need of improvement in USDA. 
The letter specifically cited the need for FmHA to 
reconcile detailed property files with general ledger 
control accounts in order to provide accurate financial 
information. 

Accordingly, in the absence of an accounting system 
generating reliable financial data on acquired property 
operations, we determined that it was not practicable to 
perform, nor did we perform, sufficient alternative audit 
procedures to satisfy ourselves as to the net realizable 
value of F'mHA's acquired property and the associated 
provision for losses for fiscal year 1989. 

In our opinion, except for the effects of such adjustments, 
if any, that might have been necessary had we been able to 
perform the necessary auditing procedures to satisfy 
ourselves as to the value of acquired property and the 
associated provision for losses, the accompanying 
consolidated financial statements present fairly, in all 
material respects, the financial position of the Farmers 
Home Administration as of September 30, 1989 and 1988, the 
results of its operations, and its cash flows for the 
fiscal years then ended, in conformity with generally 
accepted accounting principles. 

BELOW MARKET INTEREST LOANS 

As discussed in note 16, FmHA makes loans at interest rates 
which are below Treasury market rates. Currently, FmHA 
does not recognize the full interest rate cost subsidy for 
these loans, as required by title 2, and FInHA's accounting 
system is unable to calculate loan discounts or to 
automatically compute related entries needed to account for 
the cost subsidy over the life of these loans. The effect 
on the financial statements of not recognizing these 
subsidies is estimated to be immaterial in relation to the 
statements taken as a whole. 

2 
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The recently enacted Federal Credit Reform Act of 1990 
(Public Law 101-508, section 13201) requires that funding 
for loan subsidy costs applicable to fiscal year 1992 and 
beyond be appropriated up front in the year in which such 
loans are authorized. Previously, any such subsidy was 
provided for through appropriations made annually over the 
life of the subsidized loans. FmHA will be required to 
develop its accounting system capability to comply with 
this legislation. 

Donald H. Chapin 
Assistant Comptroller General 

November 30, 1990 

B-226249 

3 
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Report on li3ternaIL Control Structure 

We have audited the consolidated financial statements of the Farmers 
Home Administration for the years ended September 30,1989 and 1988, 
and have issued our opinion thereon. This report pertains only to our 
consideration of M’S internal control structure for the year ended 
September 30,1989. Our report on the study and evaluation of the 
M’S system of internal accounting controls for the year ended Sep- 
tember 30,1988, is presented in GAO/AFMD-90-37, dated January 26, 1990. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. 

In planning and performing our audit of the consolidated financial state- 
ments of the Farmers Home Administration for the fiscal year ended 
September 30,1989, we considered its internal control structure in order 
to determine our auditing procedures for the purpose of expressing our 
opinion on the consolidated financial statements and not to provide 
assurance on the internal control structure. 

For purposes of this report, we have classified F~HA’S significant 
internal control structure policies and procedures into the following 
categories: 

l loans and grants (authorizing and disbursing loans, accruing interest on 
loans, and collecting loan repayments); 

l guaranteed loans (authorizing and disbursing payments, authorizing 
guarantees, and accruing interest and collecting repayments on 
defaulted guaranteed loans); 

l acquired property (acquiring properties through foreclosure, valuing the 
property, managing property inventories, and disposing of property 
through sales); 

l treasury (disbursing and collecting cash, reconciling cash balances, and 
managing debt); and 

. financial reporting (processing accounting entries and preparing F~HA’S 
annual financial statements). 

For all of the internal control structure categories listed above, we 
obtained an understanding of the design of the relevant policies and pro- 
cedures, determined whether they had been placed in operation, and 
assessed the associated control risk. We performed limited tests of con- 
trol procedures for all the categories. In addition, we performed audit 
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tests to substantiate account balances associated with each control cate- 
gory. Such tests can serve to identify weaknesses in the internal control 
structure. 

Management’s 
Responsibility for 
Internal Controls 

W’S management is responsible for establishing and maintaining an 
internal control structure. In fulfilling this responsibility, estimates and 
judgments by management are required to assess the expected benefits 
and related costs of internal control structure policies and procedures. 
The objectives of an internal control structure are to provide manage- 
ment with reasonable, but not absolute, assurance that assets are safe- 
guarded against loss from unauthorized use or disposition and that 
transactions are executed in accordance with management’s authoriza- 
tion and recorded properly to permit the preparation of financial state- 
ments in accordance with generally accepted accounting principles. 
Because of inherent limitations in any internal control structure, errors 
or irregularities may nevertheless occur and not be detected. Also, pro- 
jection of any evaluation of the structure to future periods is subject to 
the risk that procedures may become inadequate because of changes in 
conditions or that the effectiveness of the design and operation of poli- 
cies and procedures may deteriorate. 

FmHA’s Evaluation of FWU annually evaluates its system of internal accounting and adminis- 

Its Internal Controls trative controls and issues a report to the Secretary of Agriculture for 
inclusion in the Department of Agriculture’s annual report to the Con- 
gress required by the Federal Managers’ Financial Integrity Act (FMFIA). 
In its November 1989 FMFLA report covering fiscal year 1989, F~HA 
reported that its internal control system, taken as a whole, complied 
with the requirement to provide reasonable assurance that internal con- 
trol objectives were achieved. However, FmHA also reported that several 
material weaknesses existed. These weaknesses involved items such as 
inadequate control over management of acquired farm properties and 
incomplete implementation of OMB Circular A-129 requirements on credit 
management and debt collection (including salary offset, reporting to 
credit bureaus, and prescreening of all borrowers). 

The 1989 FMFIA report also contained F~HA’S annual assessment of its 
financial management system’s compliance with accounting principles, 
standards, and related requirements for federal agencies. F~HA has one 
overall accounting system comprised of 13 subsystems. In those subsys- 
tems, the assessment identified six areas which materially failed to con- 
form with accounting principles and standards. The six areas were 
scheduled for correction in 1990 and 1991. F~HA reported that, except 
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for the six areas noted, the accounting system taken as a whole gener- 
ally complied with accounting principles and standards. 

The scope of our audit did not include a review of m’s FMF~[A report. 
Accordingly, we are not attesting to the accuracy of MA'S conclusions 
with regard to its internal control structure or whether all significant 
internal control weaknesses were reported. However, in planning for our 
audit, we considered F~HA’S FMFIA reports, usm’s Office of Inspector 
General (OIG) reports on financial matters and internal accounting con- 
trols, and other GAO reports in determining the nature, timing, and 
extent of our audit procedures. We also considered the OMB report of 
federal high-risk areas, which included F~HA, issued in December 1989. 

Our consideration of the internal control structure would not necessarily 
disclose all matters in the internal control structure that might be mate- 
rial weaknesses. A material weakness is a reportable condition in which 
the design or operation of one or more of the specific internal control 
structure elements does not reduce to a relatively low level the risk that 
errors or irregularities in amounts that would be material in relation to 
the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing 
their assigned functions. 

Prior Corrective In our fiscal year 1988 report on internal accounting controls, we 

Actions Not Complete 
reported three conditions which adversely affected F~HA’S ability to 
record, process, and report financial data. Specifically, we found that 

l acquired property was improperly valued, and detailed property files 
were not reconciled with general ledger accounts; 

. instructions for estimating realistic collateral values and computing esti- 
mated losses in the loan classification system were not applied consis- 
tently and accurately by F~HA personnel, and detailed files at the field 
offices were not reconciled with the automated farm loan classification 
system detailed records; and 

. a sound methodology for determining property holding and disposition 
costs had not been developed. 

In its May 1990 response to our fiscal year 1988 report, F~HA agreed to 
initiate action to address these weaknesses. However, corrective actions 
had not yet been completed on any of the conditions discussed above by 
the end of our field work on November 30,199O. As a result, we could 
not assess the effectiveness of the corrective actions. 
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Control Weaknesses 
Persist in the Acquired 
Property Accounting 
System 

The results of our fiscal year 1989 examination disclosed that FM-IA 
experienced additional problems related to two of the conditions above. 
F&U was unable to reconcile reports produced by the acquired property 
system with detailed files at the field offices. In addition, a significant 
internal control weakness existed in the new farm loan classification 
system, because software did not contain edit checks to detect input 
errors. 

In our fiscal year 1988 report on internal accounting controls, we noted 
serious internal control weaknesses in the new Acquired Property 
Tracking System. Specifically, inaccuracies and data entry errors were 
not detected and corrected because of software design problems and 
because reports produced by the APTS were not reconciled with detailed 
acquired property records at m’s field offices as required by GAO’S 
Policy and Procedures Manual for Guidance of Federal Agencies, Title 2. 
F~HA agreed with our recommendation to design software parameter 
checks to detect the input of unreasonable property values and imple- 
mented appropriate system modifications in September 1989. To recon- 
cile the information in APTS with source documents maintained at the 
county offices, F~HA required all county offices to review and correct 
their records and to certify the accuracy of the inventory recorded in 
APTS as of July 21, 1989. 

The results of our tests of the APTS records disclosed that the agency’s 
reconciliation efforts had not been successful. Our examination of a sta- 
tistical sample of acquired properties located at 119 county offices 
revealed that property values were incorrectly reported in 43 percent of 
the cases reviewed. We provided a list of the properties to F~HA officials 
for corrective action. Examples included the following: 

The APTS report for a Mississippi county office contained a farm 
appraised in. 1983 at $7.3 million. Our review showed that the property 
was reappraised in May 1989 for $971,000. However, in the February 
1990 APTS report, this property was still recorded at $7.3 million. 
Three different county offices in Puerto Rico reported the same farm, 
valued at $640,000, as belonging to each of them. 
The value of a farm in Florida was reported at $411,600 based on a June 
1987 appraisal. Our review showed that this value was reduced in Feb- 
ruary 1989 to $176,000 when the property was reappraised; however, 
APTS still reported the earlier value on September 30, 1989. 
A farm in Oklahoma was reported at $164,000 based on a 1986 
appraisal, Our review showed that an updated appraisal conducted in 
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April 1989 reduced the market value to $43,000. However, APTS records 
at the F~HA Finance Office showed the property still being reported in 
API% at $164,000 as of June 1990. 

