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This report presents the results of our audit of the U.S. Department of Agriculture’s financial
statements for the fiscal year ended September 30, 1999. The report contains our
disclaimer of opinion and the results of our assessment of the Department’s internal control

structure and compliance with laws and regulations.

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

issuance.

We appreciate the courtesies and cooperation extended to us during the audit.

ROGER C. VIADERO
Inspector General
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EXECUTIVE SUMMARY

U.S. DEPARTMENT OF AGRICULTURE
CONSOLIDATED FINANCIAL STATEMENTS
FOR FISCAL YEAR 1999
AUDIT REPORT NO, 50401-35-FM

Our audit objectives were to determine whether
PURPOSE (1) the financial statements present fairly, in all
material respects, in accordance with generally

accepted accounting principles, the assets,
liabilities, and net position; net costs; changes in net position; budgetary
resources; and reconciliation of net costs to budgetary obligations, (2) the
internal control structure provides reasonable assurance that the internal
control objectives were met, (3) the Department complied with laws and
regulations for those transactions and events that could have a material
affect on the financial statements, and (4) the information in the Overview of
the Reporting Entity and Supplemental Financial Information sections was
materially consistent with the information in the financial statements.

We conducted our audit at the financial offices of various USDA agencies
and the Office of the Chief Financial Officer (OCFO) located in Washington,
D.C., and its National Finance Center (NFC) located in New Orleans,
Louisiana. We also performed site visits to selected agencies’ field offices.
In addition, we reviewed the policies and procedures followed by the OCFO
in its consolidation of the financial statements for the agencies, corporations
and mission area listed in exhibit A.

We are unable to express, and do not express,

RESULTS IN BRIEF an opinion on the Department's financial
statements as of and for the year ended

September 30, 1999. We concluded that,
overall, the Department could not provide sufficient, competent evidential
matter to support numerous material line items on its financial statements,
including:

Fund Balances with U.S. Treasury totaling over $38 billion,
Credit Program Receivables and Related Foreclosed Property, Net and

Estimated Losses on Loan and Foreign Credit Guarantees stated at over
$70.7 billion and $1.7 billion, respectively, as related to the subsidy costs,

General Property, Plant, and Equipment, Net totaling over $3.7 billion,
and,
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Forest Service’s Accounts Receivable totaling over $180 million.

Because of these and other internal control structure weaknesses, we were
also unable to obtain sufficient, competent evidential matter to support the
Consolidating Statement of Changes in Net position, and the Combined
Statements of Budgetary Resources and Financing. In addition, the Farm
and Foreign Agricultural Services (FFAS) mission area’s information
included in the Department’s financial statements, footnotes, and overview
and supplemental information has not been audited and cannot be relied
upon.

The Department has many serious financial management system problems
that impact the Department's ability to provide accurate and reliable
reporting on its financial operations. For the last 8 years, the Department
has reported to the President that it is unable to provide reasonable
assurance that the Department's financial systems conform with certain
standards and principles. This difficulty will continue until at least 2003, and
possibly longer.

In our Report on the Internal Control Structure, we reported:

There are material weaknesses in the processes and procedures used
by the Department's lending agencies to estimate and reestimate loan
subsidy costs that have existed since 1994. The Department’s Chief
Financial Officer (CFO) formed a task force under her overall leadership,
to assist in resolving the Department's longstanding credit reform
problems. While progress has been made, much work remains to be
accomplished, and the material weaknesses continue to exist. As a
result, we are unable for the sixth consecutive year to assess the
reasonableness of USDA's credit program receivables and estimated
losses on loan guarantees, stated at about $70.7 billion and $1.7 billion,
respectively, as related to subsidy costs. These same problems also
materially impact the Department’'s budget submissions. Because we
can provide no assurance on USDA'’s credit reform financial data, the
Congress and other decision makers do not know whether the costs of
USDA's loan programs, estimated in excess of $27.3 billion, as of
September 30, 1999, can be relied upon.

In our fiscal year 1997 and 1998 audit reports, we reported that the
Department's overall administrative and program accounting systems do
not always process and report departmentwide financial information
timely or accurately. We noted that the systems were not fully integrated
with their subsystems and did not fully adhere to Federal Financial
Management System Requirements (FFMSR). In addition, the delay in
implementing the FFIS further impacted the Department's financial and
program operations. Without the full implementation of FFIS and other
recently begun initiatives to develop a corporate administrative and
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financial accounting system, Department officials will continue to function
without accurate, reliable, and consistent financial information. This will
hinder their ability to make informed decisions when the need for such
information is a crucial factor in the management of a Department with
$118 billion in assets.

The Department, in response to our prior audits, has taken the following
actions:

In a memorandum dated November 24, 1999, the Secretary directed the
CFO, in association with the Chief Information Officer (CIO) and the
Assistant Secretary for Administration to lead a Senior Executives group
charged with developing a corporate strategy, including budget and
timeframes, for administrative/financial system changes for the
Department. The strategy is to include procurement, property, human
resources, travel, budget formulation and salary projections and the
associated telecommunications and security.

The CFO has undertaken an independent assessment of USDA’s
financial management which will lead to detailed recommendations for
setting priorities for consolidation, integration or reengineering of “feeder”
systems within the Department. The plan for interfacing, integrating or
elimination of existing systems is scheduled for July 31, 2000.

We believe these actions should resolve the problems identified in our
prior reports when fully implemented, as directed by the Secretary, within
the next 18 months. The Secretary noted in his November 24, 1999,
memorandum to Department officials that these actions will advance the
Department significantly toward achieving his goal of reliable and timely
corporate information to support informed decision making.

Material internal control problems exist in the accountability and valuation
of personal property at agency field office and headquarter operations,
and at the OCFO/NFC. These weaknesses exist because of the lack of
implemented internal control procedures and processes relating to
personal property and the personal property system. Because of these
weaknesses, we were unable to substantiate whether the financial
statements were free from material misstatements for personal property
valued at over $888 million.

In addition, despite the significance of the problems disclosed, the
Department failed to identify these problems in either the OMB Circular
A-130 reviews performed, or internal control reviews performed by the
OCFO, Department Administration, or any other departmental agency.
Because of the absence of an effective internal control process and the
inherent vulnerability of personal property to loss or misuse, immediate
actions need to be taken to correct these weaknesses.
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Our tests of the Department's computer network disclosed significant
security vulnerabilities that require immediate action. We attributed these
material weaknesses to the need for a stronger Departmental IT security
program. As a result, the Department is highly vulnerable to intrusion
from within and externally. With assets in excess of $118 billion and
annual payments totaling billions of dollars, we believe that, unless
prompt and comprehensive actions are taken, the Department is at high
risk of data and/or financial losses.

The Secretary, in a July 1, 1999, memorandum, expressed his concern
on computer data protection and stated that immediate actions needed
to be taken to improve the security of Departmental operations,
personnel and infrastructure. He requested that the CIO and the CFO
provide him a plan within 30 days. In response to this concern, the CIO
and CFO presented the Secretary on August 13, 1999, information for
strengthening the Department’s IT security.

The CIO and CFO reported the following:

USDA has no risk management program to prioritize its
vulnerabilities;

most program managers are not sufficiently involved in security;

the Department lacks resources to monitor compliance, test security
or provide agencies with technical expertise; and,

security training and awareness are inadequate.

The CIO and CFO made the following recommendations:

Strengthen USDA'’s cyber security program;

establish a Risk Management Program to identify and protect assets;
establish a Departmentwide information security architecture;
institutionalize Departmentwide security compliance;

develop a comprehensive set of security policies; and,

enhance technical skills and increase security awareness.

As noted in our Management Alerts to departmental officials, dated
March 9, 1999, March 17, 1999, May 19, 1999, and June 25, 1999, we
concur with the CIO’s and CFQO’s assessment of IT security in the
Department. We also support the approach outlined for addressing the
weaknesses we, GAO, the CIO and CFO have identified. We believe
that prompt actions are necessary to implement corrective actions to
reduce the risk of loss to the Department.

In our Report on Compliance with Laws and Regulations, we noted that the
CFO was in substantial compliance with the CFO Act. We did, however,
identify where further actions are necessary related to improving financial
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management systems and reviewing user fees. We also reported some
problems in adherence to the DCIA and a failure to meet FFMIA
requirements.

Achieving the reforms required by recent financial management legislation is
essential because USDA officials need accurate financial information to
effectively and efficiently manage its $118 billion in assets. Until the
OCFO/NFC implements its new accounting system, FFIS, scheduled for
fiscal year 2003, and enhancements are made to other program financial
management systems, USDA does not have all of the necessary financial
information to support its decision-making process, know the cost of all of its
operations or many other meaningful measures of financial performance. In
essence, poor accounting and financial reporting obscures facts. As a
result, users of information reported or taken from the underlying accounting
systems, as a whole, risk making errant decisions — whether for budget
purposes or operationally.

Corrective action has been recommended in

KEY RECOMMENDATIONS previous audit reports for many of the conditions
noted in this report. Therefore, we did not make

recommendations in this report relating to these
weaknesses. However, we will continue to monitor and report on the status
of ongoing corrective actions.

We did, however, recommend that the CFO take action to remediate the
reconciliation problems discussed in this report and correct the material
weaknesses in the internal control related to the management of, and
accounting for, personal property.

Departmental officials generally agreed with the
AGENCY POSITION recommendations contained in this report.
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USDA UNITED STATES DEPARTMENT OF AGRICULTURE S

OFFICE OF INSPECTOR GENERAL
Washington, D.C. 20250 %

REPORT OF THE OFFICE OF INSPECTOR GENERAL

TO:

Sally Thompson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying Consolidated Balance Sheet of the U.S.
Department of Agriculture (USDA) as of September 30, 1999, and the related
Consolidating Statement of Net Cost, Consolidating Statement of Changes in Net
Position, Combined Statement of Budgetary Resources, and Combined Statement of
Financing for the fiscal year then ended. These financial statements are the responsibility
of the Department's management.

We concluded that, overall, the Department could not provide sufficient, competent
evidential matter to support numerous material line items on its financial statements. For
example:

We were unable to substantiate the "Fund Balances with U.S. Treasury," totaling
over $38 billion, because reconciliation procedures of the Office of the Chief
Financial Officer's (OCFO)/National Finance Center (NFC) were not sufficient.
Unidentified differences, first identified in our fiscal year 1992 audit, between
departmental records and Treasury records went uncorrected, in some instances, in
excess of 10 years. The out-of-balance amount as of September 30, 1999, was
about $5 billion. This problem impacts both the Central Accounting System (CAS)
and FFIS processes. The Chief Financial Officer (CFO) has initiated a corrective
action plan to address this serious problem and is making progress in fixing this
long-standing problem with a goal of resolving this problem by March 31, 2000.

We were unable to obtain sufficient and competent evidential matter to support the
Department's "Credit Program Receivables and Related Foreclosed Property, Net"
and "Estimated Losses on Loan and Foreign Credit Guarantees" stated at over
$70.7 billion and $1.7 billion, respectively, as of September 30, 1999, and the
related financial results reported in the Net Position and Program Costs, Non-
Federal sections in the Consolidated Balance Sheet and Consolidating Statement
of Net Costs, respectively, as they relate to loan and loan guarantee subsidy costs.
The Department has developed a task force to resolve this problem in fiscal year
2000. While progress has been made, much work is left to be done.
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The Commodity Credit Corporation (CCC), because of problems we identified in
CCC'’s credit reform accounting system, was unable to provide us, within the
timeframes established by the Department, its Principal Financial Statements.
CCC is a component of the Farm and Foreign Agricultural Services (FFAS)
Mission area. As a result, the information in the financial statements, footnotes, and
overview and supplemental information relating to CCC and/or FFAS has not been
audited and should not be relied upon.

We were unable to obtain sufficient and competent evidential matter to support the
Consolidating Statement of Changes in Net Position, and Combined Statements of
Budgetary Resources and Financing, except for the amounts reported by the Food
and Nutrition Service (FNS), Rural Telephone Bank (RTB), and the Federal Crop
Insurance Corporation. These Statements are impacted by the problems discussed
above for credit program receivables and estimated losses on loan guarantees.
The statements are also impacted by the OCFO/NFC CAS inability to meet
prescribed standards in many material aspects. As a result, the statements relating
to CAS data were arrived at by using a combination of proprietary and budgetary
accounts that contained incomplete and/or unreliable data. Until the Department
resolves this problem through full implementation of FFIS and other accounting
system enhancements, we will be unable to opine on this information. Accordingly,
we determined that it was not practicable to perform further alternate procedures to
satisfy ourselves as to the reported values in these statements.

We were unable to substantiate "General Property, Plant and Equipment, Net,"
totaling over $3.7 billion. We could not verify the accuracy of the recorded values for
the Forest Service, including pre-fiscal year 1995 pooled assets, because of the
lack of documentation to support the capitalized values and related depreciation. In
addition, there were large unidentified differences between the general ledger
accounts and subsidiary records and material errors in recording and depreciating
personal property.

We were unable to verify Forest Service’s accounts receivable totaling over $180
million because of problems in the general ledger and its subsidiary records. For
example, the subsidiary system could not match an individual cash collection with a
specific account receivable.

A material part of the Department's financial information system is comprised of the
OCFO/NFC's CAS. For the last 9 years, we have reported numerous material
internal control weaknesses in CAS. For example, we reported that CAS does not
conform with the U.S. Government Standard General Ledger (SGL); general ledger
accounts were not always appropriately crosswalked to the financial statements as
required by SGL, and the audit trail from the general ledger to supporting
documentation, in some cases, was nonexistent. Also, material weaknesses
continued to exist in the areas of accounting adjustments and reconciliations within
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the CAS.

Because of the extent of the problems noted above, we were not able to satisfy ourselves
as to the value of USDA's assets, liabilities, and net position as of September 30, 1999; as
well as its net costs, changes in net position, budgetary resources, and reconciliation of net
costs to budgetary obligations for the fiscal year then ended. Therefore, we are unable to
express, and we do not express, an opinion on these financial statements.

The Overview and Supplemental Information (OSI) provides explanatory analysis for the
users of USDA's financial statements and it summarizes fiscal year 1999 results. Some of
this information is produced from the same financial systems as the financial statements.
Because of the problems discussed above, we are unable to provide any assurances on
the OSI. The Department also states that all systems are year 2000 compliant and
discusses its Business Contingency Plan in the Overview.

We have also issued a report on the Department's internal control structure which includes

five reportable conditions and a report on the Department's compliance with laws and
regulations which includes three instances of noncompliance.

ROGER C. VIADERO
Inspector General

February 11, 2000
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USDA UNITED STATES DEPARTMENT OF AGRICULTURE e
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OFFICE OF INSPECTOR GENERAL s !
Washington, D.C. 20250 LR

REPORT OF THE OFFICE OF INSPECTOR GENERAL
ON INTERNAL CONTROL STRUCTURE

TO: Sally Thompson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying financial statements of the USDA, as of, and for
the fiscal year ended September 30, 1999, and have issued our report thereon dated
February 11, 2000. In planning and performing our audit of the financial statements, we
considered its internal controls over financial reporting by obtaining an understanding of the
internal controls, determined whether the internal controls had been placed in operation,
assessed control risk, and performed tests of controls in order to determine our auditing
procedures for the purpose of expressing an opinion on the financial statements and not to
provide assurance on the internal control over financial reporting. Consequently, we do not
provide an opinion on internal controls.

In addition, we considered USDA's internal controls over Required Supplementary
Stewardship Information by obtaining an understanding of the internal controls, determined
whether these internal controls had been placed in operation, assessed control risk, and
performed tests of controls as required by Office of Management and Budget (OMB)
Bulletin 98-08, "Audit Requirements for Federal Financial Statements," and subsequent
issuances, and not to provide assurance on these internal controls. Accordingly, we do not
provide assurance on such controls.

The information presented in the Overview of the Reporting Entity is supplemental
information required by OMB Bulletin 97-01, entitled “Form and Content of Agency
Financial Statements.” OMB Bulletin 98-08 requires that we obtain an understanding of the
internal controls designed to ensure that data supporting the measures are properly
recorded and accounted for to permit the preparation of reliable and complete
performance information. Our audit work in the area of performance measures was
primarily limited to confirming the financial information included in the overview with
information contained in the principal financial statements. However, we are reviewing the
internal controls over the preparation of the performance measures and will be reporting on
them under separate cover.
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MANAGEMENT’S RESPONSIBILITY FOR INTERNAL CONTROL STRUCTURE

The management of USDA 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 the internal control
structure policies and procedures. The objectives of an internal control structure are to
provide management reasonable, but not absolute assurance that assets are safeguarded
against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to permit the
preparation of financial statements in accordance with the agency's prescribed basis of
accounting. Because of inherent limitations in any internal control structure, errors or
irregularities may nevertheless occur and not be detected. Also, projection 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 policies and procedures may deteriorate.

