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Non-Discrimination Statement

The U.S. Department of Agriculture (USDA) prohibits discrimination against its customers. If
you believe you experienced discrimination when obtaining services from USDA, participating
in a USDA program, or participating in a program that receives financial assistance from USDA,
you may file a complaint with USDA. Information about how to file a discrimination complaint
is available from the Office of the Assistant Secretary for Civil Rights.

To file a complaint of discrimination, complete, sign, and mail a program discrimination complaint
form, available at any USDA office location or online at www.ascr.usda.gov, or write to:

USDA

Office of the Assistant Secretary for Civil Rights
1400 Independence Avenue, S.W.

Washington, D.C. 20250-9410

Or, call toll free at (866) 632-9992 (voice) to obtain additional information, the appropriate
office, or to request documents. Individuals who are deaf, hard of hearing, or have speech
disabilities may contact USDA through the Federal Relay service at (800) 877-8339 or
(800) 845-6136 (in Spanish).

USDA is an equal opportunity provider, employer, and lender.

Persons with disabilities who require alternative means for communication of program
information (e.g., Braille, large print, audiotape, etc.) should contact USDA's TARGET Center at
(202) 720-2600 (voice and TDD).

Only Federal employees participated in the preparation of the performance and financial
information contained in this report.
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About This Report

Historically, USDA has published consolidated financial and performance management reporting
via the Performance and Accountability Report (PAR). Starting in fiscal year (FY) 2012, the
Department will use an Agency Financial Report (AFR), an alternative approach to the PAR.
The Office of Management and Budget (OMB) Circular No. A-136, “Financial Reporting
Requirements,” Section I, “Performance and Accountability Report or Agency Financial
Report,” describes this alternative. This circular states that agencies may choose either to
produce a consolidated PAR or a separate AFR and Annual Performance Report (APR), and a
Summary of Performance and Financial Information (SPFI).

The Agency Financial Report (AFR) is a report on the agency end-of-fiscal-year financial
position that includes, but is not limited to, financial statements, notes to the financial statements,
and a report of the independent auditors. The AFR also includes a performance summary. The
AFR will be issued on November 15, 2012.

The Annual Performance Report (APR) is a detailed report on USDA's progress toward
achieving the strategic goals and objectives described in the agency’s strategic plan and annual
performance plan, including progress on agency priority goals. The report will be delivered to
Congress on February 15, 2013.

The Summary of Performance and Financial Information (SPFI) includes the most relevant
performance and financial information in a brief, user-friendly format that is easily understood
by a reader with little technical background in these areas. This report was previously known as
the Citizen’s Report. The goal of this summary is to increase accountability of agency heads and
program managers. It will make the financial and performance information more transparent and
accessible to Congress, the public, and other key constituencies. The report will be issued on
February 15, 2013.

The AFR, APR, and SPFI will be posted on the USDA Web site.
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USDA: Managing for Results in Performing Its Many Vital Public Functions

Message from the Secretary

In fulfillment of its duty to the people, the President, and Congress, the
U.S. Department of Agriculture (USDA) respectfully submits the Fiscal
Year (FY) 2012 Agency Financial Report.

This year, we have had an opportunity to remember the rich history of the
Department, which celebrated its 150th anniversary in 2012. On 3

May 15, 1862, President Abraham Lincoln signed into law an Act of Congress establishing
USDA. Two and a half years after he established the Department, in what would be his final
annual message to Congress, Lincoln called USDA “The People’s Department.”

President Lincoln knew the importance of agriculture to our prosperity — particularly at a time
when about half of all Americans lived on farms. We believe that the values shared by folks in
our small towns and rural communities are at the heart of our American values.

As the United States has changed and evolved over the years, at USDA, we have not lost sight of
Lincoln’s vision. Through our work on food, agriculture, economic development, science,
natural resource conservation, and a host of other issues, the Department has impacted the lives
of generations of Americans.

Like any organization, it is an imperative that USDA to always ensure that we are serving our
customers to the greatest possible extent. This fiscal year at the Department of Agriculture has
been defined by the efforts of our hardworking employees to continue delivering services to
Americans at a record pace — even in a time of reduced operating budgets and staffing
constraints in many agencies.

This year, we had to take a hard look at the ways in which we do business — because, like any
American family, or any business, USDA must ensure that we are executing our mission while
balancing our checkbook. This year, the Department continues our efforts to look forward to the
future, ensuring that USDA 1is a 21st century service provider and employer, while managing a
Department of nearly 100,000 employees to deliver services to Americans across the country.

