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AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1994

TUESDAY, APRIL 20, 1993

U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.
The subcommittee met at 2:32 p.m., in room SD-192, Dirksen

Senate Office Building, Hon. Dale Bumpers (chairman) presiding.
Present: Senators Bumpers, Harkin, Kerrey, Kohl, Feinstein,

Cochran, Specter, Bond, and Gorton.

DEPARTMENT OF AGRICULTURE

Office of the Secretary

statement of mike espy, secretary of agriculture
accompanied by stephen b. dewhurst, budget officer

opening remarks

Senator Bumpers. Today we begin our hearings on the fiscal

year 1994 budget for Agriculture, Rural Development, and Related

Agencies. It is appropriate that our first meeting is with our new
distinguished Secretary of Agriculture, our former colleague, Mike
Espy, and I want to extend you a special welcome, Mr. Secretary.

Secretary EsPY. Thank you, sir.

Senator Bumpers. Accompanying the Secretary is Steve

Dewhurst, the Budget Officer of the Department of Agriculture.
In terms of budget authority, the President's request for USDA

totaled $67.5 billion, which compares to $68.1 billion for 1993. Of
this amount, $3.4 billion is for the Forest Service, which is not cov-
ered under the jurisdiction of this subcommittee.
The budget proposes major increases for several rural develop-

ment programs, including water and sewer loans, grants, business
and industry loans and grants, rural housing, WIC, the meat and
poultry inspection program, as well as food stamps and child nutri-

tion. I am pleased to see many of these increases, especially those
that foster rural development.
Mr. Secretary, you and I have been laboring in the rural develop-

ment vineyards for a long time, and I am looking forward to work-

ing with somebody in the Department who really understands the

problem.
The President's budget also contains some significant cuts in

REA, crop insurance, and research grants and facilities. In addi-

(1)



tion, the budget proposes to save money by instituting user fees in

several programs, the most significant of which is the Food, Safety,
and Inspection Service; and, in addition, there are cuts to so-called

mandatory programs, such as the Honey Program, the Wool and
Mohair Program, food stamps and payment limitations under the

farm bill. Those cuts do not properly lie under this committee's ju-
risdiction either. But sometimes we wind up dealing with them.

I am concerned by some of these cuts and changes, Mr. Sec-

retary, both discretionary and mandatory. Again, I want to work
with you in putting together a strong budget for the USDA, with
the resources available to us. Now, other Senators as they arrive

may insert records, but at this time, Mr. Secretary, please proceed
with your statement. And, let me also say that your entire state-

ment will be inserted in the record; we would be happy if you can
summarize. Please proceed, and then we will take questions.

STATEMENT OF MIKE ESPY

Secretary EsPY. Thank you, Mr. Chairman. I am delighted to be
here. It is indeed a privilege to appear before you, in my first ap-

pearance here before your committee, as Secretary of the U.S. De-

partment of Agriculture. I would appreciate, and I thank you for

including my statement in the record. I will try to summarize, and
will not go word by word.

First of all, I would like to accept your offer. We are friends. We
have labored in the rural development vineyards, and I really do
look forward, Senator, to working with you, in improving and en-

hancing the programs for rural development, food and farm pro-
grams. I intend to work very hard at fostering a good working rela-

tionship with you and this committee, and the Clinton administra-
tion.

president's economic plan

Today, I would like to focus on the President's economic plan,
and particularly, his fiscal year 1994 budget proposals, as they per-
tain to the USDA. We think it is a good plan. It gives rural Amer-
ica a very good shot in the arm, and a chance to share fully in the
President's vision for the economic revitalization of our Nation.
Mr. Chairman, the President's plan, as you well know, includes

three basic components.
First, there is a short-term economic stimulus package that will

affect fiscal year 1993 funding.
Second, there is a longer term investment program that will af-

fect fiscal years 1994-97.
And third, there is a serious credible plan for deficit reduction.

Clearly, deficit reduction leading to lower-term interest rates will
benefit all America, especially rural America; and, most particu-
larly, America's farm producers.

SHORT-TERM ECONOMIC STIMULUS PACKAGE

I would like to focus first on the short-term economic stimulus
package. The package is designed to produce more jobs, by invest-

ing in the Nation's infrastructure. It also makes an initial added



investment to human capital, by providing additional assistance to

people who are, certainly, in need.
The stimulus is also being proposed to provide insurance against

a further lapse in the economic recovery; and, the stimulus package
as it pertains to USDA includes additional funding for, First: Meat
inspectors; we need more meat and poultry inspectors. We also pro-

pose construction of water and waste disposal systems, construction
of single-family homes and repair of low-income housing; and re-

pair and construction of watersheds.

Enhancing natural resource protection, environmental and rec-

reational infrastructure in our national forests; modernizing and
repairing Federal agricultural research facilities; expanding the

women, infants and children [WIC] caseload; providing more com-
modities for The Emergency Food Assistance Program [TEFAP];
and funding meals for children added to the Head Start Program
are all priority proposals for additional funding under the stimulus.

Second, as part of the longer-term investment program of the

President, the budget includes program increases of about $3.3 bil-

lion in 1994, and a cumulative program increase of $23 billion dur-

ing the 1994 through 1997 period, for the U.S. Department of Agri-
culture [USDA].
The Department, of course, plays a very vital role in the rural

economy. The Secretary of Agriculture, under the law, is to provide
leadership within the executive branch for rural development ef-

forts. I intend to provide that leadership. Rural revitalization has

been, and will be, one of my top priorities.
As part of the rural development initiative in the Clinton eco-

nomic plan, we are requesting significant increases in programs
providing loans and grants for community facilities, and rural busi-

nesses with an emphasis on small enterprises, to provide jobs and
services for many families living in small towns.
Water and wastewater loans and grants will be increased sub-

stantially over the levels appropriated for fiscal year 1993. These
increases, together with those increases included in the stimulus

package, are necessary so that we can provide thousands of fami-
lies here in America access to clean water and sanitary waste dis-

posal.

Further, about $800 million will be added to our rural housing
program. In total these programs, Mr. Chairman, will provide
about 108,000 housing units, a 27-percent increase over last year's
level.

We are also proposing to expand and build health care facilities

and enhance fire and rescue services all across rural America.
In the food safety area, there are a number of issues. First, we

request that an additional 40 meat and poultry inspectors will be

hired, in addition to the 160 hired in fiscal year 1993.
And a major research initiative to reduce the level of foodbome

pathogens will be initiated. Mr. Chairman, this was the first issue

that I had a chance to deal with, after my confirmation. I am cer-

tain that we simply must develop new scientific ways to inspect our
meat supply, to ensure that our families can continue to benefit

from the safest food supply in the world.
In the food assistance area, we are proposing a $5.8 billion in-

crease, over 4 years, in the Food Stamp Program. Food stamp in-



creases will help offset the effects of the energy tax on low-income

households.
We are also proposing increased funding of about $2.7 billion for

WIC, over 4 years, so all people eligible for the program are cov-

ered by the end of fiscal year 1996.

In order to pay for meals for preschool children under the Head
Start Program, we propose additional funding for the Child and
Adult Care Food Program during the 1994 through 1997 period.
That would build on a similar increase in 1993.

We also propose to increase competitive grants, under the Na-
tional Research Initiative, by $480 million over 4 years, to support
high priority agricultural, food, and environmental research.

We also propose some discretionary reductions. There must be
reductions both in the discretionary area as well as the mandatory
area. The President's fiscal year 1994 budget will propose over

$400 million in discretionary savings in 1994, and $3.1 billion in

cumulative savings over 1994 through 1997.

DISCRETIONARY SAVINGS

An example of discretionary saving is we intend to create a one-

stop shop for farmer services. We wish to call this the Farm Service

Agency [FSA]. The agency will be created from current USDA
agencies, serving farmers at the county and regional level.

We will try to merge the Agricultural Stabilization and Con-
servation Service [ASCS], the Soil Conservation Service [SCS], and
the Farmers Home Administration [FmHA]. The proposal, we be-

lieve, will improve service for farmers while reducing staff needs
and administrative overhead at the USDA national. State, and
local levels.

I have said many times, Mr. Chairman, that my priority is to

streamline, from top to bottom, starting with Washington first; and
then restructuring the field offices. In setting up the new agency,
we will be looking for ways to improve productivity, reduce regu-
latory burdens, reduce paperwork requirements, and to make our
operations more farmer- and user-friendly.
We are also looking at restructuring other functions in USDA, to

improve efficiency and to reduce costs. For example, we are reduc-
ing our Office of Public Affairs. I was shocked, Mr. Chairman,
frankly, to find that we have 1,000 staff individuals involved in the
public information and public affairs categories. I think that is too

many.
Senator Bumpers. 1,000?
Secretary Espy. 1,000, across the Nation.
Senator Bumpers. I want to make sure I understand this. You

are saying we have 1,000 people in the Department of Agriculture,
Office of Public Affairs?

Secretary EsPY. I am saying that to you, sir.

Senator Bumpers. Are they all in Washington?
Secretary ESPY. They are not all in Washington. I want to be

fair. Thev are not all in Washington. They serve all across the Na-
tion. And some serve as tour guides in our national forests. How-
ever, in Washington, Senator, we have over 600. I still believe that
is way too many.

Senator Bumpers. No kidding?



Secretary EsPY. So, we are creating a consolidated Office of Pub-
lic Affairs. You see, the problem, frankly, is that in USDA we have
42 agencies and offices, and each of these has an administrator.

Each administrator has a spokesperson. Each spokesperson has a

support staff, a graphic arts division; and we have unnecessary du-

plication.

So, we are far along in our effort to streamline divisions. I hope
to be able to make certain announcements on these efforts very,

very soon.

In addition to these restructuring and streamlining efforts, the

budget before this committee proposes a number of other discre-

tionary program changes, including the following:
Rural Electrification Administration [REA] loans, to be made at

Treasury rates, while preserving loans for truly needy borrowers;
Meat and poultry inspection fees would be charged to cover all

overtime work by Federal inspectors beyond the first scheduled

shift;

Lower priority economic and agricultural research would be

eliminated;

Funding for foreign agricultural market development activities

through the Foreign Agricultural Service [FAS] would be reduced,

by targeting areas where trade prospects are most promising;
while, the Market Promotion Program [MPP] in the mandatory
area would be maintained at the current fiscal year 1993 level;

In Farmers Home, direct farm credit would be reduced, but sub-

sidized guarantees would be increased.

MANDATORY SAVINGS

We believe that we cannot reduce the deficit significantly, unless

savings are achieved in the mandatory-entitlement area of the

budget. Certainly, health care costs represent the most significant
area in this regard, but USDA can make a contribution as well.

Our farmers have already given quite a bit, and they should be

proud of their contribution and what they do to produce the food

and fiber has been recognized by this administration.
But we must look for reductions in the mandatory area. I want

to assure the committee that, aside from a modest targeting pro-

posal, proposed changes to the major farm commodity programs
would not take effect until 1996. We will take no unilateral action

that will make our farmers weaker in international negotiations.
We do not want to undermine our leverage in these negotiations
with cuts in farm programs, at this time.

However, beginning with the 1996 crops, we are proposing as

part of the President's program to increase the noneligible payment
acres of the triple base program, eliminate the 0/92 and 50/92 pro-

grams, and increase assessments on nonprogram federally sub-

sidized commodities that are currently being assessed under the

1990 budget agreement.
Beginning with the 1994 crops, income support payments would

be limited to those farmers making less than $100,000 in off-farm

income in an effort to better target these payments to smaller, fam-

ily-sized operations. Also, wool and mohair direct support payments
will be limited to $50,000 per person.



And, as was discussed in the campaign, the honey program sub-

sidies have been targeted for elimination, beginning in fiscal year
1994. This, of course, is the only commodity program that we are

proposing to terminate.
In addition to these program proposals, the crop insurance pro-

gram is also in need of substantial reform. We are proposing to

phase in area-based insurance coverage. Under this approach, in-

demnities would be based on an area or county yield, rather than
on an individual farm yield. We would begin in crop year 1994, by
offering such insurance in those counties with the worst loss expe-
rience on an individual coverage basis.

To the extent that commodity disaster payments are made in the

future, the loss threshold would be increased from 35 to 40 percent
for those producers with crop insurance, and from 40 to 50 percent
for those producers without crop insurance.

The President has also announced Govemmentwide reductions in

employment, as well as a 14-percent reduction in administrative
costs over 4 years. As it relates to the USDA, there would be a re-

duction of 7,500 staff-years between 1993 and 1998, or a 6.7-per-
cent reduction in staffing.
The administrative savings as a result of cuts in travel, printing,

consulting, and other contractual services would amount to well
over $700 million over the fiscal year 1994 through 1997 period.
These actions are, of course, designed to improve operations and

the efficiency of the Grovemment's programs; and when these ac-

tions are completed, the USDA will certainly not look like it looks

currently. It will be a leaner, more effective organization.

EFFECTIVENESS OF USDA

Last, Mr. Chairman, and to this committee, there has recently
been a lot of publicity about the effectiveness of the USDA. There
is a perception in some quarters that the USDA has become an out-
moded and unresponsive bureaucracy, that it is no longer client-

friendly or farmer-friendly, and that it is disinterested in reaching
out beyond the traditional farmer client base to others who have
legitimate and viable concerns.

I hear it. In many ways, this criticism has some validity and I

promise to seriously and thoughtfully address the valid concerns
and criticisms expressed, where appropriate, to make changes in

USDA operations.
That concludes the comments that I would like to make today.

I look forward to working with you, and working with this commit-
tee to make sure that our mutual interest in enhancing farm in-

come and promoting the rural economy will be successful. Thank
you.

PREPARED STATEMENT

Senator Bumpers. Mr. Secretary, thank you for a very good
statement. We have your prepared statement and it will be made
part of the record.

[The statement follows:]



Statement of Mike Espy

Mr. Chairman, distinguished members of the Committee, it is indeed a privilege
to appear before this Committee as the Secretary of Agriculture to discuss the pro-

grams and budget for the U.S. Department of Agriculture.
At the outset, Mr. Chairman, I would like to say that I look forward to working

with the members of this Committee. Because of my previous association with the

Congress and my experience with rural development, food and farm programs, I in-

tend to work hard at fostering a good working relationship between the Clinton Ad-
ministration and this Committee. As you well know, the Department's programs are

extremely important to rural residents, consumers, low-income persons and farmers

throughout the Nation. I am excited about heading a Department that can do so

much good for so many people. In order to carry out my duties as Secretary of Agri-
culture, I will need the help of the dedicated employees at the Department and also

the help of this Committee and the other congressional committees with jurisdiction
over the Department's programs.
Today, I would like to focus on the President's economic plan and particularly his

fiscal year 1994 budget proposals as they pertain to the Department of Agriculture.
We think this plan represents real change. It gives rural America a real snot in the
arm and a chance to snare fully in the President's vision for the economic revitaliza-

tion of our Nation.

CLINTON ECONOMIC PLAN

President Clinton's economic plan includes three basic components: (1) a short-

term economic stimulus package that will affect fiscal year 1993; (2) a longer term
investment program that will affect fiscal years 1994-1997; and (3) a serious, credi-

ble plan for deficit reduction. The deficit reduction part of the plan focuses on pro-

posed discretionary program and entitlement savings for fiscal year 1994 through
fiscal year 1997 as well as across-the-board reductions in overhead, personnel and
administrative costs.

Clearly, deficit reduction leading to lower long-term interest rates will benefit all

America, especially rural America which needs capital for economic growth. In 1992,
interest payments on the debt were $200 billion, over three times the total budget
for the Department of Agriculture. These interest costs are eating up a larger and
larger share of the budget, taking funds away that could be used for productive in-

vestment. A sound deficit reduction plan must face up to the facts and provide the
realistic funding levels for discretionary and entitlement programs that will bring
the deficit down. It wUl also require us to look carefully at how we carry out and
administer programs.

SHORT-TERM ECONOMIC STIMULUS

I would like to focus first on the short-term economic stimulus. The stimulus

package is designed to produce more jobs by investing in the Nation's infi-astructure.

It also makes an initial added investment to human capital by providing additional
assistance to people who are in need. The economic stimulus is also being proposed
to provide insurance against a further lapse in the economic recovery. The stimulus

package as it pertains to the Department of Agriculture includes additional funding
for:—

increasing the number of meat inspectors—constructing water and waste disposal systems—constructing single family houses and repairing low-income housing—
repairing and constructing watersheds—enhancing natural resource protection, environmental and recreational infra-

structure on the National Forests—modernizing and
repairing

Federal agricultural research facilities—
expanding the WIC caseload, providing more commodities for the Emergency
Food Assistance Program and fiinding meals for children added to the Head
Start Program.

LONGER TERM INVESTMENTS

As
part

of the longer term investment progrsun of the President's plan, the budget
includes program increases of $3.3 billion in 1994 and a cumulative progrsun in-

crease of $23 billion during the 1994-1997 period for the Department of Agriculture
for high priority investments in both human and physical capital.
The Department plays a vital role in the rural economy. The Secretary of Agri-

culture, under the law, is to provide leadership within the executive branch for rural
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development efforts. I intend to be a loud and persistent voice for rural America in

this Administration. Rural revitalization will be one of my top priorities. USDA pro-

grams can help lead in turning the country in a new direction.

As part of the rural development initiative in the Clinton Economic Plan, we are

requesting significant increases in programs providing loans and grants for commu-

nity facilities and rural businesses with emphasis on small enterprises to provide

jobs and services for many families living in small towns. Water and waste water

loans and grants will be increased substantially over the levels appropriated for fis-

cal year 1993. These increases together with those increases included in the eco-

nomic stimulus package are necessary eo that we can provide thousands of families

here in America access to clean water and sanitary waste disposal. Further, about

$800 million will be added to our rural housing program. In total, these programs
will provide 108,000 housing units, a 27-percent increase over last year's level. We
also are proposing to expand and build health care facilities and enhance fire and
rescue services all across rural America.

In the food safety area, there are a number of initiatives. First, an additional 40
meat and poultry inspectors will be hired in addition to the 160 hired in fiscal year
1993 and a major research initiative to reduce the level of food-bome pathogens will

be initiated. We simply must develop new scientific ways to inspect our meat supply
to ensure that our families can continue to benefit fi"om the safest food supply in

the world. In the food assistance area, we are proposing a $5.8 billion increase over
4 years in the Food Stamp Program. Food Stamp increases will help offset the ef-

fects of the energy tax on low-income households. We are also proposing increased

funding of $2.7 billion for WIC over 4 years so that all people eligible for the pro-

gram are covered by the end of fiscal year 1996. In order to pay for meals for pre-
school children added to Head Start, we propose additional fiinding for the Child
and Adult Care Food Program during fiscal year 1994 to fiscal year 1997 that would
build on a similar increase for fiscal year 1993.

We also will propose to increase competitive grants under the National Research
Initiative by $480 milUon over 4 years to support high priority agriculturtil, food and
environmental research.

PROPOSED DISCRETIONARY REDUCTIONS

In order to reduce the deficit, spending on discretionary programs will have to be
reduced. The President's 1994 Budget will propose over $400 million in discre-

tionary savings in 1994 and $3.1 billion in cumiilative savings over the fiscal year
1994-1997 period. A number of programs will be targeted for reductions.
A major proposal in the budget wall be the creation of a single Farm Service Agen-

cy. This proposal is also known as one-stop shopping. The agency will be created
from the current USDA agencies serving farmers at the county and regional level.

These agencies include the Agricultural Stabilization and Conservation Service, the
Soil Conservation Service, and the Farmers Home Administration. The proposal
would improve service for farmers while reducing staff needs and administrative
overhead at the USDA National, State and local levels. My priority is to streamline
from top to bottom starting with the Washington bureaucracy first and then restruc-

turing the field offices. In setting up the new agency we will be looking for ways
to improve productivity, reduce regulatory burdens, reduce paperwork requirements,
and make our operations more farmer and user fiiendly.
We are also looking at restructuring other functions in USDA to improve effi-

ciency and reduce costs. I will be working with the Congress to carry tJirough on
these reorganization proposals.

In addition to these restructuring and streamlining efforts, the budget before this
Committee will propose a number of other discretionary program changes including
the following:—REA loans would be made at Treasury rates while preserving loans for truly

needy borrowers.—Meat and poultry inspection fees would be charged to cover all overtime work
by Federal inspectors beyond the first scheduled shift.—Lower priority economic and agricultural research would be eliminated.—Funding for foreign agriculture market development activities through the For-

eign Agricultural Service would be reduced by targeting areas where trade pros-
pects are most promising, while the Market Promotion Program in the manda-
tory area would be maintained at the current fiscal year 1993 level.—FmHA direct farm credit would be reduced but subsidized guarantees would be
increased.



MANDATORY PROGRAMS

We cannot reduce the deficit significantly unless savings are achieved in the man-
datory-entitlement area of the budget. While health care costs are the most signifi-
cant area in this regard, USDA programs also must make a contribution, keeping
in mind that these programs made a significant contribution in the 1990 Budget
Agreement. Our farmers have already given a lot and

they
should be proud that

their contribution and what they do to produce food and fiber in this country has
been recognized by this Administration.
The 1994 budget for USDA contains savings of $192 million in 1994 and $4.5 bil-

lion in cumulative savings for fiscal years 1994-1997 for mandatory programs. How-
ever, I want to assure the Committee that, aside from a modest targeting proposal,

proposed changes to the major farm commodity programs would not take effect until

1996. We will take no unilateral action that will make our farmers weaker in inter-

national negotiations. I do not want to undermine our leverage in these negotiations
with cuts in farm programs at this point in time. However, beginning with the 1996

crops, we are proposing as part of the President's program increasing thfl noneligible
payment acres oi the triple base program, eliminating the 0/92 and 50/92 programs
and increasing assessments on "nonprogram" federally subsidized commodities that
are currently being assessed under the 1990 Budget Agreement.
Beginning with 1994 crops, income support payments would be limited to those

farmers making less than $100,000 in off-farm income in an effort to better target
these pa3Tnents to smaller, family-sized operations. Also, wool and mohair direct

support payments would be limited to $50,000 per person. As was discussed in the

campaign, honey program subsidies would be eliminated beginning in fiscal year
1994. This is the only commodity program proposed for termination.
In addition to these program proposals, the crop insurance program is also in

need of reform. We are proposing to phase
in area based insurance coverage. Under

this approach indemnities would be based on an area (county) yield rather than on
an individual farm yield. We would begin in crop year 1994 "by offering such insur-

ance in those counties with the worst loss experience on individual coverage. To the

extent that commodity disaster payments are made in the future, the loss threshold
would be increased from 35 to 40 percent for those producers with crop insurance
and from 40 to 50 percent for those producers without crop insurance.

USDA and the Department of Health and Human Services have developed a joint

legislative proposal which would provide for reimbursement of State administrative
costs for food stamps, Aid for Dependent Children, and Medicaid with State and
Federal governments sharing equally in the cost. This would amount to a reduction
in Federal funding for State admimstration of about $20 million on a base of $1.5
billion for 1994.

ACROSS-THE-BOARD REDUCTIONS

The President also announced govemmentwide reductions in employment and pay
costs as well as a 14-percent reduction in administrative costs over 4 years. For the

Department of Agriculture, there would be a reduction of 7,500 staff years between
1993 and 1998 or a 6.7-percent reduction in staffing. The administrative savings as
a result of cuts in travel, printing, consulting and other contractual services would
amount to over $700 million over fiscal year 1994 to fiscal year 1997. These actions
are designed to improve operations and efficiency of the Government's programs.
When the actions are completed, the Department of Agriculture will be a leaner,
more effective organization.
Recently there has been publicity about the effectiveness of the Department of Ag-

riculture. The perception in some quarters is that USDA has become an outmoded
and

unresponsive bureaucracy, no longer client
friendly

or interested in reaching
out beyond the traditional farmer client base to others wno also have legitimate con-

cerns. I promise to seriously and thoughtfully address the valid concerns and criti-

cisms expressed and, where
appropriate,

make changes in USDA operations.
The Department of Agriculture has long been known as the "People's Depart-

ment." Based on congressional authorizing and appropriations legislation, the De-

partment has been mandated to carry out a broad and diverse set of programs, with
a broad constituency of people who are affected by its activity. As Secretary of Agri-
culture, I want you, Mr. Cnairman, and each member of this Committee to know
that I will dedicate myself and the Department to being a positive force in improv-
ing the economic health of America, particularly rural America. I intend to work
hard to ensure that people living in rural America have access to the basic services

which other areas of the country take for granted—including them fully in President

Clinton's strategy for economic revitalization. I will seek to reach out to all USDA
constituents ana become an honest broker for their responsible concerns.
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That concludes the comments I would like to make today. I look forward to work-

ing closely with the Committee concerning our mutual interest in the well-being of

rural America. I would be pleased to answer any questions you may have.

MEANS-TESTING

Senator Bumpers. Mr. Secretary, knowing you, completely aside

from the statement, I know that your heart is in the right place
and that you understand that, before we can reorganize agriculture
across the country, it has to be reorganized here first. I know that

you have a keen appreciation of that.

Mr. Secretary, and let me say to the members of the committee,
I am going to limit myself to 10 minutes, and limit each member
to 10 minutes on the first round.
Mr. Secretary, my guess is, and this is really a parochial view

on my part, but I can tell you that in my State one of the things
that is going to cause some difficulty

—you are suggesting a $470
million savings over the next 4 years, on the so-called means-test-

ing farm programs.
I think the rest of the members know it, but for the record, they

are suggesting that if you have $100,000 a year in income from any
other source, or all other sources other than agriculture, you would
not be eligible, for example, for the $50,000 per person target pric-

ing and agricultural program.
That would mean, we will say, some guy who is lawfully poor but

he is out there farming, maybe even a sharecropper—if he inherits

money and draws $100,000 in interest, he still would not be eligible
for anything under this program. Is that correct, for agricultural
programs?

Secretary EsPY. Well, the Senator is aware that we are targeting
$100,000 in off-farm income; and if we stick to this as a classic def-

inition, the Senator would be correct.

Senator Bumpers. I used to be a drugstore cowboy, and practiced
law, and farmed. I was a cattle farmer, so the programs were not
all that important to me. But there were a lot of ASCS programs,
for which I would not have qualified, I take it. Does this include

ASCS, Soil Conservation Service, and so on?

Secretary EsPY. Yes, sir.

Senator Bumpers. That includes everything?
Secretary EsPY. Yes; it currently does.
Senator Bumpers. Who came up with that idea?

Secretary EsPY. Well, I can tell the Senator that I do not know
who came up with it, exactly, but I did not.

Senator Bumpers. But you are on board with it?

Secretary EsPY. Well, in my former life as a Member of Congress,
I took a different view. This was not a new proposal, exactly. There
are some changes in what has been proposed and we passed. But
I am on record, as a former Member of Congress, to opposing this
kind of effort. However, in my current life, I am a member of the
team that will support it.

Senator Bumpers. Would a person with an outside income of

$100,000 qualify for a Wetlands Reserve Program, where we take
an easement on their land for 10 years?
Mr. Dewhurst. The $100,000 off-farm income limit would apply

to farm price support pajnnents.
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Senator Bumpers. Farm price supports?
Mr. Dewhurst. Yes, sir.

Senator Bumpers. So the answer to the preceding question was
slightly misleading, was it not? For example, if I had Soil Con-
servation come out and test the soil on my farm, which they used
to do with some frequency at no charge, that would not qualify
under this? In other words, if I had over $100,000 in outside in-

come, Soil Conservation could still come to my farm and test my
soil?

Mr. Dewhurst. Yes, sir; the $100,000 applies to Commodity
Credit Corporation [CCC] farm price support programs. The Wet-
lands Reserve functions under its own rules: People submit bids,
and decisions are made based on the conservation benefit, and so

forth.

Senator Bumpers. We need to nail this down. You are talking

mostly about target pricings, the deficiency payments, is that what
we are talking about?

Mr. Dewhurst. Yes, sir.

Secretary Espy. Yes.
Senator Bumpers. Could you furnish this committee with a more

detailed description? Maybe we have it. Do we? Could you furnish

us with a more detailed description of how this would work?
Mr. Dewhurst. Absolutely, yes, sir.

[The information follows:]

Off-Farm Income Eligibility Criterlv for Farm Programs

The Administration's budget proposes that the Food Security Act of 1985 be
amended to make persons with off-farm income in excess of $100,000 ineligible to

receive aiw CCC income support payments, land diversion payments, or price sup-

port benefits beginning with the 1994 crop year. This woula help target CCC price
and income support benefits to family farmers rather than high income persons not

dependent on farm income. The eligibility criteria applies only to the commodity
price and income support program benefits of the CCC. These include such things
as: price support loans, loan deficiency pajmients made under marketing loan pro-

grams, deficiency payments determined by target prices,
land diversion payments

if they are utilized in the commodity production adjustment programs, and wool or

mohair incentive payments. All other programs except for the CCC commodity pro-

?ram
payments and price support loans would not be affected by

the proposal,
herefore, such programs as the Conservation Reserve Program, Wetland Reserve

Program, and otner conservation cost sharing and service programs would not be
affected by the eligibility criteria.

The eligibility criteria would be based on adjusted off-farm income which is de-

fined as gross revenue from all sources except for farm income less business ex-

penses incurred in producing revenue from nonfarm sources. Internal Revenue Code
definitions would be utilized to determine business expenses (deductions) for pur-

poses of computing adjusted off-farm income.

MEAT INSPECTION PROGRAM

Senator Bumpers. Mr. Secretary, in visiting with me earlier yes-

terday, you said we had the Meat Inspection Program on the agen-
da before the E. coli breakout in the western part of the country.
Is that correct?

Secretary EsPY. In my meeting with the Senator yesterday, we
discussed my vision with respect to meat inspection. Based on my
studies for my confirmation, it became very clear to me that we
could not continue down the road that we are presently on. A meat

inspection system, based on organoleptic standards which you can

see, smell, feel and taste, seems to me to be fairly outdated.



12

And I intended to move forward soon after confirmation with a

series of forums or hearings, to determine the best way to change
this. And, of course, sometimes events in life will overtake the best

designs of men, and we had E. coli, and we had a very serious

health threat in the Pacific Northwest and Western United States.

Since then, I have jumped into this with both feet. And we are

far along the road, in coming up with a more science-based meat

inspection standard, for the midterm and long term. However, be-

fore we get there, we have to assure the American public that we
are currently seeing everything that is seeable; which means, we
must hire more meat inspectors to see what we can see.

Senator Bumpers. Did you see the story in The Post yesterday,
where 10 people have died in Florida in the past year, from eating
oysters?

Secretary Espy. I did not see that.

AQUACULTURAL PRODUCTS

Senator Bumpers. It is a naturally occurring bacteria that has

always been there. When I was a child, we were taught not to eat

oysters because of that. But in any event, we still do not inspect
very many aquacultural products, do we?

Secretary Espy. Yes, sir; we inspect beef and poultry.
Senator Bumpers. No; I am talking about fish.

Secretary Espy. No.
Senator Bumpers. Fish, shellfish.

Secretary Espy. No, no; we do not. We certainly do not, at USDA.
Senator Bumpers. Why? Can you give me any rationalization for

having a very scientifically developed and expensive food inspection
process for pork and beef and poultry, and not aquaculture?

Secretary Espy. I cannot, to be honest with you. I think that is

certainly something that bears thought. I do not know how the bi-

furcated approach was developed. The Food and Drug Administra-
tion [FDA] inspects fish. Commerce inspects fish, and USDA in-

spects meat and poultry. I do not know how that developed.
Senator Bumpers. I wanted to say to you, Mr. Secretary, as a

Senator from a State with by far the biggest poultry industry in
the United States, 1 out of every 12 people in my State are directly
or indirectly involved in the poultry industry, so it is very impor-
tant. But I can tell you one thing: Nobody has a greater interest
in a safe, edible product than the industry.

Secretary EsPY. Yes.
Senator BUMPERS. I do hope that you will keep this committee

apprised, from time to time, on any additional steps you are taking
on this, so we will be sort of in tune with you all along.

Secretary Espy. I would like to compliment the industry. Sen-
ator, on its efforts to work with us to develop this pathogen reduc-
tion strategy. We have met with the industry on many occasions.
We have also met with consumer groups. I have met with whistle-

blowers, who have served on the frontlines of the meat inspection
for many years, and they have given me several ideas that we have
incorporated into our strategy. So, certainly, I will work with this
subcommittee and you, Senator.
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FOOD SAFETY CONSORTIA

Senator Bumpers. Mr. Secretary, are you familiar with the food

safety consortia that this dynamite Senator got passed about 3

years ago, where Iowa and Kansas and Arkansas cooperated in a

special grants program? We took poultry; Iowa took beef; and Kan-
sas took pork. Are you familiar with that program?

Secretary EsPY. Not in detail.

Senator Bumpers. I am going to ask you, at some time, to visit

with the head of that consortium; because thev have done some
very, very scientific work in the past 3 years. Those universities—
the University of Arkansas, the University of Kansas, the Univer-

sity of Iowa—have been doing this; and it would be a real tragedy
not to take advantage of a considerable amount of money that we
have pumped into that consortium, to do precisely this.

Secretary Espy. Certainly. We will work with them.

NEW MEAT inspectors

Senator Bumpers. Now, along the lines of dealing with inspec-
tion. I must say, why did we hire 160 new meat inspectors? I mean,
that is just a drop in the bucket, is it not?

Secretary Espy. We want to hire, we intend to hire, 160 new
meat inspectors, if the stimulus package passes in current form. I

am not aware of the changes in the stimulus proposal.
Senator Bumpers. I mean, that would not be one-tenth of one in-

spector for each plant in the country, would it? How many meat,
poultry, and pork plants—^beef, poultry, and pork plants—do we in-

spect?
Mr. Dewhurst. We have got 7,000 inspectors.
Senator Bumpers. 7,000? That is my point. What is 160 inspec-

tors going to do? Oh, 7,000 inspectors? And how many plants?
Mr. Dewhurst. I do not know how many plants.

Secretary EsPY. I do not know how many plants, exactly.
Mr. Dewhurst. We know that the agency, given the current pro-

gram and its current rules, is understaffed by about 650 inspectors

right now. The Secretary has put in place a program to fill those
vacancies over time. The stimulus package is the first step. If the

budget were carried through, the vacancies would be filled, and the

agency would, in fact, get increased employment for the industry
by 1996. It is a phased kind of program. So there is some logic to

it, in the sense that it is the beginning of a process. But certainly,
the 160 inspectors is not some magic number that is going to solve

the problem overnight.
Senator Bumpers. Mr. Secretary, do you anticipate, just based on

what you know right now, using new scientific procedures for in-

specting meat and poultry in this country, do you foresee that

being a laborsaving device?

Secretary EsPY. Yes, sir; we do. But I do not have any idea when
we will be able to arrive at the point where we can see the real

savings in the manpower part of it. We wish to develop a system
based on microbiology. In many ways, we are almost there. But in

my opinion, it is impractical to apply the current standard to in-

specting beef. We have thousands and thousands of carcasses mov-

ing at rapid rates, which is another problem, frankly.
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In the last 10 or 12 years, we have seen a reduction in the man-

power of the work force here, with an increase in the rate at which
the meat would come up the line. So we are trying to move these

into greater balance and into greater harmony. But, as always, it

is a matter of money.
Senator Bumpers. Senator Cochran.

STATEMENT OF SENATOR COCHRAN

Senator CoCHRAN. Mr. Chairman, thank you.
Welcome, Mr. Secretary, to your first hearing before our Appro-

priations Subcommittee. I want to commend you on your effort to

concentrate attention on Washington bureaucracy first, rather than

rushing out into the States and counties, closing offices that might
or might not end up being a more efficient way to deliver services.

USDA REORGANIZATION

I do have some questions though, and you may be able to answer
this, as to how the administration can expect to project a $61 mil-

lion savings in this fiscal year by reorganizing the Department of

Agriculture, when no specific plan has been developed or agreed
upon to achieve reorganization.

Secretary EsPY. Senator, I appreciate the question. We think we
have a pretty reasonable guess out of the Office of Management
and Budget [0MB], in consultation with USDA, to reduce between
5 and 6 percent in work force over that period of time. It is mostly
based on employment, reduction in employment levels.

And we are not at the point where we can announce a plan; but
I can certainly say to the Senator that we are very close to being
able to do this, principally because of the good work done by Sec-

retary Madigan. We have studies already done by 0MB, and oth-

ers, all pointing us in the right direction. So I do not think we need
a lot of new studies. I do not think we need very many hearings,
to be honest with you.

I think that we have to make certain fundamental decisions. I

know how much we will save, if we streamline the Office of Public
Affairs. I know how much we will save, if we consolidate the seven
or eight personnel offices that we have; we have eight or nine dif-

ferent personnel offices in USDA, and I think that we can certainly
have significant savings, if we just tend to consolidate that.

Then, together with integrated computer systems and manage-
ment systems, paperwork, and then attacking travel and the rest

of these assorted costs, I think that we are in the ballpark. I hope
that we will be able to arrive at a savings of that level.

Senator CoCHRAN. Well, I wish you well in being able to make
the Department more efficient. I know you share the view with me
that, in the process, we ought not to sacrifice services that are
needed and that are important to production agriculture.

PROPOSED FARM PROGRAM REDUCTION

When you look at the proposals in the President's agriculture
budget, it causes some concerns, because it seems that farm income

might suffer if these proposals are adopted. The cuts in program
payments and program spending would result in yet another de-
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crease in farm income. I was looking at a study that had been done
by Texas A&M for a research group, the Agricultural and Food Pol-

icy Center, which projects that income on Kansas wheat farms, for

example, could decline up to 360 percent under the Clinton rec-

ommendations.
Another concern is the increase in taxes, such as the Btu fuel

tax, on agriculture. And the increase in the diesel fuel tax, and how
it would affect agriculture, adding as much as 10 cents per bushel
to the costs of transportation of agricultural commodities; feed

grains and wheat, in particular.
These are concerns that are not just criticisms, but are very real;

and I wonder whether the effect of this budget and the proposals,
all taken together—cutting back support programs, cutting back
farm income supports, adding taxes that would be particularly
hurtful to farmers and those in other production agriculture enter-

prises—would really have a negative effect on job growth and eco-

nomic health at a time when we are trjdng to stimulate economic

growth, job production, and the other factors and elements in our

economy that are of principal concern.
Do you think there is a justification for cutting the farm pro-

grams, as much as the budget is proposing that they be cut? Or do

you think we will have an opportunity to negotiate some of these
issues with the administration, as we proceed to develop the appro-
priations bill?

Secretary EsPY. Senator, I think that there is a very good chance
that these proposals will not look the same coming out as they look

going in. But, we must reduce the budget deficit, and we must get
the debt down. And agriculture has to play a role. Frankly, I think
that we played a great role in the past; because our portion of the

budget, I believe, if my figures are correct, is less than 1 percent,
so there is really not a lot there to cut.

I am absolutely committed to improving farm income. That is

why we made a decision to open up the Farmer Owned Reserve to

the maximum allowable limit. We eliminated the double discount
on low test weight com, so that our farmers receive more value for

low test weight com placed under loan.

We have taken steps to suspend Farmers Home foreclosures, to

give the farmers the benefit of the doubt. The American taxpayer
should not have to pay for a farm that cannot cash flow, but if it

can, then we think the farmer deserves the benefit of the doubt.
And when it comes to alternative uses of commodities like etha-

nol, in our decision to exempt ethanol from the Btu tax, we have
shown our commitment to improve farm income. However, we must
cut the deficit. I am in support of the general Btu tax. As I said,
there are exemptions that certainly must be seen; but I am in

agreement with the general Btu tax, because the overall goal,
above and beyond reducing this incredible debt and deficit, is cer-

tainly reducing the interest rates on everyone, including the Amer-
ican farmers.

If we can just get the interest rates down as a result of a reduc-

tion in the debt—a percent or 2—that, more than anything else,

Senator, will have a beneficial effect on overhead costs reduction

and on the bottom line. So that is where we are focusing our atten-

tion.
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Also, I might say to you that all this must be taken in context.

While we are floating these proposals, we have an eye toward what
is happening in the General Agreement on Tariffs and Trade

[GATTJ. I believe that the strength of agriculture and the strength
of farm income, to a great degree, will depend on what we can do
within the GATT and North American Free Trade Agreement
[NAFTA]. If we have a good NAFTA agreement, then we think that

will have a positive impact on agriculture of about $2 to $2.5 bil-

lion, in particular for dairy, beef, and com. So all of it must be
taken into context.

DISASTER ASSISTANCE

Senator CoCHRAN. One area that is of particular concern to many
States right now is the disaster assistance that is needed to over-

come the devastating effects of freezing rain and blizzardlike condi-

tions in the South, particularly our State of Mississippi, and in

Georgia and Florida, where tornadoes ripped through the States
and damaged, in addition to the harsh, freezing weather, much of

the fruit and vegetable crops there. Flooding in Arizona has left the

vegetable crops as total losses in some areas.

Earlier, Senator McCain and I, and Senator Coverdell of Georgia
brought some of these problems to the attention of the Department;
and suggested that it might be appropriate—if we had any unex-

pended disaster assistance funds that have already been author-
ized to be paid out for the 1990, 1991, and 1992 crop-years—that
a program be developed to make these funds available to eligible
disaster victims who suffered damage in this year's severe weather.

Before getting a response to that, I notice that on April 9, you
announced that disaster assistance would be made available to pro-
ducers of com crops whose harvest was of low quality due to natu-
ral disasters in 1992, even though the quantity harvested would
not usually qualify them for disaster payments.
My question is: Since you were able to develop some innovative

approach to disaster assistance for those com farmers, would you
be able to come up with some assistance for those in the State of

Mississippi, for example, where at least 80 percent of our peach
crop has been destroyed, and our entire blueberry crop is gone, and
early season vegetables have been severely damaged; and other
States who are similarly situated?

Secretary ESPY. Senator Cochran, we would like to help. We will

work with you, to help. And I think, just as we have been fairly

imaginative and creative in developing solutions to farm disaster

problems, we will certainly work toward doing the same thing with

regards to Mississippi producers.
Senator Cochran. Thank you very much.
Senator Bumpers. Senator Cochran, if I may, and I will not

charge you for the time. That is a very relevant question you
asked, but I think you are asking about 1993 assistance, for exam-
ple, for your blueberry farmers. There is no money authorized for

1993 that I know an3dihing about. So the authorizing committee
and this committee are both going to have to come up with some
money.
Senator Cochran. I wonder if anything was authorized for those

com farmers?
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Senator Bumpers. Yes; I do not like that, and I will come back
to that. I am as upset as you are about that, Mr. Secretary.
Senator CoCHRAN. We have got wheat farmers that had inad-

equate yields, that would also qualify, but they are not included.

Senator BUMPERS. Our wheat farmers were among them. But the

point I want to make is: In 1990, when we authorized the $1.75
billion, and then the additional $482 million, that was for 1991 and
1992 only, was it not?

Secretary ESPY. Yes.
Senator Bumpers. And you are talking about corn, the quality of

the corn crop of 1992?

Secretary Espy. We are talking about 1992.

Senator Bumpers. I can tell you, Mr. Secretary, that ain't gonna
fly. When you consider my wheat farmers, and his wheat farmers,
and everybody else. Patty Murray has a question here. The Senator
from Washington asked about their wheat farmers, who had ter-

rible quality crops. I just do not think it is wise to just pick out
a particular crop for 1992, and say we are going to provide you as-

sistance.

CROP INSURANCE

Senator Kerrey. Thank you, Mr. Chairman. I only have a couple
of questions. I was actually going to do crop insurance last; but let

me stick with it now, while we are on this question.
Mr. Secretary, the crop insurance program in Nebraska is a pro-

gram that works. Our loss ratio is under one. We have seen rather

steady improvement in management in the last couple of years. In

this particular disaster program here, I was pleased to see that
there was a requirement, at least, to purchase crop insurance in

subsequent years; although I think more emphasis needs to be

given to it.

I do not see how we can run a disaster program out of Washing-
ton. You just heard just a small piece of the problem. If you give
me something, then you have got to give something to somebody
else. And who am I to decide, sitting here in Washington, DC, who
is and who is not needy? If there is an expectation that every single
time somebody is not insured, they can come to Washington and
get bailed out, crop insurance is going to fail. It cannot possibly
succeed.

That has been the principal problem. Every single time we walk
to the edge, there is always somebody that comes to Washington
and says, "Well, I forgot to buy it. How about letting me have some
disaster assistance? Next year, I promise, I will buy the insurance."
It does not work, Mr. Secretary. The message is out there. They
know they can come here and get bailed out, if they do not buy it.

Furthermore, I must say that—and I am looking at the areawide

proposal that is out there, just looking at the counties that are rec-

ommended here—it is very much like saying to me you will sell me
some house insurance, but it will not pay unless every house on the

block burns down. That is, basically, what the areawide protection

provides me. So they are not going to buy it.

And particularly, given what they hear today, they are going to

say, "Well, the heck with it. Congress will bail me out. I'll hit 'em
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in an election year, and they'll bail me out. I just know it will hap-
pen that way, so why buy the crop insurance?"
Mr. Secretary, I think we either have to send a message out that

says we are going to have crop insurance, or pull the plug on the
whole darned thing and just admit that we are going to porkbarrel
the assistance. I have written a letter to Leon Panetta about this,

and I would just like to know if there is anything else I can do on
this proposal, to make it clear that we are going to use crop insur-
ance as the way to control risk.

Secretary EsPY. Senator, the catch-22 aspects of the crop insur-
ance program are quite evident, and I do not have any argument
with what you said, at least within the context of what we have
done with corn so far. We have required that, in order to get bene-

fits, producers with severe crop losses will have to purchase the

crop insurance for next year's crop. But that requirement is sort of

after the fact. And I admit to that.

We have to fundamentally reform crop insurance. Everything you
have said, I agree with. We have to mandate the signup or scrap
the whole thing, and then just go to annual appropriations for an-

ticipated disasters.

Senator Kerrey. I do not look forward to doing that, Mr. Sec-

retary. I must say, an annual appropriation for a disaster program,
I think, is going to be kind of difficult to get. It is going to look
like a dogpile, and I do not think it is going to be anything that
is very fun to do. But let me ask you about

Secretary Espy. It is a very serious issue, and we are certainly
dedicated to working with everybody who wants to resolve it.

Senator Kerrey. It is serious, but it is not pretty to watch. That
is the problem.

Secretary Espy. No.

TRANSPORTATION FREIGHT CAP ON RUSSIAN FOOD AID

Senator Kerrey. Mr. Secretary, as to the problem we are having
coming up with a means to provide assistance to the Russian peo-
ple for food. There is, as you have commented on, some difficulty
with direct humanitarian assistance, as a consequence of having a
$30 million cap on transportation.
My preference, personally, is to use the commercial credit guar-

antees. I believe we made a mistake in 1990, and then did it again
last fall, in tightening those creditworthiness requirements. And I

would just like to know if the administration has considered asking
Congress to change the creditworthiness test in the current law,
which would give you more discretion in providing these export
credit guarantees?

Secretary EsPY. Thank you for the question. Senator. I am still

thinking about it. But I have a slight problem with reducing the
creditworthiness standard for one nation alone, when we operate
this GSM 102 program this year to 42 other nations. So just like

wheat, corn, whatever, if we do it for one, we will have to do it for

the others.

Senator Kerrey. But the whole basis of the President's approach
to Congress in this regard is to say that Russia is unique. And our
whole sale will not be easy, I must say, Mr. Secretary—polls show
80 percent of the people are opposed to it anyway—unless I can
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make the case that Russia is unique. It is going to be difficult for

me to convince people to put money into it under any cir-

cumstances.

Secretary Espy. If you base it on uniqueness, a Russia-only strat-

egy, then that is something that I am in favor of, frankly. We have

got to do something quickly.
Senator Kerrey. Yes, I know.

Secretary Espy. Just like crop insurance, we have got to make
up our mind if we are going to do it. If we are not going to do it,

then there might be some administrative actions I can take with

regard to freight. But I would like, first, to see if this Congress, if

the Senate will do something with regard to lifting the freight cap.
Senator Kerrey. It is going to be easier to relax the creditworthi-

ness test. But let me go on to another question, Mr. Secretary.

Secretary EsPY. Might I say, frankly, that I am very upset with
what I have seen lately in the actions of our maritime industry.
Senator Kerrey. I agree.

Secretary ESPY. We all know what is happening, and we have
seen tremendous increases in estimated freight charges over the

last 2 or 3 days.
Senator Kerrey. I agree with you.

Secretary Espy. I think it is a travesty.

triple-base legislation

Senator Kerrey. You have a letter, Mr. Secretary, that was sent

to you on April 16, signed by the Executive Director of the Natural
Resources Defense Council, the President of the National Audubon
Society, the President of the National Wildlife Federation, the Vice

President for Policy, the Center for Resource Economics, the Execu-
tive Director of the Sierra Club, the Executive Director of the Isaac

Walton League of America, identifying a bill that I introduced as
a dangerous piece of legislation. [Laughter.]
And I would urge you, Mr. Secretary, to see this letter as the

sound of six knees jerking.
This is in response to my triple-base legislation. It simply says

that if we are going to break the link between benefits and man-
dates, we should clearly break the link. These six well-intended

people misdescribed the legislation, and unquestionably
misdescribed the impact.
They argue that it is going to cost money. The Chairman of the

Agriculture Committee requested a CBO estimate, and CBO has
come back and said that it will save $270 million. If we are going
to break the link, Mr. Secretary, and raise the triple-base to 25

percent, we break the link. It seems to me that we ought to just
come and say, we understand that we are not going to get con-

servation on the cheap, and break the link as well on those compli-
ance requirements.

I hope that you will not overreact to this letter, and become fear-

ful that these six organizations represent either, necessarily, their

membership, or what this Congress thinks.

Secretary EsPY. I will read that letter with interest, and look for-

ward to participating in deliberations on the new farm bill.
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USDA REORGANIZATION

Senator Kerrey. One last thing, Mr. Secretary, on the USDA re-

organization. My concern is not the consolidation of offices of ASCS
and SCS and Farmers Home. That to me makes some sense, to

have some colocation.

I have got some concern about this cross-training proposal that

I have heard, that somehow I am going to be able to cross-train a

single individual to be able to do the work that is required for an
ASCS person, and a Farmers Home person, and an SCS person. In

fact, there has been some reference to what are essentially State

employees, that the Extension Service is going to be picked up as

well.

Could you respond to that? I am just trying to respond to my own
constituency, who are concerned about some of the things that they
are hearing. Are we going to do cross-training, or is it just

colocating that we are looking at?

Secretary EsPY. Colocating is certainly the most significant ele-

ment of it. And a reduction in work force would result. I would
favor some form of cross-training, but to mandate that an employee
could do every job is probably impractical.
Senator Kerrey. Yes; I think it is very impractical. I agree, I

think you csrtainly have assessed it the way I would. I think it

would be, in some cases, advisable to have some cross-training; but
to mandate it, I think, would be a big mistake.

Secretary EsPY. I made a trip into Senator Glenn's area for a
rural development conference last week, and I had a chance to tour
a one-stop shop in Ohio on my way to the airport. I was very im-

pressed that there in that office we had Farmers Home Adminis-

tration, ASCS, Soil Conservation Service, and Extension Service
from the university there as well. And I do not believe that those

employees have been cross-trained.

But there were several farmers there, working on their farm
plans. All they had to do was walk several feet from one office to

the other. And that is something that we would like to see.

DEFICIT REDUCTION

Senator Kerrey. Mr. Secretary, I think the farmers from Ne-
braska—I speak for them—they are impressed with the President's
commitment to deficit reduction. They do not want me to say,

"Okay, I am going to do deficit reduction, except for agriculture, or

except for Nebraska."
I think we will have, unquestionably, a difficult time, and plenty

of arguments about precisely where it is that we are going to get
these cuts. But there is no question, in my judgment, that there is

enthusiasm, great enthusiasm—probably stimulated even further

by the President's remarkable State of the Union Address—to take

spending down.

Secretary Espy. Thank you, sir.

Senator Bumpers. Senator Bond.
Senator Bond. Thank you, Mr. Chairman.
I would like to yield first, a minute, to my colleague from Penn-

sylvania.
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STATEMENT OF SENATOR SPECTER

Senator Specter. I thank my colleague from Nebraska. From
Missouri?
Senator Bumpers. He will not yield to you again, if you say that.

Senator SPECTER. I was about to say, Mr. Secretary, I join my
colleagues in welcoming you here. That may be adverse, but I just
wanted to interrupt for a moment, to submit some questions for the

record. Regrettably, I cannot stay. But I thank the Chair, and I

thank my colleague from Missouri.

STATEMENT OF SENATOR BOND

Senator BUMPERS. Senator Bond.
Senator BOND. Thank you, Mr. Chairman. And I thank my col-

league from New Jersey. [Laughter.]
And I join in welcoming Secretary Espy to this committee.

AGRICULTURAL RESEARCH

Mr. Secretary, we have got a lot of things to talk about. We are

very pleased to see you here, and some of the areas on which we
agree. I am pleased that the President's 1994 proposal adds $30
million in 1994 and $480 million over the 4-year period, to the Na-
tional Research Initiative. I think this is the direction our research
dollars should be going.

I had, last Friday, a very exciting visit to the University of Mis-
souri at Columbia, where the Food for the 21st Century Program
is making some tremendous strides in agricultural research. They
are ready, willing, and able to compete for competitive grants. And
I think the research that is going on in agriculture across the coun-

try is very valuable.

On meat inspection
—there has already been some discussion of

that—the very first piece of legislation I introduced was with the

chairman's colleague. Senator Pryor. We introduced the food safety
research bill, which is a part of the research title of the 1990 farm
bill. It was our view then, and still is, that by developing genetic

engineering tests, microbiological and chemical contaminants can
be identified in real time by monoclonal antibodies.

And I think that, with as much concern as we have over food

safety, that some of the dollars, in addition to hiring additional in-

spectors, ought to go into getting the most out of this high-tech-

nology, new-technology means of ensuring food safety. I think you
touched on that research earlier. Any further thoughts on it?

Secretary EsPY. Senator, I would agree with you. We have a

short-term strategy, and a long-term strategy. The short-term

strategy obviously includes hiring more people to man the lines, to

see what can be seen. And that is pretty costly.
The long-term strateg>' must be in microbiology and in sound

sciences. So, we have embarked on this pathogen reduction strat-

egy, based on highlighting the extent to which we can examine
foodborne pathogens. And we are well on the way to doing it, inside

the stimulus package and the long-term investment package. We
have a significant increase in funds for both.
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MASTER WATER-CONTROL MANUAL UPDATE

Senator Bond. Another issue that is of vital importance through-
out the central part of the United States, and I know from your
previous service in the Congress, you are well aware of the impor-
tance of the Mississippi and the Missouri rivers for agriculture.
Have you been given an opportunity to participate through your
Department in the study that the Corps of Engineers is doing, to

update the master water-control manual for the Missouri River?

Secretary Espy. I have not yet. But, President Clinton has di-

rected Secretary of Defense Aspin to ensure our participation in re-

viewing any action considered by the Corps of Engineers.
Senator Bond. Well, a number of us have written to the Presi-

dent, saying that when the Corps undertakes this study, it is vi-

tally important that agriculture be included. Because agriculture is

vitally dependent in my State, and some other States well-rep-
resented at this table, on effective, efficient water transportation;
both fertilizer going up, and food and food products coming down
the river. And I have here a letter that I sent to the President,

along with a number of other Senators, including a number on this

committee; and his reply of March 25. Would you please consider
the President's reply and review the process?

I know the last thing you need is more work, but this is of vital

importance to agriculture in the Midwest.

conservation reserve program

Another thing that I have been very much interested in, in my
service here, is how we can enhance conservation through the agri-
culture program. We have been hearing a lot about the Conserva-
tion Reserve Program. It had some good benefits. It took land out
of production. People are saying it is too expensive. There may be
a freeze on CRP signups.

First, what is your view of the CRP program? And second, and
more important, where do you see us going when it comes time for

land to come out of CRP?
Secretary Espy. Senator, I stand in support of the CRP. An ex-

amination of the benefits within this farm bill shows me that most
farmers participate. That it is costly, but I think the cost is worth
it. And I would like to see it continue.

Now, whether it is increased, I think, is all a function of the

budget; because the 1995 farm bill will certainly be budget-driven.
But that is up to the Senate and the House of Representatives. One
second.

[Pause.]

Secretary Espy [continuing]. I am told. Senator, we have money
in the budget to sign up another 1 million acres into the CRP.

wetland reserve program

Senator Bond. Obviously, the Wetland Reserve Program is of

great interest to us as well. I think the Wetland Reserve Program
has a great potential. But we have got about $1 billion a year going
into the program. Some of the land is going to start coming out in

1996. Do you all have any thoughts yet on what you are going to
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do with it? How are we going to keep from losing the benefits of
it?

Secretary EsPY. In the meantime, we certainly have a new farm
bill, and a lot of questions will be answered in that debate.

Senator Bond. One thing that I might suggest to you, as a very
high priority: A week before last, I took a visit with some folks

from Missouri to Booneville, AR, in the chairman's backyard, where
we talked with people at the Agriculture Research Service,
Booneville, AR, Station, where they have done some fantastic

things in agro-forestry.

ALLEY-CROPPING

Alley-cropping is permitted under the 1990 farm bill, that was a

provision we worked hard to get in. And I think, as vou look at

some of the challenges in what to do with highly erodable land, get-

ting people to plant it in trees, get the alley-cropping started, there
are a number of ways you can do it, provides environmental bene-
fits that are significant.
And probably the best thing about it is, the work that Henry

Pierson has done at Booneville and elsewhere shows that it can be
a very valuable tool for additional income to the farmers. This is

a way I think we can make significant gains for the environment,
prevent some of the highly erodable land from coming back into

production, and do so with market-driven forces. The revenue that
can be earned from nut production and lumber on it, I think this

is something I certainly want to look at, and I would urge you to

do so as well.

Secretary EsPY. We will.

[The information follows:]

The Department has offered alley cropping as a practice through the Conservation
Reserve Program [CRP] since the 10th signup. Although this practice has some real

potential for providing significant environment benefits, interest shown by produc-
ers has not been as responsive as we would have liked as is evidenced by only 53
acres being enrolled to date, it appears that producers are reluctant to enter into

such a long term investment since it can take 10-15 years for a tree, such as a wal-
nut or a pecan tree, to reach a commercially viable level of nut production and sev-

eral more years before it can become marketable for lumber. Nevertheless, the De-

partment will continue to promote this practice in hopes of generating some addi-
tional interest should funding become available for future signups.

Senator Bond. One final thing on conservation. Senator Cochran
raised the question about some of the costs to farmers in this pro-

posed Economic Plan, the cuts in farm payments, the increase in

triple-basing, as well as the burdens of the Btu tax and the inland

waterway fee.

Our Food and Agricultural Policy Research Institute has indi-

cated that that would take about $100 million a year out of net
farm income in Missouri, with disastrous effects when it is fully

phased in by 1996.
I think we need to look at some of the other ramifications as

well, because by 1996, with expanding the triple base, the dif-

ference in return per acre for a wheatgrower, participating versus
not participating, is less than $10. For a corn-producer, it is less

than $20.

My colleague from Nebraska has raised the specter that, if we
are not going to keep them in the program, then we cannot expect
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them to perform conservation services. And I think that there are

some of us who have looked at it who feel that this was not thor-

oughly thought through. That the prospect of making the farm pro-

gram very unattractive, or much less attractive, economically, will

drive people out; and we will have a loss of control of the environ-

mental benefits that come about.

You mentioned that you are going to be looking at that. I hope
you will give that some serious consideration, because I think that

we could be looking at some unintended consequences. First and

foremost, on the farmers in the program who may be driven off the

farm. But second, on the other benefits that have been an impor-
tant part of the agricultural program.

Secretary EsPY. Most of the program changes which you cite

have been dedicated to the 1996 crops. And I would like to empha-
size that when it comes to mandatory impacts, in fiscal year 1994
we do not envision a lot of mandatory cuts. We will have a very
vigorous farm bill debate, and the farm bill will develop out of a

consensus, I am sure. These may continue, and they may not.

But we need to get the deficit down. That is why within the 1994
fiscal year, mostly we are looking at discretionary reductions. We
are taking a tremendous hit in our administrative functions over
at USDA. We want to do that because then we can save money in

the farm programs.
Senator Bond. I would agree with you on the need to cut the

Washington bureaucracy, and I would like to privatize crop insur-

ance, but we will discuss those later. And I thank the Chair for the
time. And thank you, Mr. Secretary.

Senator Bumpers. I want to publicly thank my colleagues and,
for the record. Senator Bond, for coming down to see our Small
Farm Research Center. That is a project that I got established

there, simply because we used to have an old TB sanitarium and
they had about 2,500 acres of land that they farmed, used the prod-
ucts off the farm to feed the people there back in the days of sani-

tariums. And we got that thing established there, and they are

doing a really unbelievable job in agro-forestry research.
But the main point I want to make is not only to thank Senator

Bond for coming down and spending an afternoon with me at that

facility in which I have a great deal of paternal interest, but to say
that so many politicians say things and do things for public con-

sumption back home. Senator Bond did not have to come down
there. But he is interested in it, and is even planting walnut trees
on his own land, and that is one of the things they are doing there.
So it is a great conservationist interest to him, and he dem-

onstrated it by that. And I hope to reciprocate. I will go and look
at anything you want me to in Missouri.
Senator Bond. We have got some good places for you. Thank you.
Senator Bumpers. Senator Feinstein.
Senator Feinstein, we take people on each side in order of their

showing up here.

STATEMENT OF SENATOR FEINSTEIN

Senator Feinstein. Thank you very much, Mr. Chairman.
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Mr. Secretary, I have three questions. The first is on the meat
inspection, poultry inspection. The second is on some Federal clean-

air standards. And the third is on methyl bromide.

MEAT INSPECTION

Let me ask the first. As a Senator from a western State, and I

think I indicated this to you privately, I do not think this issue is

to be underestimated in terms of its importance to people. And the

more I talk to people about it, the more I come to the conclusion

that we are in a loaded time-bomb situation; that our meat inspec-
tion techniques may be archaic.

You referred to the fact, in your answer to the question of the

chairman, that you were looking at a more science-based meat in-

spection program. I take it that means you are looking to update
and modernize the methodology involved in meat inspection.

I want to say to you, I think this is extraordinarily important.
I gather there are countries that have meat inspection programs,
that do it much better than we do. And one of them that has been

suggested to me is France.

Well, I would like to know if you would care to elucidate on what

you are doing to improve the methodology of meat inspection. And
I gather it is 160 meat inspectors, plus an additional 40—or 200
net—new meat inspectors. Is that correct?

Secretary Espy. Yes, Senator; if you combine our proposal under
the stimulus plan for 160, and the proposal under the investment

plan for the additional 40, then we are talking about a net 200 ad-

ditional meat inspectors. This, frankly, comes about as a result of

my meeting with whistleblowers.
I asked them, just about how many more do you think we need

to have, to do the job adequately. This increase is based on, in

many ways, their assurances; plus cost factors.

But I do not want to fool the Senator, nor do I want to fool any
other member of this committee. You cannot see germs. You cannot
see them. These pathogens exist in red meat. They exist now, they
always have. But we need to do a better job seeing the other things
that can be detected by visual examination.

Now, suffice it to say that we have to embark upon a longer-term
strategy based on microbiology, being able to examine beef car-

casses and poultry even, pork, for these germs, and we are trying
to do that. I met with scientists from prominent universities all

over the country, along with our microbiological advisory commit-

tee, and we are presently funding research to do this.