In its "draft" fiscal year 1999 Federal Managers' Financial Integrity Act (FMFIA) report, the
Secretary of Agriculture plans to report that except for 29 material control weaknesses,
USDA as a whole, could provide reasonable assurance that its systems of management
control complied with the objectives of Section 2, Management Accountability and Control,
of the FMFIA. However, the Department was unable to provide assurance that its financial
management systems complied with Section 4, Financial Management Systems, because
of 8 material deficiencies which result in a system that does not conform to certain
standards, principles, and other specifications to ensure that Federal managers have
relevant, consistent financial information for decision-making purposes.

Additionally, the Department submitted its 1999 Federal Financial Management
Improvement Act (FFMIA) remediation plan, which included the corrective action necessary
to bring several of its component agencies into substantial compliance with FFMIA and to
provide the details for FMFIA Section 4, Financial Management Systems.

OIG’'S EVALUATION OF USDA’S INTERNAL CONTROL STRUCTURE

For the purpose of this report, we have classified USDA's significant internal control
structure policies and procedures into the following categories:

o Administrative Costs - consists of policies and procedures associated with disbursing
funds for salaries and administrative expenses.

o Treasury - consists of policies and procedures associated with disbursing and
collecting cash, reconciling cash balances, and managing debt.
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o Financial Reporting - consists of policies and procedures associated with processing
accounting entries and preparing the USDA's annual financial statements.

o Direct Loans and Grants - consists of policies and procedures associated with
authorizing and disbursing loans and grants, accruing interest on loans, and collecting
loan repayments.

o Guaranteed Loans - consists of policies and procedures associated with authorizing
and disbursing payments, authorizing guarantees, and accruing interest and collecting
repayments on defaulted guaranteed loans.

o Insurance Premiums and Claims - consists of policies and procedures associated with
processing catastrophic risk program fees and reinsured company premiums and
indemnities for these insurance policies.

o Property and Inventory - consists of policies and procedures associated with
acquisition, maintenance and disposition of property and/or inventory.

o Food Stamp Redemption - consists of the policies and procedures associated with
coupons being redeemed and applied against the USDA's fund balance at the
Treasury.

For each of the internal control structure categories listed above, we obtained an
understanding of the design of relevant policies and procedures and whether they have
been placed n operation. We assessed control risk and performed tests of USDA's
internal control structure.

In making our risk assessment, we considered the Department's FMFIA reports, Office of
the Inspector General (OIG) audits and other independent auditor reports on financial
matters and internal accounting control policies and procedures. We noted certain matters
involving the internal control structure and its operation that we consider to be reportable
conditions under standards established by the American Institute of Certified Public
Accountants. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the internal control structure that, in our
judgment, could adversely affect the organization's ability to have reasonable assurance
that the following objectives are met:

(1) Transactions are properly recorded and accounted for to permit the
preparation of reliable financial statements and to maintain accountability
over assets;

(2) Funds, property, and other assets are safeguarded against loss from
unauthorized use or disposition; and,

(3) Transactions, including those related to obligations and costs, are executed
in compliance with (a) laws and regulations that could have a direct and
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material effect on the Principal Statements, and (b) any other laws and
regulations that Office of Management and Budget (OMB), USDA, or we
have identified as being significant for which compliance can be objectively
measured and evaluated.

Matters that we consider to be reportable conditions are presented in the "Findings and
Recommendations” section of this report. Furthermore, as discussed in that section, we
noted certain deficiencies in internal control over reported performance measures which
that, in our judgment, could adversely affect the agency’s ability to collect, process, record
and summarize performance information and report performance measures in accordance
with management’s criteria.
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FINDINGS AND RECOMMENDATIONS

|. CREDIT REFORM PROBLEMS SIGNIFICANTLY IMPACT USDA’S
FINANCIAL STATEMENTS AND BUDGET SUBMISSIONS

We have reported material weaknesses in the
FINDING NO. 1 processes and procedures used by the
Department’s lending agencies to estimate and
reestimate loan subsidy costs since 1994. The

Department's CFO formed a task force under
her overall leadership, to assist in resolving the Department’s longstanding
credit reform problems. While progress has been made, much work remains
to be accomplished, and the material weaknesses continue to exist. As a
result, we are unable for the sixth consecutive year to assess the
reasonableness of USDA's credit program receivables and estimated
losses on loan guarantees, stated at about $70.7 billion and $1.7 billion,
respectively, as they relate to the subsidy costs. These same problems also
materially impact the Department’'s budget submissions. Because we can
provide no assurance on USDA's credit reform financial data, the Congress
and other decision makers do not know whether the costs of USDA'’s loan
programs, estimated in excess of $27.3 billion, as of September 30, 1999,
can be relied upon.

Effective for fiscal year 1992, the Federal Credit Reform Act (Act) of 1990
required the President's Budget to reflect the "costs" of direct loan and
guarantee programs. "Costs" are defined by this Act to mean the estimated
long-term cost (defaults, subsidy cost, etc.) to the Government of direct loans
or loan guarantees, calculated on a net present value basis, excluding
administrative costs and incidental effects of receipts and outlays. The
primary intent of the Act is to ensure that the subsidy costs of Federal loan

programs are taken into account in making budgetary decisions (emphasis
added).

In a memorandum, dated February 18, 1997, OMB advised agencies with
international sovereign loans and guarantees that when reestimating default
subsidy, a country’s expected default cash flow should remain the same as
originally estimated at the time the loan/guarantee was obligated. However,
accounting standards require that the subsidy (loan loss reserve) be
estimated as of the date of the financial statements. We believe that the
failure to use the most current risk rating can seriously distort the budget. To

USDA/OIG-A/50401-35-FM Page 8




test this, we compared 3 of 54 risk categories of loans guaranteed by CCC,
totaling about $2.9 billion for the General Sales Manager (GSM)-102
program. We believe that the budget, by not using the most current risk
rating, may have understated the losses associated with these guarantees
by about $430 million.

The CFO has established a task force to assist in resolving the
Department’s credit reform problem. The task force includes
representatives from Rural Development, CCC, Farm Service Agency
(FSA), OCFO, OIG, and GAO. The task force developed a comprehensive
plan to enable it to resolve the credit reform issues by September 30, 2000.
Although progress was made in fiscal year 1999 toward fixing these
problems, much work remains. Until these problems are corrected, the
Department does not know the cost of its operations or any other meaningful
measure of financial performance relating to loan costs, defaults, etc. As a
result, users of information reported or taken from the underlying accounting
systems, risk making wrong decisions.

Because OIG continues to work with the Department to overcome the credit
reform problem, we are making no further recommendations herein.

II. FINANCIAL MANAGEMENT SYSTEMS AND PROCEDURES NEED
IMPROVEMENT
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In our fiscal year 1997 and 1998 audit reports,
FINDING NO. 2 we reported that the Department's overall
administrative and program accounting systems

do not always process and report
departmentwide financial information accurately. We noted that many of the
systems are not fully integrated with their subsystems and do not fully adhere
to FFMSR. In addition, the delay in implementing FFIS further impacted the
Department's financial and program operations. Without the full
implementation of FFIS and other recently begun initiatives to develop a
corporate administrative and financial accounting system, Department
officials will continue to function without all of the accurate, reliable, and
consistent financial information they need. This will hinder their ability to
make informed decisions when the need for such information is a crucial
factor in the management of a Department with $118 billion in assets.

Some of the most serious and longstanding problems that have impacted the
financial management of the Department include the following:

We could not verify the accuracy of Forest Service’s pooled assets,
valued at $1.4 billion, because of the lack of sufficient documentation for
pre-fiscal year 1995 pooled assets to support capitalized values and in-
service dates, and to calculate accumulated depreciation. Although
improvements have been made by Forest Service, continuing internal
control and financial management weaknesses have prevented the
Forest Service from preparing complete, reliable, and consistent financial
statements again for fiscal year 1999. Since OIG began auditing Forest
Service’s financial statements in fiscal year 1991, we have identified
weaknesses in the agency’s accounting for accounts receivable;
property, plant, and equipment; as well as other material accounts. The
Forest Service has initiated many changes to overcome these
deficiencies including full implementation of a new general ledger system
for fiscal year 2000; initiatives to improve real property records; and
increased resources devoted to the preparation of the financial
statements and other critical financial management reporting.

The Food and Nutrition Service (FNS) has not yet corrected its internal
control weakness related to food stamp recipient claims although
corrective actions have been initiated. The Food Stamp Program
accounts receivable accounting and reporting weakness has been
reported in FNS’ financial statement audit reports since fiscal year 1991.
FNS plans to have all corrective actions taken by September 2001.

There are material weaknesses in the procedures used by OCFO/NFC to
reconcile general ledger accounts to subsidiary ledgers and/or Treasury
reports. We have reported these problems since our initial audit of the
fiscal year 1991 financial statements. As a result, large, wnidentified
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differences are carried for extended periods and the reliability of
departmental reports is questionable. Examples of problems noted with
reconciliations follow:

We have reported weaknesses in the processes and procedures
used by OCFO/NFC to reconcile and control the Fund Balance with
Treasury since 1992.  Treasury procedures require that Federal
agencies reconcile their Fund Balance with Treasury accounts with
Treasury records. These reconciliations are critical internal controls,
to improving the integrity of various U.S. Government financial reports,
and providing more accurate measurement of budget results.

The OCFO, in response to our reports, established a project team to
correct the Fund Balance with Treasury deficiencies. In addition, the
CFO contracted with an accounting firm to provide her with an
assessment of the ongoing reconciliation efforts and
recommendations for resolving the reconciliation backlog. The OCFO
has invested significant resources to resolve this serious problem and
to improving the overall reconciliation process. As of January 2000,
the following table represents the status of the reconciliation efforts for
the transactions through September 30, 1999.

Universe of Out-of-Balance Remaining Unreconciled
Schedules? Schedules
Schedules Dollars Schedules Dollars
CAS Disbursements? 41,883 $2.1 billion 33,420 $1.4 billion
CAS Deposits? 6,341 $2.9 billion 4,050 $75 million
FFIS® 8.350 $832 million 5718 $665 million

s part of the CFQO'’s efforts to correct deficiencies related to its Fund
Balance with Treasury reconciliation processes, the OCFO is
attempting to correct deficiencies related to its On-line Payment and
Collection System (OPAC) process. Substantial efforts have been
made to process the backlog of OPAC bills in suspense and to
ensure timely processing of current OPAC bills. During fiscal year
1999, OCFO/NFC processed 75,229 bills totaling almost $34 billion.
There were 1,559 OPAC bhills totaling approximately $38 million that
remained unprocessed as of September 30, 1999, (none older than

An out-of-balance schedule is one in which Treasury information related to the schedule does not match the information in the
OCFO/NFC general ledger.

: The CAS disbursement and deposit data is based on the universe of out-of-balance schedules. For activity prior to May 1999, a
sample of 3,524 disbursement schedules totaling about $1.7 billion and 686 deposit schedules totaling over $200 million were
selected to be researched. As of January 28, 2000, 2,329 disbursement schedules totaling about $1.3 billion and 320 deposit
schedules totaling over $14 million remained to be reconciled. The sample results will be used to determine the number of the
remaining schedules that need to be reconciled. For May through September 1999 activity, the universe of out-of-balance
schedules is based on the number of out-of-balance schedules associated with the initial monthly TFS-6652.

3
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fiscal year 1998). Of the 1,559 bills, at least 1,058 bills totaling over
$21.6 million were not processed within 30 days. In addition, we
continue to note that certain OPAC bills were inaccurately processed.
Specifically, about 85 bills totaling approximately $1.9 million may
have been inappropriately charged to agency accounts. We believe
continued emphasis in this area is needed. The OCFO/NFC did not
detect/report these problems in its internal control/management
reviews.

In our fiscal year 1998 financial statement audit report, we reported
that a reconciliation of the general ledger to the property master file
was not being performed. As of December 1998, there was a net
difference of about $130 million between the general ledger and the
subsidiary records. The OCFO advised that actions to resolve this
problem were to begin in March 1999. In this year’s audit, we again
found substantial differences that are unidentified. OCFO/NFC
assigned additional personnel to this task in January 2000 and
expects corrective action to occur during fiscal year 2000. See
Finding 3 for a detailed discussion of the problems we identified with
the overall management and accounting for personal property. The
OFCO/NFC did not detect/report these material problems in its
internal control/management reviews.

A payroll subsidiary system,* was first reported as having an
approximate $3.5 million unreconciled difference with general ledger
records during our fiscal year 1995 audit of the general control
structure at OCFO/NFC. During our current audit, we noted that the
system recorded over $14 million in cash receipts, as of September
25, 1999, which have not been cleared, dating as far back as 1979. In
addition, there is an unreconciled difference with the general ledger of
over $1 million. OCFO/NFC personnel stated that no reconciliations
are currently performed in this system. The OCFO/NFC did not
detect/report these problems in its internal review/management
reviews.

Despite reporting problems with “reclassifying” abnormal balances
contained in the general ledger accounts since fiscal year 1993 we
continue to find problems in this area. OCFO/NFC reclassified an
abnormal balance from the "Trust and Deposit Liabilities" line item to
"Other Assets" because there were liability accounts with debit balances
totaling $116 million. OCFO/NFC did not research and/or CAS could not
allocate this suspense to appropriate agencies, in a timely manner,

ThIS system is used to make payments to personnel or vendors that are generated by other payment systems but for various
reasons cannot be pald by them Funds are held |n this system unt|I dlsbursement Informatlon contalned |n this sub5|d|ary
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During our audits of CAS, we noted that there are numerous methods of
making accounting adjustments to the general ledger and related
subsidiary records. We continue to find inadequate controls to assure
that the adjustments affected the proper accounts, were properly
researched, were authorized, adequately documented and processed
accurately. Our current review disclosed that the weaknesses continue to
exist in many of these areas. These weaknesses substantially lessen the
reliance that can be placed on the OCFO/NFC general ledger. We
noted where ledger adjustments were made to:

Correct “abnormal” balances without researching the cause of the
condition;

Correct previous adjustments made in error (one of these errors
resulted in the general ledger being misstated by $307 million for
most of fiscal year 1999); and,

Adjust out-of-balance conditions in the ledger without adequate
research and/or support.

We have reported, since 1993, that accounting entries generated within
the General Ledger Interactive Description System (GLID) resulted in
postings to inappropriate accounts. Our current audit disclosed that new
GLID codes (established during fiscal year 1999) continue to be
developed improperly and were designed to post entries to incorrect
general ledger accounts. For example, we identified GLID codes that
were posting to a proprietary account with an offset to a budgetary or
memorandum account. In addition, we noted that account descriptions
did not reflect what entries were allegedly posted to these accounts, and
improper GLID codes caused large abnormal balances in general ledger
accounts.

First reported in fiscal year 1994, we continue to find problems with the
methodology used to establish an allowance for loss on administrative
and program accounts receivable maintained by the OCFO/NFC. The
Billings and Collections Branch uses an unsupported method (3 percent
of accounts receivable and 50 percent of all claims) to determine the
estimated allowance for losses. The same percentages are used to
establish the bad debt allowance for all agencies regardless of the type
and age of the debts. During fiscal year 2000, OCFO/NFC is revising its
methodology and will incorporate the aging of debts.

The Chief Financial Officers (CFO) Act of 1990 requires agencies to
develop and maintain an integrated agency accounting and financial
management system, including financial reporting and internal control which:
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Complies with applicable accounting principles, standards, and
requirements, and internal control standards,

complies with policies and requirements prescribed by OMB, and

provides for complete, reliable, consistent, and timely information
which is uniform and responsive to management's needs.

Achieving the reforms required by financial management legislation is
essential because the Department needs accurate financial information and
appropriate internal controls to effectively manage the Department's vast
resources including over $118 billion in assets and a budget authority
totaling over $89 billion. Until FFIS is successfully implemented, and
planned enhancements to other agencies' financial management systems
are completed, the Department will not have all of the necessary financial
information to support its decision-making process. Our disclaimer of
opinion for the last 6 years means that no one knows whether the
Department, as a whole, correctly reported the monies collected in total, how
much money is collected, the full cost of its operations, or many other
meaningful measures of financial performance. In essence, poor accounting
and financial reporting, obscures facts. As a result, users of information
reported or taken from the underlying accounting systems, as a whole, risk
making errant decisions - whether for budget purposes or operationally.

The Department, in response to our prior audits, has taken the following
actions:

In a memorandum dated November 24, 1999, the Secretary directed the
CFO, in association with the CIO and the Assistant Secretary for
Administration to lead a Senior Executives group charged with
developing a corporate strategy, including budget and timeframes, for
administrative/financial system changes for the Department. The strategy
is to include procurement, property, human resources, travel, budget
formulation and salary projections and the  associated
telecommunications and security.

