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The Honorable
The Secretary

of Agriculture

':i
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LM097064

Dear Mr. Secretary:
Pursuant to section 309(g):Z)
of tie Consolidated
Farm and
Rural Developnt
Act (7 G.S.C. 1929(g)(Z)),
we have revie;sed (I)
I _d
2 the Farmers Xme Administration's
(FmliA',)
determination
of the
/ value of the Government's
equity transferred
in September 1972
from its Direct Lo-h Account and 'inergency Credit Revolving
Fund
ti the Agriculttiral
Credit rnsurance Fund and (2) FmHArs subsequent
computations
of changes in this equity.
We made our review primarily
at FM's
?&ri:*r+.n"
..--.. . ..* --.. - -n _r- _ . ."a
-..- itr. -- fln,..rn
-. . - - .cICFI,-P?
- - :'I
We reviewed applicable
iegislation
and FM
and discussed these matters wirh officials
Ac+culture
and the TreasGy and the Office
Budget (GMB).

national
office
in
cc
- _ _ 1_ o*rir L _ uiecf¶..ri,
procedures
and records
of the Departments
of
of #anagemer.t and

Section 309(g)(1),
which was added to the consolidated
act
by the Rural Development Act cf 1972, provides
that the assets and
liabilities
of FmHA's Direct Loan Account and kergency
Credit Revolving
Fund be transferred
to the insurance
fund and that the
account and the revolving
fund be abolished.
Section
%9(g)(2)
requires
that, from time to time and at least at the close of each
fiscal
year, the Secretary
of Agriculture
pay frm the insurance
fund into the Treasury interest
on the value of the Government's
equity transferred
to the insuraxe
fund as deterained
by the
Secretary,
with approval of the Qmptroller
General.
Section 309
(g)(2) provides a?so that the value be increased
by the cumulative
amunt of appropriations,
r&e available
after
enac6nent of this
provision,
for capital
and for administratim
of the programs
finance6 from the insurance fund and be reduced by the average
undisbursed
cash balance in +e insurance
fund during the year.
The legislative
history
of the Rural Developwnt
Act is silent
as t, the intent ef the Congress in requiting
the payment of interest
on equity transferred
to the insurance
fund.
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Because
the value of
FmtL4, may not
volving
fund
now comingled
which interest
we are unable
Government's

of certain
deficiencies
in FM's
accounting
system,
the Government‘s
equity,
as determined
and transferred
by
be accurate.
Further,
because the nccount and the r+
haye been abolished
and their assets and liabilities
are
with those of the insurance
fund, the equity value on
should be cmuted
cannot be determined,
Consequently,
to approve the Department's
deteminations
of the
equity upon which the interest is computed.

Because of these problems and because continuation
of present
interest
computation
procedures may result
in FMA's eventually
paying excessive and inequitable
interest,
FmHA has proposed that
the Congress repeal section 309(g)(2)
of the consolidated
act.
EQUITY TRANSFERRED AND INTEREST PAID
FmHA records

show that

the assets

and liabilities

of the account

and revolving
fund were transferred
to the insurance
fur@ on September
1972, at the net book value of $532.5 Gllion.
Included
in the assets
transferred
were about 200,000 loans receivable
amounting
to about $1
billion.

30,

Dn June 30, 1973, FmM paid about $3.8 mill;on
in i&crest
into
the Treasury on a fixed equity of $532.5 million,
as adjusted
for the
cancellation
of emergency loans 1 and the average-undisbursed
cash
r' ml% paid no interest
balance in the insurance
fund.
on June 30, 1974,
because the value of the net equity transferred
plus fiscal
year 1974
appropriations--about
$74.5 million--did
not exceed adjustments
for
the cancellation
of emergency loans and the average undisbursed
cash
balance in the insurance fund.
Fiscal year 1975 appropriations,
through January 31, 197% totaled
about 3485.3 million.
DETERHINATION

OF VALUE OF GOVERMiEhl'S

EWTY

At the tinx; of transfer,
FmHA's accounting
the sme deficiencies
as those discussed in our
port entitled
"Improvements
Reeded in Financial
sency Credit Revolving
Fund of the Famers Home
. IB-114873).
These deficiencies
included
(1) the