Also, we have—in layman's terms—a risk strategy from the farm
to the table; being able to, hopefully, go back and examine livestock

that would show the greatest likelihood of risk. We will trace it

back to the farm and, through veterinary examination, we will be
able to do that.

And finally, two other things. I hope to be able to develop a

standard in short order, to be able to test the cow or the cattle be-

fore it is slaughtered, to see if that particular animal has any
prominent degree of disease.

And then last, we are looking at irradiation. Frankly, it has been

proven to be a way to eliminate germs. I am not announcing it
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today, I certainly am not doing that. And I do not want to risk

frightening anyone. But we are looking at the idea of irradiation.

Senator Feinstein. Well, of course, that is the French way.
Secretary EsPY. Right.
Senator Feinstein. But the point I wanted to make to you is that

I believe this a priority. I mean, if it is true that a failure in the

slaughtering system that perforates the intestine produces the E.

coli bacteria in meat, then I think it is a real problem. And I think
that I just want to indicate to you that it is a problem, and I would

very much appreciate your giving it a high priority.

Secretary EsPY. Irradiation has already been approved for poul-

try, but it is not being used right now. But, not for beef it has not
been approved yet.

Senator Feinstein. The second thing is methyl bromide. As you
know, the EPA has decided to phase out the use of methyl bromide

by the year 2000. It is a v/idely used soil fumigant on crops, fruit,

vegetable, tree nut crops, and so on. And it is the only one, I am
told, in its category.

In California, I am told that this phaseout can cost annual losses

nationally of over $1 billion to the agriculture industry. There is a

great deal of concern among the growers in California about this

methyl bromide phaseout.
Would you be willing to meet with representatives of producer

groups, who would be adversely impacted by this decision, in order
to discuss funding some producer-based research initiatives?

Secretary Espy. Certainly, but we have done more than that al-

ready. We met with the Director of the EPA, and we have met with

representatives of the Vice President's office, and other responsible
members of this administration, to tell them that what we would
like to do and have it based on sound science. We believe that an
examination of sound scientific principles will not reveal methyl
bromide as an ozone depleter, or something that should be phased
out.

So we talked with them, shut the door and talked about it. And
we reached a compromise. Basically, what we are saying is that
USDA will allow EPA to classify this as a class 1. But, whereas the
others must be phased out by 1996 or perhaps even earlier we
would not touch methyl bromide, either the use or manufacture,
until at least the year 2000. That will give us the time to do the

work, to do the sound science, to see whether or not it should be

phased out.

And they agreed with this, and that is the approach we are tak-

ing.
Senator Feinstein. I think it would be very useful, then, for you

to meet with many of the grower groups who are also concerned.
Because one of the allegations against methyl bromide is that it

impacts the ozone layer, and I do not think there is any direct evi-

dence of that effect. But it is out there. So I think the degree to

which the agricultural producers can be consulted, it would be very
helpful.

Secretary Espy. I would just like to highlight this, Senator, be-

cause this is an approach. While a member of Congress, I would
always hear that USDA could not work with EPA. EPA was an
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enemy of USDA. And I would just like to tell this committee that
we are working together.
We do not currently have an alternative for methyl bromide. It

is a very valuable tool used to fumigate soil. Also, it is often used
as the last application for items of export, which we certainly need
to increase and enhance. Therefore, since we do not have an alter-

native, we did not wish to list it as a class 1 depleter that would
be phased out in the near term. We do not have the time to develop
an alternative for methyl bromide, so EPA heard our position, and
we worked together on this in trying to arrive at some workable
solution.

FEDERAL CLEAN-AIR STANDARDS

Senator Feinstein. The last question I have been asked to ask

by a Congressman from the San Joaquin Valley. As you probably
know, the Federal Clean Air Act requires that so-called nonattain-
ment areas attain Federal particulate matter standards by Decem-
ber 31, 2001. And the San Joaquin Valley, a large agricultural pro-
ducer, is a nonattainment area.

There was a research plan that was put in place jointly. State,

local, Federal partnership, where each element would contribute to

fund a research project, with funds from the State of California and
the private sector. I am told that, to date, the USDA has not con-

tributed to this project and that your fair share would be about $1
million per year for 5 years.

I would like to ask that you, and perhaps you might look at this

at a later time, put forward in writing how you would meet your
obligations for 1993, 1994, 1995, 1996, and 1997, under this cooper-
ative agreement.

Secretary Espy. Thank you. Senator. We will look into it. I am
not aware of the specifics of this program. Steve, are you?
Mr. Dewhurst. No.
Senator Feinstein. The Congressman is Calvin Dooley, from

California, and perhaps you would let both he and I know the re-

sults of this. I would appreciate it very much.
Secretary Espy. Yes; By the way. Senator, I would like to pub-

licly apologize to you, as I have already done to the Governor of

California, for our Medfly faux pas.
Senator, we had a problem in the first month after confirmation.

I guess you could say I was there "home alone," and there was a
letter sent to the Governor of California, concerning the Medfly
eradication project, and whether we could continue with our share
of the cost-share program.
And the letter, which I had not seen and did not sign, said to

the Governor of California that the USDA would cease its partici-

pation in the Medfly, and that the State would have to tell us very
quickly how they would assume our share; or else we would quar-
antine the entire State of California. Well, that is not something
that we would do; and not something that we could do.

I talked to the gentleman that wrote the letter, and I would like

to assure you that that is not going to happen. The Senator is

aware that we have come up with our part of this money, and we
will continue to do it.
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Senator Feinstein. Mr. Secretary, let me just thank you very
much. You move very rapidly and I, for one, appreciate it. And I

think it set aside a lot of fears of people in this State. And I might
say, I was also very heartened to understand that you knew the

impact that the Medfly is having, and the fact that it is probably
endemic, and that it is a major thrust—along with other pests

—
that really endangers the industry. Thank you very much.

Senator Bumpers. Senator Harkin.

STATEMENT OF SENATOR HARKIN

Senator Harkin. Thank you, Mr. Chairman.

ALTERNATIVE AGRICULTURE RESEARCH AND COMMERCIALIZATION

Mr. Secretary, first I was pleased that the President's budget re-

quests a $20 million appropriation for the Alternative Agriculture
Research and Commercialization Program. This is something I had
worked on for several years, finally joined by Senator Conrad when
he came to the Senate; and it was included as part of the 1990
farm bill. The board has been set up, it is in place now, and they
have been starting to move ahead on it.

I have long believed that our research efforts at the Department
of Agriculture, for too long, were focused on how to produce more.
I have often had people say, "We have spent all this money on pro-

duction, and then we turn right around and we pay farmers not to

produce so much." And people kind of think this is kind of odd, that
we ought to be focusing more of our research on how we take these

crops and use them for alternative methods; alternative products,
nonfood, nonfeed type uses. And that is the reason to set this up.
Senator Conrad's thrust in that was more toward the commer-
cialization aspect; I was looking at the research end of it. So we
married the two together, and got it through.

Right now, due to my experience on the House side, back in the

1970's, we had a program with NASA where we put money into a
new engine development program. And NASA was repaid back by
the company that developed these quiet engines. And so the Gov-
ernment actually made money on that investment.
So we used that same concept with the ARC Board. They have

a variety of means that they can take a position with one of these

companies; for example, they can take an equity position, they can

just have a simple payback provision, or one of the other provisions
we have put in there is that they could use like a convertible de-
benture process. I have found that to be the one that a lot of these

companies are really interested in. And by using this, the Govern-
ment's investments are fully protected, and the agricultural re-

search acquires a chance to fully benefit from any major financial
successes.

So, I guess, two things: First of all, I appreciate your asking for

that amount of money. I hope that you will take a personal look
at this, and put it high on your scope. And also, would you take
a look, again, at using the convertible debentures to get the Gov-
ernment's position in with these companies in this process?

Secretary Espy. Thank you, Senator.
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We can appreciate this program. I think it is very viable. It is

a good idea. That is why we have targeted increased funding for
it.

The future of agriculture, particularly improving farm income,
ought to be in areas like GATT and NAFTA and exploring new
markets. But it is certainly also in exploring new and alternative
uses for what we grow, particularly in the nonfood context. And I

think it is a great program.
Senator Harkin. There are some exciting small companies that

are doing interesting things on this, very exciting, very challenging.

WASTEFUL SPENDING PRACTICES

Mr. Secretary, more towards the questioning here: I wanted to
mention an article that appeared in the Washington Post. It had
to do with Vice President Gore's visit to the Department, and the
problem of a Farmers Home Administration employee who brought
to your attention and his attention massive wasteful practices, in-

cluding $3.5 million in unnecessary furniture purchases during the
last 2 months of the fiscal year.
Evidently this employee, according to the article, had brought

this to the attention of the Inspector General's Office; and when he
did, he said the inspector general turned on him and then, rather
than remedy the situation, senior managers instead turned the

probe into an investigation of him, and impugned his character.

Now, I do not know the facts of this case, I only know what I

read in the paper. I just hope that you will look into this matter
carefully, and take a look at that.
We cannot have the kind of waste and abuse that we have had,

and then have a whistleblower come forward, only to have the in-

spector general's office turn against him, especially in the Farmers
Home Administration, especially there.
So again, I do not know the facts in the case. But I do hope that

you would take a look at it, and the Inspector General's Office at
the USDA. The inspector general is supposed to be independent.
They are supposed to do their investigations, and I would hope that
there would be some resolution of this case, so we can get some of
the facts on it.

Secretary EsPY. Senator, I agree with you. We encourage whistle-

blowing. I have met with whistleblowers in the meat inspection
context already. It was a private meeting, at their request; but I

did meet with them. And I also met with several employees having
gripes against the Department of Agriculture. Frankly, I have met
with teems and teems of employees since I have been there. And
I will continue to do that.

Also, I have to say publicly that we will not tolerate any reprisals
against anyone telling on others. We just cannot do that. There will
be no cultural reprisals at the USDA.

Senator Harkin. Mr. Chairman, I hope that we will also take a
look at the effectiveness of the inspector general's office. I have
been very pleased with some of the inspector general offices in

some of the Departments, that have been very independent, that
have really gone in and ferreted out some wasteful practices. And
I hope that this is also the case at USDA, that we have a good,
effective inspector general's office there. I do not know, I guess I

68-610 0-93-2
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only know what I have heard from the story. And I have had a lot

of people ask me about it.

Secretary EsPY. We can do it better. Frankly, we are waiting
until we get some nominees confirmed, until we move on many
fronts.

USDA REORGANIZATION PLANS

Senator Harkin. Let me just ask you about the reorganization
plans. First of all, I just want to state for the record, I believe we
can reorganize; and I believe that we can consolidate some of these

offices, and still provide the same services to farmers. I believe

that. I think there is too much wasteful practice out there in

USDA. I believe a lot of these can be consolidated without losing
the effectiveness.

But, I wanted to sort of contrast the reorganization efforts at the

county level with what is happening here.

The budget indicates saving in staff-years through consolidating
ASCS, SCS, and Farmers Home into one farm service agency,
which is fine. I think we could probably do something like that. But
it is a 23-percent reduction in staff-years, from 1993 to 1998; 28-

percent reduction overall.

But at the county level, the staff-years would fall from 15,000 to

11,000; it is a 26-percent reduction. So a bigger reduction on the

county level than overall. So it looks like the counties are taking
a greater reduction than Washington, or some of the administrative
offices.

It seems even sharper when we compare next year, fiscal year
1993, to 1994. The combined staff-years for ASCS, SCS, and Farm-
ers Home in 1993 is 29,577; in fiscal year 1994, after consolidation,
the total for this new farm service agency will be 28,181; that is

a decline of 4.7 percent.
In contrast, look at the county offices: The staff-years are ex-

pected to decline 9.6 percent, twice as much as the overall. Again,
I am not saying we cannot stand reductions to the county level; I

have already stated I know we can. But it seems to me that these

percentage reductions at the county level ought to be matched by
percentage reductions also at the administrative level also.

Secretary EsPY. Yes, sir; I will turn to Steve Dewhurst to answer
that.

Mr. Dewhurst. I think it is important to recognize that the

county office employees in the numbers you have cited, of course,
are the county office employees of the ASCS. We also have county
office employees in the Soil Conservation Service, and in the Farm-
ers Home Administration, who are included in the Federal num-
bers that you see on some of those tables.

Obviously, the intent over time is that there will be one Farm
Service Agency. There will be reductions in manpower. There will

be reductions in overhead manpower in Washington, or in adminis-
trative functions that are at least equivalent to, or greater than,
the cuts at the county level.

The numbers that you are reading from in the book we produce.
We tried to show the separate county office workers in ASCS, be-

cause we did not know how they would be treated in the ultimate

organization. They come out being cut a bit deeper, because of the
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math of the budget, than some of the other functions. But that is

a problem in the math of the budget, that was not the administra-
tion's intention. The administration's intention is that cuts in head-

quarters in Washington, staff and administrative functions, will be
at least equivalent and probably greater than cuts in the local area.

So, I guess that is a long way of telling you that on some of those

numbers, we made a mistake in the book. And I apologize to you
for that.

Senator Harkin. I appreciate your candor very much. I appre-
ciate that candor. So again, you are going to take a look at this?

Mr. Dewhurst. Yes, sir.

Senator Harkin. And try to get those equivalent? Well, I appre-
ciate that very much.

Secretary EsPY. Senator, within the next 18 months, I have been
informed that we have a significant number of Executive Service

individuals eligible for retirement, almost up to one-third of them.
And that is a significant number, and most of that is going to be
in Washington.

ECONOMIC RESEARCH SERVICE

Senator HARKIN. I also notice that the Economic Research Serv-

ice is reduced by 14 percent, again compared to the 23 percent
overall for the Farm Service Agency. Again, I do not think there

is anyone on this committee, or on the Agriculture Committee, the

authorizing committee, that just has not at some point
—probably

at least once a year, probably more than that—been simply as-

tounded by some of the findings of the Economic Research Service.

In fact, I think I dare say that in the past we have gotten better

information from outside sources. We have a small agency called

FAPRI, the Food and Agricultural Policy Research Institute, lo-

cated in the University of Missouri. I think they get about $400,000
a year—$500,000, 8—1 do not know; $750,000 a year. And what
they are tapped into is, they are tapped into a lot of universities.

I know Iowa State is involved, but they tap into the University
of Nebraska and all these other universities around, the land-grant
colleges; and they tap into their economics departments and their

agriculture departments, and they get the information. And they
seem to do it in a very efficient manner. And that is only costing
$750,000 a year. I think that is down from what it used to be in

the past.
So again, you might look at some of these outside sources which

take a little bit of funding, which do a lot of work and give us a
lot of information. And you might find that we could save a few
bucks and a few personnel there, too.

I just offer that, because I think FAPRI has done a great job in

the past. They have done some really good work for a mere pit-

tance, $750,000.

Secretary EsPY. Senator, just a word. I have not yet offered any-
one's name to our President for the positions of Assistant Secretary
for Economics and Assistant Secretary for Science and Education,
because I have some plans for those, if I am able to do it. And it

will include the Research Service.
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Senator Harkin. I appreciate that very much. Thank you very
much, especially for your candor on that one answer. I appreciate
that. Thank you.

Senator Bumpers. Senator Gorton.

STATEMENT OF SENATOR GORTON

Senator GrORTON. Thank you, Mr. Chairman.
Just a brief opening statement, Mr. Secretary, partly at least to

thank you for your prompt action, along with that of U.S. Trade
Representative Kantor, with respect to the continuing apple boycott
which Japan has imposed on the United States, and most particu-
larly from my own State. I appreciate that considerably.

I also need to say, as a matter of an opening statement, that
much of this budget presentation is vague, particularly many of
those items which deal, peculiarly, with Western States—more spe-

cifically grazing fees, and the position of the Federal Government
on below-cost timber sales. There is not enough in this budget to

tell precisely what the policies are that you wish to follow, and the
sooner that that can be rectified, I think, the better off we are

going to be.

But I guess my first question relates to the macro budget, the
overall direction of it. As I figure it, you have adopted the tech-

nique of offering a page of investments without offsets—a page of

investments which puts the overall spending on the programs in-

cluded within the USDA budget above the budget caps. And as a

result, either we as a subcommittee, or you as Secretary of Agri-
culture, is going to have to come up with more than 1 billion dol-

lars' worth of offsets in order to fund your proposed investments.

ADDITIONAL USDA BUDGET SPENDING OFFSETS

My first question of you is whether or not the Department itself

is going to come up with a proposal to offset the requested addi-
tional expenditures and investments, or however they are titled?

Secretary EsPY. You mean offsets from
Senator Gorton. Spending offsets.

Secretary EsPY. Yes, sir; offsets based on spending increases con-

templated in the stimulus package? Or offsets in the investment
package?
Senator Gorton. Offsets in this investment package, and what

you have here as a budget for a supplemental for this year and for
the succeeding year.

Secretary EsPY. But, it is in three parts. I am just interested in

targeting the question.
Senator Gorton. Well I think, to be perfectly honest with you,

Mr. Secretary, the question with relation to the present stimulus
package on the floor of the Senate is very likely to be academic. So,
why do we not take up the other two?

Secretary EsPY. Well, I hope not. Because we have done much
with regard to meat inspection in the Senator's home State, and I

would sure hate to see that hurt because we do not have enough
people to do the job. But that is another question.

I think that the offsets are there, when you look at what we plan
to do in discretionary reductions, what we plan to do in mandatory
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reductions; and, to be honest with you, Senator, I think that we
have treated this very gingerly. Because, in my opinion, we have
cut agriculture a heck of a lot over the last 10, 12 years, we really
have. So, when you reach in to try to reduce the fundamental as-

pects of the farm program, that is something that I certainly disfa-

vor. And I am proud that we really have not done that.

When we start touching the fundamental farm program aspects,
we did not even propose that until the 1996 crop year, and the Sen-
ator knows, as well as I do that much will take place before we get
to that point. We have got a NAFTA agreement, hopefully. We may
have a GATT agreement. We certainly have a farm bill to nego-
tiate. And so, a lot of this will change.

But, in our 1994 budget submission, we think that we have
taken the hit in offsets, mostly in administration; and then some
discretionary savings elsewhere, as we have presented today.
Senator Gorton. Do you think you are within the caps, with this

budget?
Secretary Espy. Let me turn to Steve.

Mr. Dewhurst. Well, I am not sure. The Secretary's budget has
about $1.2 billion in increases in it, in investments and outlay
terms, and it has about $1 billion in reductions. So it does not quite
balance.
But that is a matter of Governmentwide priorities, over which he

has no control. We support the President's budget. So we are not

in a position of coming up with another $200 million in reductions.

Senator Gorton. OK, then you have answered my question. If

we are going to stay within the budget resolution that was passed
by the House and the Senate, we are going to have to find those

offsets.

BACKHAULING BILL

At the time of our first meeting, Mr. Secretary, when we were

speaking about the E. coli epidemic in my State, I asked you a

question about backhauling and the backhauling bill which was

passed. You said that you thought you would speak very, very

promptly with Secretary Pena on that.

We have not heard anj1:hing on that. Have you spoken to the

Secretary? Do you know anything about when and how that

backhauling set of regulations is going to be signed and imple-
mented?

Secretary Espy. Senator, I remember that conversation and I

have to admit to you that I have not talked to Secretary Pena di-

rectly. However, the Acting Assistant Secretary for Marketing and

Inspection, Mr. Kenneth Clayton, has talked to his counterparts
over there. I cannot tell you whether anything is going to be signed
because that is up to the Secretary of Transportation to do.

But we have talked to him. My position is rather similar to your

position, in that it all comes within the entire context of food safety
and we need to assure the American consumers that we are not

transferring agricultural commodities in the same type of trucks

that just offloaded rubbish.

So we made our position known, and I will provide the committee
the status of this action for the record.

[The information follows:]
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Backhauling

The Agricultural Marketing Service met with the Department of Transportation
on a number of occasions during the development of regulations for implementation
of the Sanitary Food Transportation Act of 1990. The proposed rule will include an

exemption for farm vehicles that should significantly reduce the regulatory impact
of the proposed regulations on farmers, while not putting consumers at greater risk.

The regulations do not propose any additional regulatory functions for any agency
of the Department of Agriculture. The proposed rule is expected to be published on

May 21, 1993. However, a final rule is not expected to be published until late 1994.

Senator Gorton. Good enough. Under those circumstances, you
have kept your commitment to me and we will have to pursue him
on the rest of it.

JAPANESE BOYCOTT OF U.S. APPLE IMPORTS

Let me go back to the question of apples. You have done a good
job in signing the letter to the Japanese Agriculture Minister with
Ambassador Kantor. Do you know what follow-ups are taking
place? Do you know, for example, whether or not the President

brought this specific subject up with the Prime Minister of Japan
at the time of their conversation?

Secretary Espy. Senator, I do not know if the President did, but
I know that I did. When I met with the Ambassador to Japan in

a personal meeting in my office, I raised this issue very vigorously
and I told the Ambassador that it is rather disingenuous on their

part to continue to disallow apples, American apples, into their
markets based on some phj^osanitary standards that really to me
constitute a facade.

The Senator is aware that the apple industry along with the

USDA, have gone above and beyond the call of duty in trying to

comply with the Japanese standards. We have. We spent a lot of

money on it. We have complied with it to every degree.
To continue to disallow our apples into their market is just be-

yond me, and I talked to him in these type terms. And he answered
very promptly, basically saying that they would continue, and that
is what they have done.

I met yesterday with members of the media, Japanese media,
and I reiterated this. I hope that they would review their position.
Senator GoRTON. Well, again I want to thank you. I have had

similar conversations with the Ambassador, and we get fair words,
but so far we have not gotten much of the way of action.

I do want to say, however, that I can compliment you, and Am-
bassador Kantor through you, for bringing this to a higher level
than the previous administration did and for, as far as this Senator
is concerned, working diligently on behalf of opening markets in

that field and in a number of other fields as well. I can tell you
I appreciate it and the people whom I represent in the State of

Washington appreciate it.

Secretary Espy. Thank you. Senator. That is why we do not be-
lieve that the Blair House has been completed, and that is why we
do not think, as much as we want a GATT, that is why we do not
think that we were able to sign one now, because of actions such
as this one on the part of Japan on the questions of market access.

I favor the current GATT trend when it comes to export subsidy
reductions and internal reductions, but the market access question



35

is one that we must reach some satisfaction on before we are able
to sign anything.
Senator Gorton. Thank you.

BELOW-COST TIMBER SALES

On a different subject, in which I am not sure we see quite so

eye to eye, you propose to eliminate below-cost Forest Service sales,
timber sales, during the course of the next 3 years. Can you tell

me at this point, given your formula, which national forests will

face a closure or a near-closure of timber sales as a result of those

changes of policy during the course of the next 2 or 3 years?
Secretary EsPY. Senator, I am not able to at this time, but I as-

sure the Senator that out of the timber conference or the forest

conference which we recently held in Portland there will be a plan
with some specificity.
Senator Gorton. This question is broader than the forest con-

ference in Portland. I am speaking of all the forests in the United
States now.

Secretary EsPY. Well, I am not able to answer. Senator, at this

moment.
Senator Gorton. Is that because you have not come up with a

specific formula yet by which you determine what the cost is, and
what goes into those costs? And if so are you not giving us a gen-
eral goal without providing specific details?

Secretary EsPY. I am not expressing any goal now. I am just say-

ing I will tell the Senator as the information becomes available.

Senator Gorton. No; I understand. But you have expressed the

goal that you are going to phase out below-cost sales, but I take
it you have not yet made a determination of what constitutes costs

for the determination of what is below cost. Am I accurate, or have

you done so?

Secretary Espy. I have not had these type of discussions, so per-

sonally I am not able to answer.
Senator Gorton. Thank you very much. I thank you, Mr. Chair-

man.
Senator Bumpers. Thank you, Senator Gorton.
Senator Kohl.

statement of senator kohl

Senator Kohl. Thank you very much, Mr. Chairman.
Secretary Espy, as you know, we have discussed my concerns

about the current structure of the milk marketing order system.
Now, I appreciate your difficult position in trying to make needed
reforms in this system. Even though the current system for pricing
fluid milk, which is based on the distance from Eau Claire, WI, is

widely agreed by agricultural economists and others to be out-

moded and categorically unfair to the Upper Midwest, nevertheless

many other dairy producing regions of the country have benefited

from this system and so it continues.
Mr. Secretary, the Congressional Budget Office has estimated

that the milk marketing order system costs the Federal Govern-
ment about $1 billion over a 5-year period, mainly through the arti-

ficial increases in dairy production that the current system encour-
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ages. The extra milk produced ultimately ends up adding to the

surplus in dairy products and results in higher CCC purchases
than necessary.

In the current budget climate, would it not make more sense to

move toward elimination of the outmoded milk marketing system
in order to save taxpayers money and to more fairly reflect the

changes in dairy production since the system was established now
many, many years ago?

MILK MARKETING ORDERS

Secretary EsPY. Senator, thank you for the question. I would
hesitate to change the milk marketing structure presently, know-

ing that we have problems. We do have problems, but I would just

say to the Senator that that is an element within the farm bill and
the farm bill will be coming up for discussions next year. I am cer-

tain that this will be a significant part of that discussion.

In anticipation of that, I announced yesterday that we would be

having a series of forums to discuss the threshold issues in agri-
culture over the next decade or two, and part of that will certainly
be discussing the farm program, the changes in it, the convoluted

aspects of some programs, the geographic discrimination within the
farm bill programs, and how we can change them.

I would certainly be willing to include discussion of milk pricing
structures and marketing structures within our forum, and I would
invite the Senator's participation.

Senator Kohl. You will have it.

Did I hear you to suggest that you are aware, and at least to

some extent sympathetic, to concerns about the current milk mar-

keting system, in the sense that it discriminates against a State
like Wisconsin?

Secretary Espy. I did use that word. I am aware of the feeling

among many that there is a differential which is tantamount to a

discriminating factor in pricing based on region, yes, I am. I am
aware of it.

Senator Kohl. Well, aware of the fact that it exists, yes. I mean,
that is what we are discussing, I would like to come away from this

with some understanding of your position. I would like to come
away with some sense that you are sympathetic to this discrep-
ancy, and to the fact that the justification for it which used to exist

many vears ago is not nearly as defensible today.
While I do not want to put words in your mouth, is that some-

where close to a fair statement of how you may feel?

Secretary Espy. I would say to the Senator that there are many,
many commodities presently targeted within the farm bill that
must be reviewed in light of present circumstances. In our manda-
tory cuts or those that we suggest to be cut, we talk about wool
and mohair, we talk about the honey program, and clearly there
are some programs that must be held to the light of scrutiny under
the fiscal urgency standard that we have.

I would say to the Senator that there are others beyond honey
and wool and mohair that must be reviewed and I hope to review
them. But it is a part of the farm bill. The Secretary of Agriculture
has very little discretionary authority within the current farm bill,

about 30 percent. The rest of it lies within the House and Senate.
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BST

Senator KOHL. All right, Mr. Secretary. I would like to move on
to BST. As you know, I have shared my concerns with you regard-

ing BST and the potential negative economic effects on dairy pro-
ducers that it may have.

I also have concerns about the potential negative effects of BST
on United States dairy product exports to countries that currently
ban the use of BST. I believe that the administration and Congress
ought to be working together with dairy representatives to address
these economic issues surrounding the use of BST before it is very
possibly approved for commercial use by the FDA.

Secretary EsPY. Yes, sir.

Senator Kohl. On the question of labeling, some dairy processors
have signaled their intent to voluntarily label their product as

BST-free, and there are other efforts to require labeling across the

board.
Next month FDA will be holding a hearing to discuss the label-

ing issue with regard to BST. Will you be testifying at that hearing
and/or will the USDA be taking a formal position on this issue of

labeling?

Secretary Espy. Senator, I do not believe that I was asked to tes-

tify at that hearing. I can check the request, but I believe I would
know had I been asked.

I do not know if I would or not, to be honest with you. This is,

the release of BST, is within the province of the Food and Drug Ad-
ministration [FDA], and I have not talked to Mr. Kessler about it

at all, but I will tell you, I am concerned, just as I am concerned
with irradiation and the chilling effect that that might have on
consumer preferences.

I am concerned about the consumer perception with regard to

BST and I want to do all I can do to assure the American consum-

ing public that what we market is safe. If I have any problem with
their perception, we will either embark upon a strenuous education

program or we will attempt to persuade others to resist the mar-

keting of it until that perception has been changed.
Senator Kohl. OK, but I just want to call to your attention that,

next month, FDA will be holding a hearing on the issue of labeling.
And although you can and do contend with some justification that

it is not within your jurisdiction, that it is an FDA issue, neverthe-
less it certainly does have an enormous impact on the Dairy Pro-

gram in this country, which is something of great concern to you,
I know.

Secretary Espy. Yes, sir.

Senator KOHL. I know you are aware of it, but I call it to your
attention because maybe you ought to consider, even if you were
not invited, at least sending somebody who could take an official

position on behalf of USDA.
It would be of great interest to my State, of course, and I am

sure other States as well.

Secretary Espy. Right. We have not taken, as you know, an offi-

cial position at USDA and in all honesty once more I am not sure

that we would have developed one by next week. But we have

briefing papers being written on BST as we sit, and once these pa-
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pers have been presented I will review them and I will make a de-

cision.

I will discuss it within an interagency context. As the Senator

knows, the Dairy Program is within the province of USDA, but
there are other aspects of Government also involved in this issue

and we have to discuss it with them in order to come up with a
USDA position.

I will not hold out any hope that we will have a position formally
developed by next week. But we are moving on it.

PRIME TIME LIVE TELECAST

Senator KoHL. The hearing is next month.
One more question, Mr. Secretary. Several months ago, the tele-

vision show "Prime Time Live" highlighted USDA's efforts to study
ketchup flow and pickle stems as examples of Government waste.
Do you believe that these programs are justified and, if they are

not, do you plan to eliminate them?
Furthermore, do you think that there are other programs such

as these programs which could be discontinued?

Secretary EsPY. Senator, this is also something that I was really
unaware of until it was brought to light by that program, and
while I think that flow-rate measurement is a little bit ridiculous,
there are some grading standards that are absolutely valid.

We have talked to the employee with regard to the flow-rate mat-
ter and he says also that he does other things. He also examines
the stems of pickles, which to me, again in the context of this fiscal

urgency we have, seems to be a little bit much.
That is why in this budget we talk here about user fees for grad-

ing purposes; however, to me there are some programs that are a
little bit ridiculous and should be phased out.

Senator KOHL. Thank you very much. Secretary Espy, and thank
you very much, Mr. Chairman.

Senator Bumpers. Senator Kohl, if I ever become chairman of
the powerful and prestigious Senate Restaurant Committee, I can
tell you that every salt and pepper shaker in all those restaurants
is going out in the Chesapeake Bay. They are designed to make
sure you do not get any salt and pepper out of them. So maybe the

ketchup flow issue is bigger than we think. [Laughter.]
Senator KoHL. That is right.

DISASTER ASSISTANCE FOR LOW-QUALITY WHEAT

Senator Bumpers. Now, Mr. Secretary, I wanted to ask you a

question on behalf of Senator Murray of Washington and myself
and Senator Cochran. Why is wheat any less eligible for assistance
for the lowered quality of the product than corn for 1992?

My wheat farmers had a much diminished test weight, just as

they had in Washington. Why com?
Secretary ESPY. Senator, I do not believe that we have had a dis-

tress petition on wheat so far as I know. We have not had anyone
formally request that we review wheat for disaster assistance be-

cause of a quality problem. In fact, I have been reading—and

again, it is just what I have read—that the wheat crop was pretty

good insofar as the moisture damage aspect.
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I may be wrong, but we have had such a presentation for com
and we have also had one for potatoes. We try to do this on a case-

by-case basis.

Senator Bumpers. Well, I can tell you when this bill comes to the
floor you are going to have some amendments to equalize that. You
have the administrative authority to do that, there is not any ques-
tion about that. But in any event, let me move on to another ques-
tion.

You are asking this committee to institute user fees in a lot of

agencies, to change the REA program, to reform the crop insurance

program. And all those things are problematic for us because they
probably involve testimony to be provided to the authorizing com-

mittee, but the savings to be generated are being attributed to the

Appropriations Committee.

Now, what I want you to do, Mr. Secretary, is to provide this

committee with a list of what you think this committee's respon-
sibility is in generating the savings in both budget authority and

outlays, and we need a breakdown of which proposals are re-

quested to be enacted through both the appropriations bill and the

authorizing committee, so that we know what is expected of us.

[The information follows:]

DEPARTMENT OF AGRICULTURE 1994 SAVINGS PROPOSALS THAT REQUIRE A CHANGE

IN LEGISLATION

[Dollars in millions]

Program

1994 budget

Budget authority Outlays

Legislative Changes to Appropriations Committees

New user fees:

Food Safety and Inspection Service

Agricultural Marketing Service

Federal Gram Inspection Service

Agricultural Cooperative Service

Rural Electrification Administration: fi^ake loans at Treasury rates

Reform the Crop Insurance Program

4.0
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Senator Bumpers. It seems to me that on the Federal crop insur-

ance program you are suggesting that we make changes through
both committees, so we need to get that resolved.

Secretary EsPY. We will do it.

WETLANDS RESERVE PROGRAM

Senator Bumpers. Now, on the Wetlands Reserve Program, we
are spending—^you know, so far as I am concerned it is a fine pro-

gram, but it was politically administered. The reason I know it is

because Arkansas was No. 2 or 3 on the list of States who had the
most wetlands to be preserved and we did not make the cut. Only
about 10 States are involved in that now as a pilot program.
Now, we did not put any additional money in that program this

year, as you know, in 1993. But if we are going to put money in

that for 1994, do you intend to continue it as a pilot program or

are you going to go to all 50 States? If we are not going to go to

all 50 States, I can tell you there ain't going to be any money out
of this committee.

Secretary Espy. Nationwide.
Senator Bumpers. Pardon? You are my kind of Secretary.
Secretary Espy. Nationwide, sir.

Senator Bumpers. Well now, let me also say: Does the price of

$923 an acre seem a little excessive to you for this program? I have

got a nice pastureland farm I would sure like to get in at that

price.

Secretary Espy. Senator, I would like to ask Steve to assist me
on this one.

Senator Bumpers. That is $742 for easement—now, this is a 10-

year program, but I mean you are effectively buying land. I know
it is a permanent easement, but they can use it as long as they do
not interfere with the uses that are prescribed in the easements.
I mean, easements in my State—oh, I do not want to get into that.

But in any event, we are talking about $742 an acre for the ease-

ment, $52 for restoration cost share, $134 for technical assistance,
and $4 for settlement and appraisal fees. That all comes to $923
an acre. That is awfully expensive.

It seems to me that maybe you just picked out the most valuable
wetlands in the area and are having to pay more for them. But
when you just take a wetlands easement and paying what you can

buy, I promise you—while this is an easement, you are paying $923
for it—I promise you you can buy the best rice and cotton land in

Arkansas for $1,000 an acre. There is something seriously amiss
there.

The Conservation Reserve Program, the cost of that program was
about—well, actually we pay that on an annual basis, do we not?
But does that not come over a 10-year period to close to $500 an
acre, does it not?
Mr. Dewhurst. Yes; actually, I think it is more than that. I am

trying to calculate it in my mind.
OK, you are right. Yes, sir, about $500, $600 an acre.

Senator Bumpers. Senator Bond I think raised the question a
moment ago. We are paying all this money for the Conservation
Reserve Program and when the farmer gets the land back he can
do what he wants to with it, can he not?
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Mr. Dewhurst. Yes, sir; but he will be subject to the conserva-
tion compliance requirements of the farm bill. If he puts the land
back into production and he wants to remain eligible for USDA
farm program benefits, he is going to have to farm according to a
conservation plan developed by SCS.
Senator Bumpers. At the expiration of the 10-year period?
Mr. Dewhurst. Yes, sir.

Senator BUMPERS. Well, are they very stringent? What are those
requirements? You are talking about sodbuster and swampbuster?
Mr. Dewhurst. Yes, sir; including basic conservation compliance.

If he wants to receive USDA farm program benefits, he has to have
an approved conservation plan that protects his highly erodable
land.

He would simply be subject to the same requirements every other
participating farmer is subject to if he chooses to farm on that
land.

Senator Bumpers. I was going to say, he is not subject to any
additional requirements than he would be if he had never been in
the Conservation Reserve Program, though, is he?
Mr. Dewhurst. No.
Senator Bumpers. Everybody has to comply with the swamp plan

and sodbuster if they are going to get farm assistance, do they not?
Mr. Dewhurst. Yes, sir.

Senator BUMPERS. So he is no worse off than any other farmer
and he has gotten 500 bucks or more for setting his land aside.

FOOD STAMP PROGRAM

Well, I will tell you something that is really alarming. Since Oc-
tober we are adding 200,000 people a month to the Food Stamp
Program. If the unemployment rate is staying constant, as it seems
to be, in the 7-, 7.1-percent area, how do you explain that? What
is causing that?

Secretary EsPY. What is causing the increase in the Food Stamp
Program?
Senator Bumpers. Yes; 200,000 people a month. Ten percent of

the people in this country now are drawing food stamps, and you
know what the cost of that is. That is a big, big segment of this
committee's budget; $67.5 billion and a lot of that is food stamps,
about $27 billion.

Do you know?
Secretary EsPY. Senator, all I can say to you, sir, is that I will

admit the fact that we are having that much of an increase simply
because most Americans do not want to go into the program. They
are proud. They want to be able to buy their food out of pocket and
they do not want to receive this type of subsidy. But most people
do not have any choice.

Senator Bumpers. Your answer should be, Mr. Secretary, that if

we pass the President's jobs bill we could start going the other di-

rection.

Secretary EsPY. I did not know it was a tossup like that. Senator,
I was getting around to it maybe in a way that is longer winded
than necessary.
The fact is that we have people who are hurting. This recovery

that we have been in is rather toothless and it is not accompanied
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by a material increase in jobs, and people must eat. So that is why
we now have the highest food stamp participation in recorded his-

tory.
Of our $62 billion, it is an incredible amount of money out of the

budget. It is a mandatory program and, due to the increase in pro-

gram participation these people must be fed.

AQUACULTURE

Senator BUMPERS. Mr. Secretary, your State and my State are

the two biggest States, and you are much bigger than we are, in

the catfish raising business. But it seems to me that that is one

place, even though over a period of time—on another subcommittee
I was able to get this new state-of-the-art bench laboratory for

Stutgart, AR, in catfish farming, where we have raised production
of catfish from roughly 600 pounds per acre over the last 30 years
to 6,000 pounds per acre.

But I must say, there are other States that raise trout. But aqua-
culture is a very fast-growing industry in this country, and most

people feel that the Department of Agriculture gives them pretty
short shrift.

Do you think we ought to do anything to strengthen aquaculture
in the Department of Agriculture?

Secretary Espy. Senator, I have been there 3 months.
Senator Bumpers. You want to beg off?

Secretary Espy. And a lot of what you ask, perhaps it is out of

frustration based on policies implemented by our predecessors. I

can say to the Senator that I hail from the Mississippi Delta and
I am proud of it, and that industry constitutes about a $300 million

boost to our economy. I have been there from basically the incep-
tion of the industry.

It is basically a 10-year-old industry and I have seen it grow, and
I like what I see. I think that certainly catfish can be grown in

other States and aquaculture is an industry that is ripe for trans-

port to other areas. I will do everything within my power as USDA
Secretary to see that we can improve and enhance and assist the

aquaculture industry.
Senator Bumpers. Mr. Secretary, I am not suggesting another

bureaucracy in the Department and I am not sure that we need

anything. That was just an honest open question.
Steve, do you want to comment on it?

Mr. Dewhurst. Mr. Chairman, I might just remark that for the

first time in my memory we do have some money in the Coopera-
tive State Research Service budget for aquaculture research. I have
not been in the position for a long time of having money for that

effort.

Senator Bumpers. Senator Cochran, with your indulgence I have
one final question. I will submit the rest of my questions in writing
to the Secretary.

MARKET PROMOTION PROGRAM

One of the programs that continues to disturb me a little bit,

particularly in light of the budget constraints and the fact that we
are trying to find money everywhere we can find, we are trying to
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streamline, cut, eliminate waste, and all that sort of thing, but let

me ask you for your comments.
Are you familiar with the MPP program, the Market Promotion

Program?
Secretary EsPY. Yes, sir; I am.
Senator Bumpers. You have asked for $140 million again in 1994

for that program. Do you think that is justified?

Secretary Espy. Yes, sir; I do. I am aware of the abuses in the

program and I do not think that those abuses can be tolerated. The
abuses I am speaking of are related to branded industries.

Senator Bumpers. Incidentally, that is another program that
"Prime Time Live" or "60 Minutes" or some of those programs have
sort of exposed.

Secretary EsPY. Yes, sir; I think, though, honestly. Senator, that
it can be explained and even encouraged in the context of our com-

petition. The desire here is to improve our market share and to de-

velop new markets, and our European Community [EC] friends are
zealous at subsidizing their products way beyond what we do and
even in the value-added categories.
So that is why we froze the MPP at the present level. We did

not propose an increase, but nor did we propose a decrease. I really

hope, though, that the kick in the efficiency and effectiveness of the
MPP can come in weeding out the abuse. But I think it is nec-

essary. Until we get a good GATT agreement, I think we need to

keep it there as a tool.

RUSSIAN FOOD ASSISTANCE

Senator BUMPERS. Do you realize the Russians, out of this $700
million loan and credit program, they are saying they do not want
any meat and poultry that has been exposed to pesticides and so

on?

Secretary EsPY. I think we have taken care of that.

Senator Bumpers. Have they agreed to an extension on that?

Secretary ESPY. Yes, sir; I believe so. Are you referring to the

present FSIS export certificate of wholesomeness?
Senator Bumpers. Pardon?
Secretary Espy. The food safety issue? Yes, sir; they have agreed

to an extension on our present FSIS export certificate.

Senator Bumpers. Good.

NATIONAL ECONOMIC SUMMIT ON AGRICULTURE

Well, on a macro point, I want to make this point before I close

out my part. I have talked to you about a national economic sum-
mit on agriculture similar to the one the President had in Little

Rock. And the reason for that is not just to allow a carping session
for farmers, but to address some really serious agricultural ques-
tions in this country.
Now, here we have a budget, and in my opinion agriculture, Sen-

ator Cochran, is being asked to take just about the biggest hit of

anybody. Defense and agriculture are the two that are getting hit

hard on this.

Now, the European Community, with whom we have to compete,
has increased their subsidies by 100 percent since 1986. Since
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1982-83, in that timeframe we have cut agriculture by two-thirds

in this country. They subsidize wheat and cotton, for example,
twice the level we do. And you watch "Prime Time Live" and some
of those programs and you would think the farmers are trying to

run off with the U.S. Treasury.
I am just simply saying when you have got an industry that con-

tributes $16 billion to the trade deficit—that is right, the trade bal-

ance would be $16 billion higher if it were not for agriculture, and
we are asking our farmers—and you know, I am trying to be a

player. God knows, I am on the President's team. I want to get

spending down, I want to get the deficit under control, and I am
going to help.
But when you consider that we are having to compete with some-

body who is subsidizing their crops at twice the level we do, and

yet we are still able to make a $16 billion contribution to the trade

deficit, but come back and say, well, we are going to cut you some
more.
As you know, agriculture has taken a big hit in this budget. So

I just want that on the record to show the disadvantage that agri-
culture is actually under under this budget, and trying to compete
with the Europeans.

Secretary EsPY. Senator, you make the case very well and I real-

ly cannot dispute anything that you said, except to say to you, sir,

that we should keep this all in context. Agriculture has had an in-

credible burden over the past few years, there is no doubt about
that. That is why, in my opinion, the proposals currently are some-
what more sensitive to the agricultural position than in years past.
So I guess I offer the excuse of comparison. Second, sir, we real-

ize that the cuts in farm programs that we envision will only come
in 1996, from the 1996 crop year. So we are saying that many
things will happen before that time. Hopefully, we will have a
GATT agreement. Hopefully, that GATT agreement will encourage
our EC competitors to substantially reduce their subsidies and
equalize the plajang field.

We hope that will happen. If that does not happen, then I cer-

tainly think that the left hand must react to what the right has
not done and that we will come back and revisit these proposals.
Senator Bumpers. Thank you, Mr. Secretary. I am going to turn

you over to the tender mercies of the ranking member. Senator
Cochran. He will ask you a few questions and then close the hear-

ing. I am going to have to run to the floor.

FISCAL YEAR 1994 SUPPLEMENTAL APPROPRIATION

Senator Cochran [presiding]. Mr. Secretary, Senator Gorton
from Washington brought up an issue which is one that I think is

very important and we need to think about a little bit. It is in the

context of the President's proposed investment program that in-

cludes a request of this committee to provide funds in fiscal year
1994 through a supplemental appropriations bill for programs and
activities under the Department of Agriculture's jurisdiction of al-

most $2 billion, but carries a general language provision that the

funds cannot be spent until they are fully offset by savings through
an enacted reconciliation bill.
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Senator Grorton asked if the Department was going to submit an
indication to the committee on what savings could be made or what
requests for offsets we should consider. And as I understood the re-

sponse that Mr. Dewhurst gave, there is not going to be any sug-
gestion of offsets by the administration or the Department, that
that is up to this committee.
That is almost fraudulent in my judgment. And I am not criticiz-

ing you. This is obviously a scheme that has been developed that
affects not just this subcommittee, but the entire Federal Govem-
ment, because the President's budget asks the Congress to

appro-
priate investments which exceed the current law's legally binding
outlay caps on discretionary spending by nearly $18 billion in both
fiscal years 1994 and 1995.
So the whole point is that in this budget for the next fiscal year,

there are requests which ask appropriations subcommittees to ap-
propriate money in excess of what they are authorized to do and
Congress I suppose is to find its own offsetting savings in other

programs. The administration does not make any suggestions
about where those savings should be made to fund the investments

proposed.
It is like pulling the pin out of a handgrenade and rolling it up

here to us at this committee and walking out of the room, going
outside, and saying: We have submitted a request for many more
funds than this committee is able to provide unless they cut some
other programs, but we are not going to be a part of the program
cutting; we are just going to be a part of the add-ons, the so-called

investment program of the President.
That is disturbing.

Secretary EsPY. Senator, could I get Mr. Dewhurst to respond to

a bit of that?
Mr. Dewhurst. Senator, I think all I can tell you is what I know,

which is a couple of things. One of course is that we are well aware
that we have a budget here that has some investments in it and
that the investments involve more money to some extent than the

savings that are suggested in fiscal year 1994.
We assume that that matter is a matter of Govemmentwide

budget priorities and that the President's budget stands as a pack-
age Grovemmentwide.
The other thing is that this budget is an accurate reflection, of

course, of the plan the President sent to the Congress February 17
and does not take into account any of the discussions that have
taken place since that time. So we are not in the position to tell

you that there are changes in the budget due to the budget resolu-

tion or debates about the stimulus package. Those things are all

there, but they are not reflected in any of these numbers.
So without knowing the context, I cannot tell you what the Budg-

et Director was really saying. All I can tell you is that the budget
we have before you is the one we have been told to defend and it

is part of a Govemmentwide set of proposals.

RUSSIAN AID PACKAGE

Senator CoCHRAN. The only final question that I will ask, then
I will submit others on other subjects, has to do with the Russian
aid package. I understand that 2 weeks ago we were notified by
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Russia that it would not accept export certificates for any United
States meat or poultry product that did not meet certain require-
ments, and as a result of that virtually all United States meat ex-

ports are not allowed to enter Russia.
Is this an accurate description of the notification that USDA re-

ceived from Russia and, if so, do you think it will be possible to ne-

gotiate some kind of resolution of that problem so we could see
meat exports going to Russia?

Secretary EsPY. Yes, sir; it is an accurate description of what
happened 2 weeks ago, but it no longer is true. We have worked
with them and they have agreed to waive that objection, and so

now there is a free flow of products into Russia. We are undertak-

ing to change our export certificates.

Senator Cochran. I appreciate that. In addition to that question,
I have some other questions in connection with the Russian aid

proposal, some relating to the matter you brought up, which was
the expense of shipment and the problems that have come to light
in the last few days on that issue.

Secretary Espy. Yes, sir.

Senator Cochran. Another on the Food Safety and Inspection
Service, trying to get at what the primary approved shift means
and how much that is going to cost poultry processors if they have
to pay this overtime that is being suggested in this budget; and an-
other on the alternative agricultural research and commercializa-
tion program and what the outlook is for that.

I am also submitting questions on the Federal Crop Insurance

Corporation and the Farmers Home housing rental assistance pro-

gram, where we have a fiscal year 1993 lunding shortfall, I am
told, that needs our attention.

SUBMITTED QUESTIONS

The chairman has asked me to advise that additional questions
will be submitted in writing by other Senators and we ask that you
respond to them within 5 days.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
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QUESTIONS SUBMITTED BY SENATOR BUMPERS

• USDA REORGANIZATION

Question: Mr. Secretary, When you were confirmed, you expressed a
commitment to reorganizing USDA but stated that your first priority was to

reorganize in Washington at the headquarters before going into the field. Does
this budget reflect that position?

Answer: My priority is still to reorganize the headquarters first although the

budget does not reflect all of those plans. The budget does reflect the proposal to

form the Farm Service Agency (FSA) at headquarters and in the field from

consolidation of the Agricultural Stabilization and Conservation Service, the

commodity price and income support programs funded by the Commodity Credit

Corporation, the Soil Conservation Service and the Farmers Home Administration.

Planning for the FSA is currently underway. Also, the budget does include a

request to combine the appropriations for the various offices of the Secretary.
This combination would provide me and future Secretaries with more flexibility in

structuring and managing the top level staff.

Question: Do your reorganization plans assume more than the

establishment of the Farm Service Agency? If so what are they?

Answer: I have not finalized my plans yet, but I am looking at the total

headquarters structure and the field structure of all USDA agencies. Once a

number of appointees for the Department are confirmed, I will enlist their

assistance in designing a final plan.

Question: What is your timetable for this reorganization?

Answer: I expect to have a plan in place by fall for the headquarters

reorganization.

Question: I understand a pilot program is now underway in a few select

counties. What are the details of this pilot, how long will it last, and what have you
learned?

Answer: I believe you may be referring to the Easy Access pilot projects

initiated by former Secretary Madigan. As I understand, projects were set up in

three counties to test the concept of USDA agencies working together and using

new technology to provide better, more efficient services to producers served by
these county offices. These projects in Sherman County, Kansas, Bolivar County,

Mississippi, and Rockingham County, Virginia are now being expanded under the

new Info Share Program to test the systems being designed for the Farm Service

Agency. Info Share is a partnership among the farm service agencies, the

Departmental Offices of Information Resources Management and Operations to

coordinate the development, acquisition, implementation and management of

information resources which support farm service and rural development missions.

We want to better serve our customers through this project.



48

Question: Will you consult fully with Congress and the Appropriations

Committee before Instituting any reorganization?

Answer: I will consult with Congress before I make major changes in the

Department. I will need your support if changes are to be made.

MEAT AND POULTRY INSPECTION SYSTEM

Question: Mr. Secretary, following the food-borne disease outbreak in the

Northwest, you stated that improvements must be made in the way we inspect
meat and poultry for harmful bacteria and pathogens. You outlined a number of

short-term measures, including the hiring of additional meat inspectors, and

moving forward on developing a new inspection system. How are you progressing
on developing a new Inspection system?

Answer: We are now developing a strategic plan which will be submitted

for public comment before being put in final form. I have recently announced a

pathogen reduction program which we have designed to ensure that we begin

immediately reducing the likelihood of further outbreaks. An increase of $8 million

has been included in the 1994 budget request for this effort.

Question: What specific steps could you share with this subcommittee?

Answer: We are using a two pronged attack to deal with modernizing the

present inspection system. We are strengthening our present program to make it

as effective as is possible with current methods and technology. We will also be

seeking public input through regional hearings that will be held throughout the

country this year. The Department is now in the process of developing a future

inspection system, based on Hazard Analysis and Critical Control Point (HACCP)
principles and essential elements of a pathogen reduction program. These

activities will include examination of pre-harvest meat and poultry production,

research on methods for rapid detection of pathogens, post harvest research on

handling of product in slaughter plants, processing plants, and food service

operations, and increased consumer education.

Question: Funding for the hiring of additional inspectors was included in

the President's stimulus package. What would be the impact on your efforts

without this funding?

Answer: Without the $4 million, the Department will be unable to maintain

an increased level of inspection in meat and poultry plants. The 160 inspectors
which would have been funded by the $4 million were to be a significant step in

fully staffing this program and permit in-plant inspectors to perform all their

assigned responsibilities. Under staffing results in certain inspection tasks not

being completed. This increases the threat of product contamination due to

improper handling or processing procedures.

WETLANDS RESERVE PROGRAM

Question: Mr. Secretary, the report on the Wetlands Reserve pilot program
indicates that the cost per acre is $923. The per acre costs include $742 for the

easement, $52 for restoration cost-share, $134 for technical assistance and

administrative costs, and $4 for settlement and appraisal fees.
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Does this atTioutU of riioney soein high to you for tlio per acre costs of tlie

program?

Answer: The $923 rate per acre is based on a pilot program of selected

States However, Hie $742/acre easement payment rate is not substantially
different than the national average per acre value of nonirrigated cropland which
was $678/acre in 1990. Mucti of tlie eligible wetland acreage is liighly productive
wlien properly drained and cropped.

The technical assistance rate of $124 per acre is substantially higher than

that provided under other programs, However, this program is tnore complex than

other programs and this amount only reflects the average amount paid for tlie 49.9

thousand acres approved. In order to provide landowners with thorough details

about easement obligations, property rights and other costs before ttiey bid, SCS
developed very intensive wetland restoration plans for all acreage that landowners

expressed an interest in bidditig into the program. Since bids were received on

249,059 acres, this amounts to about five times as much acreage as was

accepted into the program.

The $52 per acre restoration cost, even though it reflects a 75% cost-share

level which is much higlier than CRP's 50%, is also low because many of the

wetland restoration practices will require exacting agronomic and structural

measures that we had anticipated would cost substantially more.

Question: Are there any assurances that we are not paying more than tlie

market value of the land for the easements? If so, what are they, and are they in

law, by regulation, or otherwise?

Answer: The WRP bid selection process is designed to ensure that USDA
meets the requirements of tlie Food, Agriculture, Conservation, and Trade Act of

1990 (1990 FACT Act) which mandates that WRP payment rales do not exceed

the fair market value of the land less the fair market value of the land encumbered

by the easement. To accomplish this, USDA calculates a unique bid cap for each

bid based on fair market value data and other information. The exact bid cap
formula and variables used have not been released to the public to help ensure

that USDA pays "the minimum amount the landowner is willing to accept, rather

than the maximum amount the Department is willing to pay". The bid cap formula

will be reviewed periodically to ensure bids accepted meet guidelines set by

ASCS.

Question: Isn't it true that with the Conservation Reserve Program, the

costs per acre increased as more and more acres were entered because the value

of the land increased? Do you expect a similar pattern to occur with the Wetlands

Reserve Program? Why or why not?

Answer: The cost per acre of the CRP remained generally constant until

1990 when the geographic mix of acres enrolled shifted tieavily into the Corn Belt

and Eastern States where rents are higher. This change took place in part

because the CRP expanded its criteria for selecting lands in order to enroll acres

yielding the greatest environmental benefit per Federal dollar spent. In contrast,

the WRP has adopted a similar targeting formula from its inception. Therefore, the

per acre payment rales that would be anticipated for future WRP enrollment are

not expected to be significantly higher or lower than that for the first signup. WRP
costs would be reflective of price fluctuation in the land market.
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FOOD STAMP PROGRAM

Question: The committee lias noted the increasing participation levels for

llie food stamp program in recent years, from 22. G million in fiscal year 1991 to a

record 26.8 million in January of this year. More than one in every ten Americans

is a recipient of food stamps, and the number of participants has been growing by
about 200,000 a month since October. Why do you think we are seeing such

rapid growth in this program?

Answer: The primary factor behind the increase in participation since 1991

has been the economic recession and the increases in utiemployment and

underemployment that it has caused. Additional factors contiibuting to the

increase include the raising of Medicaid income eligibility standards; an increase in

the number of legalized iriimigrants eligible for the program; and additional

governmental efforts in the areas of outreach and of simplification and consistency
of application procedures among all welfare programs.

Question: What impact would the President's stimulus program have on this

program?

Answer: No specific analysis has been done to estimate the impact of the

President's stimulus program on food stamp participation. To the extent that jobs

created through the stimulus program are filled by current or potential food stamp

participants, the stimulus program would reduce food stamp participation and

costs. The multiplier effect, that is the indirect effect on the communities of newly

eirrployed persons spending more money in their communities would also tend to

increase employment and incomes and reduce program participation.

Question: Are the estimates in your budget request for fiscal years 1993

arid 1994 based upon an assumption that the President's plan would be enacted?

Answer: Since we are into the second half of 1993, no significant changes
in (ood stamp participation and costs are anticipated to result from congressional
action on the President's plan. Participation and cost estimates for 1994 are

influenced by economic assumptions developed by the Office of Marragemenl and

Budget including forecasts of unemployment and changes in the cost of food.

These assumptions encompass all a.spects of the President's program along with

factors not directly influenced by government policy, so it would be difficult to

separately identify the impact of the President's stimulus program on 1994 food

stamp participation and costs.

Question: Do you think the benefit reserve is sufficient to cover the

increased participation, or do you expect to request a supplemental appropriation?

Answer: Since our current economic forecasts assume a slight drop in

participation and a modest two percent increase in food costs, the benefit reserve

of $5 billion should be sufficient to cover any unforeseen changes in economic

conditions alfecling participation and costs.
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MARKET PROMOTION PROGRAM

QuRSlion: Mr. Secretary, last year we asked for a report on the Market
Promotion Program evaluating it over the last five years. That report has not been
received yet even though it was due February 1, 1993. You are faniiiiar with the

controversy surrounding MPP. What are you thoughts on this program?

Answer: The Market Promotion Program - MPP - is an innovative

approach to promoting U.S. agricultural commodities and products overseas. It

can be particularly effective for promoting value added products, which have
received approximately 80 percent of total MPP funding. At the same time,

liowever, it is critical that the program be administered and carried out effectively
and efficiently. I am very aware of tlie negative publicity which has recently
surrounded the program, and we will be reviewing liie program to determine what

changes may be needed to improve its effectiveness.

Question: When will liie report be received?

Answer: Various options were considered to comply with this request, and
the decision was made for the Department to conduct a survey of the non-profit

participan's and private firms participating in the MPP. The Foreign Agricultural

Service, which will be conducting the survey, will need to clear the survey with the

Office of Management and Budget as it is subject to the provisions of the

Paperwork Reduction Act. Once the survey is cleared and sent out, it will take

some time to receive, compile, and assess ttie results. While FAS had originally

expected to be able to respond to the Committee's request this summer, it now

appears that additional time may be required.

ASCS SALARIES AND EXPENSES

Question: It lias come to my attention lliat a shortfall in the operating

budget for ASCS could result in a furlough of as many as 500 employees for as

many as six weeks.

Is this true? If so, what is the reason for the sliortfall given that we

provided the same amount of funds that were requested for tliis year?

Answer: No. It is not true that ASCS will be furloughing 500 employees
for as many as six weeks. However, it is true that ASCS is operating with less

appropriated funding for administrative expenses in FY 1993 compared to

FY 1992. As a result, many States are having to monitor more closely their

spending in order to keep within their administrative allocations. Moreover, the

tight funding situation for ASCS is the result of no additional appropriations

provided for performing workload related to Phase II and III of the disaster

program.

Currently, ASCS is in the process of throughly analyzing the available

funding resources, existing and projected workload needs, and estimated

expenditures through the fiscal year. Based on preliminary analysis results which

include a summary of State reports on expenditure needs, it appears that ttiere is

sufficient funding in reserve at the national level to support agency operations.

Ttiis assumes that all ASCS offices will continue monitoring more closely

expenditures and use sound Judgement when incurring costs. As a result, ASCS

anticipates issuing allocation adjustments to States which have justified the need.
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However, ASCS is able to keep within the overall funding availability only

by postponing non-essential workload, reducing the use of temporary employees,
reducing travel and all other expenditures whicli can be postponed.

Question: Will you request a supplemental appropriation?

Answer: As a result of the actions taken by the agency to maximize the

use of available funding resources, no supplemental appropriation will be

requested for FY 1993.

RURAL ELECTRIFICATION ADf^lNISTRATION

Question: You propose to significantly change the rural electrification

program which, as you know, is being resisted by the rural electric and telephone
borrowers. I know that these borrowers are very interested in participating in rural

development in more than just providing electric and telephone service.

What rural development roles do you foresee for these groups and how do

you intend to achieve them?

Answer: l^r. Chairman, the only change proposed for the electric and

telephone programs in the FY 1994 budget is the increase in the interest rate for

direct loans and the Administration does not consider this a significant change.
The interest rate will increase from 5 percent to the Treasury cost of borrowing
which is presently 6.75 percent.

Regarding the borrower's role in rural development activities, we foresee

that the borrowers will increase their activities in financing economic and

community efforts. The borrowers have been increasingly active in the past few

years in their participation in the zero interest economic development loan progratn

available through REA. During 1992 REA made 96 of these loans totaling $8.4

million to borrowers in 24 states. The 96 loans were made for the purposes of

financing business startup and expansion and community economic development

projects. Although the average size of these loans is relatively small, $87,500 in

1992, one of REA's criteria in making the loans is the amount ol funds leveraged
ftom other sources. The 1992 loans were supplemented with funds from a variety

of sources including private financial institutions, state and local governments,

regional development organizations, other Federal agencies, REA borrowers and

owner equity. We expect this activity to increase now that REA has increased the

maximum loan amount from $100,000 to $400,000.

We also anticipate that borrowers will begin to use more of their own

capital in financing economic and community projects. As you know, REA
borrowers are permitted to use up to 15% of their total plant value to invest in

such endeavors without REA"s permission. Some borrowers have taken

advantage of this authority and we anticipate more will do so in the future. In

addition, the FACT Act of 1990 authorized the deferment of principal and interest

payments on REA loans to encourage investment in rural development activities.

REA estimates that a total of $36 million could be deferred in 1993. Deferred

payments must be repaid over 5 to ten years depending on the nature of the

investment. The final regulations implementing this program were published on

April 23. 1993.
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RUSSIAN AID

Question: ! understand that under the $1.6 billion in Russian aid

annouficed recently by tl)e President, the transportation costs of the Food for

Progress portion cannot be covered because of a limitation on tlie use of

Commodity Credit Corporation funds for this purpose. I furtlier understand tliat the

Administration has been pursuing other possibilities for covering these

transportation costs. What is the current status of ttiis dilemma? How will the

transportation costs be covered?

Answer: We are actively exploring various options and authorities available

to the Department to pay for the transportation costs associated with the Food for

Progress credit program for Russia which President Clinton announced during the

Vancouver Summit. We hope that in the very near future we will be able to advise

you how we intend to resolve this issue. Our preference is to identify an

administrative solution to the problem, rather than seek a legislative remedy.

Question: Please provide a summary of USDA's share of the Russian aid

package - what programs will be used and to what extent.