In advance of the Secretary’s memorandum, the CFO contracted for and
received an independent assessment of USDA's financial management
architecture which will lead to detailed recommendations for setting
priorities for consolidation, integration or reengineering of “feeder”
systems processes in coordination with ongoing implementation of FFIS
within the Department. The findings will be presented to the group by July
31, 2000, along with analyses, recommendations and proposed interim
milestones for revamping the existing USDA “feeder’” system
architecture.
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We believe these actions should begin to resolve the problems identified in
our reports when fully implemented, as directed by the Secretary, within the
next 18 months. The Secretary noted in his November 24, 1999,
memorandum to Department officials that these actions will advance the
Department significantly toward achieving his goal of reliable and timely
corporate information to support informed decision making. Because of
these actions, we are making no further recommendations in this report
relating to integration of accounting systems.

RECOMMENDATION NO. 1

Assess the current procedures used to control the activity processed through
OPAC by the OCFO/NFC. Revise suspense reports to more accurately
reflect suspense balances, and to isolate or better identify, to senior
executives, the problems relating to OPAC.

RECOMMENDATION NO. 2

Establish a plan, with goals, to eliminate the duplicate processing of OPAC
bills to agency records. Hold responsible managers accountable when the
goals are not met.

RECOMMENDATION NO. 3

Establish additional OPAC processing controls that would enable all OPAC
bills to be processed within 30 days.

RECOMMENDATION NO. 4

Research all overprocessed bills and rebate all overbilling back to respective
agencies.

RECOMMENDATION NO. 5
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Establish a headquarters executive level lead task force to develop
corrective actions to remediate the OCFO/NFC problems identified in this
finding. Assure the task force includes a cross-discipline group, similar to
that established to resolve fund balance with Treasury problems.

RECOMMENDATION NO. 6

Reconcile, research and make appropriate adjustments to enable the
subsidiary ledgers identified in this finding to balance with the general
ledger.

RECOMMENDATION NO. 7

Assure internal control and OMB Circular A-130 reviews completed on
OCFO/NFC *“systems” are independently performed to better assure
weaknesses such as those identified in the report are detected.

RECOMMENDATION NO. 8

Establish an independent quality control unit within the OCFO/NFC to
approve accounting adjustments made by OCFO/NFC units. Implement
additional supervisory control procedures to assure adjustments made meet
accounting standards, etc.

RECOMMENDATION NO. 9

Discontinue, reclassifying “abnormal” balances without appropriate research
and development of necessary supporting documentation and correct the
system problems and weaknesses that cause these problems. Assure all
“abnormal” balances are identified and controlled until thorough research is
performed and supporting adjustments are made.

RECOMMENDATION NO. 10

Require the OCFO/NFC to reconcile the balance in Payday Interface
Centralized Accounting System to corresponding SGL accounts and
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Treasury Symbols in a timely manner. Establish a plan, with appropriate
timeframes to identify and resolve the out-of-balance conditions between the
subsidiary ledgers and the general ledger, dating back to 1979.

RECOMMENDATION NO. 11

Provide oversight and develop a policy which ensures that GLID codes are
properly developed and are designed to post entries to appropriate general
ledger accounts.

1. OPERATIONAL AND SYSTEM PROBLEMS EXIST IN
ACCOUNTING FOR PERSONAL PROPERTY

Material internal control problems exist in the
FINDING NO. 3 accountability and valuation of personal property
at agency field office and headquarter

operations, and at the OCFO/NFC. These
weaknesses exist because of the lack of established corporate internal
control procedures and processes relating to personal property and the
personal property system. Because of these weaknesses, we were unable
to substantiate whether the financial statements were free from material
misstatements for personal property valued at over $888 million. In addition,
these weaknesses have not been reported in the OCFO/NFC’'s FMFIA
report.

The OCFO/NFC maintains the Personal Property Management System
(PROP) which is used to record personal property information and track
capitalized and non-capitalized personal property, depreciation, etc. We
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reviewed the internal control procedures and processes in the PROP system
and personal property controls at various agencies’ field and headquarter
offices. We found the following material internal control weaknesses:

Agriculture Property Management Regulation AG 5109 Part 104-51.106,
dated January 1997, requires that physical inventories of all accountable
personal and real property, except land, shall be taken by each agency every
2 years. Our review of information in the PROP system disclosed that there
were over 10,000 USDA accountable officers as of December 7, 1999, and
about 60 percent were either delinquent in performing physical inventories or
had never recorded that an inventory had been performed. About 40 percent
were delinquent in performing the required biennial inventory. Our analyses
of a sample of these accountable officers revealed that, based on the
information in the PROP system, the delays in recording a physical inventory
ranged from 6 days to up to 13 years, with an average delinquency of 3
years. Our analyses of the system also disclosed that another 20 percent of
these accountable officers had never recorded that an inventory had been
performed.

During our reviews at selected field office locations, we identified numerous
instances where accountable officers were unable to locate personal
property that was shown in the PROP inventory. We also noted, at the sites,
a lack of documentation supporting the recorded value of the personal
property. In addition, our analysis of the PROP database for properties
valued at over $1 million disclosed errors, such as a motor vehicle valued at
over $97 million. We identified 5 other motor vehicles valued at over $8
million in total, and a microscope valued at $11 million. After contacting the
accountable officers, we determined that these and other items had been
overvalued because of keypunch errors made by agency personnel. In
addition, even though these items had appeared on an OCFO/NFC PROP
exception report, necessary corrective action had not been taken.

OCFO/NFC and agency personnel proposed an adjustment to reclassify
over $332 million from “negative operating expenses” to a prior period
adjustment for one agency. We reviewed the documentation related to this
adjustment and determined it was improper. In working with OCFO/NFC
personnel to resolve this problem, we identified an incorrect GLID
transaction code related to personal property capitalization that had resulted
in the misclassification of operating expenses. In addition, we determined
that prior period adjustments were not being properly accounted for in the
PROP system. While OCFO/NFC made the necessary adjustments to the
financial statements related to this error we detected, we, and the
OCFO/INFC, were unable to quantify the total amount of the misstatement
because the CAS does not track the usage of individual GLID codes or the
dollars associated with the postings.
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USDA'’s policy is to capitalize property with a useful life of 2 or more years
and an acquisition value of $5,000 or more. Our review of information in the
PROP system disclosed substantial inconsistent application of this policy.
For example, we noted numerous items where property valued at less than
$5,000, which were being depreciated; and numerous property items valued
at more than $5,000, which were not. These errors impact the reliability of
the assets and expenses recorded in the financial statements related to
personal property.

We determined that a reconciliation of the personal property asset and
depreciation general ledger accounts to balances in PROP was not currently
being performed by OCFO/NFC personnel. As of September 30, 1999, we
identified large differences between the general ledger accounts and PROP.
This problem, first reported in fiscal year 1992 has remained uncorrected.
Corrective action has begun and is expected to be completed during fiscal
year 2000.

The overall management and accounting for personal property by the
Department has serious internal control implications. The management of this
system, coupled with incorrect capitalization of assets, failure to perform
required inventories and missing property noted in our field tests makes this
system highly vulnerable and calls into question the support for almost $900
million in personal property.

In addition, despite the significance of the problems we disclosed, the
Department failed to report any of these problems in either the OMB Circular A-
130 reviews performed or the internal control reviews performed by OCFO/NFC,
departmental administration, or any other departmental agency. Because of the
absence of an effective internal control process and the inherent vulnerability of
personal property to loss or misuse, immediate actions need to be taken to
correct these weaknesses.

RECOMMENDATION NO. 12

Require each accountable officer who has failed to perform/record the
required biennial inventory, to perform a complete inventory within 90 days.

RECOMMENDATION NO. 13

Remind agencies that they need to make and track adjustments to property
inventories so that any losses will be identified for possible follow-up during
the required inventory.
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RECOMMENDATION NO. 14

Require accountable officers to validate the recorded value of property in the
system to supporting documentation.

RECOMMENDATION NO. 15

Assure necessary accounting adjustments are made to correct errors noted
during this inventory.

RECOMMENDATION NO. 16

Review the accounting process for the personal property system and
research all incorrect entries made due to identified posting model errors
and make necessary adjustments and/or corrections.
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V. IMPROVEMENTS STILL NEEDED IN INFORMATION
TECHNOLOGY (IT) SECURITY AND CONTROLS

Our tests of the Department’s computer network
FINDING NO. 4 disclosed significant security vulnerabilities that
require immediate action. We attributed these

material weaknesses to the need for a stronger
departmental IT security program. As a result, the Department is highly
vulnerable to intrusion from within and externally. With assets in excess of
$118 billion and annual payments totaling billions of dollars, we believe that,
unless prompt and comprehensive actions are taken, the Department is at
high risk of data and/or financial losses. Details follow:

The Department is vulnerable to abuse and losses because few
agencies comply with the departmental regulation that requires
encryption of sensitive and Privacy Act data transmitted over the internet.
In addition, we believe that the Department is at risk because sensitive
data is not required to be encrypted on the Department or agencies’
intranets, many of which are accessible from the internet.

The Department’'s computer network is at risk because of weaknesses
we identified in security at individual sites. We attributed these material
weaknesses to the need for a more structured security program,
additional central control over mission area security, and the need for an
intrusion detection program.

The Department did not have a proactive network monitoring and
intrusion detection program. Such a program would require agencies to
promptly identify and investigate unusual or suspicious network activity,
such as repeated failed attempts to log onto the network; attempts to
identify systems and services on the network; connections to the network
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from unauthorized locations; and efforts to disrupt operations by
overloading the network. An effective network monitoring program would
also include provisions for logging and reviewing network access
activities on a regular basis. Without these controls, the Department has
little assurance that unauthorized access to systems on its network would
be detected in time to prevent or minimize damage.

We reported on our examination of Office of the Chief Information
Officer/National Finance Information Technology Center’s internal control
structure in Audit Report 88099-1-FM, dated December 10, 1999. Our
review disclosed material internal control weaknesses that could impact
the Department's operations, such as the need for a strengthened
network security monitoring and detection intrusion program, and
improved controls over access authorities established for authorized
users. The CIO agreed to correct these problems and actions have been
implemented to remediate all conditions.

The weaknesses discussed above leave the Department highly vulnerable to
intrusion to its network both from within, and externally, and at risk that its
computer systems, data, and programs may be misused, destroyed or
improperly altered. With assets in excess of $118 billion and multi-billion
dollar payments made annually, we have recommended in the
aforementioned reports that prompt actions are needed to prevent the loss of
data.

The Secretary, in a July 1, 1999, memorandum, expressed his concern on
computer data protection and stated that immediate actions needed to be
taken to improve the security of departmental operations, personnel and
infrastructure. He requested that the CIO and the CFO provide him a plan
within 30 days. In response to this concern, the CIO and CFO presented the
Secretary, on August 13, 1999, information for strengthening the
Department’s IT security.

The CIO and CFO data showed the following:

USDA has no Risk Management Program to prioritize its
vulnerabilities;

most program managers are not sufficiently involved in security;

the Department lacks resources to monitor compliance, test security
or provide agencies with technical expertise; and,

security training and awareness are inadequate.

The CIO made the following recommendations:

Strengthen USDA's cyber security program;
establish a Risk Management Program to identify and protect assets;
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establish a Departmentwide information security architecture;
institutionalize Departmentwide security compliance;

develop a comprehensive set of security policies; and,
enhance technical skills and increase security awareness.

As noted in our Management Alerts, dated March 9, 1999, March 17, 1999,
May 19, 1999, and June 25, 1999, we concur with the CIO’s assessment of
IT security in the Department. We also support the approach outlined for
addressing the weaknesses we, GAO and the CIO have identified. We
believe that prompt and aggressive action is necessary to implement
corrective actions to reduce the risk of loss to the Department. Because of
actions underway, we are not making any new recommendations.
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V. FMFIA CORRECTIVE ACTION NEEDS TO BE MORE TIMELY

Since our fiscal year 1991 Financial Statement
FINDING NO. 5 audit, we have reported that the Department has
been unable to provide reasonable assurance

to the President of the United States, that the
Department’s financial management systems conform with certain standards
and principals. These systems account for over $118 billion in total assets.

USDA has a long-standing history of deficiencies in its accounting and
financial management systems. Since 1991, because of these deficiencies,
we have issued a series of unfavorable financial audit reports on USDA and
several of its component agencies. In addition, USDA ability to comply with
budgetary and financial statement reporting requirements is severely
hampered by its accounting and financial systems’ deficiencies. Given the
long-standing nature of USDA's financial management deficiencies and the
lack of timely corrective actions, complete resolution will continue to be a
significant challenge.

We have reported concerns with the lack of timely corrective actions on long-
standing material weaknesses since 1991 in our financial statement audits.
For example:

Of the 21 material Section 2 weaknesses existing prior to fiscal year
1999, we noted 6 weaknesses where the estimated completion
timeframes for corrective action had been extended for at least 5 and up
to 10 times.

We also analyzed each of the eight Section 4 systems nonconformances
reported in the “draft” fiscal year 1999 FMFIA report to determine if there
were any similar “slippages” in the target completion date. Three of the
Section 4 system nonconformances were first identified prior to fiscal
year 1986. Based on our analysis, we determined that all of the eight
Section 4 system nonconformances had at least two extensions or
slippages, two had four extensions, and five had six or more extensions.

For example, the reported FMFIA nonconformance involving the
guaranteed loan accounting subsystem, which is inadequate to support
program and management information needs, was originally reported in
fiscal year 1983. Targeted completion action dates have slipped eight
times since it was originally reported. A targeted corrective action date
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of fiscal year 2001 was reported in last year's FFMIA Remediation Plan;
however, that date has now slipped 2 years to fiscal year 2003, subject to
funding.

In a prior year's financial statement audit we recommended agency
administrators to establish, with OCFO oversight, a task force consisting of
each agency’s top financial management to identify the obstacles that
prevent corrective action; and to develop a corrective action plan and
establish realistic timeframes for achieving corrective action. The OCFO
responded that it agreed with the finding in general, but believed the
recommendations were not cost effective because they essentially duplicate
actions already in progress.

Many of the problems are long-standing and remain open because agencies
have not focused on corrective actions. In fiscal year 1999, the OCFO began
to seek resolution of these matters and as a first step in achieving
compliance with the FFMSR, one agency has elected to undertake a joint
review of their financial management system in coordination with OIG. This
review will use GAO checklists based upon the FFMSR to identify significant
deficiencies that preclude compliance.

Because of recommendations made in prior reports relating to this issue, we
are making no further recommendations in this report.

Material weaknesses are reportable conditions in which the design or operation of one or
more internal control components does not reduce to a relatively low level the risk that
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misstatements 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. Because of inherent limitations in
internal controls, misstatements, losses, or noncompliance may nevertheless occur and not
be detected. We believe the reportable conditions described in this report are material
weaknesses.

This report is intended solely for the information and use of the management of USDA,
OMB and Congress, and is not intended to be and should not be used by anyone other
than these specified parties. We caution that misstatements, losses, and noncompliance
may occur and not be detected by the testing performed and that such testing may not be
sufficient for other purposes.

ROGER C. VIADERO
Inspector General

February 11, 2000
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USDA UNITED STATES DEPARTMENT OF AGRICULTURE ; (5;_}(::5#
_ OFFICE OF INSPECTOR GENERAL = ﬁ}l

Washington, D.C. 20250 LR

REPORT OF THE OFFICE OF INSPECTOR GENERAL
ON COMPLIANCE WITH LAWS AND REGULATIONS

TO: Sally Thompson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying financial statements of USDA as of and for the
fiscal year ended September 30, 1999, and have issued our report thereon dated February
11, 2000.

The management of USDA is responsible for compliance with laws and regulations
applicable to the Department. As part of obtaining reasonable assurance about whether
the principal financial statements are free of material misstatement, we performed tests of
the Department's compliance with certain provisions of laws and regulations,
noncompliance with which could have a direct and material affect on the determination of
financial amounts and certain other laws and regulations specified in OMB Bulletin 98-08,
and subsequent issuances. We tested compliance with:

Anti-Deficiency Acts of 1906 and 1950;

Budget and Accounting Procedures Act of 1950;

Chief Financial Officers (CFO) Act of 1990;

Debt Collection Improvement Act (DCIA) of 1996;

Federal Credit Reform Act of 1990;

Federal Financial Management Improvement Act (FFMIA) of 1996:
Federal Managers' Financial Integrity Act (FMFIA) of 1982;
Government Performance and Results Act (GPRA) of 1993; and,

As part of the audits of six USDA agency/mission area financial statements, we tested
compliance with additional laws and regulations that may directly affect those statements
and certain other laws and regulations designated as significant by OMB or the
agency/mission area. (See exhibit A for a listing of the agencies' audits and related audit
report numbers.)

As part of the audit, we reviewed management's process for evaluating and reporting on
internal control and accounting systems, as required by the FMFIA, and compared USDA's
most recent FMFIA reports, with the evaluation we conducted of USDA's internal control
structure. We also reviewed and tested USDA policies, procedures, and systems
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for documenting and supporting financial, statistical, and other information presented in the
Overview section. However, providing an opinion on compliance with certain provisions of
laws and regulations was not an objective of our audit, and accordingly, we do not express
such an opinion.