In January, USDA responded to these needs by announcing a “Blueprint for Stronger Service”
that is aimed to modernize the Department, reduce red tape, improve the experience of USDA
customers, and help bring the Department’s operating costs within the budget and staffing
constraints predicated by decreasing congressional appropriations.

Meanwhile, USDA’s employees have worked hard to manage the challenges we face, always
sharing a commitment to provide the best possible service for producers, communities, and
American families. Our employees have achieved historic results since 2009, and this year has
been no different.
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USDA implements safety net programs authorized by Congress to help keep American
agriculture secure from the market and weather uncertainties that our farmers and ranchers face
every day. This year, the Department’s response to the drought that is sweeping across much of
America stands as one important example of our commitment. USDA implemented a number
of administrative actions to help drought-stricken producers by expediting assistance for
farmers and ranchers who were struggling.

Many of the Department’s programs and policies were authorized under the Food, Conservation,
and Energy Act of 2008 ("2008 Farm Bill") through September 30, 2012. A great number of these
critical programs impact millions of Americans. They cover farm commodity and price support,
conservation, research, nutrition, food safety, and agricultural trade. As of October 1, 2012,
USDA's authority or funding to deliver many of these programs has expired. This occurrence has
left the Department with far fewer tools to help strengthen American agriculture and grow a rural
economy that supports 1 in 12 American jobs. Authority and funding for additional programs are
set to expire in the coming months. USDA is working hard to keep producers and farm families
informed regarding those programs that are no longer available to them.

Our farmers and ranchers are the leading stewards of the land and water. USDA has continued
supporting their work through technical assistance and conservation programs — applying the
most effective programs in the best places to achieve the best possible result. In 2012, USDA
continued its work with more than 500,000 landowners around the United States, providing
additional efforts for producers to enter into contracts under the Conservation Reserve Program,
while reaching its 50-millionth acre enrolled under the Conservation Stewardship Program.

In America’s National Forests, USDA is hard at work reducing the risk of devastating wildfire and
improving soil and water quality. In April 2012, the Department finalized its new “National Forest
Planning” rule to help better manage more than 193 million acres of National Forest lands —
creating jobs in rural areas, while ensuring the protection of our forests for years to come.

USDA continued our record level of investment in rural America and the rural communities that
millions call home by investing in community facilities, providing loans for rural small business,
helping rural families buy or repair a home, and helping to ensure communities have access to
critical infrastructure.

The Department is leading the way for renewable energy, supporting the infrastructure we will
need in a new energy economy. And, by working directly with farmers, ranchers, and rural
homeowners, USDA is helping folks save money by implementing new energy-saving
technology. In 2012, for example, we reached an important goal of $250 million in Smart Grid
electric investments — to help rural electric cooperatives better serve their customers.

The Department ensures a safe food supply through its network of Federal inspectors in more
than 6,000 locations nationwide. In June of this year, USDA finalized rules to adopt a
zero-tolerance policy for raw beef products containing 6 additional strains of shiga-toxin
producing E. coli O157:H7.

iv 150th Anniversary | United States Department of Agriculture



USDA: Managing for Results in Performing Its Many Vital Public Functions

In February 2011, the Government Accountability Office reported in its High-Risk Series Update
that food safety agencies have not developed a Government-wide performance plan that includes
results-oriented performance measures, which would be a leap forward with regard to measuring
our progress in preventing foodborne illness from meat, poultry, and processed egg products. In
September 2011, the Food Safety and Inspection Service (FSIS) published its strategic plan,
which includes results-oriented performance measures. For example, FSIS has gone so far as to
make attribution estimates of the total number of illnesses from meat, poultry, and processed egg
products, and develop a key corporate performance measure of our progress toward preventing
these illnesses. FSIS’ strategic plan includes 30 distinct, quantifiable performance measures that
support 8 larger goals. In support of this strategic plan and the core principles of the President’s
Food Safety Working Group, USDA-FSIS has announced several new measures to prevent
foodborne illness, empower people, and strengthen infrastructure, and understand and influence
the farm-to-table continuum.

USDA delivers critical nutrition assistance to Americans struggling to put food on the table by
providing breakfast and lunch to nearly 32 million school children each day. This year, the
Department fed these children nearly 44 million meals per day, while providing food assistance to
nearly 1 in 4 Americans. FY 2012 marks the first of 3 years in which new, healthier school meals
standards authorized under the Healthy, Hunger-Free Kids Act of 2010 are being implemented.