In its December 1989 FMFIA letter to the President, USDA cited E~HA’S 
acquired property accounting system as the financial system most in 
need of improvement in USDA. In July 1990, E~HA issued a letter to its 
county offices citing weaknesses noted during our fiscal year 1989 
review and requested every county supervisor to reconcile the acquired 
property files with the API% report and take corrective action to bring 
the acquired property accounting system into agreement with the 
detailed property files. Accordingly, we qualified our opinion on F~HA’S 
fiscal year 1989 consolidated financial statements due to the lack of reli- 
able financial data on acquired property operations. 

Poor Software Design In fiscal year 1988, F~HA implemented a loan classification system for 

Prohibits the Use of its farm loan portfolio to comply with generally accepted accounting 
principles (GAAP) and OMB requirements. This system is designed to clas- 

the New Farm Loan sify loans according to degree of risk and to estimate losses based on 

Classification System collateral shortfalls. The estimated loss information from the system is 
used as the primary basis for calculating the allowance for farm loan 
losses on the $22 billion farm loan portfolio reported in F&A’s financial 
statements. 

Our audit tests disclosed that poor software design allowed inaccurate 
loan loss estimates to be entered in the farm loan classification system 
and rendered the system unreliable for calculating the allowance for 
farm loan losses presented in the fiscal year 1989 financial statements. 
Overall, the system reported that estimated farm loan losses totaled 
over $68 billion-even though the loan portfolio was only about $22 bil- 
lion. The loan classification system did not include edit checks and input 
controls to ensure the acceptance of only valid and reasonable data. 
Errors in estimated loan losses reported by the system included the 
following: 

. A $60,002,000 loss on a borrower in Louisiana, even though the actual 
estimated loss was $600,020; 

. A $66,214,100, loss on a borrower in Minnesota, even though the actual 
estimated loss was $662,141; and 

. A $20,000,000 loss on a borrower in Utah, even though the actual esti- 
mated loss was $177,600. 
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GAAP require that automated or manual agency accounting systems con- 
tain sufficient internal controls to prevent, detect, and correct errors 
and irregularities which may occur. It also states that input controls 
should detect unauthorized, incomplete, duplicate, or otherwise erro- 
neous transactions and ensure they are controlled until corrected. As 
shown, the loan classification system lacked the input controls neces- 
sary to detect and correct input errors. Because transactions are cur- 
rently processed at M’S 2,000 field offices, it is especially critical that 
adequate internal controls be incorporated into all F~HA software. 

In June 1990, F~HA began implementing system design changes to 
improve internal controls in the loan classification system. Design 
changes included edit checks to compare the amount of estimated loss 
with the borrower’s total unpaid principal and interest outstanding and 
to reject the transaction as a discrepancy to be corrected and re-entered 
if the estimated loss was greater than the borrower’s total unpaid bal- 
ance. The target date for completion is June 1991. 

FRXHA developed an alternative methodology to calculate the allowance 
for farm loan losses in the fiscal year 1989 financial statements. This 
alternative methodology was to apply loss ratios to the fiscal year 1989 
farm loan portfolio based on data from the fiscal year 1988 loan classifi- 
cation system. Historical loss data and an analysis of current market 
factors were also considered in the alternative methodology. Using this 
methodology, FMA determined that its estimated allowance for losses on 
the farm loan portfolio should be decreased from $14.6 billion, for fiscal 
year 1988, to $12.4 billion for fiscal year 1989. This paralleled a 
decrease in the farm loan portfolio from $26.6 billion in 1988 to $22.6 
billion in 1989. 

Our evaluation of F~HA’S alternative methodology disclosed that it was 
reasonably accurate for establishing the 1989 allowance for farm loan 
losses because the farm loan portfolio did not change significantly 
between fiscal years 1988 and 1989. Accordingly, we did not qualify our 
opinion on M’S fiscal year 1989 consolidated financial statements for 
this item. 

Conclusions Although rmu~ implemented system modifications to detect unreason- 
able acquired property values, the agency is still unable to reconcile the 

” individual property files with the general ledger. As a result, we cannot 
be certain that data generated by APTS are reliable or that the acquired 
property accounts are fairly stated. Until APTS reports are reconciled 
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regularly, the acquired property accounting system is vulnerable to 
errors and fraudulent data manipulation. 

In fiscal year 1988, F~HA initiated the loan classification system in order 
to perform an annual risk assessment of its loan portfolio and to esti- 
mate loan losses based on collateral shortfalls. While the system is a 
major step toward meeting GAAP and OMB requirements, sufficient 
internal controls have not been built into the software design. As a 
result, the system reported estimated farm loan losses that were over- 
stated and could not be used for establishing the fiscal year 1989 allow- 
ance for losses on farm loans or for financial management purposes. 

Recommendations We recommend that the Secretary of Agriculture direct the Adminis- 
trator of the Farmers Home Administration to 

9 require accurate and timely reconciliation of the acquired property gen- 
eral ledger accounts with detailed acquired property files each fiscal 
yew 

. implement internal controls to detect and correct data entry errors in 
the farm loan classification system; and 

l reconcile estimated loss information from the loan classification system 
to the hardcopy files at the field offices to ensure that all previous data 
entry errors are corrected. 
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We have audited the consolidated financial statements of the Farmers 
Home Administration (F~HA) for the fiscal years ended September 30, 
1989 and 1988, and have issued our opinion thereon. This report per- 
tains only to our review of F~HA’S compliance with laws and regulations 
for the year ended September 30,1989. Our report on N’S compliance 
with laws and regulations for the year ended September 30, 1988, is 
presented in GAO~FMD!XW, dated January 26, 1990. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. 

The management of F~HA is responsible for compliance with laws and 
regulations applicable to FYIIHA. As part of obtaining reasonable assur- 
ance as to whether the consolidated financial statements are free of 
material misstatement, we selected and tested transactions and records 
to determine F~HA’S compliance with certain provisions of the following 
laws and regulations which, if not complied with, could have a material 
effect on F~HA’S consolidated financial statements. However, it should 
be noted that our objective was not to provide an opinion on the overall 
compliance with such provisions. 

We tested compliance with the 

l Agricultural Credit Act of 1987 (Public Law 100-233); 
l Anti-Deficiency Act (31 U.S.C. 1341, 1342, and 1612-1619); 
l Debt Collection Act of 1982 (31 U.S.C. 3711-3719) and related 

regulations; 
. Federal Managers’ Financial Integrity Act of 1982 (31 USC. 3612); 
. Prompt Payment Act (31 U.S.C. 3901-3906); 
l Omnibus Budget Reconciliation Act of 1986 (Public Law 99-609); and 
l other legislation and regulations concerning FIYIHA’S farm, housing, and 

community and business loans and grants. 

Because of the limited purpose for which our tests of compliance were 
made, the laws and regulations tested did not cover all legal require- 
ments with which F~HA has to comply. 
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The results of our tests for fiscal year 1989 indicate that, with respect to 
the items tested, FIIIHA complied in all material respects with those provi- 
sions of laws and regulations. With respect to transactions not tested, 
nothing came to our attention that caused us to believe that F&IA had 
not complied, in all material respects, with those provisions. 
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Financial Statements 

Conaolldated Statement8 of Flnanclal Porltlon 

As of septeder 30 
1909 

(Dollars In Thousan$9 

s 650.055 I 3.343.405 
ASSETS: 

Fund Balance with U.S. Treasury 

Accounts Receivable (Note 3) 
Net of Allowance for Losses of 

$10.278 in 1909 and $0.237 in 1900 

Interest Receivable (Notes 4 & 6) 
Net of Allowance for Losses of 

46,463 36,052 

S4.746.GGl In 1909 and $4.671.014 in 1900 

Loans Receivable (Notes 5 & 6) 
Net of Allowance for Losses of 

017.920 739,546 

$15.291,202 In 1909 and $10.473.501 In 1900 

Investments In Loan Sale Trust Assets (Note 7) 

Acquired Property (Note 8) 

Other Assets 

Total Assets 

39.209.316 

223,702 

694,601 

36,599 
------------ 
f 41.670,016 
. . . . ...1...1 

39.697.111 

233.275 

067.941 

33.009 

f 44.951.219 
..11.....11. 

LIABILITIES: 
Accounts Payable 
Accrued Interest Payable (Note 9) 
Intragovernmental Oebt (Note 9) 
Notes Payable - Investors (Note 9) 
Accrual for Estimated Losses on 

Guaranteed Loans (Note 10) 
Other Llabllltles 

Total Liabilities 

s 104.092 
3.368.057 

75.592.710 
136,519 

1.297.560 
86.033 

------------ 
00.506.907 

------------ 

s 90.539 
3.500.059 

00.154.210 
670.270 

1.270.507 
109.055 

------------ 
05.004.336 

----_-______ 

EQUITY: (Note 11) 
Unexpended Appropriations: 

Undelivered Orders 
Unobligated Balances 

Invested Capital 
Cumulative Results of Operatlons (Note 12) 

Total Equity 

Total Liabtllties I Equity 

471.737 
12.477 

1.159.290 
(40.551.675) 

--------_-__ 
(30.900.171) 

__________-_ 
f 41.676.816 
.1.......... 

493.916 
11,617 

1.140.012 
(42.507.462) 

(40.933.117) 
----w-m-mm-- 
s 44.951.219 
. ..m1......1 

The accaopanylng notes are an Integral part of these financial statements. 
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Consolidated Statements of Operations 

For Fiscal Years Ended Septaber 30 
1989 1988 

(Dollars in Thousands) 
INTEREST INCOXE: 

Interest on Loans (Note 4) 
Less Interest on Nonperforming Loans (Note 6) 

Intarest Iname 

INTEREST EXPENSE: 
Interest on Intragovernmental Debt (Note 9) 
Other Interest Expense (Note 9) 

Interest Expense 

L 3,388.143 
537,421 

___-_______- 
2.850.722 

__--________ 

8.539.205 
70.254 

__--___----- 
8.609.459 

------------ 

Nm INTEREST EXPENSE 

PROVISION FOR LOSSES ON: 
Loans (Note 6) 
Accrued Interest on Loans (Note 6) 
Acquired Property (Note B) 
Guaranteed Loans (Note 10) 

Total Provision for Losses 

(5.758.737) 
------------ 

122.913 
7.616 

103.081 
98.796 

_-_____--_-_ 
332.406 

------------ 

WET IWEREST EXPENSE MO PROVISIONFORL6SES 

OTHER INCONE: 
Incaae Attributable to Interest Credit Program (Note 4) 
Expended Approprlatlons 
Other Income 