Under FFMIA, we are required to report whether the Department's financial management
systems substantially comply with (1) the FFMSR, (2) applicable accounting standards,
and (3) the SGL at the transaction level. To meet this requirement, we performed tests of
compliance using the implementation guidance for FFMIA included in Appendix D of OMB
Bulletin 98-08.

The results of our tests disclosed instances, described in our "Findings and
Recommendations” section, where the Department's financial management systems, as a
whole, did not substantially comply with the three requirements in the preceding paragraph.

Material instances of noncompliance are failures to follow requirements, or violations of
prohibitions, contained in law or regulations that cause us to conclude that the aggregation
of the misstatements resulting from those failures or violations is material to the financial
statements, or the sensitivity of the matter would cause it to be perceived as significant by
others. Material instances of noncompliance noted during our audit are presented in the
"Findings and Recommendations" section of this report.
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FINDINGS AND RECOMMENDATIONS

VI. CFO ACT REQUIREMENTS

The primary purpose of the CFO Act of 1990 is
FINDING NO. 6 to bring more effective general and financial
management practices to the Federal
Government. The Act also establishes the

authority and functions of each Federal
Executive agency CFO. These include, among others, that each CFO:

oversee all financial management activities,

develop and maintain an integrated accounting and financial
management system including financial reporting and internal control
standards,

direct, manage and provide policy guidance and oversight of financial
management personnel, activities and operations (including training of
personnel); and,

review on a biennial basis, fees, etc., imposed by agencies.

We assessed the CFO's compliance with the Act's requirements and
concluded that the CFO was overall, in substantial compliance with the Act.
We did note two areas where remediation actions, while ongoing, have not
yet resolved the problems previously reported:

The Department's financial information system is not fully integrated and
relies on data from various program and administrative systems
throughout the Department in order to prepare its consolidated financial
statements. In addition, it does not always provide for complete, reliable,
and consistent information (see finding 2).

During our audit, we noted that improvements were necessary in the
guality control procedures in preparing the USDA consolidated financial
statements. As a result, adjustments and/or reclassifications totaling over
$17.5 billion needed to be made after the statements were submitted for
audit.
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As noted in our fiscal years 1997 and 1998 financial statement audits
of the Department's financial statements, the OCFO has not
conducted required biennial reviews of the fees, rents, royalties, and
other charges as imposed by USDA agencies for services and things
of value they provide, and made recommendations on revising those
charges to reflect costs incurred by the agencies in providing those
services and things of value. The OCFO issued procedures and
delegated these responsibilities to the agencies, starting in fiscal year
1999. However, we noted where these reviews had not always been
performed by the agencies and reviewed by OCFO.

In a letter dated June 15, 1999, OMB concurred with our position and
noted that interest and fees on direct loans and fees on loan
guarantees should be reviewed by agencies at least annually.

We noted where one agency had not updated its user fees for its
inspection services for fiscal year 1998 and part of fiscal year 1999.
As a result, the fees were not adjusted for salary increases and
inflation factors and the agency did not bill for millions of dollars that it
was entitled to receive. The rates were updated, effective April 1999,
and have also been updated for fiscal year 2000.

Because of recommendations in prior reports relating to these problems, we
are making no recommendations in this report.

VIl. DEBT COLLECTION IMPROVEMENT ACT REQUIREMENTS
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We reported in prior financial statement reports
FINDING NO. 7 (Audit Report Nos. 50401-28-FM, dated
January 1999; 06401-7-FM, dated July 1998;
and 06401-9-FM, dated February 1999), that

the Department’s lending agencies are not in full
compliance with some of the provisions of the DCIA and/or OMB Circular A-
129, "Policies for Federal Credit Programs and Non-Tax Receivables."
During this year’s audits, we continue to note that more action is needed to
bring FSA, CCC, FNS and Rural Development into full compliance. In
addition, we noted that OCFO/NFC is not complying with the Treasury Offset
Program (TOP).

The purpose of DCIA is to maximize collections of Federal non-tax debt by
directing actions towards debtors with the ability to pay, and to minimize the
costs of debt collection by consolidating related functions and activities.
DCIA states that persons owing an outstanding Federal non-tax debt in
delinquent status are not eligible for additional Federal financial assistance
(Federal loans, loan guarantees, loan insurance, etc.). In order to identify
those ineligible applicants, Federal agencies must both report on and check
for delinquent debt. OMB Circular A-129, dated January 11, 1993, states
“All credit programs shall wse CAIVRS for loan screening to ensure that
applicants are not delinquent on Federal Debt.” A revised draft of OMB
Circular A-129, dated January 18, 2000, states that “Agencies are also
encouraged to use other appropriate databases, such as the Department of
Housing and Urban Development’'s CAIVRS to identify delinquencies on
Federal debt.”

We noted that several USDA agencies were not in full compliance with
provisions of the DCIA and/or OMB Circular A-129, “Policies for Federal
Credit Programs and Non-Tax Receivables.” For example:

Rural Development needs to change its guaranteed loan regulations
and lenders agreements to fully utilize the collection tools authorized
by the DCIA. Because Rural Development has not taken action to
increase its legal rights to collect default guaranteed loans, it may
have missed opportunities to reduce its losses.

Last year, we recommended that Rural Development take
appropriate actions to both report defaulted guaranteed loans to the
Treasury Offset Program.

FSA/CCC made substantial progress in referring all eligible debt to
Treasury under TOP. Under TOP, Treasury is able to offset Treasury
payments against debts that have been transferred by individual
agencies. By the end of fiscal year 1999, FSA/CCC has transferred
all Farm Commodity Loan and Farm Program debts which were
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centralized in the Kansas City Management Office’s debt
management division under TOP. However, FSA/CCC has other
debt in its field offices which has not been transferred to Treasury
under the Cross-Servicing Program. FSA/CCC made software
changes to allow the referral of the remaining debt, such as farm
ownership and operating loans transferred from the old Farmers
Home Administration for which responsibilities have transferred to
FSA. FSA/CCC expects to be in full compliance with reporting
eligible debt to Treasury during fiscal year 2000.

Although FSA/CCC made improvements to refer the eligible
FSA/CCC debt to Treasury under TOP so that payments made by
Treasury can be matched against a government-wide delinquent
debtor database, there is also a provision in the DCIA to allow
disbursing officials other than Treasury to make these offset
payments. In order for FSA/CCC to offset TOP payments, FSA/CCC
and Treasury will need to have an automated interface between their
systems. FSA/CCC and Treasury still have not coordinated to
develop the necessary system requirements so that FSA/CCC will be
able to interface with Treasury to offset payments. FSA personnel
advised that FSA/CCC is dependent on Treasury to advise and/or
develop the requirements needed by it to reach complete compliance
with the DCIA requirements for TOP. This is especially true for
FSA/CCC because CCC is a non-Treasury disbursing organization
and this necessitates the need for further development of
requirements for CCC to access and interface with Treasury.
FSA/CCC and Treasury have not set a current timeframe for
implementing this aspect of DCIA.

In addition, although, FSA/CCC is referring delinquent Farmer Loan
Program debt to CAIVRS, it does not use CAIVRS to check for
delinquent debt before loan applicants are approved. FSA/CCC'’s
failure to mandate CAIVRS usage by all programs lessens the
effectiveness of CAIVRS for both FSA/CCC and other Federal
lending agencies.

The OCFO/NFC is not in full compliance with DCIA requirements. We
noted that OCFO/NFC is not referring debt that is delinquent over 180
days to Treasury for cross-servicing. OCFO/NFC was waiting for
notification from Treasury as to whether it was going to be
designated as a debt collection center. In January 2000, OCFO/NFC
received notification that it was not going to receive the designation.
OCFOI/NFC expects to begin referring delinquent debt during fiscal
year 2000. As of September 30, 1999, OCFO/NFC was servicing
about $15.9 million in debt that was over 180 days delinquent.
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The FNS has not effectively pursued all Food Stamp Program
recipient claim debt through TOP. This occurred because FNS did
not take action to develop or implement alternative procedures for
pursuing debt when Treasury’s requirement for the use of an Internal
Revenue Service (IRS) address for due process notice was
eliminated. As a result, as of December 1999, FNS had not pursued
almost $339 million for offset because it did not have an IRS address.

RECOMMENDATION NO. 17

Provide guidance to USDA agencies for developing a methodology to
ensure that all programs maximize the usage of DCIA tools and meet the
requirements of OMB Circular A-129, such as the use of CAIVRS, etc.

RECOMMENDATION NO. 18

Assist agencies in coordinating with Treasury to develop a methodology and
timeframe for ensuring that future payments can interface with Treasury
systems so that offsets can be made against eligible debts.

VIll. FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT
REQUIREMENTS

We continue to note not all of USDA'’s financial
FINDING NO. 8 management systems substantially comply with
the three requirements of FFMIA. Under FFMIA,
each agency shall implement and maintain

financial management systems that comply
substantially with FFMSR, applicable Federal accounting standards, and the
SGL at the transaction level.

FEMIA requires that the agency head, in consultation with OMB, prepare a
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remediation plan to bring these systems into substantial compliance no later
than 3 years after the date of determination is made. The remediation plan
needs to include the resources, remedies, and intermediate target dates
necessary to bring the financial management systems into substantial
compliance.

In our prior audit report, “Audit of the USDA'’s Fiscal Year 1998 Financial
Statement Audit,” Audit No. 50401-30-FM, we reported that USDA does not
have a single integrated financial management system with:

Standard data classification (definition and format) established and used
for recording financial events;

Common processes used for processing similar kinds of transactions;

Internal controls over data entry, transaction processing, and reporting
that is applied consistently; and,

Single source data entry.

In terms of compliance with FFMIA, the Department has made progress in
accomplishing its remediation plan, but has acknowledged that it does not
currently comply with FFMIA requirements. To correct problems with its
accounting system, the Department plans to complete implementation of its
new accounting system by October 1, 2002. The Department has prepared
its remediation plan, which includes planned remedial actions necessary
along with its planned completion dates.

We will monitor the actions taken to accomplish the remediation plan. As
required by the law, we will include our assessment of the progress achieved
in our future Semiannual Report to Congress. Based on the remediation
plan and related corrective actions, we are making no further
recommendations at this time.

We considered these material instances of noncompliance in forming our opinion on
whether the fiscal year 1999 principal financial statements of USDA are presented fairly, in
all material respects, and this report does not modify our disclaimer of opinion on USDA’s
principal financial statements expressed in our report, dated February 11, 2000.

This report is intended solely for the information of the management of USDA, OMB and
Congress, and is not intended to be and should not be used by anyone other than
these specified parties. We caution that noncompliance may occur and not be detected by
the tests performed and that such testing may not be sufficient for other purposes.
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ROGER C. VIADERO
Inspector General

February 11, 2000

EXHIBIT A — RECENT USDA FINANCIAL STATEMENTS AND
FINANCIAL RELATED AUDITS

AUDIT NUMBER TITLE

50401-30-FM Audit of USDA'’s Fiscal Year 1998
Consolidated Financial Statements
06401-11-FM Audit of Commodity Credit Corporation’s
Financial Statements for Fiscal Year 1999

85401-1-FM Audit of Rural Development’s Consolidated
Financial Statements for Fiscal Year 1999
08401-9-AT Audit of Forest Service’s Fiscal Year 1999
Financial Statements

27401-17-HY Audit of Food and Nutrition Service’s Fiscal
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Year 1999 Financial Statements

05401-7-FM

Audit of Federal Crop Insurance
Corporation/Risk Management Agency’s
Financial Statements for Fiscal Year 1999

11401-4-FM

Fiscal Year 1998 National Finance Center
Review of Internal Control Structure

50801-5-FM

Material Control Weaknesses Will Continue
to Impact Departmental Financial
Operations Because of Delayed FFIS
Implementation

09401-5-FM

Rural Telephone Bank Financial Statements
as of September 30, 1999

88099-1-FM

USDA Fiscal Year 1998 National
Information Technology Center General
Controls Review
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ABBREVIATIONS

CAIVRS
CAS
CccC
CFO
DCIA
FFAS
FFMIA
FFMSR
FMFIA
FNS
GAO
GLID

IT

NFC
OCFO
oIG
OBM
OPAC
oSl
PROP
SGL
TOP
Treasury
USDA

Credit Alert Interactive Voice Response System
Central Accounting System

Commodity Credit Corporation

Chief Financial Officers Act

Debt Collection Improvement Act

Farm and Foreign Agriculture Service

Federal Financial Management Improvement Act
Federal Financial Management System Requirements
Federal Managers Financial Integrity Act

Food and Nutrition Service

General Accounting Office

General Ledger Interactive Description System
Information Technology

National Finance Center

Office of the Chief Financial Officer

Office of the Inspector General

Office of Management and Budget

Online Payment and Collection System
Overview and Supplemental Information
Personal Property Management System

U.S. Government Standard General Ledger
Treasury Offset Program

U.S. Department of Treasury

U.S. Department of Agriculture
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Compensation Act (FECA). Claims incurred for benefits for USDA employees are administered by
the Department of Labor and are ultimately paid by USDA. USDA recorded an estimated actual
lialliability of $582 million for claims incurred as of September 30, 1999.

Note 13. Lease Liabilities

(U.S. dollars in millions)

Entity as Lessee
Operating Leases
Description of Lease Arrangements

Future Payments Due

Asset Category

Fiscal Year 1) 2 Totals
2000 101 8 109
2001 105 6 111
2002 213 7 220
2003 423 5 428
2004 428 5 433
After 5 Years 2,681 8 2,689
Total Future Lease

Payments 3,951 39 3,990

Projected liabilities for operating leases relate primarily to leased space. USDA agencies rent space
from the General Services Administration (GSA) which charges rates that are intended to
approximate commercial rental rates. GSA space can be canceled in 120 days. Forest Service rents
commercial buildings and office space for terms that range from one to fifteen years. Total future
lease payments for land and buildings are projected to be $2.7 billion. USDA agencies have no
capital leases.

Note 14. Unexpended Appropriations

(U.S. dollars in millions)

Unexpended Appropriations

Unobligated
Available 4,299
Unavailable 17,842
Undelivered Orders 8,638
Eliminations and Adjustment 163
Total 30,616
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USDA's Net Position consists of Unexpended Appropriations and Cumulative Results of Operations.
Unexpended Appropriations are appropriated spending authority that is unobligated and has not been
withdrawn by Treasury, and obligations that have not yet been paid. Cumulative Results of

Operations are the excess of financing sources over expenses for a budget account since its inception.

Note 15. Contingencies And Commitments

Contingencies

Most legal actions that affect USDA and involve an amount in excess of $2,500 fall under the

Federal Tort Claims Act and are paid from the Claims and Judgments Fund maintained by the
Department of Treasury. USDA is not required to reimburse this Fund for payments made on its
behalf. Pursuant to the guidance contained in SFFAS Number 5, USDA recognizes an expense and
liability for all contingent liabilities determined to be probable. Those contingent liabilities that meet

the requirements for disclosure, but not recognition are disclosed below. Once the claim is settled or
court judgment is assessed against USDA and the Judgment Fund is determined to be the appropriate
source for payment of claims, USDA records an imputed other financing source. During FY 1999,
approximately $24 million was paid from the Fund to settle actions against USDA.

Commodity Credit Corporation (CCC)

The Federal Agricultural Improvement and Reform Act of 1996 replaced acreage reduction programs
with production flexibility contract payments. These payments are made on a fixed payment schedule
over 7 years. CCC paid $5 billion during fiscal year 1999, with $13 billion remaining to be paid over
the next 3 years.

Under Wetlands Reserve Program (WRP), CCC purchases easements, based on agricultural value, to
restore wetlands that have previously been drained and converted to agricultural uses, to protect the
wetlands, or to enhance wetlands on the property. WRP also provides an opportunity for landowners
to receive cost share payments to restore, protect, or enhance a wetland without selling an easement.
Program expenses for the fiscal year ended September 30, 1999, were $156 million. At September
30, 1999, CCC's estimated future liabilities were $150 million.

The Noninsured Assistance Program (NAP) was authorized as a CCC program under the 1996 Act
and is a standing crop disaster aid program for crops that are not covered by catastrophic risk
protection crop insurance. Program expenses for the fiscal year ended September 30, 1999, were $54
million. It is estimated that CCC’s annual payments for this program could range from $90 million to
$140 million.

Commitments to acquire commodities represent the contract value of commaodities not yet delivered
under CCC purchase contracts. Commaodity contracts amounted to $291 million at September 30,
1999.

The Dairy Export Incentive Program is authorized under the Food Security Act of 1985 to facilitate
export of U.S. dairy products. Under this program, CCC pays the exporter a bonus when necessary to
enable an exporter to sell the product at a competitive world price. Program expenses were
approximately $69 million for fiscal year 1999. The accrued liability for FY 1998 was $59 million.