records
Ike&m

contained
30,

1970,

about
re-

Statemnts
of the EmerAdministration"
lack of adequate support

'Such cancellations
were formerly
authorized
by section
328(a)(l)
of the
Consolidated
Fan and Rural Development Act, as added by section 5 of
Public Law 92-385 (7 U.S.C. 1969 (Supp. II, 1972)), and repealed by settion 1, Public Law 93-24.
Although repealed,
this authority
to cancel
loans has been afforded limited
extensions
pursuant to section
8 of Public
Law 93-24 and section 4 of Public Law 93-237 (7 U.S.C. 1969 note (Supp.
III,
1973)).
i
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for estimates
of future losses on loans, (2) the misstatement
Of
cash and acquired
security
property
account balances because transactions had no: been recorded promptly,
and (3) the distortion
of
reported
costs of operations
because of the unsound basis for
determining
the administrative
expenses chargeable
to the loan
programs.
In our report,
we expressed the opinion
that,
because of these
deficiencies
and material
understatements
of costs, the revolving
fund's financial
statements--which
were furnished
to the Treasury
Department pursuant to Treasury Circular
966--did
not present fairly
the fund's financial
position
at December 31, 1968, and the results
of the emergency loan operations
for the 6-month period ended
December 31, 1968.
Because these deficiencies
continued,
we believe
that a determination
of the value of the Government's
equity to be
transferred
could not be made with reasonable
assurance of its
accuracy.
COMWTATION OF INTEREST
In computing the amounts of interest
to be naid on the equity
subsequent to transfer,
F&4 considered
the equity to be a fixed
amount.
Inasmuch as the act requires
interest
to be paid into the
Treasury from time to time and at least annually,
we believe
it was
intended that interest
payments be computed on the net equity transft?rred to the insurance
fund as increased or decreased by subsequent
operating
gains and losses (including
emergency loan cancellations)
and as adjusted
by appropriations
and cash in the furd.
If the eluity
remains fixed 2nd operating
gains and losses are not considered,
cumulative
appropriations
will cause the base for the interest
payment to continually
increase with no increase in equity.
We believe
the Congress did not intend section 309(g)(2)
to lead to such a result.
iJhen the transfer
was made, the assets and liabilities
of the
account and the revolving
fund were conrningled with assets and liabilities already in the insurance
fund.
Therefore,
the equity transferred
became an inseparable
part of the equity in the insurance
fund and the
value of that portion
of the equity on which interest
should be computed
cannot now be determined.
FmHA COMMENTS
By letter
dated August 5, 1974, we informed
the FmHA Administrator
of the above facts.
We said that, in view of the deficiencies
in the
accounting
procedures and the commingling
of the assets and liabilities,
it appeared that it might not be practical
or ever possible
for F&A
to determine
the correct value of the Government's
equity at the date
of transfer
or the adjusted
value on which interest
should be paid in
subsequent periods.
We requested his views on this matter.
3
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In a reply dated November 8, 1974, the Administrator
said that
steps would be Wen to correct certain
of the deficiencies
in FmHA's
accounting
procedures.
These steps involved
computerizing
the acquired
security
property accounts and establishing
a task force to redesign
FmtiA's work measurement system.
The Administrator
agreed that, as a result
of the commingling
the assets and liabilities,
it was no longer possible
to identify
operating
gains and losses attributable
to the equity transferred
said that retaining
separate accounts for the assets and liabilities
transferred
to the insurance fund would have defeated
the purpose
consolidating
the accounts.

of
the
but
of

The Administrator
said that, in view of the situation,
FmHA could
only continue
to base interest
paymeats on the equity established
at
the time of transfer,
as adjusted
by subsequent appropriations,
or
request the Congress to repeal the section of the act tiich
requires
interest
payments to the Treasury.
In January 1975 an FmHA official
told us that FmHA had initiated
ryeal iv the in+pys+
--v-t:
r+virwwnt
_
a prc?osz? for le$slction
In February 1975 this official
said‘lthat
the Department
had submitted
the proposa? to OHB for approval before submitting
it to the Congress.
The OX8 official
responsible
for reviewing
FmWs proposal to
repeal the Tnterest
payment reqrrirzment
told us that other possible
solutions
to the problem would also be considered.
He said that
comnents would be obtained
from other CHB officials
as well as from
Treasury officials.
He expects a final
decision
by the executive
branch on this matter by April 1975.
CONCLUSION
Because of the deficiencies
in FmHA's accounting
syscern, the value
of the Government's
equity,
as determined
and transferred
by FmHA, may
not be accurate;
Further,
because the account and revolving
fund have
been abolished
and their assets and liabilities
are now cmingled
with
those of the insurance
fund, ttle equity value on which interest
should
be computed cannot be determined.
Consequently,
we are unable to approve
- the Department's
determinations
of the Government's
equity upon which
interest
is to be computed and paid into the Treasury.
FM's
proposal to repeal section 309(gJ(2)
would resolve the
problem of determining
the value of the Government's
equity upon which
As noted by the OMB official,
twwever.
interest
is to be computed.
there may be alternative
methods of resolving
this problem.
He are sending copies of this report to the Secretary
of the
Treasury;
the Director,
MB; the Chairmen, house and Senate Wittees
4

i

.

.’

B-114573
.
) i, s 1 .. L,
/

\ ,I Cd1 1: i‘ a

on Appropriations
and Government Operations;
the Chairman,
Senate
Comittee
on Agriculture
and Forestry;
the Chairman,
House Comttee
on Agriculture;
the Chairman,
Senate bpropriati
ns Subcomittee
on
Agriculture
and Related Agencies;
and Eongressmn
L. H. Fountain-,----,'
We are also sending copies to you. Assistant
pursuant to his request.
Secretary
for Rural Eevelopment;
the Mninistrator,
FmHA; and the
Director,
Office of Audit.

Comptroller
General
of the UnV.ed States

'*