Totol Other lecae 

OTRER EXPENSES: 
Loss on Sale of Loan Assets (Note 13) 
interest Credit Program Expense 
Grants and Contributions 
Personnel Compensation and Fringe Benefits 
Rents. Conunlcatlons. and Utilities 
Other Administrative Expenses 
Other Program ENpenSeS 
Prepayment Penalty on Intragovernmental Debt (Note 9) 

Total Other Expeosfis 

NRT LOSS PRON OPERATIONS 

(6.091.143) 
----_------_ 

1.425.277 
600.274 

82,101 
_--_________ 

2.107.652 
----_------_ 

83.341 
1.425.277 

380.236 
310.949 

40.931 
56.043 

246.382 
341.549 

---___-----_ 
2.884.708 

$ (6.868,199) 
=11.=1.-1111 

The accompanying notes are an integral part of these financial statements. 

s 3.570.579 
997.267 

_------_____ 
2.581.312 

-------_____ 

8.890.353 
96,935 

-------_____ 
8.987.288 

------------ 

(6.405.976) 
___----_____ 

5.090.231 
85.318 

205.392 
627,642 

_----------- 
6.008.583 

---------_-- 

(12.414.559) 
__-----___-- 

1.427.314 
589.225 

86.108 
--_-----____ 

2.102.647 

1.074,893 
1.427.314 

351.532 
303.905 

42.451 
51,650 

163.063 
79.508 

_-----mm-am* 
3.494.316 

_-----__---- 
$(13.806.228) 
s====m*====. 
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Conrolldated Statement8 of Carh Flowr 

IkCRE?bSE (D-E) IN CASH 

Cash Flows from Operating Activities: 
Interest Received 
Interest PoId 
Appropriations Rocelved (Noto 11) 
Appropriations Olsbursed 
Program Expenses 
Other (Net) 

Net cash used In operotlng ActlvltAer 

Cash Flows from Investing Activities: 
Collections on Loons 
Loans Mode 
Proceeds from loan Principal Asset Sales 
Proceeds fra Sale of Acquired Property 
Collections Recelvod on Behalf of Investors 
Payments Made to Investors 
Acquired Property Oirburremants 
Purchase of Loans 
Loss Settlamant of Guaranteed Loans (Note 10) 
Return of Investment - Loan Asset Sale Trust 

Iw Gosh Provided by Investing Actlvltla 

Cash Plow8 fron Financing Activities: 
Borrowings from U.S. Treasury (note 9) 
Payments on U.S. Treasury Borrowings (Note 9) 
Reimburswents for Losses (Notes 11 and 12) 
Borrowings from Federal Financing Bank (Note 9) 
Payments on Fadaral Flnonclng Bank Gorrwings (Note 9) 
Payoantr on Notes Poyable (Note 9) 
Revolving Fund Appropriations 

Net Cash Provided by FioaM~g Actlvitles 

Net hcreose @ecmose ) In cash 

Fund I*lancc with U.S. Treoaury. Geglnning of Vear 

Fund Ualance with U.S. Treasury. End of Veor 

For Fiscal rears Ended Septa&er 30 
1989 

(Dollars in Thousaniy 

S 2.423.718 
(8.818.512) 

588.565 
(601.933) 
(752,464) 

93.409 
_---------- 

(7.067.137) 

3.070.204 
(3.529.118) 
1.082.470 

95.159 
17.299 

(19.969) 
(55.612) 
(37,680) 
(79.815) 

9.946 
_--m----me-- 

553.905 

16.930,OOO 
(16.306.500) 

8.904.061 
1 .ooo.ooo 

(6.185.000) 
(533.759) 

11,000 
_____--_____ 

3.819.802 
___-________ 

(2.693.350) 
--__--_----- 

3.343.405 
_----------- 
f 650.055 
*m-1-1=1111- 

See Note 15 for Reconciliation of Net Loss to Net Cash Used in Operating Activities. 

The acconpanylng notes are an integral part of these financial statements. 

f 2.432.661 
(9.203.252) 

574.098 
(596,433) 
(383.656) 
224.433 

------------ 
(6.952.151) 

3JGO.200 
(3.493.511) 
1.053.975 

155.344 
30.838 

(74.550) 
(73.698) 

(262.015) 
(113,486) 

1,795 
-mm-me--w-_- 

604.892 

17,705.000 
(15.679.000) 

7.554.171 
0 

(6.513.000) 
(371.947) 

7.500 
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Note@ to Conrolldated Financial Statement8 

NOTE 1: ORGANIZATIOU AND PROGRAMS 

Entity and BaSlS of calso11dat1oll 

Farmers Hma Admlnistratlon (FmHA) is the credit agency for agriculture and rural development in 
the U.S. Department of Agriculture (USDA). In 1989. the Agency marked 54 years of financial and 
technical assistance to rural America. This service has been performed under the successive names 
of Resettlament Administration. Farm Security Administration. and Farmers Hew Administration. 

Yhen It began In 193.5. the Agency's original function was to make loans and grants to Depresslon- 
stricken families and help than regain self-sufficiency in making their living on family farms. 
For 54 years. FmMA has been concerned primarily with credit and counseling services that have 
supplemented resources of the private sector for building strong family farms. In 1969. fam 
credit still accounted for a significant portion of all resources administered by FmtiA. Of the 
$5.1 billion of loan and 9rant obligations Incurred by FMA in fiscal year 1989. $2.2 billion 
were for famer programs. 

During the last 2 decades. Congress created additional nonfat-m programs to benefit families and 
canulnlties In rural areas. These programs have helped to provide safe, modest housing; modern, 
sanitary water and sewer systems: essential comunity facilities: and job- and econany-lmostlng 
business and industry In rural areas. These are reflected In the current mission StOMent which 
directs F&4 to 'serve as a taaporary source of supervised credit and technlcal support for rural 
Anerlcans for Inproving their faming enterprises, housing conditions, connwnity facilities. and 
other business endeavors until they are able to qualify for private sector resources.' 

Over the years. FnHA has developed a credit systam that reaches the county level. The Agency has 
approximately 11.600 permanent full-time employees who serve rural America from 46 State Offices, 
264 District Offices, and 1.904 County Offices, plus the National Office In Uashlngton. DC.. and 
the Finance Office In St. Louis, Missouri. Service is provided In every rural county or parish in 
the 50 states, plus the Pacific Trust Territory, American Samoa, Guam, Puerto Rico. and the Virgin 
Islands. 

In fulfilling Its mission as a 'lender of last resort' in providing housing, credit, and 
agricultural assistance to people in rural areas. the Famers Hw Administration (FmHA) maintains 
11 general funds, 5 revolving funds, and 2 other funds. The majority of FmHA loans are made frm 
three revolving loan funds. The oldest is the Agricultural Credit Insurance Fund (ACIF). 
established when FWA began to make insured loans in the 1940’s. and now the fund frm which all 
fanser program loans are made. The Rural Housing Insurance fund (RHIF) was established with 
inauguration of Insured rural housing loans In 1965. The Rural Development Insurance Fund (RDIF). 
established under the Rural Development Act of 1972. took over from ACIF the Agency's lending for 
water. sewer, and other cuesunity facilities, and for buslness and industrial develowent. 

The consolidated financial stOtem@nts account for all funds for which FmHA is responsible and are 
presented on the accrual basis of accounting as required by the GAO Policy and Procedures Manual 
for Guidance of Federal Agencies (Title 2). 
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LendlngProgrms 

Insured LendIng ktivltles 

Farmers Hme Administration budgeted lendlng programs Include insured loans. The term 'insured' 
is defined as loans made directly frm the revolving funds. These insured loans are available as 
security for borrowings frm the Federal Financing Bank. Generally, an insured loan is made only 
if a borrower can not secure adequate credit frm other sources at reasonable rates and terms. 

Federal law provides for multiple servicing actions to assist financially troubled borrowers. The 
most significant of these actions include: 

Interest Credit Program: 
An interest credit agreement Is a contractual agreement between FrnHA and single family or rural 
rental housing borrowers to reduce the borrowers' effective interest rate to as low as 1 percent. 
Eliglblllty requirements for single family housing borrowers receiving Interest credit are 
reviewed annually. Rural rental housing borrowers receive IfWreSt credit for the life of the 
loon; however, amounts in excess of scheduled repayments may be due to FmHA based on tenants' 
lncme levels. Interest incme on reloted insured loans is accrued at the contractual rate on the 
prlnClpal amount outstanding (Note 4). 

Debt Set-Aslde Program: 
The debt set-aside program was lmolemented durlna fiscal Year 1985. This Progrom provldes for 
setting aside up to 25 percent of a farmer program borrower's total Indebtedness to a maximum of 
1200.000 for 5 years. During the set-aside period. no interest is accrued nor are principal 
payments required (Note 4). 

Rental Assistance Proaram: 
Federal law provides FmM the authority to provide rental assistance to eligible tenants occupying 
eligible rural rental housing. rural cooperative housing, and certain labor housing projects 
financed by FmHA. Rental assistance is the portion of the approved shelter cost (consists of 
basic or market rent plus utility allowance) paid by Fti to cmpensate for the drfference between 
the approved shelter cost and the monthly tenant contribution. Payments made under this program 
are reported on the Consolidated Statement of Operations as grants and contributions. 

Loon Deferrol Prow-am: 
The loan deferral progrom allows a delinquent borrower to postpone the payment of principal and 
Interest for up to 5 years. To qualify, o borrower must be unoble to pay essential living 
expenses or maintain the farm property and pay the debts, but must dasmnstrote the potential to 
begin debt parents when the deferral period ends. The borrower is not required to pay interest 
on the deferred interest. Instead. the deferred interest will be repaid in equal installments 
over the remaining term of the loan. The Interest rate at the end of the deferral will be the 
lesser of the current rate on a similar type new loan or the original rate on the loan. 

Debt Write-Down Program: 
The Agricultural Credit Act of 1987 oermlts FmHA to write-down farmer oroaram loans to the 
recovery value of the collateral if the borrower has a feasible plan to continue the farming 
operation. Loans can be written-down only if the restructured loan would result in recovery to 
the Government that would be equol to or greater than the aawnt recovered if the collateral wos 
involuntarily liquidated. Borrowers who participate in the debt write-down program must sign a 
shared appreciation agreemant entitling FmHA to share in the appreciation of the real estate 
securing the loan, thereby recapturing a portion of the debt write-down amount. The agreement 
allows FmHA to receive from 50 to 75 percent of the appreciation during the life of the IO-year 
agreement if, during the 10 years, the borrower sells or conveys the property, ceases farming 
operations. or pays the debt In full. At the end of the tenth year, the borrower must pay 
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50 percent of the appreciation on the property. The amount the borrower must repay cannot exceed 
the amount of write-dwn received. 