On September 30, 1999, CCC estimated its future liabilities to be $69 million, of which $1 million

was due in payable.
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The Corporation formerly operated approximately 4,500 grain storage facilities in the United States.
To date, at approximately 120 of these facilities, carbon tetrachloride (a fumigant commonly used at
grain storage facilities during that time) was discovered in ground water. As of September 30, 1999,
the Environmental Protection Agency has designated CCC as the potentially responsible party for
ground water contamination near 4 of the former 120 CCC grain storage locations. CCC is
undertaking site investigations at these and other former locations. USDA roughly estimates the total
cost of this effort (including site inspection and cleanup, as well as operations and maintenance) to be
$34 million for the fiscal years 2000 through 2003. Of this amount, the Department is expected to
provide funding of $14 million under the ongoing department-wide hazardous waste management
program. However, this amount is contingent on the amount actually appropriated to the USDA
Hazardous Waste Fund and subsequently allotted to CCC. Potential costs are extremely difficult to
estimate until site investigations are completed. CCC intends to monitor the cost estimate and make
revisions as necessary.

The Market Access Program was authorized by the Agriculture Trade Act of 1978, as amended, to
encourage the development, maintenance, and expansion of commercial export markets for
agricultural commodities through cost-share assistance to eligible trade organizations that implement
a foreign market development program. CCC makes funds available to reimburse program
participants for authorized promotional expenses. Program expenses for the fiscal year ended
September 30, 1999, were $114 million. At September 30, 1999, CCC estimated its future liabilities
could range up to $150 million.

Farm Service Agency (FSA)

Timothy Pigford, et al. v. Dan Glickman, is a class action brought by African-American farmers who
filed administrative discrimination complaints with USDA between 1983 and February 21, 1997,
alleging race discrimination in Farmers Home Administration/FSA farm programs. This matter has
been settled. The consent decree provides a system under which plaintiffs will have their claims
heard by a third party who will direct the relief to be provided.

Cecil C. Brewington, et al. v. Dan Glickman is a case closely related to Timothy Pigford et al. v. Dan
Glickman, where a class action was brought by African-American farmers who filed administrative
discrimination complaints with USDA, between 1983 and February 21, 1997, alleging race
discrimination in FSA farm programs. This matter has been settled. The consent decree provides a
system under which plaintiffs will have their claims heard by a third party who will direct the relief

to be provided.

Federal Crop Insurance Corporation (FCIC)

FCIC is a defendant in various litigation cases arising in the normal course of business. Management
has recorded a liability in the financial statements for the estimated settlement amount of these cases
based on its best estimate at the time of financial statement preparations. Furthermore, in order to
defend its policies and procedures, FCIC may, in some instances, pay litigation expenses and
judgments over and above indemnities found to be due under the Standard Reinsurance Act for
reinsured companies. For this reason, FCIC is consulted with and approves significant decisions in
the litigation process. In exchange for FCIC consideration, the reinsurance companies reimburse the
FCIC an amount equal to 50% of the expense reimbursement due the reinsured companies on such
policies.
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Food and Nutrition Service (FNS)

FNS is a party in various administrative proceedings, legal actions, and claims brought by or against
it. In the opinion of FNS management and the Department of Agriculture’s legal counsel; the
ultimate resolution of these proceedings, actions, and claims will not materially affect FNS’ assets,
liabilities, net cost of operations, changes in net position or budgetary resources for the current fiscal
year.

Forest Service (FS)

FS is a party to various administrative proceedings, legal actions, and claims. As of September 30,
1999, the following claims with amounts, individually or in aggregate, of $10 million or more are
pending resolution. There are two claims concerning the cancellation of special use permits. In the
first claim, counsel considers an adverse decision probable and estimates approximately $28.4
million plus interest. In the second claim, counsel considers an adverse decision reasonably possible
and estimates approximately $10.1 million plus interest. In actions related to the alleged wrongful
termination or suspension of timber sales contracts, counsel considers most of these claims
impossible to measure liability at this time. In one case, however, counsel states that if the plaintiff
were to succeed, the estimated liability would be over $13 million.

Commitments

Contracts Under Conservation Reserve Program (CRP)

Through CRP, participants sign 10-15 year contracts to remove land from production in exchange for
an annual rental payment. The participants also receive a one-time payment of 50 percent of the
eligible costs of establishing vegetative cover on the reserve acreage. CCC estimates that the future
liability for CRP annual rental payments through year 2010 is $19 billion. This estimate is based on
current program levels with the assumption that expiring lands are re-enrolled or replaced with lands
of equal value. At September 30, 1999, accrued payments totaled $1.5 billion.

Hazardous Waste Cleanup

Under the provisions of the Comprehensive Environment Response, Compensation, and Liability Act
(CERCLA), the Clean Water Act (CWA), and the Resource Conservation and Recovery Act (RCRA),
the Forest Service anticipates cleaning up hazardous materials on Forest Service land. The Forest
Service estimates the cleanup costs for sites on National Forest System lands are $2 billion. Of this
amount, approximately $1.5 billion relates to abandoned mine lands and $100 million relates to
landfills and miscellaneous sites. The remaining $400 million is attributed to costs relating to RCRA.
These estimates are very tentative and sensitive to changes in remedy standards and new technology.
The site discovery and assessment process will continue for several more years. The actual number of
sites discovered and cleanup costs will continually change as the process continues. This estimate
also does not reflect anticipated cost recovery from or contribution to cleanup costs by responsible
parties because the amounts are highly speculative. There is a reasonable possibility, however, that
some of the cleanup cost will be paid by parties other than the FS.

Program Continuance

FCIC Program Continuance: Since the enactment of the Federal Crop Insurance Act of 1980, FCIC
has incurred significant losses from operations which have accumulated to approximately $3.9 billion
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at September 30, 1999. FCIC has relied on additional funding from CCC and borrowing from the
U.S. Treasury to meet its obligations. Without significant changes in insurance program operations,
FCIC will likely continue to suffer losses and require additional assistance from CCC or other
sources of congressional funding.

Operating Leases

The following is a schedule of future minimum rental payments required under FSA operating leases
for which CCC is directly liable. The leases can be canceled after a period not to exceed 120 days.

Fiscal Year Ended September 30:

U.S. Dollars in
Millions

2000
2001
2002 and thereafter

=N

*

w

Total
* Less than $500 thousand

Allocated rent expense net of reimbursements received on these leases was $60 million for Fiscal
Year 1999.

U. S. Department of Agriculture 57



Notes

FY 1999 Annual Financial Statement

Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Farm and Foreign Agricultural Services

Farm Income Conservation Commodity Farm Loan Crop International Other Intra-USDA Total
Support Reserve Program Program Insurance Operations Programs Eliminations
Program Costs
Federal 628 78 680 452 15 267 375 (1,164) 1,331
Non-Federal
Grants and Transfers
Grants and 12,242 1,385 2 1,227 2,984 17,840
Payments
Indemnities 1,981 1.981
Loan Subsidy Costs (104) (1,040) (1,144)
Commodity Inventory 30 1,198 1,228
Costs
Other Program Costs 1,553 71 198 897 546 547 340 4,152
Total Program Production 14,453 1,534 2,076 1,247 2,542 1.001 3,699 (1,164) 25,388
Costs
Less Earned Revenues 45 739 640 759 657 309 (874) 2,275
Excess Production Costs 14,408 1,534 1,337 607 1,783 344 3,390 (290) 23,113
Over Revenues
Non-Production Costs
Acquisition Cost of
Heritage Assets
Acquisition Cost of 156 156
Stewardship Land
(Gain) or Loss on
Disposition of Assets
Other Non-Production
Costs
Net Program Costs 14,408 1,534 1,337 607 1,783 344 3,546 (290) 23,269
Costs Not Assigned to 15
Program
Net Cost of Operations 23,284

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost. These
are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules present themajor
programs of each of the USDA responsibility segments, reporting the full cost of products and services generated from the consumption
of resources, the net program costs, and the net cost of operations for the responsiblity segment as a whole. Transactions between
major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost
(U.S. dollars in millions)
Food, Nutrition, and Consumer Service
Commodity Child Nutrition Food Stamp Women, Other Total
Assistance Program Program Infants, and Programs
Children
Program

Program Costs
Federal 1 12 22 4 621 660
Non-Federal

Grants and Transfers

Grants and Payments 62 8,728 18,803 3,791 135 31,519
Indemnities
Loan Subsidy Costs

Commodity Inventory Costs 66 283 136 1 5 491

Other Program Costs 1 25 107 17 4 154
Total Program Production Costs 130 9,048 19,068 3,813 765 32,824
Less Earned Revenues 64 64
Excess Production Costs Over 130 9,048 19,004 3,813 765 32,760

Revenues

Non-Production Costs

Acquisition Cost of Heritage

Assets
Acquisition Cost of
Stewardship Land
(Gain) or Loss on Disposition
of Assets

Other Non-Production Costs
Net Program Costs 130 9,048 19,004 3,813 765 32,760
Costs Not Assigned to Program 22
Net Cost of Operations 32,782

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost.
These are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules
present the major programs of each of the USDA responsibility segments, reporting the full cost of products and services
generated from the consumption of resources, the net program costs, and the net cost of operations for the responsiblity
segment as a whole. Transactions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Food Safety

FSIS
Program Costs
Federal 178
Non-Federal
Grants and Transfers
Grants and Payments 44
Indemnities
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs 541
Total Program Production Costs 763
Less Earned Revenues 97
Excess Production Costs Over Revenues 666
Non-Production Costs
Acquisition Cost of Heritage Assets
Acquisition Cost of Stewardship Land
(Gain) or Loss on Disposition of Assets
Other Non-Production Costs
Net Program Costs 666
Costs Not Assigned to Program 25
Net Cost of Operations 691

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net
Cost. These are the Department’s responsibility segments for which strategic plans are prepared and monitored. These
schedules present the major programs of each of the USDA responsibility segments, reporting the full cost of products and
services generated from the consumption of resources, the net program costs, and the net cost of operations for the
responsiblity segment as a whole. Transactions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Marketing and Regulatory Programs

Improved Animal & Plant MRP Total
Marketing Health Eliminations
Inspec_tion
Service
Program Costs
Federal 794 118 @) 905
Non-Federal
Grants and Transfers
Grants and Payments 1 26 27
Indemnities 57 57
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs 228 538 766
Total Program Production Costs 1,023 739 ()] 1,755
Less Earned Revenues 195 269 7) 457
Excess Production Costs Over Revenues 828 470 1,298
Non-Production Costs
Acquisition Cost of Heritage Assets
Acquisition Cost of Stewardship Land
(Gain) or Loss on Disposition of Assets
Other Non-Production Costs
Net Program Costs 828 470 1,298
Costs Not Assigned to Program 49
Net Cost of Operations 1,347

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost.
These are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules
present the major programs of each of the USDA responsibility segments, reporting the full cost of products and services
generated from the consumption of resources, the net program costs, and the net cost of operations for the responsiblity
segment as a whole. Transactions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Natural Resources and Environment

Management State and Forest Other NRCS Total
of National Private Research Programs Programs
Forests and Forestry
Grasslands
Program Costs
Federal 185 45 11 70 67 378
Non-Federal
Grants and Transfers
Grants and Payments
Indemnities
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs 1,937 906 197 160 1,104 4,304
Total Program Production Costs 2,122 951 208 230 1,171 4,682
Less Earned Revenues 509 74 13 5 183 784
Excess Production Costs Over 1,613 877 195 225 988 3,898
Revenues
Non-Production Costs
Acquisition Cost of Heritage
Assets
Acquisition Cost of 122 122
Stewardship Land
(Gain) or Loss on Disposition
of Assets
Other Non-Production Costs
Net Program Costs 1,735 877 195 225 988 4,020

Costs Not Assigned to Program

Net Cost of Operations

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost.
These are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules
present the major programs of each of the USDA responsibility segments, reporting the full cost of products and services
generated from the consumption of resources, the net program costs, and the net cost of operations for the responsiblity
segment as a whole. Transactions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Research, Education, and Economics

ARS ERS NASS CSREES Total
Program Costs
Federal 135 25 51 32 243
Non-Federal
Grants and Transfers
Grants and Payments 10 1 708 719
Indemnities
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs 777 44 71 150 1,042
Total Program Production Costs 922 70 122 890 2,004
Less Earned Revenues 59 (5) 23 77
Excess Production Costs Over Revenues 863 70 127 867 1,927
Non-Production Costs
Acquisition Cost of Heritage Assets
Acquisition Cost of Stewardship Land
(Gain) or Loss on Disposition of Assets
Other Non-Production Costs
Net Program Costs 863 70 127 867 1,927
Costs Not Assigned to Program 5
Net Cost of Operations 1,932

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost. These
are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules present the
major programs of each of the USDA responsibility segments, reporting the full cost of products and services generated from the
consumption of resources, the net program costs, and the net cost of operations for the responsiblity segment as a whole.
Transactions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U.S. dollars in millions)

Rural Development

Rural Rural Utilities Rural Business Intra-USDA Total
Housing Service Cooperative Eliminations
Service
Program Costs
Federal 1,970 1,789 999 (450) 4,308
Non-Federal
Grants and Transfers
Grants and Payments 638 547 1,185
Indemnities 1 1
Loan Subsidy Costs 203 123 136 462
Commodity Inventory Costs
Other Program Costs (806) (457) 332 (931)
Total Program Production Costs 2,006 1,455 2,014 (450) 5,025
Less Earned Revenues 1.869 1,940 1,108 (450) 4,467
Excess Production Costs Over Revenues 137 (485) 906 558
Non-Production Costs
Acquisition Cost of Heritage Assets
Acquisition Cost of Stewardship Land
(Gain) or Loss on Disposition of Assets
Other Non-Production Costs
Net Program Costs 137 (485) 906 558
Costs Not Assigned to Program 20
Net Cost of Operations 578

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost. These
are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules present the
major programs of each of the USDA responsibility segments, reporting the full cost of products and services generated from the
consumption of resources, the net program costs, and the net cost of operations for the responsiblity segment as a whole. Transac-
tions between major programs in each responsibility segment are eliminated.
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Note 16. Supporting Schedules for the Statement of Net Cost

(U. S. dollars in millions)

Other USDA Services

Department Departmental Intra-USDA Total
Working Capital Offices and Eliminations
Fund Programs
Program Costs
Federal 55 188 4) 239
Non-Federal
Grants and Transfers
Grants and Payments
Indemnities
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs 195 203 398
Total Program Production Costs 250 391 4) 637
Less Earned Revenues 249 9 (4) 254
Excess Production Costs Over Revenues 1 382 383
Non-Production Costs
Acquisition Cost of Heritage Assets
Acquisition Cost of Stewardship Land
(Gain) or Loss on Disposition of Assets
Other Non-Production Costs
Net Program Costs 1 382 383

Costs Not Assigned to Program

Net Cost of Operations

USDA reports costs and earned revenue for its seven mission areas and Other USDA Services in the Statement of Net Cost. These
are the Department’s responsibility segments for which strategic plans are prepared and monitored. These schedules present the
major programs of each of the USDA responsibility segments, reporting the full cost of products and services generated from the
consumption of resources, the net program costs, and the net cost of operations for the responsiblity segment as a whole. Transac-
tions between major programs in each responsibility segment are eliminated.
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Note 17. Earned Revenue

(U.S. dollars in millions)

Farm and Food, Food Marketing Natural Research, Rural Other USDA Eliminations Total
Foreign Nutrition, and Safety and Resources Education, Development Services

Agricultural Consumer Regulatory and and
Services Service Programs Environment Economics

Earned Revenues from
Non-Federal Parties

Loan Program Interest 1,082 4,163 5,245
Revenue

Other Program Revenues 903 64 99 397 553 (5) 6 110 2,127

Total Earned Revenues 1,985 64 99 397 553 (5) 4,169 110 7,372
from Non-Federal
Parties

Earned Revenues from 290 (2) 60 231 82 298 144 (293) 810

Federal Entities

Total Earned Revenues 2,275 64 97 457 784 77 4,467 254 (293) 8,182
Attributed to Programs

Loan Program Interest Revenue

The amount of subsidy expense in the Rural Development mission area on post-1991 Credit Reform
direct loans equals the present value of estimated cash outflows over the life of the loan less the
present value of cash inflows, discounted at the interest rate of marketable Treasury securities with a
similar maturity term. A major component of subsidy expense is the interest subsidy cost/interest
differential. This is defined as the excess of the amount of direct loans disbursed over the present
value of the interest and principal payments required by the loan contracts, discounted at the
applicable Treasury rate. One of the components of interest subsidy cost/interest differential is
interest revenue. This interest revenue is earned from both federal and nonfederal sources and is
recorded as earned revenue. Interest revenue also included interest earned on non-Credit Reform
Loans and interest on invested (not yet loaned) funds at Treasury for both Rural Development and
Farm Agriculture mission areas.