And, USDA continues to lead the way in America’s agricultural research. USDA researchers have
partnered with folks across the country to develop the next generation of renewable energy and find
solutions to some of America’s greatest scientific challenges.

The Department’s Office of the Chief Financial Officer continued implementing the Financial
Management Modernization Initiative (FMMI), a core financial system to replace USDA’s nine
general ledger systems. Of the 29 agencies and offices that form the Department, 28 have
implemented FMMI.

The Department’s management team continues to oversee USDA’s assessment of internal
control over its programs, operations, financial systems, and financial reporting. The
Department’s work is consistent with the provisions of the Federal Managers’ Financial Integrity
Act (FMFIA) and the Federal Financial Management Improvement Act (FFMIA). USDA’s
continuous monitoring and remediation efforts allow us to provide taxpayers with reasonable
assurance that this report is based on sound, accurate data.

Nevertheless, continued improvement is needed to remediate USDA’s existing material
weakness and financial system noncompliance. To accomplish this goal, management continues
to implement corrective action plan activities. Therefore, I provide qualified assurance that,
except for the areas in need of improvement as described in the Management Assurances section
of this report, USDA’s internal control over operations, financial systems, and financial reporting
meets the objectives of FMFIA and FFMIA. The financial and performance information
presented herein is complete and accurate, and is in accordance with law and Office of
Management and Budget guidance.
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As we commemorate 150 years of accomplishments, USDA is looking to the future. In the years
to come, we will help address the changing needs of agriculture and rural America. We will
continue to help provide a safe, ample food supply for our Nation and the world. As we promote
innovation, we will help create jobs and support economic growth, and promote healthy families
and communities, and a stronger Nation. To meet those goals, we are working to make USDA

a more modern and effective service provider, and deliver the best possible results for all of the
American people.

Thank you for your interest in the Department. I salute USDA employees for their outstanding
work and am proud to share this information with our stakeholders. We will continue to serve the
needs of the people every day and in every way.

Thomas J. Vilsack
Secretary of Agriculture

Vi 150th Anniversary | United States Department of Agriculture



SECTION 1: Management's Discussion and Analysis

Section 1: Management's Discussion
and Analysis

USDA Overview

The U.S. Department of Agriculture (USDA) was founded by President Abraham Lincoln in
1862, when more than half of the Nation’s population lived and worked on farms. The
population has increased approximately tenfold, and now exceeds 307 million people, the vast
majority of whom do not live on farms or in rural areas.

Today, USDA improves the Nation’s economy and quality of life by touching the lives of almost
every person in America, every day. Nearly 100,000 employees deliver more than $144 billion in
public services through the Department’s more than 300 programs worldwide.

Because America’s food and fiber producers operate in a global, technologically advanced,
rapidly diversifying, and highly competitive business environment, USDA is constantly helping
agricultural producers meet the needs of the Nation.

Mission Statement

We provide leadership on food, agriculture, natural resources, rural development, nutrition, and
related issues based on sound public policy, the best available science, and efficient management.

Vision Statement

To expand economic opportunity through innovation, helping rural America to thrive; to
promote agriculture production sustainability that better nourishes Americans while also helping
feed others throughout the world; and to preserve and conserve our Nation’s natural resources
through restored forests, improved watersheds, and healthy private working lands.

Fiscal Year 2012 Agency Financial Report 1



SECTION 1: Management's Discussion and Analysis
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Exhibit 1: Organization Chart

Source: USDA’s Web site, September 29, 2012

This image displays the U.S. Department of Agriculture’s (USDA) Headquarters Organization,
including the Secretary, Chief Officers, Under Secretaries, and Assistant Secretaries for various
agencies within USDA. In addition to its Headquarters Organization, USDA has a network of

offices, facilities, and laboratories across the country and overseas.
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USDA: Managing for Results in Performing Its Many Vital Public Functions

Mission Areas and Departmental Management

The U.S. Department of Agriculture’s (USDA) work is organized by mission areas, which are
collections of agencies that work together to achieve USDA’s strategic goals. Descriptions of
USDA'’s seven mission areas and Departmental Management follow.