Net Recovery Buyout Proaram: 
If the borrower is unable to show repayment ability using the available servicing options 
including debt write-down. the borrower will be offered the option to satisfy his loan at the net 
recovery value of collateral. The recovery value, since it reflects liquidotion costs, will be 
less than the market value of the collateral. Borrowers qualifying for the option will be 
required to sign an equity recapture agreement. The agreement provides that, if the borrower 
sells the property which secured the loan within 2 years of the agreewent. FmliA will receive the 
difference between the net recovery value and the current market value. FmHA cannot recapture 
Mre than the debt written off. 

tioranteed LendIn Actlvltler 

In addition to the insured lending activities. FmHA has authority to guarantee loans. The term 
'guarantee* means 'to guarantee the payment of a loss on a loan originated. held. and Serviced by 
a prlvote flnanciol agency or other lender approved by the Secretary of Agriculture.' FmHA 
provides flnanciol assistance to borrowers by guaranteeing loans made by a federal or state 
chartered bank. savings and loan association, cooperative lending agency, or approved lending 
institution who perfom all loon servicing activities. Guaranteed loans are accounted for as 
contingent llablllties (Note 10). 

Generally, the guaranteed loan program allows FmHA to guarantee up to 90 percent of the money 
looned by a financial institution (lender) to borrowers In rural areas or who employs people in 
rural oreos. However, if a borrower participates in the interest rate buydown program. purchases 
property frm the acquired property inventory of the Farm Credit System. and receives a 5 percent 
Interest rate reduction frm the lender, FnHA is allowed to guarantee the loan up to 95 percent. 

The lender is required to Inform FmtiA on the loan status on December 31 ond June 30 (depending on 
the type of loan), unless the loan Is In default which requires awre frequent reporting. 

Most guaranteed loans may be sold in the secondary market by the lender to an Institution known as 
a holder. Although a portion of the loan is sold to o holder, all servicing responsibility 
remains with the lender. PWentS by the borrower ore forwarded on o pro rata basis to the 
holder. If the holder does not receive payments on the note within 60 days of an installment due 
date, the holder can damand that FmHA purchase the holder's share of the loan. When the loan is 
purchased, FeJiA assumes the rights of the holder and is entitled to the pro rata share of any 
payments made by the borrower to the lender. All guaronteed loans purchased by FnHA are treated 
as an asset (loons receivable) In its portfolio (Note 5). 

If the borrower defaults on the loan, the lender Is responsible for liquidating the collateral. 
After the proceeds of the Sale have been applied to the outstanding balances, FmliA is liable for 
losses under the terms of the guarantee (Notes 5. 6. and 10). 

Interest Rate Buydown Program: 
The Food Security Act of 1985 (Public Law 99-196) authorized FmHA to enter into an agreement with 
partlcipatlng guaranteed lenders to reduce the interest rate paid by guaranteed borrowers. In 
return, FMiA will make annual interest rote buydwn payments to the lender in on amount not to 
exceed 50 percent of the cost of reducing the Interest rote on the loan up to a maximum of two 
percentage points or, as provided In the Agricultural Credit Act of 1967, 2.5 percent points if 
the borrower purchases property frm the acquired property of the Farm Credit System and the 
lender provides a 5 percent interest rate reduction. The Food Security Act authorized 
$490.000,000 for this program to be available through September 30. 1968: however, the 
Agricultural Credit Act of I987 extended this authority through flsCO1 year 1993. For the fiscal 
years 1969 and 1966. $14.179.629 and $16.515.488. respectively, were obligated for this program. 
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kwrE 2x 81GBl1F1cAleT AccouwTIW POLICIES 

Loans and Allaaacefor Loan Lossas 

Loans are carried at the principal amount outstanding less an allowance to reflect their ultimate 
collectibility. The allowance for loan losses is based on historical data (writeoffs. loan 
settlement data. and acquired property data), an analysls of the agency's loan classification of 
borrower accounts, and an analysis of current market factors and conditions (to Include delinquent 
and rescheduled accounts). 

Accrual for Estlutad Lasses oa Eaarantaed Loans 

Anticipated losses on guaranteed loans are estimated based on historical data, current market 
conditions, and field office expectations of loan losses. This estimate is reported as an 
expense. and a corresponding accrual for estimated losses on guaranteed loans is reported as a 
liability on the Consolidated Statement of Financial Position. 

Interest Incme 

Interest income on loans is accrued at the contractual rate on the outstanding principal amount. 
The amount of interest income accruing to nonperforming loans (in excess of 90 days delinquent) is 
reported as an offset to interest incaae on the Consolidated Statement of Operations. This offset 
is not Included In the provision for losses on accrued interest on loans as reported on the 
Consolidated Statement of Operatlons: however. the offset is included as an adjustment to the 
allowance for loSEeS on interest receivable as reported on the Consolidated Statement of Financial 
Position. 

IKollc Recognltlon and RalWwwmentfor Losses 

All significant Intra-agency balances and transactions have been eliminated in the consolidation. 
Sources of funds for the three major revolving funds of FmtiA (Agricultural Credit Insurance Fund 
[ACIFI. Rural Housing Insurance Fund (RHIF). and Rural Development Insurance Fund [ROIFI) are 
provided by reimbursement for losses, borrowings fron the Federal Financing Bank (FFG). borrowings 
from Treasury, borrower loan repayments, and loan asset sales. Sources of funds for the Rural 
Development Loan Fund and Self-Help Housing Land Development Fund are provided solely through 
Congressional appropriations and borrower loan repayments. 

Loss RewJars~nt 

Reimbursement for 1oSSeS is provided by Congressional appropriations and is used to reimburse the 
three major revolving funds of FmhA for losses sustained in excess of reported income. The losses 
reimbursed include actual amounts written off and losses sustained on the sale of acquired 
property; however, adjustments in the allowance accounts to record estimated future losses are not 
included in the requests for reimbursement. Requests for reimbursement are submitted as part of 
the budgetary process. Appropriations to reimburse revolving fund losses are typically received 2 
years after the year in which the loss was sustained (Notes 11 and 12) and are recorded as an 
offset to cumulative results of operations. 

Expcndad Appmprlations 

Approprlatlons are provided by Congress on both an annual and multi-year basis to fund certain 
general funds and other expenses such as personnel coaipensatlon and fringe benefits, rents, 
canunications. utilities, other administrative expenses. and capital expenditures. The current 
budgetary process does not distinguish between capital and operating expenditures. For budgetary 
purposes, both are recognized as a use of budgetary resources as paid, however for financial 
reporting purposes under accrual accounting, operating expenses are recognized currently while 
expenditures for capital and other long-term assets are capitalized and are not recognized as 
expenses until they are consumed in Fmt!A's operations. Appropriations for general fund activities 
are recorded as a financing source when expended. Unexpended appropriations are recorded as 
equity of the U.S. Government (Note 11). 
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lkbt Restrmctmrimg lhmkr the Agricultural Credit Act of1987 

Under the provisions of the Agricultural Credit Act of 1987. FmtIA troubled debt restructuring 
options were expanded to include debt write-down as well as prior options to reschedule and/or 
reamrtize borrower loan accounts. After restructuring, interest accrues on the principal amount, 
and the restructured balances (interest and principal) are included in the FmHA financial 
statements. 

Title 2 of the WI's Policies and Procedures Nanual for Guidance of Federal Agencies provides 
that, for financial reporting purposes, a restructured loan be reduced to the estimated future 
cash receipts (including both Interest and principal) if the future receipts are expected to be 
less than the orlginally recorded receivable. The resulting restructured amount would be 
noninterest bearing for financial reporting purposes. If the future cash receipts are greater 
than the recorded receivable, the receivable is not adjusted and cash receipts in excess of the 
recorded receivable should be recognized as interest income. 

Uowever. Flea is required to maintain detailed loan accounting records consistent with the terms 
and conditions agreed upon with the borrower. In order to colnply with the financial reporting 
requirements discussed in the above paragraph, a separate loan accounting system would be 
required. Because developing such a system would be cost prohibitive. FmHA management is of the 
opinion that caltting Agency resources is not justifiable considering the limited benefits which 
could be realized and that the reporting of the troubled debt, as presented. does not have a 
material effect on the Agency's financial statements. Consequently, the Agency did not adopt the 
Title 2 standards for finCinCia1 reporting of troubled debt restructuring. 

Intro- tal Financial Activities 

The FM's consolidated financial statements are not intended to report the Agency's proportionate 
share of the Federal deficit or of public borrowings. including interest thereon. Financing for 
budget aDpmpriatlOn8 reported on the FmtlA's Consolidated Statement of Operations and Consolidated 
Statement of Cash Flows could derive from tax revenues or public borrowings or both; the ultimate 
source of this financing, whether from tax revenues or public borrowings. has not been 
specifically allocated to the FM. 

Iluring fiscal years 1989 and 1988. the majority of the FmiIA's employees participated in the 
contributory Civil Service Retirement System (CSRS) or Federal Employees Retirement System (FERS). 
to which F&IA made matching contributions. The FmUA does not, however. report CSRS and FERS 
assets, accumulated plan benefits, or unfunded liabilities. if any, applicable to its employees 
since this data is only reported in total by the Office of Personnel Nanagement. 

UmE 3: ACCOUNTS RECEIVABLE 

Accounts receivable is comprised primarily of receivables resulting from accrued rent on acquired 
property. aCCrued interest on judgments, and the recapture of interest credit. Of these, the lnost 
significant is the S24.160.303 recapture of interest credit receivable. This amount represents the 
amount of interest credit to be repaid to the Government and is determined after giving consideration 
to the amount of interest credit provided. the appreciation in property value. the method used to 
satisfy the loan, the period of time the loan was outstanding, and the amount of equity the borrower 
has in the prOperty When the loan iS satisfied. 
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MmE 4: 1@?P- 

The outstanding unpaid loan interest receivable and the related allowance for losses, by entity. as of 
September 30. 1989 and 1968. follow: 

September 30. 1989 September 30. 1988 
(Dollars in Thousands) (Collars in Thousands) 

AUF 

RHIF 

ROIF 

Other 

Total 

Loan Allowance Net 
Interest For Losses Interest 

Receivable 6) (Note Receivable 

$5.071.323 $4.336.656 $ 734.667 

225.251 186.892 38.359 

266,999 222.372 44,627 

1.226 961 267 
__-------- -------_-_ ---------- 
$5.564.801 $4.746.661 f 617.920 
1..*.11..* 11-1.111.1 -1.1-11-w. 