Other Earned Revenue

Premium revenue in the Farm and Foreign Agriculture mission area is recognized as earned on a pro
rata basis over each crop’s growing season and is stated net of the underwriting gains which will be
returned to reinsured companies. The portion of premium not recognized during a fiscal year
(unearned premium) is classified as unearned revenue, nonfederal in the Balance Sheet. The portion
of the premium subsidy not recognized is classified as federal unearned revenue in the Balance Sheet.
The FCIC’s risk of loss commences when the crop is planted and continues through the growing
season until the crop is harvested, destroyed, or otherwise removed from the field. Premiums are
generally collected at the end of the growing season when the crops are harvested. Under the
Standard Reinsurance Act (SRA), the collection of producer premiums is the responsibility of the
reinsured company. With respect to catastrophic policies the premium is fully subsidized by the
federal government and only a nominal administrative fee is collected from the farmer.

Forest Service in the Natural Resources Environment mission area assesses fees for grazing, land
uses, mineral leases, recreation use, recreation special uses, and sales of timber and timber
by-products. Most fees are based on full cost, except some land use fees that are established based on
market value.

Agricultural Marketing Service in the Marketing and Regulatory Programs mission area charges fees
for services rendered and goods sold. These services include inspection, grading and classing of food
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and non-food agricultural commodities, the licensing of dealers in perishable agricultural
commodities, the oversight of agricultural research and promotion activities funded by industry
assessments, and the granting of Plant Variety Protection certificates. The Farm Bill of 1990
authorized the Secretary of Agriculture to assess user fees for agricultural quarantine and inspection
services provided for the arrival of international passengers, commercial aircraft, vessels, trucks, and
railroads cars.

Note 18. Total Cost and Earned Revenue by Budget Functional
Classification

(U.S. dollars in millions)

Function Cost Elimination Total Cost Earned Elimination Total Net Cost

Classification Revenue Revenue
151 1,188 1,188 174 174 1,014
271 1,455 74 1,381 1,940 33 1,907 (526)
301 229 229 16 16 213
302 4,367 126 4,241 739 124 615 3,626
303 160 160 24 24 136
304 734 4 730 242 242 488
351 25,150 1,319 23,831 2,924 881 2,043 21,788
352 3,138 79 3,059 612 156 456 2,603
371 1,410 392 1,018 1,869 409 1,460 (442)
451 20 20 20
452 2,031 38 1,993 1,108 24 1,084 909
453 40 40 40
554 760 9 751 94 94 657
604 581 581 581
605 33,579 665 32,914 65 1 64 32,850
806 82 82 3 3 79

Internal USDA 193 193

Imputed Costs
Total 75,117 2,899 72,218 9,810 1,628 8,182 64,036

The U.S. Federal Government reports its operating costs and earned revenue by budget functional classification as established by
the Office of Management and Budget, rather than by major program within responsibility segments as presented in USDA's financial
statements. This footnote recasts USDA’s statement of Net Cost total costs and earned revenue by budget functional classification
to support preparation of the U.S. Federal Government financial statements.
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Note 19. Disclosures Related to the Statement of
Changes in Net Position

(U.S. dollars in millions)

Prior Period Adjustments

Other Adjustments

Property, Plant, & Equipment Ledger Adjustment 450
Capitalized Previously Expensed Road Prism Costs 52
Expensed Stewardship Land 109
FECA 4th Quarter FY 1998 Expense 15
Receivable from Appropriations (1,451)
Other 129
Total Prior Period Adjustments 954

Prior Period Adjustments

Consistent with federal accounting guidance in the Intragovernmental Fiduciary Transactions
Accounting Guide, dated September 9, 1999, the accrued unfunded Federal Employees’
Compensation Act (FECA) liability and related expenses were calculated as of September 30, 1999.
According to the accounting guide, the Fiscal Year 1998 accrued FECA liability should have been a
27 month accrual, rather than the 24 month accrual that was used. The adjustment for fourth quarter
FY 1998 FECA liability was approximately $15 million.

Forest Service has undertaken an aggressive agency-wide project to verify its property, plant, and
equipment (PP&E), inventory balances and asset valuation. As a result of this project , and so that

the general ledger would be supported by subsidiary asset systems, adjustments were made to general
PP&E and stewardship land of $449 million and $109 million respectively. In addition, after
consultation with Department, GAO, and FASAB staff Forest Service determined $52 million of
previously expensed road prism costs should be capitalized.

Statement of Federal Financial Accounting Standards Number 7, “Accounting for Revenue and Other
Financing Sources,” indicates that appropriation which will be realized in a subsequent year should
not be accrued as a receivable. Credit Reform programs received appropriation in the year following
that for which subsidy expense was reestimated resulting in increased expense. In FY 1998 $1.5
billion was improperly accrued as a receivable related to subsidy expense re-estimate.
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Note 20. Disclosures Related to the Statement of
Budgetary Resources

(U.S. dollars in millions)
Budgetary Resources Obligated for Undelivered Orders, End of Period 16,470

Available Borrowing and Contract Authority, End of Period 10,188

Adjustments to Budgetary Resources Available at the Beginning of the Year

Reimbursements — Collected 444
Recoveries of Prior Year obligations 924
Redemption of Debt (16,984)
Not Available Pursuant to Public Law (100)
Cancellations of Expired Accounts (3,006)
Other Authority Withdrawn (367)
Other 229
Total Adjustments (18,860)

Repayment Requirements, Financing Sources for Repayment, and Other Terms of
Borrowing

USDA has a permanent indefinite borrowing authority, as defined by OMB Circular A-11,

Preparation and Submission of Budget Estimates. The Secretary of Agriculture has the authority to
make and issue notes to the Secretary of Treasury for the purpose of discharging obligations for RD’s
insurance funds and CCC'’s unreimbursed realized losses and debt related to foreign assistance
programs.

The permanent indefinite borrowing authority includes both interest bearing and non-interest notes.
These notes are drawn upon daily when disbursements exceed deposits. Notes payable under the
permanent indefinite borrowing authority have a term of one year. On January 1 of each year, USDA
refinances its outstanding borrowings, including accrued interest, at the January borrowing rate.

In addition, USDA has permanent indefinite borrowing authority for the foreign assistance and

export credit programs to finance disbursements on post-credit reform direct credit obligations and
credit guarantees. In accordance with credit reform, USDA borrows from Treasury on October 1, for
the entire fiscal year, based on annual estimates of the difference between the amount appropriated
(subsidy) and the amount to be disbursed to the borrower. Repayment under this agreement may be,
in whole or in part, prior to maturity by paying the principal amount of the borrowings plus accrued
interest to the date of repayment. Interest is paid on these borrowings based on weighted average
interest rates for the cohort to which the borrowings are associated. Interest is earned on the daily
balance of uninvested funds in the credit reform financing funds maintained at Treasury. The interest
income is used to reduce interest expense on the underlying borrowings.

USDA has authority to borrow from the Federal Financing Bank (FFB) and private investors in the
form of certificates of beneficial ownership (CBO) or loans executed directly between the borrower
and FFB with an unconditional USDA repayment guarantee. CBOs outstanding with the FFB and
private investors are generally secured by unpaid loan principal balances. CBOs outstanding are
related to pre-credit reform loans and no longer used for program financing.

FFB CBOs are repaid as they mature and are not related to any particular group of loans. Borrowings
made to finance loans directly between the borrower and FFB mature and are repaid as the related
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group of loans become due. Interest rates on the related group of loans are equal to interest rates on
FFB borrowings, except in those situations where an FFB funded loan is restructured and the terms
of the loan are modified.

Prepayments can be made on Treasury borrowings without a penalty; however, they cannot be made
on FFB CBOs without a penalty.

Funds may also be borrowed from private lending agencies and others. USDA reserves a sufficient
amount of its borrowing authority to purchase, at any time, all notes and other obligations evidencing
loans made by agencies and others. All bonds, notes, debentures, and similar obligations issued by
the Department are subject to approval by the Secretary of the Treasury. Reservation of borrowing
authority for these purposes has not been required for many years.

Net Adjustments During the Reporting Period to Budgetary Resources Available at the
Beginning of the Reporting Period

The majority of the $19,070 adjustments results from redemption of debt or the amount of principal
repayments paid to the Treasury on CCC'’s outstanding borrowings. Redemption of debt is the

amount of principal repayments paid to the Treasury or the Federal Financing Bank on outstanding
borrowings. It does not include interest payments, which are shown as an obligation and an outlay.

Actual recoveries of prior year obligations are cancellations or downward adjustments of obligations
incurred in prior fiscal years that did not result in an outlay. For expired accounts, these recoveries
are available for upward adjustments of valid obligations that were incurred during the unexpired
period but not recorded.

Cancellations of expired accounts are the amount of appropriation authority which is canceled five
years after the expiration of an annual or multi-year appropriation.

Other authority withdrawn represents the withdrawal of unobligated balances of indefinite budget
authority realized in no-year or multiple year accounts through downward adjustments of prior year
obligations.

Existence, Purpose, and Availability of Permanent Indefinite Appropriations

USDA has permanent indefinite appropriations available to fund 1) subsidy costs incurred under
credit reform programs, 2) certain costs of the crop insurance program, and 3) certain costs associated
with Forest Service programs. The permanent indefinite appropriations for credit reform are mainly
available to finance any disbursements incurred under the liquidating accounts. These appropriations
become available pursuant to standing provisions of law without further action by Congress after
transmittal of the Budget for the year involved. They are treated as permanent the first year they
become available, as well as in succeeding years. However, they are not stated as specific amounts
but are determined by specified variable factors, such as “cash needs” for liquidating accounts, and
information about the actual performance of a cohort or estimated changes in future cash flows of the
cohort in the program accounts. The permanent indefinite appropriation for the crop insurance
program is used to cover premium subsidy, delivery expenses, losses in excess of premiums and
research and delivery costs. The permanent indefinite appropriation for Forest Service (FS) programs
are used to fund Pacific Yew, Recreation Fee Collection Costs, Brush Disposal, License programs,
Smokey Bear and Woodsey Owl, Restoration of Forest Lands and Improvements, Roads and Trails
for State, National Forest Fund, Timber Roads, Purchaser Elections, Timber Salvage Sales and
Operation, Maintenance of Quarters, Construction, National Forest System, Research, and State and
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Private. Monies received are appropriated and made available until expended by the FS to fund the
costs associated with their appropriate purpose. Federal law (16 U.S.C. Section 556d) provides that
the FS may advance money from any FS appropriation to the fire fighting appropriation for the
purpose of fighting fires.

Legal Arrangements Affecting the Use of Unobligated Balances of Budget Authority

Unobligated budget authority is the difference between the obligated balance and the total
unexpended balance. It represents that portion of the unexpended balance unencumbered by recorded
obligations. Appropriations are provided on an annual, multi-year, and no-year basis. An

appropriation expires on the last day of its period of availability and is no longer available for new
obligations. Unobligated balances retain their fiscal-year identity in an expired account for an

additional five fiscal years. The unobligated balance remains available to make legitimate obligation
adjustments, i.e., to record previously unrecorded obligations and to make upward adjustments in
previously underestimated obligations for five years. At the end of the fifth year the authority is
canceled. Thereafter, the authority is not available for any purpose.

Any information about legal arrangements affecting the use of the unobligated balance of budget
authority is specifically stated by program and fiscal year in the appropriation language or in the
alternative provisions section at the end of the appropriations act.

Note 21. Disclosures Not Related to a Specific
Statement

(U.S. dollars in millions)

Custodial Activity

Sources of Collections
National Forest Service Receipts 95
National Grasslands Receipts 12
General Fund Miscellaneous Receipts 21
FNCS Accrual 5
Total Revenue Collected 133

Disposition of Collections

Amounts Transferred to Treasury 21
Amounts Retained by Agencies 112
Total Disposition of Revenue 133

Net Custodial Activity

National Forest Fund receipts are revenue from the sale of timber and other forest products,
twenty-five percent of which is paid to states and the balance returned to Treasury. Forest Service
plans to disburse to the states in December, 1999, and the remaining portion payable to Treasury is
estimated to be $95 million. National Grasslands Receipts are revenue from the use of national
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grasslands, twenty-five percent of which is paid to counties and the balance returned to Treasury.
Forest Service plans to disburse to counties in March, 2000, and the remaining portion payable to
Treasury is estimated to be $12 million.

The balance of custodial collections represent miscellaneous general fund receipts such as collections
on accounts receivable related to canceled year appropriations, civil monetary penalties and interest,
and retailer and wholesaler fines and penalties. USDA transfers these types of collections to the
Department of Treasury. USDA custodial collection activities are considered immaterial and

incidental to the mission of the USDA.
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Required Supplementary Stewardship Information

Stewardship Assets And Investments

USDA has stewardship responsibility for certain resources entrusted to it that do not meet the criteria
for assets and liabilities required to be reported in the financial statements. Information about these
resources are important to understanding USDA's mission, operations, and financial condition at the
date of the financial statements and in subsequent periods. Costs of these stewardship-type resources
are treated as expenses in the Statement of Net Cost in the year the costs are incurred; however, the
costs and resultant resources are intended to provide long-term benefits to the public and are reported
to highlight USDA's accountability over them.

The two general types of stewardship resources are investments in physical capital and investments
in other than physical capital. Investments in physical capital include stewardship land, the solid part
of the surface of the earth (i.e., excluding natural depletable or renewable resources) not acquired for
or in connection with items of general property, plant, and equipment (PP&E). USDA's stewardship
land consists of national forests and grasslands, and easements acquired for conservation purposes.
These are reported in acres of land rather than dollar amounts.

USDA's stewardship investments in other than physical capital include nonfederal physical property,
where title to the property is held by State or local governments; investments in human capital for
education and training; and research and development. These stewardship investments are made for
the benefit of the Nation. They are reported as expenses in the Statement of Net Cost in the year
incurred, but they are also reported as supplemental stewardship information because USDA has been
entrusted with and made accountable for the resources.
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Stewardship Land

FY 1998 Additions Withdrawals FY 1999 Condition
Description Balance Balance Assessment
Forest Service
National Forest System (in acres)

National Forests 187,485,759 180,744 1,051 187,665,452 Varies
National Forest Purposes 144,093,072 167,858 144,260,930 Excellent
National Forest Wilderness Areas 34,739,900 10,997 34,750,897 Varies
National Wild and Scenic River Areas 944,774 79 944,853 Varies
National Forest Primitive Areas 173,762 173,762 Varies
National Recreation Areas 2,739,803 56 2,739,859 Varies
National Scenic Areas 127,180 1,742 128,922 Varies
National Scenic — Research Areas 6,618 12 6,630 Varies
National Game Refuges and Wildlife 1,218,990 1,218,990 Varies

Preserve Areas
National Monument Areas 3,267,693 3,267,693 Varies
National Monument Volcanic Areas 167,427 1,051 166,376
National Historic Areas 6,540 6,540 Varies

National Grasslands 3,831,207 164 3,831,371 Varies

Purchase Units 347,316 5,576 352,892 Varies

Land Utilization Projects 1,876 1,876 Varies

Research & Experiment Areas 64,871 64,871 Varies

Other Areas 124,703 5,507 130,210 Varies

Total National Forest System Acreage 191,855,732 191,991 1,051 192,046,672 Varies

Roads and Trails (in miles)

Roads 383,518 23,138 406,656 Varies

Trails 133,087 133,087 Poor

Commodity Credit Corporation
Wetlands Reserve Program (in acres) 244,232 119,608 363,840

Natural Resources Conservation Service

NRCS Easements (in acres)

Emergency Watershed Protection 3,727 32,354 36,081
Programs

Emergency Wetlands Reserve Program 84,840 7,319 92,159

Total NRCS Easements 88,567 39,673 128,240

National Forest System

The Forest Service manages 155 national forests and 20 grasslands on over 192 million acres of
public land.

National Forests — A unit formally established and permanently set aside and reserved for National
Forest purposes. The following categories of National Forest System land have been set-aside for
specific purposes in designated areas:

 Wilderness Areas — Areas designated by Congress as a part of the National Wilderness
Preservation System.

74 U. S. Department of Agriculture



FY 1999 Annual Financial Statement Required Supplementary Stewardship Information

Primitive Areas — Areas designated by the Chief of the Forest Service as primitive areas. They
are administered in the same manner as wilderness areas, pending studies to determine
suitability as a component of the National Wilderness Preservation System.

+ Wild and Scenic River Areas — Areas designated by Congress as part of the National Wild and
Scenic River System.

 Recreation Areas — Areas established by Congress for the purpose of assuring and
implementing the protection and management of public outdoor recreation opportunities.

1 Scenic-Research Areas — Areas established by Congress to provide use and enjoyment of
certain ocean headlands and to insure protection and encourage the study of the area for
research and scientific purposes.