Answer: The Department's portion of the total $1 .6 billion package is $894
million. This includes the $700 million Food for Progress credit program and

another $194 million of food donations. The donations will be carried out through

programs of U.S. private voluntary organizations or bilateral agreements with the

Russian Government. The donated commodities will be made available under the

authorities of Food for Progress and section 416(b) of the Agricultural Act of

1949.

Question: Also, provide information by type and amount showing total

Russian aid for 1992 and to date for 1993.

Answer: We will provide tables which provide information of food

assistance programmed in 1992 and planned for 1993 for Russia, including the

types of commodities, dollar values, and tonnages.

[The information follows.]
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Question: In 1991, we made $1,750,000,000 available for disaster

payments to farmers for crop years 1990, 1991, and 1992. The first $995,000,000
was made available immediately for 1990 and 1991 crop losses and the remainer

was made subject to a presidential request and emergency designation. Last

year, we made an additional $482,000,000 available of which $100,000,000 was
not available until requested by the President and declared emergency funding.
What is the current status of these funds?

Answer: As you indicated, the first disaster supplemental last year
authorized a total of $1.75 billion for disaster payments on crop losses in 1990,

1991, and 1992 under terms and conditions specified in the Food, Agriculture,

Conservation, and Trade Act of 1990.

Of the total, $995 million was made available early in 1992 for losses in

either 1990 or 1991. Claims totaled about $2 billion, and payments for 1990 and
1991 losses in Phase I of the disaster program were based on a prorate factor of

50.04 percent. The additional $755 million was made available upon request by
the President on September 2, 1992. Of the $755 million, $100 million was set

aside for payments under Phase II of the program to producers with losses on

program crops planted in 1991 for harvest in 1992. The remaining $655 million

was made available under Phase III of the program to producers with unclaimed

losses in either 1990, 1991, or 1992.

Following Hurricane Andrew, the second disaster supplemental of 1992

authorized an additional $482 million for Phase III of the program. Of the $482

million, $100 million was made available only upon request by the President. The

supplemental also authorized additional borrowing if needed to pay producers for

losses at the same prorate factor used in Phase I of the program.

In summary, the first and second disaster supplemenlals made available a

total of $2,132 million for payments on crops losses in 1990, 1991, and 1992.

After adjustment for a transfer of about $1 1 million to FmHA for migrant labor

housing, funds available for disaster payments totaled $2,121 million.

To date, payments at the 50.04 percent factor total about $1,616 million.

Including $963 million for Phase I, $97 million for Phase II, and $556 million for

Phase III. An additional $60 million in payments on Phase HI applications already

on hand is expected. Current funding for Phases I, II, and III totals $2,121 million.

Thus, a total of about $445 million would remain for payments at the 50.04 percent

factor after processing applications on hand.

On April 9, 1993 we announced that producers could apply for quality

losses on the 1992 corn crop. The application period for payments on corn quality

losses closes May 7, 1993. ASCS has estimated these additional payments at the

50.04 percent factor could total about $150 million. Payments of $150 million on

quality losses would reduce the estimate of remaining funds from $445 million to

$295 million.

Question: Will you be releasing the extra $100,000,000?

Answer: A decision on a request for the additional $100 million, which is

not included In the Budget, will be made at a later date.
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Question: What is your current estimate of the ainount you will be able to

pay fanners on each dollar for which he is eligible?

Answer: We will not be able to announce a change in the final pro rate

factor, if any, until after the application period for corn quality losses closes and

processing of claims is completed. We would estimate, based on anticipated

claims, that the additiortal payment would be less than 10 percent of the initial

claim.

Question: Should there be funds left over, will you go back and pay a

latger pro rale share to each eligible farmer?

Answer: We would expect to be able to pay a larger pro rate share if the

funds lemaining allow for more than a negligible supplemental paytnenl. As
indicated earlier, we would estimate, based on anticipated claims, that

supplemental payments, if any, would amount to less than 10 percent of the initial

claim.

Question: Please provide a report on the disposition of these funds

showing geographical distribution, the crop years for which the payments are

made, and the type of crops and disasters involved. If the final information is not

currently available, please provide an interim report showitig the disposition and

distribution of funds.

Answer: An interim report showitig distribution of payments by state for

Phase I, II, and III follows:
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stains ol Dif^aslpr Funds
As ol Scplomber 30, 1 992

Pliase i

Slale

Alalinnin

Alaska

Atizotia

Arkansas

California

Colorado

Conneclicul

Delaware
rioritla

Goorgia
Guam
Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky
Louisiana

Maine

Maryland
Massacl)iisGlts

Michigan
Minnesota

Mississippi

Missouri

Monlaria

Nebraska

Nevada
New I larnpsliire

New Jersey
New Mexico

New York

Noilh Carolina

North Dakota

Ohio

Oklahoma

Oregon
Ponrrsylvania

Puorlo nico

Rhode Island

South Carolina

Soulh Dakota

TonnosseG
Texas

Utah

VRrrnonI

Virginia

Washingtori
West Virginia

Wisconsin

Wyoming
American Samoa
N Mariana Is

_Undjstributed

Total Fur)ds Experided

Source: bU -^-iTH Hepori

Cro() Dinastcr CurnuJaiivo Aciivily
Nni Expmditures

$25,092,203 00

234.559 00

2,766.30-1 00

29.368.0')3 51

54.956,176 -11

9,074, -I'll 00

942.177 00

279.4G2 00

23.901.513 00

64,490,146 00

238.155 00

536.436 00

12.GG7.242 00

42.712,200 00

22,819.569 00

31.128.479 00

28.756.553 00

6,136,673 00

44,044.239 00

2.640.817 00

2.440.002 00

3.224.714 00

23.150.790 00

27.729.430 11

26.962.698 00

25,341,172 00

18,268,760 00

17,207,270 00

2,067.212 00

246.94 7 00

7.555.137 00

6.761.113 00

6.551.720 00

14,255.599 00

32.120.319 00

16.090,720 00

22.900.700 00

10.039.276 00

12.057.2 10 00
I ,407.043 00

100.155 00

13.795.828 71

21.146,569 00

17.034,537 00

145.526.530 00

4.310.793 00

667.493 00

5.103.770 15

24.692.670 00

1,526.437 00

9.221.432 00

1.267.414 00

499.095 00

190.670 00

36.415,409 17

$962,542,105 05
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Status of Disaster Funds
As of April 21. 1993
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CURRENT DISASTERS

Question: Mr. Secretary, disasters have already occurred tiiis year. We
have had flooding, tornadoes, and other storms. I understand that there is

currently no disaster assistance available for this year's crops? Is that correct?

Answer: Disaster assistance remains available to producers of 1993 crops
from a variety of USDA programs, including emergency conservation and livestock

programs of the Agricultural Stabilization and Conservation Service, emergency
lending programs of Ihe Farmers Home Administration, and indemnity payments
for crops covered by insurance from the Federal Crop Insurance Corporation.

However, funding provided last year by the dire emergency supplemental

appropriations is available only for losses on 1990, 1991, or 1992 crops.

Question: What about disaster assistance for otiier than crops? Do you
have sufficient funds in llie Emergency Watershed Program (EWP) and the

Emergency Conservation Program (ECP) to meet the need?

Answer: An unusual demand was placed on the EWP and ECP as a result

of Hurricanes Andrew and Iniki and Typhoon Omar. The need for funds to provide

emergency assistance to repair damage caused by these natural disasters was far

greater than was initially made available. In response, a supplemental

appropriation was signed on September 23. 1992 which provided $62 million for

the EWP and $27 million for the ECP. But, even willi the supplemental funds, the

funding is far short of wliat is needed to satisfy all of the requests for assistance.

Question: If not, how much money is estimated to be required for the

remainder of 1993?

Answer: Current estimates indicate a need for an additional $3.6 million for

the EWP, and an additional $31.4 million for the ECP to fund all requests for

assistance resulting from damage caused by the hurricanes and typhoons in 1992.

Also, funds available for the regular ECP are critically short, and based on current

estimates an additional $8 million is likely to be needed if tlie level of disasters in

1993 is close to the average level experienced in recent years. Therefore, we
estimate that a total of $39.4 million will be needed in additional funds for FY 1993

to address all requests to repair damage caused by natural disasters.

RURAL DEVELOPIVIENT ADMINISTRATION

Question: It is my understanding that currently many states have no state

contact lor Rural Development Administration programs. Rather, there are

regional directors, some Members of Congress find this disconcerting not to be

able to deal with someone in their state for these programs.

What is the current situation in terms of state RDA contacts?

Answer: Mr. Chairman, the current situation is very confusing for all

involved in these programs and the confusion is a result of factors not controllable

by RDA. First, let me state that Members of Congress and State officials should

continue to contact ttie Farmers Home Administration (FmHA) State Office

regarding RDA programs. There are personnel within the State Offices familiar

with these programs. These are the same FmHA personnel that administered the
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programs prior to RDA and they are continuing to perlorm these functions.

Question: What are the plans for establishing an RDA state presence in

every state and what will be the cost?

Answer: RDA had planned to establish area offices in each state and one
of these offices was to have been located at or near the State Capitol. The
personnel in these offices would have had the responsibility of working with State

officials and others regarding RDA programs. However, the FY 1992

Appropriations Act did not provide funds to open these offices and the Conference

Report recommended that RDA not open the offices until the Department-wide
reorganization plans were complete. Plans to open the Area Offices are still on
hold and in the interim RDA will continue to administer its programs with the

assistance of FmHA Stale, and district offices.

Question: Regarding the cost of opening these offices, RDA had planned
to collocate these offices with FmHA or other USDA field offices which would have

meant, in many cases, a simple transfer of office space, equipment and personnel.
This would have resulted in very minor costs and RDA was planning to accomplish
the transfers within existing resources.

How does this fit in with restructuring the field offices and forming the Farm
Service Agency?

Answer: There is no doubt that the plans for restructuring the Department,

Including the field office stricture, will have an impact on RDA's plans to complete
Its field structure. As you know, we have not yet completed planning for the Farm

Service Agency, but I assure you and other Members of Congress that our intent

in the reorganization is to make the entire organization user friendly, as well as a

more efficient vehicle for delivering program assistance.

RENTAL ASSISTANCE

Question: It has come to my attention that the rental assistance funds are

insufficient for renewing existing contracts not to mention servicing any additional

units.

How much funding will be needed in 1993 to renew all existing contracts?

Answer: Current estimates show that an additional $68 million is needed in

1993 to renew existing rental assistance contracts. A shortfall of $68 million

equates to about 5,500 families currently receiving rental assistance losing this

assistance. Without this level of assistance FmHA estimates that 200 Rural

Rental Housing projects will be placed in financial jeopardy and could face default

on FmHA loans.

Question: How much funding will be needed to meet servicing

requirements?

Answer: FmHA estimates $7 million is needed to meet emergency

servicing needs for financially marginal 515 projects involving about 560 units.

FmHA has also received requests from its field offices for about 5,900 additional

rental assistance units to address essential servicing needs. $73 million would be

needed to fund all these requests.
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Question: Is it true that in some cases we are building new units when
liiere are vacancies In existing 515 units? If so, should something be done about

that and what do you propose?

Answer: Mr. Chairman, FmHA is continuing to build new units and there

are projects with vacant units. However, the construction of new units in the same
community or area in which there is a significant number of vacant 515 units will

not inccur. As part of the application process, FmHA requires the completion of a

professional market survey to ensure sufficient demand for the project.

The vacancy rate for all 515 units in the Nation in 1992 was 6.1 percent.
In most rental markets this is a very acceptable vacancy rate and usually is

Indicative of the need for additional rental units. In addition, vacancies in many
situations are due, in part, to the lack of rental assistance. Families that meet the

eligibility criteria for occupying a 515 unit, in many cases cannot afford the unit

without rental assistance and are placed in the position of having to wait for a

rental assistance unit to become available. At present, there does not appear to

be a problem with the construction of new units while there are vacancies in

existing projects.

Question: Please provide information on the rental assistance cost per unit

for new construction, renewing existing contracts, and servicing. Also show the

existing demand for each of these categories, what is estimated for 1994 in terms

of demand, and how much of that demand your budget will cover.

Answer: I will be happy to provide that inforfnation for the record.l

(The information follows.)

FY1994 Estimate of Demand and Cost
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TRADE

Question: Farmers are being told constantly that prosperity in agriculture is

directly tied to trade opportunities. However, regardless of ongoing negotiations at

GATT and debate over NAFTA, American farmers are still faced witti ttie reality of

European soybean subsidy problems, Canadian pork policies, and resistance by
the Japanese to open their rice markets. In addition, there are countless other

trade glitches such as the CARICOfy/l duly I raised at last year's hearing and
intend to raise again when the Under Secretary for International Affairs and

Commodity Programs comes before this committee. In fact, Mr. Secretary, you
have recently received a letter from me and others on this specific problem. Could

you please provide me some insight into your view of the role of U.S. agriculture in

world trade and the prospects for farm income that might result?

Answer: U.S. agriculture is the world's leader in providing high-quality

products at competitive prices. However, trade barriers, including the ones
mentioned in your question, are widespread and represent the greatest constraint

to our exporters reaching their full potential in global trade. Therefore, we feel that

American farmers stand to gain much from trade reforms proposed through
NAFTA and the Uruguay Round of multilateral trade negotiations.

The agreements would greatly improve foreign market access for U.S.

agricultural products by ending or reducing tariff and nontarilf barriers and other

trade distorting practices. USDA analysts have estimated that, once a Uruguay
Round agreement is fully implemented, annual export gains would be about $4

billion and farm income would be about $1 billion larger. Exports under NAFTA,
once the agreement is fully implemented, are estimated to be $2 billion to $2.5

billion higher than would otherwise be the case. We will continue to seek trade

liberalization through these and other negotiations to achieve greater overseas

market opportunities for our farmers and ranchers.

SOAP and COAP

Question: Please provide a summary of activity for the SOAP and COAP
activities for fiscal years 1991, 1992, and to date for 1993. For each commodity,
and by country, provide the volume of exports, the value, as well as the cost.

Answer: We will provide that information for the record.

[The information follows.]

Sunflowerseed Assistance Program (SOAP)
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EXPIRING AUTHORIZATIONS

Question: Please list programs for wfiich authorizations are expiring before
the end ol fiscal year 1993.

Answer: The following list reflects expiring legislation by agency, and
shows the actual date of expiration.

Food and Nutrition Service

Law and Program Description

The Food Stamp Act of 1977, as amended:

Section 3(o)((11), 7 U.S.C. 2012(o)(1 1),prohibits the

Secretary from reducing the cost of the Thrifty Food
Plan on October 1, 1992 (P.L. 102-351, §1,
106 Stat. 937).

The Agriculture and Food Act of 1981, as amended:

The Food, Agriculture, Conservation, and Trade Act

of 1990 in section 1779(a), 42 U.S.C. 1951note,

authorizes appropriations for and requires the Secretary
to conduct studies into various aspects of the National

School Lunch Program (P.L.I 01 -624. §1 779(a),
104 Stat. 3816).

The Farm Credit Banks and Associations Safety and

Soundness Act of 1992 in section 515, requires the

Secretary to use funds appropriated under section 214
of the Emergency Food Assistance Act of 1983

(P.L. 98-8; 7 U.S.C. 612c note) to purchase, process
and distribute additional commodities for the Emergency
Food Assistance Program (P.L. 102-552, §515,
106 Stat. 4136).

Federal Grain Inspection Service

Law and Program Description

The United Stales Grain Standards Act Amendments
contained in section 155 of the Omnibus Budget
Reconciliation Act of 1981 and Public Law 100-518

provide the authority to charge and collect

inspection and weighing fees (102 Stat. 2584).

Expiration Date

9/30/93

9/30/93

9/30/93

9/30/93

Farmers Home Administration

Law and Program Description Expiration Date
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The Housing Act of 1949, as amended:

Section 535(b), as amended, provides thai issuance

by the Administrator of Veterans'Affairs of a certificate

of reasonable value in a sutxiivision is administrative

approval for the entire housing subdivision.

Extension Service

6/15/93

Law and Program Description

Section 1416(b) of the Food Security Act of 1985, as
amended by §1601(d)(1) of P.L. 101-624 (7 U.S.C. 3224(b)
authorization of appropriations for grants to upgrade 1 890

land-grant college extension facilities.

Foreign Agricultural Service

Law and Program Description

Food for Progress Act, 1985 (§1 1 10 of the Food Security
Act of 1985). Waiver of annual 500,000 metric ton limitation

for commodities furnished to independent stales of the

former Soviet Union provided by §701(2) of the Freedom

Support Act.

9/30/93

9/30/93

ALTERNATIVE AGRICULTURAL RESEARCH AND COMMERCIALIZATION

Question: Have you established the Alternative Agricultural Research and

Commercialization Center as provided under the authorization? If so, how many,
and where are they?

Answer: The Department of Agriculture established the Alternative

Agricultural Research and Commercialization -AARC- Center in Washington, D.C.

on March 18, 1992. A Request For Proposals for regional centers was published
in the Federal Register on December 23, 1992. Applications to host regional
centers were due February 19, 1993, and 14 applications were received. The
Board of Directors Initiated discussion of regional centers at its meeting March 2

and 3, 1993. We anticipate that the Board will decide where the first two regional
centers will be located at its meeting scheduled for May 18 and 19, 1993.

Question: Please provide a list of the members of the AARC board and
their term expirations.

Atiswer: Board members are appointed for four year terms, except that the

legislation requires the initial Board shall be appointed to serve staggered terms.

The initial Board members were appointed on March 6, 1992, for the following

terms.

Mark Dungan
Roger Porter

Lee Reeve
Phil Gross

John Fuji!

2 years
3 years
4 years
4 years
2 years



69

Ralph Hardy



70

QUESTION SUBMITTED BY SENATOR HARKIN

LOCAL FREIGHT ASSISTANCE PROGRAM

Ouestion: The Local Freight Assistance Program administered by the

Federal Railroad Administration has been very helpful in providing needed funding
for the repair of rural branch railroad lines that often are needed for grain and

forestry products. I would appreciate your providing me with your views

concerning the benefits of the Local Rail Freight Assistance Program to the

agricultural sector.

Answer: Although it is difficult to quantify the benefit to agriculture, it is

safe to say that the agricultural sector is a major beneficiary of the Local Rail

Freight Assistance Program. The object of the program is to retain rail service to

local and rural areas, many of which serve agricultural shippers.

QUESTIONS SUBMITTED BY SENATOR JOHNSTON

HUMAN NUTRITION RESEARCH

Question: Section 1610 of the 1990 Farm bill authorized the Secretary of

Agriculture to designate a Human Nutrition Research Center for the southeastern

region. This language was intended to give the Department the authority to

provide research funds through a cooperative agreement and to the same extent

as provided to the other 5 Federal centers which currently operate under the aegis

of ARS, and to provide USDA scientists with access to a $100 million state of the

art facility in Baton Rouge.

None of the current Federal facilities currently undertake research on

obesity, one of the leading causes of poor health and deaths in this country,

especially among the economically and socially disadvantaged. Obesity is

particularly a problem in the Mississippi Delta region, the poorest region in this

nation, and an area which has long been neglected in health and nutrition

research.

It is my belief that using this authority, and designating the Pennington
Center in Baton Rouge as a Human Nutrition Research Center, would enable the

Department to develop important projects on obesity and in human nutrition needs

of the Delta community on a scale commensurate with the problem, rather than at

a lesser level through CSRS. Such projects could involve existing institutions like

Southern University in Baton Rouge, the largest HBCU in the country, which have

extensive outreach networks to those communities at risk and in addition have

tremendous resources such as nursing and medical schools which can and are

willing to participate in such efforts. See e.g., letter from Chancellor Spikes from

Southern, attached.

To my disappointment, this authority has never been exercised, even

though the Department has repeatedly been requested to use it. Attached are

copies of recent letters from the Pennington Center and from me requesting the

Department to exercise this authority, or any other existing authority the

Department may have, to move forward with such a designation.
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What is required for you to use thiis authority or any other authority which you
possess, to designate the Pennington Center as a Human Nutrition Research
Center?

Answer: In response to inquiries from members of Congress and Louisiana
Slate University over a number of years, officials of the Department have
concluded that use of the USDA name is appropriate only for Federal facilities.

There is nothing in the Food, Agriculture, Conservation, and Trade Act of 1990
that requires a different conclusion. Section 1610 of that Act does authorize the

Secretary to "award a grant to a research facility described in subsection (b) to

establish not less than one food science and nutrition research center for the

Southeast Region of the United States." Subsection (b) describes LSU and
Pennington.

Question: Urider what authority or directive were each of the other 5 existing
Human Nutrition Research Centers established and when?

Answer: Authority for nutrition research was derived originally from the general
mission mandated by Congress when the Department was established on May 15,

1862. The Organic Act of 1862 was amended in 1977 to specifically include

human nutrition. Numerous authorizations by Congress since the original Act

have charged USDA with conducting research in a broad array of subjects related

to nutrition within the framework of the "food and agricultural sciences." USDA
was given explicit authority to conduct human nutrition research in Section 1 of the

Bankhead Jones Act of 1935, as amended in 1946 (7 U.S.C. 427). This

legislation directed USDA to conduct and to stimulate research into the laws and

principles underlying the basic problems of agriculture in its broadest aspects,

including research into the problems of human nutrition and the nutritive value of

agricultural commodities, with particular reference to their content of vitamins,

minerals, amino and fatty acids, and all other constituents that may be found

necessary for the health of the consumer. The Act made further reference to

investigation of the problems of gains or losses in nutritive value that may take

place at any stage in food production, distribution, processing, and preparation by
the consumer.

I The National Agricultural Research, Extension, and Teaching Policy Act of

1977 (7 U.S.C. 3101 et seg.) established USDA as the lead agency of the Federal

Government for research, extension, and teaching in the food and agricultural

sciences, and directed that research into food and human nutrition be established

as a separate and distinct mission of the Department.

; With this legislation Congress supported USDA's traditional emphasis on

the nutritional needs of normal, healthy individuals rather than the needs of

individuals requiring clinical or therapeutic dietary support. Congress recognized,

however, that nutrition research necessarily addresses the issues of maintenance

of health and the prevention of disease and disorders associated with nutrient

deficiencies or excesses, and expressed the need for coordination between HHS
and USDA. The Food Security Act of 1985 reiterates those mandates.

Separate congressional action occurred for each of the five Federally

owned Human Nutrition Research Centers.
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Beltsville Human Nutrition Researcti Center, Beltsville, MD. Thie tiistory of

tlie Beltsville Human Nutrition Researcti Center can be traced to 1894, wtien

Congress authorized ttie Office of Experimental Stations with headquarters at

Wesleyan University in Middletown, CT, to carry out human nutrition investigations.

The headquarters was moved to Washington, D.C., in 1906. and to Beltsville, MD,
in 1941.

Grand Forks Human Nutrition Research Center, Grand Forks, ND. The
Conference Reports (H. Rpt. No. 1186, accompanying the 1966 Appropriation Act

and H. Rpt. No. 1867, accompanying the 1967 Appropration Act) provided the

initial funding for a Human Nutrition Laboratory in Grand Forks, North Dakota.

Children's Nutrition Research Center at Baylor College of f^edicine,

Houston, TX. The Conference Report (H. Rpt. No. 98-450, accompanying the

1984 Appropriations Act) provided planning funds for a Children's Nutrition

Research Center at Houston. The Second Supplemental Approprations Act of

1984 provided the funding for construction. Congressional report language (H.

Rpt. No. 98-916) stated the facility would be used for research on the nutrient

needs and nutritional status of mothers, infants, and children.

Human Nutrition Research Center on Aging at Tufts University, Boston,
MA. The Conference Report (H. Rpt. No. 95-520, accompanying the 1978

Appropriations Act) provided funding for the planning of an "adult human nutrition

research facility"; the 1979 Appropriations Act provided construction funds. Its

mission is to determine the nutrient needs of the elderly and the relationship of

dietary factors to the aging process.

Western Human Nutrition Research Center, the Presidio of San Francisco,

CA. The Western Human Nutrition Research Center was established on April 6,

1980, when Congress ordered (S. Rpt. No. 96-393, accompanying 1980 DOD
Approprations Act) the transfer of the nutrition research program of the Army,
located at Letterman Army Institute of Research, Presidio of San Francisco, to the

USDA.

Question: On what basis were the areas of expertise for each of these

existing Centers established?

Answer: The programs of research conducted at Houston and Boston are

based on congressional language. The research carried out at the other Centers

is prescribed by national nutritional problems within the mission of the Agency.

Question: Do any of these Centers operate through a cooperative agreement
with any non-Federal institution?

Answer: The Children's Nutrition Research Center in Houston, TX, operates
under a general cooperative agreement with the Baylor College of fy/Iedicine and
the Texas Children's Hospital. In addition, all of the Centers have cooperative

agreements with non-Federal institutions for specific purposes.

Question: Please provide for the record the total research budget for each of

these Centers in FY 92, FY 93 and the FY 94 budget request. Please also

provide for the record the total Federal construction dollars spent on each of these

Centers, as well as any construction dollars requested for FY 1994.
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Answer: Total research budgets for human nutrition research in ARS are:

Agricultural Research Service

Human Nutrition Research

($ in Millions)

FY 1992 FY 1993 FY 1994
Center

Beitsville Human 9.2 9.2 9.4

Nutrition Research Ctr.

Beitsville, MD

Grand Forks Human 8.1 8.1 8.2

Nutrition Research Ctr.

Grand Forks, ND

Human Nutrition 4.6 14.6 14.6

Research Ctr. on

Aging at Tufts Univ.

Boston, I^A

Children's Nutrition 10.7 10.3 10.3

Research Ctr. at

Baylor College of

l^edicine

Houston, TX

Western Human 5,1 5.1 5.2

Nutrition Research Ctr.

San Francisco, CA

No federal construction dollars were requested for the ARS nutrition

centers in FY 1994. Total construction funding for the Grand Forks Human
Nutrition Research Center, acquired from FY 1967 through FY 1982 budget
allocations, was $6.8 million. Construction funding for the Human Nutrition

Research Center on Aging at Boston, totalling $31.2 million, was provided in ttie

ARS budgets from FY 1979 through 1982. Funding for the construction of the

Children's Nutrition Research Center at Houston was provided in FY 1984 and
totaled $54.5 million. The Beitsville Human Nutrition Research Center structure

was constructed by the Department of Defense (DOD) in 1939 and transferred to

ARS. About $0.5 million has been expended on subsequent renovations. The
Western Human Nutrition Research Center resides in facilities currently owned by
DOD. About $1.7 million has been expended in modification and renovation.

Question: Despite the popular image of the Mississippi Delta, as filled with

large mansions and people living a gentrified life, this region-which includes

almost halt of my state-is the poorest in the country as documented in 1991 by
the Lower Mississippi Delta Development Commission. I know, Mr. Secretary, that

you as the chief House sponsor of legislation which created this Commission, are

very familiar with the Delta Initiatives Report, issued by the Comission, which
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delineated the economic problems of the predominantly rural counties comprising
the lower Delta Region and documented ftie associated barriers to optimizing
health education and quality of life for the people of this region.

How can the research programs, and particularly nutrition researcli programs,
of USDA-ARS address the problems of poverty and apathy in tlie Mississippi River

Delta Parishes and Counties?

Answer: The ARS human nutrition research program does not conduct social

science research. Some research on determinants of dietary intake is conducted

by the Family Economics Research Group. Ongoing nutrition research is not

region-specific but is broadly applicable nationwide.

Question: What are the current USDA-ARS human nutrition projects in

Arkansas-Louisiana-Mississippi that might improve this region's economic

potential?

Answer: ARS does not conduct human nutrition research in those states.

Results of nutrition research are broadly applicable and are applied through
education and food assistance programs, f^or example, the Extension Service

uses results of ARS research to develop meaningful education programs tailored

to tHe^uliural needs of the recipient population. Improved nutritional status

increases human performance and thus may contribute to improving economics.

Question: Are there any coordinated projects among the tliree states to

address the human nutrition aspects of the region comprehensively?

Answer: The results of research in human nutrition are used in all areas of the

United Slates. The Extension Service and the programs of the Food and Nutrition

Service (FNS) use research results to focus their activities.

Question: What percent of human nutrition funds from USDA-ARS is spent on

nutrition problems in this area?

Answer: All of USDA-ARS funds are allocated to nutritional problems of

importance to all components of the general population, the results of which

should be applicable to this region.

Question: Are there any nutrition research projects that utilize the 1862 land

grant universities cooperatively in the Arkansas-Louisiana-Mississippi Delta region

sponsored by ARS? By CSRS? By any other division of USDA?

Answer: ARS does not have any human nutrition research projects in

cooperation with the Arkansas-Louisiana-Mississippi Delta region.

The CSRS has formula funding for the 1890 and 1862 land grant
universities in the stales. Those same universities have Extension Service

Programs in the area. These funds are available to support a wide range of

research, including human nutrition, at the discretion of the institution. The CSRS
also administers the National Research Initiative Competitive Grants Program that

has a nutrition component (NRICGP).
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The Food and Nutrition Service administers food assistance programs in

tlie area. The FNSs National Food Service Management Institute at the

University of fvlississippi (in conjunction with the University of Southern Mississippi)

provides training and technical assistance for educators and food service

personnel on food service management, including menu planning and related

nutrition activities.

The Extension Service uses research to develop curricula for the Expanded
Food and Nutrition Education Program (EFNEP).

Question: Intervention in early childhood, through improved nutrition, can

maximize human learning and development potential. What USDA-ARS projects

address early childhood nutritional intervention research in the

Arkansas-Louisiana-fvlississippi Delta?

Answer: ARS does not conduct field studies of nutritional intervention in early

childhood. Nutritional needs of infants and children are studied at the ARS
Children's Nutrition Research Center. The results are used to improve infant

feeding and guide in the development of educational materials. The FNS has

conducted studies of the efficacy of the Women, Infants, and Children (WIC)

program. The CSRS, particularly through the NRICGP, has such research within

its mission. The Extension Service addresses these concerns with the EFNEP

program.

Question: Intervention In health promotion and wellness can maximize human
potential by reducing obesity, hypertension, diabetes and the resulting diseases:

stroke, heart disease and cancer, all problems effecting the Delta population

disproportionately. What USDA-ARS research projects address these problems in

the Arkansas-Louisiana-Mississippi Delta?

Answer: All the ARS Human Nutrition Research Centers conduct research on
the functions of nutrients and diets in resistance to disease. All of the results are

interpretable for the U.S. population. The FNS and the Extension Service use the

research information in planning the WIC, EFNEP, and Nutrition Education and

Training (NET) Programs.

LOSS OF COSTAL WETLANDS AND THE GOLDEN MEADOW
PLANT MATERIALS CENTER

Question: Mr. Secretary, do you agree that the loss of coastal wetlands is

a national problem and that the Department should participate in our search to

stem these losses and restore this fragile resource?

Answer: We agree that coastal wetlands are an important natural resource

that should be protected. The Department is currently participating with

individuals, units of governments and others to help preserve these fragile

wetlands.

Most of our effort has been concentrated in Louisiana because the Slate

contains 40 percent of the Nation's conterminous wetlands and experiences nearly

80 percent of the annual costal wetland loss. Coastal Louisiana has nearly 3

million acres of wetlands and about 650 thousand acres of forested wetlands.

Over 80 percent of these lands are privately owned. These coastal wetlands are a
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major part of a tremendously productive ecosystem that is being lost to open water

at a rate of about 20,000 acres per year, or 52 acres per day. We believe it is

important that we continue to work with others to stem this loss for several

renewable resources with an estimated value exceeding $1 million annually.

These wetlands contribute over one billion pounds annually to the Nation's fish

and shellfish harvest. They support about 175 nesting colonies of wading birds,

seabirds and waterfowl that use the Mississippi Flyway. The coastal wetlands

provide a critically important buffer zone from surges caused by hurricanes and

other storms for the 2.7 million people who live and work in coastal Louisiana.

Question: Mr. Secretary, what is the Department, through SCS or other

divisions, currently spending on the problem of coastal wetlands?

Answer: In 1993, the Soil Conservation Service is spending about

$379,000 to operate the Golden Meadow Plant Materials Center in Louisiana.

Ongoing operations will cost $214,000, and $125,000 will be used for capital

improvements. This Center is the most active USDA unit directly involved in

developing and providing vegetative materials needed to preserve coastal

wetlands. However, other research, technical assistance, and cost sharing

activities carried out by the Agricultural Research Service, the Cooperative

Research Service, the Extension Service, Agricultural Stabilization and

Conservation Service, and the Soil Conservation Service operating in coastal

areas and inland watersheds contribute to stemming the loss of our Nation's

coastal wetlands.

Question: Mr. Secretary, how much would it cost to construct another

greenhouse at this facility?

Answer: It would cost about $175,000 to add a second greenhouse and

the lath house, head house and other apparatus needed to support another

greenhouse.

Question: Mr. Secretary, how much could be used by this center for

research if the center were provided sufficient resources to step up their efforts

and undertake and aggressive research program?

Answer: Efforts are being stepped up each year to provide additional

vegetative materials needed to replenish the coastal wetlands at the Golden
Meadow Plant Materials Center. In addition to funding basic program operations
at the Center, funds are provided as part of the Plant Materials Centers upgrade
and renovation initiative. Since 1990, about $1.0 million have been expended on

capital improvements at the Golden Meadow Plant Materials Center as part of this

Initiative. It is estimated that it would cost as much as an additional $720,000 for

six more staff, architectural and engineering contracts, a contract with the Crowley
Rich Experiment Station for biotechnology, a second greenhouse, a seed

processing facility, a seed harvesting facility, and other supporting costs to

Undertake an aggressive research program in a single year.

I

LOUISIANA FEASIBILITY STUDIES

Question: Another recommendation of the Delta Initiatives report was the

heed to promote value added processing in the Delta area to increase economic

development In this depressed area.
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As part of last year's Agriculture appropriations act {PL 102-341) lann.ianp

He'asiSl. d! o^?iT'""r'
^^"^^^" ''^'"'^ "- DUrtmertl^unSe

N.thi o h^ .

^ ^^ providing assistance to Northwestern State University inNatchitoches to make needed repairs to an existing red meat processing acnitv inCentral
Lou.s^na

and (2) establishing a further food processingSrinCentmLouisiana. These new opportunities are desperately needed in Cen ra, LouSawhich has a significant agricultural base but lacks the value-added crmponTnUoexpand economic opportunity. Such expansion is critically important to CentralLouisiana given the closure of England Air Base, and thelss of l^nd^eS of jobsast year. What is the status of these two
feasibility studies and wircop.es betransmitted to my office when they are completed?

^

;, .i.« . r",?T'
^

•^"
^'°"' ""^ Cooperative State Research Service have planneda ste visit to Louisiana for f^ay 18 and 19. 1993. Upon completion of the s.le

Zn.f T''
""' ""' P^"P^^"^- ^°P'^^ °' '^« ^«P°^» ^'" be fon^^arded to the

ReSd Agencies
Subcommittee on Agriculture. Rural Development and

containS'rn'lhr n^[' ^^^.'^}^'^'
^^^^ ^'^ '^^"^^ "^^"y "'^^^^ '^P°rtant initiativescontained in the Delta Initiative report which have, to my knowledge, not been

thoroughly analyzed by USDA. Nor has USDA come up with a comprehensive

UnUZy'^
to 'mplement those initiatives and recommendations falling under the

jurisdiction of the Department.

Have you considered appointing a task force within the Department to
analyze these initiatives and develop a plan to implement them?

Dpif. r^T^^'\ ^^J°" ''"°''' ^^"^'°' Johnston, the recommendations in the

uepartment as well as involving some other Federal Departments As soon a^e appropriate Under and Assistant Secretaries are conn^m^d they will assisTme
^implementing the recommendations. For you information, we have^eque^^^^^^$10 million ,n grant funds in the FY 1994 budget to implement the
recommendation that the Department increase its outreach and technical

the Delta Comm"'"'
disadvantaged farmers. We have also provided a copy of

ZT.gZTZZ'"''''''
'° Vice-President Gore's Task Force on Re-

fo Ho,o°''^^'i?"'
' ""^^""s'^nd that requests have been made to the Departmentto

de^rmine
how many funds are still available under the disaste assistancr

ZZtlcZ"'" T'" ^'^'^
'''' supplemental appropriations blTnd^^^

po^t out th.^m^n'^'^ r' w'"^
'"""'"^ '^°^ "^"^^' ^'^^^»«^ this Winter. I wc

.Zl y^f^'y
'^"'t and vegetable farmers su^ered heavy damages in the

yea S7lT'
'"

'-°"'?""
""'

'^'^^'^^'PP'' ^' ^ ^«^"'' oi Ireeze earlier this

assistance ,n,hr""
'"

'? '""°""'' """ ''^^^ ^^'^^^' ^'^^ be eligible for

farmers?
' "^""^ "'*""* ^"^ ""^^^ '^^ ^^^« ^°"ditions as the midwest

I would

I Answer: Disaster assistance for crop losses in 1990. 1991 and 1992 have

An iXp' r"'"' r'"
''^ '''""' ^"^ ^°"^'«'°"^ specified in the Food

exTent oroJidpr'^'f
'°"

'?^
^'"^" ^'' °' ^^^°- "^hese authorities to sor;e

DrodurP r^^nH T^^^'
assistance for quality losses to fruit and vegetableproducers and other nonprogram crop farmers than to program crop producers
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Under lliese crop loss authorities for nonprogram crops, tlie harvested quantity

which is unmarketable because of quality problems is excluded from the calculated

disaster year production. IVIany fruit and vegetable crops have greater alternative

marketing uses as well. For example, fruits usually sold to the fresh market may,
because of quality problems, still have a processed market. Although disaster

payments are adjusted to reflect receipts from the secondary market, the returns

to the producer are in many cases still more favorable than the returns to program
crop producers who may have harvested enough of the crop to be ineligible for

assistance although the value of the crop may be negligible because of quality

problems.

Question: I further understand that the Secretary of HUD has been

appointed as the informal chairman of an Administration Task Force on Disaster

Assistance and Is looking at ways to improve delivery of disaster assistance.

I have received many complaints over the years about the current

program's guidelines. For one, only if half the county is impacted is assistance

made available under the disaster aid program as a practical matter. So even if a

hurricane, for example, devastates one small area, no funds are available unless

virtually 26 states suffer damage from other disasters. Second, current rules set

the loss trigger too high in many cases for farmers to qualify. IVIany sugar farmers

in southern Louisiana parishes were damaged severely, for the third year in a row,

last fall as a result of Hurricane Andrew. Yet, few could qualify because of the

high trigger and county average rules.

Will you review the current program guidelines to determine whether those

really needing assistance are able to receive it and make recommendations for

improving ttie current program?

Answer: Secretary Cisneros has coordinated an interagency task force to

develop administrative and legislative changes needed to facilitate the delivery of

disaster assistance in South Florida. Findings and recommendations of the task

force are under review, and should be of significant benefit in improving delivery of

programs In Florida as well as our response to natural disasters in the future.

I would like to add several points. First, with regard to high trigger and

county average rules, we would need legislation to change loss thresholds and the

use of average county yields mandated In the Food, Agriculture, Conservation and
Trade Act of 1990 for determining eligibility of sugarcane producers for disaster

payments on crop losses in 1990, 1991, and 1992.

Second, although eligibility for the disaster loan program administered by
FmHA and for payments under livestock feed programs administered by ASCS is

contingent on a county designation, based on a certain level of county-wide loss,

eligibility for disaster payments under the crop loss disaster program administered

by ASCS does not require county designation and is not contingent on a county-
wide loss trigger. Any farmer with a qualifying crop loss is eligible for disaster

payments, regardless of the experience of ottier farmers in the county. Cost share

assistance to farmers under the Emergency Conservation Program administered

by ASCS is also available to farmers on an individual basis. Finally, we consider

the Federal Crop Insurance Program, rather than ad hoc disaster programs, offers

farmers the most reliable protection against natural disasters on an individual yield

basis.
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Question. Wil you participate in tlie HUD-sponsored Task Force and make
ecommendaf.ons for improving the delivery of disaster aid to farmers wlio sufferfrom natural disaster as part of this Task Force s report?

Answer: USDA agencies have participated fully in inter-agency efforts to
review and recommend improvements in disaster assistance programs As
indicated earlier, recommendations of the task force are currently under review

QUESTIONS SUBMITTED BY SENATOR BYRD

AQUACULTURE

Question: The Committee directed that, from within available funds, program
and site plans be established for the development of a national center for fresh

water aquaculture research. What has been the progress to date with respect to

this directive?

Answer: ARS has identified the following criteria as program requirements for

a site suitable for a National Center for Fresh Water Aquaculture Research.

a. A continuous water supply with a flow rate of 1000 gallons per minute during
minimum flow periods.

b. The water must have a purity that would support rainbow trout culture.

c. There must be sufficient land (estimated 50+ acres) at the site for a research

laboratory/office building and fish culture facilities.

d. The site should be reasonably close to a population center and to major
highways to provide access and suitable living conditions for the Center personnel.

e. To assist in the Department of Agriculture's rural development initiative, the

Center should be located in an area that does not already have a large Federal

presence, and outside of a major metropolitan area.

ARS has used public sources of information to identify springs that could provide
water for such an aquaculture research center. In addition, we have contacted

Slate and Federal agencies for information on potential water sources. Potential

sources without sufficient developable land were excluded. In addition, sources
where the water resources already were committed were excluded.

We have identified 16 springs that potentially could support an aquaculture
research center. In addition, we have identified 5 worked-out coal mines that

appear to be producing suitable water supplies. Almost all of these sites are on

private land.

We are now in the process of collecting water samples and water flow rates from

these sources to determine if they produce sufficient high quality water to support

aquaculture research. During the sample collection process, the sites also are

examined to determine If sufficient developable land is available for the research

center.
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After the results of thiese analyses are available about the end of May, we will

narrow the list of sites to no more than 5, and do an in-depth analysis of each site.

We expect that this site analysis screening process will be completed by the end
of this fiscal year.

APPALACHIAN SOIL AND WATER CONSERVATION LABORATORY

Question: List any projects that have terminated or are planned for

termination in FY 1993 and FY 1994.

Answer: The following CRIS projects are planned for termination in FY
1 993. None are planned for termination in FY 1 994.

o Evaluate and Optimize Agricultural Utilization of Coal Fired Plant

By-Products.

o Impact of Hilly Topography on Forage Production Efficiency in the

Appalachian Region.

o Alleviate Acid Soil Toxicities and Nutrient Deficiencies to Improve Forage
Production.

o Optimize Performance of Forage Legumes and l\/licrobial Associations for

Acidic Soils.

Low Impact Forage Production Systems for IVIarginally Productive Soils in

the Appalachian Region.

Forage/Livestock Production Research.

These CRIS projects will be replaced by the following:

o Alleviation of acid soil constraints to plant growth, with the objective of

developing criteria to optimize utilization of natural deposits and industrial

by-products as resource materials for improving plant growth in acid soils.

o Selection and improvement of plants for infertile acid soils with the

objective of making available forage and crop plants which are genetically

adapted to overcoming growth limiting properties of acid soils.

(Management and ecology of pastures in the appalachian region, with the

objective of developing knowledge of plant adaptation, species

composition, and productivity in pasture and silvi-pastoral environments to

establish criteria for management practices to meet the nutritional

requirements of livestock.

o Livestock grazing systems and water quality in appalachian pastures, with

the objective of developing strategies for enhancing livestock production,

profitability, and water quality on pastures under the diverse physiographic
conditions of the Appalachian hill-lands.

Question: What are the research results related to those projects?
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Answer: I understand that scientists liave made significant progress In

dealing with Identified problems faced by produceis in the Appalachian region.

Research already completed addresses problems related to acidic soils and hilly

conditions faced by many producers in this region. Scientists have determined

that certain power plant wastes can be used to improve plant growth under acidic

soil conditions and have determined a number of other factors that will be

important In developing specific management practices for forage-livestock

systems in this region.

Question: What are the FY 1992. and FY 1993 funding levels for the

Appalachian Soil and Water Conservation Laboratory?

Answer: The funding levels for the Appalachian Soil and Water
Conservation Laboratory for FY 1992 and FY 1993 are $3,421,771 and

$3,489,100, respectively.

Question: What is requested in the FY 1994 budget?

Answer: The agency is requesting $3,534,400 for FY 1994 for support of

this laboratory.

Question: Also provide the number of people on board and FTE's at the

facility for FY 1992, FY 1993, and those same numbers that are budgeted for FY
1994 as in FY 1993.

Answer: This laboratory employs 66 people which involve 53 FTE's in FY
1992 and 52 FTE's in FY 1993. The same number of people and FTE's will be

employed in FY 1994.

APPALACHIAN FRUIT RESEARCH LABORATORY

Question: Research conducted at the Appalachian Fruit Research

Laboratory over the past 10 years has demonstrated that biological control agents
can effectively replace chemical pesticides in many post-harvest situations. What
needs to be done to link the biological control technology with the commercial

packing line operation?

Answer: Significant progress has been made, through research at the

Appalachian Fruit Research Laboratory in the past 10 years, to reduce the need
for or reliance on chemical pesticides to control postharvest diseases through the

use of microbial biological control agents. At the present time, none of these

biological agents can effectively replace chemical pesticides in commercial

postharvest disease control situations. The initial impact of microbial biological

control agents in commercial situations will likely be to supplement the use of

chemical pesticides so as to reduce amounts needed to be applied.

So far, results with microbial biological agents to control postharvest diseases

have been obtained only in the laboratory. In order to link this teclmology to

commercial packing line operations, a pilot test demonstration of the practicality of

this approach on a large scale is needed. In addition, there is a need to develop
effective formulations of microbial bioconlrol agents, as well as application

methodology, for use in commercial packing line operations. Finally, there is a

need to incorporate or integrate this technology with other fruit production and

postharvest practices or technologies.
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Question: List any projects that have terminated or are planned for

termination at the Appalachian Fruit Research Station in FYs 1993 and 1994.

Answer: There are 8 in-house CRIS projects at the Appalachian Fruit

Research Station. Of these, 4 projects terminated in FY 1 993. ARS expects to

extend all 4 projects until FY 1995. No projects will terminate in FY 1994. The 4
projects that terminated In FY 1993 are:

Molecular biology and genetic engineering of fruit trees;

Host resistance and stress adaptation in fruit crops;

Breeding and cullivar development of pear and peach; and

Biological management of deciduous tree fruit insect and disease pests.

Question: What are the research results related to those projects?

Answer: Producers of fruit crops in the Appalachian and mid-Atlantic region
face various problems from diseases and postharvest quality deterioration.

Completed research has identified some of the specific mechanisms at work in

genetic resistance to viral and bacterial diseases that will lead to the development
of new, resistant cultivars. Scientists have also made progress in determining the

factors responsible for postharvest damage of fruits. Improved pest control

strategies have also been developed which rely on biological agents or highly

selective pesticides and natural compounds that will help reduce the use of

synthetic pesticides on fruit trees.

Question: Please provide the number of people on board and FTE's at the

Appalachian Fruit Research Laboratory for FY 1992, FY 1993 and the FTE and

onboard personnel budgeted for FY 1994.

Answer: In FY 1992, there were a total of 83 employees at the Appalachian
Fruit Research Laboratory; in FY 1993 there were 83 employees; and 83

employees are budgeted for FY 1994. The FTE for FY 1992 was 63 and 61 for

FY 1993 and FY 1994. We project that about the same number of employees and
FTE's will be on board in FY 1994 as in FY 1993.

WATERSHED OPERATIONS

Question: Mr. Secretary, what funding has been provided to West Virginia,

by project, for P. L. 566 and P. L. 534 watershed projects in FY 1992 and FY
1993? Please provide the dollar amounts and projects to be funded out of your
FY 1994 budget request.

Answer: The information for FY's 1992 and 1993 follows. However, we
cannot provide this information for FY 1994 as we are just beginning the allocation

process. The Soil Conservation Service will soon be contacting States to

determine what their budget needs will be for 1994. SCS will then analyze this

data and make an initial State-by-State allocation, probably in August.
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WEST VIRGINIA
PUBLIC LAW 83-566

FISCAL YEAR 1992 ALLOWANCES

Project or Activity Amount

Ongoing Project Support
State Office Support

Upper Mud
Howard Creek

Wheeling Creek

Total

1.200.000

500.000

5,050.000

4,250.000

7.668.000

18.668,000

WEST VIRGINIA
PUBLIC LAW 83-566

FISCAL YEAR 1992 ALLOWANCES

Project or Activity

Lost River

Ongoing Projects Support & Contracts

State Office Support

Repairs
North and South Mill Creek

Total

Amount

100.000

997,883

450,000

300,000

4.250.000

6,097,883

WEST VIRGINIA

PUBLIC LAW 83-566

FISCAL YEAR 1993 ALLOWANCES

Project or Activity

Ongoing Project Support
State Office Support

Cranberry Channel

Howard Creek
Mill Creek

Contract Modifications

Geologist Trainee

Amount

1,100,000

572,000

2.200,000

5,450,000

9.000,000

700,000

10.000

Total 19,032,000
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. WEST VIRGINIA
PUBLIC LAW 78-534

FISCAL YEAR 1993 ALLOWANCES

Project or Activity Amount

Ongoing Project Support 1,049,000
State Office Support 500,000
Lost River 10.300,000
North and Soutfi Mill Creek 3,646,000
Contract Modifications 500.000

Total
, 15,995.000

CONSOLIDATION OF OFFICES

Question: Mr. Secretary, you will recall that when we met in February, we
discussed the recommendations of the previous Administration with regard to

reorganization of the field structure of the Department. At that lime, I expressed
serious concerns over some of the proposals being put forth, and appreciated your
assurance that you would be looking at staff reductions at the central office first

instead of looking to reduce staff in the field. I note from you budget submission

that your are proposing a new Farm Service Agency.

How does this proposal relate to the recently established Rural

Development Administration?

Answer: The Farm Service Agency, called the FSA, included in the budget
is based on combining the programs of the Agricultural Stabilization and
Conservation Service, the commodity price and income support programs funded

by the Commodity Credit Corporation, the Soil Conservation Service, and the

Farmers Home Administration. The programs of the Rural Development
Administration are separate. Planning for the FSA is still underway and some
modifications may be appropriate. We are looking at the mission of the RDA to

determine if certain programs proposed for inclusion in the FSA would be more

appropriately administered by the RDA.

Question: In West Virginia, the majority of the services provided by the

Soil Conservation Service are non-farm related. Services provided now relate to

flood control and prevention, water quality and improvement, soil surveys and

maintaining the land and water resource base. Obviously, given West Virginia's

topography, soil erosion is a major concern.

Do you plan to factor these services into the criteria when making
recommendations for office consolidations?

Answer: Yes, we will consider factors such as those you describe which

may not have been adequately portrayed in the data that was available. The

State Food and Agriculture Councils have been involved in this process and will

continue to advise us. since they know the local conditions best.

Question: Please provide the criteria that you will use for reorganization.
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Answer. I have not made a final decision on the criteria thai will be used
for reorganization of the field offices.

Question: Will we have an opportunity to review your recommendations in

draft form, prior to final submission?

Answer: I have solicited suggestions from Congress and plan to continue

to involve you in the reorganization process. I will need your assistance and

support, if we are to make meaningful changes in the Department.

QUESTIONS SUBMITTED BY SENATOR DeCONCINI

Question: Mr. Secretary, in September 1992 President Bush announced
that $755 million from the Dire Emergency Act of 1992 (PL 102-229) was being
made for agricultural disasters. The Supplemental Appropriations, Transfers and
Rescissions Bill of 1992 included an additional $320 million for the Commodity
Credit Corporation for additional disaster assistance as authorized by the 1990

farm bill and PL 102-229.

What is the current balance of unexpended CCC funds available for disaster

assistance?

Answer: A total of $2,121 million has been made available for disaster

payments on crop losses in 1990, 1991, and 1992.

The total funding includes: (1) $995 million provided in the first emergency

supplemental of 1992 for Phase I of the disaster payment program covering crop
losses in either 1990 or 1991, (2) $100 million provided for Phase II of the

program covering crop losses on program crops planted in 1991 for harvest in

1992, (3) $655 million provided for Phase III of the program covering unclaimed

losses in any one of the three years 1990, 1991, or 1992, and (4) $382 million

provided in the second emergency supplemental of 1992 to supplement funding

available for payments under Phase III of the program, less about $1 1 million in

funding transferred to FmHA for migrant labor housing assistance.

To date, disaster payments at the prorata factor of 50.04 percent total

about $1,616 million. The total includes: (1) $963 million for Phase I, (2) $97
million for Phase II, and (3) $556 million for Phase III. An additional $210 million

in payments is anticipated, including $60 million in payments on applications on

hand and $150 million in payments on corn quality losses. With funding of $2,121

million and payments of $1,826 million, the balance of funding after payments for

corn quality losses would total $295 million.

Question: f^r. Secretary, the Department of Agriculture recently announced

that a special sign-up would be held to allow corn producers to apply for disaster

assistance based on quality losses. Why was the eligibility limited to corn?

Answer: Prior procedures have provided for contaminated corn to be

excluded from the amount of production used to determine eligibility for disaster

payments. The similar exclusion of corn with severe quality problems we believe

was warranted for many producers who would otherwise be ineligible for
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assistance because the quantity harvested was above tlie threshold for payment
eligibility. We are currently reviewing requests to extend these quality adjustments
to other program crops.

Question: I believe there is a definitive, though complex, relationship
between the outbreaks of whitefly and unusual weather patterns in Arizona for the

past several years. As you know, the whitefly has resulted in severe crop losses

for cotton growers and other producers in Arizona and elsewhere.

The report language which accompanied the 1992 supplemental

appropriations bill (Senate Report 102-395) urged that cotton producers

experiencing losses associated with whitefly be made eligible for benefits. The

report noted specifically that the economic losses suffered by cotton producers
include total yield losses as well as low, sometimes unsalable, quality of fiber.

Is the Department actively considering making producers with certifiable

quality losses in other crops eligible for disaster assistance?

Answer: Yes, as indicated earlier, the extension to other program crops of

quality adjustment procedures announced recently for the 1992 corn crop is under

consideration.

Question: Is sufficient data available to the Department to make
assistance available to producers who suffered quality losses due to whitefly

damage?

Answer: We are unable at this time to judge the adequacy of data for

determining quantity and quality losses due to whitefly infestation. As you know,
we have considered losses due to whitefly infestation ineligible for disaster

payments under definitions in the authorizing legislation of "damaging weather and

related conditions". Our understanding has been that the cause of whitefly

infestation cannot be conclusively Isolated, and that a variety of factors working in

concert may have been the catalyst for the increase in whitefly populations, e.g.,

the lack of chemical controls and a decline in natural predators. However,

"damaging weather" is not one of those factors.

Question: My home state of Arizona has experienced severe flooding

since January 1993. Agricultural producers lost millions of dollars in crops which

were in the ground at the time of the flooding, suffered damage to their land,

homes and other property in the floods and will be prevented from spring and

further plantings until their lands can be restored.

Will you provide me a list of programs which may be available to assist

producers experiencing losses as a result of the flooding?

Answer: USDA agencies can provide the following kinds of assistance to

help producers recover from flooding damages: (1) livestock feed assistance from

the Commodity Credit Corporation, (2) help in restoring damaged eligible land,

through the Agricultural Stabilization and Conservation Service and the Soil

Conservation Service, (3) low interest loans to farmers, through the Farmers Home
Administration, (4) indemnity payments to farmers for crop losses covered by

insurance, through the Federal Crop Insurance Corporation, and (5) technical

infonnation and assistance in developing plans to reduce disaster effects and
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return to normal after a disaster, through the Extension Service, in cooperation
with the State Cooperative Extension System (CES) and State land-grant
universities.

Question: Will you provide me a list of programs which have already been
made available to growers in Arizona In response to the flooding disaster?

Answer: All of these programs are available to Arizona producers with

production and property losses. Probably the primary emergency program
currently assisting producers in Arizona with flood losses is the Emergency
Conservation Program (ECP) administered by the Agricultural Stabilization and
Conservation Service. The ECP provides emergency funds for sharing with

farmers and ranchers the cost of removing debris and rehabilitating eligible

farmlands damaged by natural disaster. Much of the ECP work in Arizona has

focused on repair of irrigation canals and other facilities damaged or destroyed by
the flooding.

Question: Can any of these programs be funded from the unspent

emergency appropriations disaster assistance associated with legislation and

declarations made in 1992?

Answer: The 1994 budget does not propose additional funding for the

disaster payment program. Full funding is requested for the Federal Crop
Insurance Corporation, and we consider the crop insurance program to be primary

disaster assistance program available to farmers for protection against losses from

natural disasters. The budget also proposes to maintain funding for the

emergency conservation and livestock feeding programs administered by the

Agricultural Stabilization and Conservation Service and the farm lending programs
of the Farmers Home Administration.

Question: What funds are included in the Department's FY94 budget

proposal to provide assistance to producers with losses due to this flooding?

Answer: The 1994 budget does not propose additional funding for the

disaster payment program.

FRESH ORANGE EXPORTS TO JAPAN

Question: International trade is extremely important to American

agriculture and especially to citrus growers in Arizona and other producing areas.

The visit of the Japanese Prime Minister with President Clinton and current efforts

to further open the Japanese market to American products presents a question of

interest to growers in my state. What efforts are being made by this

Administration to reduce the duty in Japan on fresh oranges exported from the

United States?

Answer: The U.S.-Japan Beef and Citrus Agreement, signed on July 5,

1988, eliminated quotas on fresh oranges imported into Japan as of April 1, 1991.

Orange exports to Japan are still restricted by the current tariff which is bound at

40 percent in-season and 20 percent off-season. This Administration will continue

I

to raise the issue of high, restrictive tariffs on oranges with Japanese officials in all

appropriate bilateral consultations such as the annual U.S.-Japan Trade

Committee meetings.
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Negotiated reductions in tariff rates on oranges are also being addressed in

the Uruguay Round of multilateral trade negotiations. President Clinton

announced in early April a plan to extend ttie fast-track authority for the Uruguay
Round negotiations. It is expected that tariff rales on oranges will be reduced by
15 percent over a six-year period as part of a successful Uruguay Round

agreement. U.S. orange exports to Japan in 1992 reached 165,000 metric tons,

an increase of 32 percent over the average annual exports during the period 1988

through 1990 when quotas were In effect.

[MARKET PROf^OTION PROGRAfVl

Question: The Market Promotion Program -- fy/IPP -- has been a very

important means to assist American farmers in operating in foreign markets. Do

you support continued funding for this program?

Answer: Yes, I support continued funding for IVIPP at the $148 million level

as provided in the 1994 President's budget. Our proposal continues the program
at this year's level, which we believe is adequate for meeting our market

promotion objectives.

Question: The Animal and Plant Health Inspection service (APHIS) has an

essential role In protecting the public by ensuring the safety of the nation's food

and fiber supply. I commend your attention to problems in this area, particularly

with respect to meat Inspections. Can citrus growers expect continued attention

to their inspection needs as well?

Answer: Yes, USDA will continue in efforts to protect citrus as well as

other U.S. fruit and vegetable crops from pests and diseases. Survey, control,

and regulatory activities are maintained through APHIS' fvlediterranean and

(viexican fruit fly programs which were started during the Depression. Detection

surveys are carried out in Alabama, Arizona, California, Florida, Georgia,

Louisiana, fy/lississippi, New f^exico. South Carolina, Texas, Puerto Rico, and the

U.S. Virgin Islands. Plant materials coming from outside the United States are

Inspected at ports of entry under the Agriculture Quarantine Inspection program.

Program methods Include Inspection and regulation of garbage from carriers,

detector dogs at airports and post offices, and passenger Inspection. APHIS also

continues to support the Cartobean fruit fly protocol for exports to Japan.

With respect to meat inspections, the Food Safety Inspection Service

(FSIS) is the agency responsible for that service. FSIS submits samples from

slaughter plants to APHIS' National Veterinary Services Laboratory for tuberculosis

identification as part of a surveillance system. Positive results for tuberculosis will

lead to a follow-up Investigation by APf-IIS to traceback the animal to its herd of

origin. In addition, APHIS provides FSIS with informational materials related to

sample submissions and Includes FSIS personnel in their national training

courses.

Question: As you know, Mediterranean, Mexican and other flies pose a

hazard to the U.S. citrus industry. Do you support additional funds for these

eradication programs?
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Answer: I supporl providing sufficient funding in order to protect tlie U.S.
fruit and vegetable industry from ttie threat of exotic fruit flies. We provide funding
annually for regular survey, control, and regulatory activities, through the

Mediterranean and [Mexican fruit fly programs. We also have provided funding to

combat exotic fruit fly outbreaks in Florida. California, and Texas. Since 1981, the

Department has spent approximately $105 million for this purpose. For Fiscal
Year 1993 I have made available $25.9 million in emergency funds to finance the
Federal share of the fruit fly eradication activities in California.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

CROP INSURANCE

Question: The budget indicates that the proposed reform of the Federal

Crop Insurance Program will be phased-in, l^eginning with the 1994 crop. Over
what period of years would this proposal be phased in?

Answer: The proposal calls for a phase-in of area yield coverage to be

completed in 1998.

Question: How many counties would be offered area-yield rather than

individual coverage the first year?

Answer: We expect to extend the new area-yield coverage to about 700

counties in crop year 1994. However, individual coverage will be continued in

each of these counties for at least the flrst year. In those counties with the most

adverse loss ratio experience over the past ten years, individual coverage will be

modified to make the program more actuarially sound.

Question: Would all crops in these counties be covered?

Answer: For crop year 1994, we plan to extend the pilot area-yield

program for soybeans to additional counties, and to offer such coverage for the

first time for corn, wheal, and grain sorghum. If feasible, we would also offer it to

a limited extent for cotton, peanuts, and sunflowers.

Question: How do you calculate that this proposal to reform the federal

crop insurance program would result in savings of $105 million in delivery costs in

fiscal year 1994?

Answer: About $18.2 million of the $105 million in total savings would be

achieved through reductions in FCIC's overhead expenditures. Continuation of the

long term decline in business done under agency sales and contracts is would

account for about $6.8 million of the total saving. The rest of the savings be

achieved by reductions in payments to reinsured companies. We expect that the

book of business done by these companies will decline slightly as we phase-in the

area-yield coverage and modify individual coverage.

Question: If this proposal is approved, do you foresee any problems where

crops in counties for which individual coverage is now provided would not be

covered under the area-yield insurance?
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Answer: Currently, we are proposing to continue individual coverage for all

crop counties where it is now provided. About 5,100 crop county programs would

be modified, primarily by reducing yield guarantees, to make them more actuarially

sound. For crop year 1994, area-yield coverage for soybeans, corn, wheat and

grain sorghum would also be offered in about 700 counties. If feasible, it would

also be offered in a limited number of counties for cotton, peanuts, and

sunflowers. By 1998, the phase-in of area coverage would be complete, and

individual coverage would no longer be offered. The phase-in period will allow

time for resolving certain data and other technical problems relating to area-yield

coverage.

Question: In the fall of last year, a 2-year pilot test was approved offering
insurance to soybean farmers based on county rather than individual yields.
Wouldn't it be better to conclude and evaluate that pilot test before extending the

program to other areas and crops as the fiscal year 1994 budget proposes?

Answer: We think the phase-in of area-yield coverage, as proposed in the

1994 budget, is a prudent course of action. There will be time to develop area-

yield coverage on a crop by crop basis and to evaluate the new coverage before

individual coverage is actually phased-out. We have given considerable thought to

the need for such a phase-in period which is why we modified the initial proposal
that was made for switching to such coverage all in the first year.