Loan Allowance Net 
Interest For Losses Interest 

Receivable (Note 6) Receivable 

$5.071.905 $4.470.154 f 601.751 

235.524 161.328 54.196 

301.165 218.559 62,626 

1,946 973 973 
---------- ----____-- ____------ 
$5.610.560 L4.671.014 f 739,546 
lljlllllll a*11111011 llllXllllP 

Interest incme on loans is accrued at the contractual rate on the outstanding principal amount. The 
interest incme recognized. consisting primarily of accrued loan interest. by entity. for the fiscal 
years 1969 and 1966 follows: 

1989 1986 
(Oollars in Thousands) 

Agricultural Credit Insurance Fund (AUF) 
Rural Housing Insurance Fund (RHIF) 
Rural Developlent Insurance Fund (RDIF) 
All Other Entities 

Interest on Loans 
Less Interest on Nonperforming Loans 

Net Interest Incme 

$1.751.316 
1.352.936 

283.689 
196 

_____----- 
3.366.143 

537.421 
__-------- 
$2.650.722 
w.sss*.1.1 

$1.906.753 
1.305.765 

365.321 
720 

_--_------ 
3.578.579 

997,267 

$2.561.312 
==I.IILIII 

As of September 30. 1969. approximately 12.900 borrouers were participants in the debt set-aside 
program with almost S540.060.000 of principal being set aside. Interest rates on the majority of the 
related loans ranged from 4.5 to 13.5 percent; however. interest Incme is not accrued on the set-aside 
balances. 

Interest income for RHIF does not include $1.425.277.242 of interest credit provided to single family 
housing and rural rental housing borrowers; however. the amount is recognized as other incme and the 
related interest credit program expense is reported in other expenses. The unpaid principal balance of 
loans receiving interest credit is approximately $19.7 billion. 

The unpaid principal balance of nonperfoming loans (in excess of 90 days delinquent) is approximately 
$13 billion. Although Interest on these accounts continues to be accrued. this interest iS not 
included in the net interest inCMe repOrted on the Consolidated Statement of Operations. 
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The unpaid principal balances and the related allowance for losses by entity and major loan program as 
of September 30. 1989 and 1988. follow 

Septenber 30. 1989 September 30. 1988 
(Dollars In Thousands) (Dollars in Thousands) 

Allowance 
for 

Losses on Net 
Unpaid Principal Unpaid 

Principal (Note 6) Principal 
Aaricultural Credit 
Insurance Fund 
Fara Cwnershlp 
Operating 
Emergency 
Economic Emergency 
Other 
Guaranteed loans 

purchased fron 
holders 

Unpaid 
Principal 

Allovance 
for 

Losses on Net 
Principal Unpaid 

(Rote 6) Principal 

t 6.981.601 $ 2.347.031 $ 4.634.570 f 7.304.333 f 2.629.309 f 4.675.024 
4.870.640 1.749.395 3.129.245 5.729.855 2.409.106 3.320.749 
7.064.431 5.717.796 1.366.635 6.419.073 6.585.509 1.633.564 
2.955.771 2.530.249 425.522 3.419.262 2.042.750 576,512 

523.744 15.190 506.554 564.036 28.095 535.941 

28,271 14,135 14.136 
-_________- ___________ ___________ 

22.452.456 12.373.796 10.078.662 
___-------- ________--- ______----- 

29.742 14.871 14.671 
----------- ----------- ________--- 

25.466.301 14.509.640 10.956.661 
----------- ---___----- ______----- 

Rural Housing 
Insurance Fund 
Rural Housing 
Labor Housing 
Rural Rental Housing 
Rural Housing Site 
Guaranteed loans 

purchased fron 
holders 

16.751 A56 2.324.457 16.427.401 16.560.191 3.116.259 15.441.932 
140.778 20.126 120.652 137.566 19.667 117.899 

6.914.216 336.093 0.570.123 8.347.437 64.300 0.203.137 
959 1 958 566 1 565 

1.396 698 698 
----------- _---------- ________-__ 
27.809.207 2.661.375 25.127.832 

_____------ ____________ _____-----_ 

1.641 821 820 
----------- ----------- ----------- 

27.047.401 3.203.046 23.644.353 
-----__---- -______--_- ----------- 

Rural Developent 
Insurance Fund 
Yater & Uaste 
Canunity Facilities 
Business P Industrial 
Guaranteed loans 

purchased fron 
holders 

2.890.673 21.267 2.869.406 4.072.137 465,434 3.606.703 
879.081 1.262 877,619 1.025.371 47.310 978,061 

20.216 1.336 16.860 36,914 862 36.052 

408.861 206.367 
_---------- _____-----_ 

4.198.831 230.232 

202.494 
_______--__ 

3.968.599 

404.997 
----------- 

5.619.419 
----------- 

37.491 
---__---_-- 
$58.170.612 

242.499 242.498 
--_____---- ----------- 

756.105 4.863.314 

40.022 5,799 
_---------- _---------- 
$54.500.516 $15.291.202 

34,223 
__-------__ 
$39.209.316 

4,708 32.763 

139.697.111 

All Other Entities 

Jl6.473,501 Total F&!A 

FmHA had unliquidated loan and grant obligations of $4.668.962.778 and $4.845.631.423 as of 
Septenber 30. 1989 and 1966. respectively. 
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The Pollwin schedule pmvldes the loan principal repayRnts based on borrwers' repoylen t schedules. 

Loan princiPa1 Repayments 6y Fiscal Year 
(Dollars in Thousands) 

Principal 
Fiscal Years Repaywnts 

1990 $4.994.543 

1991 1.774.204 

1992 1.650.384 

1993 1.543.076 

1994 1.494807 

1995-1999 7.504.853 

2000-2004 7.221.359 

2005-2009 7.031.435 

2010-2014 7.393.773 

Over 2014 13.453.556 

Subtotal 

Guaranteed loans purchased 
fron holders 

Total loans receivable 

J54.061.990 

436.528 
----------- 
f54.500.518 
1N11111S11 

l NOTE: The FV 1990 principal repaywnts include approximtely $2.3 billion of fully matured 
loans which are due and payable. 
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In fiscA1 yrar 1988 FWiA began the implrmtatlon of a loan classification system. As of Septenbar 30. 
1989. approrlutely 83 percent of the portfolio including fawr. single family housing, and cameunity 
progrAm loans wAs classified. The -loan clarriflcation system, required by CUB Circular A-129. provides 
the Agency additional data to assist in assessing the credit risk of the portfolio. OAiB Circular A-129 
provides that Federal agencies annually perfons a risk assessment of their portfolio and assign risk 
ratings. The risk ratings Are bawd on the borrower's financial position, payment history, collateral 
or security valua, as well as other relevant information. 

The procedures followAd in estimating losses for fiscal year 1989 included: 

--ThA AllOwAtICA for loan losses is bASAd on historical data (COnSlSting of WriteoffS. loan 
SAttlAdAant data, And ACqUirad property losses), an analysis of the loan ClAssiflcation of borrower 
accounts, And an analySlS of current market CActors and conditions (to include delinquent, 
rerchaduled. and collection-only Accounts). 

--The al lWanCA for lOSSAS on ACCrUAd interest rACelVable If based on historical datA (cumulative 
writeoffs of inttrtrt rtctivablt), an Analysis of the loan ClassificAtion of borrower Accounts, 
and an analysis of recent delinquency data. The latter analysis prOvldAS for A 100 percent 
AlloYanCA for loss on the interest rtceivable on loans delinquent OVA* 90 dAyt. 

The other adjustmants In Allowance for 1OAn losses for 1988 include an estimated $498 million loss on 
the anticipated f iSCA1 year 1989 rala of colllunity prcqran loan assets. The $498 million estimated 
loss WAS not reported in the PrOvISiOn for Losses on Loans but was included In the Loss on Sale of LoAn 
Assets in the Consolidattd StatAment of Operations. The fiSCA1 year 1989 adjustment represents $498 
nlllion of discount (relating to tht aCCruAd 1988 AStimAtAd loss) provided to Camsunity program 
borrowers who participated in tht Asset sAlt. Additional information regarding the 1989 and 1966 loan 
asset sales Is provldAd in Nott 13. 

The other adjustments In Allowanca for interest losses represent Interest on Nonperforming Loans as 
reported in the Conrolidattd Statement of Operations. 

The provlrlon and other adjustments In the allowance for losses for the fiscal years 19B9 and 1980 
follow; 

Allowance for 
Allowance for Loan Losses Interest Losses 

1989 1986 1989 1968 
(Oollars in Thousands) (Dollars In Thousands) 

Beginning Balance s 18.473.501 L 14.664.348 f 4.871.014 S 4.279.752 
Receivables Urltten Off, Net (2.807.212) (1.779.078) (6699.170) (491.323) 
Provision for Losses 122.913 5.090.231 7.616 85.318 
Other Adjustments In Allaanct for Losses (49B.000) 498.000 537.421 997,267 

------_----- --_-e--mm--- .----------- -~~~~--~~~-_ 
EndlnQ Balance s 15.291,202 I 18.473.501 L 4.746.881 S 4.871.014 

. . . . ..~..l.. 1.11.1.11.1. . . . . . . ..m... .m.......... 

FmHA experlencAd a significant increase In loan writeoffs during fiscal year 1989 compared to fiscal 
year 1988 ($2.6 and $1.8 billion. respectively). Of the $2.8 billion fiscal year 1969 writtoffs. $1.3 
billion is Attributable to the loan restructuring pemittAd with the passage of the Agricultural Credit 
Act of 1987 (note 1, Debt UritA-Down And Net Rtcovtry Buyout Programs). ApproximAttly 3.800 borrowers 
with unpaid principal bAlanCAS of nearly $1.1 billion received debt write-down of almost $611 million. 
Additionally, Almost 4.000 borrowers were eligible for thA Net Recovery Buyout Program. Writeoffs of 
nearly $710 million were rtcorded for these borrowers. 
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In rtcoQnitlon of tht diversity of the F&A portfolio, thA follwlng schadults providt the provision 
and other adjustmnts made to the AlloUAnce for 10sAtr by entity for f iSCA1 year 1989: 

Allowance for Loan Losses 
(Dollars in Thousands) 

ACIF 

BHIF 

ROIF 

All 
Others 

Total 

BegInning 
Balance 

October 1. 
1988 

$14,5OQ.640 

3.203.048 

756.105 

4.708 
. . . . . . . . . . . . . . 

flB.473.501 
.1...1.m...... 