Game Refuges and Wildlife Preserve Areas — Areas designated by Presidential Proclamation or
by Congress for the protection of wildlife.

+ Monument Areas — Areas including historic landmarks, historic and prehistoric structures, and
other objects of historic or scientific interest, declared by Proclamation or by Congress.

National Grasslands — A unit designated by the Secretary of Agriculture and permanently held by the
Department of Agriculture under Title 11l of the Bankhead-Jones Tenant Act.

Purchase Units — A unit of land designated by the Secretary of Agriculture or previously approved by
the National Forest Reservation Commission for purposes of Weeks Law acquisition.

Land Utilization Projects — A unit reserved and dedicated by the Secretary of Agriculture for forest
and range research and experimentation.

Other Areas — Areas administered by the Forest Service that are not included in one of the above
groups.

Conservation Easements

Wetlands Reserve Program (WRP)

The Wetlands Reserve Program (WRP), administered by NRCS and funded by CCC, is a voluntary
program established to restore, protect, and enhance wetlands on agricultural land. Participants in the
program may sell a conservation easement or enter into a cost-share restoration agreement with
USDA in order to restore and protect wetlands. The landowner voluntarily limits the future use of the
land, yet retains private ownership. The program provides many benefits for the entire community,
such as better water quality, enhanced habitat for wildlife, reduced soil erosion, reduced flooding, and
better water supply.

To be eligible for WRP, land must be restorable and be suitable for wildlife benefits. Once land is
enrolled in the program, the landowner continues to control access to the land—and may lease the
land—for hunting, fishing, and other undeveloped recreational activities. Once enrolled, the land is
monitored to ensure compliance with contract requirements. At any time, a landowner may request
that additional activities (such as cutting hay, grazing livestock, or harvesting wood products) be
evaluated to determine if they are compatible uses for the site. Compatible uses are allowed if they
are fully consistent with the protection and enhancement of the wetland. The condition of the land is
immaterial as long as the easement on the land meets the eligibility requirements of the program.
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Easements purchased under this program meet the definition of stewardship land. CCC records an
expense for the acquisition cost of purchasing easements plus any additional costs such as closing,
survey, and restoration costs. Easements can be either permanent or 30-year duration. In exchange for
establishing a permanent easement, the landowner receives payment up to the agricultural value of
the land and 100 percent of the restoration costs for restoring the wetlands. The 30-year easement
payment is 75 percent of what would be provided for a permanent easement on the same site and 75
percent of the restoration cost.

Withdrawals from the program are rare. The Secretary of Agriculture has the authority to terminate
contracts, with agreement from the landowner, after an assessment of the effect on public interest,
and following a 90-day notification period of the House and Senate agriculture committees.

The change in acres covered by these easements for the fiscal year ended September 30, 1999, is as
follows:

Acres Purchased, as of September 30, 1998 244,232
Additions 119,608
Withdrawals 0
Acres Purchased, as of September 30, 1999 363,840

Emergency Watershed Protection Program (EWP)

The Emergency Watershed Protection Program (EWP) Floodplain Easements is administered by
NRCS. A floodplain easement is purchased on flood prone lands to provide a more permanent
solution to repetitive disaster assistance payments and to achieve greater environmental benefits
where the situation warrants and the affected landowner is willing to participate in the easement
approach. The easement is to restore, protect, manage, maintain and enhance the functions of
wetlands, riparian areas, conservation buffer strips, and other lands.

Easements purchased under this program meet the definition of stewardship land. NRCS records an
expense for the acquisition cost of purchasing easements plus any additional costs such as closing,
survey, and restoration costs. Easements purchased under EWP are permanent duration. In exchange
for establishing a permanent easement, the landowner receives payment based on agricultural value
of the land, a geographic land payment cap, or the landowner offer. Easement values are assessed on
pre-disaster conditions. The landowner may receive up to 100 percent of the installation and
maintenance of land treatment measures deemed necessary and desirable to effectively achieve the
purposes of the easement. The easements provide permanent restoration of the natural floodplain
hydrology as an alternative to traditional attempts to restore damaged levees, lands, and structures.
There are no provisions in the easement to terminate the purchase.

The change in acres covered by these easements for the period ended September 30, 1999 is as
follows:

Acres Purchased, as of September 30, 1998 3,727
Additions 32,354
Withdrawals 0
Acres Purchased, as of September 30, 1999 36,081
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Emergency Wetlands Reserve Program (EWRP)

The Emergency Wetlands Reserve Program (EWRP) administered by NRCS was established as part
of the emergency restoration package following the flooding of the Mississippi River and its
tributaries in 1993. EWRP provides landowners an alternative to bringing back into agricultural
production lands that had been wetlands at one time. The program is patterned after the Wetlands
Reserve Program. Participants in the program sell a conservation easement to USDA in order to
restore and protect wetlands. The landowner voluntarily limits the future use of the land, yet retains
private ownership.

To be eligible, the land must have been damaged by a natural disaster and be restorable as a wetland.
Once the land is enrolled in the program, the landowner continues to control access to the land. The
land is monitored to ensure if the wetland is in compliance with contract requirements, including
compatible uses; such as recreational activities or grazing livestock.

Easements purchased under this program meet the definition of stewardship land. NRCS records an
expense for the acquisition cost of purchasing easements plus any additional costs such as closing,
survey, and restoration costs. Easements purchased under EWRP are permanent duration. In
exchange for establishing a permanent easement, the landowner receives payment based on
agricultural value of the land, a geographic land payment cap, or the landowner offer. Easement
values are assessed on pre-disaster conditions. The landowner may receive up to 100 percent of
restoring the wetland. There are no provisions in the easement to terminate the purchase.

The change in acres covered by these easements for the period ended September 30, 1999 is as
follows:

Acres Purchased, as of September 30, 1998 84,840
Additions 7,319
Withdrawals 0
Acres Purchased, as of September 30, 1999 92,159
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Stewardship Investment In Non-Federal Property

FY 1999 Expense* FY 1998 Expense*

Program (U.S. dollars in (U.S. dollars in
millions) millions)
Buildings and Facilities 0 41/
Extension 1890’s Facilities Program 9 41/
Food Stamp Program ADP 52 58
Equipment and Systems
Total USDA Expense 61 66

* Obligations used as an estimate of expense for CSREES programs.

USDA Agency

Cooperative State Research,
Education, and Extension Service
(CSREES)

CSREES
Food and Nutrition Service (FNS)

1/ This represents total amount obligated rather than administrative costs inadvertently reported last year.

Cooperative State Research, Education, and Extension Service Programs

The Extension 1890 facilities program supports the renovation of existing buildings and the

construction of new facilities that permit faculty, students, and communities to benefit fully from the
partnership between USDA and the historically African-American land-grant universities. In fiscal

year 1999, 16 grants were awarded to support this program.

Food Stamp Program

FNS’S non-federal physical property consist of computer systems and other equipment obtained by

the State and local governments for the purpose of administering the Food Stamp Program.
Additionally, FNS has computer systems and other equipment obtained by the State and local
governments for the purpose of administering the Special Supplemental Nutrition Program for
Women, Infants and Children (WIC), however, this data is not available.
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Stewardship Investment In Human Capital

FY 1999 Expense* FY 1998 Expense* USDA Agency
Program (U.S. dollars in (U.S. dollars in
millions) millions)

National Agricultural Library 20 Agricultural Research Service
Higher Education and Extension 458 447 1/ Cooperative State Research,

Programs Education, and Extension Service

(CSREES)

Food Stamp Program 125 125 Food Nutrition Service (FNS)
Child Nutrition Program 2 4 FNS
Job Corps 88 91 Forest Service
Risk Management Education 1 5 Risk Management Agency (RMA)
Total USDA Expense 694 672

* Obligations used as an estimate of expense for ARS and CSREES programs.
1/ This represents total amount obligated rather than administrative costs inadvertently reported last year.

Cooperative State Research, Education, and Extension Service Programs

The Higher Education programs include graduate fellowship grants, competitive challenge grants,
Secondary/2-year Post Secondary grants, Hispanic serving institutions education grants, a
multicultural scholars program, a Native American institutions program, a Native American

institutions endowment fund, and a capacity building program at the 1890 institutions. In Fiscal

Year 1999, approximately 180 Higher Education grants were awarded to more than 120 institutions

of higher education. These programs enable universities to broaden their curricula, increase faculty
development and student research projects, and increase the number of new scholars recruited in the
food and agriculture sciences.

Food Nutrition Service Programs

FNS’s human capital consists of employment and training (E&T) for the Food Stamp Program. The
E&T program requires recipients of food stamp benefits to participate in an employment and training
program as a condition to food stamp eligibility. Additionally, FNS’s human capital consists of
nutrition education and training for the Child Nutrition Program. The nutrition education and training
program provides training for school food service personnel in food service management, instructing
teachers in nutrition education and teaching children about the relationship of nutrition to health in
order to assist them in making wise food choices.

Job Corps Program

The Forest Service, in partnership with the Department of Labor, operates 18 Job Corps civilian
conservation centers. Job Corps is the only Federal residential, educational, and training program for
the Nation’s disadvantaged youth between the ages of 16-24 years old. The purpose of the program is
to provide the skills necessary to obtain and hold a good job at a living wage. The program is carried
out in a structured residential environment that provides education, vocation, and social skills

training, counseling, social development, medical care, placement assistance, and an allowance.
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Job Corps enrollees learn trades such as basic forestry, urban forestry, heavy equipment operation and
maintenance, cement and brick masonry, auto mechanics, carpentry, welding, culinary arts,

plastering, painting, business occupation skills, dispensing optician, health services, and security
guard services.

During FY 1999 there were 8,623 participants with 5,274 placements.

Risk Management Education

During fiscal year 1999, the RME worked toward these goals by funding nearly 1,000 local training
activities. Most of these activities targeted producers directly. The number of producers reached
through these sessions totaled more than 45,000. In addition to reaching producers, some training
sessions helped those who work with producers, such as lender, agricultural educators, and crop
insurance agents, better understand those areas of risk management with which they may be
unfamiliar. Total RMS costs incurred by the FCIC were $1.02 million for fiscal year 1999.
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Stewardship Investment In Research And Development

FY 1999 Expense* FY 1998 Expense*

Program (U.S. dollars in millions) (U.S. dollars in millions)
Agricultural Research Service
Soil and Water Conservation 82 87
Plant Sciences 295 260
Animal Sciences 119 123
Commodity Conservation and Delivery 156 151
Human Nutrition 67 72
Integration of Agricultural Systems 30 29
Collaborative Research Program 2
Total ARS R&D Expenses 751 722

Cooperative State Research, Education and Extension Service

Land-Grant University System Research 457 402 1/
Economic Research Service

Economic and Social Science Research 65 77
Forest Service

Forest Service Research and Development 198 183
National Agricultural Statistics Service

Statistical Research and Service 4

Total USDA Expense 1,475 1,384

* Obligations used as an estimate of expense for ARS, CSREES, ERS, and NASS programs.
1/ This represents total amount obligated rather than administrative costs inadvertently reported last year.

Agricultural Research Service Programs

The Agricultural Research Service (ARS) is the principal in-house research agency of the U.S.
Department of Agriculture. The ARS mission is to conduct research to develop the following
program activities.

Soil, Water, and Air Sciences — The research program is directed at managing and conserving the
Nation’s soil, water, and air resources for a stable and productive agriculture. The research focuses on
developing technologies and systems to conserve water and protect its quality, enhance soil quality
and reduce erosion, and improve air quality. The effects of global change are also researched.

Plant Sciences — The research emphasis is on increasing the productivity and quality of crop plants,

and improving the competitiveness of agricultural products in domestic and world markets. The

research involves developing improved production practices, and improved methods for reducing

crop losses caused by weeds, diseases, insects, and other pests. The research also includes broadening
the germplasm resources of plants and beneficial organisms to ensure genetic diversity for improved
productivity.

Animal Sciences — The research program places primary emphasis on increasing the productivity of
animals and the quality of animal products. The research involves increasing the genetic capacity of
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animals for production, improving the efficiency of reproduction, improving animal nutrition and

feed efficiency, and controlling or preventing losses from pathogens, diseases, parasites, and insect
pests. In addition, the research includes the development of systems and technologies to better
manage and utilize animal wastes.

Commaodity Conversion and Delivery — This research program focuses on maximizing the use of
agricultural products and domestic and international markets. New agricultural products and
processes are developed. Also, technologies for reducing or eliminating postharvest losses caused by
pests, spoilage, and physical and environmental damage are developed. In addition, research is
conducted on food safety to reduce pathogens, naturally-occurring toxicant, mycotoxin, and chemical
residues in the food supply.

Human Nutrition — The research program emphasizes promoting optimum human health and
well-being through improved nutrition. Research is directed at defining the nutrient requirements of
humans at all stages in the life cycle. The research also focuses on determining the nutrient content of
agricultural products and processed foods as eaten, and establishing the bioavailability of their
nutrients.

Integration of Agricultural Systems — The research integrates scientific knowledge of agricultural
production, processing, and marketing into systems that optimize resources management and
facilitate the transfer of technology to users.

Cooperative State Research, Education, and Extension Service Program

The Cooperative State Research, Education, and Extension Service participates in a nationwide
land-grant university system of agriculture related research and program planning and coordination
between State institutions and the U.S. Department of Agriculture. It assists in maintaining
cooperation among the State institutions, and between the State institutions and their Federal research
partners. CSREES administers grants and formula payments to State institutions to supplement State
and local funding for agriculture research.

Economic Research Service Programs

ERS provides economic and other social science research and analysis for public and private
decisions on agriculture, food, natural resources, and rural America. Research results and economic
indicators on these important issues are fully disseminated through published and electronic reports
and articles; special staff analyses, briefings, presentations, and papers; databases; and individual
contacts. ERS’ objective information and analysis helps public and private decision makers attain the
goals that promote agricultural competitiveness, food safety and security, a well-nourished
population, environmental quality, and a sustainable rural economy.

Forest Service Programs

Forest Service Research and Development is responsible for providing reliable science-based
information to be incorporated into natural resource decision-making. Efforts consist of developing
new technology, and then adapting and transferring this technology to facilitate more effective
resource management. Major research:
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 Vegetation Management & Protection
+ Wildlife, Fish, Watershed, and Air
i Resource Valuation and Use Research

Forest Resources Inventory and Monitoring

The research staff is involved in all areas of the Forest Service in supporting goals by providing more
efficient and effective methods where applicable. A representative summary of FY 1999
accomplishments include:

 estimated 85 new interagency agreements and contracts established
 estimated 59 interagency agreements and contracts continued
estimated 1,050 articles published in journals

2,505 articles published in all other publications

9 patents granted

8 rights to inventions established

National Agricultural Statistics Service Programs

Statistical Research and Service is conducted to improve the statistical methods and related
technologies used in developing U.S. agricultural statistics. The highest priority of the research
agenda is to aid the NASS estimation program through development of better estimators at lower cost
and with less respondent burden. This means greater efficiency in sampling and data collection
coupled with higher quality data upon which to base the official estimates. In addition, new products
for data users are being developed with the use of technologies such as remote sensing and
geographic information systems. Continued service to users will be increasingly dependent upon
methodological and technological efficiencies.
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U.S. Department Of Agriculture
Combining Statement Of Budgetary Resources

For the year ended September 30, 1999
(in millions)

Farm and Food, Food
Foreign Nutrition, and Safety
Agricu!tural Consumer
Services Srevice
Budgetary Resources:
Budget Authority (Line 1) $36,651 $34,826 $621
Unobligated Balances — Beginning of Period (Line 2) 4,922 17,430 16
Spending Authority From Offsetting Collections (Line 3) 15,369 275 93
Adjustments (Line 4-6) (12,438) (2,259) @)
Total Budgetary Resources (Line 7) 44,504 50,272 723
Status of Budgetary Resources:
Obligations Incurred (Line 8) 41,110 33,301 717
Unobligated Balances—Available (Line 9) 2,839 2,064 (12)
Unobligated Balances—Not Available (Line 10) 555 14,907 17
Total, Status of Budgetary Resources (Line 11) 44,504 50,272 723
Outlays:
Obligations Incurred (Line 8) 41,110 33,301 717
Less: Spending Authority From Offsetting Collections Collections and 15,579 802 94
Adjustments (Lines 3A, B, D, & 4A)
Obligated Balance, Net — Beginning of Period (Line 12) 3,877 2,420 33
Less: Obligated Balance, Net — End of Period (Line 14) 6,900 2,703 57
Total Outlays (Line 15) $22,508 $32,216 $599
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Marketing and Natural Research, Rural Other USDA 1999
Regulatory Reso_urces and Education,_ and Development Services
Programs Environment Economics
$1,441 $4,370 $2,092 $9,095 $432 $89,528
426 1,543 263 942 93 25,635
148 492 86 7,675 273 24,411
(5) 70 @ (4.836) 3) (19,479)
2,010 6.475 2,440 12,876 795 120,095
1,716 5,050 2,095 11,681 669 96,339
258 1,252 324 263 108 7,097
36 173 21 932 18 16,659
2,010 6.475 2,440 12,876 795 120.095
1,716 5,050 2,095 11,681 669 96,339
151 487 91 8,076 283 25,563
146 1,220 1,084 13,003 63 21,846
94 1,464 1,189 14,167 62 26,636
$1.617 $4,319 $1,899 $2,441 $387 $65,986
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Segment Information

USDA Working Capital Fund

USDA's Working Capital Fund (WCF), an intragovernmental support revolving fund, is not
separately reported in the consolidated financial statements. The following condensed information
summarizes the results of WCF activity during the FY 1999 reporting period.