FARMERS HOME RENTAL ASSIATANCE

Question: I have been informed that there is a critical need for additional

rental assistance units for servicing purposes in Mississippi to assist very low and

low income tenants living in Farmers Home Administration financed complexes.

I am informed by the Mississippi Farmers Home State Office that of the

15,643 apartment units financed in the State, there are presently 4,697 families

living in these apartments paying over 30% of their income for housing and

utilities. In addition, there are presently 716 apartments vacant, mostly due to the

fact that very low and low income tenants cannot afford to pay the rents required

without rental assistance. Also, most of the complexes that do not have full rental

assistance are in financial trouble because of the high vacancy rates they are

experiencing. I understand there is a need for approximately 5,400 rental

assistance units in Mississippi to assist tenants now paying rent overburden, and

to enable families to move into vacant units ar rents they can afford to pay.

How many other states are sharing these problems and what is the

Department doing to address these critical needs?

Answer: According to a recent survey, conducted by FmHA, there are over

80,000 families and Individual tenants residing in FmHA financed projects in what

we call rent overburden, that is to say they are paying in excess of 30 percent of

their income for rent and utilities. Further, there are 20,000 vacancies existing in

FmHA projects, and to a large extent this is due to the lack of income to pay the

required rent. Over $1 billion in additional funding would be required to assist all

tenants paying in excess of 30 percent of income for rent and to provide rental

assistance lor vacant units in order to make them affordable for families in the

area. We are exploring other remedies to address the most critical needs, but as

of yet, no final solution has been reached.
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Question: As I understand ttie situation, the fiscal year 1993 appropriation
for rental assistance is now stiort of tfie amount required to renew existing

contracts, leaving no funds available for servicing. At the time we enacted the

appropriations bill, it was our understanding lliat the amount provided would be
sufficient both to fund renewals and servicing.

What is the extent of the fiscal year 1993 shortfall required to meet both
renewal and servicing requirements? A supplemental appropriation is not

requested in the President's Budget for rental assistance, why?

Answer: In total a shortfall of $68 million exists in order to renew existing

contracts and $7 million Is needed for emergency servicing needs. We are

exploring a funding alternative to meet these needs.

Question: What will be the impact of not providing the additional funds

required?

Answer; Without the additional funding, FmHA estimates that about 5,500
families currently receiving rental assistance would lose this assistance in 1993,
and over 200 section 515 projects could face default as a result. FmHA and the

Department have been considering several options for meeting the shortfall, and a

supplemental appropriations was one of the options considered.

Question: Another problem which has been brought to my attention is the

fact that new projects are sometimes built with rental assistance in markets where
vacant units exists without access to rental assistance.

Building new projects where there is available existing does not appear to

make a great deal of sense from a cost standpoint. How extensive is this problem
and what, if anything, is done to prevent this situation?

Answer: I would agree that it would not make sense to build new rental

housing projects in areas where vacant units exist in FmHA financed projects.

FmHA's regulations require the completion of a market study to assess the

availability and characteristics of existing housing resources in the market area of

a proposed project. The regulations also require coordination of the market study
with HUD to Insure that another Government financed project is not be considered
for the area. The construction of new units in the same community or are in which
there is a significant number of vacant units would not be expected because of

these requirements.

Question: I have heard it said that the earmarks on rental assistance

funding contained in the appropriations act contribute to the problem.

For fiscal year 1993, for example, a floor of $122,522 thousand is provided
for new construction. Is this a problem? Would the Department be spending less

than the floor for new construction and applying these funds for other purposes if

the earmark did not exist? What is the new construction funding requirement for

fiscal year 1 994?

Answer: FmHA has proposed in the FY 1994 budget, as in past years, to

delete the appropriation language setting limits for the various categorical uses of

rental assistance, i,e., renewals, new construction, and servicing. FmHA is of the
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opinion that this would provide the programmatic flexibility needed to address

growing rental assistance needs. For example, one suggestion that has been

made is that FmHA should allocate additional rental assistance to existing units to

assist tenants paying in excess of thirty percent of their income for rent rather than

providing rental assistance for newly constructed units. While this suggestion

may have some merit, considering the existing budgetary constraints, FmHA has

been restricted by the language in the Appropriations Acts. I should also point

out that while new construction is definitely needed to meet critical housing needs

in some areas, each unit constructed adds to the long-term problem of finding the

funds to meet the demand for renewals. The 1994 estimate for new construction

is approximately $113 million.

Question: The fiscal year 1994 budget requests an increase of $84 million

for rental assistance payments to cover the costs of expiring contracts, and

proposes $75 million to fund a rural housing voucher program.

How will the fiscal year 1994 funding proposals meet the needs of very low

income and low income families for safe, decent, and sanitary housing at

affordable levels?

Answer: The increase of $84 million requested in the FY 1994 budget for

the renewal of expiring rental assistance agreements will meet the anticipated

demand. However, it will not permit extending rental assistance to any of the

approximately 80,000 families and individuals paying in excess of 30 percent of

income for rent. The $75 million requested for the voucher program will make
available similar rental assistance to families in areas in which there is sufficient

existing rental housing available, but is not affordable to low and very low income

families without the availability of rental assistance.

FOOD SAFETY AND INSPECTION SERVICE

Question: The Administration proposes increased funding of $4 million in

its economic stimulus proposal and $10 million in fiscal year 1994 to hire and train

an additional 200 inspectors; in addition, an increase of $8 million is proposed for

fiscal year 1994 for a major research initiative to investigate foodborne pathogens.
As you are aware, questions were raised about the adequacy of the U.S.

inspection system when contaminated ground beef caused extensive illness and
two deaths earlier this year.

While hiring inspectors is a good first step, you have indicated that visual

inspection cannot detect pathogenic bacteria. Can you please tell us more about

the $8 million research initiative proposed and what the Department's long-term

goals are for revamping the meal and poultry inspection system to assure the

safety of our food supply?

Answer: In developing the future inspection program we will be focusing
on enhanced public health protection at critical points from the farm to the dinner

table. Microbiological monitoring programs will be developed employing Hazard

Analysis and Critical Control Point (HACCP) principles in beef slaughter plants and

ground beef processing plants. The Department Is proposing to develop an on-

farm investigation program and epidemiological studies of foodborne enteric

pathogens, beginning with E. coli 0157:H7. We are also considering legislative

changes to mandate animal identification and traceback to determine the herd of

origin of infected animals.
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We will be speeding the development of tests that can be used by In-plant

inspectors to identify infected product, and will also be proposing to expand our

microbiological baseline studies to include all beef, poultry, and swine. We
propose to conduct a baseline study for ground beef. Stricter requirements for

boneless beef reinspection are planned and we are proposing to publish a

regulation on cooking times for hamburger patties.

Finally, we propose to strengthen food safety education for food service

establishments and consumers. We propose to mandate the use of safe-handling
labels on raw meat products sold at the food service and retail level. In

accomplishing these goals we will be working closely with the Food and Drug
Administration and other agencies that share a role in food safety.

Some of these improvements will be difficult to achieve. However, the $8
million included in the Department's 1994 budget request will be a step in the right

direction for providing the people of this country with an up-to-date inspection

system that is focused on foodborne disease.

Question: The fiscal year 1994 budget proposes to collect $104 million

from new user fees on meat and poultry inspection services beyond a single eight-

hour primary approved shift. Industry now pays overtime costs for services

beyond any eight hour shift. What is the definition of a "primary approved shift" for

purposes of the new user fee proposed?

Answer: Current law authorizes the Department to recover the full cost of

inspection services performed when the inspector is in an overtime pay status, and

the plant is operating beyond an approved first or second shift. Plants receive

inspection at no cost to them when it is performed on an approved regularly

scheduled first or second shift.

The proposal included in the 1994 budget request would provide one shift

of inspection per day at no cost to the plant. The criteria for determining which

shift of a mullishift operation is first or primary will be established through

implementing regulations that will be proposed and subject to comments from all

interested parties.

ALTERNATIVE AGRICULTURAL RESEARCH AND COMMERCIALIZATION

Question: The fiscal year 1994 budget requests a $12.75 million increase

above the $7.25 million current level for Alternative Agricultural Research and

Commercialization. Would you please give us an update on the status of fiscal

year 1993 funding for this program.

Answer: On August 17, 1992, a Request for Proposals was published in

the Federal Register . The requests for assistance from the Alternative Agricultural

Research and Commercialization

--AARC- Center totaled $175,000,000 in the 407 pre-proposals received; total

project budgets were $448 million so the applicants were willing to commit $1.50

for every $1.00 requested. Following review by the Board of Directors, 48

applicants were requested to submit full proposals asking for about $30,000,000.

Currently, final negotiaions are underway with 22 firms requesting the roughly $10
million of available funds. The AARC Board of Directors plans to use at least 85

percent of the 1993 funds as well as funds carried over from 1992 for support of

22 projects.
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Question: Have regional centers been selected? If so, how many are

being established and where will they be located?

Answer: Request For Proposals for regional centers was published in the

Federal Register on December 23, 1992. Applications were due February 19,

1993. The AARC Center received 14 applications. The Board of Directors

initiated discussion of regional centers at its meeting March 2 and 3, 1993. We
anticipate the Board will decide on the first two regional centers at its meeting
scheduled for May 18 and 19, 1993.

Question: What Is the status^ proposals for grants?

Answer: The AARC Board of Directors plans to invest the approximately
$10 million of available funds in 22 projects. Negotiations with successful

applicants are now in their final stages. Cooperative agreements will serve as the

legal mechanism for projects rather than grants.

Question: Which proposals have been selected for funding?

Answer: Once the AARC Board of Directors completes final negotiations

on the 22 projects selected for funding the Board will announce the recipients,

probably by June 1 . These 22 projects range from small start-up operations to

large impact technologies and involve 14 different plant and animal materials.

RUSSIAN AID PACKAGE

Question: President Clinton's Russian aid proposal includes an $894
million food aid package, $700 million in low-interest, long-term credit and $194

million in food donations. The $700 million in grain sales is being provided under

the Food for Progress program which requires that 75 percent of the commodities

move on U.S. vessels. I understand that there is now a problem with the $30

million cap on the amount of transportation costs that USDA can pay under that

program. Will the Administration seek legislation to increase that cap?

Answer: At this time, the Administration is seeking to identify options and

authorities which are available for funding the transportation costs of the Food for

Progress credit program. We are focusing on administrative solutions to the

transportation funding issue rather than a legislative solution such as seeking an

increase in the $30 funding limitation.

Question: What Is the estimated amount that will be spent on

transportation costs out of the $700 million in food aid proposed?

Answer: The amount will vary according to the commodity mix that is still

to be negotiated. Based on the assumption that the program will consist primarily

of bulk commodities, we have been estimating ocean freight costs in the range of

$200 million to $250 million.

Question: What will be the repayment terms on the direct food aid being

provided?

Answer: The $194 million component of the food aid will be provided on a

grant basis. The $700 million Food for Progress credit agreement must still be

negotiated, so the final terms have not yet been determined. However, we are
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proposing repayment terms in Ifie range of 15 years, including a 7-year grace

period during whicti principal payments will be deferred. The interest rates will be
concessional -- ttiat is, lower than commercial rates.

Question: Would you please give us an update on Russia's defaults under

the USDA credit guarantee program. What is the total amount now owed by
Russia? How much of this debt will be rescheduled? How many claims have

been filed with the Department by lenders and how much has the Department paid
to these banks?

Answer: In total, Russia's current exposure to CCC is approximately $4
billion; this covers CCC-guaranteed debt for both the former Soviet Union --

FSU -- and Russia itself. Of this, $1.1 billion of FSU debt would be rescheduled

under the agreement signed in Paris on April 2. As of April 19, Russia had
defaulted on $741 million in principal and interest payments coming due to U.S.

banks. As of that date, CCC had received 555 claims totaling $565 million, of

which $382 million had been paid.

QUESTIONS SUBMITTED BY SENATOR SPECTER

USDA REORGANIZATION

Question: Mr. Secretary, I understand that the Department is considering

proposals for reorganization. While I support efforts to make the Department of

Agriculture more efficient, Pennsylvania farmers have expressed concern that

reorganization could reduce services to farmers. According to information

provided to me, the methodology used to propose closure of Agricultural

Stabilization and Conservation Service (ASCS) can be considered biased against

agricultural states in the northeast.

I understand that when considering to close an office, tlie Department
considered the dollar volume of program payments as an indicator. Since it was a

disaster year for Pennsylvania and farm program payments were low, it is believed

that the use of dollar volume of program payments would not be accurate. Would
it not be more accurate to use the average of payments for several years to

determine the volume of program payments?

Answer: The study methodology of the USDA - OMB review team used

many elements to evaluate the efficiency of an ASCS office, not just the dollar

value of the program benefits delivered to ASCS clients.

i
There were six basic criteria used to evaluate offices. They were the

program delivery cost you mentioned, which reflected a cost benefit computation
of administrative cost versus dollar value delivered; the service group which

included measurements for both actual clients served and number of potential

clients the office could serve; a complexity factor for the type and number

programs administered by the office; a geographic service area measurement; a

factor for the workload intensity of the office which reflected the amount of time the

office spent working on program related workload versus purely administrative

work such as writing payroll checks and keeping the computer system available for

client services; and finally, offices were evaluated in regards to their collocation
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status with other USDA agencies reflecting the value to the producer of having

one-stop USDA services.

Using several years of data is always more meaningful to the validity of a

study. The USDA - OMB review for all the agencies studied had only 1991 data

available. However, ASCS had several years of data-1988 through 1992--and

performed numerous analyses. It was determined that using the six basic criteria

still provided a valid ranking of offices, from the most to least efficient offices.

Question: I understand that USDA used the number of producers who
received farm program payments as an indicator of the need for a county ASCS
office. This formula, as I understand it, did not take into account the number of

programs in which the farmer participated even though each program requires

sen/ice by the county ASCS office. Because of the nature of farmers in

Pennsylvania, a single farmer may participate in many programs. Would it be

more accurate of an ASCS office to consider the number of programs
administered in addition to the number of farmers served?

Answer: By using the six criteria method, Pennsylvania ASCS county
offices received consideration for the number of programs a Pennsylvania farmer

participated in four of the six criteria described above. They were: program

delivery cost, service group, complexity and workload intensity. These four criteria

reflected 85 percent of the evaluative score computed for ASCS county offices.

Question: I understand that the original USDA recommendations to close

ASCS offices were not altered to take into consideration the geography and road

systems of a state or county. In Pennsylvania, mountains, rivers and roads make
it difficult to travel between counties for service even though they seem relatively

close. Will the Department consider geographical boundaries when proposing
ASCS office closures?

Answer: In November 1992 State Food and Agricultural Councils--FAC--

with representatives from ASCS, SCS, FmHA and Extension Service were asked

to review the analysis completed by ttie USDA - OMB review team. They were

asked to apply their knowledge of the geographic barriers to the study results.

'

However, for those counties and Stales which may have been overiooked

somehow, I postponed closing any offices until I had an opportunity to reorganize

Washington and closely review the study which led up to the closure list. I asked

State FACs to submit implementation plans by April 19, which include information

on closing impacts to agency f>ersonnel, leases, services and communities. These

plans will be thoroughly analyzed before any office is dosed.

DAIRY

Question: Mr. Secretary, recently a group of dairy farmers of Pennsylvania
and other states made a trip to Russia to deliver 20 tons of U.S. -produced dairy

products and to discuss trade potential writh Russia. It was concluded from these

meetings that Russia is very interested in future trade for U.S. dairy products and

had particular interest in obtaining U.S. dairy products as part of any U.S. aid

package proposed by the Administration. I understand that there exists some 450

million pounds of surplus butter currently in storage by USDA's Commodity Credit

Corporation which could be made part of the proposed aid package.
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Has the Department of Agriculture considered making dairy products part of

the Export Credit Guarantees aid package proposed by the Administration?

Answer: The credit package which the Department intends to make
available to Russia will be carried out under the authority of the Food for Progress
Act of 1985; these will not be CCC export credit guarantees which have been
made available to Russia in the past. With respect to the Food for Progress credit

program, the commodity mix has not yet been determined. We will need to

discuss the commodity mix with representatives of the Russian Federation before

we can be certain what commodities may be included.

However, we can report that we are using the authority of section 416(b) of

the Agricultural Act of 1949 to donate considerable quantities CCC-owned butter

for use overseas. Between programs for Russia, both those being carried out

through private voluntary organizations and bilateral agreements, and similar

arrangements being negotiated with countries of Eastern Europe and the former

Soviet Union, we have plans to donate half of the total butter in CCC inventory.

And new proposals for use of the butter continue to be received by the

Department.

PESTICIDE USE

Question: Mr. Secretary, pesticide issues have been a major concern for

growers in Pennsylvania and the public. In the next couple of months, concerns of

the Delaney Clause, pending food safety and minor use pesticide legislation, and

the release of the National Academy of Sciences study on children's exposure to

pesticides in food will make pesticide issues even more contentious and

controversial. How does the Department intend to coordinate policy and programs

Internally, with Congress, and with other federal agencies to deal effectively with

Important pesticide issues?

• Answer: Internally, the Department has taken a number of actions to

Improve and coordinate food safety and pesticide policy by strengthening existing

programs. We are developing updated, scientifically-based information regarding

the safe and effective use of pesticides. We are also continuing to improve the

coordination among agencies with the Department. USDA agencies are

committed to communicating more effectively about pesticide and food safety

Issues, particularly in urgent situations that require coordinated responses from

USDA.

At the Federal level, we are working closely with the Environmental Protection

Agency, and the Food and Drug Administration to address problems in pesticide

and food safety regulations. These agencies have undertaken a joint effort to

eliminate longstanding inconsistencies in the Federal Food, Drug, and Cosmetic

Act. We are also addressing the need to establish a "negligible risk" standard for

pesticide residues in foods. This cooperation and exchange of information is

outlined in a number of Memoranda of Understanding. We are prepared to

address the various pesticide issues with Congress.

Question: Mr. Secretary, Integrated Pest Management (IPM) has enabled

growers in Pennsylvania to raise crops in an economical and environmentally

sound manner. USDA officials have asserted that thirteen different USDA

agencies are working on 1PM. Given the importance of IPM programs to
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agriculture, what can the Department do to coordinate IPM activities and make
them a priority?

Answer: We definitely consider IPM to be a priority. Our 1994 budget
proposes increases for research in IPM and biological control through the National

Research Initiative and the special grants program. Pest suppression programs
conducted by USDA agencies will use these techniques where applicable and
Extension Service will continue to provide education to encourage the adoption of

improved IPM practices. A working group has been established to assure

coordination of IPM activities within the Department and with EPA. Regular

meetings of the working group provide a forum to exchange information,

coordinate budget and program plans and respond to current issues. A wide

range of agencies are represented in the working group, including research,

education, technical and financial assistance and land management agencies. I

understand tliat the group has prepared a description of USDA programs in this

area that will be published soon.

QUESTIONS SUBMITTED BY SENATOR GORTON

FOOD SAFETY

Question: Mr. Secretary, when you testified before tlie Senate Agriculture

Committee last February, I asked you if you were familiar with a piece of

legislation I introduced on food safety
-- better known as "backhauling"

- and was

subsequently signed into law. At the time of that hearing tlie regulations for the

law are still pending signature by you and the Secretary of Transportation.

Although you told me at the hearing that you were not familiar with this law, you
did say that you would give Secretary Pena a call and see to it that the regulation

was signed. Have you spoken with Secretary Pena and has the backliauling

regulation been signed?

Answer: USDA has been working with the Department of Transportation to

ensure that USDA's interests are reflected in the regulations they will be

promulgating. The Department of Transportation has informed USDA that the

rules for implementing "backhauling" are under the Administration's review.

Question: After learning that you intended to conduct a series of

nationwide public hearings on food safely reform, I wrote to you and asked that

you hold one of these hearings in my state of Washington, in part because I think

its important that you hear from families of E. coli victims. Will you be scheduling
one of your food safety reform hearings in Washington state?

Answer: Yes, we are planning to hold a public hearing in Seattle,

Washington, this summer.

GRAZING AND RECREATIONAL USER FEES

Question: The President's original economic plan called for drastic

increases in fees to be collected from the use of Western public lands for grazing,

mining, timber harvest, etc. In the view of public land users and many of us in the

Senate, these increases would have lieen devastating to vital rural economies
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throughout the West. Since then, the President has agreed to work with Congress
to draft a more reasonable fee schedule.

The table on page 95 of the Department's budget briefing bool< includes

$12 million in FY 94 savings from increased grazing and recreation fees on Forest

Service lands. Judging from the text on page 56, it appears that $10 million of

these savings are to come from recreation fees and $2 million from grazing fees.

While this committee does not appropriate for the Forest Service can you
tell me how these figures were determined, and whether they correlate to specific

increases in grazing fees and recreation fees?

Answer: The $2 million increase in grazing receipts is based on a fee two

and one-half times the current rate implemented over a 4-year period. The $10
million increase in recreation receipts was based on updated field information from

each of the nine Regions showing estimated additional collections for these new
recreation sites and nationally designated special areas. The increase was based

on additional sites only, not on increased charges at sites where fees are already

charged.

Question: Were these figures determined before tlie President agreed to

reevaluate his proposed fee increase?

Answer: These figures were included in the data incorporated in the

document A Vision of Change for America which was released on February 17,

1993. While the Administration has indicated that it would be flexible in the way
that these increases are adopted, the policy of increasing fees by the amounts
indicated has not been changed.

APPLES

Question: Mr. Secretary, one of Washington state's most important and
successful export commodities is apples. Last year, our state's growers sold

some $300 million in appjes abroad. For eighteen years, however, our apple

growers have undertaken the frustrating task of trying to gain access to the

protected Japanese market, which could offer another $35 million in annual

exports
-

although, because the market has always been closed, it's hard to tell

how much our growers could sell. Finally, after eight years of intensive efforts, the

apple industry and the Japanese Government have resolved all the major
technical issues. As you know, however, the Japanese Government has recently

stalled on the remaining minor issues, apparently with the hope of keeping its

market closed until January 1995.

Last month, I wrote letters to you and Ambassador Kantor asking that

USDA and USTR consider these remaining issues to be political trade barriers. I

was happy to see that the following week you mentioned this issue with Japanese
Ambassador Kuriyama and that last week you and Ambassador Kantor wrote to

the Japanese Agriculture Minister. These technical issues must be resolved within

the next two months if our apple growers are to win access by January 1994 -- the

date on which the Japanese previously agreed. What is the Department of

Agriculture doing to open the Japanese market to apples?
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Answer: We have worked closely with Japanese plant quarantine officials

for more than 10 years to develop a comprehensive, scientific procedure for the

export of U.S. apples to the Japanese market. We are now at the point where we
have technically proven the safety of U.S. apples and satisfied all of Japan's major

plant protection concerns. Unfortunately, Japan has refused to complete the

review process or to formalize the import approval.

Japan's actions have moved this issue from a technical to a trade policy

problem. As you know, in our letters and meetings with Japanese officials, both

U.S. Trade Representative Kantor and I informed the Japanese government that

we consider their import ban to be an unjustifiable trade barrier motivated by
protectionism. The U.S. food exhibition In Osaka on April 16 allowed us to

publicize our position. We also instructed the U.S. Ambassador to carry this

message to the various Japanese ministries, and our Embassy filed a formal

complaint with Japan's Office of the Trade Ombudsman, an agency empowered to

review import access problems under the U.S.-Japan Structural Impediments
Initiative. We will continue to press hard on this issue with the intention of gaining

approval for imports of U.S. apples in time for entry of the 1993 crop.

BELOW-COST TIMBER SALES

Question; The Administration is proposing to eliminate the below-cost

sales over the next three years. While this committee does not appropriate funds

for the Forest Service does the Administration know what forests face closure in

each of the next three years?

Answer: Data from the Timber Sales Information Reporting System

(TSPIRS) Statement of Timber Sale Revenues and Expenses for the average of

the three-year

Question: In general putting government programs on a pay-as-you-go
basis Is something of which I approve. The moving of this program to a pay-go

approach however is extremely short-sighted and could have a disastrous effect

on federal timber dependent communities throughout the country, especially in

Eastern Washington. If the administration's proposal is enacted, counties around

the country will lose some $14 million in revenues and some 17,000 people may
lose their jobs. Has the Administration considered the economic dislocation

inherent in its below cost sales proposal?

Answer: The Administration has considered the matter of economic

dislocation, and, for that reason, has proposed to phase in the adjustment over a

four-year period and to pursue cost efficiencies to move forests to "above cost"

status where possible. This will provide some opportunity for adjustment.

Furthermore, many below-cost forests are located in areas where much of the

local timber supply comes from private lands. In such situations, we would not

expect the effects to be so significant.

Question: The "true" cost of a timber sale is difficult to calculate. The

proposal suggests eliminating all sales where the cost to the Forest Service is

outweighed by the revenue generated by the sale. Will the Forest Service be

required to include in its calculation of "costs" 1) the value of the sale to Forest

Service overall plan for managing the specific forest, i.e. salvage sales; 2) the cost

to the Forest Service of legal appeals to a sale; 3) the cost to the Forest Service
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of enhancing non-timber resources such as enhancement of wildlife, soil, and
water resources? If not, why?

Answer: Tlie TSPIRS calculation of costs and revenues includes salvage
sale costs and revenues, the costs of appeals and litigation, and the costs of

preparing a timber sale that will enhance other resources. The economic benefits

to other resources are included in the TSPIRS Economic Report, but not in the

TSPIRS Statement of Timber Sale Revenues and Expenses. The Statement of

Revenues and Expenses was used to Identify below-cost forests. However, the

Administration is still reviewing how this report will be utilized in the

implementation of the below-cost policy.

Question: I am told by the Washington Association of Wheat Growers that

due to dry weather last year, test weights in Washington state wheat crops were

well below normal. In fact, very little wheat graded number one in the Northwest

due to poor test weights.

I am told that past disaster eligibility has been based upon the quantity of

the comtnodity harvested. Wheat producers affected by low test weights and/or

sprout problems were subject to a substantial penalty but were not eligible for

relief under disaster assistance if they had a near normal crop yield. It has come
to my attention, however, that USDA made an exception to the "quality issue" for

corn producers in the state of Michigan.

In light of this, does USDA plan to give Washington state wheat producers
who experienced quality problems an exception?

Answer: You are correct that eligibility for disaster payments is generally
based on the quantity of the commodity harvested. However, because of

unusually severe quality losses in the northern corn belt states, we recently
announced that quality losses would be taken into account for the 1992 corn crop
when determining eligibility for disaster assistance. Under the new procedures,
which are similar to the prior exclusion from production of contaminated corn,
ASCS shall exclude low quality production from calculated disaster year production
when determining crop loss disaster benefits for the 1992 corn crop. The
extension of such adjustments for quality losses to wheat and other program crops
is currently under consideration.

Question: If not, why has USDA granted IVIichigan corn farmers an

exception and not Washington wheat growers?

Answer: Our response regarding the 1992 corn crop, an extension of prior

procedures used to exclude contaminated corn from disaster year production,
reflects the severity of quality losses and the fact that for many corn producers in

fy/lichigan and adjacent states, the quantity harvested made then ineligible tor

assistance although the value of their crop, because of low quality, was practically

worthless. As indicated, the further extension of quality adjustment procedures to

wheat and other program crops is under review.

It should be noted, however, that to some extent procedures for determining
benefits under the disaster program already take into account quality problems for

other program and nonprogram crops. For example, standard test weight, instead

of the actual test weight, is used to calculate disaster yields. Other adjustments
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include the exclusion from calculated production of cotton modules left in ttie field,

exclusion of aflatoxin contaminated corn, and, for nonprogram crops, ttie exclusion

of hiarvested quantities whicfi because of quality problems are unmarketable.

QUESTIONS SUBMITTED BY SENATOR HATFIELD

Question: Mr. Espy, in 1992, wheat producers in the Pacific Northwest

were particularly hard hit by wet weather at or near harvest which resulted in loss

to wheat quality due to low test-weight and sprout damage. When these same
farmers applied for disaster relief, they found that losses due to low test weight
and/or sprout damage were not covered by USDA's interpretation of disaster relief.

As an example, a typical Oregon wheat producer in Umatilla County with

1 ,105 acres of wheat last year suffered sprout damage on 62 percent of his crop

(689 acres). That sprout damage resulted in a 28 cent/bushel price discount for a

total loss of $9,640 from sprout alone. In addition, his quality deduction for low

test weight came to a total of $4,188.

Mr. Espy, I understand that you recently decided to expand the disaster

coverage for 1993 to corn producers suffering quality losses. Have you
considered making such quality loss payments for wheat producers?

Answer: Quality loss payments to producers of wheat and other program

crops is under consideration.

Question: Please elaborate on your rationale for distinguishing between

the commodities that should receive quality loss payments and those that should

not?

Answer: We believe a prompt response was needed to assist producers
across the northern corn belt with significant losses due to severe quality losses

who, because of the quantity of corn harvested, may not have been eligible for

disaster payments. As indicated, the possibility of extending additional assistance

for quality losses on wheat and other program crops is currently under

consideration.

SUBCOMMITTEE RECESS

Senator Cochran. We appreciate very much your being here and
appearing before the committee. I think you have done an excellent

job in handling the questions that were put to you by the Senators.
Our next hearing will be held Tuesday, April 27, at 10 a.m., in

room SD-138 of the Dirksen Building. We will hear from the Agri-
cultural Stabilization and Conservation Service, the Foreign Agri-
cultural Service, the General Sales Manager, and the Soil Con-
servation Service.

The subcommittee stands in recess.

Secretary EsPY. Thank you, sir.

[Whereupon, at 4:46 p.m., Tuesday, April 20, the subcommittee
was recessed, to reconvene at 10:05 a.m., Tuesday, April 27.]
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TUESDAY, APRIL 27, 1993

U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.

The subcommittee met at 10:05 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Dale Bumpers (chairman) presiding.

Present: Senators Bumpers, Kohl, Feinstein, Specter, and Bond.

DEPARTMENT OF AGRICULTURE

statement of charles j. cmara, acting under secretary for
international affairs and commodity programs

accompanied by stephen b. dewhurst, budget officer

Agricultural Stabilization and Conservation Service

statement of bruce r. weber, acting administrator

Foreign Agricultural Service

statement of richard b. schroeter, acting administrator

Office of the General Sales Manager

statement of christopher goldthwait, acting general
sales manager

Soil Conservation Service

statement of galen s. bridge, acting chief

opening remarks

Senator Bumpers. Today, we will continue our hearings on the
fiscal year 1994 budget for Agriculture, Rural Development, and
Related Agencies. We will review the budget for the Agricultural
Stabilization and Conservation Service, the Foreign Agricultural
Service, the General Sales Manager, and the Soil Conservation
Service.

Our witnesses are Charles O'Mara, Acting Under Secretary for

International Affairs and Commodity Programs; Bruce Weber, Act-

ing Administrator, ASCS; Richard Schroeter, Acting Administrator,

Foreign Agricultural Service; Christopher Goldthwait, Acting Gen-

(103)
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eral Sales Manager; Galen Bridge, Acting Chief, Soil Conservation

Service; and Stephen Dewhurst, Budget Officer, USDA.
Grentlemen, we welcome you all here.

We will cover a wide range of issues today because these agen-
cies represent all the conservation programs, the foreign export
programs, as well as the domestic farm programs. Of particular
note, the budget proposes to consolidate several of these functions
into one agency, the Farm Service Agency.
Gentlemen, we have statements from each of you which will be

made a part of the record in full.

Mr. O'Mara, I will ask you to make your oral statement summa-
rizing the budget for each of the agencies, after which we will en-

tertain questions from the subcommittee for each of the agencies.
So please proceed.
Mr. O'Mara. Thank you, Mr. Chairman, and good morning. I am

pleased to appear before you this morning and to have the oppor-
tunity to discuss the fiscal year 1994 budget and program proposals
for the International Affairs and Commodity Programs area, along
with the conservation programs of the Department.
With me today, and I will introduce them again, sir, is Randy

Weber to my right, the Acting Administrator, ASCS; Richard
Schroeter to my left. Acting Administrator of the Foreign Agricul-
tural Service; Christopher Goldthwait to his immediate left, who is

the Acting CJeneral Sales Manager; Galen Bridge to his immediate
left, who is the Acting Chief of the Soil Conservation Service; and
the only one at this table who is not acting, Mr. Chairman, Mr.

Dewhurst, who is the budget officer.

Senator BUMPERS. He is real, he is not just acting? [Laughter.]
Mr. O'Mara, let me ask this question since we have got all these

actors on our hands this morning, are all of you nominees for the

positions which you are holding right now, or not?
Mr. O'Mara. No, sir; none of us are.

Senator Bumpers. Are you waiting for somebody to take these

positions? What is the deal?
Mr. O'Mara. Well, in fact, tomorrow there will be a hearing on

I think five new subcabinet members of the Department, and the
rest of the group, I understand, will be 2 to 3 weeks away from
being confirmed.
We may not be Oscar type actors, but we will do the best we can

this morning, Mr. Chairman.
Senator Bumpers. You know, we postponed these hearings, No.

1, waiting for the President's budget because we did not have any-
thing to hold a hearing on. And what happens to you people 2, 3
weeks hence? Are you out on the streets?

Mr. O'Mara. No, sir; all of us are career people. And we will con-
tinue.

Senator Bumpers. None of you are political appointees?
Mr. O'Mara. No, sir.

Senator Bumpers. Well, that is very comforting. Now, proceed,
Mr. O'Mara. [Laughter.]

I just wondered if I was going to waste the whole morning on ac-

tors. [Laughter.]
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STATEMENT OF CHARLES J. O'MARA

Mr. O'Mara. Thank you, Mr. Chairman. As you have already
stated, the statements by each of the administrators providing de-

tails on their agency's budget and program proposals for 1994 have

already been submitted to the Committee. My statement will brief-

ly summarize the proposals, beginning with proposed farm service

agencies, which will include ASCS and SCS and their programs, to

be followed by a short discussion of the budget proposals for the
international programs of the Department.
Turning to the Farm Service Agency, the President's budget for

1994 proposes the formation of a new FSA or Farm Service Agency
to carry out the farm and conservation programs of ASCS and SCS
as well as farm and housing programs of the FmHA. The proposal
will provide for one-stop shopping by creating a single agency from
the current agencies serving farmers at the county and regional
level.

The budget requests $2.3 billion for administrative expenses for

the FSA to support approximately 28,000 Federal staff-years and

nearly 14,000 county staff-years to carry out all FSA programs.
This request consolidates the salaries and administrative expenses
of ASCS and FmHA, with additional administrative expenses pre-

viously funded through the Commodity Credit Corporation con-

servation accounts and the FmHA farm and housing programs. The
budget proposal reflects savings of $61 million in 1994 and $730
million through 1997 due to consolidation of these three agencies
into one.

I want to emphasize that while planning for the Farm Service

Agency is underway, a detailed structure for the new agency has
not yet been formulated. The Department under Secretary Esp/s
leadership will work with the Congress, including this committee,
to determine its ultimate structure. The intent of the proposal was
to provide for a streamlined field structure which will improve
service to farmers and other clientele, with long-term savings to

taxpayers from a more cost-efficient delivery system.
The proposed FSA would assume ASCS's responsibilities for ad-

ministration of the farm price and income support programs funded

by CCC. These programs represent about one-fifth of USDA budget
activity. Net outlays for price support related activities for fiscal

year 1992 totaled some $9.7 billion. Outlays for fiscal year 1993 are
estimated to increase to $17.1 billion, reflecting record yields in

1992 for com and other crops. Higher costs for the cotton program,
for export programs, and for advance deficiency payments also con-
tribute to the increase in estimated outlays. Under current legisla-

tion, outlays for fiscal year 1994 are projected to decline to $12.1
billion, reflecting a return to more normal weather and yields for

the 1993 crop.
The administration is proposing reductions in CCC spending in

fiscal year 1994. Savings from targeting farm program benefits to

producers with off-farm incomes less than $100,000, termination of

the honey program, tightening pajrment limits for wool and mohair

producers, and a proposed reduction in the market promotion pro-

gram, are estimated to reduce CCC net outlays about $149 million

in 1994.
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Aside from the targeting proposal described above, proposed re-

ductions in the major farm commodity programs would not take ef-

fect until the 1996 crop year. The changes proposed beginning with
the 1996 crop include a reduction in payment acreage, termination
of income support payments on idled acres, and an increase in the
assessments and fees levied on so-called nonprogram commod-
ities—that is dairy, oilseeds, tobacco, sugar, peanuts, wool, and mo-
hair.

The FSA would also incorporate the conservation programs of
both ASCS and SCS. It would provide technical assistance to land

users, communities, watershed groups. Federal and State agencies,
and other cooperators with erosion control and water management
problems. It will also administer conservation cost sharing and
other programs and continue to work with local conservation dis-

tricts.

We are requesting $1.8 billion in 1994 for the Conservation Re-
serve Program to support the 36.5 million acres already enrolled

and the 1 million acres signed up in 1994. This would leave an-
other 1.5 million acres to be enrolled in 1995 to meet the 39-mil-

lion-acre goal set by the Food, Agriculture, Conservation and Trade
Act of 1990.
The 1994 budget also supports the FACT Act's goal of enrolling

1 million acres into the Wetland Reserve Program by the end of

1995. A total of $370 million is requested for 1994 to fund enroll-

ment of 450,000 acres on a nationwide basis.

The 1994 budget also includes over $200 million for traditional

conservation cost-sharing programs, including the Agricultural
Conservation Program, Water Bank Program, the Forestry Incen-
tives Program, the Colorado River Basin Salinity Control Program,
and the Great Plains Conservation Program. Additional amounts
for technical assistance components of these programs are re-

quested in the FSA salaries and expenses account.
Now turning to the international programs, the Department's

budget proposals for fiscal year 1994 are designed to continue most
of our international programs and activities near current levels, al-

though some reductions are proposed in keeping with the Presi-
dent's goals of achieving a significant reduction in the Federal defi-

cit. Even with the proposed reductions, the budget provides a total

program level of nearly $8.8 billion for international programs in

fiscal 1994.
For the CCC Export Credit Guarantee Programs, the budget pro-

vides a total program level of $5.7 billion, which is unchanged from
this year. For the Export Enhancement Program the budget as-

sumes a program level of $1 billion for EEP in fiscal 1994, and in

addition to EEP the budget also assumes that the Department's
other export subsidy programs, that is, the Dairy Export Incentive

Program and the Sunflower Seed and Cottonseed Oil Assistance

Programs, will continue near current levels.

As one of the President's deficit reduction proposals the budget
recommends that annual funding for the Market Promotion Pro-

gram be continued at this year's program level of $148 million.

This is a reduction of $52 million from the current baseline level,
and will result in savings of over $200 million by the end of fiscal

year 1997.
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For Public Law 480 food assistance, the budget provides a total

program level of just over $1.6 billion in fiscal 1994, which is ex-

pected to provide for total commodity shipments of approximately
6.3 million metric tons. In addition, we expect that our foreign food
assistance efforts in 1994 will again be supplemented by overseas
donations of CCC-owned commodities under the authority of sec-

tion 416(b) of the Agricultural Act of 1949, as well as food assist-

ance made available under the Food for Progress Act of 1985.
For the Foreign Agricultural Service and the Office of the Gen-

eral Sales Manager, the budget requests a combined program level

of $118 million for 1994. The budget proposes two major changes
in agency funding. First, the budget includes funding of $8.2 mil-
lion for the cost of ADP equipment and maintaining the CCC com-

puter facility which, in the past, has been operated jointly by the

Foreign Agricultural Service and ASCS and funded by CCC.
Second, the budget proposes that funding for FAS's contribution

to the Foreign Market Development Cooperator Program be re-

duced by $10 million or approximately one-third from its current
level. Under this proposal, one of the President's deficit reduction

recommendations, financial support for the overseas expenses of

participating organizations will be scaled back in established mar-
kets and program resources will increasingly be focused on partici-

pant expansion into areas of the world where market development
prospects are most promising.
For the Office of International Cooperation and Development, the

budget provides a total program level of $45.8 million. The budget
requests direct appropriated funding of $7.3 million, while an addi-
tional $38.5 million in funding is expected to be made available

through trust funds and reimbursable agreements.
Mr. Chairman, this concludes my statement. We would be happy

to listen to your comments from members of the subcommittee and
will respond to any questions that you or your colleagues may
have.

PREPAHED STATEMENTS

Senator BUMPERS. Thank you very much, Mr. O'Mara. Your bio-

graphical information and prepared statement will be made part of
the record along with those of Mr. Weber, Mr. Schroeter, and Mr.
Bridge, and the prepared statements of Mr. Goldthwait and Mr.
Miranda.

[The statements follow:]

Statement of Charles J. O'Mara

Mr. Chairman, Members of the Committee, I am pleased to appear before you this

morning and to have the opportunity to discuss the fiscal year 1994 budget and pro-
gram proposals for the international affairs and commodity programs area, mong
with the conservation programs of the Department. Accompanying me today are
Randv Weber, Acting Administrator of the Agricultural Stabilization and Conserva-
tion Service (ASCS); Richard Schroeter, Acting Administrator of the Foreign Agri-
cultural Service (FAS); Christopher Goldthwait, the Acting General Sales Manager;
Galen Bridge, Acting Chief of the Soil Conservation Service (SCS); and Steve

Dewhurst, of th'^ Office of Budget and Program Analysis (OBPA).
Statements by each of these Administrators, providing details on their agencies'

budget and program proposals for 1994, have already been submitted to the Com-
mittee. My statement will summarize the proposals beginning with the proposed
Farm Service Agency (FSA) which will include ASCS and SCS and their programs.



108

The FSA will also include Farmers Home Administration (FmHA) programs which
we will not cover. My statement will conclude with a discussion of the budget pro-

posals for the international programs of the Department. We will be pleased to re-

spond to your questions at the conclusion of my statement.

FARM SERVICE AGENCY

The President's budget for 1994 proposes the formation of a new FSA to carry out
the farm and conservation programs of ASCS and SCS, as well as farm and housing

programs of FmHA. The proposal will provide for "one-stop shopping" by creating
a single agency from the current agencies serving farmers at tne county and re-

gional level. The budget requests $2.3 billion for administrative expenses for the

FSA to support 28,181 Federal staff years and 13,988 county (non-Federal) staff

years to carry out all the FSA programs. This request consolidates the salaries and
administrative expenses of ASCS and FmHA, with additional administrative ex-

penses previously funded through the Commodity Credit Corporation (CCC), con-

servation accounts, and FmHA farm and housing programs. The 1994 budget re-

flects savings of $61 million in 1994 and $735 million through 1997 due to consoli-

dation of three agencies into one.

I want to emphasize that, while planning for the FSA is underway, a detailed

structure for the new agency has not yet been formulated. The Department, under

Secretary Esp^s leadership, would like to work with the Congress, including this

Committee, in determining the ultimate structure for the FSA. The intent of the

proposal is to provide for a streamlined field structure which can improve service

to farmers and other clientele with long-term savings to taxpayers from a more cost-

efBcient delivery system.
While the process of designing and implementing a plan to streamline the field

based farm agencies into a new Farm Service Agency will be challenging, we believe

the long-term potentied for improved service as well as cost savings will make it

worthwhile.

PRICE AND INCOME SUPPORT PROGRAMS FOR FARMERS

The proposed FSA would assume ASCS's responsibilities for administration of the

farm price and income support programs funded by CCC. These programs represent
about one-fiflh of USDA budget activity. Net outlays for price support and related

activities for fiscal year 1992 totaled $9.7 billion. Outlays for fiscal year 1993 are
estimated to increase to $17.1 billion, reflecting record yields in 1992 for com and
other crops. Higher costs for the cotton program, for export programs, and for ad-

vance deficiency pavments also contribute to the increase in estimated outlays.
Under current legislation, outlays for fiscal year 1994 are projected to decline to

$12.1 billion, reflecting a return to more normal weather and jaelds for the 1993

crop.
The Administration is proposing reductions in CCC spending starting in fiscal

year 1994. Savings from targeting farm program benefits to producers with off-farm
incomes less than $100,000, termination of the honey program, tightening payment
limits for wool and mohair producers, combined with a proposed $52 million reduc-
tion in the Market Promotion Program, are estimated to reduce CCC net outlays
about $149 million in fiscal year 1994.
Aside from the targeting proposal described above, proposed reductions in the

major farm commodity programs would not take effect until the 1996 crop year. The
changes proposed to begin with the 1996 crop include a reduction in payment acre-

age (triple base), termination of income support payments on idled acres (0/50/92),
and an increase in the assessments and fees levied on "nonprogram" commodities

(dairy, oilseeds, tobacco, sugar, peanuts, wool and mohair).
With regard to 1993 crop programs, signup will close on April 30. Signup for the

disaster payment program closed February 12, although producers with quality
losses on the 1992 com crop have until May 7 to apply for disaster payment assist-

ance.

CONSERVATION PROGRAMS

The FSA would also incorporate the conservation programs of both ASCS and
SCS. It will provide technical assistance to land users, communities, watershed

groups. Federal and State agencies and other cooperators with erosion control and
water management problems. It will also administer conservation cost-sharing and
other programs and continue to work with local conservation districts.

The Department has historically encouraged voluntary conservation measures by
farmers. The last two farm bills strengthened our approaches in dealing with crop-
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land erosion, wetland conservation and water quality improvement. We expect to
continue making progress in these areas.

Currently, the Department is devoting considerable resources towards helping
farmers implement conservation compliance plans on highly erodible cropland. The
conservation programs of the Food Security Act of 1985 (the 1985 Act) were enacted
to provide consistency between conservation programs and other farm programs by
maiung eligibility for program benefits contingent upon the implementation of a con-
servation compliance plan on highly erodible

cropland.
To continue receiving these

benefits, producers must fully implement their plan by December 31, 1994, accord-

ing to a schedule, i.e., "actively appljring" the plan each year until it is fiiUy imple-
mented. To date, SCS has assisted in developing 1.6 million plans covering 140 mil-
lion acres of highly erodible cropland, or about one-third of the total cropland in the

country. About 58 percent of the planned acreage is now protected with fully imple-
mented conservation practices. Additional plans are partially implemented and
progress is on schedule. Current projections are that fiillv implemented compliance
plans, combined with the grass and trees planted on land enrolled in the Conserva-
tion Reserve F*rogram (CRP), will reduce soil erosion on highly erodible cropland in
the United States by about 65 percent from pre-compliance levels.
As you know, SCS has responsibility for identifying and delineating wetlands on

agricultural lands to support the administration of tne swampbuster provisions of
the 1985 Act. Prior to May 1991, about 65 percent of the necessary wetland deter-
minations had been made. This has involved about 16.2 million acres of wetlands.
Because of the uncertainty about Federal wetland delineation criteria, the wetland
determination activity has been suspended since 1991.
We are reauesting $1.8 billion in 1994 for CRP to support the 36.5 million acres

already
enrolled and a one million acre signup in 1994. This would leave anotiher

1.5 million acres to be enrolled in 1995 to meet the 39 million acre goal set by the
Food, Agriculture, Conservation, and Trade Act of 1990 (FACT Act). The 1994 budg-
et also

supports the FACT Act's goal of enrolling one million acres into the Wetlands
Reserve Program by the end of 1995. A total of $370 million is requested for 1994
to fiind enrollment of 450,000 acres on a nationwide basis.
The 1994 budget includes over $200 million for traditional conservation cost-share

programs inclumng the Agricultural Conservation Program (ACP), Water Bank Pro-

gram, Forestry Incentive Program, Colorado River Salinity Control Program, and
the Great Plains Conservation Program. Additional amounts for the technical assist-
ance components of these programs are requested in the FSA salaries and expenses
account.
We will now turn to the international programs which are administered by FAS

and OICD. These programs are not proposed to come under the jurisdiction of the
Farm Service Agency.

INTERNATIONAL PROGRAMS

Mr. Chairman, the Department continues its long-term commitment to export ex-

pansion and the pursuit of global market opportunities for America's farmers and
ranchers—and we believe our efforts are providing dividends. U.S. agricultural ex-

ports have increased in 5 of the last 6 years. During fiscal year 1992, we achieved
the second highest annual level on record for

exports of our agricultural commod-
ities and products—supported by the Department s approximately $9.0 billion of ex-

port promotion, market development, and food assistance programs. For fiscal year
1993, the Department's current estimate is that U.S. agricultural exports will reach
$42.5 billion, just above last year's level.

Despite these positive developments, U.S. agriculture continues to face a number
of serious challenges on the international front. For example, our exporters continue
to face protectionist trade barriers, unfair trade practices, and self-sufficiency poli-
cies around the world. Under

Secretary Espy's direction, we intend to move force-

fully to counter unfair competition and to convince our trading partners to reform
their policies. In this regard, we continue to work towards an agreement in the Uru-
guay Round of multilateral trade negotiations which will provide expanded export
opportunities for our farmers and ranchers through reduced barriers to trade and
greater disciplines in the use of subsidies.
We have also been actively involved in negotiating the agricultural provisions of

the North American Free Trade Agreement, including the current negotiations with
Mexico and Canada of supplemental side agreements on labor, the environment, and
import surges. Implementation of this agreement will provide si^ficant new

export
opportunities for U.S. agriculture, particularly with Mexico which is now our third

largest single country export market, by eliminating all tariffs, quotas, and licenses
that are barriers to trade between our two countries.
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Another challenge we face is the import pxirchasing problems of Russia and other
states of the former Soviet Union which have impeded U.S. agricultural exports to

these important markets. Two recent developments are important in this regard.
The first was the announcement at the Vancouver Summit of a proposed $700 mil-

lion Food for Progress credit agreement with the Government of Russia to assist

with its commodity import needs through the remainder of this fiscal year.
The second is the rescheduling agreement signed in Paris in advance of the Sum-

mit between the Russian Federation and 19 creditor countries to reschedule a sig-
nificant portion of the foreign debt of the former Soviet Union. This agreement will

provide much needed relief to Russia in meeting is severe economic and foreign ex-

change difficulties while also boosting its economic reform measures. While these
are important first steps, we

expect
these issues will continue to require a signifi-

cant amount of our attention ana efforts during the next fiscal year as well.

The Department's budget proposals for fiscS year 1994 are designed to continue
most of our international programs and activities near current levels, although some
reductions are proposed in keeping with the President's goal of achieving a signifi-
cant reduction in the Federal deficit. Even with the proposed reductions, the budget
provides a total program level of nearly $8.8 billion for international programs in
fiscal year 1994.
For the CCC export credit guarantee programs, the budget provides a total pro-

gram level of $5.7 billion, which is unchanged from this year. These programs are

designed to expand overseas sales of U.S. agricultural commodities and products by
facilitating the extension of commercial export financing. Their importance for U.S.

agriculture was demonstrated in fiscal year 1992, when a record of nearly $5.7 bil-

lion of export sales were registered under the programs; this represented over 13

percent of total U.S. agricultural exports that year.
The Export Enhancement Program (EEP) has made an important contribution to

our trade negotiating strategy and objectives by challenging the unfair trading prac-
tices of competitor countries and by encouraging other countries to negotiate seri-

ouslv on international agricultural trade reform. The budget assumes a program
level of $1.0 billion for EEP in fiscal year 1994. While this is somewhat lower than
this year's level, it is consistent with the level of EEP bonuses awarded in fiscal

year 1992 and prior years. In addition to EEP, the budget also assumes that the

Department's other export subsidy programs—the Dairy Export Incentive Program
and the Sunflowerseed and Cottonseed Oil Assistance Programs—will continue near
current levels.

As one of the President's deficit reduction proposals, the budget recommends that
annual funding for the Market Promotion Program be continued at this year's pro-
gram level of $148 million. This is a reduction of $52 million from the current base-
line level and will result in savings of over $200 million by the end of fiscal year
1997. The proposal will contribute not only to reducing the Federal deficit but is

also intended to ensure the most effective use of available program resources.
For Public Law 480 food assistance, the budget provides a total program level of

just over $1.6 billion in fiscal year 1994, which is expected to provide for total com-
modity shipments of approximately 6.3 million metric tons. While the projected ton-

nage level is somewhat lower than the current estimated level for this year, it is

consistent with the average annual level of Public Law 480 commodity assistance
of the past 5 years. In addition, we expect that our food assistance efforts in fiscal

year 1994 will again be supplemented by overseas donations of CCC-owned commod-
ities under the authority of section 416(b) of the Agricultural Act of 1949, as well
as food assistance made available under the Food for Progress Act of 1985.
For the Foreign Agricultural Service (FAS) and the Office of the General Sales

Manager, the budget requests a combined program level of $118.2 million for fiscal

vear 1994. The budget proposes two m^or changes in agency funding. First, the

budget includes funding of $8.2 million for the costs of ADP equipment and mainte-
nance the CCC Computer Facility,

which in the past has been operated jointly by
FAS and ASCS and funded by CCC. FAS will assume responsibility for operation
of the facility in 1994, and funding for its annual operating costs will now be in-
cluded in the FAS appropriations request.

Second, the budget proposes that funding for FAS's contribution to the Foreign
Market Development Cooperator Program oe reduced by $10 million or approxi-
mately one-third from its current level. Under this proposal, which is one of the
President's deficit reduction recommendations, financial support for the overseas ex-

penses of participating organizations will be scaled back in established markets, and
program resources will increasingly be focused on participant expansion into areas
of the world where market development prospects are most promising.
For the Office of International Cooperation and Development (OICD), the budget

provides a total program level of $45.8 million. The budget requests direct appro-
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priated funding of $7.3 million, while an additional $38.5 million in funding is ex-

Eected
to be made available through trust funds and reimbursable agreements.

Fnder these agreements, OICD carries out technical assistance, training, and re-

search activities overseas on behalf of the Agency for Internationed Development,
foreign governments, and international organizations. In addition, OICD assures in-

creasing links between the U.S. scientific community and similar communities in

other countries. These efTorts focus on joint work in areas such as biological and
pest control and natural resource management.
This concludes my statement, Mr. Chairman. We would now be pleased to answer

the Subcommittee members' questions regarding our programs and budget requests.

Statement of Bruce R. Weber

Mr. Chairman and Members of the Subcommittee, I am pleased to be here today
to discuss the Agricultural Stabilization and Conservation Service. I will begin by
providing a brief overview of the agency and will then address administrative sup-
port, the conservation programs, and the Commodity Credit Corporation.

ASCS OVERVIEW

The Agricultural Stabilization and Conservation Service—^ASCS—was established
in June 1961 by the Secretary of Agriculture under the authority of the Reorganiza-
tion Act of 1949, as amended. It is the successor to prior agencies that had adminis-
tered farm programs since the 1930's.

MISSION

ASCS provides service to American producers and the American public through
the administration of farm commodity, conservation, emergency, and domestic and
international food assistance programs.
As the agency name implies, our objectives are twofold: stabilization and con-

servation. In its stabilization role, ASCS administers Commodity Credit Corpora-
tion—CCC—programs, including production adjustment programs, which provide
producers income support, and which protect against extreme fluctuations in the

marketplace. In its conservation role, ASCS carries out a variety of programs to as-

sist producers in applying conservation measures needed to preserve the long-range

{>roductive
capacity of ovu- soil and water resources, and to protect highly erodible

and, wetlands, and other environmentally sensitive lands. The stabSization and
conservation objectives are united in serving the public interest by helping to pro-
tect this Nation's ability to produce food and fiber at reasonable prices for current
and future generations while protecting the environment.

ORGANIZATIONAL STRUCTURE

As you know, ASCS is one of the three agencies that is to be merged into the new
Farm Service Agency under the proposed reorganization of the Department of Agri-
culture. Details of iJiat merger are in the planning stage. As it currently stands,
however, ASCS delivers its programs nationwide through a system of State and
county offices, in addition to a number of field offices and the Washington head-

quarters.
State and county ASC committees make decisions on the local administration of

the various programs entrusted to ASCS that deal directly with the farmer. The
county committees, whose members are elected by local farmers, also provide advice
and recommendations regarding program plans and policies. There are currently 50
State committees, one Caribbean Area committee, and 3,053 county committees.

Day-to-day program operations such as signups are conducted by the employees of
the 2,775 ASCS county offices. State offices provide guidance and management over-

sight of their respective county offices.

Additional ASCS field offices are located in Salt Lake City, Utah, and Kansas
City, Missouri. The Aerial Photography Field OfBce in Salt Lake City provides aer-
ial photography products for ASCTS, other agencies within and outside of USDA, and
the

public.
The Kansas City Commodity Office is responsible for the acquisition,

handling, storage, processing, and disposal of commodities to fulfill CCC program
commitments, and the examination of farm commodity warehouses. The Kansas
City Management Office is the focaJ point for agency computer system applications
development and programming, as well as records management and other functions,
while the Kansas City Financial Management Office handles centralized ASCS and
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CCC program accounting, debt management, commodity program claims, and relat-

ed responsibilities.
ASCS is headed by an Administrator, Associate Administrator, and four Deputy

Administrators—who are located in Washington headquarters and are supported by
a number of divisions and staffs which provide overall program administration and

oversight, as well as personnel, property, financial, and other support services.

ADMINISTRATIVE SUPPORT

Expenses for administering ASCS and CCC programs and other functions as-

signed to the Agency are currently funded by a consolidated Salaries and Expenses
Account, which was established by the Agricultural Appropriations Act of 1963 to

simplify the budgetary and accounting requirements and recordkeeping of the agen-

cy. This account is financed largely through direct appropriation, user fees, and var-

ious transfers, advances, and reimbursements from other sources, which would be

incorporated witiiin the FSA. For fiscal year 1994, the consolidated administrative

expense account of the FSA is $2.3 billion and woiild support a total of 28,181 Fed-

eral staff years and 13,988 county (non-Federal) staff years needed to carry out all

FSA programs.
The direct appropriation for ASCS Salaries and Expenses for fiscal year 1993 is

$712.7 million. Our current estimate of staff years that will be used in fiscal year
1993 in carrying out our direct responsibilities and in servicing other Agencies of

the Department, is 3,349 Federal office staff years and 15,476 county office staff

years, for an agency total of 18,825 staff years.

CONSERVATION

The 1994 President's Budget continues under the Farm Service Agency all the

conservation programs currently administered by ASCS. Technical assistance fund-

ing for these programs is proposed to be funded through the consolidated Salaries

and Expenses account of the FSA. Thus, the request for the conservation program
accounts reflects primarily cost-sharing assistance only.

CONSERVATION RESERVE PROGRAM

The Conservation Reserve Program—CRP—was mandated by the Food Security
Act of 1985 and was extended and modified by the Food, Agriculture, Conservation,
and Trade Act of 1990 (FACT Act). Its primary objective is to help farmers achieve
the environmental benefits of reduced erosion and improved water quality by estab-

lishing permanent cover on highly erodible or environmentally sensitive cropland.

Participants enter into a contract with ASCS in which they agree to take land
out of production for 10 to 15 years and install permanent cover. In return, USDA
provides annual rental payments, one-time payments for half the cost of the cover,
and technical assistance.

The FACT Act combined the CRP along with the newly authorized Wetlands Re-
serve Program into the Environmental Conservation Acreage Reserve Program—
ECARP—with an overall participation goal of 40-45 niillion acres, including those

already enrolled in the CRP. The law specifies that to the extent practicable, the
ECABP enrollment should include 1 million acres under the Wetlands Reserve Pro-

gram, leaving a minimum of 39 million acres under the CRP.
At the present time, total CRP enrollment is about 36.5 million acres, including

1.1 million acres enrolled in 1992 during the twelfth signup. No signup is being held
in 1993 since the 1993 Appropriations Act prohibits it. However, we are making
pajonents due on the previously enrolled acres—$1.7 billion for rental payments,
$33.8 million for vegetative cover costs, and $6.4 million for technical assistance.

The requested 1994 program level of $1.83 billion would provide $1.81 billion for

rental pajonents and $15.6 million for cover costs. The Budget proposes to enroll 1

million acres in fiscal year 1994, on which rental payments would begin to come due
in fiscal year 1996.

WETLANDS RESERVE PROGRAM

As I mentioned, the Wetlands Reserve Program—WRP—was authorized by the
FACT Act as a component of the ECARP. The primary objectives are to preserve
and restore wetlands, improve wildlife habitat, and protect migratory waterfowl.

Program participants receive payments in exchange for granting a conservation
easement on eligible acres. The WRP also shares with landowners the cost of res-

toration measures.
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In fiscal year 1992, funds were provided to operate a pilot program of up to 50,000
acres. The program was implemented in nine pilot States, and 49,888 acres have
been tentatively accepted for enrollment. During the June 1992 signup, landowners
demonstrated substantial interest in the restoration and protection of agricultural
wetlands through permanent easements by submitting bids for about 249,000 acres.
In February of this year, as directed, the Department submitted to Congress a re-

port on the pilot program.
Congress prohibited additional signups in 1993 and provided no funding for 1993.

However, program activity is taking place in 1993 as ASCS works with applicants
to complete the lengthy process involved in establishing easements on acres accept-
ed in the 1992 pilot program.
The 1994 Budget woiud put the program on track for meeting its million-acre goal

by enrolling 450,000 acres nationwide during 1994. The requested funding of $370.3
milhon would provide $334.3 million for easement payments, $29.3 million for res-
toration costs, and $6.8 million for easement overhead costs.

AGMCULTURAL CONSERVATION PROGRAM

The Agricultviral Conservation Program
—^ACP—shares with producers the cost of

carrying out soil and water conservation and water quality measures on agricultural
land. Nationwide in scope, the program is available to all farmers and ranchers who
establish the need for cost-share assistance in solving a resource conservation prob-
lem. The program may pav up to 75

percent of the cost of eligible practices. Tech-
nical assistance is provided by the Soil Conservation Service and the Forest Service.

Fiscal year 1993 funding is $194.4 million, which includes allocations to States
of $153 million for annual-tvpe conservation practices, $20 million for long-term
agreements, $15 million for Water Quality Incentive Projects of tiie type authorized
under section 1439 of the FACT Act, and $5 million for other high priority water
quality activities.

The fiscal year 1994 request of $150.4 million would provide $117.4 million for
annual agreements, $14 million for long-term agreements, and $19 million for Water
Quality Incentive Projects. Technical assistance funding is included in the request
for the consolidated Salaries and Expenses account of the Farm Service Agency.

EMERGENCY CONSERVATION PROGRAM

The Emergency Conservation Program—ECP—assists producers in rehabilitating
farmland damaged by natural disaster and in carrying out emergency water con-
servation measures during periods of severe drought. The program shares the cost
of practices to restore the land to its productive capacity as it existed prior to the
disaster and does not address pre-existing conservation problems.
As might be expected, funding needs for this program vary widely fi-om year to

year, depending upon the occurrence of natural disasters, which cannot be predicted
with any accuracy. The fiscal year 1993 appropriation provided $3 million for the
regular, or ongoing program. So far this fiscal year, about $9 million, including re-
coveries of pnor year funds, has been allocated to States to repair damage from
drought, flood, tornadoes, and wildfires. However, as you know, special supple-
mental funding of $27 million was appropriated to help producers recover from the
devastation caused by Hurricanes Andrew and Iniki ana Typhoon Omar last fiscal

year. The supplemental appropriation made $16.5 milhon immediately available and
the remaining $10.5 milhon in contingency funding was released December 30,
1992. The full $27 million has been allocated to the four affected States and Guam.
The 1994 Budget requests $2.8 million for this program.