Farm and Foreign Agricultural Services

The Farm and Foreign Agricultural Services (FFAS) mission area helps keep America's farmers
and ranchers in business as they face the uncertainties of weather and markets. FFAS delivers
programs that support a sustainable and competitive U.S. agricultural system. This mission area
is comprised of the Farm Service Agency (FSA), the Foreign Agricultural Service (FAS), and the
Risk Management Agency (RMA). FSA administers and manages commodity, farm credit,
conservation, and disaster programs through a network of Federal, State, and county offices.
FSA provides administrative support for the Commodity Credit Corporation (CCC). The CCC is
a Government-owned entity which funds most of the commodity, export, and some conservation
programs of USDA. FAS works to improve international market access for U.S. products, build
new markets, improve the competitive position of domestic agriculture in the global marketplace,
and provide food aid and technical assistance to other countries. RMA helps producers manage
their business risks through effective, market-based, risk-management solutions. In addition,
RMA manages the Federal Crop Insurance Corporation to improve the economic stability of
agriculture through a sound system of crop insurance.

Food, Nutrition, and Consumer Services

The Food, Nutrition, and Consumer Services (FNCS) mission area works to harness the Nation's
agricultural abundance to reduce hunger and improve health in the United States. FNCS is
comprised of the Food and Nutrition Service (FNS) and the Center for Nutrition Policy and
Promotion (CNPP). FNS administers USDA’s 15 Federal nutrition assistance programs. CNPP
works to improve the health and well-being of Americans by developing and promoting dietary
guidance that links scientific research to the nutrition needs of consumers.

Food Safety

The Food Safety mission area ensures that the Nation's commercial supply of meat, poultry, and
processed egg products is safe, wholesome, and properly labeled and packaged. It also plays a
key role in the President’s Food Safety Working Group, a coordinated Government-wide
initiative to ensure a safe food supply for the American people for the 21st century. USDA's
partners in the working group include the U.S. Department of Health and Human Services, the
U.S. Environmental Protection Agency, and a number of other Government agencies. The Food
Safety mission area is comprised of a single agency, the Food Safety Inspection Service.

Marketing and Regulatory Programs

The Marketing and Regulatory Programs (MRP) mission area facilitates the domestic and
international marketing of U.S. agricultural products and ensures the health and care of animals
and plants. MRP is made up of the Agricultural Marketing Service (AMS), the Animal and Plant
Health Inspection Service (APHIS), and the Grain Inspection, Packers, and Stockyards
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SECTION 1: Management's Discussion and Analysis

Administration (GIPSA). AMS administers programs that facilitate the efficient, fair marketing
of U.S. agricultural products, including food, fiber, and specialty crops. APHIS provides
leadership in ensuring the health and care of animals and plants. GIPSA facilitates the marketing
of livestock, poultry, meat, cereals, oilseeds, and related agricultural products.

Natural Resources and Environment

The Natural Resources and Environment (NRE) mission area ensures the health of the land
through sustainable management. Its agencies work to prevent damage to natural resources and
the environment, restore the resource base, and promote good land management. NRE consists of
the Forest Service (FS) and the Natural Resources Conservation Service (NRCS). FS manages
public lands in national forests and grasslands, which encompass 193 million acres. NRCS
provides leadership in a partnership effort to help America's private landowners and managers
conserve their soil, water, and other natural resources. Both agencies work in partnership with
Tribal, Federal, State, and local Governments, and community-related groups to protect soils,
watersheds, and ecosystems.

Research, Education, and Economics

The Research, Education, and Economics (REE) mission area helps create a safe, sustainable, and
competitive U.S. food and fiber system, as well as develop strong communities, families, and youth
through integrated research, analysis, and education. REE is comprised of the Agricultural Research
Service, the National Institute of Food and Agriculture, the Economic Research Service, the National
Agricultural Statistics Service, and the National Agricultural Library.

Rural Development

The Rural Development (RD) mission area helps improve the economy and quality of life in all
of rural America. RD provides financial support for the development of essential public facilities
and services such as water and sewer systems, housing, health clinics, emergency service
facilities, and electric and telephone services. It also promotes economic development by
providing direct loans and loan guarantees to businesses through private sector financial
institutions. In addition, RD provides grants, loan guarantees, and payments to farmers, ranchers,
and rural small businesses to develop renewable energy systems and make energy efficiency
improvements. RD is comprised of the Rural Business-Cooperative Service, the Rural Housing
Service, and the Rural Utilities Service.

Departmental Management

Departmental Management’s (DM) mission ensures that USDA administrative programs,
policies, advice, and counsel meet the needs of USDA program organizations, consistent with
laws and mandates, and provide safe and efficient facilities and services to customers. DM is
comprised of the following offices: Office of Administrative Law Judges; Office of Advocacy
and Outreach; Office of the Chief Financial Officer; Office of the Chief Information Officer;
Office of the Executive Secretariat; Office of Homeland Security and Emergency Coordination;
Office of Human Resources Management; Office of the Judicial Officer; Office of Operations;
Office of Procurement and Property Management; and Office of Small and Disadvantaged
Business Utilization.
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USDA: Managing for Results in Performing Its Many Vital Public Functions

Performance Goals, Objectives, and Results
Agency Priority Goals

USDA is pursuing three Agency Priority Goals for fiscal year (FY) 2012 and FY 2013.
Performance data will be available at the end of the calendar year and published in the Annual
Performance Report, which will be released in February 2013. A synopsis of the goals is
provided below.