Condensed Information About Assets, Liabilities, and Net Position
(U.S. dollars in millions)

Amount
Fund Balance 41
Accounts Receivable 27
Inventory 1
Property, Plant, and Equipment 50
Other Assets 0
Liabilities Due and Payable for Goods and Services Received 42
Deferred Revenues 0
Other Liabilities 25
Cumulative Results of Operations 52

Services Provided by the Fund

Twenty activity centers performed operations, and four modernization initiatives were administered
under WCF authority and provided the following services in FY 1999.

Office of the Executive Secretariats responsible for analyzing, managing and tracking mail in
fulfilling its responsibilities to control executive correspondence, ensuring the timely and accurate
response to inquiries made to the Department, providing information to Department officials in a
timely manner, and establishing Department-wide procedures and policies for handling executive
records and documents.

Office of Communicationsis responsible for managing the activities of two activity centers. The

Video and Teleconferencing Center provides video production services to USDA agencies, and studio
and production facilities for teleconferences in which USDA agencies participate. The Design Center
provides USDA agencies with exhibit design and visitor center support services.

Departmental Administration is responsible for managing 10 activity centers that provide a wide
range of administrative services, including: acquisition, receipt, storage, issuance, packaging, and
shipment of supplies; forms warehousing, distribution, and transportation services; receipt,
rehabilitation, and distribution of personal property; mail processing and delivery; maintenance,
update, and generation services for automated mailing lists; short-order and walk-up reproduction
services; custom duplicating, binding, addressing, and mailing services; imprest fund management;
procurement document preparation support; and processing services for incoming and outgoing
shipments of parcels. In addition to the activity centers, three modernization projects were
administered, including: the Procurement Modernization Team (PMT) effort, the Purchase Card
Management System (PCMS) initiative, and the time and attendance pilot project. These initiatives
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are the product of the Modernization of Administrative Processes (MAP) project. The MAP Project
Office was closed as an organizational entity in October 1997, with responsibility for the
management of continuing modernization efforts being returned to process owners. Costs for these
initiatives are managed as a reimbursement between process owners managing the projects and the
WCF.

Office of the Chief Information Officer manages information technology services under six activity
centers, as well as one modernization initiative. Services provided by activity centers include:
mainframe computing services, ADP training, and other ADP services to USDA agencies and
non-USDA entities; systems and software development services to USDA agencies and non-USDA
users; Department-wide telecommunications management support services; an integrated information
system for inventory management, FTS2000 and FTS2001 billing, reporting, and validation;
Telecommunications Network Stabilization and Migration Program (TNSMP) forecasting and
Telecommunications Accounting and Operations Services (TAOS); Internet Access Network
management; optimization of Wide Area Network solutions for security and operations;
telecommunications research and development, test and evaluation; engineering and streamlining the
Department-wide telecommunications network environment through the identification and

facilitation of the implementation of shared opportunities; ensuring agency telecommunications
network solutions are compliant with Departmental program goals and objectives; planning,
acquisition, implementation, and management of information technology resources for the Office of
Secretary and Office of Chief Information Officer; ensuring compliance with information resources
management standards and polices; providing economies and efficiencies in the use of information
technology through elimination of duplication and consolidation of resource sharing; maintenance
and administration of USDA telecommunications equipment and services inventory in the D.C.
Buildings Complex; publication of the USDA telephone directory and provision of automated
telephone directory employee locator services, management and coordination of the Departmental
voice mail system service implementation and operation; technical and operations assistance on data
networking telecommunications systems, design, installation, operation, and management of
value-added, common shared services provided on Departmental Headquarters networks and
platforms; participation in the design, engineering, provisioning, and operations management of the
Enterprise Network; and, responsible for the USDA Telecommunications Security program. One
modernization initiative was administered—the Telecommunications Online Billing and Inventory
(TOBI) project. TOBI combines a revised administrative process with an automated management
information system to address problems in current administrative processes, procedures, and
automated information systems used for ordering, billing, and inventory. There are no funds included
with the FY 2000 operating estimates so as to allow the OCIO time to evaluate project results to date
and develop a strategy for achieving the project’s objectives.

Office of the Chief Financial Officer administers one activity. The National Finance Center

provides financial and administrative management services to USDA agencies and more than 30
non-USDA entities that include: central accounting, payroll processing, administrative and program
billings and collections, travel, and property management. Also, the National Finance Center serves
as record keeping office and loan operations center in support of the Thrift Savings Plan under the
Thrift Investment Board/Federal Employees Retirement System. The Foundation Financial
Information System (FFIS) Project Office administers development, implementation, and data
warehousing aspects of the FFIS project. The objective of this initiative is to replace the current
accounting system at the NFC and implement improved financial and accounting processes at USDA.
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The WCF activity centers and modernization initiatives are located in Washington, D.C. (13 centers
and four modernization initiatives); Landover, Maryland (three centers); Fort Collins, Colorado (two
centers); Kansas City, Missouri (one center); and New Orleans, Louisiana (one center).

Major Customers

In 1999, the WCF had two major customers that comprised more than 15 percent of the fund’s
revenue. USDA's Forest Service provided revenue in the amount of $41,179,000. The Thrift
Investment Board (Thrift Savings Plan) provided revenue in the amount of $40,853,000.

Summary of Costs and Revenue by WCF Activity Center
(U.S. dollars in millions)

Activity Center Related Exchange Cost of Goods and Excess of Cost
Revenue Services Provided Over Revenue
National Finance Center 163 164 1
Office of the Chief Financial Officer 163 164 1
Video & Teleconferencing Center 3 3 0
Design Center 2 2 0
Office of Communications 5 5 0
National Information Technology Ctr. Mainframe 40 40 0
Telecommunication Business Services 5 5 0
Applications Services 6 6 0
Telecommunications Customer Service Ctr. 2 2 0
Network Services 4 4 0
Computer Services Unit 1 1 0
Office of the Chief Information Officer 58 58 0
Central Supply Stores 3 3 0
Consol. Forms & Publ. Distribution Ctr. 4 4 0
Central Excess Property Operations 3 3 0
Central Shipping & Receiving 1 1 0
Central Imprest Fund 0 0 0
Mail Distribution Unit 5 5 0
Duplication Unit 1 1 0
Copier Service 5 5 0
Departmental Mailing List Service 0 0 0
Office of Operations 22 22 0
Agriculture Contract Automation System 0 0
Office of Procurement & Property Mgmt 0 0 0
Office of the Executive Secretariat 1 1 0
TOTAL Working Capital Fund 249 250 1

Forest Service Working Capital Fund

The U.S. Forest Service’s (FS) Working Capital fund (WCF) is not separately reported in the
consolidated financial statements. The following condensed information summarizes the results of
FS’s WCF activity during the FY 1999 reporting period.
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Condensed Information About Assets, Liabilities, and Net Position
(U.S. dollars in millions)

Fund Balance 232
Accounts Receivable 7
Inventory 25
Property, Plant, and Equipment 483
Other Assets 0
Liabilities Due and Payable for Goods and Services Received 57
Deferred Revenues 0
Other Liabilities 0
Cumulative Results of Operations 690

Services Provided by the Fund

The National Forest System provides for the protection, management and utilization of
approximately 192 million acres of national forests and grassland located in 44 states, Puerto Rico,
and the Virgin Islands for a wide variety of purposes and values. Programs run the spectrum from
preservation of wilderness areas to intensive resource utilization such as developed recreation,
grazing and timber harvest.

Research and Development is focused around four broad areas: Vegetation Management, Wildlife,
Fish, Watershed, and Air Research, Resource Valuation, and Forest Resources Inventory and
Monitoring. Each day field foresters, land managers, farmers, ranchers, urban foresters, public
interest groups and many others apply the knowledge and information technology developed by
Forest Service scientists and cooperators in academia and industry. Long-term scientific research
provides many tools used to furnish early warnings and solutions for potential problems.

The goal of State and Private Forestry is to maintain and improve, through collaborative stewardship,
the health and productivity of the Nation’s urban and rural forests and related economies. State and
Private Forestry programs provide technical and cost-sharing assistance to help assure sound
stewardship and use of the vast state and private forest land. State and Private Forestry helps state,
local, and tribal governments and small nonindustrial private forest landowners manage forest
resources to meet economic, social, and environmental goals. State and Private Forestry funds are
leveraged through cost-sharing to provide increased on-the-ground project funding.

Major customers

Major customers include state and local Governments, forest industries, private landowners, and
other nations and organizations that foster global natural resource conservation and sustainable
development of the world’s forest resources, as well as the American public’s growing need for
outdoor recreation.

Summary of Costs and Revenue
(U.S. dollars in millions)

Line of Business Costs of Goods and Related Exchange Excess of Costs

Service Provided Revenue Over Revenue
National Forest System 28 87 (59)
Forest Research 3 10 (@)
State and Private Forestry 3 9 (6)
Other 20 63 (43)
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Deferred Maintenance

Deferred maintenance is maintenance that was not performed when it should have been or was
scheduled to be performed but was delayed until a future period. It represents a cost that the
Government has elected not to fund and, therefore, the costs are not reflected in the financial
statements. Maintenance is defined to include preventive maintenance, normal repairs, replacement
of parts and structural components, and other activities needed to preserve the asset so that it
continues to provide acceptable services and achieves its expected life. It excludes activities aimed at
expanding the capacity of an asset or otherwise upgrading it to service needs different from, or
significantly greater than, those originally intended. Deferred maintenance is reported for general
property, plant, and equipment (PP&E) and stewardship assets, and is also reported separately for
critical and noncritical amounts of maintenance needed to return each major class of asset to its
acceptable operating condition.

Summary of Costs and Revenue
(U.S. dollars in millions)

Asset Class Overall Cost to Return to Critical Non-Critical
Condition Acceptable Maintenance Maintenance
Condition
Forest Service
General Property, Plant, and Equipment 1

Roads Varies 6,771 3,093 3,677
Bridges and Major Culverts Varies 202 35 167
Buildings Varies 617 167 450
Recreation Fair 624 291 333
Dam Systems Fair/Poor 33 15 18
Range Varies 386 382 4
Wildlife and Fish Structures Varies 37 25 12
Total Deferred Maintenance for 8,670 4,008 4,661

General PP&E
Stewardship Land

Trails 2/ Fair 36 12 24
Heritage Assets
Historic Structures Varies 59 59 0
Total Deferred Maintenance 8,765 4,079 4,685
Add 19% Overhead* 1,665 775 890
Total Deferred Maintenance and 10,430 4,854 5,575
Overhead

*Agency average as supplied by CFO/Budget Staff.

1/ Condition of these major classes of property range from poor to good depending on location, age, and type of property.
There is currently no comprehensive national assessment of property in the Forest Service. The current deferred
maintenance estimates were based on statistical and random sampling. The Forest Service is working on long range plans
to conduct condition assessments on all major classes of property.

2/ Trails deferred maintenance is reflected under Recreation.
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+ Critical Need. A requirement that addresses a serious threat to public health or safety, a
natural resource, or the ability to carry out the mission of the organization.

+ Noncritical Need. A requirement that addresses potential risk to the public or employee safety
or health (e.g., compliance with codes, standards, or regulations); or potential adverse
consequences to natural resources or mission accomplishment.

The Forest Service used condition surveys to estimate deferred maintenance on all major classes of
Property, Plant, and Equipment. There is no deferred maintenance on equipment because the Forest
Service has their fleet vehicles and computer equipment in a working capital fund. The Fleet
vehicles are each maintained according to schedule. The Forest Service treats the remaining
equipment as expensed, therefore there is no deferred maintenance on general equipment.

Condition of administrative facilities:
1 22% of buildings are obsolete, over 50 years old

1 27% of buildings are in Poor condition needing major alterations and renovations
1 24% of buildings are in Fair condition needing minor alterations and renovations

1+ 27% of buildings are in Good condition needing routine maintenance and repairs

Condition of Dams:

The average condition of dams is below acceptable. The condition is acceptable when the dam meets
current design standards and does not have any deficiencies that threaten the safety of the structure or
public, or that need to be corrected to restore functional use, correct unsightly conditions, or prevent
more costly damage.

Condition of NFS Land:

The average condition is considered good because important wildlife habitat and watershed
protection functions are provided. In some areas watershed health is deteriorating. Methodologies
for assessing condition are being explored in concert with the Department of Interior’'s Bureau of
Land Management.

The standards for acceptable operating condition for different classes of general PP&E are as follows:

Buildings

Comply with the National Life Safety Code, the Forest Service Health and Safety Handbook, and the
Occupational Safety Health Administration as determined by condition surveys.

Roads and Bridges

Conditions of the National Forest Development Road system are measured by various standards
including applicable regulations for the Highway Safety Act developed by the National Highway
Transportation Safety Administration, best management practices for road construction and
maintenance developed by the Environmental Protection Agency to implement the Clean Water Act,
and Forest Service manuals and handbooks.

Developed Recreation Sites

This is a wide category that includes campgrounds, trail heads, wastewater facilities, interpretive
facilities, and visitor centers. All developed sites are managed in accordance with federal laws and
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regulations (CFR 36). Detailed management guidelines are contained in the Forest Service Manual
(FSM 2330) and regional and forest level user guides. Standards of quality for developed recreation
sites were developed under the meaningful measures system and established for the following
categories: health and cleanliness, setting, safety and security, responsiveness, and condition of
facility.

Range Structures

The condition assessment was based on: 1) a determination by knowledgeable Range Specialists or
other district personnel whether the improvement was performing the originally intended function; or
2) a determination through the use of a protocol system to assess conditions based on age. A long

range methodology is being developed to gather this data.

Watershed Structures

Field Hydrologists and Forest Service personnel used their professional judgement in determining
deferred maintenance. Deferred maintenance was considered critical if resource damage would likely
occur if maintenance was deferred much longer.

Dams

Comply with Forest Service Manual 7500 — Water Storage and Transmission, and Forest Service
Handbook — Dams Management Handbook as determined by condition surveys.

Wildlife, Fish, and Threatened and Endangered Species Structures

Field Biologists at the forest used their professional judgment in determining deferred maintenance.
Deferred maintenance was considered to be upkeep that had not occurred on a regular basis, and the
amount was deemed critical if resource damage or species endangerment would likely occur if
maintenance was deferred much longer.

Trails

Trails are managed according to federal law and regulations (CFR 36). More specific direction is
contained in the Forest Service Manual (FSM 2350) and the Forest Service Trails Management
Handbook (FSH 2309.18). Standards of quality for trails have been developed under the meaningful
measures system. Standards have been established for the following categories: Health and
cleanliness, setting, safety and security, and condition of the trail.

Heritage Assets

These assets include archeological sites that require determinations of National register of Historic
Places status; National Historic Landmarks; National Register of Historic Places; significant historic
properties. Some heritage assets may have historical significance, but their primary function within
the agency is as visitation or recreation sites and therefore might not fall under the management
responsibility of the heritage program.
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Intragovernmental Amounts

Intragovernmental amounts represent transactions between the USDA and other federal departments.

The USDA reported the following intragovernmental balances as of September 30, 1999:

Department Outside USDA

Department of Interior

Agency for International Development
Department of Energy

Department of Treasury

Total

Department Outside USDA

Department of Interior
Department of Labor
Department of Treasury
Department of Transportation
General Services Administration
Office of Personnel Management
Total

USDA Intragovernmental Assets
(U.S. dollars in millions)

Investments in Other Accounts Other Assets
Agencies Securities Receivable
2
4
2
18
18 4 4
USDA Intragovernmental Liabilities
(U.S. dollars in millions)
Accounts Debt to Other Resources FECA Accrued Other Liabilities
Payable Departments Payable to Liability
Treasury
9
135
1,393 84,423 12,580 3,850
3
1
21
1,406 84,423 12,580 135 3,871

USDA Intragovernmental Revenue and Related Costs

Budget Function

Budget Function Name

(U.S. dollars in millions)

International development and humanitarian assistance

Code

151

271 Energy supply

302 Conservation and land management
351 Farm income stabilization

371 Mortgage credit

452 Area and regional development
Total

Earned Revenue

14
75
10
186
84

117

486

Total Cost to Generate

Revenue

1,721
10
223
1,413

971

4,338
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