WATER BANK PROGRAM

The purposes of the Water Bank Program—^WBP—are to conserve water and pre-
serve and improve habitat for migratory waterfowl and other wildlife through long-
term agreements with landowners for the protection of wetlands. The program pro-
vides additional environmental benefits such as reducing runoff, contributing to
flood control, improving water quaUty, improving subsurface moisture, and enhanc-
ing the natural beauty of the landscape.
Under the program, the Secretary enters into renewable 10-year agreements with

owners or operators of eligible wetlands in authorized States. The participants agree
not to drain, bum, fill, or otherwise destroy the enrolled wetlands, and in exchange
receive annual rental payments. Funding of $18.6 million in fiscal year 1993 will

bring about 109,000 acres under agreement.
The $17.1 milhon requested for fiscal year 1994 would provide for agreements on

about 106,000 acres.
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COLORADO RIVER BASIN SALINITY CONTROL PROGRAM

The Colorado River Basin Salinity Control Program is designed to reduce irri-

gated agriculture's contribution to the salt loading of the upper Colorado River and
thus to support the nation's commitment to the 1973 International Boundary and
Water Commission Agreement concerning the quality of water delivered down-
stream to users in the U.S. and Mexico. The program is authorized in the seven
Basin States Arizona, California, Colorado, Nevada, New Mexico, Utah, and Wyo-
ming.
The progrfim is a coordinated effort among USDA agencies. SCS provides partici-

pants with technical assistance to identify salt source areas, develop conservation

plans, and monitor and evaluate the results. ASCS provides cost-sharing assistance

for installation of conservation practices. The Extension Service collaborates with
the Agricultural Research Service and Cooperative State Research Service on re-

search, education, and demonstration activities.

In fiscal year 1993, funding of $13.8 million is being used to support ongoing
projects in Colorado, Utah, and Wyoming, and a new proiect in Nevada. In fiscal

year 1994, the request of $8.5 million would provide cost-sharing for these projects.

FORESTRY INCENTIVES PROGRAM

The purpose of the Forestry Incentives Program—FIP—is to encourage the devel-

opment, management, and protection of nonindustrial, private forest lands to in-

crease the production of timber and enhance other forest resources. The program
provides annual and long-term cost-sharing agreements with landowners in 47
States as well as technical assistance for planting trees on eligible land or improv-
ing a stand of trees.

The fiscal year 1993 funding level of $12.4 million will assist in planting an esti-

mated 106.5 million trees as well as providing timberstand improvement on about

32,000 acres. The 1994 Budget proposes $11.5 million for cost-sharing of a com-

parable amount of tree planting and timberstand improvement.

DAIRY INDEMNITY PROGRAM

Under the Dairy Indemnity Program, ASCS compensates dairy fanners and man-
ufacturers who, through no lault of their own, suffer income losses on milk or milk

products removed from commercial markets due to residues of certain chemicals or

other toxic substances. Payees are required to reimburse the Government if they re-

cover their losses through other sources such as litigation. To date, claims totahng
approximately $85,000 nave been authorized for payment during fiscal year 1993.

Tne 1994 Budget requests $5,000 for this program.

COMMODITY CREDIT CORPORATION

GENERAL

Farm commodity programs and selected export programs such as the CCC Export
Guarantee program are financed through the Commodity Credit Corporation, a gov-
ernment entity for which ASCS provides operating personnel. The Corporation is

managed by a Board of Directors, subject to the general supervision and direction

of the Secretary of Agriculture. The Board consists of seven members, in addition
to the Secretary, who are appointed by the President of the United States by and
with the advice and consent of the Senate. The members of the Board and the Cor-

poration's
officers all are officials of the U.S. Department of Agriculture. Funds are

borrowed by the Corporation from the Treasury to finance CCC programs, and the

Corporation has the authority to have outstanding Treasury borrowings of up to $30
billion at any one time. Commodity support operations, handled primarily through
loan, purchase and payment programs, include tliose for wheat, com, soybeans,
minor oilseed crops, cotton (upland and extra long staple), rice, tobacco, milk and
milk products, wool, mohair, barley, oats, sorghum, rye, honey, peanuts, and sugar.

COMMODITY PROGRAM OUTLAYS

CCC total net outlays in fiscal year 1992 were $9.7 billion, a decrease of $0.4 bil-

lion from fiscal year 1991 outlays of $10.1 billion. Fiscal year 1993 outlays generally
relate to the 1992 crops. Net outlays for fiscal year 1993 are projected at $17.1 bil-

lion, an increase of $7.4 billion over fiscal year 1992 outlays. Due to large 1992 crop
year supplies, expenditures for feedgrains, wheat and upland cotton are consider-

ably higher in fiscal year 1993. Higher export guarantee claims paid also contribute
to the increase in estimated fiscal year 1993 outlays. For fiscal year 1994, outlays
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are expected to decline to $12.1 billion, assuming more normal weather and yields
for the 1993 crop.

REIMBURSEMENT FOR REALIZED LOSSES

The 1994 budget for the Commodity Credit Corporation reflects an estimated need
for $20.9 billion to reimburse the Commodity Credit Corporation for its losses. This
is an increase of $11.7 billion from the fiscal year 1993 reimbursement to the Cor-

poration. This increase is necessary in order to address the growing balance of unre-
imbursed CCC losses, and includes $2.9 billion for payment to Treasury due to a
retroactive GAO determination regarding the fiscal year 1988 "Operating Expenses"
appropriation to CCC.
We are again proposing that CCC be reimbursed for its losses through the current

indefinite appropriation authority authorized by existing law, but without any cap.
CCC shoulcl nave the flexibility to request funds as needed from Treasury in order
to avoid operating disruptions in the future.

In the 1994 Budget, we are proposing to fund certain administrative ejcpenses,

largely for computer equipment, in the FSA appropriation, rather than the CuC.

APPROPRL\TION LANGUAGE CHANGES

Several other CCC appropriation language changes are proposed in the budget:—We are proposing tne deletion of existing appropriation language pertaining to

floors on export program levels. Minimum export credit program levels are spec-
ified in the FACT Act.—For fiscal year 1994, we are proposing to increase the spending cap for hazard-
ous waste management costs from $3,000,000 to $4,000,000, based on a pro-

jected change in the operations and maintenance phase of CCC's hazardous
waste management program. All other CCC-related hazardous waste manage-
ment costs are included in the USDA Hazardous Waste Management appropria-
tion.

Mr. Chairman, this concludes my prepared statement. I will be happy to answer

your questions and those of the other Subcommittee Members.

Statement of Richard B. Schroeter

Mr. Chairman, members of the Subcommittee, I appreciate this opportunity to

meet with you today to discuss the work of the Foreign Agricultural Service (FAS).
Our basic mission, to put it very simply, is EXPANDING EXPORTS. We serve

to advance and reinforce the efforts of the private sector to sell U.S. food and agri-
cultvu-al products overseas. In so serving, we directly support the mission of Sec-

retary Espy for the U.S. Department of Agriculture: To enhance the income of U.S.
farmers at minimum cost to taxpayers, and to promote the economic health of rural
America.

Exports generate one dollar in every five earned by U.S. farmers from the market-
place. And each dollar in export earnings generates another $1.40 in business off

the farm. From an employment perspective, an estimated 860,000 fiill-time jobs—
including nearly 545,000 jobs off the farm—^hinge on the health of U.S. agricultural
exports each year. In other words, a vibrant export sector is crucial not only to the
health of U.S. agriculture, but to the health of the entire U.S. economy.

U.S. agriculture also continues to consistently to show a trade surplus. Net agri-
cultural exports of $18 billion in 1992 helped to partially offset a $94 billion deficit

in nonfarm trade.
In my testimony today, I will devote some time to discussing FAS program accom-

plishments. However, I want to focus most of my attention on the changing prior-
ities for the agency and particularly on the challenges we face in the future.
The Acting General Sales Manager, who is also here today, will discuss the specif-

ics of the export programs he administers, which include the foreign food aid, export
credit guarantee, and export enhancement programs.

MARKET development

FAS' market development programs include the Market Promotion Program
(MPP), the Cooperator Market Development Program, the Export Enhancement Pro-
m-am (EEP), Sunflower Oil Assistance Program (SOAP), Cottonseed Oil Assistance

Program (SOAP), Dairy Export Incentive Program (DEIP), Public Law 480 Title I

Concessional Credit Program, and the CCC Export Credit Guarantee Programs.
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These programs affect the hvelihood of virtually every U.S. farmer, since
part

of

practically every crop grown in the United States is exported. FAS uses all of its

export programs aggressively to ensure U.S. farmers and exporters are able not only
to maintain a high level of sales in established markets, but also to capitalize on'

emerging market opportunities.
Some of these progi;ams—such as the MPP, EEP, DEIP, SOAP, and COAP—are

relatively new. Tney were implemented in the mid-1980's in response to changing
trade conditions and a mandate from the Congress. Other efforts, such as the Co-

operator and Public Law 480 programs, have evolved over the past 40 years.

Taking on these new, multi-million dollar programs has dramatically changed the
nature of the agency in recent years. In essence, we have shifted far more in the
direction of a program implementation agency, and this shift has not been without
its problems.
For example, the combined export program portfolio of FAS and the Office of the

General Sales Manager was approximately $9 billion in fiscal year 1992, almost
twice the program size prior to implementation of the Food Security Act of 1985.

The consequences of trying to do too much, too quickly, with too few resources to

maintain effective proCTam controls were a number of problems which have been ad-

dressed in various GAO and OIG audits and reviews.
I will not attempt to minimize those ^oblems. No one in the agency is impressed

that in the past tour years USDA's Office of the Inspector General made 92 rec-

ommendations to the agency on ways to strengthen program management. The
agency has since successfully implemented 90 of those recommendations, and we
have also implemented a number of other management improvements recommended
by the General Accounting Office.

However, we are working to ensure there will be a need for far fewer GAO and
OIG audits and investigations in the future because of increased confidence in our

management controls and anticipatory actions. I can, with certainty, assure you that
FAS will continue to make sound, effective management of USDA's export programs
our highest priority.

I would like now to shift to some discussion of the programs themselves, and how
they help to fulfill the FAS export mission. I will limit mv remarks to the Coopera-
tor Program and MPP program. The other programs will be discussed in detail in

the General Sales Managers statement.

MARKET PROMOTION PROGRAM

The MPP was mandated by the FACT Act of 1990 to replace the Targeted Export
Assistance (TEA) program. The TEA program, and now the MPP, work to expand
outreach of our market development activities, especially for high-value products.
The MPP encourages the development, maintenance, and expansion oi commercial

export markets for agricultural commodities. Under MPP, we use funds from the

Commodity Credit Corporation to partialW reimburse program participants for mar-
ket development projects that meet specific program criteria.

For fiscal 1993, USDA has allocated over $147 million under the MPP to private
sector organizations to conduct promotions for a wide variety of products in more
than 100 countries. We have also allocated $1 million for program evaluation—to

make sure that we are getting "the most bang for our bucks.'
We do know that the program has helped to more than double U.S. exports of

consumer-ready products from $5.2 billion in 1985, the year before the program
started, to $13.5 billion in fiscal 1992.
The program has been used, for example, to promote sales of

pistachios
and beef

to Japan; salmon, cranberries and peanuts to the United Kingdom; grape juice to

Taiwan; canned com to Korea; peacnes to Singapore; wood products to Mexico; rice

to the former Soviet Union; and the list goes on and on.

Overall, the MPP and the TEA program before it have been extremely useful tools

in fulfilling our mandate to help boost U.S. agricultural exports.

COOPERATOR PROGRAM

The MPP has built on the success of our long-standing market development activi-

ties with the private sector. The Cooperator Market Development Program has been
the backbone of FAS' efforts in this area almost since the agency came into exist-

ence in 1953. Its successes are the result of a unique partnersnip between U.S. a^-
cultural organizations and USDA. We have combined forces and pooled our techmcal
and financial resources to carry out a wide variety of foreign market development
projects.

In new markets, activities include market research, product demonstrations,
buyer educational activities, working with government and trade officials to solicit
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business, and pressing on market access issues. In more developed markets, activi-

ties include technical trade servicing to help buyers choose the right U.S. product
and use it efficiently, joint promotions with Foreign customers, media contacts, pub-
lic relations, and educational activities.

For example, in 1992, cooperators held seminars in Mexico on the quality and
wholesomeness of U.S. poultry and on U.S. peanut quality-control issues. Both ac-

tivities led to significant increases in exports tor U.S. producers in the Mexican mar-
ket.

In the United Kingdom, three years of trade servicing by another cooperator

group culminated in me opening of the U.K. market to imports of standard Amer-
ican lumber sizes for use in roofing systems.

MARKET INFORMATION

Let me turn to another vital aspect of the FAS mission: our job of collecting, ana-

lyzing, and disseminating information that will alert U.S. farmers to the needs of

consumers overseas, will point U.S. exporters towards emerging market opportuni-

ties, and will enable FAS and other USDA analysts to assess and project trade flows

and economic trends.

In 1992, our overseas staff submitted nearly 5,000 reports to help USDA keep the

U.S. agricultural sector posted on global supply, demand, and product movement.
FAS also published over 200

reports during tne year to help provide U.S. farmers,

processors, and exporters with tne kinds of information they need to be competitive
in the world market.

Beyond reporting on individual countries, FAS uses state-of-the-art remote sens-

ing technology to assess global crop conditions. The timely analjrtical support pro-
vided by the remote sensing unit is the only operational program of its

tjrpe
in the

world. That system proved a critical early warning about the effects of the 1992

drought on wheat production in the New South Wales and Queensland areas of Aus-
tralia.

As a result, U.S. farmers had the benefit of timely information about Australia's

crop prospects at a crucial period during the marketing of the U.S. wheat crop.
We are continually working to improve our data processing, data gathering, trans-

mission, and dissemination capabilities to provide better and more timely informa-
tion to U.S. farmers and exporters.

MARKET ACCESS

Another crucial activity in the accomplishment of FAS' mission is to seek im-

proved market access for U.S. farm products in markets worldwide Without access,
our most innovative market development strategies would be futile. That is why
FAS personnel, in concert with the Office of the U.S. Trade Representative (USTR),
work to foster multilateral and bilateral agreements on trade issues.

A major effort for us during the past year was the negotiation of the proposed
North American Free Trade .^reement (NAFTA). Agency personnel played promi-
nent roles in the agriculture negotiations and participated in a number of negotiat-

ing areas related to agriculture. FAS also
plays

a similar role in the Uruguay Round
of multilateral trade negotiations under the GATT for global reform of agricultural
trade. On April 16, 1993, the Administration announced its intention to request an
extension of its fast track negotiating authority. We remain committed to achieving
a good agreement for U.S. agriculture in the Round.
FAS staff also work aggressively and continuously in a number of bilateral nego-

tiations, including access for U.S. beef into Korea, EC oilseed subsidies, Japanese
dairy restrictions, wheat imports fi-om Canada, and phytosanitary issues witn Mex-
ico.

FAS' OPERATIONS OVERSEAS

No place is FAS' responsibility to represent the interests of U.S. farmers more in-

tegrated and focused than in itis offices overseas. Our staff overseas work to fight
unfair trade practices, to improve market access for U.S. agricultural exports, to

provide market information and analysis, and to carry out market development ac-

tivities covering more than 130 countries.
To give you just one example on the market development side, our Agricultural

Trade Office (ATO) in Tokyo, Japan, has sponsored USA Food Pavilions at

FOODEX, Japan's leading international food show, every year during 1982-91. In

addition, in 1987 and 1992, we sponsored our own USA food shows. The 1992 Great
American Food Show was the largest food show ever conducted by FAS, attended

by more than 12,000 Japanese trade visitors. It generated nearly $2 million in on-
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site sales and exhibitors expected their annual sales as a result of the show to total

$21 million. The Tokyo trade office also has
sponsored

numerous shows in other

Japanese cities to promote U.S. products to local wholesalers and retailers and pro-
vides facilities for U.S. exporters and services such as market research, product
demonstrations, a newsletter, and public relations events throughout the year.
The story is much the same in all our ATO's. FAS has taken steps in the last

year to strengthen its ATO operations and as we look to meeting future export
needs, we are updating the criteria for evaluating both current and proposed Agri-
cultural Trade Offices.

There is a constant need to re-evaluate our overseas representation to make sure
we are in the best

position
to help U.S. farmers take advantage of emerging market

opportunities. In all, one-third of the FAS budget covers the costs required in rep-

resenting U.S. farmers' interests abroad. As we have increased representation for

U.S. farmers in such key areas as Eastern Evirope, western Japan, and Mexico,

budget constraints have required us to eliminate overseas positions elsewhere. We
will continue to carry out our overseas staffing evaluation process in a systematic

way, with the basic criteria being the continued enhancement of U.S. exports.

FAS BUDGET SITUATION

Before I discuss the fiscal year 1994 Budget proposal for FAS, I would like to com-
ment briefly on our current situation.

Because the fiscal year 1993 FAS appropriation was continued at the fiscal year
1992 level, the agency has had to absorb a total of $5 milUon in non-discretionary
cost growth resulting fi"om overseas wage and price increases and costs associated

with the fiscal year 1993 pay increase.

Absorbing these increases has not been easy, but has been accomplished through
the following actions:—implementing a hiring freeze to eliminate 25 U.S. positions;—

closing 5 overseas offices and downsizing 6 others; and—reducing Washington administrative support costs by 20 percent.

BUDGET REQUEST

For fiscal year 1994, the budget recommends a funding level of $109.1 million for

FAS, a net reduction of $8.8 million from the fiscal year 1993 level on a comparabil-
ity basis. The budget proposed two significant changes for fiscal year 1994.

First, the budget proposes a reduction of $10 million in the level of the FAS con-

tribution to the Foreign Market Development Cooperator Program. This proposal,
which is one of the President's deficit reduction initiatives, represents a reduction
of approximately one-third from the contribution levels of recent years.

Second, funding for the support of the CCC Computer Facility, previously in-

cluded in the CCC estimates, is now included in the fiscal year 1994 FAS
appropria-

tions request. Previously, the CCC Computer Facility was jointly operated oy FAS
and ASCS; however, FAS will assume full responsibility for the facility in fiscal year
1994. For comparability purposes, the budget justification materials reflect this ad-

justment in fiscal year 1993.
The budget proposed several other adjustments for fiscal year 1994 including:—an increase of $1.2 million for annualization of the fiscal year 1993 pay in-

crease;—an increase of $1.6 million to help offset unavoidable increases in overseas

wages and prices; and,—a decrease of $1.9 million associated with a three percent reduction in adminis-
trative overhead costs. This reflects the first year of a five year initiative to re-

duce administrative overhead costs by fourteen percent by fiscal year 1998.

THE CHALLENGE OF THE FUTURE

Mr. Chairman, I'd like to end with some remarks about the challenges FAS is fac-

ing. The world is in the midst of a vast geopolitical and economic upheaval. It is

a time when we can build on the past, but we cannot cling to it. We welcome the

challenge.

Traditionally, the United States has been a bulk commodity exporter; however,
this is changing. High-value exports

—such as meats, vegetables, and processed
products—now represent 55 percent of U.S. agricultural trade and these exports are

expected to increase for the eighth consecutive year in fiscal 1993. In fact, overall,

consumer-oriented, high-value exports are the fastest growing sector of the global
market—and we are increasing our world market share in this sector. But to assure
further growth we need to be creative and flexible in our use of programs, adding
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new ones, modifying old, to make sure that we are positioned to help U.S. farmers
move into new markets.

Despite our successes in the trade policy area, tremendous challenges still lie be-

fore us. Our work in the Uruguay Round continues; the EC still maintains many
restrictions that impede importe of a wide variety of U.S. products; Korea and Japan
have not opened their markets to the extent that they should; and new problems
continually crop up regarding unfair

phytosanitary requirements, illogical tariffs,

outright import bans, and a variety of other roadblocks to the free flow of agricul-
tural trade.

We recognize that there is a limit to the resources that can be committed to our

agency and our export mission, crucial though it is. This means that FAS must work
"leaner and meaner." We must improve our services and outreach to U.S. farmers
and exporters and we must assure U.S. taxpayers that they are getting all the

"bang" possible for their bucks. I personally want to see this agency has the com-

plete confidence of Congress and the public that we 6U"e wise and prudent managers
of the programs we adrninister.

Developing new export markets is not something that is accomplished in a single

year. We must have faith and patience with programs that may not pay off for a
number of years down the road.

That's not going to be easy in a time when there are going to be lots of other in-

terests vying for support ana where the payoff might be much more immediate. But
it is vital that we make a long-term commitment to export expansion.
At stake is nothing less than the United States' position in the 21st century as

the world's No. 1
exporter of agricultural products—and by extension, the U.S. farm-

er's ability to earn nis livelihood via the marketplace rather than through govern-
ment programs.
Mr. Chairman, that concludes my statement. I would be glad to respond to your

questions and to those of the other Subcommittee members.

Statement of Christopher Goldthwatt

Mr. Chairman, members of the Subcommittee, I appreciate the opportunity to dis-

cuss the programs of the General Sales Manager.
The Office of the General Sales Manager oversees the U.S. Department of Agri-

culture's export, food aid and foreign direct technical assistance programs. These

{)rograms
touch virtually every comer of the globe to serve both the immediate and

onger term interests of U.S. agricultvu-e. We look forward to using these programs
in an innovative, coordinated way in fiscal year 1994 to meet the rapidly changing
export situation. Some of these tools have been available to us for more than four

decades; others have been developed more recently, in response to specific needs to

facilitate exports, promote market development, or counter the trade practices of
some competitors.
The 1990 Farm Bill provides a wide range of export promotion programs to accom-

modate any stage oi a customer country's development—food aid and other
concessional programs for developing countries, export credit guarantee programs
for markets that depend on credit, and programs to promote commercial sales to re-

gain, maintain, or increase the U.S. market share. To keep pace with a dynamic
world marketplace, we will shift among programs, using them singly or in combina-
tion as necessary to maximize sales opportunities for U.S. agricultural producers.

FORMER SOVIET UNION

Before I report on the status of our various export programs, let me begin by ad-

dressing a subject which has been much reported in the news—the former Soviet
Union and our efforts there. We have used a variety of programs to assist the
former Soviet Union—export credit guarantees, humanitarian food aid, and tech-
nical assistance.

Since January 1991, USDA has made available over $5 billion in export credit

guarantees to the former Soviet Union, Russia and Ukraine. These guarantees were
used to facilitate the purchase by these countries of different U.S. agricultural com-
modities, including a variety of processed products and over 30 million tons of U.S.

grains.

Repayments on guaranteed export credit have reached nearly $900 million, and
another $4.2 billion in credit is outstanding. Since late November 1992, Russia has
defaulted on all its repayments for guaranteed export credits which were entered
into by the Former Soviet Union and Russia, and program sales to Russia have been
suspended since that time. As of April 15, repayments in default totaled $737 mil-

lion. Eleven banks have filed claims for repayment and USDA has paid $379 million
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in claims as of April 15. Generally our policy is that after we review the claim for

accuracy, CCC pays the claim within 24 hours.
Under the terms of a rescheduling agreement signed in Paris on April 2 by Russia

and its 19 m^or creditor countries, Russia will be able to reschedule a portion of

these arrears in addition to a portion of its future repajonents coming due during
the rest of calendar year 1993. In tottd, the rescheduling agreement would allow
Russia to reschedule a total of approximately $1.1 billion, repayable between Janu-

ary 1, 1995 and July 1, 2000. Under the terms of the agreement Russia would also

be required to repay all arrears to date which were not covered under the reschedul-

ing agreement as soon as possible, but no later than June 30, 1993. As of
April 2,

arrears not rescheduled totaled $287 million. These would have to be repaid before
the June 30 deadline. In addition, pa5Tnent8 coming due between April 2 and June
30 not rescheduled total approximately $193 million, and between July 1 and De-
cember 31 approximately $212 million. These amounts have to be repaid as they be-

come due.
The Department is working closely with the Department of State and the Treas-

ury in developing the necessary Bilateral Agreement documenting the terms of the

rescheduling agreement and negotiating it with the Russian Federation. Once the
bilateral is signed, CCC will negotiate an implementing agreement to put the terms

fully into force. We hope to have everything in place no later than early-to-mid-
June.

Secretary of Agriculture Espy has stressed that this Administration places top pri-

ority on resolving the purchasing problems of Russia and Ukraine. Over the past
5 years, the former Soviet Union has accounted for about 20 percent of U.S. grain
exports as well as smaller percentages of other commodities; it is not a market we
want to lose.

As it became clear that the export credit guarantee program was not appropriate
for many countries of the former Soviet Union, or capable of meeting the full de-

mand 01 Russia and Ukraine, we began to look for other ways to maintain exports
outside the GSM-102 progretm. Let me first discuss how we adapted our export sub-

sidy programs to accommodate compensatoiy forms of trade—^barter, countertrade,
offset arrangements, and escrow accounts. Under these arrangements, a party in a
third country which has established trade relationships within the FSU often con-

trols the hard currency proceeds resulting from FSU exports. The third country
party frequently functions as a bujdng agent, purchasing goods desired in the FSU
and making payment from the generated hard currency. The resources to finance
the trade are in the third countries, not in the countries of the former Soviet Union
that are the ultimate destinations.
To facilitate U.S. agricultural exports through these non-traditional trading chan-

nels, we have modified our Export Enhancement, Dairy Export Incentive, and the
Sunflowerseed Oil Assistance Programs to allow sales to third-country buyers for

commodities destined for the former Soviet Union. This change allows additional

marketing opportunities for U.S. exporters on cash terms. U.S. exporters of wheat,
wheat flour, barley, barley malt, rice, vegetable oil, frozen pork, milk powder and
butterfat may take part in these transactions.

Since August, U.S. exporters have sold over 2.0 million metric tons of wheat to
the former Soviet Union through third country buyers. This is equal to nearly 20

percent of all U.S. wheat exports to the former Soviet Union in fiscal 1992. Export-
ers have also sold 20,000 metric tons of barley and 37 metric tons of milk powder.
I would stress that this business is ongoing, albeit on a smaller scale, even while
our export credit guarantee program remains suspended.

Secondly, we have made special efforts to move U.S. agricultural commodities
through our food aid efforts in the former Soviet Union. The Freedom Support Act
of 1992 gives us added flexibility in this area. The Act eliminated the limitation on
programming of 500,000 metric tons under the Food for Progress Program for fiscal

year 1993 under section 416(b) of the Agricultural Act of 1949 for commodities fur-

nished to the former Soviet Union. This provision allows us to meet humanitarian
food needs in the former Soviet Union during this critical period of transition with-
out limiting the size of Food for Progress programs carried out elsewhere. And it

maintains exports of U.S. agricultural commodities.
Thus far in fiscal 1993, the United States has committed over 2.3 million tons of

assistance to the republics of the former Soviet Union. This aid, valued at nearly
$575 million, will be handled through govemment-to-govemment agreements and
agreements with U.S. private voluntary organizations. In addition, the President an-
nounced at Vancouver our intention to provide an additional $700 million in Food
for Progress assistance for Russia. Depending on the commodity mix and transpor-
tation costs, that will add between 3 to 4 million metric tons more.
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Another way we are providing aid to the former Soviet Union is through technical

assistance programs. USDA and the U.S. Agency for International Development
AID have several programs underway to help develop the agricultural and agri-
business sectors.of the former Soviet Union. Projects include the development of a

model farm community to demonstrate various aspects of U.S. farm management
and marketing practices; development and expansion of wholesale markets in the
former Soviet Union; and creation of an extension service. These are just three of

our nine technical assistance activities which are underway.
All of these programs give us the tools to provide needed humanitarian and tech-

nical assistance, and at the same time help maintain U.S. agriculture's presence in

this important market.
I'd now like to provide a broader overview of the programs that are the respon-

sibility of the General Sales Manager.

PUBLIC LAW 480

Market development in many countries, especially the low-income developing
countries, begins with food aid. The Public Law 480 program focuses on the needs
of developing countries and emerging market economies. Its goals are to help meet
humanitarian needs, provide calories and nutrients that can increase human pro-

ductivity, and establisn a U.S. presence in the market, particularly for those com-
modities that a country will need to import on a long-term basis. As countries de-

velop,
our expectation—^based on many years of experience—is that they will even-

tually become commercial customers.
Provisions of the 1990 FACT Act made major changes in the program authorities

and management responsibilities for Public Law 480. The 1990 Act assigns specific

responsibilities for the various titles directly to either the Secretary of Agriculture
or the Administrator of AID.
The General Sales Manager in USDA is responsible for policy formulation and

program administration in carrying out Public Law 480, Title I, sales activities. AID
has similsu* responsibilities for the Title II donation and Title III govemment-to-gov-
emment grant programs. USDA provides operational support to AID for commodity
purchases under Titles II and III.

Title I, which is our primary responsibility, provides concessional, long-term credit

financing for the sale of U.S. amcultural commodities to developing countries.

During fiscal year 1992, USDA signed Title I concessional credit agreements with
30 countries; 16 of these, or over half, were first-time participants in the program.
Agreements with the countries covered nearly $500 million in sales of U.S. wheat,
wheat flour, feed grains, rice, vegetable oil and meal, cotton, and tallow. So far in

fiscal year 1993, we have signed new Title I agreements with 14 countries—Belarus,
Costa Rica, Cote d'lvoire, El Salvador, Egypt, Jamaica, Jordan, Lithuania, Moldova,
Morocco, Sri Lanka, Suriname, Turkmemstan and Zimbabwe—and we expect to con-
clude several more agreements in the near future.
For fiscal year 1994, the budget proposes a total program level of $1.6 billion for

Public Law 480 food assistance which is expected to provide for total commodity
shipment of anproximately 6.3 million metric tons. While the fiscal year 1994 ton-

nage level is slightly below the fiscal year 1993 current tonnage estimate, it is con-
sistent with the average annual level of Public Law 480 commodity assistance over
the past five years.
The proposed program level includes $502.6 million for Title I long-term credit

sales administered by the Department of Agriculture. For programs administered bv
the Agency for International Development, $831.9 million is proposed for Title II

food donations and $283.6 million for Title III govemment-to-govemment grants.

Looking ahead to 1994, we expect to continue to provide Title I credit to countries
that are important markets for U.S. farmers, such as Egypt, the Philippines and
Morocco. We also plan to continue our emphasis on using concessional sales

pro-
grams to establish marketing relationships in Eastern Europe and with individual

republics of the former Soviet Union, where commodity needs exist and financial
conditions may justify concessional financing.

OTHER FOOD AID AUTHORITIES

Section 416(b) of the Agricultural Act of 1949 authorizes donations of uncommit-
ted Commodity Credit Corporation (CCC) stocks to assist needy people overseas. So
far in fiscal year 1993, we have signed agreements to donate more than 1.7 million

metric tons of grain and butter and butteroil to various countries, including six re-

publics of the former USSR, Tunisia, and, for the first time, Mongolia.
Food for Progress is another well-established food aid program extended by the

FACT Act. The program provides commodities to developing countries and emerging
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democracies to encourage democracy and private enterprise, including agricultural
reform. The program is carried out using funds or commodities made available

through Public Law 480 Title I or Section 416(b). In the current year, we have

signed agreements with Albania and Armenia and are developing programs with

Georgia and Kyrgyzstan using funding from Public Law 480, Title I. Food for

Progress agreements using Section 416(b) authority have been signed with Armenia,
Belarus, Georgia, Kazakhstan, Latvia, Poland, Russia and Ukraine.

EXPORT CREDIT GUARANTEE PROGRAMS

Financing is an essential part of every export transaction. The export credit guar-
antee programs administered by the Genered Sales Manager help assure the avail-

ability of credit to finance commercial U.S. agricultural exports. Under both GSM-
102 and GSM- 103, the U.S. government guarantees payment to U.S. exporters and
their financial institutions if the foreign banks fail to pay. The guarantees encour-

age U.S. lenders to extend credit which is used by overseas customers to pay U.S.

exporters.
The credit guarantee programs operate within a

relatively
narrow range of credit

risk. The purpose is to underwrite export credit that would not otherwise be made
by the commercial sector, but to avoid assuming so much risk as to compromise our
reasonable expectation of repayment. Since these programs have been in existence,
USDA has had to make payment on about 10 percent of the over $40 billion in

short-term export credit that we have guaranteed. However, a good portion of these
costs will eventually be recovered as CCC receives payments on export credit debt
which has been rescheduled under the auspices of the Paris Club.
The GSM-102 program covers export credit with repayment terms up to 3 years

and is our largest single export promotion program. The Agricultural Trade Act of

1978, as amended, requires that not less than $5.0 billion in GSM-102 guarantees
be made available annually. The GSM-103 Intermediate Credit Guarantee Program
facilitates sales that require a longer payback period, typically covering export credit

of 3 to 7 years. This program, authorized at not less than $500 million in guarantees

per year through 1995, is designed to help developing nations make the transition
from concessional credit to cash sales.

In fiscal year 1992, $6.1 billion in GSM-102 export credit guarantees were an-
nounced for use in 35 countries, and U.S. exporters registered a record $5.6 billion

in actual sales. This represents the largest amount of sales ever registered under
the program. Under GSM-103, $229 million in guarantees were announced for use
in 10 countries, and U.S. exporters registered $88 million in actual sales. GSM-102
and 103 helped U.S. exporters maintain or increase their market share in a number
of countries around the world, despite strong competition.
Although we are not yet halfway through the current fiscal year, we have already

announced allocations of $4.2 billion of GSM-102 guarantees to 31 countries. For
GSM-103, credit guarantee announcements to date total $318 million to eight coun-
tries.

The 1990 FACT Act provides additioned statutory authorities to promote the ex-

port of U.S. agricultural products to emerging democracies through export credit

guarantees and the sharing of U.S. agricultural expertise. We are working on
emerging democracies programs with the republics of the former Soviet Union, the
Baltic States, countries in Eastern Europe, and two countries in Latin America. We
continue to follow events in these areas closely and to analyze their impact on coun-

try creditworthiness. We expect these authorities to help us establish long-term
markets for U.S. agricultural products in these regions.
As part of the emerging democracies program, the 1990 FACT Act also authorizes,

for the first time, the use of credit guarantees for financing the establishment or

improvement of facilities to improve the handling, processing, storage, or distribu-
tion of agricultural products. We have discussed similar programs with the Export-
Import Bank, the Overseas Private Investment Corporation, and other agencies, and
we are now working on operational details for

iinplementation of this program. We
hope to be able to use the program in the former Soviet Union to improve food proc-
essing and distribution facilities, and at the same time to increase U.S. export op-

portunities.
For fiscal year 1994, a total program level of $5.7 billion has been established for

the CCC export credit guarantee program. This includes $5.0 billion to be made
available under the GSM-102 program for short-term credit guarantees and $500
million for intermediate-term credit guarantees under the GSM-103 program. An
additional $200 million of credit guarantees are expected to be made available by
CCC during fiscal year 1994 to promote the export of U.S. agricultural products to

emerging democracies.
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EXPORT ENHANCEMENT PROGRAM

The Export Enhancement Program helps the United States meet subsidized com-
petition in targeted markets—particularly competition from the European Commu-
nity. It operates under a bid-bonus system, in which U.S. exporters submit bids for
bonus levels that would allow them to sell eligible commodities at competitive
prices. In a world market distorted by export subsidies, the EEP is an essential tool
for regaining and maintaining the U.S. market share and for pursuing trade policy
objectives.
This program has in many cases, increased or prevented further declines in U.S.

exports; it has challenged unfair trade practices by others; and it has pressured ovu-

trading partners to engage in serious negotiations on bilateral and multilateral agri-
cultural trade issues.

Since the EEP began in 1985, nearly $5.4 billion in bonuses have been awarded,
supporting $18 billion in U.S. agricultural exports to 101 countries.

In fiscal year 1992, $968 million in EEP bonuses were awarded to U.S. exporters.
The $3.0 billion in sales made under the program that year accounted for an esti-

mated 74 percent of total U.S. barley exports, almost 60 percent of U.S. wheat ex-

ports, and around one-third of U.S. exports of wheat flour, vegetable oil, and eggs.
As of April 15, fiscal year 1993 EEP bonuses of more than $597 million had been

awarded to exporters to assist in sales of over $2.0 billion in U.S. agricultural com-
modities.

In fiscal 1992, we made a major change in the operation of the program by an-

nouncing all EEP initiatives for a specific commodity in a package. Prior to that,
we announced each new initiative or allocation on a country-by-country basis. This
package approach offers several advantages:

It gives farmers, exporters and foreign buyers greater certainty about market op-
portunities, making the United States a more reliable supplier;

It helps avoid sales disruptions that sometimes occur when initiatives expire; and
While negotiations under the Uruguay Round of trade negotiations continue, our

announcements signaled to the European Community the scope of the United
States' resolve to reform intemationfil agricultural trade.
Future use of the EEP depends, in large part, on progress in the current Uruguay

Round trade negotiations. Until we have effective GATT disciplines governing inter-
national agricultural trade, we plan to continue to use the EEP in a responsible but
forceful way to defend U.S. agricultural trade interests in world markets.

DIRECT SALES, DEIP, SOAP, AND COAP

The General Sales Manager continues to use the authority contained in the CCC
Charter Act and Section 407 of the Agricultural Act of 1949 to sell CCC-owned com-
modities for export. Our efforts in this area have concentrated on CCC stocks of
dairy products because of minimum annual sales levels required by statute and the
large supplies of uncommitted CCC inventory.

Fiscal year 1992 direct export sales of CCC-owned dairy products totaled 82,575
metric tons, up from 31,000 metric tons in 1991. Major customers included Mexico
and Russia. In the current fiscal year, direct export sales of CCC dairy products to
date are around 7,991 metric tons, of dairy products valued at $11.22 million.
The Dairy Export Incentive Program (DEIP), Sunflowerseed Oil Assistance Pro-

gram (SOAP), and Cottonseed Oil Assistance Program (COAP) were all reauthorized
by the 1990 FACT Act. They operate much like the EEP, with bonuses to U.S. ex-

porters to support sales of dairy products, sunflowerseed oil, and cottonseed oil.

These programs help U.S. farmers gain access to markets that would otherwise be
closed to them because of subsidized prices offered by otiier suppliers.

In fiscal year 1992, DEIP bonuses to U.S. exporters supported commercial sales
of more than 82,253 metric tons of dairy products. The SOAP and COAP programs
supported the sale of 281,000 tons of sunflowerseed and cottonseed oils.

As of April 21, the fiscal year 1993 SOAP and COAP programs have supported
the sale of nearly 178,197 tons of sunflowerseed and cottonseed oils. In addition, we
have announced the DEIP for 98 countries covering 204,020 tons of milk powder,
76 countries for 48,415 tons of butterfat, and 13 countries for 5,800 tons of Cheddar,
mozzarella, cream, Gouda, feta and processed American cheese. As of April 12, sales
under the fiscal year 1993 DEIP program total 98,921 metric tons.
We plan to continue to use these programs in fiscal vear 1994 to help U.S. export-

ers of these products maintain their position in markets that are targeted by our
subsidizing competitors.
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LONG-TERM TRADE STRATEGY

We recently compjeted a long-term agricultural trade strategy that outlines our

goals for the last decade of the 20th century. The strategy that we have developed
directly from the 1985 and 1990 Farm Bills involves three basic tenets that have

guided us for several years and will continue to do so: (1) maximize the benefits of

a market-oriented domestic farm policy; (2) pursue the goals Mr. Schroeter has de-

scribed through an aggressive international negotiating posture, and (3) continue to

use all our export tools responsibly and aggressively, to create an environment
where the natural comparative advantage of U.S. agriculture can prevail. While our

goal is unchanged, the programs we use have been revised and refined to meet the

array of challenges facing U.S. agricultural products.
They give us Qie tools to:—defend our overseas markets against unfair trade practices;—establish new trading relationships in emerging markets;—create an appetite for U.S. products in the restricted markets of developed coun-

triesj
and—provide near-term food assistance and work toward long-term development of

commercial markets in countries that now depend on concessional programs.
More than ever, we need to keep our export programs flexible enough to deal with

the ever-changing dynamics of the world marketplace. Today, we are using the pro-
grams to respond to the dramatic changes in Eastern Europe and the former Soviet
Union. We are targeting newly emer^ng markets in Africa, Latin America and else-

where. We are establishing links with developing private sectors as countries in

many regions recognize the benefits of market economies. And we are prepared to

adjust to changes, positive or negative, in bilateral trade relationships and in the
multilateral trading system.
We have made many improvements in management and accountability, and I can

assure you that these are responsibilities we will continue to take most seriously.
We have worked to ensure that our programs are carefully planned, efficiently man-
aged, and aggressively used to achieve our goals.

OFFICE OF THE GENERAL SALES MANAGER

Finally, for the Office of the General Sales Manager, our fiscal year 1994 budget
proposes a funding level of $9.1 million, an increase of $0.2 million over the fiscal

year 1993 level. This increase is needed to offset the annualized effects of the fiscal

year 1993 pay increase.

Mr. Chairman, while many other U.S. export sectors have faltered, agriculture re-

mains this country's leading export earner. The export programs continue to play
an important role in helping U.S. agriculture succeed in a complex and competitive
trade environment.
That concludes my formal statement. I will be glad to respond to any questions

or concerns of this Subcommittee.

Statement of John A. Miranda

Mr. Chairman, members of the Subcommittee, thank vou for the opportunity to

share wth you the work of USDA's Office of International Cooperation and
Develop-

ment. I'll begin with a brief overview of OICD's mission, provide you with back-

ground on our budget, and then tell you about the kind of work we do.

OICD's programs are aimed at strengthening U.S. agriculture's global competi-
tiveness and leadership while, at the same time, supporting economic growth in the

developing countries oi Asia, Africa, and Latin America, and in the emerging democ-
racies of Eastern Europe and the former Soviet Union.
These international efforts lead to medium and long-term trade benefits for the

United States as we help these countries stabilize, reform, and strengthen their ag-
ricultural sectors. As we know from historical perspective, growing incomes in devel-

oping countries permit people to increase their imports to help meet expanding de-
mands for a larger and more diverse market basket of goods, including food, fiber,
and other products. Again, past experience demonstrates this can lead to a stronger
U.S. agricultural community through increased

exports
of U.S. agricultural and

other goods and services to fill the needs of our neighbors around the world.
OICD was established in 1978, and was given responsibility for the Department's

programs related to international scientific and technical exchanges, liaison with
international organizations, international technical assistance and training, and
international collaborative research. OICD's establishment was designed to increase

efficiency and improve communication within the Department regarding inter-
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national development activities. It also provided a much needed central point of con-

tact for people in USDA, other federal agencies, the university community, and the

private sector who needed information or assistance related to the international de-

velopment activities of the Department.
In fiscal year 1992, OICD carried out its work with a budget of $38.8 million. Less

than 20 percent of this, only $7.2 million, came fi-om direct appropriations. The ap-

propriated funds serve primarily to operate the agency's research and scientific ex-

change programs, liaison with international organizations, the Cochran Fellowship
Program, and the Agribusiness Promotion Program.
The largest part of the agency's budget—$28.4 million—came from the reimburs-

able technical assistance, research, ana training programs which OICD manages. Of
the reimbursable program funds, 60 percent came from our work with the Agency
for International Development on more than 80 project agreements. The balance
comes from the Support for East European Democracy, or SEED Act, and non-AID
sources, including other USDA agencies, international organizations, and univer-

sities. An additional $3.2 million was expended in 1992 for technical assistance ac-

tivities managed by OICD on behalf of the World Bank and countries such as Spain
and Saudi Arabia.
OICD has approximately 200 employees, about 135 of whom are permanent staff.

The remainder hold various kinds of non-permanent positions
related to specific

fixed-term contracts which the agency manages. Roughly 190 OICD employees are
located in the Washington metropolitan area; the rest are stationed overseas on

long-term assignments.
Throughout the year, in addition to our regular staff of about 200, we usually

have as many as 400 to 500 additional individuals working on projects involving
more than 70 countries. To fill these jobs, we tap the resources of the many USDA
agencies, other federal government agencies, the U.S. university system, and the

private sector for the particular expertise required for a project—anything from bio-

technology to nutrition to the environment. Our job is to manage USDA's inter-

national programs, maximizing the benefits to both the United States and other
countries. We do this by reacning out, identifjdng, and using the vast resources
available in the U.S. agricultural and scientific communities to meet needs identi-

fied by the various organizations who call on us.

Now I'd like to tell you a little about each of our four program divisions, and give
you a very brief overview of the work they do.

Activities in our Research and Scientific Exchange Division are funded through
a combination of all three sources of our funding—appropriated, reimbursable, and
trust funds. There are three major components of the division's work. The first is

the administration of collaborative research. Through long-term research projects,
U.S. researchers collaborate with their international counterparts on high priority

problems for the U.S. agricultural community, such as citrus canker or the
Africanized honeybee. Research is carried out both here and overseas and is funded
either by U.S. dollars or by foreign currencies made available from expired Public
Law 480 agreements or other sources. The research conducted overseas often cannot
be conducted in the United States due to quarantine considerations or the need to

study a particular organism or disease in its natural habitat.
There is also the added benefit that such research is usually done at significantly

lower cost than is possible in the United States. In fiscal year 1992, this division

managed 53 collaborative research projects in 15 different countries, and an addi-
tional 164 projects were ongoing in six countries using foreign currencies.
The second component is our scientific exchange program, where U.S. and foreign

scientists make short-term visits to each other's country to exchange information of
mutual benefit as well as technology, germplasm, and biological materials. In fiscal

year 1992, we managed 111 exchanges involving 25 countries and 216 participants.
These exchanges have proved invaluable over the years in improving U.S. crops, for-

estry, and livestock.

Under the auspices of this program, OICD manages a major long-term scientific

exchange program with China, a country with a vast reservoir of germplasm re-

sources important for the improvement, protection, and continued
diversity

of U.S.

crops. This past year, 21 teams of U.S. and Chinese scientists visited each other's

countries to exchange information on topics of importance to agriculture. Just to

mention a few, scientists exchanged plant germplasm resources and biological con-
trol agents to protect citrus fruits ana stored grains, and a team of U.S. plant quar-
antine officials visited China to discuss U.S. medfly quarantine practices

—an obsta-
cle to U.S. fruit exports to China.
Our reimbursable research programs, the third component, operate mainly in

Egypt, India, Thailand, Eastern Europe, and the newly independent states of the
former Soviet Union.
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For example, the National Agricultural Research Project in Egypt, a far-reaching
AID-funded project involving the cooperation of OICD and USDA's Agricultural Re-
search Service, is supporting 28 collaborative research projects. These projects will

improve the agricultural research system in Egypt, providing Egyptian farmers with

appropriate technology and a supportive policy environment in which to apply that

technolog>'.
Our Food Industries Division's emphasis is on agribusiness and is also funded

from all three sources—^appropriated, reimbursable, and tnist funds. This division's

Trade and Investment Program helps promote U.S. exports while supporting the de-

velopment of a healthy, vital, private sector in other countries through marketing
workshops, in-country technical team visits, and trade missions. They are involved
with the Caribbean Basin Initiative and run an Agribusiness Information Center
that pi-ON-ides information regarding export/import regulations and other information
needed by U.S. investors and exporters.
The program's scope of work has grown and diversified recently, in both content

and geographical breadth. We are now working in the Caribbean, Central American
and Andean countries. Central Europe, Sub-Saharan Africa, and the Near East.

In 1992. we sponsored agribusiness opportunity missions for U.S. business men
and women to Guatemala, die Dominican Repubhc, and Jamaica, and advance mis-
sions to Belize, Honduras, Hungary, and Nicaragua. Through these missions, U.S.

entrepreneurs gain the opportunity to meet and develop joint partnerships with
their counterparts in countries to which they may not otherwise be exposed. Devel-

oping joint ventures and other business linkages puts American companies in a

stronger position to gain access to markets for U.S. agricultural and other products.
The diN-ision's Professional Development Program provides career-related training

for foreign agriculturists. This training takes place in U.S. universities and institu-

tions an5 is runded by an international organization or a foreign government. In fis-

cal year 1992. over 200 participants from 56 countries were placed with U.S. institu-

tions, fostering long-term relationships and fixture collaboration when the partici-

pants return home.
The Cochran Fellowship Program trains young professionals fix)m middle-income

countries and emerging democracies and exposes them to U.S. sj'stems, goods, and
services to foster mutual trade and promote development. In fiscal year 1992, 472
Cochran Fellows from the public and private sectors of 21 countries received train-

ing in the United States, and the program has been a resounding success according
to resident USDA agricultural counselors. The Cochran Program has played an es-

pecially important role in USDA's efforts to assist Russia and other new republics
in the former So\'iet Union.
The Development Resources DiNdsion, our largest, is funded completely through

reimbursable projects and trust funds. This unit coordinates and proNides technical
assistance to developing countries, using the expertise of its own personnel, other

agencies of the Department, and the university community. Its management and
training unit conducts short-term technical training in the United States for foreign
agriculturists. More recently, the unit is also conducting specially designed in-coun-

tr>' training overseas. We anticipate the demand for this training will grow.
The diN-ision's major areas of focus are forestr>' and natural resources, soil and

water management, plant protection and animal health, information management,
and business management and administration.

In a major undertaking, we are working closely with other USDA agencies to pro-
side technical assistance to the Agency for International Development's natural re-

source projects worldwide, and policy development and implementation regarding
en%ironment and energ>- concerns here in Washington. Growing pressure on the
world's natural resources has heightened the importance of efforts such as these.

\Miile the goal of this di\ision is to build sound institutions and to develop indige-
nous technical expertise in developing countries over the medium-to-long term, our
famine mitigation unit is presently involved in the U.S. response to the emergency
situation in Somalia. Cxurently, we has-e a famine mitigation specialist on a 3-

month detail to the Horn of Africa assisting AID's Office of Foreign Disaster Assist-
ance Somalia Response Team. This specialist re\iews and selects AID-funded agri-
cultural projects that will be implemented to help alle\iate the suffering in Somalia
and throughout the region.
Our fourth di%ision is the International Organizations Division, which has a small

staff, funded entirely through appropriations. This di\ision acts as USDA's liaison
with international organizations concerned with agriculture. These organizations in-

clude the Organization for Economic
Cooperation and Development, the Food and

Agriculture Organization of the UN, the World Food Program, and the Inter-Amer-
ican Institute for Cooperation in Agriculture. All told, we are actively involved with
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about 30 different international organizations whose agendas can have an impact
on U.S. agriculture.

Last year's United Nations Conference on the Environment and Development
highlighted the increasing interrelationships between agricultural, environmental,
and trade issues. Decisions in any one of these areas affect all of them. The Organi-
zation for Economic Cooperation and Development has become one of the significant
fora for reviewing the impact of policies in these areas. As the work of OECD is

expanding, it is affecting more USDA agencies and OICD is expanding its coordinat-

ing role vis a vis OECD. At the same time, we are also designating staff to be re-

sponsible for follow up to UNCED in the U.S. government as well as in inter-

national organizations.
While USDA has a long history of active interaction with the Food and Agri-

culture Organization of the United Nations, this working relationship will also grow
as FAO responds to the agenda set by UNCED. Many USDA agencies, such as the
Forest Service, the Animal and Plant Health Inspection Service, and the Agricul-
tural Research Service, work very closely with FAO on matters of concern to U.S.

agriculture. OICD places high priority on maintaining this productive relationship,

especially in such programs as the Tropical Forestry Action Program, in the Work-
ing Group on Plant Genetic Resources, and in the activities of Codex Alimentarius.
OICD also helps promote U.S. candidates for posts in international organizations

through the Associate Professional Officers Program, which provides international
work experience for junior professionals from the United States. The first seven As-
sociate Professional Officers who had been placed with the Food and Agriculture Or-

ganization and the International Fund for Agricultural Development had all com-

pleted their tours of duty by the summer of 1991. Two new APO's were appointed
and left for their assignments during 1992. Both will be working with FAO, one in

Quito, Ecuador, and the second in Jakarta, Indonesia. In fiscal year 1993, APO's
will work in the areas of agricultural marketing, natural resources, forestry, nutri-

tion, and pest management.
In addition to our ongoing activity with the international organizations, this year

the international community must elect new leadership for the Food and Agriculture
Organization and the Inter-American Institute for Cooperation in A^culture. OICD
works with the Department of State to establish criteria used to identify the best
candidates for the U.S. Government to support in the elections.

I would now like to briefly turn again to the budget situation for OICD. For fiscal

year 1993 OICD's appropriated budget is again $7.2 million. This is a small but very
important component to our total budget, which is projected for this year at $45.7
million. This represents a 22 percent increase in the reimbursable and trust fiind

portion of our budget over fiscal year 1992.
For fiscal year 1994, we are requesting $7.3 milUon for our appropriated pro-

grams. This increase of $96 thousand is the net of an increase commensurate with
a current services level, and a 3 percent cut in administrative costs. We expect our
reimbursable and trust fund programs to operate at roughly the same level in fiscal

year 1994 as in 1993.
As I mentioned earlier, in all of its activities, OICD draws upon the resources of

other USDA agencies, the U.S. land-grant university system, other federal agencies,
the private sector, and in-house expertise. We are actually, in many cases, an agen-
cy that showcases and provides to governments and institutions abroad the signifi-
cant talent and expertise encompassed in these institutions. In fact, we operate
much like a private sector entity within government rules and regulations. We do
not have time to "rest on our laurels" because such a large part of our budget comes
from reimbursable and trust funds—funds we must obtain and maintain through
proven successes.
Mr. Chairman, in closing, I would like to highlight the fact that a major propor-

tion of the world's population
—four billion people—live in developing countries. The

majority earn their living through agriculture, the number one occupation in most
of these countries. Of those 4 billion people, 2.5 billion live in rural areas, and half
of those live below the poverty line. A recently released study by the International
Fund for Agricultural Development on results of foreign aid program in developing
countries says that well intentioned donors have missed the point of development
assistance. That is, the rural poor are not an obstacle to economic recovery but the

very key to producing it. To quote from the report, "Poverty is less of a failure of

the poor, than a failure of policy makers to grasp their potential."
We at OICD do understand that potential. We well recognize that the world is

a "global village" whether viewed from the perspective of trade, nutrition and
health, or the environment. OICD is proud of the role it plays in helping both U.S.

agriculture and the global village preserve and strengthen a vital agricultural sec-
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tor. We continue to be USDA's window to the world and provide a unique service

in the Department for U.S. farmers and their neighbors worldwide.

Statement of Galen S. Bridge

Mr. Chairman and members of the Committee, I appreciate the opportunity to be
here today to discuss the programs and activities of the Soil Conservation Service

(SCS).

agriculture and the environment

The mission of SCS is to provide leadership and administer programs to help peo-

ple conserve, improve, and sustain our natxiral resources and environment. SCS pro-
vides a major component of the Department of Agriculture's conservation assistance,

working with farmers, ranchers, and other land users and rural communities to bal-

ance sound environmental management of soil, water, and related resources with
sustainable production.
There is no question that agriculture is facing greater challenges than ever when

it comes to meeting public demands for environmental protection. Agricvilture has
been identified as a msgor contributor to nonpoint source water pollution. It is con-

sidered one of the predominant sources of impairment for 60 percent of the Nation's

impaired rivers and lakes. In fact, water quality is the most rapidly emerging issue

impacting agriculture today, from the standpoint of both environmental concerns
and public health concerns. Over three-fourths of our remaining wetiands are in pri-
vate ownership, much of it in agriculture. The land use and management decisions

made on this land will largely determine the fate of our remaining wetlands and
the success of creating new ones. Protection and restoration of habitat for threat-

ened and endangered species is another related issue. Obviously, agriculture has a

major role to play in achieving progress towards solving these and other environ-

mental problems for the benefit of all citizens. Conservation and environmental pro-
tection will, therefore, continue to be a strong focus of the Department.
USDA has historically encouraged voluntary conservation measures by farmers.

Through its vast network of county ofBces, USDA has the institutional framework
in place to deliver education, techmcal and financial assistance to farmers, ranchers,
and landowners and has been doing so for more than 50 years. The last two farm
bills strengthened our approaches in dealing with cropland erosion, wetland con-

servation and water quality improvement. In addition, the Agricultural Research
Service and the Cooperative State Research Service conduct a wide

variety'
of re-

search activities to develop and improve conservation technology. USDA believes

that the use of research, aemonstrations, information and education, technical as-

sistance, and incentive programs that encourage farmers to try new ideas, is a pri-

mary reason American agriculture has become the most productive in the world.
These approaches are helping us meet current environmental challenges as well.

There are several examples of ongoing activities that illustrate agriculture's in-

volvement in these issues.—In the Pacific Northwest, there is a m^or regional effort underway for the re-

covery of declining stocks of salmon and steemead. Part of that project is focus-

sing on habitat restoration and development of hatcheries. Approximately 40

percent of the remaining salmon habitat is bordered by private land, much of
which is cropland, pastureland, and rangeland. Consequentiy, habitat restora-

tion will depend heavily on landowners' acceptance of and participation in the

program. In the fiscal year 1993 Appropriations Act, Congress directed SCS "to

provide assistance to private landowners in improving and maintaining riparian
zones in the upper watershed area of the Columbia River tributaries."

USDA brings two major components to salmon recovery
efforts. These are (1)

technical expertise and a planning process tiiat has credibility with agricultural

producers and operators; and (2) nnancial assistance to encourage farmers to

install conservation practices through cost sharing assistance. In meeting other

regulatory requirements for the protection of endangered species, agriculture
will be required to place increased emphasis on habitat protection and pesticide

management, actions which have major potential impacts on agricultural pro-
duction.—The Environmental Protection Agency (EPA) and the National Oceanic and At-

mospheric Administration (NOAA) recentiy announced final guidance to the
states for implementing coastal zone nonpoint source pollution control pro-

grams. Again, agriculture is identified as one of the leading contributors to

water qu^ity problems in coastal areas. SCS worked with NOAA and EPA to

develop technical guidance in the form of management measures to control
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nonpoint pollution from agriculture. Some of these measures include sedimenf
erosion control, nutrient and pesticide management, irrigation water manage-
ment, and animal waste management. SCS practice standards and specifica-
tions are the basis for these measures.—The Safe Drinking Water Act is being implemented across the country with no-

ticeable impacts on a^culture. One example is additional monitoring costs for

small rural communities and potential changes to agricultural practices to pro-
tect drinking water supplies. Another example is the new drinking water supply
standards that would require the citizens of New York City to spend from $6
to $8 billion in water treatment upgrades to supply 9.5 million people with
clean water. The annual operating budget would add about $300 million per
year to their cost. The principal source ot water quality concern is from agricul-
tural operations in a 1.2 million acre watershed area of the Catskill Mountains
and lower Hudson Valley. As an alternative to the expensive upgrades, the agri-
cultural community and New York City are working together to resolve the
water quality concern. New York will be investing about $3.4 million initially

to fund the installation of on-farm water quality improvement practices. If these

practices are successful in improving water quality, the need for the more ex-

pensive treatment will be alleviated.

CONSERVATION ASSISTANCE AND PARTNERSHIPS

As I mentioned earlier, USDA has a long history of working with agricultural pro-
ducers and rural communities to conserve and protect natural resources and the en-

vironment. We serve a broad range of customers including farmers, ranchers, other
Federal agencies, state and local government, and other land owners and users

through our locally-based delivery system. Our assistance is technology-based,
translating research results and practical experience into on-the-ground solutions

through the expertise of a trained, professional work force. USDA technical staff,

primarily located at SCS state and county ofBces, includes a range of specialists
such as soil science, economics, engineering, agronomy, biology, range management,
geology, and others. This provides an interdisciplinary approach to identifying and

solving resource problems and insures full consideration of alternative conservation

treatments, impacts, and benefits.

In addition, SCS maintains extensive natural resource data bases. A National Re-
sources Inventory is conducted every 5 years and includes data on the status, condi-

tion, and trends of the soil and water resources on the nonfederal lands of the Unit-
ed States. Detailed soil surveys, conducted in cooperation with other Federal, state,
and local agencies, provide basic data on soil characteristics and are available, gen-
erally on a county basis, for 1.7 billion acres or about 73 percent of U.S. land area.

About 35 million acres of soil surveys are mapped each year. These data bases are
used by USDA, and other Federal, state, and local agencies to support conservation
and natural resources program planning and implementation.
USDA delivers most of its technical assistance to land users through a network

of over 2,900 SCS county ofBces. These offices are located within local conservation
districts that cover about 98 percent of the Nation's non-federal lands. These con-

servation districts are units of state government, operated by boards of locally elect-

ed officials who serve without salary, and organized to develop and carry out local

conservation programs. USDA has a Memorandum of Understanding with each of
these districts which sets forth working arrangements between the Department and
the district. This Federal-state-local and private sector partnership provides an ef-

fective and proven delivery mechanism for leveraging our combined resources to-

wards solving natural resource and environmental problems. It enables us to ad-
dress national priorities within the context of local needs, a grassroots approach to

identifying and solving problems. SCS provides technical assistance to more than
one million producers and other land users each year on about 60 million acres of

agricultural lands including cropland, rangeland, pastureland, woodland, and other
lands. Some of the long-term pulblic and pnvate benefits resulting fix)m conservation

planning and
applicauon

assistance include reduced erosion and sedimentation,
cleaner water, reauction of health hazards, improved fish and wildlife habitat, pro-
tection of wetlands, and flood prevention.

ORGANIZATION

As an organization, SCS employs about 13,800 people and has a current appro-
priation of $885.4 million. About 80 percent of our budget goes for technical assist-

ance and 20 percent for cost-sharing and financial assistance provided both to indi-

vidual land users and units of state and local government. SCS also provides the
technical assistance required to carry out conservation cost sharing programs ad-
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ministered by ASCS including the Conservation and Wetland Reserve Programs and
the Agricultural Conservation Program. About 50 percent of our work force, or 6,800
staff years are at the field or county ofiBce level which is the primary service deliv-
ery point. Other program services as well as technical, managerial, and administra-
tive support are provided through area and state offices which include about 42 per-
cent of the total work force, or about 5,800 staff years. Four regional centers located
in Portland, Oregon, Lincoln, Nebraska, Fort Worth, Texas, and Chester, Pennsylva-
nia provide leadership for technical quality assurance and technology transfer to
SCS program activities at all levels. The information resources management and
software development functions of the agency are carried out at Fort Collins, Colo-
rado, and headquarters activities are located in Washington, D.C.