Loans 
Written 

Off. 
Net 

f(2.559.625) 

(162.853) 

(84.397) 

(337) 
. . . . . . . . . . . . . . . 

t(2.B07.212) 
. . . . . . ..1..1... 

Provision 
and Other 

Adjustments 
In Allowance 
for Losses 

s 423.781 

(3SB.B20) 

(441.476) 

1.428 
-.-_----.----- 

J (375,087) 
~.....1....1.. 

Ending Balance 
September 30. 

1989 

$12.373.796 

2.681.375 

230.232 

5.799 
-------.----..- 

$15.291.202 
.1...11...11... 

Allowance for Intarert Losses 
(Dollars In Thousands) 

Beginning Interest 
Balance BACtiVAblA 

October 1. Yritten Off, 
1988 Net 

ACIF s 4.470.153 

AHIF 181.328 

RDIF 218.559 

All 
Others 974 

. . . . . . . . ...".. 
Total f 4.871.014 

$ (614.416) 

(10.019) 

(44,635) 

W) 
t (669.170) 

.1........1...1 

Provision 
and Other 

Adjustments 
In Allwance 
for Losses 

$ 480.919 

15,583 

40.440 

07 
--.__--.___--_ 

t 545.037 
. . ..1.....*... 

Ending Balance 
September 30. 

1989 

f 4.336.656 

186.892 

222,372 

961 
-.--.-..-...... 

S 4.746.881 
1.*1*.......... 

Uith consideration to the stste of the agricultural economy and its effect on rural houSinQ and farm 
property values, FmHA manaQemAnt Is of the opinion that the Allowance for losses at September 30, 1989. 
is adequate to absorb future 1OSSeS inherent In the portfolio at that dAte. However. considerable 
uncertalntier continue to ramain over the agricultural environmant. The losses which will ultimately 
be reAli2ad on the loan portfOliO are dependent upon the impact of future comvodlty prices, production 
costs, land and housing vsluer. and Government agricultural and economic policy. 
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NOTE 7: INVESTMENTS IN WAN SALETRUSTASSETS 

In fiscal year 1987. FWlA conducted loan Asset sales as required in the (knnibus Budget RtconciliAtlon 
Act of 1986 (Public Law 99.509). As A result of these sAles, the Rural Development Insursnce Fund 
(RDIF) maintains an investment in the.Comsunity Program Loan Trust. 1967A. This investment, reported 
at its appraised value of f33.614.4Q6. represents A Class C residual Security in the Trust and entitles 
the holder to residual cash flows resulting from loan repayments not required to pay trust Security 
holders or to fund required reserves. 

The Rural Housing Insurance Fund (RHIF) maintains an investment In the Rural Housing Trust, 1987.1. 
This investment represents CRASS B securities VAlUAd at 5169.167.344 (1987 appraised value of 
$160,000,000 less return of investment received dUrinQ flscA1 years 1989 and 1966 of $9.493.193 And 
$1.339.463. respectively) and Class C residual securities vAluAd at S2l.OOO.000. 

FnHA intends to retain the RDIF and RliIF Class C investments at least until a sufficient track record 
has been eStAbliShed to allow their true value to be determined. Fti intends to sell the RHIF Class 6 
investment during fiscal year 1990. Based on estimates of the Class 6 investment's future value. it is 
anticipated that fMA will receive sale proceeds in excess of its recorded value. 

NOTE 8: ACQUIRED PROPERTY 

Acquired property Is reported at net realizable value (estimated market value less cost of 
disposition). Property Is acquired by the F&A revolving funds largely through foreclosure and 
voluntary ConveyAnce. The properties consist primarily of 4.261 fArm properties (total acreage of 
approximately 1.4 million) and 9.111 rural single fAmily dwellings which are held by the revolving 
funds for resale. The revolving funds are Allowed to least certain properties to eligible individuals 
for a period not to exceed 1 year. Fiscal years 1969 and 1988 lease and rental income of $12.272.826 
and 110.769.632. respectively. is reported as other incmne on the Consolidated Statement of Operations. 

The 1967 Agricultural Credit Act provides borrower rights regarding the sale of acquired farm 
propertles. In order to protect these rights, restrictions were imposed on the sale of acquired farm 
properties. 

The flnanclal audits conducted by GAO for the fiscal years 1966 and 1987 cited internal control 
weaknesses concerning the valuatlon of Acquired property and the reconciliation of the property 
accounting records. Due to Accounting system limitations In recording gains or losses realized at the 
time property is acquired through voluntary conveyance, Fe&LA developed procedures to properly report 
these losses as loan losses. These procedures estimated the losses incurred frcei property acquired 
through voluntary conveyance and included these losses in the loan receivable WritAoffS. These 
weaknesses will continue to exist and related corrective procedures will remain In effect until 
reViSlOnS Are fully implemented to the acquired property system. These revisions are included in a 
mAjor systems Alteration currently in process. 
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wm!E 9: LoMhTmn BoRRowI#G8 

The Secretary of Agriculture is authorized by law to 'make and issue notes to the Secretary of the 
Treasury for the purpose of obtaining funds necessary for discharging obligations and for making loans, 
advances, and authorized expenditures out.of the Insurance Funds.' This authority is exercised in the 
event that cash in the Insurance funds is insufficient to covar Congressionally approved loan program 
authority or other liablllties incurred by the funds In malntalning related loan portfolios. 

Borrowings from the Federal Financing Bank and private Investors are in the foru of Certlflcates of 
Beneficial Ownership. Certificates of Beneficial Ownership outstanding with the Federal Flnancing Bank 
arc secured by unpaid loan principal balances. cash, and the Agency's authority to borrow. 
Certificates of Beneficial (knershlp outstanding with private Investors are secured by unpaid loan 
principal balances. The long-tenr borrowings of FsM as of September 30. 1999 and 1999. follow: 

Long-Term Borrowings 
(Dollars in Thousands) 

Federal Financlng bank 
U.S. Oepartment of Treasury 
Private Investors 

Total Borroulngs 

1989 1988 

s 53.311.000 s 58,496.OOO 
22.2B1.718 21.658.218 

136.519 670.27% 
------------ ------------ 
I 75.729.237 t 80.824.496 
. . . . . . . . . . . . .lx..l.*I.-. 

As of September 30. 1969, about 59 percent of the FmHA~s long-term debt is payable over the next 5 
years as Indicated below: 

Fiscal 
Years of 

Maturities 

1989 
1990 
1991 
1992 
1993 
1994 

1995 - 2006 

Outstanding 
Amount Due Borrouings 

(Dollars in Thousands) 

t ?5.729,237 
I 14.767.029 60.962.200 

11.793.461 49.16%.?4? 
5.793.051 43,3?5.696 
4.421.708 30.953.988 
7.000.203 31.953.705 

---------------_ 
43.775.452 

Weighted 
Average 

Rate 

11.54% 
11.93% 
12.26% 
12.04% 
12.15% 
12.22% 

0 12.22% 
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Supplemental information associated with fiscal years 1989 and 1969 long-term borrowings follows: 

Intragovernmental Oebt: 
U.S. Treasury 
Federal Financing Bank 

Subtotal 

Private Investors 

Other 

TOTAL 

Intragovernmental Debt: 
U.S. Treasury 
Federal Financing Bank 

Subtotal 

Private Investors 

Other 

TOTAL 

Accrued Interest Payable 
(Dollars in Thousands) 

1989 

I 786.100 
2.547.292 

------------ 
3.333.392 

8,027 

26.638 

1988 

f 706.981 
2.029.543 

------------ 
3.536.524 

37.703 

6,552 

J 3.368.057 
. . . . . . . . . . . . 

Interest Expense 
(Collars in Thousands) 

1989 

S 1.310.655 
7.228.550 

s 3.500.859 
. . ..E......... 

1988 

$ 1.211.362 
7.678.991 

8.539.205 8.890.353 

31.164 68.851 

39.090 28.084 

S 8.609.459 J 8.987.288 
. . . . ..I..... 

Ourlng July 1974. FmHA began selling Certificates of Beneficial Ownership (CEO) to the Federal 
Financing Bank (FFB) as a primary means of program financing. The CBO interest rate is based on 
Treasury's cost of aviney plus l/8 of 1 percent to cover FFB's administrative expenses. The interest 
rates on FFB CBO'S outstanding as of September 30. 1989. range from 7.324 percent to 16.516 percent. 

During fiscal years 1989 and 1989. FlnHA was required to pay a prepayment penalty on the early 
retirement of FFB CBO's. The agreement between IMA and FFB provides that redemption of CBO's may 
occur at any time: however, the payment made shall be of an amount 'which will result in a yield for 
the period frcvn the date of repurchase to the maturity date of such CEO equal to the U.S. Treasury new 
issue rate for a security with a maturity and payment schedule comparable to the remaining maturity and 
payment schedule of such CEO.' The application of this provision of the agreement resulted in a 
penalty For fiscal year 1999 and 1999 of S341.548.BlB and $?9,50?.592. respectively. 
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WOTE 10: JKXRUAL FOR ESTIMATED WSSES OH GUARAWTEED LOANS 

FmHA guaranteed loans are authorized through the Agricultural Credit Insurance Fund (ACIF), the Rural 
Housing Insurance Fund (GHIF). and the Rural Development Insurance Fund (RDIF). The total outstanding 
guaranteed loan principal on September 30. 1999. was $5.297.314.422 of which FMA had guaranteed 
14.529.039.519. The period of guarantee provided by FmHA may extend 40 years depending on loan purpose. 

The guaranteed unpaid principal balance by entity as of September 30. 1989 and 1988. follows: 

Guaranteed Unpaid Principal Balance 
1989 1988 

(Dollars in Thousands) 

ACIF 
RHIF 
RDIF 

Total 

f 3.691.778 f 3.618.477 
15.413 17.306 

821.849 965.062 
_-w---mm--- ----------- 
f 4.529.040 f 4.600.845 
. . . . . . . . . . . . . . . . . . . . . . 