Agency Priority Goal 1: Further improve payment accuracy in the Supplemental Nutrition
Assistance Program (SNAP).

This program puts healthy food on the table for millions of low-income people in America every
month. The program supplements their budgets by providing benefits via an electronic benefit
card, which is used like a debit card at most food retailers. Through nutrition education partners,
the program helps clients learn how to make healthy eating and active lifestyle choices. Finally,
SNAP also provides a significant boost to local economies. For every $5 in SNAP benefit
spending, $9.20 is generated in total economic activity.

In 2011, payment accuracy reached an all-time high of 96.20 percent. This reflects 2.99 percent
in overpayments and 0.81 percent in underpayments for a total of 3.80 percent in improper
payments. The size of the SNAP program means that even small additional improvements to
payment accuracy yield substantial savings. In 2012, USDA’s Food and Nutrition Service (FNS)
has continued to work to improve payment accuracy through partnerships with States and by
rewarding exemplary performance while holding low-performing States accountable. FNS uses
an early detection system to target States that may be experiencing a higher incidence of
payment errors. FNS then intervenes to address situations identified in individual States. FNS
provides technical assistance and knowledge to State agencies to improve payment accuracy, as
well as shares best practices among States. FNS encourages business process improvements and
reengineering for SNAP administration by States. These initiatives have been shown to increase
efficiency and improve program accountability.

Agency Priority Goal 2: Expand U.S. agricultural exports to at least $150 billion by
September 2013, up from a level of $137.4 billion in FY 2011.

For every $1 billion of agricultural exports, an estimated 8,400 jobs are supported and an
additional $1.34 billion in economic activity is generated. USDA worked to boost agricultural
exports in FY 2012 by supporting access to international markets through market development
programs and trade shows, which lead to direct sales by connecting exporters with foreign
buyers. USDA continues to resolve technical barriers to trade and unjustified sanitary and
phytosanitary measures, and tracks the trade preserved, initiated, or restored by these efforts.
Supporting negotiation of market-expanding trade agreements for U.S. agricultural products was
a strong focus in 2012 with free trade agreements (FTAs) signed with South Korea, Colombia,
and Panama. The South Korea FTA took effect on March 15, 2012, and will expand annual
agricultural exports by an estimated $1.9 billion. The Colombia FTA took effect on

May 15, 2012, and is expected to expand annual agricultural exports by more than $370 million.
USDA continued to support Trans Pacific Partnership (TPP) negotiations. Invitations to join TPP
were extended to Canada and Mexico, bringing the number of participating countries to eleven.
Many external factors influence agricultural exports: global economic uncertainty, slower global
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SECTION 1: Management's Discussion and Analysis

economic growth, and the relative strength of the U.S. dollar could impact our ability to achieve
this goal.

Agency Priority Goal 3: Accelerate the protection of clean, abundant water resources by
advancing USDA’s capacity to measure the effectiveness of conservation investments in
addressing water resource concerns.

With 87 percent of America’s surface supply of drinking water originating on land that USDA
programs impact in some way, the Department has a key role in addressing water quality
challenges. While the agricultural and forestry communities have made progress in contributing
to improvements in water quality, challenges remain, and accelerating progress on improving
water quality is critical. Better tools are needed to measure the outcome of efforts to improve
water quality, identify the most effective approaches, and measure achievements. USDA is
developing and implementing an interagency outcome-focused metric in two pilot watersheds to
quantify water quality improvements. This metric would also subsequently be used in other
regions of the country. In 2012, USDA formed a cross-agency working group, which established
criteria for choosing the pilot watersheds. The group selected the St. Joseph’s River watershed in
Indiana and La Cienega watershed in Arizona. USDA has developed project plans for the pilots
and expects to implement the pilots in FY 2013. USDA is also continuing to track a secondary
goal: implementing high-impact targeted practices to improve water quality on 4 million acres
within critical and/or impaired watersheds in FY 2013.

Strategic Goals, Objectives, and Annual Performance Goals

The Performance Summary information in Exhibit 2, organized by the U.S. Department of