CURRENT ACTIVITIES

Currently, SCS is devoting a considerable portion of available resources towards
helping farmers implement conservation compliance plans on highly erodible crop-
land as required by the Food Security Act of 1985 (FSA). The conservation provi-
sions of FSA were enacted to provide consistency between USDA conservation pro-
grams and other Department farm programs by making eligibihty for USDA pro-
gram benefits contingent upon the implementation of a conservation compliance
plan on highly erodible cropland. To continue receiving these benefits, producers
must fully implement their plan by December 31, 1994, according to a schedule, i.e.,

"actively applying" the plan each year until it is fully implemented. Conservation
practices must be maintained after the initial deadline is met and as long as produc-
ers wish to participate in any USDA farm or conservation program. To date, SCS
has assisted in developing 1.6 milUon plans covering 140 million acres of highly
erodible cropland, or about one-third of the total cropland in the country. About 58
percent of the

planned acreage is now fully implemented with conservation prac-
tices. Additional plans are partially implemented and progress is on schedule. Cur-
rent projections are that fullv implemented compliance plans, combined with the
grass and trees planted on land enrolled in the Conservation Reserve Program
(CRP), will reduce soil erosion on highly erodible cropland in the United States by
about 65 percent from pre-compUance levels.
As with any effort of this magnitude, a number of concerns have surfaced. There

have been questions about our quality control processes and overall consistency
which we have worked to correct with a major quality assurance effort tiiis year.A significant part of the work to complete the implementation of the plans remains
to be done bv farmers during calendar years 1993 and 1994 in order to remain in
compliance. We will be prioritizing our resources toward those states where this
workload is heaviest. We do not want any farmer or rancher to have their USDA
program benefits jeopardized because our assistance was not available.
Another ongoing activity has to do with wetlands. As you know, SCS has respon-

sibility for identifying and delineating wetlands on agricultural lands to support the
administration of the swampbuster provisions of the farm bill. Prior to May, 1991,
about 65 percent of the necessary wetland determinations had been made. This in-
volved about 2.5 million determinations covering 16.2 million acres of wetlands. Be-
cause of the uncertainty about Federal wetland delineation criteria, we suspended
our wetland inventories at that time. These determinations are currently beingmade only upon request by a producer or another USDA agency. Until criteria are
clarified, we are continuing to delay the certification, publication, and periodic re-
view and update of wetland determinations as required by the 1990 farm bill. When
these issues are resolved, we will be able to resume our work on wetland inventories
and establish the required procedures to periodically review and update these deter-
minations.
The ongoing USDA water quality initiative is another SCS priority activity. Under

this initiative, the Department has implemented a cooperative and coordinated ef-
fort with private sector agriculture; with other Federal, state and local agencies;
with diverse conservation and farm organizations; and with urban communities to
identify problem areas and to design and encourage adoption of environmentally
sensitive farming systems. SCS, ASCS, and the Extension Service are providing
leadership for implementing projects which include educational, technical, and fi-

nancial assistance to producers to improve water quality. Activities are coordinated
with local soil conservation districts, state water quality agencies, EPA, and others.
Work is underway in 16 demonstration areas where agricultural chemicals are a
water Quality concern. The intent of these projects is to increase the adoption of eco-
nomically sound, on-farm management practices that protect surface and ground
water quality through the use of new and innovative

practices, and the transfer of
information to other areas with similar problems. In acidition, the initiative includes



131

74 hydrologic unit areas with specific agriculturally related nonpoint source water

quality proolems. Most of these projects are coordinated in with EPA's program
under Section 319 of the Clean Water Act.

In 1992, farmers installed water quality practices on 2,155,938 acres of cropland
in the USDA project

areas. These practices reduce soil erosion and sedimentation,

improve the handling of animal waste, and reduce the application and improve the

management of nutrients and pesticides. Most of these projects, which oegan in

1990 and 1991, are expected to run for about five years. Progress is being monitored
and an evaluation plan is in effect so we will be able to learn from our experiences
and improve our overall strategies and techniques in future efforts. In addition, SCS
provides technical assistance to regional water quality programs such as the Chesa-

peake Bay, Great Lakes, Gulf of Mexico, Puget Sound, Land and Water 201, Long
Island Sound, Lake Champlain, and EPA's National Estuaries Program. Altogether,
SCS is investing about $45 million and 700 staff years annually in this initiative.

It is important to note that the future direction in water quality as it relates to agri-
culture will be set through reauthorization of the Clean Water Act.

FISCAL YEAR 1994 BUDGET REQUEST

As you know, the President's budget request for fiscal year 1994 proposes the es-

tablishment of a Farm Service Agency which consolidates the functions of SCS,
ASCS and the Farmers Home Administration. One appropriation account is re-

quested which provides funding for the salaries and expenses of all three agencies

including all technical assistance program activities currently performed by SCS as

follows:—Technical assistance provided to producers for implementing the highly erodible

land and wetland provisions of FSA;—Technical assistance to carry out CRP, the Wetland Reserve Program, the Agri-
cultural Conservation Program, and other conservation cost sharing programs
currently administered by ASCS;—Other conservation technical assistance provided under Memoranda of Under-

standing with conservation districts;—Support for the ongoing USDA water quality initiative;—SoU surveys and National Resources Inventories;—Operation of 26 Plant Materials Centers which test, evaluate, and encourage
the use of plant species for treatment of conservation problem areas;—Snow surveys and water supply forecasting in the western states and Alaska;—River Basin and flood plain management studies done in cooperation with state

and local units of government and other Federal agencies;—Technical assistance for planning and constructing watershed projects author-
ized by Public Law 78-534 and Public Law 83-566, and for emergency water-
shed protection activities to repair damages to watersheds resulting from natu-
ral disasters;—Technical assistance to support the planning and application of conservation
practices under long-term contracts with farmers and ranchers in the 10 Great
Plains states; and—Technical assistance to support ongoing activities in 246 authorized Resource
Conservation and Development (RC&D) areas.

This proposal reflects the Administration's commitment to streamline agency op-
erations, reduce administrative and overhead costs, reduce the number of federal

employees, and improve USDA services to farmers. Savings would result from a
streamlined county office structure and from efficiencies at the National and state
office levels as the agencies are consolidated. An overall savings of $61 million is

reflected for 1994, and cumulative savings of $735 million over four years are esti-

mated to result from this consolidation. Fiscal year 1994 employment levels are re-

duced by about 5 percent from the 1993 level.

Cost sharing and financial assistance is proposed to continue at about the level

Provided
for fiscal year 1993 for all SCS programs that provide such assistance.

Tnder the Great Plains Conservation Program, $16.3 million would be available to

sign an estimated 1,150 contracts to install conservation practices on 3.5 million
acres of land. A total of $149,953,000 is requested for Watershed and Flood Preven-
tion Operations to fund construction and land treatment costs on 314 subwatershed
projects authorized under Public Law 534 and 610 small watershed projects under
Public Law 566, including 29 new projects. This amount also includes $20,853,000
for emergency watershed protection activities to provide an immediate response to

reduce hazards to life and property in watersheds damaged by natural disasters. Fi-

nally, $5.8 million is recjuested for financial assistance available to local RC&D
£u*eas as seed money to install measures planned by RC&D councils for the con-
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servation and development of natural resources, and the enhancement of social, eco-

nomic, and environmental conditions in rural areas.
I will provide for the record a table showing the fiscal year 1993 funds appro-

priated by state anrf local governments for conservation programs. We will be happy
to respond to questions.

FUNDS APPROPRIATED BY STATE AND LOCAL GOVERNMENTS FOR CONSERVATION PROGRAMS

FISCAL YEAR 1993

state State government Local government Total

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pacific Basin

Pennsylvania

Puerto Rico

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virginia

Washington

West Virginia

$3,847,862
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FUNDS APPROPRIATED BY STATE AND LOCAL GOVERNMENTS FOR CONSERVATION PROGRAMS

FISCAL YEAR 1993—Continued
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peanuts and tobacco. Randy was raised on a dairy, irrigated grain and hay farm
in Decatur County, Kansas.

Randy is married and has two children.

RICHARD B. SCHROETER

Mr. Schroeter is a native of Reedley, California, and a graduate of the University
of California in Los Angeles, California. He received his B.S. and M.S. in Economics.
Mr. Schroeter began his career with the Foreign Agricultural Service in 1966 as

an International Economist and served as Assistant Agricultural Attache in the U.S.
Mission to the EC from 1970 to 1975. In 1978, he became Director of the Market
Economics Division, ITP. Mr. Schroeter moved to the Horticultural and Tropical
Products Division, Commoditv and Marketing Programs, in 1979 as Deputy Director
of Marketing. Mr. Schroeter became the Deputy Assistant Administrator, Trade Ne-

gotiations, International Trade Policy, in 1987 and later in May 1991 became the
Assistant Administrator of International Trade Policy.
Mr. Schroeter assumed his present position of Acting Administrator of the Foreign

Amcultursd Service in January 1993.
He is married, has 2 children and lives in McLean, Virginia.

GALEN S. BRIDGE

Native of Maine.
Education: BS Degree in Agricultural Engineering, University of Maine, 1957.

Masters Degree in Public Administration, University of Virginia, 1966.
Career: Present Position: Actine Chief, Soil Conservation Service, and Associate

Chief, Soil Conservation Service, USDA, Washington, D.C.
Former Positions: Deputy Chief for Programs, Soil Conservation Service, USDA,

Washington, D.C; Deputy Chief for Administration, Soil Conservation Service,

USDA, Washington, D.C; Assistant Chief, Northwest, Soil Conservation Service,

USDA, Washington, D.C; Director, Conservation Operations, Soil Conservation

Service, USDA, Washington, D.C; State Conservationist, Soil Conservation Service,

USDA, Spokane, Washington; Deputy State Conservationist, Soil Conservation Serv-

ice, USDA, Denver, Colorado; Assistant State Conservationist, Soil Conservation

Service, USDA, Portland, Oregon; and Agricultural Engineer, Soil Conservation

Service, USDA, Orono, Maine.

Memberships: Soil Conservation Society of America, American Society of Public

Administration, Fellow-National Institute of Public Affairs.

Awards: Presidential Meritorious Rank Award, U.S. Department of Agriculture
Superior Service Award, Washington State Professional Service Award.

COOPERATOR PROGRAM

Senator Bumpers. Mr. O'Mara, going to the last page of your
statement on the $10 million proposed cut for the Foreign Market
Development Cooperator Program, describe that program for me?
Mr. O'Mara. The Cooperator Program has been in place in the

Department for a number of years. I do not know precisely how
long, but it involves commodity groups cooperating with the For-

eign Agricultural Service to improve our sales of exports overseas.
The program is primarily focused on bulk commodities.

Senator Bumpers. How does it differ from an MPP Program, for

example?
Mr. O'Mara. The MPP centers on shorter-term promotion of

products in targeted markets. Under the Cooperative Program, the
efforts are focused on developing and expanding markets for soy-
beans or wheat or cotton or other bulk commodities.
Senator Bumpers. Why are you cutting it? Do you feel it is not

a successful program?
Mr. O'Mara. No; we think this program has been quite success-

ful over time. As part of the President's budget deficit recommenda-
tions, this program is being subjected to a $10 million cut. What
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we intend to do is to refocus the program in areas of the world
where market potential is perhaps greater than in others. That is,

there will be more effort made to promote bulk commodities in

areas of the world such as India, for example, and less so in West-
ern Europe.
There will be more of an effort to focus on what you might call

less sophisticated economies, and the Market Promotion Program
will focus more on more sophisticated markets where we have

greater market potential for consumer ready type products.

STATE DEPARTMENT ADMINISTRATIVE COSTS

Senator Bumpers. Mr. O'Mara, this is on the slightly unrelated

subject, but I was just trying to figure out other places you might
cut. I understand that you share—^the Department of Agriculture
shares with the State Department—cost of embassies, based on

your personnel in those embassies, is that correct?

Mr. O'Mara. Yes, sir; we do cost share.
Senator Bumpers. WTiat is the total cost to USDA for all the em-

bassies in the country where we share cost? In the world, rather,
not in the country.
Mr. O'Mara. Let me just check. The total is $6 million.

Senator Bumpers. How much?
Mr. O'Mara. It is $6 million.

Senator Bumpers. How current is that practice? We have not al-

ways done that, have we?
Mr. O'Mara. There has always been cost sharing to some degree.

I think what has happened in more recent years is that our partici-

pation in the cost sharing effort that the State Department re-

quires of all agencies, not just FAS, has increased.
Senator Bumpers. I wonder if they charged the CIA.
Mr. O'Mara. I do not know, sir.

Senator Bumpers. That is not a fair question. That is more a
comment than a question.

USDA RESTRUCTURING

Now, going back to the consolidation of these agencies in the
Farm Service Agency, you mentioned here that the farm programs
of Farmers Home Administration is going to be a part of this. How
about the remaining programs? As a matter of tact, I think you
mentioned farm programs in housing, is that correct?
Mr. O'Mara. Yes, sir.

Senator Bumpers. Now, what happens to the water treatment,
the Business Development Program, all of that?
Mr. O'Mara. If I might, I would let Randy Weber respond to that

question.
Senator BtnviPERS. Mr. Weber?
Mr. Weber. I think it is generally presumed that those functions

of FmHA would go to RDA or the Under Secretary for Rural Devel-

opment.
Senator Bumpers. So the short answer is you have not decided

yet?
Mr. Weber. It really has not been decided. They are still working

on what avenue it would take. But generally the thinking is that
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it would go over to the small communities and rural development
side.

Senator Bumpers. I do not have any strong objection to these
consolidations or any other savings you are trying to accomplish as

long as they are done in a fair manner. And one of the things, of

course, that every Member of Congress is going to hear about is

how many jobs are going to be lost, are we going to be laying off

career personnel, are we going to do it through attrition, or how
are we going to accomplish it with the least disruption to both
farmers and employees?
Mr. O'Mara. Well, Mr. Rominger, who will I think shortly be in

place as Deputy Secretary, has been and will be given the charge
of directing the creation of this Farm Service Agency, Mr. Bump-
ers, and he intends to hold discussions with Members of Congress,
the career service in these agencies, and the farmers, the end-users
of these services, before there is a final plan put in place so that
fairness is achieved.
Senator Bumpers. Well, do you have any idea when this plan is

going to be forthcoming?
Mr. O'Mara. I think it will be sometime this fall, but Mr.

Rominger, of course, has not been confirmed yet, but he indeed will

take on this charge as one of his major responsibilities. And I think
he is first concerned with getting an assessment of all those who
are interested in the creation of this agency as to the most prac-
tical way to proceed. But generally speaking, I think he is looking
to some time this fall.

Senator Bumpers. If I were President Clinton and I were going
to sign off on this, I would want to get that done as quickly as pos-
sible because I have a feeling it is not going to initially be very pop-
ular, just because people resist change, not because it is not a good
idea. And I would hope that you a\\ would get cracking on that

right away and come back to Congress with something that we can

approve without blood being all over the floor.

CORN DISASTER PAYMENTS

Now, Mr. Weber, I guess I ought to ask you this question because
this is really an important question. Who made the decision and
when was the decision made to provide 1992 disaster relief to

corngrowers based on the quality of their crop? You have the au-

thority to do it. I am not questioning that. I am just sa3dng who
made the decision and when was it made?
Mr. Weber. The decision was made by the Secretary just prior

to the announcement, and that has been approximately 2 weeks
ago that the announcement was made. The reasoning for announc-
ing com only was the determination that the situation in corn ap-
peared to be much more severe than for other commodities.

I might say that since that announcement there have been con-
siderable concerns expressed about other crops.
Senator Bumpers. Call it an uproar, if you will.

Mr. Weber. And that is currently under review.
Senator Bumpers. Well, now, let me just say this, Mr. Weber. In

my opinion and based on the makeup of this subcommittee as well
as the full Agriculture, either you are going to have to rescind that
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or you are going to have to include other crops, because I can tell

you the wheat farmers suffered a lot, too, in 1992.

DISASTER PROGRAM FUNDING

And while I am on that, how much disaster money do you have
available to you right now for 1990, 1991, and 1992?
Mr. Weber. The initial appropriation was a little over $1 bil-

lion—$755 million in the first appropriation
Senator Bumpers. Right.
Mr. Weber. Plus $382 million, and there is another
Senator Bumpers. But it is $482?
Mr. Weber. There is another $100 million the President could

request. We are currently estimating that under phase II and

phase III we will be paying out approximately $700 million, $700
to $720 million, in addition to the $150 million estimated with the
com announcement. So there would be around $850 to $870 mil-

lion. We would have a balance of around $275 to $375 million.

Senator Bumpers. Have you made a calculation on that including
the com crop for disaster in 1992 would cost?

Mr. Weber. I am sorry?
Senator BUMPERS. Well, when you declare corn eligible for disas-

ter assistance for 1992, did you also make a calculation as to what
the cost of that might be?
Mr. Weber. $150 million.

Senator BUMPERS. $150 million?

Mr. Weber. Yes.
Senator Bumpers. Was this problem with com, what shall I say,

more pervasive or worse in certain areas of the country than in

others?
Mr. Weber. This particular problem was worst in the Northern

States where they had cool, wet weather last year. The biggest
share of it occurred in the 11 Northern States, principally Wiscon-

sin, Michigan, Minnesota, and South Dakota.

They had weather that provided the prospects for a good crop,
but they wound up with a harvest that in many cases was high
enough in quantity to make them ineligible for our disaster pro-

gram even though it had a low test weight and high moisture, so

that when they marketed the crop it that was worth essentially

nothing.
Senator Bumpers. What was the com crop in 1992? Was it 8.5

billion bushels?
Mr. Weber. I believe that is correct, yes.
Senator BUMPERS. Is that more or less than we harvested in

1991 on the same acreage on a per-acre basis?
Mr. Weber. It was more.
Senator Bumpers. It was more? That does not sound much like

a disaster does it?

Mr. Weber. It certainly does not sound like a disaster from a

quantity standpoint.
Senator Bumpers. You say you have this under review?
Mr. Weber. We have it under review, yes.
Senator Bumpers. And as chairman of this committee, and I

know I speak for the other members of the committee—^we have
one Senator from Nebraska on the full Agriculture Committee, and
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we have a Senator from Nebraska on this subcommittee. And I

know that all of us who are concerned about wheat, for example,
if you are going to go forward with the com disaster we would like

to know what your decision is as soon as possible because if we
cannot do it administratively, then we will try to do legislatively

an addition to this.

Mr. Weber. Mr. Chairman, I can assure you we will
keep you

informed, and as soon as a decision is made we will let you know.

OFF-FARM mCOME LIMIT

Senator Bumpers. Thank you very much, Mr. Weber. Now, Mr.

O'Mara, this is a policy decision which you probably had very little

to do with. And I assume that this is an initiative of the new ad-

ministration, at least by 0MB. I have always said I would rather

be head of 0MB than President any time.

But the decision, of course, to say that you are not going to be

eligible for these farm programs if you have $100,000 in outside in-

come, I really have mixed emotions about that. My Ozark Moun-
tain populous spirit says, that is a good idea. And on the other

hand, I know that a lot of people will have no choice but to sell

their land or to do something else. And I can think of all kinds of

isolated, or maybe not so isolated, or individual cases where people

have a $100,000 income because somebody discovered oil on their

land. It has nothing to do with inheriting money or anything else.

Is the thrust of this that if you have $100,000 of income the Gov-

ernment has no business paying you any kind of a subsidy on your
land? And if that is the rationale, whv pay anybody?
Mr. O'Mara. Well I think, Mr. Chairman, the concept—as you

say—has a lot of appeal. And you mention that part of you sees

some appeal in this. I think that is a strongly held view by many
people, and it certainly is the reason why the budget proposal re-

flects the $100,000 payment limitation.

I think in practice that it is a difficult concept to carry out, and

I expect that there will be some further discussion of that up here

as well as within in the administration as the process ensues.

Senator BUMPERS. Mr. O'Mara, here is what I believe. I do not

believe today that a cotton, or a wheat, or a com farmer can stay

in business 10 minutes without Govemment help. Oh, I know how

popular it is to go out here and say we can balance the budget if

we just cut all those farm subsidies and so on. And, you know, we
are always willing to look at that. We are always willing to look

at what is fair.

But when you consider the fact, for example, that the European

Community subsidized com and wheat both, and cotton, at twice

the level of ours. And while during the past 6 or 7 years we have

cut agricultural programs by two-thirds while the European Com-

munity has increased theirs by 100 percent, and we sit around

moaning about how we cannot compete. Well, of course we cannot

compete when we are at that sort of a disadvantage.

So, I am just simply saying that I know a lot of farmers in my
State, and I expect I speak for Senator Bond in Missouri, that if

you say you have over |l00,000 in outside income you cannot par-

ticipate, you are effectively saying you cannot farm. If you are in

the cattle business, OK, because there is not enough there to
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amount to anything. But if you are a wheat farmer or a corngrower
and you have $100,000 outside income you are out of business.

You cannot farm today without Government programs. Do you
agree with that? And cotton and rice.

Mr. O'Mara. Well, I cannot say that I understand the situation

in your State, Senator. What I do understand is that there is a

strong sentiment to limit the amount of subsidies going to the farm

sector, and this is one approach that is obviously part of the Presi-

dent's budget.
Senator Bumpers. I am not asking you to confront the President,

or 0MB, or anything.
Mr. O'Mara.. Thank you, sir.

Senator Bumpers. I am just asking you, as a clinical question,
do you not pretty much agree with me that nobody can farm wheat,
cotton, rice, or com today unless they get these up to $50,000 defi-

ciency payments?
Mr. O'Mara. I do not know where the number stands across the

country. What does seem to be clear to me is that if farm income
is going to be sustained in the out years with budgetary pressure
that forces reduced Federal spending in the farm sector, there has

got to be some way to improve that situation. And it seems to me
that the reality is that whether it is through payment limitation

or some other approach that budgetary restraint is going to con-

tinue to force this to happen.
The only alternative we have is to improve our market situation

overseas, and to get better access and improve our ability to sell

out of this country. For example, we export nearly 60 percent of our

wheat, obviously a large share.
Senator Bumpers. What percent?
Mr. O'Mara. Sixty percent of the wheat we produce is exported.
Senator Bumpers. And what percentage of our rice crop do we

export?
Mr. O'Mara. I am so glad you asked that. That is the next one

on my chart here. That is nearly 45 percent.
Senator Bumpers. It has been higher than that in the past, has

it not?

CONTRIBUTION OF AGRICULTURE TO TRADE BALANCE

Mr. O'Mara. It has been higher than that. This year it is a little

lower, as a matter of fact.

Senator Bumpers. And incidentally, while we are on that subject,
Mr. O'Mara, you said in your statement that we exported 42 billion

dollars' worth of agricultural products last year. Now, what amount
of that was a contribution to the balance of trade, do you know, our
trade deficits?

Mr. O'Mara. The net of that would have been $18 billion.

Senator Bumpers. $18 billion?

Mr. O'Mara. Yes, sir.

Senator BUMPERS. There is a little contribution that very few

people ever talk about around here.
Mr. O'Mara. That is correct.

Senator Bumpers. I interrupted you. I apologize. Go ahead.
Mr. O'Mara. Well, the point I was making is the one that you

are making too, I think. Senator, that the role of agriculture in ex-
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ports is already substantial, and the income benefits from exports
are very substantial. This is a key issue as we face budgetary re-

straints in the years to come.
And I think we have to come back to the point that we have to

improve the situation overseas for our farmers if, indeed, more of
their income is going to be coming from the market rather than
from the Treasury.

CONSERVATION RESERVE PROGRAM

Senator Bumpers. I have a host of other questions, but I want
to yield to Senator Bond. But let me ask you about the Conserva-
tion Reserve Program. How much money did you say is in the 1994
budget for that?
Mr. O'Mara. May I turn you over to Mr. Bridge, sir, to answer

that question.
Senator Bumpers. Mr. Bridge. I thought that was in the state-

ment. I have just forgotten what it was.
Mr. Bridge. $1.8 billion.

Senator Bumpers. $1.8 billion?

Mr. O'Mara. That is correct.

Senator Bumpers. For the record, the Conservation Reserve Pro-

gram is taking of the easement on land for a 10-year period, cor-
rect?

Mr. Bridge. That is correct.

Senator BUMPERS. And can you tell me—I asked the Secretary
the other day, but I did not get a very definitive answer. How much
are we paying per acre on average for that program?
Mr. Bridge. Randy, I believe the annual costs are about $45 per

acre?
Mr. Weber. They are in the neighborhood of $45 an acre, yes.
Senator Bumpers. So, you are talking about $450 for a 10-year

period, correct? Now, I have got a good patch of land of farm. I

would sure love to get in that, $526. Is that correct, $526?
Mr. Weber. For the 12th signup the rental payments average

about $630 an acre for the full 10-year period. You add to that the
cost-share payments of $33 an acre, and technical assistance. The
bottom line is a total cost of around $382 per acre for the full 10-

year period.
Senator Bumpers. Now, the Wetlands Reserve Program only

costs $900 and something an acre, does it not?
Mr. Weber. Yes; for the 50,000 acres that we took in under the

pilot program.
Senator Bumpers. And we keep that forever.
Mr. Weber. That is correct.

Senator Bumpers. That is a permanent easement.
Mr. Weber. That is a permanent easement.
Senator Bumpers. For $900 and something, and we are paying

for a 10-year easement with no constraints on the future use of the
lands at the end of the 10-year period. We are paying $682.
Mr. Weber. That is correct.

Senator Bumpers. Does that sound like a bargain to you?
Mr. Weber. Well, certainly some people have raised the question.
Senator Bumpers. I am raising it right now.
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Mr. Weber. With regard to the CRP, when the contracts expire,
if the land does come back into production it will be under the con-

servation compliance rules. There will have to be a plan in place,
or if there is not, the producer would be subject to loss of other pro-

gram payments.
Senator BUMPERS. He is going to be in Argentina by then. What

is the requirement on the plan? I mean, what are the limitations

on the use of that land at the expiration of 10 years?
Mr. Weber. At the end of 10 years, if it is left in its

vegetative
Senator BUMPERS. I understand the sodbuster and swampbuster,

for example. Is there anything else?

Mr. Weber. The producer could bring it back into production
then. If it is brought back into production under a plan, he would
then be eligible for program pajonents.
The issue of what will be done at the end of the 10 years is some-

thing the Department is currently studying. We will likely be com-

ing to the Congress with recommendations as to what we might do.

Certainly there are some that would like to see an extension of

these payments.
Senator Bumpers. Mr. Weber, how much land do we have in that

program now?
Mr. Weber. We currently have 36V2 million acres, and we have

a goal, a statutory goal of 39 million acres.

Senator Bumpers. Will this $1.8 billion help you get there?
Mr. Weber. That will help us get 1 million acres next year to-

ward reaching that goal.
Senator Bumpers. Is that what you are trying to do, get another

1 million acres next year?
Mr. Weber. That is what we are trying to do.

Senator Bumpers. By 1995 or 1996, this program ends and land
starts coming out of the program, right?
Mr. Weber. That is correct.

Senator Bumpers. You know, I applaud and was a chief cospon-
sor of swampbuster and sodbuster both, and of course this serves
two purposes. No. 1, land ought to be rested periodically. I think
we would all agree with that. It serves that purpose.
Another purpose it serves, of course, is when you consider how

much we are paying in subsidies for crops, it takes a lot of cropland
out of production, reduces price pressure, and so on.

But boy, that is an expensive program. What do you have to do
to get into it?

Mr. Weber. You would have to come into the county office and
submit an application when we have a signup, and your land would
have to be determined to be highly erodible or meet specific cri-

teria. Then you would file a bid, and we would go through a proc-
ess to determine whether that bid was acceptable based on the en-

vironmental benefits, the dollar amount of the bid, and how it com-

pares to other bids.

Senator Bumpers. Let me ask you this question. Iowa has al-

ways held the dubious distinction of losing more topsoil off its

farmland than any State in the Nation. My father-in-law used to

spend a lot of time there, and he used to tell me about how you
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could get stuck on a highway after a rain because so much of the

topsoil had washed out on the road.

And today, even today, with Iowa's really valiant efforts to stop
the erosion, their success has been limited in one sense, I think,
because I think at one time they were losing something like 16 tons
of topsoil per acre per year on their mostly com land.

And today I think they have reduced that somewhat but they
still, as I say, hold the distinction of losing more topsoil per acre
than any State in the Nation.

Now, is land like that just because of a fairly indigenous prob-
lem, is that land eligible?
Mr. Weber. If it is considered highly erodible it would be eligi-

ble, and if it meets other criteria such as contributing to certain

kinds of water quality problems, it would qualify under this pro-

gram.
Senator Bumpers. Let me yield to Senator Bond.
Senator Bond, Thank you very much, Mr. Chairman. I want to

follow up. Obviously, we both have great interest in the soil con-
servation and erosion prevention area. A few years ago, Missouri
was a nice strong second to Iowa in the loss of soil. We have tried

many things. We have worked hard at it both at the State level as
well as here.

But let me ask a basic question, and maybe Mr. O'Mara is the
one to ask it of. We see these budget cuts as they impact farming
having a tremendous blow to the farmers. A lot of analysis has
been done. Back in the heartland, you do not have to look too far.

Most farmers in Missouri have their own PC, and they can tell you
pretty quickly what it is going to do.

And when you combine the slashes in farm programs such as 0/

92, 50/92, expanding the triple base program, it looks to me like

somebody has assumed that we are going to get a GATT negotia-
tion and wipe out the competition of the European Community and
others who are dumping the subsidized crops on the world market.
Has there been a study done within USDA or 0MB as to the im-

pact of these cuts on American farmers?
Mr. O'Mara. With respect, Mr. Bond, to whether or not there is

a GATT negotiation or just generally speaking?
Senator Bond. I am sa5dng you have assumed the GATT, and we

read in the paper today that the Budget Director does not think
there is going to be GATT. But we have a situation now where we
are fighting the subsidized competition of the European common
agricultural program.
With all these cuts, 0/92, 50/92, triple base, what studies have

been done as the basis of the 0MB recommendations that you
slash support programs?
Mr. O Mara. Yes, sir; there has been a study completed and we

can make that available to you.
Senator Bond. Who did it and when?
Mr. O'Mara. It was done by the Economic Research Service re-

cently. I do not know precisely when.
Senator Bond. After the proposals went up?
Mr. O'Mara. As far as I know that is true, sir, yes.
Senator Bond. I would want to see a copy of that study because

I can tell you that the people in academia in my State who studied
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it can only conclude that nobody had thought this out before they
proposed it, because if we want to keep people in the program we
cannot continue to cut the program.
One of two things are going to happen. People are either going

to quit farming or they are going to get out of the program. If they
get out of the program, we are not going to have any of the envi-

ronmental controls and the other things we need on it. And I think
this is going to be a very serious problem that we are going to have
to address when the proposal for slashing these programs comes
before the Congress.
Mr. O'Mara. We will get that to you, sir.

[The information follows:]

Statement of Keith Collins, Acting Assistant Secretary for Economics, U.S.
Department of Agriculture

Mr. Chairman and members of the Subcommittee, I welcome the opportunity to

discuss the economic effects on farmers of the President's economic proposals. Mr.

Chairman, your invitation requested that several specific issues be covered, includ-

ing the outlook for major U.S. crops, the commodity contribution to deficit reduction
from the farm and budget legislation enacted in 1990, the farm and market effiects

of the President's proposals and the energy BTU tax. I will address each issue, be-

ginning with the crop outlook.

OUTLOOK overview

The economic outlook for U.S. agriculture is generally similar to the situation pre-
vailing during the past couple of years. Indicators of economic performance and
farm household financial stress greatly improved between the mid-1980's and 1990,
but the farm economy has moved sideways since 1990. One potential bright spot is

the overall economy, with real Gross Domestic Product (GDP) expected to grow 3.1

percent this year and 3.3 percent next year under the President's economic package,
compared with the anemic 0.6 percent during 1990-92. Over the next several years,
moderate income growth will strengthen farm product demand and low inflation and
interest rates will help control farm production expenses.
The President's economic stimulus package will help boost investment and

consumer confidence, contributing to job growth in rural America. Rural economic
activity is iniportant to the majority of U.S. farm households. In 1991, only 20 per-
cent of U.S. farm households received more income from farming than from off-the-

farm activities.

U.S. agriculture is expected to continue benefiting from growth in international
markets over the next several

years.
For 1992/93, U.S. agricultural exports are ex-

pected
to be $42.5 billion, slightly above last year's $42.3 billion, and the second

highest ever. Bulk exports will likely drop in value, more than offset by high value
and processed product exports. U.S. export growth is restrained by slow economic
growth in Japan and Western Europe and negative growth in Eastern Europe and
the Newly Independent States of the Former Soviet TJnion (FSU).

In contrast, the developing economies are expected to grow 5-6 percent in 1993
and 1994, up from 1992*8 estimated 4.3 percent. Pacific Kim countries, the Middle
East, and Latin America, particularly Mexico, are expected to gain.
Net cash farm income has plateaued since 1988 at $58-61 billion. Net cash in-

come for 1993 is projected again to be at about this level, as larger crop and live-

stock receipts ana larger government payments offset a moderate increase in cash

production expenses. Our longer term Ibaseline income projections are for generally
rising cash receipts offsetting lower government pa)mients and higher production ex-

penses. Consequently, nominal farm income rises 5 to 10 percent during 1994-1998,
although not as fast as the rate of inflation.

Total farm asset values and farm debt have changed little since 1990, but remain
much improved fi-om the mid-1980's. No change is anticipated in the debt-asset ratio

in 1993, which has been stable in the range of 16-17 percent since 1989. The ratio

is expected to decline modestly during the remainder of the 1990's as farmers re-

strain the use of debt while asset values slowly increase.
In the mid-1980's, USDA estimated that over 10 percent of all farm businesses

were vulnerable to bankruptcy, their incomes were below expenses and their debt-

asset ratios exceeded 40 percent. Recent estimates show less tnan 5 percent of farms
are now vulnerable, half the level of the mid-1980's. However, the percentage of
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marginsil income farms—those with negative cash incomes but debt-asset ratios
below 40 percent—account for 17 percent of commercial farms, those having gross
annual sales equal to or greater than $40,000.
The Subcommittee has specifically reauested an assessment of the outlook for

major program crops, and I will turn briefly to that.

Wheat Outlook.—In the 1992/93 marketing year which will be completed in a little

more than a month, world wheat production is up 3 percent, total use is down, and
global wheat stocks are expected to rise. With more production and weaker use,
world wheat exports are forecast down 5 percent in 1992/93, but U.S. exports are

expected to rise 3 percent.
Larger U.S. exports to India, North Afi-ica, and other countries are offsetting

lower exports to China and the FSU. With strong exports, U.S. ending stocks are

expected to rise slightly to 520 million bushels, a below-average level relative to use.

Reflecting this, farm wheat prices are expected to average 25 cents per bushel above
a year earlier.

For 1993/94, the wheat Acreage Reduction Program (ARP) is percent, down fi-om

5 percent this season. Based on winter wheat plantings and farmers' spring wheat
intentions. 1993-crop seedings are forecast at 72.3 million acres, unchanged from
1992. Production may be close to this year's level, and with more intense global com-
petition expected and uncertainty over exports to the FSU, lower exports are in

prospect, leading to higher carryover stocks and lower average wheat prices.
Feed Grain Outlook.—Global coarse grain production rose over 5 percent in 1992/

93 on the strength of the record U.S. com crop. World use is increasing thds season
but only by about half as much as the increase in production, leading to higher
stocks, with U.S. stocks accounting for all of the increase.

Although world coarse grain trade will be down, U.S. exports will be up 2 percent.
Despite larger exports and a projected 12-million-ton increase in domestic feed use,
U.S. feed grain stocks will nearly double in 1992/93. Ending stocks of com are pro-
jected at 2.2 billion bushels, double the carryin level, which means about a 15 per-
cent lower annual average com price and sharply higher feed grain program costs.

For 1993/94, the com ARP is 10 percent, up from 5 percent last year. During
March, farmers indicated plans to seed 76.5 million acres to com, down 2.8 million
or 4 percent from 1992; With trend 3delds, production would fall about 10 percent.
Prices may average slightly higher than prices for the 1992/93 crop year.
Rice Outlook.—GlobeA use is forecast to exceed production in 1992/93 for the sec-

ond consecutive year. However, large exportable supplies among the major export-
ers, including the United States, have reduced prices oelow a year ago.
Large U.S. supplies and lower prices are expected to keep U.S. rice more competi-

tive in global markets, with U.S. rice exports forecast to increase bv 14 percent. The
U.S. season-average price is expected to oe nearly one-fiflJi below the $7.58 per hun-

dredweight average of 1991/92.
For 1993, the nee ARP is 5 percent, up from percent in 1992. Farmers indicated

plans to plant 3.13 million acres, nearly the same as in 1992. Production is expected
to be lower in 1993 with moderately higher prices.

Oilseed Outlook.—EWorld oilseed production is record high in 1992/93 due to the
near-record U.S. soybean crop and larger South American soybean production. EC
oilseed production is down about 1 million tons. In the United States, soybean pro-
duction was the second highest ever but production of cottonseed and peanuts de-

creased, and except for sanlower, production of minor oilseeds was lower.

Little change is expected in global use of protein meals and vegetable oils in 1992/

93, slowed by consumption declines in Eastern Europe and the FSU. However, U.S.

soybean exports are forecast up 11 percent, spurred by reduced world supplies of
other oilseeds and higher EC imports. Despite the large crop and higher stocks,

strong soybean use is expected to keep the season-average soybean price close to the

$5.58 per bushel average of 1991/92.
In 1993, farmers expressed intentions to plant 59.3 million acres to

soybeans,
un-

changed from 1992. A return to trend yields would mean lower production and
stocks and higher season-average prices.
Cotton Outlook.—World cotton use at 85 million bales will exceed production in

1992/93. But, global stocks remain relatively high at 39 million bales, putting down-
ward pressure on prices. Despite a smaller crop in 1992/93, U.S. cotton stocks are

expected to increase by 16 percent. Total U.S. use is down as higher exports from
the FSU and China reduce U.S. exports. Domestic mill use is at its highest level

since the 1950's.

Even though projected U.S. stocks are below the
statutory target level of 30 per-

cent of use, larm-level U.S. prices for February averaged only 52.9 cents per pound,
about equal to the loan rate. The low prices are generating record high deficiency
and marketing loan benefits for cotton producers.
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In 1993/94, both production and use are expected to be larger. The ARP for up-
land cotton is down slightly from 10 percent to 7.5 percent. Farmers plan to plant
13.4 million acres to cotton in 1993 about the same as 1992. Domestic use is likely
to grow and exports increase as economies improve in Eastern Europe and the FSU
and production problems in China continue. However, U.S. cotton stocks are ex-

pected to increase again in 1993/94.
Farm Program Spending.—Very large 1992 harvests are expected to increase CCC

spending for farm programs from about $10 billion in fiscal years 1991-92 to an es-

timated $17 billion in fiscal year 1993. Outlays for all program crops are expected
to increase in fiscal year 1993, led by feed grains estimated to increase by $3.4 bil-

lion, wheat by $0.6 billion, rice by $0.2 billion, and cotton by $1.0 billion. Spending
on soybeans and minor oilseeds is projected to rise by less than $50 million in fiscal

year 1993 despite a near record soybean crop.
In the years ahead, we expect higher world and domestic prices and, as a con-

sequence, lower farm program spending. Our current forecast is for CCC outlays to

fall to about $12 billion in fiscal year 1994 and remain in the $10-$11 billion range
in fiscal years 1995^98. These estimates do not include the President's proposed re-

ductions in farm program spending.

THE 1990 BUDGET REDUCTIONS

Mr. Chairman, you asked how the Food, Agriculture, Conservation, and Trade Act
of 1990 and the Agricultural Reconciliation Act of 1990 (1990 Acts) affected outlays
for farm price and income support programs for the 1991-95 period. The bipartisan
Budget Summit A^ement in the tall of 1990 set an outlay reduction target of over

$13 billion for agricultural programs. The 1990 Acts were projected to achieve that
mark in

part
with $11.2 billion in reductions in farm price and income support pro-

grams. Tnis was an estimated 21 percent reduction from projected baseline outlays
of $54.4 billion dviring fiscal year 1991-95, which assumea an extension of the Food

Security Act of 1985 (1985 Act). The reductions were achieved with reduced pay-
ment acres, marketing assessments and loan origination fees, changes in ARP's and
changes in the method of computing deficiency pajonent rates.

Our analysis indicates that the outlay reduction projected in 1990 continues to

hold. Our current baseline projects that commodity program spending will total

$59.9 billion during fiscal years 1991-95, up $5.5 billion from the 1990 Farm Bill

baseline due in part to lower-than-expected prices for com and cotton and in part
to disaster payments and higher export program costs than anticipated in 1990.

Spending during fiscal years 1991-95 would be about $72 billion without the pro-
visions of uie 1990 Acts. The 1990 Acts reduced farm program costs by an estimated
$2.7 billion during fiscal year 1991 and fiscal year 1992 compared with an extension
of the 1985 Act. Tnese realized savings plus outlay reductions we now project during
fiscal years 1993-95 total about $12 oillion for the 5-year period, fiscal years 1991-
95, slightly above the 1990 target of $11.2 billion. For fiscal years 1991-95, outlays
for feed grains are projected to be down about $7.4 billion, wheat $2.8 billion, up-
land cotton $1.0 billion, and rice $0.3 billion. Outlays for soybeans and minor oil-

seeds will be down by about $50 million.

Beginning with the 1994 crops, deficiency payments for grains will be based on
the lesser of the season-average price and the 5-month price plus 10 cents for wheat
and 7 cents for feed grains. Seventy-five percent of the projected deficiency payment
rate for com and sorghum and 100 percent of the projected rate for barley, oats,
and wheat must be made as soon as practicable after the end of the first 5 months
of the marketing year. These

provisions
will reduce outlays by an estimated $3.0

billion for feed grains and $0.8 billion for wheat during fiscal years 1994-98.
The budget resolution period for the President's proposal is the 1994-98 fiscal

years. During this period, the provisions of the 1990 Acts would account for about
$15 billion in reduced outlays for the target price commodities, compared with an
extension of the 1985 Act.
The appendix to this testimony contains charts showing the projected reductions

by commodity.

THE administration's AGRICULTURAL PROPOSALS

The Administration presented its proposed economic program on April 8, which
deteiled and updated the proposals presented by the President on February 17,

1993. The
proposed economic package would reduce the Federal budget deficit and

stimulate the economy. The proposed economic program includes reductions in farm

program and other government program spending, increases in government reve-

nues, an expansion in programs to aid low income households, and programs to in-

crease economic growth and emplo5mient.
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The President proposed reducing farm program spending by increasing the so-

called "normal (unpaid) flex acreage" to 25 percent, eliminating the 50/92 and 0/92

programs, targeting deficiency payments ana other program benefits to farmers with
off-farm incomes below $100,000, limiting annual payments to wool and mohair pro-
ducers to $50,000, eliminating the honey program, increasing assessments and loan

origination fees on nonprogram crops and milk, and extending the current level of

spending for the Market Promotion Program (MPP). The increase in normal flex

acres, efimination of the 50/92 and 0/92 programs, and the increase in assessments
would begin with the 1996 marketing year or calendar year for milk. The remaining
proposals would become effective in nscal year 1994.
Tne Administration estimates that these proposals would reduce farm program

spending by $5.5 billion during fiscal years 1994-98 with $5.1 billion being saved
in fiscal years 1996-98. The increase in unpaid flexible acreage to 25 percent and
eliminating the 50/92 and 0/92 program account for two-thirds of the estimated re-

duction in farm program spending. Increased assessments and loan origination fees

account for about a tenth and targeting deficiency payments account for slightly
more than a tenth. The President's farm program proposals to increase normal flex

acres to 25 percent, eliminate 50/92 and 0/92 and target payments to farmers with
off-farm incomes below $100,000 would reduce Commodity Credit Corporation (CCC)
outlays for feed grains by an estimated $2.3 billion, wheat by $1.3 oillion, upland
cotton by $0.4 billion, and rice by $0.4 billion. Outlays for oilseeds would be reduced

by about $40 million because of nigher loan origination fees.

The Administration's proposals for outlay reductions should be useful to the Sub-
committee in achieving the House Budget Resolution goals. Therefore, I will discuss
the Administration's major proposals and their expected effects.

Eliminate 0/92 and 50/92.—^At their inception, the 0/92 and 50/92 provisions
were projected to be outlay neutral. Farmers that were planting just to receive a

deficiency payment could instead idle acreage under the provision and receive the
same payment. To avoid increased outlays, no payments were to be made on 8 per-
cent of payment acres, which was the estimate of average underplantings on which

payments were not received prior to the introduction of 0/92 and 50/92. Program ex-

perience indicates that use of these
provisions

has been higher than first antici-

pated, resulting in an increase in paia idle acreage in place of unpaid idle acreage.
In 1992, farmers placed 11.2 million acres in 0/92 and 50/92 of which 0.3 million

acres were planted to minor oilseeds. About 7 percent of the feed grain base, 6 per-
cent of the wheat base, 3 percent of the upland cotton base, and 11 percent of the
rice base on all farms in compliance with ARP requirements were in 0/92 and 50/

92 in 1992. Payments to producers, who participated in 0/92 and 50/92 in 1992,
were $209 million for feed grains, $91 million for wheat, $41 million for upland cot-

ton, and $72 million for rice. Participation in 0/92 and 50/92 is expected to increase
as CRP contracts expire beginning in 1996.

Eliminating the 0/92 and 50/92 options would cause many farmers to increase

plantings in order to receive deficiency payments on acres they formerly idled. High-
er plantings would lower prices and raise deficiency payments. Higher ARP's would
have to be used to make elimination of this provision production

neutral and to re-

duce outlays, thereby replacing the formerly paid idled acreage with acres idled

under the ARP. For most crops, ARP increases of 5-10 percent would leave produc-
tion about unchanged if 0/92 and 50/92 were eliminated. Eliminating 0/92 and 50/

92 beginning with the 1996 crops would reduce CCC outlays by between $1.1-1.8

billion, with the lower savings associated with normal flex acres of 25 percent and
the upper savings associated with 15 percent. Producers would still be permitted to

place land in conserving use and protect their crop acreage base.
Increase Normal Flexible Acres to 25 Percent of Crop Acreage Base.—Increasing

normal flex acres provides a direct reduction in deficiency payments by reducing
pa3mient acres. Because this option reduces the attractiveness of farm programs,
there is also a decline in

participation,
which also reduces outlays. This option for

reducing payments is probably tne most efficient and effective way to reduce defi-

ciency payments. It is effective because changes in the market or actions by the pro-
ducer are not likely to reduce the savings. Regardless of where the market price
moves in future years, the percentage reduction in payments is maintained unless
there is base acreage expansion or increased participation, both of which are un-

likely.

Increasing normal flex acres is efficient because this option opens up more of the

producer's permitted acres to planting decisions that are primarily determined by
market fundamentals. And, farmers use this flexibility. Normal flex acres accounted
for 84 percent of all acres flexed in 1992. In 1992, farmers flexed 4.9 million acres-

to nonprogram crops. An additional 3 million acres were flexed from one program
crop to another. The end result has been that consumers benefited from greater pro-
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duction of crops that farm programs have made scarcer than otherwise, and pro-

gram crop farmers benefited from being able to plant higher return alternative crops
and offset some of the reduction in deficiency payments.
The Administration estimates that increasing normal flex acres to 25 percent be-

f
inning with the 1996 crops would reduce CCC outlays during fiscal vears 1994-
8 by $2.3 billion, but the savings could be as high as $2.8 bilfion, with about half

of that coming from feed grains.

Tareeting Deficiency Payments and Other Program Benefits to Farmers with Off-

farm Income Less Than $100,000.—This option is similar to payment limitation pro-
visions in that it is an option for reducing spending by changing the distribution

of payments to producers. This version of targeting excludes only those who do not

principally earn their living from farming and have very high off-farm incomes. If

the proposal begins with the 1994 crops, the Administration estimates it would re-

duce farm program spending by $610 million during fiscal years 1994-98.

Admittealy, targeting is difficult to administer and outlay reductions are difficult

to achieve, and therefore, to estimate. The large difference in estimated savings be-

tween USDA and the Congressional Budget Office stems from different assumptions
of how effective those witii high off-farm incomes would be in restructuring their

farm enterprise to avoid a loss of benefits.

As proposed, this option would apply to producers. The most relevant database
for estimating the effects is to use Schedule F filings with the IRS. Recent data sug-

gest that less than 2 percent of all Schedule F filers have off-farm income in excess

of $100,000 per year.
Assessments.—^The FVesident proposed increasing assessments and loan origina-

tion fees on nonprogram crops and milk by 67 percent beginning in 1996. This
would reduce support to nonprogram commodities similar to that proposed for target

price crops. These higher assessments and loan origination fees would reduce CCC
net outlays by an estimated $540 million during fiscal years 1994-98 with all of the

savings occurring in fiscal years 1996-98.
The loan origination fee on CCC oilseed

price support loans would increase from
2 to 3.33 percent or from $0.10 per bushel for soybeans to $0.17 per bushel. The
Administration estimates this would reduce CCC outlays for oilseeds by about $40
million during fiscal year 1994-98.

EFFECTS OF PROPOSED BUDGET REDUCTIONS ON FARM INCOME

The Subcommittee requested an appraisal of the effects of outlay reduction and
other proposals on farm income. While the Administration has proposed reductions
in CCC farm program spending of $5.5 billion over the fiscal years 1994-98 period,
the Congressional Budget Resolution has set a target of about half that size. Using
the Congressional budget resolution target for farm program spending cuts, we have
estimated aggregate U.S. farm income during 1994-98 taking into account the ef-

fects of both the agricultural and the major nonagricultural proposals on agri-
culture. The estimated effects on farm income are based on President Clinton's Eco-
nomic Plan and will change depending on the mix of programs Congress adopts. The
estimated changes in farm income exclude the effects of the proposed increase in

the Earned Income Tax Credit (EITC) and the Investment Tax Credit.
We estimate net farm income declines modestly during 1994 and 1995. The reduc-

tions increase over the next several years, peaking in 1997 and 1998 when the com-

modity program proposals and the energy tax are fully implemented. The annual
reductions oegin to decline thereafter. During the 1994-98 period, our projections
show net farm income averages about $1.5 billion per year lower compared with our
current baseline. This would leave farm income aoout equal to recent levees. One-
third of the reduction is due to lower government payments and two-thirds due to

higher farm production expenses. Alternative private sector estimates of interest

rates would lead to smaller reductions in farm income.
Several factors combine to increase total farm production expenses.

The energy
tax raises fuel costs directly and other input costs

indirectly,
based on their em-

bodied energy component. At 1991 farm production levels and energy use rates, an-
nual production expenses due to the energy tax when fully phased in could be as
much as $900 million higher. However, substitution of more energy efficient prac-
tices and equipment over time would reduce this estimate. Also, feedstock energy
prices may be lower than otherwise to the extent that the energy tax leads to overeul

energy conservation in the U.S. economy. This would help offset higher fuel costs

in agriculturtd chemical production.
Interest and inflation rates are other cost factors. The Administration's proposals

are expected to raise overall economic growth, which will slightly raise inflation

rates and interest rates. This will increase the costs of farm inputs tiiat are inflation
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sensitive and raise overall interest expenses slightly, mainly for short-term nonreal
estate debt.

Several private forecasting firms project annual average interest rate reductions
of 0.5 to 1.25 percentage points due to deficit reduction. Such rate changes would
reduce farm interest expenses by $0.75 to $1.5 billion annually, rather than the in-

crease we project.
Net farm income is a measure of economic activity. It is not a measure of house-

hold farm income. The projected decline in net farm income will translate into a re-

duction in household net farm income for many producers. However, some farm
households will have offsetting reductions in tax liabilities due to the Administra-
tion's proposed increase in the EITC and the Investment Tax Credit. Changes in

tax liaoilities are not accounted for in net farm income.
Another point is that the initial income reductions due to lower income support

will not persist for all time. Lower support reduces the return to farming compared
with other industries. That ultimately means reduced investment in agriculture and
reduced asset values. Farmers will also adjust production practices and reduce out-

put. These changes will eventually result in returns on farm assets that are about
the same as before the income support reductions and are comparable to similarly

risky nonfarm investments.
The Chairman asked which farms would face the greatest financial stress under

the budget reduction proposals. This is a very difficult question because a producer's
financial condition depends on a wide variety of factors. The greatest stress probably
would be faced by those producers that are already in financial stress and incur the

highest production cost increases combined with the greatest reduction in program
benefits.

Our financial stress data indicate that farm operator households having negative
farm incomes and high debt-to-asset ratios account for about 5 percent of all opera-
tor households. Many of the households with very low or even negative farm in-

comes earn considerable income fi-om off-farm emplojmient. Therefore, considering
only the farm operator households with annual sales above $40,000, the wilnerable
farms currently are most prevalent in the Southeast, Delta, and Southern Plains re-

gions, followed by the Northern Plains. Vulnerability is greatest for livestock and
poultry producers. For crops, vulnerability rates are slightly above average for grain
producers and higher still for cotton producers.

It is difficult to draw a conclusion on vulnerability rates alone as a measure of

overall financial stress for a class of commodity proaucers. For example, while cot-

ton and poultry show higher than average vulnerability rates, the median net farm
income per farm operator household is somewhat above the U.S. average for poultry
producers and nearly double the U.S. average for cotton producers. Also, if interest

rates decline under the deficit reduction proposals, the vulnerable farm households
will be substantial beneficiaries. Although vulnerable households account for a small

percentage of farms, they hold more than 20 percent of farm debt. Vulnerable farms
are also likely to qualify for the EITC.
The target price crops are likely to face the largest reductions in support and

these
crops

have some of the highest rates of energy use in production. As a percent
of variable production expenses, energy costs are greatest for rice followed by sor-

fhum,
cotton, and peanuts, then wheat, com, the other feed grains and soybeans,

'or livestock, energy intensity is about half to three quarters the rate of the major
field crops.

Considering all the above factors, it seems likely that farm operators producing
target price commodities, particularly cotton and rice, that are located in the South
and Southern Plains, and that irrigate a high portion of their crops, and that have

high debt levels are likely to face the greatest impact of the deficit reduction propos-
als. However, many low income farms are likely to face Uttle change in the house-
hold incomes and may even benefit due to the proposed expansion in the EITC.

OTHER ADMINISTRATION PROPOSALS THAT WILL AFFECT AGRICULTURE

Several of the Administration's nonagricultural proposals affect agriculture and
should be mentioned to provide a context in which the commodity proposals are
evaluated. Let me stress none of these proposals are directly targeted at farmers.

They affect all sectors of the economy.
Energy Tax.—The energy tax discussed above with production expenses is an im-

portant revenue proposal of the Administration. U.S. agriculture is slightly more en-

ergy intensive than nonagricultural industries and consumes about 2 percent of the
Nation's energy. Farmers used about 1.4 billion gallons of gasoline in 1991, mainly
in farm trucks and older equipment. Gasoline is a princip^ fuel on smaller farms.
About 2.8 billion gallons of diesel fuel was used in 1991, the major fuel on large
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and mid-size farms for field operations. LP gas, natural gas and electricity are also

used for drying, irrigating and heating structures.

When fully phased in, the energy tax would increase farm expenses on fuels and
oils by $400 million per year or about 8 percent at current rates of use. Electricity
costs would rise by $100 million per yesir or about 4 percent and most other inputs
would rise in cost as they involve energy in their production and distribution. Based
on current input use, tiiese indirect costs could be as high as $400 milUon, bringing
direct and inoirect costs to as much as $900 million. The actual increase would Rke-

ly be less than this for two reasons. First, farmers will use energy more efficiently
over time, including changes in equipment, crops planted, cultural practices and
fuels used. Second, feedstock costs important for agricultural chemicals, may decline

as less energy is used nationally.
Inland Waterway User Fee.—^The user fee will add $1.00 per gallon to the tax on

fuel used by barge operators who transport 23 percent of all grain and 48 percent
of grain exports. When fully phased in, the proposed inland waterway user fee is

expected to produce revenues sufficient to cover all the costs of operating and main-

taining the system, which is now heavily subsidized by the taxpayers.
Com, soybeans, and wheat are the primary agricultural commodities transported

on the inland waterway system. We estimate mat the waterway fee will increase

the average cost of shipping a bushel of com to the Gulf by 6.3 cents. Estimated
tax receipts from agricultural commodities moving on the water system are about

$140 million.

Although the proposed increase in the fuel tax will be collected fi-om barge opera-
tors, at least some of the increased costs of operation will be passed back to fanners
in the form of lower prices received for commodities

shipped
on barges. The user

fee will not be
fully passed back as shippers switch to alternative modes of trans-

port, elevator and large operators absorb part of the cost increase, and end users

pay more for the product.
The waterway tax would likely

lead to higher deficiency payment outlays which
would offset some of the farm price decrease. On balance, the fee is ejqjected to gen-
erate more revenues fi"om agriculture shipment than the increase in deficiency pay-
ments.
Income Tax Provisions.—^The Administration's tax proposals will benefit farmers.

Most farmers will be eligible for the permanent investment tax credit for small busi-

nesses. This will reduce the cost of capital and lower Federal income tax liability
for farmers and rural nonfarm businesses. Farmers spend $12-14 billion annually
on new equipment. Because the percentage rates of the tsix credit decline in 1995,
the biggest spur to investment will be in 1993 and 1994. Based on recent farm

equipment purchases, the tax credit would potentially total about $750 million in

1993. Potential benefits are smaller after 1994. During 1994 and 1995, these bene-
fits are likely to offset the costs imposed on producers by the energy tax and the
farm program proposals,

which have their largest impacts in 1996 and beyond.
Farmers will benefit from extension of the 25 percent deduction for health insur-

ance costs and changes to the EITC. The proposal to
simplify

and expand the EITC
would benefit low-income workers and self-employed individuals in rural areas, in-

cluding farmers. This proposal would mean more disposable income and a better

quality of life for qualifying low-income farm and nonfarm households. The high in-

cidence of working poor in rural areas makes this proposal especially important for

rural America. Since farm household poverty rates are nearly twice the national av-

erage, this provision will be important for helping to relieve farm financisd stress.

As an example, a farm household with two children and an earned income of

$11,000 in 1995 would have an EITC of $3,375, $1,865 more than the 1993 credit.

This benefit would likely ofiset the proposed energy tax and farm program effects

on income.
Rural Development.—^The economic stimulus package includes specific rural devel-

opment initiatives that provide needed assistance for the special concerns of rural

areas. For example, the Administration proposes fiscal year 1993 supplemental
spending authority for an additional $470 million in loans and $280 million in

grants for the Rural Development Administration to help rural communities obtain
water and waste disposal systems and comply with clean water standards. In fiscal

year 1994, the budget recommends loan increases of $280 million and grant in-

creases of $150 mUuon over fiscal year 1993 appropriations. When this money is

spent on constructing water and waste systems, the community infrastructure is im-

proved, rural communities become better places to live, and jobs are created. Em-
ployment impacts will vary by project but tjrpically, 17 direct and indirect jobs are
created for each $1 million in construction outlays. The fiscal year 1993 proposal
alone would create nearly 13,000 jobs for rural farm and nonfarm residents over a

5-year period.
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Other proposals will increase community facility and business and industry loans,
increase loans and ^ants to help repair or rehabilitate rural low income housing
and to foster rural single family home ownership. Still other proposals focus on pro-
tecting people and the environment. Stimulus spending of $85 million is proposed
for protective watershed projects and hazardous waste clean-up at aging Federal ag-
ricultural research sites.

CONCLUSION

The Subcommittee has a difficult task ahead. Deficit reduction and economic

growth will benefit Americans. Farmers that can adjust and those that will benefit
from income tax provisions or stronger rural economic growth may incur minimal
income loss or even gain, particularly small, low-income households. Also, if deficit

reduction leads to lower interest rates and lower exchange rates, these develop-
ments would benefit many farmers.

Finally, the effects of deficit reduction proposals highlight the need for demand
expansion. A stronger U.S. economy can promote faster global economic growth.
NAFTA and the Uruguay Round negotiations under the auspices of the GATT also

offer opportunities for expanded trade. Achieving these agreements would go far in

increasing farm income.
Mr. Chairman, that completes my testimony and I will respond to any questions

you or other members may have.

TABLE 1. COMPARISON OF FISCAL YEARS 1994-98 BUDGET SAVINGS ESTIMATES UNDER

THE ADMINISTRATION'S PROPOSALS FOR PRICE AND INCOME SUPPORT PROGRAMS

[In millions of dollars]

Proposal ADMIN CBO FAPRI H. RES

Increase unpaid flexible acres to 25 percent in

1996

Eliminate 0/92 and 50/92 programs starting in

1996

Increase assessments on nonprogram crops in

1996

Extend Market Promotion Program cut

Target payments to farmers with off-farm in-

comes below $100,000

Limit payments on wool and mohair to $50,000

per person

Eliminate honey subsidies

2,300
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USDA REORGANIZATION

Senator BOND. Now, another item on terms of planning and reor-

ganization, and I would like to address this to Mr. Bridge and Mr.
Weber. The Secretary has talked about streamlining USDA to cre-

ate a single farm service, and I would like each of you to address
the question.

First, were you involved in the planning of the reorganization ef-

fort? And No. 2, do you believe your employees are qualified to han-
dle another agency's technical questions? I might ask Mr. Bridge
first.

Mr. Bridge. To date we have not been significantly involved in

the Secretary's planning arrangements. At this very moment he is

holding a meeting with agency heads downtown, and I suspect that
when Mr. Rominger and others get confirmed we will be involved
in developing those plans.

I think there is some level of cross training that can take place

among and between the agencies that can be helpful in terms of

improving our service, for instance, at the county level when pro-
ducers come in to sign up for various programs and assistance.

Of course, the Soil Conservation Service is a professional agency
with a lot of soil scientists, engineers, agronomist, and biologist

types. I do not see those functions easily taken over by our sister

agencies. Now, much more coordination and data sharing obviously
is a possibility.
Senator Bond. Well, that is my main concern because, frankly,

I am a great fan of SCS. Some of my friends who work in the Soil

Conservation Service, when you ask them what they do they say,
I do dirt. But that is a humorous way of understating the tremen-
dous training and background that goes into being in the Soil Con-
servation Service. And I have grave doubts as to whether somebody
else can come in and do those jobs. On the other hand, how are

your people qualified to do the ASCS work?
Mr. Bridge. I would contend that many of the things that ASCS

does are very complex. I moved into some of that myself and tried

to understand the various programs. But I do think that the bot-

tom line is there are some real opportunities here to do some inte-

gration, and we will obviously be interested in helping the Sec-

retary figure out those things that can be logically linked together.
Senator Bond. I hope there will be a great deal of input from

your agency. Mr. Weber, how would your people do dealing with
dirt?

Mr. Weber. I would agree with Mr. Bridge that we are not going
to be able to do the technical things that they do with the dirt.

Likewise, as he said, they would have some problems handling our

programs. I think there are some efficiencies to be achieved in sup-
port services by bringing the agencies together.

Certainly, there are functions which ASCS can best perform just
as SCS can best carry out functions with regard to the dirt. But
it still seems as though it could be done under one agency. It is just
that there would be functions that would continue to operate as

they operate today.
Senator Bond. I think we are going to find a great deal of that.

I think it is probably a very low stump to jump, but if you meas-
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ured how long and how many resources it would take to train the

average U.S. Senator to do the work of the ASCS, I think you
would find it would not be economical.

Now, I trust that the other Agriculture Department employees
would have a higher level of skill. But I do not see that that would
be a particularly fruitful undertaking.

CONSERVATION RESERVE PROGRAM STUDY

Let me move now to the area that the chairman brought up, be-

cause we are very interested in the Conservation Reserve Program
and conservation generally. Mention was made, I guess you did,

Mr. Weber, of I believe we mandated in 1990 farm bill a study of

what happens after CRP.
Where is that study? What is the progress on it and where are

we going? When is it going to come out?
Mr. Weber. The task force is meeting and making that study

right now. Mr. Bridge may be able to speak more specifically to it.

Mr. Bridge. All I can tell you is that there is a task force under-

way, and it involves a number of agencies within the Department.
I do not have a date in terms of when we will complete that study,
however we could try to get it to you.
Senator Bond. We are sitting here in 1993, and land is going to

start coming out in 1995 and 1996, and we do not know which way
we are going?

I suggest it is time to get a little more enthusiastic and commit-
ted to that study because we have made a tremendous investment,
as the chairman pointed out. And if this land goes back into row

crops, we have not made a great deal of progress. And I hope that

you would keep this committee, and the chairman, and the ranking
member, and particularly my staff advised as to what you are

doing, because I really think we made too much of an investment
to let it go.