Conditional convnitments to make guaranteed loans have been established in the amount of $345.646.658. 

Anticipated losses on guaranteed loans are estimated based on historical data, current market 
conditions, and field office expectations of loan losses. In fiscal year 1988. FmHA used comparable 
insured program allowance for losses mathodology to determine the accrual for estimated losses in the 
guaranteed farmer program portfolio of ACIF because adequate historical loss data was unavailable. 
However. in fiscal year 1999. FnHA implemented procedures to assess tha potential loss based upon 
historical ACIF guaranteed loan loss experience. Consequently, the 1989 provision for losses on 
guaranteed loans includes both the current provision and an adjustment to prior years' prOvlSlons. 
Additionally. the prior years' effects on Government equity could not be separately determined. This 
estimate is reported as an expense. and a corresponding accrual for estimated losses on guaranteed 
loans is reported as a liability on the Consolidated Statement of Financial Position. 

The adjustments in the accrual for estimated losses (also see Note 6) as of September 30, 1989 and 
1988. in thousands of dollars, follow: 

Beginning 
Balance 

October 1. 
1988 

LOSS 
Settlement 

Adjustments 
to Accrual 

for Estimated 
Losses 

Ending 
Balance 

September 30. 
1989 

ACIF $1.168,444 $ (56,467) f 92.727 $1,204.?04 
AHIF 233 (124) 195 304 
ROIF 109.910 (23,224) 5.074 92.560 

_----mm------ -------------- __-__-------- ------------- 
TOTAL Ll.270.507 s (79.815) . I 90.796 51.297.56B 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Beginning 
Balance 

October 1, 
1987 

LOSS 
Settlement 

Adjustments 
to Accrual 

for Estimated 
Losses 

Ending 
Balance 

September 30. 
1988 

ACIF 
BHIF 
RDIF 

TOTAL 

s 644,338 f (82.057) I 606.163 $1.168,444 
271 (404) 366 233 

119,822 (31.025) 21,113 109.910 
------------- _---__________ __-__---_---- ------------- 

$ 764,431 $ (113.486) f 627.642 11.278.587 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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WvrE 11: JsQrJI!rY 

Unexpended Approorlations 
Unexpended Appropriations include the undelivered orders and unobligated balances of the FnHA general 
funds which receive Congressional.approprlations through the budgetary process. 

As appropriated funds incur obligations, the obligated amount is recorded AS an undelivered order and 
shown as an equity Itam on the Consolldatad Statement of Financial Position. Undelivered orders are 
relieved by either an expenditure or an obligation cancellation. Appropriated funds which are not 
obligated are shown as the unobligated amount of the Unexpended Appropriations on the Consolidated 
Statement of Financial Position. At the end of the fiscal year, certain multi-year appropriations 
which have unobligated balances remain avallable to FmhA for obligation In future periods. Unobli9ated 
appropriations returned to the U.S. Treasury may be made available for restoration to Ffl subject to 
administrative determination. 

The following sumsarizes the activity for the appropriations and the Unexpended Appropriations balances 
of the approprlAtad funds for the 1989 and 1988 fiscal years in thousands of dollars; 

Beginning Balances, 
October 1. 1988 

Fiscal Vear Activity: 
Appropriations Received 
Obligations Incurred 
Obligations Cancelled 
Accrued Expenditures 
Reimbursaments 
Balances Returned 

to U.S. Treasury 

Ending Balances, 
September 30. 1989 

Beginning Balances, 
October 1. 1987 

Fiscal Year Activity; 
Appropriations Received 
Obligations Incurred 
ObligAtiOnS Cancelled 
Accrued Expenditures 
Reimbursements 
Balances Returned 

to U.S. Treasury 

Ending Balances, 
Septamber 30. 1988 

&propriations 

588.565 

------------ 

$566.565 
*........... 

$574.098 

-_____--____ 

$574.098 

Undelivered 
Orders 

$493.916 

591.733 
(10.725) 

(601.654) 
(1.533) 

$525.036 

577.653 
(14.570) 

(592.730) 
(1,473) 

------------ 

$493.916 

Unobligated 
Balances 

$ 11.617 

588.565 
(591.733) 

10,725 

1.533 

(8.230) 
------------ 

S 12.477 
. . . . . . . . . . . . 

s 11.839 

574.098 
(577,653) 

14.570 

1.473 

(12,710) 
_____----___ 

S 11,617 
. . . . . . . . . . . . 
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Invested Capital 
Invested Capital represents: amounts appropriated by Congress to coimnence operations of the revolving 
funds: amounts appropriated to increase the working capital of revolving funds which do not receive 
reimbursement for loSEeS (Note 2): donations or nonreciprocal transfer of assets from other agencies: 
the results of operations frown the transferred assets;.and the Government's net investment in FmHA's 
property and equipment. 

The following is a sukvnary of the activity in Invested Capital for the 1989 and 1988 fiscal years: 

Invested Capital 
1989 1988 
(Dollars in Thousands) 

Beginnlng Balance s 1.148,812 s 1.142.489 

Fiscal Year Activity: 
Appropriated Increase to Working Capital 11.000 7.500 
Capital Expenditures 2.913 3.505 
Depreciation (1.976) (3.776) 
Book Value of Disposed Equipment (1.956) (1.082) 
Nonreciprocal Transfer of Loan Assets from Other Agencies 1.190 573 
Loan Repayments Returned to U.S. Treasury (768) (385) 
Results of Operations fro? the Transferred Loan Assets 75 (12) 

_________-_ --____--___ 
Ending Balance s 1.159.290 5 1.14B.812 

1111.1.11m. . ..1...**.. 
Cumulative Results of Operations 
The Cumulative Results of Operations is the net result of operations from the revolving funds since 
their inception and the amounts reimbursed due to realized losses (Note 12). The following is a 
summary of the 1989 and 1968 fiscal years' activity for the Cumulative Results of Operations: 

Cumulative Results 
of Operations 

1989 1988 
(Dollars In Thousands) 

Beginning Balance S(42.587.462) 

Fiscal Year Activity: 
Net Results froo Operations 
Reimbursement for Losses 

(6.868.274) 
8.904.061 

Ending Balance f(40.551.675) 
11.m11.11m.11. 

$(36.335,417) 

(13.806.216) 
7.554.171 
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NOTE 12: CUWJLATIVE RESULTS OF OPERATIONS 

Cumulative results of operations represent the cumulative deficit or surplus resulting from operations 
for all of the FnHA revolving funds. The cumulative results of operations for the Agricultural Credit 
Insurance Fund (ACIF)swhlch was established In 1946. the Rural bousing..Insurance.Fund (RHIF) which was 
established in 1965. and the Rural Development Insurance Fund (RDIF) which was established in 1972 
equal the net losses sustained from current and all prior years less the accumulated reimbursements for 
realized losses received by those funds. The cumulative results of operations. by entity, as of 
September 30. 1969. follow: 

ACIF 
RHIF 
ROIF 
All Others 

Total 

Net Losses 
(Inception) 

J(42.961,656,199) 
(27.334.455.791) 

(9.372.213.311) 
(7.298.877) 

-_--------------- 
$(79.675.826.17B) 
.*.*............. 

Reimbursement 
for Losses 
(Inception) 

$14.451.331.000 
16.966.105.561 

5.706.715.000 
0 

---_--_--_----- 
$39.124.151,561 
1.*.*.m1..*mms. 

Cumulative 
Results of 
Operations 

t(2B.510.527.199) 
(6.366,350.230) 
(3.665.496.311) 

(7298.877) 
----------------- 
$(40.551.674.617) 
. . ..**.m.11111111 

The reimbursement for realized losses does not include current and prior fiscal year realized losses 
eligible for future reimbursement. Additionally, FmHA was not fully reimbursed for the losses 
sustained in fiscal year 1967. which will be carried forward and requested in the next fiscal year. 
The potential relmbursaments (based on the fiscal year of loss realization) which FmHA may receive 
pursuant to Congressional action follow: 

1987 1988 1969 Total 

ACIF L 10.000.000 L4.452.159.000 $S.672.356.000 $10.134.515,000 
RHIF 0 2.677.897.000 2.667.166.000 5.345.083.000 
ROIF 3.500.000 1.470.999.000 1.666.160.000 3.140.659.000 

----------“--_ __-___-_---____ --__---------- -----_--------- 
Total s 13.500.000 f6.601.055.000 $10.005.702.000 $19.620.257.000 

. ..1.......... . . ..=...11~.1.1 l .  ..*.111--.13 1--11.~.~1...~. 

Reported cumulative results of operations in excess of the outstanding requests for reimbursement 
primarily represent allowance for future losses on receivables, allowance for losses on acquired 
property, and accrual for estimated losses on guaranteed loans. 
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wvrE13: wJkuM1srJ!8ALEs 

As in the previous fiscal year, FIW was required to sell loan assets in fiscal year 1969. An overview 
of the 1999 and 1999 sales follows: 

1989 1988 
(Dollars in Thousands) 

Receivables Sold: 

Cash Proceeds: 

Discount on Loans Sold: 

Loss Estimated in 1988 for 
1989 Asset Sale: 

Total Loss on Sale of Loans: 

$1.690.951 $1,663,735 

1.109.610 1.066.642 
---------- ---------- 
f 561,341 S 576.893 

(49B.000) 490.000 
_---___--- ---_____-_ 
S 83.341 f1.074.693 
n *******1* q *********  

NOTE: An allowance for losses amount was not allocated to the 1989 or 1988 receivables sold due 
to innaterlality. 

1988 Loen Asset Sales: 
During fiscal year 1988. FmHA sold ccmrvunity program loan assets through a borrower buyback offer 
(Discount Purchase Program) whereby eligible borrowers were provided the opportunity to purchase their 
loans at a discount under the provisions of the Agricultural Credit Act of 1987. The Act extended to 
eligible coresunity program borrowers the right to buy back their loans at a price comparable to that 
paid by the Cmnity Program Loan Trust, 1997A (the ccownity program trust asset sale FmHA conducted 
in fiscal year 1967). but updated for current market conditions. 