ALLEY CROPPING

One of the things that we added in the 1990 farm bill was to

allow an extension of the contract for 5 years if you plant hardwood
trees and alley cropping. With the money frozen, are there dollars

available if somebody wants to extend the contract and go into

alley cropping this year?
Mr. O'Mara. I am sorry, Senator Bond?
Senator Bond. Are there dollars available if somebody wants to

go into alley cropping? Can vou sign up?
Mr. Weber. Senator Bona, I do not have an answer for you right

now, but we will get back to you on that.

Senator BOND. Would you tell me how many acres are in alley

cropping? Do you know, Mr. Bridge?
Mr. Bridge. No, I do not.

Mr. Weber. Senator Bond, currently about 6.8 percent of the

acreage is in trees, under a 15-year contract.

Senator Bond. That is 6 percent in a 15-year contract?
Mr. Weber. About 7 percent.
Senator Bond. What is the total acreage in CRP?
Mr. Weber. 36y2 million acres.
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Senator Bond. But I mean in trees?

Mr. Weber. That would be a little over 2 million acres of trees.

Senator Boi^D. But that's the total amount in trees. I mean, how
much is under the alley cropping position, because the 6 percent
sounds like the total acres planted.
Mr. Weber. That is the total acreage in trees.

Senator Bond. But what I am asking is the specific provision
where they are allowed to alley crop and extend. Why do you not

get back to me on that because this is one of the things. The chair-
man and I have made some visits with ARS in Booneville, AR, and
we have got some expertise in Columbia, MO. And if you want an
effective way to move highly erodible land out of row crops over

time, alley cropping and establishing hardwood, knot wood, and
other trees in it seems to me to be so obvious that we cannot figure
out why nobody has told us about it.

Has anybody got any plans? Has there been any effort to tell

farmers about the opportunities?
Mr. Weber. Certainly there has been.
Senator Bond. Who is doing it?

Mr. Weber. ASCS has been advising producers of this oppor-
tunity.
Senator Bond. Could you share with us what you are doing be-

cause still a lot of farmers in my State do not know anything about
it. We would like to see what you are doing.
Mr. Weber. At this moment I cannot tell you exactly what we

are doing, but we will certainly furnish that information to you.
Senator Bond. I understand this is a special little area, but right

now it is one of the few things that I see that is coming down the

pike.

ACP assistance on crp land

Let me ask another question. Can a landowner, if say that land-
owner wanted to move highly erodible cropland that has been in

the CRP ultimately into combination grazing and forestry produc-
tion options—one of the things that we need in many parts of our
State would be adequate water. Can a landowner now build ponds,
or is it impossible to get through the permits and all that, and the
restrictions in the law that would enable that landowner to bring
the land out of CRP and put it into pasture? Mr. Bridge?
Mr. Bridge. Randy, you may have to help me on this, but I be-

lieve that currently the land under contract with CRP is not eligi-
ble for ACP cost sharing, et cetera. I think this is an issue that we
have to look at in terms of the last year or 2, as land begins to
move out of CRP. We need to get the conservation practices estab-
lished on that land, be they terracing, water distribution systems,
or other approaches that bring it back into economic use and per-
haps keep it out of row crops, which we intend to do. I do not think
there are big problems related to permits and 404 activities.

Senator Bond. But do we need to make changes in the law to

enable it?

Mr. Weber. We currently have that kind of practice available

through the Agricultural Conservation Program. It is available only
to livestock producers, and if a producer is going to start a livestock
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operation coming out of CRP, we have a little bit of a problem,

something we need to work on and see if we cannot work it out.

Senator Bond. I think these are some areas we need to be ac-

tively exploring. We will be looking forward to working with you
on them. Let me ask just one last question, if I can impose on the

chairman for one more question.

WETLANDS RESERVE PROGRAM

Wetlands Reserve Program—^what have you found as a result of

the pilot program? Any problems with it? And do you have ade-

quate funds for technical assistance in the wetlands reserve?

Mr. Bridge. A general observation is that the Wetlands Reserve

Program has been extremely popular. We had signups and bids

come in that far exceeded the available signup capacity or the

funding. We have worked out adequate arrangements with ASCS
in terms of funding for our technical services.

Senator Bond. You do have adequate services, and in terms of

achieving its goals are you satisfied with the way the program is

working?
Mr. Bridge. My evaluation would be yes, we are getting the

right kinds of lands into reserve.

Senator Bond. Thank you, gentlemen. Thank you, Mr. Chair-

man.
Senator Bumpers. Senator Kohl.

REDUCTION IN ADMINISTRATIVE EXPENSES

Senator Kohl. Thank you very much, Mr. Chairman. I have a

couple of questions for you, Mr. O'Mara.
Mr. O'Mara, do you believe the programs within the jurisdiction

of the Under Secretary of International Affairs and Commodity
Programs could withstand further reductions in administrative
overhead? And will administrative overhead be cut as a result of

the reorganization that Secretary Espy has proposed?
Mr. O'Mara. I think it is a reality. Senator Kohl, that further ad-

ministrative overhead reductions will have to take place. Over
what time period and in what way is still not decided. Part of the

approach will come with the development of the Farm Service

Agency and the combination of ASCS, the SCS, and some parts of
the Farmers Home Administration to achieve the savings.
As I said before you arrived, Mr. Rominger, who will be con-

firmed shortly I think, will be given charge of the reorganization
project and the creation of this Farm Service Agency in particular.
And as part of his deliberations, he is going to obviously look into

the effect of administrative savings as this idea develops.
Senator Kohl. You do not know how much money we are going

to cut and how?
Mr. O'Mara. How much money we are going to cut in overhead

and administrative expenses? I would ask Mr. Schroeter to respond
for the Foreign Agricultural Service and Mr. Weber, if you do not

mind, on ASCS.
Senator Kohl. That is all right.
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Mr. SCHROETER. On the FAS side, Senator, the budget proposes
a decrease of $1.9 million for fiscal year 1994, which equates to a

3-percent reduction in administrative costs.

Senator KOHL. All right.
Mr. Weber. In ASCS, we are also making the 3-percent reduc-

tion in certain administrative expenses, in accordance with the
President's initiative. For fiscal year 1994, our regular salaries and
expenses account would be declining over the amount appropriated
for fiscal year 1993 by around $6 million.

Senator Kohl. $6 million?
Mr. Weber. Yes.

USDA STAFFING LEVELS

Senator Kohl. All right. Thank you very much. Mr. O'Mara, we
have heard a lot of criticism in the media recently about the num-
ber of USDA employees increasing as the total number of farmers
in our Nation decreases. For example, in 1960 there were about
100,000 USDA employees, and 6.6 million farms. But by 1990 the
number of USDA employees had increased to 129,000 from
100,000, while the number of farms had decreased from 6.6 million
to 2.1 million.

So, could you explain to the American people, if they were listen-

ing here today, how it is possible for the number of farms to have
gone down by so many and yet the number of USDA employees to

have gone up from 100,000 to 129,000?
Mr. O'Mara. Well, I will do my best, Mr. Kohl. I only have re-

sponsibility for one part of the Department. Grenerally speaking,
since the earlier period that you mentioned, there has oeen a con-
siderable increase in the food assistance programs in the Depart-
ment which has increased the number of necessary personnel.
There has been an increase, and in fact the Secretary has al-

ready requested additional
people yet this year, to work in FSIS to

improve meat inspection. There, I presume, has been expansion in

other areas of the Department that relate to activities which deal
with research

In the area of ASCS and FAS and OICD, I do not think there
has been any substantial expansion. There has been, more or less,
the maintenance of levels over the last some years.
But certainly the growth in personnel has come in areas of the

feeding programs and perhaps even the Forest Service.
Senator Kohl. Would it be

possible
to estimate, if the number of

employees were to be reducea to 115,000 or 117,000, what would
happen to the level of services USDA provides to this country? Do
you think it would be seriously impaired?
Mr. O'Mara. I do not even know how to surmise an answer to

that question, sir. I can certainly provide to vou the comparison
with specific numbers and where agencies in the department have
grown over that time period if you would like.

Senator Kohl. If you could give me some information.

[The information follows:]
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COMPLEXITY OF ASCS PROGRAMS

Mr. O'Mara. I could have Mr. Weber talk specifically to ASCS.
Mr. Weber. Senator Kohl, with regard to ASCS, one of the

things that has happened over the last several years is the com-

plexity of the programs has increased considerably. The level of

participation in our programs has also increased. For instance,

prior to 1980, average annual program costs were about $3 billion.

During the 1980's, that increased to some $16 billion annually.
We have also had the implementation of the payment limitation

and all of the additional activity under the law, which has resulted

in a substantial increase in workload in the ASCS. Certainly ASCS
will be involved in the President's initiative to cut Federal employ-
ment over the next several years by 100,000 people, and we will

work to achieve our share of the reduction through the reorganiza-
tion and through streamlining our rules and regulations and trying
to reduce paperwork.
We are hopeful we can get the job done with fewer people and

still service the farmers as we have serviced them in the past.

WETLANDS RESERVE PROGRAM

Senator KoHL. All right. Mr. Weber, the President's budget re-

quests about $370 million for the Wetlands Reserve Program for

fiscal year 1994. We appreciate that request and the President's ob-

vious dedication to meeting the nationwide goals of this program.
I believe the program provides an excellent opportunity for farmers
to voluntarily restore and protect valuable wetlands and to receive

pa5mient at the same time for doing so.

Last year, during the appropriations process, there were concerns
raised about the ability of USDA to spend the full amount re-

quested for the program. I believe that the interest in the program
shown by farmers in the pilot States should help alleviate many of
those concerns this year. I believe it is time that this program be

expanded nationwide as envisioned in the 1990 farm bill.

The success of the Wetlands Reserve Program depends in part on
the promotion of it. I have seen many times in my experience that
new products fail because they have not been adequately promoted
or explained to the intended clientele, and I believe this is also par-
tially true for Government programs. Despite the success of the

pilot program in Wisconsin, for example, I have been concerned to

find the general lack of awareness of the Wetlands Reserve Pro-

gram among farmers in Wisconsin.
As this program expands nationally, I would like to know what

efforts USDA has in mind to promote or otherwise raise the aware-
ness of this program and its benefits among the intended clientele,
our farmers.
Mr. Weber. I certainly agree with you that it has been a very

successful program. In the rather limited pilot program we had, we
certainly received applications on considerably more acreage than
we were able to approve. And I can assure you that as we expand
into a national program next year, if the $370 million is approved,
we will make every effort, through our process and I assume
through SCS, to make farmers and the public aware of the at-
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tributes of this program. And we would expect a response similar

to what we had in the pilot program this last year.
We will make every effort to make certain that everyone is aware

of the program.
Senator Kohl. I appreciate that very much. Thank you very

much, Mr. Chairman.

CONSERVATION RESERVE PROGRAM

Senator Bumpers. Thank you, Senator Kohl.
Back to the Conservation Reserve Program. Here is the GAO re-

port that went to my counterpart over on the House, Congressman
Dick Durbin.
"Dear Mr. Chairman: The Conservation Reserve Program author-

ized by the Food Safety Act of 1985 is costly." I am not going to

read all of that.

The total cost, $19.2 billion between 1987 and 2003, to tempo-
rarily remove 36.5 million acres of cropland from production. We
previously reported that, although CRP was achieving substantial
reductions in soil erosion, it could be less costly and more effective.

We also found that in managing the program, the USDA was focus-

ing primarily on meeting and mandating acreage enrollment re-

quirements, and only secondarily on fulfilling the Conservation Re-
serve Program's environmental objectives.
Do you think that is a fair—is that a fair statement, Mr. Bridge?
Mr. Bridge. I think I would take issue with that a bit.

There are a couple of things that came into play here. One was
the fact that there were significant offsettings, in terms of commod-
ity pa5nnents, associated with those lands. Early in the program,
we made some decisions that we would take only highly erodible

land, with cropping history. About 3 years into the program, we
stepped back and fine-tuned it. We began to deal with the water

quality issues, wellhead protection areas, areas adjacent to

streams, areas that the State water quality agencies had identified

as having high levels of nonpoint source pollution abatement prob-
lems, and areas with high nitrogen application.

I think, given the basis of the law itself, we have been as envi-

ronmentally responsible as we could be.

Senator Bumpers. Are you getting any static from the environ-
mentalists about the way you are operating this program?
Mr. Bridge. I think the environmental groups have been very

supportive.
Senator Bumpers. Conceptually, I know they are. I am talking

about the administration of the program.
Mr. Bridge. We have not received a lot of criticism on it and I

do not think ASCS has either,

I think we can all sit here and wonder, what if? What would we
have achieved, had we made the same kinds of investment in the
lands that we are using to produce, as opposed to land retirement
schemes or systems.
Those are tough issues in terms of the tradeoffs. I sometimes feel

that, had we really made that kind of a capital investment in per-
manent conservation practices on the land that we are using every
day for production, we might have achieved more. But a lot of that
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is now occurring under conservation compliance, through the sod-

buster arrangements.
Senator Bumpers. That brings me to my next question, Mr.

Bridge.

SODBUSTER AND SWAMPBUSTER

Let us talk about the sodbuster and swampbuster provisions on
the books now.

If I owned land that has been classified as fragile, or highly erod-

ible, and I have never row-cropped that land; I have just, we will

say, grazed it. Right now I am prohibited from doing anything with
that land, completely aside from the Conservation Reserve Pro-

gram, I am prohibited from doing anything with that land, if I

want to participate in agricultural programs. Is that not correct?

Mr. Bridge. Not from a conservation compliance standpoint.
Senator Bumpers. That is what I am talking about. I want to

make sure we are talking about the same thing on this, because
this is important.
Mr. Bridge. If you did not have a cropping history on that par-

ticular piece of land from 1980 to 1985, you can bring that land
into production, but you need to have installed on the land at the

time you make that first planting, the full conservation system
needed to meet the compliance requirements.
Senator Bumpers. Even though that land has been classified as

fragile?
Mr. Bridge. That is right.
Senator Bumpers. If I submit a plan that you approve, I can still

row-crop it?

Mr. Bridge. That is exactly right. But you do have to have the

plan installed on the land, at the time you produce on it.

Senator Bumpers. All right. Now, if I can convince you that this

land ought to be put in the Conservation Reserve Program, then

you are going to pay me $681 an acre over the next 10 years for

it, is that correct?
Mr. Bridge. It also has to have a cropping history in order to be

eligible for the Conservation Reserve Program.
Senator Bumpers. Well, that is true. That is the distinction that

I want to be sure we understand. This is land that has been row-

cropped before. And we are saying to you, this land is highly erod-

ible; we would like to take it out of production, and we will give
you X amount of dollars to take it out. Right?

Mr. Bridge. That is right.
Senator Bumpers. Wnereas, the person who has never row-

cropped the same kind of land is simple, he has to submit a plan
if he wants to row-crop it. But if he is not in the mood to row-crop
it—he may be an environmentalist, a conservationist—if he is not
in the mood to do that, he gets nothing? Unless he can talk you
into putting it in the Conservation Reserve? No; you would not put
that land in Conservation Reserve, would you?
Mr. Bridge. No; you see, it does penalize, to some extent.

Senator Bumpers. It seems to me like this guy is kind of taking
a hit, and that is the reason I am asking.
Mr. Bridge. Yes; there are some concerns here, because it does

penalize those that have been, historically, good conservation farm-



164

ers. Because their erosion rates were low enough so they could not

qualify for the Conservation Reserve Program on some of those
lands.

CONSERVATION RESERVE PROGRAM

Senator Bumpers. The thing, I guess, that worries me more than

anything else: In this GAO report, they are assuming that we are

going to run this plan right on up to 2003; is that what the legisla-
tion calls for? The Conservation Reserve Program? This says, $19.2
billion between 1987 and the year 2003.
Mr. Bridge. Yes; those contracts would have been signed up 10

years earlier, so

Mr. Weber. There are some 15-year contracts involved as well.

Senator Bumpers. I take it, it is your present intention to con-

tinue asking for money for this program every year, continuing the

program?
Mr. Weber. Yes; to achieve the goal of 40 million acres by 1995

and to make payments on existing contracts.

Senator Bumpers. A total of 40 million over the period, not at

any one time?
Mr. Weber. No; we have 36.5 million now, so there would be an-

other 2.5 million acres to achieve by the 1995 crop year.

wetlands reserve program

Senator Bumpers. Are you counting Wetlands Reserve in that?

Mr. Weber. No; 1 million acres of the total enrollment goal are

set aside for the Wetlands Reserve, so there would be 39 million

under the CRP.
Senator Bumpers. How much are you asking for Wetlands Re-

serve, for 1994?
Mr. Weber. We are asking for $370 million, and hoping to enroll

450,000 acres.

Senator Bumpers. 450,000 acres?
Mr. Weber. Right.
Senator Bumpers. Are you planning to continue a pilot program

in about 10 or 12 States, or are you going to go nationwide?
Mr. Weber. We would go nationwide.
Senator BUMPERS. I can tell you, that is the only way you are

going to get the money. [Laughter.]

EXPORT ENHANCEMENT PROGRAM

What percentage of our exports, Mr. O'Mara, do you consider to

be a result of EEP? Do you have a statistic on that?
Mr. O'Mara. I do not have one, offhand; perhaps Mr. Groldthwait

does.

Senator Bumpers. Mr. Goldthwait.
Mr. GrOLDTHWAlT. I cannot give you an overall statistic. But, for

example, in fiscal year 1992 we exported close to 20 million tons

of wheat with the assistance of the EEP, and that was roughly 60

percent—mavbe a little more than 60 percent—of our wheat ex-

ports. For other commodities
Senator Bumpers. How much was that in dollars, Mr.

Goldthwait?
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Mr. GOLDTHWAIT. In terms of dollars?

Senator Bumpers. Yes; 20 million tons.

Mr. GOLDTHWAIT. I cannot give you a dollar figure, right off,

given the fluctuation of prices through the marketing year. But for

some other commodities, for example, barley and barley malt, the

EEP supports nearly all of our export of those commodities. For
some other commodities, it is much smaller. But it is quite signifi-

cant, over all.

Senator Bumpers. Mr. Goldthwait, it would be helpful to me, and
I think it would be to the committee, if we had a list of both the

commodity, the amount of the commodities, and the dollar value
that was exported, that received some sort of an export enhance-
ment subsidy.
Mr. GrOLDTHWAiT. The total sales value for EEP commodities in

fiscal year 1992 was around $3.6 billion. And if you add the similar

programs, the SOAP, COAP and DEIP Programs, you add roughly
an additional $300 million to that.

Senator Bumpers. So, you are talking about, roughly, $4 billion?

Mr. Goldthwait. So, just about 10 percent of the sales value of

agricultural exports is supported by one or another of the export
subsidy programs.
Senator Bumpers. And what did that cost the taxpayers, under

the EEP Program?
Mr. Goldthwait. The total expenditure in bonuses in fiscal year

1992 was, roughly, a little less than $1 billion in total.

Senator Bumpers. So, the subsidies represented, roughly, 25 per-
cent of the total sales price?
Mr. Goldthwait. A little less than that.

Senator Bumpers. Do you consider that pretty heavy? Or light?
Or where it ought to be?
Mr. GrOLDTHWAiT. I think if you look the subsidies that are being

granted by our competition, chiefly the European Community, you
will find that, on a per-tonnage basis, they run roughly three times
ours. I think, given the competition that we are facing in world

markets, this is reasonable. Now, as market conditions change, our
bonus levels for particular sales go up and down. We saw bonus
levels, for example, for wheat last year, in some cases, of nearly
$40 a ton; and in a few cases, a little over that. We also saw bonus
levels of less than $20 a ton. It varies a great deal from market
to market, depending largely on what the competition is that we
face from other subsidizers in that msirket.

Senator Bumpers. How much rice did you export under the EEP
Program?
Mr. Goldthwait. Rice exports in fiscal year 1992 totaled roughly

$130 million in vsdue.

Senator Bumpers. Only $130 million, out of $4 billion?

Mr. Goldthwait. That is correct. The reason for that is because,
in point of fact, the European Community—which we chiefly target

through the EEP—does not subsidize its rice exports in most of the

markets that we are active in selling to. We face their subsidized

competition in a handful of markets, largely in the Middle East.
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MARKET PROMOTION PROGRAM

Senator Bumpers. Mr. Schroeter, do you administer the MPP
Program?
Mr. Schroeter. Yes, we do, sir.

Senator Bumpers. Could you furnish this committee, and you
maybe already have it, but I would like to see a list of the compa-
nies who participated in this last year?
Mr. Schroeter. Absolutely.
Senator Bumpers. You could supply that to us, for 1992?
Mr. Schroeter. We can get that to you right away, sir.

Senator Bumpers. Please. That will be very helpful.
[The information follows:]
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SUPPORT OF MARKET PROMOTION PROGRAM

Senator Bumpers. I must say, there are a lot of people in my
State, in the poultry and rice industry, who like this program a lot.

I am not sure I like it as much as they do. But you are asking for

what, $148 million for 1994?
Mr. SCHROETER. That is correct, which is the same level as this

year.
Senator Bumpers. That is what you plan to spend in 1993?
Mr. SCHROETER. That is right.
Senator Bumpers. That is a program that is always controver-

sial, because one of these 30-minute television shows are always
showing what a scam it is. And then my phones go on overload,
and I guess I have been influenced to some extent by that.

Mr. SCHROETER. It has attracted a lot of attention. I guess one
reason was the small amount of money that went to McDonsdd's 1

year, through the Poultry and Egg Institute.

Senator Bumpers. Are all those products further processed, that

you export under that program?
Mr. SCHROETER. About 80 percent of the funds go to what we call

high-value products.
Senator Bumpers. Eighty percent?
Mr. SCHROETER. Eighty percent. It is basically a high-value prod-

uct program, and we think it has been a very successful program.
Senator Bumpers. The Russians resist that, do they not? Buying

what we call further-processed, or you call high quality?
Mr. SCHROETER. You say the Russians resist it?

Senator Bumpers. Yes; do they not?
Mr. SCHROETER. Well, we have a problem with the Russians now

on some inspection requirements that they are trying to impose;
but hopefully we can get that resolved this week, and see that

product move again. But we have had some problems there.

EXPORT CREDIT PROGRAMS

Senator Bumpers. Back to you, Mr. Goldthwait.
Russia is now behind on their loan payments; so they are not eli-

gible for GSM, are they?
Mr. Goldthwait. You are correct.

Senator Bumpers. Is there any suggestion by the administration,
that you know of, to waive that in the case of Russia, and to go
ahead and lend them favorable credit terms?
Mr. Goldthwait. Not to my knowledge, under the GSM Pro-

gram.
Senator Bumpers. This $1.6 billion, how much of that is agricul-

tural?
Mr. Goldthwait. About $900 million.

Senator Bumpers. Do you know what the mix of that is?

Mr. Goldthwait. The $700 million will be a credit under the
Food for Progress Program and $194 million will be additional
donational assistance under different programs.
Senator Bumpers. Do you consider—this is sort of getting off our

jurisdiction here—^but do you consider Russian farming practices
anything like a level with us? Do they fertilize their crops? Do they
use as much fertilizer per acre, for example, as we do?
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Mr. GrOLDTHWATT. In some parts of Russia, they actually do. They
have undertaken a campaign to increase the intensity of cultivation

over the past 10 years or so. And, with respect to production, they
have been relatively successful. The major problem is that, when
the harvest begins, they begin to lose the harvest. That is, starting
with the actual harvest process, and at every step in the chain of

processing and distribution, increasing portions of the commodity
that has been grown are simply lost, wasted, and spoiled.
Senator Bumpers. Is it lost in the field during production?
Mr. GrOLDTHWAlT. A lot does not actually leave the field, because

of poor harvesting techniques; and because the commodity is not

really owned by anyone, or at least did not used to be, until the

past year or two. The incentive to preserve it, to protect it, to add
value to it, simply was not present in the former system.
We are beginning to see signs that some of the new private farm-

ers in Russia are, indeed, doing much better. For example, with
po-

tatoes—which is a staple crop—where production increased tnis

past growing season.
But their problem really has been in

preserving
and improving,

adding value, to what they have produced.
Senator Bumpers. Do you know what the condition, as far as

planting this spring, is? Do they have adequate seed? Adequate
fuel for their tractors, and so on, to get their crop in this year?
Mr. GOLDTHWAIT. The impression I have is that seed is in rel-

atively good supply. Fuel is expensive for farmers, particularly the
new private farmers; and there are probably going to be some
shortages or some inability to afford fuel for planting. Overall, the
overall outlook as we see it is for a fairly good level of

planting;
but because growing and harvesting conditions were excellent in a
few parts of Russia and some of the other republics last year, like

KEizakhstan, we would expect perhaps a slightly smaller total har-

vest, come this fall.

Senator BUMPERS. Well, that is rather encouraging because I

think, you know, food is always the uppermost thing in people's
minds, in countries like Russia. And I tmnk that it would enhance
Yeltsin's chances of getting his reforms through, more than any-
thing else, if there is an adequate food supply. Nobody is going
hungry in Russia right now though, are they?
Mr. GOLDTHWAIT. There are

pockets,
isolated areas, where people

probably are going hungry. Indeed, we are targeting, through
American private voluntary organizations, some of those areas with
our food aid programs.

NORTH AMERICAN FREE TRADE AGREEMENT

Senator Bumpers. I do not know whether you are the right per-
son, Mr. Goldthwait, to ask this question; but in my State, for ex-

ample, I have a conflict between food processors and farmers, on
the NAFTA Trade Agreement. The farmers do not want it; the

processors do. Campbell Food has a big presence in my State, and
thev feel like they are terriblv put upon oecause of Mexican tariffs,

and so on. But the farmers feel that one thing that might happen
under the NAFTA Agreement, for example, Mexico does not grow
any rice, does it?

Mr. Goldthwait. Very little.
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Senator Bumpers. Virtually none. And people are afraid, for ex-

ample, under the agreement, as I understand it, they can export
rice. And I do not know why an agreement like that, or why a pro-
vision like that would be put inj for a country that does not have

any rice, unless they were going to buy it from somebody else and

try to reexport it, in competition with that wonderful long-grain
rice grown in Arkansas.
Mr. GOLDTHWAIT. I would ask Mr. O'Mara or Mr. Schroeter, who

are much closer to the NAFTA negotiations than I, to comment.
Senator.
Mr. O'Mara. They do have a higher duty. Mexico has a higher

duty on milled rice than they do on the paddy rice; they import the

paddy rice.

Senator Bumpers. Can you tell me what I am supposed to tell

the farmers of my State, to placate them if I decide to vote for

NAFTA?
Mr. O'Mara. Well, I would think that the farmers in your State,

to go back to a point you were making earlier, Mr. Chairman,
would be encouraged by any agreement that expands their ability
to do more business, in any overseas market. We expect the analy-
sis that we have done, and we would be happy to provide that to

you, sir, and other members of the subcommittee, that at the end
of the implementation period, net farm exports to Mexico will be,

I think, $2 to $2.5 billion more than in the absence of an agree-
ment. And certainly, we will do very well on many processed prod-

ucts, as you are hearing from some of your constituents. We are

going to do very well in the com, sorghum, dry bean area. We are

looking toward considerable growth in the soybean market there.

All these specifics I can provide you, in this analysis.
Mr. Schroeter. If I could just add one thing, Mr, Chairman.

Poultry is the biggest place where I think we are going to see some
real gains in l^AFTA. Mexico now has a licensing system on poul-

try.
Senator Bumpers. Mexico has what?
Mr. Schroeter. They have a licensing system on poultry that is

being eliminated. So within 10 years, we will have a completely
free trade with poultry with Mexico, and that is going to be a big
and growing market.
Senator Bumpers. Mr. Schroeter, politicians tend to be a little

myopic and they think in short-term solutions. I know everything
is going to be hunky-dory at the end of 10 years, but most farmers
are afraid they are not going to be around in 10 years, and it is

the same way in the industrial sector. That is not our jurisdiction.

Labor, for example, says, well, you are going to have—as I under-
stand the whole theory of NAFTA, which I note in the paper this

morning is dead—^nobody asked me how I was going to vote, but
we are supposed to provide Mexico with all kinds of, what shall I

say, methods of enriching themselves over the next 10 years.
Once we make them wealthy they are going to buy a lot more

of our products, but during the period we are making them wealthy
enough to buy our products, we are going to lose a lot ofjobs.
Mr. Schroeter. I do not think so in the agricultural area, be-

cause we were a bit myopic as we were negotiating this agreement,
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for example, on poultry, the initial tariff quota was 95,000 tons.

That is going to increase regularly over the coming years.
So we are going to sell more poultry in year 1 of the agreement,

and that is going to expand over the 10 years. At the end of 10

years it is completely free trade, and the same on com, rice, and
so forth, so it is not gains after 10 years, it is gains every year over
the 10-year period.
Senator Bumpers. As I understand, Campbell's Soup, for exam-

ple, we will charge them a 10-percent tariff on soups coming into

this country, they charge us 40 percent. Under the agreement it

goes down to 35 to 30 to 25, and at the end of a certain period of

time we are all on a level playing field, and incidentally, they
favor—strongly favor the agreement.
Mr. Goldthwait, before I forget it, of the $700 million in agricul-

tural products going to Russia under this program of the Presi-

dent's, how much of that is poultry?
Mr. Goldthwait. We have not finalized the commodity mix for

that. Under our donational programs, however, within the $194
million our current planning is that about $28 million will be poul-

try.
Senator Bumpers. $28 million.

Mr. Goldthwait. Yes; out of the $194 million.

Senator Bumpers. Will that mostly be chicken legs?
Mr. Goldthwait. I do not know. It could well be, but other poul-

try products could also be included.

Senator Bumpers. You know, we almost give those things away.
I mean, it is a perfectly good product and it has a lot of protein
value and so on, but the American taste buds prefer white meat,
and it is very difficult for the poultry industry to get rid of that.

Mr. Goldthwait. The Russians are very fond of the poultry legs
and in fact I recall seeing the famous nesting dolls they make with
Mr. Yeltsin on one of the furthest outside holding a poultry leg that

says, U.S.

market promotion program evaluation

Senator Bumpers. Mr. Schroeter, we asked you or we asked the

people who run the MPP Program, the Market Promotion Program,
to give us an evaluation for the last 5 years, and that was due here

February 1. We still have not received it.

Mr. Schroeter. That is correct. We are still working on it. We
have had to send a survey out to the participants, Mr. Chairman,
to get about roughly one-half of the information that is required,
so that is the reason for the delay. We could have given you an in-

terim report. We decided instead to wait until we got all the infor-

mation.
Senator Bumpers. When can we expect the report now?
Mr. Schroeter. We hope to have this information in June.
Senator Bumpers. By when?
Mr. Schroeter. By June, however, some additional time will be

required to consolidate and analyze the responses and to prepare
the final report.
Senator BUMPERS. OK.
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FOOD FOR PROGRESS ASSISTANCE TO RUSSIA

Another question for you, Mr. Goldthwait, and that is, appar-
ently the President's proposal for assistance to Russia does not in-

clude transportation cost. Is that correct?

Mr. Goldthwait. No; the figures that I gave earlier do include

transportation costs.

Senator Bumpers. Staff tells me that the transportation cost of

the Food for Progress portion cannot be covered because of the limi-

tation on the use of CCC funds for that purpose.
Mr. Goldthwait. There is currently a cap of $30 million on the

use of CCC funds for direct transportation costs under the Food for

Progress Program. We are reviewing a possible administrative rem-

edy that might enable us to use additional funds for providing
transportation costs. We are working on a solution to that problem
at present.
Mr. O'Mara. Mr. Chairman, could I add a point to that question

you raised? The Department is actively working with other parts
of the administration to find a way to implement the President's

commitment at Vancouver as quicldy as possible, and that is why
the Secretary has been looking at administrative actions rather
than a legislative one to take account of the $30 million limit that
Mr. Goldthwait spoke to. As soon as he has completed his internal

discussions with the administration he will be in consultation with

you with respect to the approach that is decided, and I expect that
will take place quite soon.

Senator Bumpers. Let me just make a suggestion that is prob-

ably redundant, but the sooner you do that the better, because if

you should happen to have asked for some additionsd money, we
have probably got a supplemental coming through here very short-

ly. I am not encouraging you to ask for additional money. If you
can work it out internally that will be fine.

Mr. O'Mara. Our desire is at this stage to find a way to avoid

that, and again I think the Secretary will be in touch with you very
quickly on that subject.

Ascs administrative expenses

Senator Bumpers. Thank you. Mr. Weber, are you looking at a
shortfall in your operating budget?
Mr. Weber. There have been news stories claiming that in fiscal

year 1993 we will be closing offices and that
type thing. That is not

true. We certainly are having our county ana State offices look at

what they can do to minimize costs. Temporary employees have
been laid off, but for our full-time employees we do not expect any
layoffs for fiscal year 1993, furloughs or otherwise.
Senator Bumpers. I did not understand the last part of your an-

swer.
Mr. Weber. For the balance of this fiscal year we do not expect

to have anyone on furlough as has been suggested by some news
accounts.

EMERGENCY CONSERVATION PROGRAM

Senator Bumpers. OK
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Now, here is a small question dealing with the emergency con-

servation. You requested $2,760,000 for the Emergency Conserva-
tion Program, and do you not have an awful lot more requests than
that right now?
Mr. Weber. For fiscal year 1993 we started out with $3 million

for the regular program, in addition to a 1992 supplemental of $27
million that was provided late in the fiscal year for hurricane dam-

age. It has become apparent that those funds were not sufficient,

and we are working on a process now to try to get approval to

transfer an additional $31 million to fully cover the cost-shares

that producers are eligible for in southern Florida.

We also are expecting that as a result of other disasters that
have occurred this year, the funds we have available for the regu-
lar 1993 program are not going to be sufficient, and that we think
there will be a need for additional funds in the neighborhood of $8
million.

Senator Bumpers. Where are you going to transfer $31 million

from?
Mr. Weber. We are looking to transfer it from the unobligated

balance in the Conservation Reserve Program account over to the
ECP. We believe there are sufficient funds there.

cottonseed and sunflower oil programs

Senator Bumpers. Mr. Goldthwait, this question should go to

you. The 1993 appropriations bill, in conjunction with the 1990
farm bill, requires you to spend $50 million on the cottonseed oil

and sunflower oil export programs for 1991 through 1995. Are you
prepared to spend that amount of money this year?
Mr. GtoLDTHWATT. We are going to try to spend that amount of

money.
Senator BUMPERS. How much have you spent so far?

Mr. GrOLDTHWATT. So far this year we have spent under the two

programs approximately $26 million.

Senator BUMPERS. You are well on your way, are you not? That
is a very important program to a lot of States, including my own.
Mr. Goldthwait. We recognize that, and while in the early years

we did not spend close to the $50 million, if you look at the recent

history of the program you will see that we are doing a better job
of finding opportunities for the use of these programs. We have
greatly increased the list of countries where we are introducing the

program, and I think the $26 million shows the results of that ef-

fort.

ENTERPRISE FOR THE AMERICAS INITIATIVE

Senator Bumpers. Here is a program that staff gave me a ques-
tion on that I do not know anything about, I have never heard of.

It is called, Enterprise for the Americas Initiative. Do you admin-
ister that also?
Mr. GtoLDTHWAlT. We do not administer it. It is run largely out

of the Treasury Department. The fact, however, is that in last

year's budget and again in this year's budget there is a very small

provision for some debt forgiveness of Public Law 480, title I debt
from loans that were incurred a number of years ago by various
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Latin American countries, and that is the connection of the pro-
gram to our work, and so we follow that very closely.

Senator Bumpers. Could you provide the committee with a sum-
mary of your activities to date by country? Can you do that?
Mr. GOLDTHWAIT. Yes.

[The information follows:]

Enterprise for the Americas agreements were signed by the United States Govern-
ment with five countries to reduce Title I, Public Law 480 debt. In fiscal year 1991,
agreements were signed with Chile for a reduction of 40 percent or $16 million; Bo-
livia for a reduction of 80 percent or $30 million; and Jamaica for a reduction of
80 percent or $217 million. Congress did not appropriate fiindin^

for EAI in fiscal

year 1992. Thus far in fiscal year 1993, agreements have been signed with El Sal-

vador for a reduction of 80 percent or $270 million; and Uruguay for a reduction
of 40 percent or $400,000. Environmental Framework Agreements were signed with
Bolivia and Jamaica on November 26, 1991, and February 27, 1992.

BOVINE GROWTH HORMONE

Senator BUMPERS. Some of my dairy farmers, and I come from
a dairy farmer section in my State, have expressed concerns about
the use of bovine growth hormone on the dairy program. Who has

charge of this?

Mr. 0*Mara. This is AMS, Mr. Chairman. None of us are rep-
resenting AMS, and I was just asking Mr. Weber if there has been
any analysis that he is aware of on that subject and its impact.
Mr. Weber. I think there is some work being done on that right

now, and we certainly would be glad to furnish the committee
whatever is available on that subject.
Mr. 0*Mara. We will provide you, sir, what has been done.
Senator Bumpers. I would like that just so I can answer my

mail, because I am not a technician on that, and I do not know
really what is involved.

Mr. O'Mara. We will do that.

[The information follows:]

The Food and Drug Administration [FDA] has responsibility for the scientific

evaluation and aoproval process for the bovine growth hormone. USDA is monitor-

ing that approval process. To date, no approval or announcement has been made
by FDA. USDA will continue to monitor the process.

WATER BANK PROGRAM

Senator Bumpers. One final question, gentlemen, and this deals
with the Water Bank Program. If you were to spend through Sep-
tember 30, 1992, $9,874,000, and you have an appropriation of $18
million for 1993, how much of that money have you spent and how
much do you have left, and this is just a low-grade conservation or
wetlands reserve program, is it not?

Mr. Weber. Yes, it is.

Senator Bumpers. To tell you the truth, I am wondering why we
have this program. Why do we have this, when the same thing is

being accomplished, or essentially the same thing is being accom-

plished with the Wetlands Reserve Program?
Mr. Weber. I think the difference between the two programs is

that the Water Bank Program maintains wetlands by providing
farmers an incentive to keep them out of production, whereas the
Wetlands Reserve Program enhances the wetlands by encouraging
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farmers to remove cropped wetlands from production and restore

them. I believe that is the difference.

Senator Bumpers. I think that is a distinction without a dif-

ference, Mr. Weber.
Mr. Weber. It may be something we need to look at.

Senator Bumpers. We are going to look at that, because either

it needs to be torpedoed or it needs to be merged into the Wetlands
Reserve Program, because really the administrative cost of a pro-

gram that small would be probaJbly too great, and I would suggest
those two programs do not need to both exist.

Gentlemen, I thank you very much. Your answers have been

helpful.
We are joined by the former mayor of San Francisco, my distin-

guished colleague. Senator Feinstein. Senator Feinstein, you just

got under the wire. We were about to shut this operation down.
Senator Feinstein. I am sorry to be late. I was at the Foreign

Operations Subcommittee. That makes three committee hearings in

the same day.
Senator Bumpers. Everybody is in Foreign Operations. Why is

that so much more important than this?

Senator Feinstein. The Secretary of the Treasury is there. That
is probably why, not that you gentlemen are not as important.
Senator Bumpers. Do you have any questions?
Senator Feinstein. No, thank you.

submitted questions

Senator BUMPERS. Well, in that case, we are honored by your
presence, and we thank all of you gentlemen. Additional questions
will be submitted for written responses and we ask you to respond
to them within 5 days.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
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AGRICULTURAL STABILIZATION AND CONSERVATION
SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

DISASTER ASSISTANCE

Question. In 1991, we made $1,750,000,000 available for disaster

payments to farmers for crop years 1990, 1991, and 1992. The first

$995,000,000 was made available immediately for 1990 and 1991 crop
losses and the remainder was made subject to a presidential request and

emergency designation. Last year, we made an additional $482,000,000
available of which $100,000,000 was not available until requested by the

President and declared emergency funding. What is the current status of

these funds?

Answer. As you indicated, the first disaster supplemental last year
authorized a total of $1.75 billion for disaster payments on crop losses in

1990, 1991, and 1992 under terms and conditions specified in the Food,

Agriculture, Conservation, and Trade Act of 1990.

Of the total, $995 million was made available early in 1992 for losses

in either 1990 or 1991. Claims totaled about $2 billion, and payments for

1990 and 1991 losses in Phase I of the disaster program were based on
a prorate factor of 50.04 percent. The additional $755 million was made
available upon request by the President on September 2, 1992. Of the

$755 million, $100 million was set aside for payments under Phase II of the

program to producers with losses on program crops planted in 1991 for

harvest in 1992. The remaining $655 million was made available under

Phase III of the program to producers with unclaimed losses in either

1990, 1991, or 1992.

Following Hurricane Andrew, the second disaster supplemental of

1992 authorized an additional $482 million for Phase III of the program.
Of the $482 million, $100 million was made available only upon request by
the President. The supplemental also authorized additional borrowing if

needed to pay producers for losses at the same prorate factor used in

Phase I of the program.

In summary, the first and second disaster supplemental made
available a total of $2,132 million for payments on crops losses in 1990,

1991, and 1992. After adjustment for a transfer of about $11 million to

FmHA for migrant labor housing, funds available for disaster payments
totaled $2,121 million.

To date, payments at the 50.04 percent factor total about

$1,616 million, including $963 million for Phase I, $97 million for Phase II,

and $556 million for Phase III. An additional $60 million in payments on

Phase III applications already on hand is expected. Current funding for
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Phases I, II, and III totals $2,121 million. Thus, a total of about

$445 million would remain for payments at the 50.04 percent factor after

processing applications on hand.

On April 9, 1993 we announced that producers could apply for

quality losses on the 1992 corn crop. The application period for

payments on corn quality losses closes May 7, 1993. ASCS has estimated

these additional payments at the 50.04 percent factor could total about

$150 million. Payments of $150 million on quality losses would reduce

the estimate of remaining funds from $445 million to $295 million.

Question. Will you be releasing the extra $100,000,000?

Answer. A decision on a request for the additional $100 million,

which Is not included in the Budget, will be made at a later date.

Question. What is your current estimate of the amount you will be

able to pay farmers on each dollar for which he is eligible?

Answer. We will not be able to announce a change in the final pro
rate factor, if any, until after the application period for corn quality losses

closes and processing of claims is completed. We would estimate, based

on anticipated claims, that the additional payment would be less than

10 percent of the initial claim.

Question. Should there be funds left over, will you go back and pay
a larger pro rata share to each eligible farmer?

Answer. We would expect to be able to pay a larger pro rate share

if the funds remaining allow for more than a negligible supplemental

payment. As indicated earlier, we would estimate, based on anticipated

claims, that supplemental payments, if any, would amount to less than

10 percent of the initial claim.

Question. Please provide a report on the disposition of these funds

showing geographical distribution, the crop years for which the payments
are made, and the type of crops and disasters involved. If the final

information is not currently available, please provide an interim report

showing the disposition and distribution of funds to date.

Answer. An interim report showing distribution of payments by state

for Phase I, II and III follows:
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DISASTER PAYMENTS

Question. Last week several Senators complained to Secretary Espy
that crops other than corn should be able to receive disaster payments
based on a reduce quality harvest. The Secretary was unaware of

petitions from other crop producers. By now I assume that has changed.
What other crops are you considering making eligible for disaster

payments based on low quality?

Answer. We are attempting to be as responsive as possible to the

legitimate needs of producers while keeping a watchful eye on budgetary
costs. Our response regarding the 1992 corn crop, an extension of prior

procedures used to exclude contaminated corn from disaster production,
reflects the severity of quality losses and the fact that for many corn

producers in the northern corn belt states, the quantity harvested made
them ineligible for assistance although the value of their crop, because of

low quality, was practically worthless. The further extension of quality

adjustment procedures to wheat and other program crops is under review.

It should be noted that to some extent procedures for determining
benefits under the disaster program already take into account quality

problems for other program and nonprogram crops. For example,
standard test weights, instead of actual test weight, is used to calculate

disaster yields. Other adjustments include the exclusion from calculated

production of cotton modules left in the field, exclusion of aflatoxin-

contaminated corn, and, for nonprogram crops, the exclusion of harvested

quantities which because of quality problems are unmarketable.

Question. I understand that the sign up for disaster assistance for

1992 crops ended in mid-February. When do you expect to issue checks

for those applicants?

Answer. We have already begun to issue checks. Checks are sent

to producers as soon as the necessary production data and other

information are submitted to the county office.

Question. Do you know yet what the amount of legitimate claims

totals?

Answer. As of April 21, approximately $653 million in payments had

been made to producers with losses on program crops planted in 1991 for

harvest in 1992 or to producers with unclaimed losses in either 1990, 1991

or 1992.

Question. How much will you be able to pay on each claim?

Answer. All crop loss payments are being issued at 50.04 percent

of the computed eligible assistance amount.
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FEDERAL CROP INSURANCE

Question. What resources is ASCS allocating in 1993, and what do

you propose for 1 994, for the sales and loss adjustment of federal crop
insurance policies?

Answer. FCIC provided training to two ASCS State office employees
in each State for 1993 sales and service of Federal crop insurance

policies; however, there has been very minimal activity so far in 1993. Due
to the inactivity related to crop insurance policies in 1993, it is estimated

that ASCS will again have minimal crop insurance workload in 1994.

Question. Explain how you are fitting crop insurance activities into

your operation.

Answer. Crop insurance participation through ASCS State offices

has been so minimal that the workload is being absorbed by current

employees who are assigned to other program areas. There has been no

increase in State office staffing as a result of crop insurance activities.

CONSERVATION RESERVE PROGRAM

Question. A recent GAO report on the Conservation Reserve

Program is somewhat critical. It states that the program is expensive, the

protection is temporary, and that a precise dollar value of CRP's
environmental benefits cannot be determined. How do you respond?

Answer. Although not all environmental benefits can be quantified,

the primary objective of the CRP can be quantified. The CRP is costing
less than $50.00 per acre per year and is saving over 1 9 tons of soil per
acre annually. The cost per ton of soil saved under the CRP is, therefore,

approximately $2.50. In addition, the CRP has reduced excess crop

production, improved the nation's water quality, and enhanced wildlife

habitat throughout the country on approximately 36 million acres. Several

State and local wildlife and environmental groups have been studying the

effects of the CRP and preliminary reports are positive and favorable

regarding the results of improved ecosystems and the multiple benefits

derived through the CRP.

Question. Some have criticized USDA because recent acres entered

into the CRP were taken because of their crop production history rather

than their environmental contribution. How do you respond?

Answer. Beginning with the tenth CRP signup, USDA accepted bids

based on an index of environmental benefits per dollar expended. Only
those bids that were at or below the prevailing local rental rate for the area

offered and that provided the highest level of environmental benefits per

CRP dollar expended have been accepted.



226

The crop production history does not have any bearing upon the
selection process other than to establish basic eligibility under the Food
Security Act of 1985 and to help determine the prevailing local rental rate.

Question. With contracts beginning to expire in 1996, I understand
that 75 percent of the land in CRP must have a USDA-approved
conservation plan to participate in farm programs. What about the other

25 percent?

Answer. The other acres represent certain types of land that will not

need to be under a plan. First, 6.8 percent of the acreage enrolled into

the CRP has been planted to trees. Based on the retention of trees under
other programs, we believe these acres will not soon be broken out for

annual cultivation. Second, the acres enrolled in CRP had only to be

"predominately" highly erodible. USDA defined "predominately" to mean
that at least two-thirds of the offered acres had to meet the eligibility

criteria. Although we do not know precisely the number of non-highly
erodible land (HEL) acres included under contract as a part of a whole
field or to square a field off for ease of farming, we believe it is 10-15

percent. Finally, during the eighth and ninth signups USDA enrolled as

many as 400,000 wetland acres under the CRP nationwide. These acres

are not likely to be broken out if wetland restoration has been performed,
and are of such land class that even if broken out, an HEL plan will not be

required. Taken together, these three categories of land that do not need

plans are estimated to account about 25 percent of enrolled acres.

BST

Question. Concern has been expressed about the effects of the use
of a bovine growth hormone on the dairy program. Have you analyzed
the effect of the use of BST on the cost of the program? If so, what have

you learned? If not, do you plan to do so?

Answer. As you know, the Food and Drug Administration has

responsibility for the approval of bovine Somatotropin (BST). USDA,
however, is continuing to monitor the process. In the ongoing work by
USDA analysts on the supply-demand conditions for dairy, the approval
and adoption of BST Is assumed by late 1993. Therefore, its usage
already is included in dairy program budget estimates. No attempt has
been made to isolate the effects of BST from other ongoing management
practices used by dairy farmers.

FARM SERVICE AGENCY

Question. Please provide a crosswalk showing all accounts which
will be part of the proposed Farm Service Agency. For each account,
show what the 1993 funding level is and what the budget includes for the

same activities in 1994 under the FSA.
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Answer. All ASCS accounts are proposed for inclusion under the

Farm Service Agency. The program accounts continue to appear

individually in the FSA budget but beginning in 1994 exclude technical

assistance funding, which is requested within the FSA Salaries and

Expenses account. Also beginning in 1994, the ASCS Salaries and

Expenses account is no longer separately identified but is consolidated

into FSA Salaries and Expenses.

The following table compares 1993 and 1994 funding for these

accounts:



228

Chang*."l99ia::l

Appropriation

va;

I

1994

Roquaat

i



229

WATER BANK PROGRAM

Question. A recent report on the Water Bank Program shows a

national annual payment through September 30, 1992 of $9,874,241.

Given a 1993 appropriation of $18,620,000, for what is the remainder of

the money being used?

Answer. Under the Water Bank Program, USDA enters into 10-year

agreements with landowners and operators, and obligates the full cost of

the 10-year agreement at the time the agreement is approved but makes
annual payments over the 10-year period. The $9,874,241 is the total

payment in 1992 for the 1983 through 1992 WBP agreements.

The FY 1993 appropriation of $18,620,000 will be used to renew

selected expired 1983 agreements, sign new 1993 agreements, adjust

payment rates for 1989 agreements, and fund related technical assistance

necessary to service WBP agreements.

The amount of the annual payment in 1992 is much lower than the

amount appropriated in 1993 because the amount appropriated for WBP
during 1982 through 1992 ranged from $8.4 million to $13.6 million.

CHESAPEAKE BAY

Question. What amount of funding is in the budget for Chesapeake
Bay work, and what are the corresponding FTE's?

Answer. ASCS does not specifically earmark funds in the budget for

Chesapeake Bay conservation work. However, our existing conservation

programs such as ACP and CRP have historically provided a great deal

of financial assistance on conservation work within the Chesapeake Bay
watershed. In R' 1992, approximately $4.8 million was paid to producers
to install conservation practices within the watershed. Another $9.5 million

of annual rental payments were made in FY 1992 to retire highly erodible

or environmentally sensitive cropland under the CRP.

There are no corresponding FTE's that relate directly to the financial

cost-share assistance and rental payments to producers in the watershed.

Certainly, ASCS has administrative costs associated with its conservation

payments in the watershed area but has no specific FTE data available.

SCS may have such data available, since SCS' technical assistance work
is all personnel related.

EMERGENCY USE OF CCC FUNDS

Question. Please submit a list for the last 10 years showing the

occasions when emergency CCC authority was invoked. Provide the

emergency, the amount of funds used, and the manner in which they were

used.
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Answer. Section 1 of the Act of September 25, 1981 (7 U.S.C. 147)

authorizes the Secretary of Agriculture, in connection with emergencies

which threaten any segment of the agricultural production industry of this

country, to transfer from other appropriations or funds available to the

agencies or corporations of the Department of Agriculture such sums as

the Secretary may deem necessary, to be available only in such

emergencies for the arrest and eradication of plant pests or contagious or

infectious diseases of animals or poultry, and for expenses in accordance

with 7 U.S.C. 147b and 21 U.S.C. 114b.

Under this authority, the Secretary had declared various emergencies

with respect to plants or animals since fiscal year 1982 and funds have

been transferred from the Commodity Credit Corporation to the Animal

and Plant Health Inspection Service (APHIS) to fund portions of these

animal and plant disease emergency eradication programs. We will

provide for the record a table showing the purpose and amount of funds

transferred from CCC to APHIS during each fiscal year since fiscal year

1983.

[The information follows:]
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QUESTION SUBMITTED BY SENATOR KERREY

CCC HAZARDOUS WASTE MANAGEMENT

Question. CCC was provided up to $3 million in FY 93 for operation
and maintenance costs associated with the management of CCC
hazardous waste sites. Approximately $16 million in additional funds were

provided to the Department's Hazardous Waste Management account for

actual containment, cleanup, monitoring, and inspection costs related to

the sites.

What is the Administration's FY 1994 request for CCC Hazardous

Waste Management activities and the Department's Hazardous Waste

Management program? Please provide the location of each site for which

FY 94 funds are being requested, the amount of funds likely to be

allocated to each site, the expected additional cost of completing work at

those sites, and the location of additional sites for which CCC anticipates

requesting cleanup funds in the future.

Answer. The fiscal year 1994 request for CCC Hazardous Waste

Management activities is $4 million for operation and maintenance costs

associated with the management of CCC hazardous waste sites. The

fiscal year 1994 request for the Department's Hazardous Waste

Management program is $16 million of which $3 million is for site

investigation and cleanup costs at CCC related sites. The attached chart

provides the location of each site for which FY 1994 funds are requested,
the amount of funds allocated for each site, the anticipated future funding

needs of these sites, and the location of additional sites for which funding
will be needed in future years.

[The information follows:]
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QUESTIONS SUBMITTED BY SENATOR KOHL

INTEGRATED FARM MANAGEMENT PROGRAM

Question. It has come to my attention that the commodity program
flexibility option known as the Integrated Farm Management (IFM) program
has been mired in implementation problems, including program rules that

do not fully match the intent of Congress as expressed in the statute and

legislative history, and a lack of information and training on the program
option at the State and county level. In the first two years, less than

100,000 acres have been enrolled, and some of these farmers now
enrolled are having their payments reduced based on what appears to be

faulty interpretations of the "traditionally underplanted acreage" provision.

I would like to know whether any review of the rules or the program
handbook provisions on IFM is currently taking place. Is the program

being administered in the most farmer-friendly manner possible and are

the concerns of the sustainable agriculture farmer networks being

addressed?

Answer. ASCS has administered IFM with careful regard to making
the program as farmer-friendly as possible within the statute. Sustainable

agriculture groups have sent several letters expressing concerns about the

provisions of IFM. These concerns have been addressed by

representatives of ASCS and many of the concerns have brought about

changes in policy.

Question. Also, how many farms and how many acres were enrolled

in the most recent signup period?

Answer. This information is not available at this time. Total crop

acreage base acres enrolled for 1991 and 1992 are 96,039.5. A State

summary of IFM acreage enrollment is provided.

[The information follows:]
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STATE SUMMARY OF IFM CONTRACT ACREAGE ENROLLMENT
FOR 1 991 and 1 992 PROGRAM YEARS
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Question. Finally, what plans have been made to more thoroughly
train State and local personnel on the intricacies and opportunities
presented by the IFM program? When and how will the training take

place?

Answer. National training was provided for all programs in 1991,

including IFM. There are no plans to provide additional training at this

time.

INTEGRATED CROP MANAGEMENT

Question. The Integrated Crop Management (ICM) cost-share

practice under the Agriculture Conservation Program (ACP) incorporates
pest and nutrient management, crop selection and rotation, and other
measures to reduce the use of agrichemicals and prevent pollution.

Payments are made for 3 years while the management practices are being
implemented. Basic pesticide and nutrient recordkeeping is required. The
program appears to be highly successful. However, it has been limited to

5 counties per State and 20 farms per designated county.

If the ICM program is as successful as it appears, why does it

continue to be limited?

Answer. The integrated Crop Management or SP-53 practice was
generally limited to 20 producers per county and 5 counties per State at

the time the practice was implemented. This policy provided the

Agricultural Stabilization and Conservation Service time to evaluate the

effectiveness of ICM before it was expanded to other counties. In the

Water Quality Demonstration Project in Wisconsin, the use of the ICM
practice has resulted in over a 60 pound per acre reduction of purchased
nitrogen inputs. In a recent study in West Virginia, the ICM practice
resulted in an average reduction of 19 pounds per acre of nitrogen and 19

pounds per acre of phosphorus along with significant reductions in

pesticides. In view of these results, ASCS is considering the National

Conservation Review Group recommendation to expand ICM nationwide.

Question. What actions would be necessary for it to become an
available option in all counties?

Answer. USDA can administratively expand the availability of ICM.

Question. How much money has been spent on ICM in each year
that it has been available?
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Answer. Funding for the ICM has been as follows:

Fiscal Year \CM Fundinc

1990 $213,000
1991 1.123,000
1992 1.675.252

TOTAL $3,011,252

Question. How many producers, if any, have had applications for

funding turned down, and for what reasons?

Answer. ASCS has not collected any data on the applications that

were denied funding.

Question. Have any lessons been learned from the ICM experience
to date that could be applied to the rest of ACP?

Answer. The ICM practice has promoted a more holistic approach
to resource management. By assisting producers in implementing a total

crop management system, ICM provides the opportunity to more efficiently

use both natural resources and purchased inputs to produce a crop in an

environmentally sound manner. By giving producers an incentive payment
along with additional technical assistance, producers can achieve

significant pollution reduction while increasing farm profitability. The ICM
demonstrates the importance of soil testing, scouting, sprayer calibration,

and other crop management techniques so that they may farm more

efficiently while protecting the environment. Many of the concepts used
under ICM have been incorporated into the requirements for the Water

Quality Incentive Projects which are also operated under the Agricultural

Conservation Program.

Question. What recommendations concerning ICM would you make
to this Subcommittee as we take up this year's bill?

Answer. The ICM practice is a labor intensive practice requiring high
levels of management and is dependent on technology transfer from

universities and research institutions through crop consultants and
extension agents to producers. ICM is dependent on the availability of

crop consultants and extension agents that have the long-term
commitment to work with the producers. Currently, there are many areas

of the country that do not have sufficient numbers of trained crop
consultants to implement ICM on a wide scale. The use of ICM would be

facilitated if seed money was made available for training crop consultants

and extension agents in ICM techniques. Incentives for establishing crop

management associations and delivery of educational programs would

further the use of ICM.
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QUESTIONS SUBMITTED BY SENATOR COCHRAN

ASCS AUTOMATED DATA PROCESSING CAPABILITIES

Question. ASCS State and county offices now utilize computer-
based procedures to conduct day-to-day support to producers. The

budget justification indicates that the current system in reaching the end
of its life and that the agency is in the process of identifying technologies
to extend this system until it can be replaced.

What funding is included in the fiscal year 1994 budget to extend the

life of the current system? What are the long-term plans for replacement
of this system and what investment will be required?

Answer: Funding of $14.1 million is included in the FY 1994 budget
to extend the system life of the current computer system used by ASCS
State and county offices. ASCS has initiated a System Technology and
Telecommunications Enhancement Program (STEP) as a means of

obtaining a replacement system for our State nd county offices beginning
in fiscal year 1995. The Department is coordinating this effort under an
initiative called the USDA info Share Program. This initiative will have to

be integrated into the framework of the Department's streamlining and
Farm Service Agency reorganization. However, the Budget currently
includes no funding in future years for STEP or the USDA Info Share

Program.

Question. For many years, the ASCS has reported the need to gain
the capabilities to manage its programs through the electronic transfer of

information between ASCS and other USDA agencies, such as the

Agricultural Marketing Service (AMS). Current capabilities are limited in

terms of transferring data electronically between ASCS county offices and
the Agricultural Marketing Service relating to cotton classing and marketing
Information. Limiting factors such as this cause farmers to utilize other

methods for transferring data from one USDA agency to another which are

more costly and less timely, in terms of accomplishing important savings
in farm marketing and management. I would hope that ASCS and AMS
will coordinate to fully accomplish the capability of transferring data that

allow producers to make CCC loan entries at the ASCS office electronically

this year.

Could you please give the Committee a status report on your efforts

to accomplish these objectives and please present us with any explanation
of problems that might hinder efforts to reach this goal such as inadequate

equipment, software, etc.?

Answer. Recognizing the need to better serve cotton producers, we
have developed, in cooperation with the Agricultural Marketing Service

(AMS), a process to electronically obtain AMS's classing data which is

necessary to process producers' CCC price support loans. Unfortunately,
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we cannot effectively use our existing county office computer systems to

obtain this data. However, the data can be obtained using personal

computers (PC). We currently have personal computers in 35 county
offices. These PC's will be used for the 1993 crop year to obtain this data.

The number of county offices in which these PC's are located by State

are: Alabama, 2; Arkansas, 5; Arizona, 2; Louisiana, 5; Missouri, 2;

Mississippi, 7; Tennessee, 4; and Texas, 8.

DISASTER ASSISTANCE

Question. Total funding of $2,232 billion was made available in two

emergency supplemental appropriations measures (P.L 102-229 and P.L

102-368) for CCC disaster payments for 1990, 1991 and 1992 crop losses.

Of the total funding provided, how much has been released and what

amount is currently unallocated, assuming that those receiving assistance

receive only the initial 50 percent prorated payment?

Answer. Of the $2,232 million provided by the two disaster

supplemental, $2,132 million has been made available for payments on

crops losses in 1990, 1991, and 1992. An additional $100 million is

available only upon request by the President. After adjustment for a

transfer of about $11 million to FmHA for migrant labor housing, funds

provided for disaster payments totaled $2,121 million.

To date, payments at the 50.04 percent factor total about

$1,616 million including $963 million for Phase I, $97 million for Phase II,

and $556 million for Phase III. An additional $60 million in payments on

Phase III applications already on hand is expected. Current funding for

Phases I, II, and III totals $2,121 million. Thus, a total of about

$445 million would remain for payments at the 50.04 percent factor after

processing applications on hand.

Question. On April 9, the Secretary announced that disaster

assistance would be made available to corn producers with low-quality

harvests due to 1992 natural disasters. What is the Department's estimate

of the total funding which will be required to make payments to producers
with quality losses on 1992 corn crops?

Answer. On April 9, we announced that producers could apply for

quality losses on the 1992 corn crop. The application period for payments
on corn quality losses closes May 7, 1993. ASCS has estimated these

additional payments at the 50.04 percent factor could total about

$150 million. Payments of $150 million on quality losses would reduce the

estimate of remaining funds from $445 million to $295 million.
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Question. While the 1990 Farm Bill provides the Secretary of

Agriculture the discretionary authority to provide disaster payments for

losses associated with quality, it requires the producer to first qualify for

quantity-related losses. In making corn producers suffering low-quality
harvests eligible for disaster payments, can you please explain how the

statutory requirement that such producers first qualify for quantity-related

losses is being met?

Answer. The farm's actual production or quantity is reduced based
on the grade of the commodity. Grade 4 corn production is reduced by

twenty percent, grade 5 is reduced by fifty percent, and sample grade is

reduced by eighty five percent. There are no adjustments for other

grades. If, after the adjustment, the farm has a qualifying loss, it is eligible

for disaster assistance.

PROPOSED OFF-FARM INCOME MEANS TEST

Question. According to the President's budget proposal,

$26 million would be saved in fiscal year 1994 by implementing a $100,000
off-farm means test. Could you please tell this Committee exactly what is

the Administration's definition of "off-farm" income. For example, would

the selling of land or equipment be considered as "off-farm" income?

What about rental income? What about property inheritance in a given

year?