During fiscal year 1998. approximately 2100 borrwers purchased nearly 3700 loans with an unpaid 
balance, includfng accrued interest, of $1.663.734.368. Proceeds from the Discount Purchase Program 
amounted to $1.096.841.795. The discount associated with the program was 5576.692.573. Additionally. 
based on existing legislation regarding a loan asset sale for fiscal year 1989. FmHA provided for in 
1988 an estimated $498 million loss related to the anticipated 1989 loan asset sale. Consequently, the 
total loss on sale of loans recognized in fiscal year 1988 was $1.074.892.573. 

1969 Loan Asset Sales: 
Farmers Homa Administration was required by the Omnibus Budget Reconciliation Act of 1986 and the 
Continuing Appropriations Act of 1967 to raise net proceeds of $564 million in fiscal year 1999 through 
the sale of wmnunlty program loans. The Rural Development. Agriculture. and Related Agencies 
Appropriations Act of 1989 included a provision which required that borrowers be given the opportunity 
of prepayment before a Sale of loan aSSetS was conducted. Based on these statutory requirements, FmHA 
offered another OIscount Purchase Program to eligible coevsunity program borrowers. 

Ouring fiscal year 1989, approximately 1.700 borrowers purchased over 3.400 loans with an unpaid 
balance, including accrued interest, of $1.690.951.291. Proceeds fron the Discount Purchase Program 
amounted to $1.109.610.009 resulting in a discount of S561,341.262. However, because of the 
S496.000.000 loss accrued in 1966 relating to 1989 loan asset sale, the total loss on sale of loans 
recognized in fiscal year 1969 was $63.341.282. 

Y 
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IKYl’B 14: COUSOLIDATJ!iD SCEBULE OF BULlGET REXZONCILIATION 

The following schedule provides a reconciliation of expenses to budgetary outlays as of September 30. 
1989 and 1988: 

1989 1988 
(Dollars In Thousands) 

Eapenses As Reported on Consolidated 
Statewnt of Operations: 

Nonperfomlng Loans Interest s 537.421 s 997.267 
Total Interest Expense 8.609.459 8.987.288 
Total Provision for Losses 332.406 6.008.583 
Total Other Expenses 2.884.708 3.494.316 

________--- ----------_ 
Total Expenses 12.363.994 19,487.454 

__--------- ___________ 
Oeduct: 

Expenses Not Requiring Outlays: 
ProvIsion for Losses on: 

Loans (Note 6) 122.913 5.090.231 
Accrued Interest on Loans (Note 6) 7.616 85.316 
Guaranteed Loans (Note 10) 98.796 627.642 
Acquired Property (Note 8) 103.081 205.392 

Loss on Sale of Loan Assets (Note 13) 83.341 1.074.893 
Interest Credit Program Expense (Note 4) 1.425.277 1.427.314 
Interest on Nonperforming Loans (Note 6) 537.421 997,267 
Other 16.070 27.004 

----_------ ----__----- 
Total Expenses Not Requiring Outlays 2.394.515 9.535.061 

----------- ----------- 
Expenses Requiring Outlays 9.969.479 9.952.393 

___________ ___________ 
Add: 

Other Outlays: 
Loans Made 3.529.118 3.493.511 
Loss Settlement of Guaranteed Loans 79.815 113.486 
Acquired Property Disbursements 55.612 73,698 
Purchase of Loans 37.680 262.015 
Payments Made to Investors 18.868 74,550 
Payments on Notes Payable 533.759 371.947 
Other 2.228 6.854 

-mm-me----. ___________ 
Total Other Outlays 4.257.080 4.396.061 

----------- ----------- 
Change in Accounts and Accrued Interest Payables 199,249 227.540 

----------- _---------- 
Total Outlays '14.425.808 14.575.994 

__--_-----_ _-_-_m__-_- 
Less Offsetting Collectlons 6.820.581 7.301.875 

____-_----- ----------- 
Net Outlays S 7,605.227 $ 7.274.119 

. . . . . ...*.. ~1.11111~1. 
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NOTE 15s REWNCILIATION OP UBl' LOSS M NET CASE USED IN OPERATIN 
ACTIVITIES 

The following schedule provides a reconciliation of net loss to the net cash used in operating 
activities as reported on the Consolidated Statement of Cash Flows for the fiscal years ended 
September 30. 1989 and 1988: 

1989 1988 
(Ibllars in Thousands) 

Net Loss from Operations S (6,868.199) t(13.806.228) 

Adjustments: 
Expenses Not Requirlng Outlays (Note 14) 
Incrnae Attributable to Interest Credit Program 
Appropriations Received 
Expended Appropriations 
Interest Receivable Reclassified 
Change in Interest Receivable 
Interest Receivable Yritten-Off. Net 
Change in Accounts Receivable 
Change in Accounts and Accrued Interest Payables 
Other 

Total Adjustments 

2.394.515 
(1.425.277) 

588,565 
(600.274) 
(288,342) 

45,759 
(669.170) 

(11.652) 
(199.249) 

(33.813) 
- - - _ _ - - - - _ - 

(198.938) 

9.535.061 
(1.427.314) 

574.098 
(589.225) 
(255.770) 
(329.058) 
(491,323) 

95.261 
(227,540) 

(30.113) 

6.854.077 

Net Cash Used in Operating Activities 
------------ --m-----____ 

$ (7.067.137) f (6.952.151) 
. . . . . . . . . . . . 1.1.1111.1.1 

NOTE 16: INTEREST NATE COST SDBSIDY 

FmtiA loan maklng activities provide for stated loan interest rates which are below Treasury market 
rates, BecauSe the reVOlVin9 funds typically borrow money to fund these lending programs at the U.S. 
Treasury rate. costs associated with making loans at a lower interest rate have historically been 
recognized through the difference between the interest expense on intragovernmental debt and accrued 
loan interest income on an annual basis. 

Federal accounting principles governing the recording of interest rate cost subsidy on below market 
rate receivables are undergoing reexamination by the Congress, the Executive Branch. and the General 
Accounting Office. The final interpretation of federal accounting principles, as they relate to 
interest rate cost subsidy, cannot presently be detemined. Accordingly, the Fti accounting system 
currently does not provide for loan discounting or provide the automated capability for th@ related 
accounting entries over the life of the loan. 

Within ACIF. loans are available at limited resource rates significantly below the Treasury average 
interest rate. Eased on an analysis of loans outstanding as of September 30. 1989 and 1988. if a 
discount had been recognized at the time of loan closing. the unamortized discount would approximate 
$2.5 and $2.8 billion, respectively. Similarly, within ROIF. coresunity facility and water and waste 
loans are typically made at interest rates substantially below the U.S. Treasury average interest rate. 
In analyzing ROIF loans outstanding as of September 30. 1989 and 1988. if a discount had been 
recognized at the time of loan closing. the unamortized discount would approximate $1 and $1.6 billion. 
respectively. 
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Appendix V 
Financial Statements 

Yithln RHIF. the portfolio is collprlsed of single family housing (SFH) and multiple family housing (RFH) 
loans. Regarding the SFH loan programs. the stated rate on the majority of loans approximates the U.S. 
Treasury average interest rate. Although SFH Liorrwers may participate in the interest credit program 
(thereby receiving an effective rate belou the market rate). the interest credit is subject to an annual 
review/adjustment. .Additionally. FmHA is authorized to recapture partial or full repayment of the interest 
credit when the property 1s sold, transferred, or vacated by the borrower and appreciation in the property 
has occurred. Because an unknot portion of the interest credit may be recovered and the fact that few SFH 
loans are held to the full term of the note, the extent of the interest rate cost subsidy over the life of 
SFH loans cannot be reasonably estimated. The stated interest rate on MFH loans also approximates the 
average Treasury rate; however, MFH loans are eligible for interest credit for the entire life of the loan 
and are not subject to recapture. FMiA estimates the unamortized discount on NFH loans would approximate 
15.2 billion for both September 30. 1989 and 1988. The expense of providing the interest credit program to 
SFH and MFH borrwers is currently recognized as an operating expense during the year and reported in the 
Consolidated Statement of Operations. (See Note 4 for additional information regarding the RHIF interest 
credit program expense.) 

These estimates assume borrower repayments under the terns of the note. Also. If the $8.7 billion 
unamortized loan discount was reported on the Statement of Financial Position. then the related 
allowance for losses would be established based on the discounted loans receivable. It is estimated 
that the allwance for losses would be reduced by approximately $5.4 billion and the net Cu~latlve 
effect of reporting the unamortized discount would cause an approximate $3.3 billion reduction in net 
loans receivable. 

Since unamortized discount and allowance for loss data are not maintained on a loan-by-loan basis, the 
reduction In the allwance for losses vas based upon an analysis of each of the largest funds in 
aggregate. A loan-by-loan analysis would be raqulred to determine the actual effect of the unamortized 
discount on the allwance for losses computation. 

Following are the estimated adjustments which would be necessary to recognize the interest rate cost 
subsidy on the below market rate loans receivable as of Septamber 30. 1989 and 1988. respectively. These 
estimated adjustments represent the cumulative effect (prior and current years) on each year shown. 

Consolldated Stat&went of Financial Position 

ASSETS: 
1989 1988 

(Dollars In Thousands) 
Loans Receivable. as presently recorded, 

net of allwance for losses 
Cumulative effect on current and prior years 

of recording interest rate cost subsidy 
Cumulative effect on current and prior years 

of recording interest rate cost subsidy on 
allowance for losses 

$39.209.316 

(8.668.615) 

139.697.111 

(9.646.835) 

Loans Receivable, net 

5.413.879 
__-_-____--- 

535.954.580 

6.784.102 
_----___---_ 

$36,834.378 
.*.......... 

EUUITY: 
Cumulative Results of Operations, as presently recorded 

Cumulatlve effect on current and prior years 
of recording interest rate cost subsidy 

Cumulative Results of Operations 

Consolidated Statement of Operations 

L(40.551.675) f(42.587.462) 

(3.254.736) (2,862,733) 
-______----_ __________-_ 
J(43.806.411) S(45.450.195) 
. . . . . . . . . . . . . . . . . . . . . . . . 

Net Loss fran Operations, as presently recorded 
Cumulative effect on current and prior years 

of recording interest rate cost subsidy 

f(6.868.199) f(13.806.228) 

(3.254.736) 

Net Loss from Operations $(10,122.935) 
. . . . . . . . . . . . 

(2.862.733) 
_---__-----_ 
S(l6.668.961) 
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