Answer. Under the President's budget proposal, any person

receiving $100,000 or more in off-farm adjusted gross income during the

calendar year in which benefits are requested would not be eligible for

crop support loans or deficiency payments for that marketing year. The
exact definition of "off-farm adjusted gross income" has not been finalized.

However, for analytical purposes, we have defined it as gross revenue

from all sources, minus non-farm business expenses (including the cost

basis of assets sold in the calendar year), minus farm income during that

calendar year. "Farm income" means revenue received from the sale of

agricultural commodities including but not limited to grains, fibers, fruits,

vegetables, milk and products, livestock, fish, poultry and forestry products

(including forfeitures of loan collateral to the CCC); revenue from the sale

of farm assets; and revenue received from the performance of farm

services, including custom work, machine hire, contract production,

custom feeding and grazing. Farm income also includes all payments
received in a calendar year by a person under various Government

support programs for commodities, conservation, crop insurance or

disaster assistance.

According to this definition, farm income would include the proceeds
from the sale of land or equipment, rental income of assets, and the

inheritance of property, if each were associated with the farm enterprise.
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A number of issues are yet to be resolved regarding the exact

definition of off-farm adjusted gross income. However, we would expect
these issues to be resolved in the final legislative language and through
the rulemaking process.

ELECTRONIC WAREHOUSE RECEIPTS

Question. What is the status of the electronic warehouse receipt

regulations?

Answer. A Proposed Rule was submitted to the Office of

Management and Budget (0MB) on February 9, 1993. We are currently

working with 0MB regarding the clearance of this Proposed Rule.

Question. Have there been objections or questions about the

content, intent or scope of proposed regulations by any agency of the

government? If so, what objections/questions have been raised and what

has been the response of the ASCS or Office of the General Counsel to

them?

Answer. OMB recently sent a memorandum to USDA indicating that

they could not clear the Proposed Rule at this time. OMB indicated that

their general concern with the proposal is that it simply automates the

existing system rather than applies information technology to improve the

utility of the information to USDA and the industry. OMB also requested
more study of the effect of automation in general on the cotton industry

and in particular in reducing ASCS and industry costs before ASCS will be

in a position to promulgate regulations regarding electronic cotton

warehouse receipts. USDA has not yet responded specifically to the OMB
comments.

Question. Will completion of the regulatory process allow for a final

rule to be issued in time to allow full utilization of electronic receipts for the

1993 crop?

Answer. It is unlikely that the regulatory process will be completed
in time to allow full utilization of electronic receipts for the 1 993 crop.

Question. ASCS is currently operating pilot programs to determine

the viability of an electronic receipt program. Have the pilot programs

operated satisfactorily? Based on experience to date, is it the opinion of

ASCS that the electronic system can increase efficiency and ultimately

reduce ASCS costs, as well as industry costs?

Answer. Yes, based on the pilot program, use of an electronic

system can increase efficiency. Presently, ASCS is not aware of any
known occurrences of error, fraud, misuse, or complaint about the

electronic warehouse receipt pilot programs. Participants of the project

have been reported as feeling that electronic warehouse receipts are more

efficient than conventional paper receipts.
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Question. If regulations are not issued in time for full implementation
for the 1993 season, is ASCS prepared to expand the pilot program to

areas which have requested participation?

Answer. No, the Department's Office of the General Counsel has
advised ASCS not to expand the pilot program at this time.

CCC: REIMBURSEMENT FOR NET REALIZED LOSSES

Question. The fiscal year 1994 budget estimates that $20.9 billion will

be needed to reimburse the Commodity Credit Corporation for net realized

losses, an increase of $11.7 billion above the fiscal year 1993

reimbursement to the Corporation. What is the reason for this substantial

increase above the fiscal year 1993 reimbursement level?

Answer. As you know, appropriations to CCC for its losses not only
restore the capital impairment of the Corporation, but also serve to restore

encumbered borrowing authority because the entire appropriation for

restoration of losses is used to repay a portion of CCC's outstanding

Treasury borrowings. These outstanding Treasury borrowings by CCC
financed the program losses our budget request now seeks to restore.

Given these facts, the FY 1994 CCC appropriation request was determined

after carefully considering five factors: our estimate of available CCC
borrowing authority at the beginning of FY 1994, projected FY 1994 net

expenditures that must be financed by the borrowing authority, the need
to maintain a reasonable CCC operating margin, a need to accelerate the

reimbursement of prior CCC realized losses, and a one-time need to

reimburse Treasury based on a GAO audit report. We determined that a

CCC appropriation of $20.9 billion was needed in FY 1994 in order to meet
these objectives. In FY 1994, the available CCC borrowing authority at the

beginning of the year is estimated at $3.8 billion, less than 40 percent of

the actual $10.0 billion CCC borrowing authority available at the beginning
of FY 1993. Cumulative unreimbursed realized losses are estimated to

increase to $29.7 billion by the end of FY 1993, and the increased

appropriation request will reduce these unreimbursed losses at the end of

FY 1994 to about $22.7 billion. This is the major reason for the increased

appropriation request, because without an increased appropriation at

some point, the Corporation's unreimbursed losses will grow to

unreasonable levels. The $20.9 billion request includes $18.0 billion for

reimbursement of CCC losses and $2.9 billion for payment to Treasury
due to a retroactive GAO determination regarding the FY 1988 Operating

Expenses appropriation to CCC. A full explanation of this additional

one-time need for $2.9 billion is found on page 26-7 of the USDA

Explanatory Notes.
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FORM 1099-G

Question. The Commodity Credit Corporation (CCC) is including

"marketing loan gains" on Form 1099-G issued to producers. Since

producers can elect to report CCC loans as income or bona fide loans for

tax purposes, the "marketing loan gains" included on Form 1099-G may
or may not need to be reported as additional income. Why did CCC
recently begin reporting "marketing loan gains" on Form 1099-G?

Answer. After discussions with the Department of Treasury, it was
determined that by not reporting marketing loan gains on the Form 1099-

G, we may not be reporting all possible income benefits received by

producers. Thus, based on these discussions, CCC began including

marketing loan gains on the Form 1099-Gs.

Question. Are there instructions on the 1099-G or in the IRS's

instructions accompanying tax returns to provide information to producers
about how to properly include "marketing loan gains" on their tax returns?

Answer. We do not presently include any instructions accompanying

1099-Gs informing producers about how to properly include marketing
loan gains on their tax returns nor are we aware of any special instructions

accompanying tax returns that inform producers on how to include

marketing loan gains on their tax returns.

Question. Are USDA and IRS officials working to develop a method
to provide the correct information to producers? What are the options

being evaluated? When is a final decision expected? When will

producers receive the information?

Answer. The tax information we provide to producers is correct.

However, we are currently working on a proposal to send to the Internal

Revenue Service proposing that CCC send producers a set of special

instructions on how to properly include marketing loan gains on their tax

returns. We intend to send this proposal to the Internal Revenue Service

within the next several weeks.
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FOREIGN AGRICULTURAL SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

RUSSIAN AID

Question. I understand that under the $1.6 billion in
Russian aid cinnounced recently by the President, the transportation
costs of the Food for Progress portion cannot be covered because of
a limitation on the use of Commodity Credit Corporation funds for
this purpose. I further understaind that the Administration has
been pursuing other possibilities for covering these transportation
costs .

What is the current status of this dilemma? How will the

transportation costs be covered?

Answer. We are actively exploring all available authority to
use funds through other channels to pay for the transportation
costs. We hope to be able to advise you by next month that we have
been cible to fund them through Administration action.

Question. Please provide a summary of USDA' s share of the
Russieui aid package- -what programs will be used and to what extent.

Answer. USDA' s portion of the program is $894 million. That
consists of the new $700 million Food for Progress progreun the
President announced in Vancouver, together with $194 million in

programs to be operated by U.S. private voluntary organizations,
and bilateral programs with the Russian federation. The $194
million was divided about evenly between Food for Progress and
section 416(b) authorities.

Question. Also provide information by type and amount

showing total Russian aid for 1992 and to date for 1993.

Answer. We can summarize commodity values for prograuns in

fiscal 1992 euid program plcms for fiscal 1993 fairly quickly.
(The information follows:)
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GSM DEBT

Question. Please provide for the record a list of

outstanding GSM debt by country, its status with regard to being
current, and the adjustments that have been made to initial

guaremtee contracts .

Answer. I'll submit details of countries for the record.

(The information follows:)

ESTIMATED CCC EXPORT CREDIT GUARAKfTEES OUTSTANDING
As of March 31 . 1 993

(dollars h millions)
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Question. What has been the annual CCC exposure or loss for
the last three years :

Answer. I'll submit the details of CCC's contingent
liability of principal and interest as of fiscal year end for 1990,
1991, and 1992 for the record.

(The information follows:)

CCC Export Credit Guareuitees Contingent Licibility
(In Millions of Dollars)

GSM Contingent
As of Liability

September 30, 1990 $8,891
September 30, 1991 $8,971
September 30, 1992 $9,556

Question. For the last three years, what amount of GSM debt,

by country, has been forgiven or restructured? For any
restructuring, explain the restructure agreement.

Answer. I'll submit the details of the amount of GSM debt,

by country that has been forgiven or restructured over the last
three years for the record
(The information follows:)

GSM Rescheduled Debt(s) by Fiscal Years
(In thousouids of dollars)

Fiscal Year 1990 Fiscal Year 1991 Fiscal Year 1992

Amount Amount Amount Amount Amount Amount

Country Resch. Forgiven Resch. Forgiven Resch. Forgiven

Brazil
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Answer. The predecessor to the Market Promotion Program,
called the Targeted Export Assistance Program, began in 1986. The
Market Promotion Program was estsiblished as the successor to the
Targeted Export Assistance Program in 1990. The emphasis in these
programs has been on the export of value added or processed
agricultural products, and that emphasis has increased over time.
On the other hand, the focus of the Foreign Agricultural Service's
cooperator program has been on support of exports of bulk
commodities (since 1987, essentially constamt support at 70 percent
of program funding) .

In 1986, the Foreign Agricultural Service provided funding of
$110 million to 118 orgeuiizations and companies, of which 111
promoted value added or processed agricultural products. At that
time, these groups received $74.3 million, or 67 percent of total
progreun funding. By 1992, the number of groups promoting these
products amd receiving progreim funding increased to 541, and they
received 79 percent of program funding, or $158 million. While the
level of program funding was reduced in 1993, the percentage of
funding used for promoting value added or processed agricultural
products increased to 82 percent.

COOPERATOR PROGRAM

Question. I am concerned about the more them 17 percent cut
to the FAS Foreign Market Development progrcim which reflects a
one-third cut ($10,000,000 reduction) in the cooperator program.

Given that agricultural trade is one of the bright spots in
our balance of trade, why are we cutting this program?

Answer. Although motivated by the Administration's plein to
reduce government spending, the underlying philosophy behind the
$10 million reduction is to stimulate the private sector to
increase its share of the cost of the Cooperator program. The
concept, therefore, is not that the program is reduced but rather
the private sector will shift a greater portion of their resources
into export -related activities.

Question. Cannot the participating Cooperators document how
these funds have been successful in establishing emd developing
markets in order to promote the export of U.S. agricultural
products?

Answer. Yes, the Cooperators cam document the value of the
program. We believe there is a relationship between the program
funds and the level of U.S. agricultural exports. One need only
compare the markets targeted under the Cooperator program when it
began in the 1950' s to the current top U.S. export markets as
evidence that the program plays am importamt and supportive role in

export expansion.

The program is based on the premise that foreign market
development is a long term investment which encourages foreign
consumption of U.S. agricultural products through such activities
as trade servicing and technical assistance. The program
activities are intended to change the consumption patterns favoring
U.S. agricultural commodities and products.
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Question. Could you provide a breakdown of how these

Cooperator funds were allocated in 1992 euid 1993?

Answer. I will provide for the record a table which reflects

the cooperator funds allocated in 1992 amd 1993.

(The information follows:)

FY 1992 AND FY 1993 FOREIGN MARKET DEVELOPMENT BUDGETS

DAIRY, LIVESTOCK AND POULTRY DIVlStON

American Embryo Transfer

American Sheep Induslry Assoclatlcn

American QLiarter Horse Association

Appaloosa Horse Club

Catfish Institute

Leather Industries of America
Livestock Exporters Association

Mohair Council of America
National Association of Animal Breeders

National Association of Swine Records
National Dairy Research and Promotion Board
National Renderers Assoctalion

USA Poultry and Egg Export Council, inc.

US Beet Breeds Council

U.S. Dairy Genetics Council

US. Hides. Skin and Leather Association

U.S. Meat Export Federation

FY 1992 FMD
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PAHTiaPAffr
FY 1992 FMD
BASE BUDGET

t^Y 1993 FMO
BASE BUDGET

GRAIN AND FEED DIVISION

Millers National Federallon

National Dry Bean Council

National Hay Association

Protein Grain Roducts Intonatlonal

USA Dry Pea and Lentil Council

USA Rice Council

US. Feed Grains Council

U.S. Wheat Associates

$21,400.00
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FOREIGN AFFAIRS ADMINISTRATIVE SUPPORT

POSTS 3,4 62,427

ATOS 1,9 62,000

PROGRAM LOCALS 358,573

SUPPLEMENTAL ANNUITY PAYMENTS 1,000

FAMILY LIAISON OFFICE 10,000

RETIREMENT/JOB SETU^CH PROGRAM 11,000

SECURITY GUARD PROGRAM 313. 000

TOTAL FY 1993 FAAS 6,118,000

Question. What is the total cost for an assigned attache or
counselor in a major Western European city, including salary,
benefits, housing, education allowauices, post differentials, shared
administrative costs and euiy other overhead?

Answer. I will provide that information for the record using
our Counselor's office in London as an exaunple .

(The information follows:)

LONDON

(Recurring Annual Cost of American Counselor Position) *

AMERICAN SALARIES 107,000
AMERICAN BENEFITS 21,000
ALLOWANCES :

POST 5,000
EDUCATIONAL (1 CHILD) 13,000

COUNTRY ASSIGNED TRAVEL 10,000
RESIDENTIAL LEASE 50,500
RESIDENTIAL UTILITIES 5,000
SUPPLIES/EQUIPMENT (Office & Residential) 8,000
MAINTENANCE AND REPAIR 5,000
DEPARTMENT OF STATE ADMINISTRATIVE

SUPPORT CHARGES 40.000

TOTAL 264,500

* Excludes non-recurring costs associated with
rotation assignments to and from post.

ENTERPRISE FOR THE AMERICAS INITIATIVE (EAI)

Question. What amount of debt, for what programs, and for
what countrieB, has been or is being proposed under the EAI in

1993?

Answer. In December 1992, the U.S. Government signed EAI

agreements with two countries forgiving P.L. 480 debt: El Salvador
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for 80 percent, or $270 million and Uruguay for 40 percent, or

$400,000.

Question. Please provide the same information for 1994.

Answer. For fiscal year 1994, Congress appropriated $32.6
million for P.L. 480 Title I EAI debt reduction. Congress has

delegated to the Treasury Department responsibility for selecting
the countries. However, we continue to encourage those countries
in Latin America and the Caribbean with P.L. 4 80 debt which has not

yet been accepted under EAI to work toward becoming eligible for
debt reduction under the program.

Question. What are the budgetary ramifications of this

proposal both in the short and long term?

Answer. The budget authority requested to implement EAI debt
reduction is part of the international affairs account for the

budget, not the agriculture account. The budget authority request
is based on the subsidy cost of the debt reduction or sale, which
in turn reflects the net present value (NPV) of foregone receipts
over the remaining life of the credit obligations. For fiscal year
1994, a budget allocation of $32.6 million has been requested for
debt reduction of $63.2 million in existing P.L. 480 Title I debt.

Question. Please provide a summary of EAI activity to date

including the country, program under which debt was restructured,
the amount of debt involved, and the date of the activity.

Answer. The United States Government has signed five EAI

agreements to reduce Title I, P.L. 480 debt. In fiscal year 1991,

agreements were signed with Chile for a reduction of 40 percent or

$16 million; Bolivia for a reduction of 80 percent or $30 million;
and Jamaica for a reduction of 80 percent or $217 million.

Congress did not appropriate funding for EAI in fiscal year 1992.

Thus far in fiscal year 1993, agreements have been signed with
El Salvador for a reduction of 80 percent or $270 million; and

Uruguay for a reduction of 40 percent or $400,000. Environmental
Framework Agreements were signed with Bolivia euid Jamaica on
November 26, 1991 and with Chile on February 27, 1992.

EXPORT ENHANCEMENT PROGRAM (EEP)

Question. What is the current spending under EEP, as of

today, for fiscal year 1993?

Answer. EEP bonuses for fiscal year 1993 have reached about
$600 million at this time.

Question. Please provide for the record the type, amount and
value of exports under EEP for fiscal year 1992 cind so far for
fiscal year 1993.

Answer. We will provide that information for the record.
(The information follows:)
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Export Enhancement Program

Commodity-
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2. The participants and amount allocated for 1993. Please
show the total for each participant with separate amounts for
generic and breuided allocations 1992 carryover, smd any allocation
to be made on or after September 30, 1993.

Answer. I have provided for the record the 1992 MPP
allocations by participant and the 1993 allocation, including the
generic and branded breakout auid the 1992 carryover by participant.
This information is not availeUble for the 1994 year.
(The information follows:)
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CARICOM DUTY ON RICE

Question. I understand the Jamaican rice market has been

virtually cut off because of the CARICOM duty on rice.

What is the current status of this problem?

Answer. The CARICOM countries began implementing a common

external tariff (CET) for all products in February 1991. The rate

varies from 5-45 percent. At that time, Jamaica, Antigua and

Barbuda, and Dcaninica received a one year suspension from applying
the 30 percent conmon external tariff for rice. In February 1992,

the suspension lapsed suid they began applying the 30 percent rate

for white rice, semi-milled white rice, wholly milled white rice,

wholly milled parboiled rice, amd broken rice. The CARICOM

countries apply a 15 percent common external tariff to rice in the

husk, parboiled rice, and semi-milled parboiled rice, which are

types of rice not traded within the CARICOM countries . After the

suspension lapsed, Jamaica decided to continue to apply a 15

percent tariff to the remaining 1992 P.L. 480 Title I rice imports.

Question. Are there ongoing discussion?

Answer. In October 1992, CARICOM restructured the tariff

schedule. It took effect in Jeimaica on ;^ril 1, 1993, the start of

the Jamaican fiscal year. Under the restructured CET, the rate for

rice was kept at 30%, but will be reduced to 25% on

January 1, 1994. The CARICOM Secretariat is also mandated to

review the rate treatment in October 1993.

Question. If so, with whom amd what are the results?

Answer. USDA auid the U.S. Trade Representative have been in

continuous contact with our embassies located in the CARICOM

nations, expressing our dissatisfaction with the increased common

external tariff rate. In addition, we have continued to raise this

issue at the annual Trade and Investment Council meetings.

Although the GOJ understands U.S. opposition to the high CET, it

must act jointly with its regional trading members and not

unilaterally.

Question. Will the U.S. retaliate in amy way?

Answer. It is doubtful that the U.S. will retaliate on the

high tariff for commercial rice. Although we strongly oppose the

high common external tariff rate for rice, the CARICOM countries

have not violated their GATT obligations. As far as concessional

rice, the U.S. is considering whether or not to include rice in

future P.L. 4 80 Title I agreements if it cam not enter duty free.

Question. How much of our rice export market is at risk as a

result of this duty?

Answer. Total U.S. rice exports in 1992 were 2,350,000
metric tons. The Caribbean consisted of roughly 9.4 percent of

total U.S. rice exports in 1992, with exports totaling 220,000
metric tons. U.S. rice exports to the Caribbeaui were 268,000
metric tons in 1991 and 295,000 metric ton in 1990.
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QUESTIONS SUBMITTED BY SENATOR JOHNSTON

WORLD RICE SITUATION AND OUTLOOK

Question. As I am sure you are aware, rice prices are at
their lowest point in nearly six years. The development of foreign
markets and movement of U.S. rice stocks is critical for price
stabilization and maintenance of the U.S. rice industry.

Is the considerable drop in the world market price indicative
of a rice surplus in the far East? In particular, what is the

competitive outlook with respect to Thailand cind Vietnam?

Answer. The steady decline in world rice prices over the

past 10 months is indicative of the record level exportable
supplies of rice in Southeast Asia's rice exporting countries.

Also, no unusually large production shortfall or other demand

boosting circumstance has developed in any major rice importing
country so far in 1993. Without any major import destination

emerging to support prices, competition for traditional markets
has intensified. Fierce competition between Thailand and Vietnam
is expected to continue throughout the remainder of 1993.

Question. How much rice does USDA estimate emerging markets
such as Russia will import this year? Are there currently adequate
stocks of U.S. rice to meet such demands?

Answer. Russia smd the other Republics of the former Soviet
Union (FSU) are expected to import 825,000 tons of rice in calendar

year 1993, up 25,000 tons from 1992. The FSU imported 67,000 tons
of U.S. rice in 1992 and will import 87,000 tons of U.S. rice in
1993 through the Food for Progress progreim. Additional commercial

purchases in 1993 will depend upon availability of credit
assistemce from the United States, Thailand, amd other competitors.
In 1993, U.S. rice stocks are expected to reach 1.2 million tons,
the highest stock level since 1988 and 400,000 tons higher thein

1991. Clearly, the United States has adequate rice supplies to

pursue the emerging markets of the former Soviet Union.

Question. Is the U.S. currently providing rice as food aid
to Russia? If so, what is the quantity being provided amd what

percentage of total import needs is the queintity being provided?
Also, is there a time table for such purchases?

Answer. Yes, so far the Department of Agriculture has agreed
to provide about 90,000 metric tons of rice under various bilateral
and private voluntary organization programs. Following the
Vancouver summit we also expect to conclude a new bilateral

agreement which will provide long term credit finauicing for an
additional quantity of rice, but the final quantity is yet to
be determined. Depending on that queintity the U.S. contribution to

import needs could be close to 20 percent of the total. As to a
time tcUsle, we hope to have purchased 57,000 metric tons by
mid-May, with other quantities remaining under agreements to be
scheduled shortly thereafter.
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Question. During the recent Vancouver summit. President
Clinton announced am ad/3itional $894 million in" long term credits"
and direct food aid would be made available to Russia. Does the

USDA consider amy portion of this package to be concessional food
aid?

Answer. It is all concessional aid, in that it will all

either be donated, or sold on concessional credit terms which
include below-market interest rates.

Question. Have representatives from the U.S. and from Russia
been appointed to conduct negotiations on the commodity mix for the

$894 million allocation announced at the Vamcouver summit? If so,

who is representing the United States?

Answer. U.S. and Russiam teams have been established to

negotiate the question of commodity mix under the Vancouver summit

announcement. The U.S. side is being led by Christopher
Goldthwait, the Foreign Agricultural Service's Acting General Sales

Manager.

Question. What is the position of the Administration with

respect to the Japanese bam on U.S. rice imports?

Answer. The issue of Japam's rice imports is a central focus

of our efforts to conclude the Uruguay Round agriculture
negotiations. We have made it aJaundamtly clear to Japam that we

view their rice program to be indefensible under the GATT. As the

negotiations did not conclude as scheduled, U.S. officials have
warned Japam that if import access for rice in Japan is not
achieved in the Uruguay Round, then the U.S. rice industry cam be

expected to initiate amother Section 301 complaint.

We believe that Japan has developed the political consensus
to allow imports of rice. Although the agricultural sector is

predictably opposed to rice imports, many top officials, including
the Prime Minister smd the Foreign Minister, have indicated that

Japan would not stamd in the way of am agricultural agreement if

other parties (i.e., the EC and the United States) come to a

consensus. Polls of the Japanese public and orgamized efforts by
prominent figures also indicate that Japan will not allow the

Uruguay Round to fail over this issue. While a general consensus
on disciplines for export subsidies and internal support has been
reached in the Uruguay Round, there are still serious
deficiencies in the market access portion. It is now time for

Japan to show the political leadership to make a solid offer on

rice amd to move the negotiations to a conclusion.

Under the minimum access requirement of the Uruguay Round's
Draft Final Act, we expect Japam to import at least 300,000 -

500,000 metric tons of rice per year initially. Also, decreasing
tariffs in future years provide opportunities for additional sales.

We will have to compete with other rice exporting nations in

this market, but some varieties of American rice, particularly
medium amd short grain rice, are expected to sell very well in

Japan.
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QUESTIONS SUBMITTED BY SENATOR KOHL

MARKET PROMOTION PROGR7\M

Question. The Market Program Program has come under a lot of

criticism in recent years for not having clear goals and for

needing greater mcinagement controls.

As Congress looks at ways to reform agricultural export
promotion prograuns, to address these criticisms and to find the

most cost-effective ways to expand international markets, I believe
that we should be looking more closely at opportunities to achieve
these international goals, while investing teix dollars in the U.S.

economy.

For example, for the past 25 years, Dane County, Wisconsin
has hosted the World Dairy Expo, the world's largest international
trade show. Last year, 2,800 foreign visitors from 75 countries
attended the World Dairy Expo. A recent survey of companies
exhibiting their products at the Expo indicated that the cuinual

value of new business generated at World Dairy Expo was

approximately $25 million. As a result of the Expo, one firm
secured a contract worth $1.5 million annually to market wood

shavings to Japam. Another established a Koream market worth

$250,000 annually, and a third reported a new international sales
of $750,000. There are many other international marketing success
stories resulting from the World Dairy Expo, as well.

I believe that this is just one example of domestic
activities which reap impressive benefits in international markets,
and that there are many other examples like in other states.

Given the great potential for increasing international trade

opportunities through domestic projects, I would like to know if

USDA has the authority to commit funds, through the Market
Promotion Program or any other existing USDA program, toward
domestic trade promotion projects.

What cheuiges in current law, if euiy, would be required to

give USDA that authority?

Answer. For both the Market Promotion Program cuid the

Cooperator program, the Department currently has the authority to

incur costs in the United States if it is for the purpose of

encouraging the development, maintenance, auid expansion of

commercial export markets for agricultural commodities. We agree
that there are domestic activities which provide benefits to the
international marketing efforts.

As a rule, most of the MPP funds are expended in foreign
markets. However, there are activities conducted in the United
States for the purpose of foreign market development similar to the

World Dairy Expo in Wisconsin. Such international trade shows and

educational seminars are eligible expenses providing the activity
is 1) export -oriented and 2) described and approved in an activity
pleui.
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QUESTIONS SUBMITTED BY SENATOR COCHRAN

MARKET PROMOTION PROGRAM

Question. The prepared testimony indicates that despite
increases in U.S. agricultural exports, U.S. agriculture continues
to face protectionist trade barriers, unfair trade practices, euid

self-sufficiency policies around the world. Given this, I would
think that the Department would give high priority to its export
promotion, market development and food assistance programs. The FY
1994 budget proposes a $52 million reduction in the authorized

spending level for the Market Promotion Program, a $10 million
reduction in the Foreign Market Development Cooperator Program, a
reduction in funding for the Eaqjort Enhancement Program (-$200
million) , emd maintenance of current levels for other export credit

guarantee and subsidy programs .

I am curious why deficit reduction initiatives are proposed
in this area. Won't these proposed reductions have am impact on
the U.S. agricultural export effort? If not, why?

Answer. The Department continues to place a high priority on
U.S. agricultural export programs, however, these programs are not
immune to the Administration's commitment to better target amd
reduce government spending. As a result, programs such as the

Cooperator suid Market Promotion Programs have been earmarked for
reduced spending authority.

With the reduction in the discretionary market development
funds, FAS will reduce the financial support for participating
Cooperator orgsuiizations in established markets. Program resources
will be focused on expamsion into areas of the world where market

development prospects for U.S. agricultural commodities auid

products are most promising. Funding also will be targeted to

compensate for actual market and promotion related activities
rather thaui overhead expenses .

The use of MPP funds should result in as great an increase in

U.S. exports as a consequence of that expenditure as possible. FAS
is committed to getting the greatest bauig- for-buck with the funds
available. Therefore, MPP funds will be targeted toward those
firms and organizations that would otherwise be unable or less

likely to promote and successfully export their products overseas.
FAS will seek the most "additionality" for MPP expenditures; i.e.

an increase in exports as a result of the MPP. The criteria for

allocating MPP funds will reflect this goal. To compensate for the
reduction in funding, FAS will consider seeking higher cost-share
amounts from participants, up from the current minimum level of 5%.

Question. The budget justification indicates that to achieve
the proposed $10 million savings in the Cooperator Program, the

government's cost-share will be reduced from 50 to 33 percent and
the program will be targeted to participant expansion in less

developed areas of the world where the greatest market development
potential exists.

A. Will the government's cost-share be reduced from 50 to

33% for all participants or only to those in established markets?
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B. The budget proposes to target this program on less

developed areas of the world with the greatest market development

potential. Which markets will be targeted?

Answer. Based on the Senator's statement, it appears that

some clarification is needed concerning the $10 million Cooperator

program reduction and its operation. I would like to take this

opportunity to address a few points.

Although motivated in part by the Administration's plan to

reduce government spending, the underlying philosophy behind the

$10 million reduction is to stimulate the private sector to

increase its share of the Cooperator Program, shifting a greater

portion of their resources into export -related activities.

However, at this time, we have not established the specific program
elements of a reduced cooperator program, addressing such issues as

cost -share requirements euid program priorities under a reduced

government contribution.

Under the current operation of the Cooperator Program,
cost -share is defined as a combination of the following resources:

cooperator (nonprofit organization), related U.S. industry and

foreign third party contributions. The program requires that the

cooperator "endeavor" to match the government share of the program.
The cooperator match is the total of cooperator, U.S. industry and

foreign third party contributions. The Department is on record to

increase the private sector's share of the program while decreasing
the government's share, but we have not stated it specifically in

terms of a cost -share amount of 50 to 33 percent.

With the reduction of the cooperator program funding by
one -third, the Department recognizes that the current program must

be re -designed. We are in the process of evaluating options that

would be formalized when the cooperation marketing plans for FY

1994 are reviewed and approved.

LONG-TERM BUDGET SAVINGS

Question. The fiscal year 1994 budget proposes a $50 million

reduction in P.L. 480 Title III grants and a $6 million reduction

for debt reduction and restructuring under the Enterprise for the

Americas Initiative.

Would you please explain more fully the changes being

proposed in each of these programs to achieve long-term budget

savings .

Answer. The President's Budget proposes a $50 million

reduction in P.L. 480 Title III program level for 1994. In terms

of outlays the Budget proposes a $30 million discretionary savings
from the baseline in 1994 and a $246 million discretionary savings

during the 1994 through 1997 period by maintaining the program at

the same level through 1998.

The President's Budget also proposes a $6 million

discretionary savings from the baseline in 1994 and a $79 million

discretionary savings during the 1994 through 1997 period by

reducing the amount available to meet the cost of reducing and
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restructuring P.L. 480 Title I debt under the Enterprise for the

Americas Initiative.

U.S. EXPORTS

Question. The Foreign Agricultural Service has played a key
role in helping U.S. producers market their products overseas.
Where have we been most successful in increasing market access for

U.S. farm products and which countries represent our greatest
potential for market access and development?

Answer. During the past several years, FAS has kept markets

open and further expanded access to overseas markets primarily
through bilateral trade negotiations. The successful

implementation of the U.S.-Cauiada Free Trade Agreement is a clear
case in point where existing barriers are being progressively
reduced and U.S. exports are on the rise. In addition to Canada,
most of our recent success has occurred in East Asia. These

heavily protected markets are now opening in response to trade

negotiations spearheaded mainly by the United States. With trade

barriers lowered, FAS market development programs (such as the MPP)

are being successfully used to boost the sales of U.S. products in

previously restricted markets.

U.S. exports to Japem rose over 60 percent since 1986. These

tsuigible sales gains are now benefiting a large portion of the U.S.

agricultural community. The U.S.-Japein Beef and Citrus Agreement
of 1988 progressively eliminated Japanese quotas on beef, fresh

orauiges, and orsmge juice. As market access improved amd large MPP

funding got under way, U.S. beef exports rose from $558 million in

1987 to $1.1 billion in 1992. Fresh orange and juice sales have
also grown rapidly reaching over $100 million in 1992.

In addition to Japan, the "Four Tigers of Asia" 2uid the ASEAN
countries offer considerable opportunities for increased sales.

Since 1986, U.S. exports to South Korea and Taiwan are up GO to 70

percent, while shipments to the other countries are up over 100

percent. Trade negotiations aimed at expanding market access are

expected to remain arduous. Nonetheless, successes are evident.

An exeunple is the D.S.-Koream Beef Agreement of 1990 which created

new export opportunities for the U.S. beef industry. During the

past two years, annual sales have nearly doubled reaching just over

$200 million.

Closer to home, sales to Mexico during the past few years
have shown dramatic gains. In response to Mexico's trade and
economic liberalization efforts, sales of U.S. high- value products
have surged to record highs. In fact, Mexico is our third largest
market. The North TUnerican Free Trade Agreement (NAFTA) would

further expamd these gains across the entire spectrum of

agricultural products. The NAFTA is fully implemented, USDA
estimates it will result in annual sales gains of $1.5 billion to

$2 billion. On a global scale, a successfully completed Uruguay
Round still clearly holds the most promise for greater market
access suid increased sales. USDA estimates annual sales gains from

a successful outcome could reach as high as $5 billion to $7

billion.
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TRAINING FOR EMERGING DEMOCRACIES

Question. The fiscal year 1994 request proposes to continue
the current appropriations level to provide training for middle
income countries auid emerging democracies .

In fiscal year 1992, this program received additional funding
from U.S. Department of Agriculture's Emerging Democracies Program
to implement training in 12 new independent states of the former
Soviet Union. Do you expect additional fiscal year 1994 funding to
be provided under the Emerging Democracies Progreun for this
purpose?

Answer. Yes, we anticipate that training for middle income
countries and emerging democracies will be funded through the
Cochram Fellowship program as well as the Emerging Democracies
Program. At this time, we have not determined how much additional
funding for training will come from the Emerging Democracies
Program. I will provide additional information on these programs
for the record.

(The information follows:)

The Emerging Democracies technical assistcince program, under
Section 1542 of the Food, Agriculture and Conservation Trade Act of
1990, provides $10 million per year for technical assistance in

Emerging Democracies. This progreun has focused on imparting
American management techniques suid adaptation to a market economy,
with areas of focus ranging from livestock breeding, to fruit and
vegetable marketing, to commodity trading and logistics, to

marketing of grocery products. Training is a common element of all
of these programs. The Office of International Cooperation jind

Development personnel implementing the Cochran Fellowship program
have e^q^erience and procedures in interviewing and arranging public
and private sector programs for individuals needing training in a
wide variety of areas such as agribusiness management and
agricultural policies to encourage private agribusiness. The
trainees have been identified by our technical experts and overseas
attaches for programs designed euid proposed by the Foreign
Agricultural Service. Cochrsui Fellowship Program personnel were
provided funding to extend to the Emerging Democracies Program the
skills they had developed for the general Cochrsui Fellowship
Program. This seemed to be the cheapest, fastest and most
effective way to provide support for U.S. Department of Agriculture
technical assistemce efforts.

FAS provided a total of $3.2 million to the Office for
International Cooperation and Development for Emerging Democracies
training during Fiscal Year 1992 and Fiscal Year 1993. Two
projects - one in Bulgaria to support technical assistsuice in the
fruit and vegetable sector ($250,000) and the other for grain
trader training ($500,000) in the former Soviet Union provided a
series of group training programs, with the activities planned by
the Foreign Agricultural Service, in cooperation with industry
contacts. This approach is unlike the normal Cochran Fellowship
Program where the training, which is always within a broad
framework of U.S. agricultural objectives is typically tailored to
the interests expressed by the trainee, based on the interview. In

fact, most of the training funded by the Emerging Democracies
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program was in support of more intensive U.S. Department of

Agriculture technical assistsuice activities targeted to development
of segments of the marketing systems. Given that costs for each
trainee tends to be roughly $10,000, only a h6uidful of people can

be selected from each country.

Not counting activities under the Cochraui Fellowship Program,
which is being extended to 11 of the 12 former Soviet Union
countries this year, the Emerging Democracies program now is

undertaking technical assistance programs in Russia, Kazakhstein,

Ukraine, Lithuamia, Latvia, Estonia, Polamd, Bulgaria, Czech

Republic, Slovakia, Hungary, Nicaragua, El Salvador, and

Argentina. These activities and follow-up on initial activities
will stretch the $10 million budget very tightly even if no new
countries are added.

Question. Do you plan to expand this training program to any
other countries during fiscal year 1994?

TVnswer. At present, there are no plams to provide fiscal

year 1994 Emerging Democracies money for training outside of

Eastern Europe or the former Soviet Union.

COMMODITY CREDIT CORPORATION

Question. The USDA budget summary indicates that the fiscal

year 1994 request provides for the costs which will result in

fiscal years 1993 and 1994 once an agreement to reschedule former

Soviet Union amd Russian debt owed to the CCC is implemented. What

are the costs assumed auid where are they reflected in the

President's fiscal year 1994 budget?

Answer. On J^ril 2, 1993, the Government of the Russian

Federation signed an agreement with creditors of the former Soviet

Union to reschedule the former Soviet Union debt due emd unpaid as

of December 31, 1992. No Russian debt is included in this

agreement. The costs assumed in the President's fiscal year 1994

budget are included in the CCC Export Credit Guarantee Losui Program
Account and the CCC Export Credit Guarantee Loein Liquidating
Account, and are displayed by fund in the Budget Appendix on pages
382-384. Estimated costs for the former Soviet Union rescheduling
were incorporated within the Program Account in the technical
reestimate for cohort /progrcim year 1992, amd the additional subsidy
amount of $363,894 million will be made availaible in fiscal year
1993 for disbursement in fiscal years 1993 amd 1994 according to

the Federal Credit Reform Act of 1990. The Liquidating fund costs

will be disbursed in fiscal years 1993 and 1994 using permanent
indefinite authority availaUDle according to the Federal Credit
Reform Act of 1990.

U.S. MEAT

Question. It is my luiderstamding that Russia is currently
importing U.S. meat. However, there is some question as to whether
the U.S. will be able to continue to ship meat to Russia. Could

you please give this Committee an update on this situation both in

the short amd long-term?
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Answer. The recent difficulties involving exports of U.S.
meat to Russia were largely resolved at meetings with Russian
authorities in Moscow in ;^ril 1993. The remaining issues
involving pork, will be addressed when the Russiam officials review
U.S. pork production, disease auid residue control, and meat
inspection systems in May 1993. If the Russian authorities agree
that the U.S. systems yield safe cind wholesome products, the import
ban on U.S. pork now scheduled for June 1, 1993 may not take
effect.

GATT

Question. Taiwan has applied to GATT for membership. Since
current GATT rules euid regulations do not provide for a ban on
imports euid realizing Taiwan maintains a ban on rice imports, what
is USDA doing to solicit concessions on this policy?

Answer. In the context of its accession to the General
Agreement, Taiwan must commit to bring all its trade practices into

conformity with GATT provisions. This includes elimination of all

import prohibitions not specifically provided for in GATT articles
(e.g.. Articles XX emd XXI), including the import ban on rice.

The United States delegation and other Contracting Parties to
the April 15 euid 16 Working Party meeting reviewing Taiwain's GATT
application made it clear to Taiwan that GATT inconsistent measures
could not remain in place after Taiwcin accedes to the GATT. We

expect Taiwein to fully comply with the requirements of all

developed economies acceding to the GATT.

U.S. RICE TO THE EC

Question. The EC has been one of the largest and most stable
cash markets for U.S. rice. However, U.S. exports to the EC have
dropped from 451,000 tons in 1989 to 318,000 tons in 1990 to
271,000 tons in 1991 euid to about 240,000 tons in 1992. I

understaund the EC has reversed a commitment to the U.S. and
extended a production subsidy program beyond its initial life.

Are your aware of this cind the impact it has along with other
provisions of the EC's common Agricultural Policy on the U.S. rice
industry?

Answer. The EC Commission's proposal to extend the

production subsidy for long-grain rice was announced in February as

part of the EC's annual price package. The subsidy was to be for
half of the previous amount. The price package (including the

subsidy) has not yet been approved. It is scheduled to be
discussed in the EC Agriculture Council on May 24.

Question. What is the USDA doing to help the U.S. rice

industry combat the EC's unfair trade policy?

Answer. In February, USDA representatives immediately
protested vigorously to officials in Brussels as well as in the
Member States, citing the numerous assurances we and the U.S. rice

industry had received that this 5 -year subsidy would end last year.
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In response, Director-General Guy Legras committed in

writing that the extension of the subsidy would be for one year
only. We have continued to protest this subsidy at high levels
when the opportunity has arisen.

Question. What prospects do you see for the U.S. rice

industry to regain its former share of the EC rice market? Can a

successful Uruguay Round agreement help? What provisions or

conditions must be included in the Uruguay Round agreement to help
the U.S. rice industry regain its former share of the EC rice

market?

Answer. The United States believes it is critical that

existing trading opportunities in Europe and elsewhere not be

diminished as a result of the Uruguay Round. Our position with

respect to the EC rice imports, consistent with our general
position on current access in the Uruguay Round, is that

quantif ioJDle commitments should be made which ensure existing
trading opportunities.

U.S. RICE EXPORTS

Question. A number of the Caribbean nations have entered
into a common market agreement generally referred to as CARICOM.

Under that agreement, a common external tariff has been imposed on

imports of rice from the United States at 30 percent ad valorem

and, additionally, Jamaica imposes a 15 percent ad valorem tariff

on imports of rice under the P.L. 480 food assistance program.
Implementation of these tariffs subject the U.S. rice industry to

the very real possibility of completely losing roughly a 120,000
ton market in these Caribbean countries .

What is your assessment of the impact of these tariffs on

U.S. rice exports to the CARICOM countries?

Answer. Guyana has been able to capture a significamt
portion of the market once supplied primarily by the United States.

Guyanese rice is cost competitive as long as exports from outside

the CARICOM region are assessed a 30 percent CET rate. It appears
that Guycuia was not cost competitive when the market operated under

normal conditions and the duty rate on rice from outside the

CARICOM region was 15 percent.

Question. What is the potential for CARICOM members to

supply, now or in the future, the requirements of the CARICOM
market? Are they doing so today?

Answer. Guyama is the only CARICOM country that has the

potential for exporting rice. It is estimated that Guyana has the

potential to meet over 75 percent of the region's
demaund/consumption .

Question. What are the CARICOM requirements regarding
internal supply emd application of the tariffs? Are CARICOM
members meeting these requirements currently? If CARICOM members
are not satisfying the supply requirements of their rice markets,
what action cam and will USDA take to help the U.S. rice industry-
maintain these inportant markets?
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Answer. The CBT assesses duties on trade of commodities

originating outside of the CARICOM Common Market. The level of

duty assessed is dependent uipon the classification of the

commodity. Commodities are first defined as being either

"competing" or "nonconpeting. " A competing commodity is one where

"regional production or immediate production potential from

existing capacity amounts to over 75% of regional
demand/consumption." The second classification divides commodities
into "inputs" and "final goods." In general, competing goods and
final goods attract a higher duty rate them inputs and noncompeting
goods. Rice is classified as a competing commodity due to Guyauia's

alleged potential to meet over 75V of the region's
demamd/consumption .

The CET provides for Conditional Duty Exemptions on a number
of items. These include items imported on a concessional basis to

assist economic development. The Government of Jamaica (GOJ) may
grant such imports total or partial duty exemption. As a result of

the increase in tariff to 30%, DSDA suspended rice exports under
the fiscal year 1992 Title I program. In response, the GOJ opted
to have the duty on PL 480 rice remain at its previous level of

15%. At present, the duty on commercial rice imports is 30%, but
will be reduced to 25% on January 1, 1994. The CARICOM Secretariat
is also mandated to review the rate treatment in October 1993.

Question. Is it U.S. policy to allow a coxantry to impose
import tariffs on PL 480 food shipments? What are the advauitages
cuid disadvantages of allowing a country to impose tariffs on PL 480
food shipments, both from the DS Government's perspective and the

recipient government's perspective?

Answer. The U.S. Government believes that countries should
not charge duties on PL 480 food shipments. The imposition of
tariffs on PL 4 80 commodities only recently became an issue in

February 1992 after the CARICOM Common External Tariff (CET) was

applied to Jamaica's Title I rice imports, raising the duty from 15

to 30 percent. However, the USDA allowed Jamaica to charge only a

15 percent duty on rice, a move supported at that time by
the rice industry. We will chcuige that policy next year (fiscal

1994) emd require all Title I imports to be duty-free.

Question. Why is Jamaica imposing a tariff on PL 480

shipments of US rice? Is the imposition of this tariff affecting
US competitiveness in the Jamaiceui rice mar)cet? If this tariff is

adversely affecting US rice e3q)orts to Jamaica, what cam and will
USDA do to get Jamaica to change its policy?

Answer. CARICOM governments imposed the CET in order to

protect the CARICOM rice market from extra- regional suppliers and
to provide an incentive for regional rice production. Since 1990,

Guyanese rice production has increased substantially, from 120,000
metric tons (MT) to an anticipated 170,000 MT this year. Jamaica

purchased its entire PL 480 rice allocation of $11.0 million

(44,000 MT) in fiscal 1991, and $10.0 million (34,600 MT) in fiscal

1992. On December 2, 1992, Jamaica purchased $3.8 million (17,000

MT) of its $18.0 million fiscal 1993 Title I allocation for rice.

We have told the Government of Jamaica that we expect them to
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purchase their total rice allocation under the fiscal 1993 Title I

agreement .

RUSSIA

Question. Russia and other former Soviet Union republics are

significcuit rice markets. Because domestic production does not

usually satisfy demajid, rice is imported. As income increases, it

is estimated that rice consumption will increase. Some estimates

suggest that Russia alone could import as much as two million tons
instead of current imports of edDout 700,000 tons.

What is USDA doing to help the U.S. rice industry secure a
share of this important market?

Answer. In fiscal year 1992, the U.S. Department of

Agriculture announced GSM- 102 credit guarantees for rice sales to
the former Soviet Union totaling $13 million. In addition, 22,000
metric tons of rice with a value of $8 million was provided to

three states of the former Soviet Union under food aid programs..

During fiscal year 1993 the announced GSM- 102 credit

guaramtee programs were reduced from the fiscal year 1992 level euid

rice was not requested by Russia or Ukraine within the allocations.
The pleuined rice allocations under food aid programs now total
cibout 130,000 metric tons with ein estimated value of 33 million for
five states of the former Soviet Union.

Question. Will the food assistcuice package euinounced in
Vancouver include rice?

Answer. The commodity mix for the $700 million food
assisteince package for Russia has not been determined at this time,

however, we anticipate that rice will be one of the commodities
considered for inclusion in the progreun.

Question. What percentage of U.S. food credits cind other
forms of food assistance for Russia and other former Soviet Union

republics has been allocated to rice?

Answer. Considering all the programs, the percentage of rice

allocations have totaled less thein one percent. As is the case
with credit guarantee and food aid programs, the U.S. Department of

Agriculture Ceui encourage the country to request certain

commodities, but ultimately the importing country decides what type
and grade of commodity to purchase.

MARKET PROMOTION PROGRAM (MPP)

Question. Is the Market Promotion Progreun meeting its

objectives? How successful has this program been in developing and

increasing exports of U.S. agricultural products.

Answer. Yes, we believe the Market Promotion Progreim (MPP)

is meeting its objective as outlined in the legislation to

encourage the development, maintenauice, and expfinsion for U.S.

agricultural commodities. We believe there is evidence that MPP

plays a supportive role in this export expzmsion.
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In general terms, 80 percent of MPP funding for high-value
products helped generate a record level ($23 billion) of such

exports in FY 1992 --up a substantial 14 percent from 1991 and 42

percent from 1988.

There are also specific commodity examples. For example,
fresh winter pears have seen tremendous export increases, from just
under $10 million in 1986 to nearly $26 million in markets targeted
for use of MPP funds. Overall winter pear exports increased from

just under $21 million to more than $58 million in the same time

period. Exports of shelled and in-shell U.S. walnuts have grown
from $72 million in 1986 to more than $120 million estimated in

1991 in MPP- targeted markets.

U.S. red meat is another example. In 1986, U.S. red meat

exports were close to one billion dollars. In 1992, red meat

export values reached an all-time high of $2.8 billion. MPP

provided resources, enabling the industry to tap the potential in

the export markets. Similarly, beef exports in 1991 were

equivalent to 1.7 million cattle slaughtered during the year and
5.2 percent of domestic beef production. The estimated impact of

beef exports on cattle prices in 1991 was $5.65 per cwt for fed

cattle, $8.46 per cwt for yearling feeder cattle and $12.16 per cwt
for calves. Average cattle prices declined in 1991, but the value
of exports amd their intact on cattle prices increased.

In addition, MPP, through the efforts of the Alaska Seafood

Marketing Institute (ASMI) , assisted the U.S. salmon industry to

nearly double the volume of canned salmon exports to the United

Kingdom from 1987 to 1991. This is particularly noteworthy because

during the 1980' s world supplies of salmon nearly doubled due to
the advent of subsidized fairm- raised salmon production.

Question: What has been the return on the taocpayers
investment in the Market ProoKjtion Program in terms of the export
increases and economic benefits it has generated directly for every
dollar spent?

Answer. We do not have a definitive answer. Even the

Government Accounting Office admits that this is difficult to

determine. However, the Department believes that there is a direct

relationship between program funding levels «uid the level of U.S.

agricultural exports. We can say that MPP plays a supportive role
in export expansion.

In broad terms, economic amalyses conducted by the Foreign
Agricultural Service indicate that the increase in U.S.

agricultural exports that likely could be attributed to export
promotion under the MPP's predecessor, the Targeted Export
Assistance Program, from 1986 was several times program
expenditures. Specifically, the analyses indicated that

agricultural exports attributable to targeted promotion during the

1986-88 period ranged from $2 to $7 for each $1 of program funding.
That is, assuming both that no MPP funds displace any commercial
funds that would have been committed, and, that the experience of

the first two years of the TEA program are representative of the

extended experience of the MPP.
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Question. Ib the FAS performing evaluations of participant
programs funded under the Market Promotion Program? How often are
the evaluations done and what criteria/standards are used to
determine whether these programs are meeting their objectives?

Answer. Yes, the Foreign Agricultural Service (FAS) is

performing evaluation of participeint programs funded under the
Market Promotion Program. The Department applies evaluation
throughout the program in various forms addressing both short eind

long term program perspective from day to day activity reviews to
the Long Term Agricultural Trade Strategy (LATS) .

Many steps have been taken to strengthen the evaluation
process. The Department is committed to further enhancing the
evaluation process suid to improve the application of these results.

The evaluation process requires assessment on several
different levels. The participant. Foreign Agricultural
Service/Washington euid foreign staff, auid technical experts are
involved in these assessments.

-Activity Evaluation: Each activity is evaluated 90 days
after completion based on sm activity- specific goal which must be
stated in queuitified terms.

-Periodic reports and consultations: This type of evaluation
is ongoing, reviewing process and adjusting the program based on
feedback from formal ein informal evaluations. The information is

provided in a variety of forms including participeint trip and

activity reports, periodic status reviews, travel, and

FAS/Participamt meetings.

-Annual Reviews : There are two scheduled reviews that occur
for all program participants: the MPP annual

application/allocation process eind the MPP activity plem approval .

These are extensive reviews of the Participant's overall program,
assessing program effectiveness eind actual export performance as
related to stated export goals. Information drawn from the

activity evaluations and the periodic reports emd consultations are
also critical in the emalysis. This type of evaluation provides
the bases for annual program budget levels along with any
conditions related to the operation of the Participant's program.

-Progrsun Evaluation: Evaluation also occurs when potential
program problems surface. Taking a broader perspective, these

program evaluations are initiated to make a more in-depth review.

Program evaluations may take one of three forms : an independent
third party, a Foreign Agricultural Service -generated evaluation,
or a Participamt- generated study. The evaluation results generally
lead to significant progrjim changes as in the case of a meat and

poultry program evaluation in the Middle East.

-MPP Evaluation: Provisions of the 1990 legislation required
the Department to evaluate the effectiveness of funding under the
Market Promotion Program within 15 months of the initial provision
of MPP. A methodology was developed to identify potentially
ineffective MPP funding for particular commodities in particular
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country markets. These markets were identified using a
quantitative methodology. This evaluation methodology was used in
the 1993 MPP allocation to indicate those markets which appeared to
be falling short of their goal, especially in relation to dollars
expended.

-Long Term Agricultural Trade Strategy: The Department
recently completed the Long Term Agricultural Trade Strategy (LATS)
which we refer to as an "umbrella" strategy --it provides the
guiding principles for assuring that mamagement of Department
programs will be directed in a coordinated fashion to efficiently
and effectively assist the private sector in increasing U.S.
agricultural exports. This exercise identifies both country euid

product priorities, establishing the framework for evaluation
Participants' programs.

Question. Concerns have been raised aibout the Market
Promotion Program in terms of its general administration, amd the
amount of funds allocated to promote brand-name products smd to
promote products of private for-profit companies overseas.

Are these valid concerns in the Department's view? If so,
what actions have been taken or what program reforms would you
recommend to overcome these criticisms of the programs?

Answer. Concerning the administration of the program, this
is not a valid criticism based on the program cheinges initiated in
the past 2 years. We believe that the program as it is currently
structured provides sufficient controls auid oversight.

Admittedly, during the start up phase of the Targeted Export
Assistance program, there were areas within the program that needed
strengthening. Changes were initiated as a result of
recommendations from the Department and the Government Accounting
Office.

The Department recognizes the need to be accountable to the

taxpayer. The Department has taken several initiatives to

strengthen amd improve the effectiveness and integrity of the MPP.
One of the most significant changes was the development and
publication of regulations in the fall of 1991. The most notable
provisions under the Interim Rule include:

-enhamced application requirements
-a cost -share obligation with a minimum level of
contribution of no less tham 5 percent
-a minimum of 50 per cent U.S. origin content for

eligibility
-limitations on salary auid allowance expenses for overseas
employees and consultamts
-limitations on demonstration aind training activities
-a new reimbursement rule for brauided promotion
-tighter administrative controls

Additional measures have been taken to strengthen program
management :
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-esteJjlished internal procedures for the 1993 MPP
allocation which resulted in announcing the program 3 weeks
earlier than 1992
-enhemced the MPP application analysis by including a
cross -commodity evaluation process that provided indicators
when country programs were falling short export performance
in relation to dollars spent
-instituted a policy requiring FAS to approve activity
pleuis, or portions thereof, within 30 -business days of

receipt from the participemts.
-Expanded the MPP allocation formula to address the concerns
raised by the Congress on percent of U.S. origin content and
the degrees of product processing in the United States

-Improved turnaround of the MPP reimbursement claims

Concerning criticisms regarding participation of private
firms in the MPP program, we do not believe they are warranted.
One of the most effective means for accomplishing this goal is

through brand products sourced from U.S. commodities. Most
consximer- ready products are sold on the basis of bramd. To
maximize returns in the program, we believe participation by
private for-profit firms is essential.

As stated in our June 1991 Regulatory Impact Analysis, U.S.

exporters, particularly those selling brsmded products likely have
an incentive to invest in overseas market development without the
assistance of U.S. Government programs. However, the private
sector's incentive is too often offset by uncertainties and risk
and is not simply based on meeting quality and price competition.
These uncertainties include: 1) insufficient knowledge of foreign
consumer preferences; 2) language barriers; 3) inexperience in

operating in an international environment; euid, 4) obstructionist

foreign government involvement in trade, i.e. what may be
considered as unfair trading practices. The MPP will utilize
USDA' 8 international infrastructure and knowledge base to help U.S.

exporters gain knowledge and skills necessary to compete in foreign
markets and, improved access to foreign markets.

Because the knowledge and skills necessary to compete in
international markets is, along with combating unfair trading
practices, one of the key benefits that the MPP can offer

exporters, FAS will work to ensure that funding goes to firms with
less knowledge and experience in international marketing. These
firms probably will be primarily small and medium size firms. It

is with these firms where the export information gained is critical
and where MPP's role sharing the risk of a new venture between a

firm and the Government is most valuable.

Concerning the issue of providing promotional assistance to

foreign firms, first and foremost, the Department is committed to

promoting the U.S. contents of the product. The brand, whether it

be U.S. or foreign, only serves as the vehicle for accomplishing
this objective. We have, however, incorporated a factor in the

Market Promotion Program allocation process which gives priority
consideration to those organizations who administer brand progreuns

solely with U.S. companies. For example, the amount of funding
allocated to foreign firms was only 7.2 percent of the total
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funding in 1991. Generally, that approach is taken when it is not
economical or feasible because of a foreign country's tariff
structure to promote the U.S. product. Therefore, FAS does try to
ensure that funding given to foreign firms does not put it in

competition with a U.S. firm in the same market.

About 40 percent of the funding is allocated to private firms
with about 80 percent of the program directed to high-valued
products .

Question. It has been suggested that the MPP support should
be phased-out to a participeuit once trade barriers have been
overcome and a market established. Do you agree that such a

phase-out provision is needed?

Answer. Although standardized criterion have not been set
for phasing out activities, the decision to withdraw financial

support is 2U1 essential part of the Market Promotion Program (MPP)

analyses. The status of activities and programs are determined
based on the review of the MPP application and activity plan
reviews, taking into account factors as past activity and program
evaluation results, trade performamce, and chamged behavior in the
market place. Each activity is approached on a unique auid

individual basis in determining at what point a particip2mt should
phase -out of the market.

However, as previously discussed, the MPP serves to overcome
the transaction costs of entering a new market where language,
customs and consumer preferences, and government policies auid

procedures are all new to a firm and so the costs higher auid risk

greater. With the Federal Government sharing these costs

initially, firms are better prepared to operate in the
international environment. Because the greatest benefits of the

MPP, «uid Cooperator Program, as well, comes from the introduction
of firms to exporting, FAS periodically adjusts programs, cuts back

funding levels and redirects activities when the returns from MPP
assistance diminish. We support a "graduate" process in this
sense .

Question. How is funding under the MPP progreun being
allocated? What percentage of funds is allocated to promote
generic or brand-name products? What is the division of funds
between new market development versus established markets? What

enphasis is being placed on high-value versus bulk commodities?
What is the level of participation between small auid large private
firms under the program?

Answer. The allocations are determined using the following
procedure: The commodity Credit Corporation publishes a notice in
the Federal Register in accordance with 7 CFR Part 1485.

Initially, a Committee of senior marketing specialists conduct an

application sufficiency check to ensure compliance with the program
announcement auid the regulations. Based on the criteria for

allocating of CCC resources as set forth in 7 CFR 14 85, the

Commodity Divisions then critically analyze the accepted
applications, taking into account the participant ' s administrative
capaibility; strategic pleui; program scope; program effectiveness;
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and the likelihood for future success. Division budget
recommendations are made on a country and activity- type
(generic/bramd) basis.

A second committee, chaired by the Assisteuit Administrator,
Commodity and Marketing Programs, reviews all application analyses.
Adjustments made to the Divisions' recommendations are based on the

following factors: presence of sui unfair trade practice;
contribution (cost-share) level; budget size in relation to export
level 2uid to expected change in exports; market share goals; export
[Bperformance compared to export goals/forecasts; percent of U.S.

origin content; euid the degree of processing the United States.
Until now, double weights were assigned to the size of budget
compared to the value of exports, the size of the budget compared
to the change in value of exports Jind last year's exports compared
to previous year's projections.

Approximately 40 percent of the program funds are allocated
to brand promotion with the balance supporting generic promotion.
Since the inception of MPP, 80 percent of the funding has supported
high-value products. On average, c±)out 85 percent of the MPP funds

target developed markets; the markets that have the greatest
potential for high-value product imports.

In addition to providing promotional assistance, we opened a

new Agricultural Trade Office (ATO) in Mexico, our fastest growing
market for consumer-oriented products, suid also opened a second ATO
in Japeui, our largest market for consiomer- oriented products. FAS

also continues to offer an active trade show program to establish a

high quality image for U.S. foods in key markets.

Concerning the level of MPP participation between small and

large firms, we cam not, at this time, quamtify the number of small

and large firms for the entire program. We are in the process of

surveying the private compcinies to attempt to obtain that
information. However, there has been greater participation of

firms under the State Regional Trade Groups (SRTG's) as 375

companies applied for participation in the 1993 brand promotion
program compared with 269 participcints in 1992. Nearly 80 percent
of these companies reportedly have fewer them 500 employees.

Concerning compeiny size, it has been FAS policy to focus on

what is in the package, not who produces the final product. As

such, we administer the program on a size neutral basis. However,
as firm size correlates with export experience auid international

skills, in order to generate the greatest additionality from MPP

expenditures, FAS will take the factor into consideration.
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QUESTIONS SUBMITTED BY SENATOR SPECTER

DAIRY EXPORTS

QueBtion. Mr. O'Mara, recently a group of dairy fanners from
the United States made a trip to Russia to discuss trade potential
with Russia. Upon their return, they reported to my office that
Russia is very interested in future trade with the U.S. for dairy
products, with particular interest in obtaining U.S. dairy products
as part of the recently ainnounced aid package to Russia as a result
of the meetings in Vancouver between President Clinton and
President Yeltsin. 1 further understand that there exists some 450
million pounds of surplus butter in storage by USDA' s Commodity
Credit Corporation which could be made part of the aid package
proposed.

Would the Department consider making dairy products part of
the $700 million in agriculture credit sales under the Food for

Progress program proposed under the Russian Aid Package?

Answer. Yes, substantial quantities of butter are being held
in CCC inventories euid this butter will be availedjle for
consideration in the Russiaui Food Aid Package.

Question. What steps must be taken to ensure that U.S. dairy
products are included as part of the Russiain Aid Package?

Answer. When we meet with the Russi2ui Delegation to discuss
the commodity mix for this progrcun we will certainly make the case
for including butter in the progreun.

Question. Mr. O'Mara, the Market Promotion Program has been
scrutinized over the past several years in an effort to ensure that
funds under the program are used in the promotion of commodities
that will develop markets overseas for U.S. producers. The
Administration has proposed a cut in the program's funding level
with an intention that reduced funds will ensure the most effective
use of available resources.

Is the Department proposing auiy type of legislative reform of
the program?

Answer. No, the Department is not considering amy type of

legislative reform.

Question. Are there any attempts at the Department to work
within the existing authorization to ensure that the program is

developing markets without restricting the benefits of the prograun
to the U.S. producers or mauiufacturer?

Answer. Yes, the Department attempts to maximize the

development of foreign markets, taking into account the effect on
U.S. producers auid manufacturers. The program is open for

application to any nonprofit or private firm that satisfies the MPP
criterion as described in the interim regulations.
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QUESTIONS SUBMITTED BY SENATOR GORTON

MARKET PROMOTION PROGRAM

Question. In the past, much discussion has been given to the

problems which plague the MPP program. In fact both House euid

Senate ^propriations reports for this subcommittee last year
dedicated a good portion of discussion to these problems. Although
there are undoubtedly other MPP success stories to be told
around this table, I wonder if you know how much Washington state

apples have benefited from the small amount of money it receives
from this program.

With the assistance of MPP funds, U.S. apple exports have

skyrocketed in value from just $130 million in fiscal year 1988 to

$344 million last year. Last year the Washington Apple Commission
received $4.41 million in MPP funds -- funds which were matched
with $1,412 million by the apple industry for promotional
activities in 20 countries. Are you familiar with the outstanding
benefits which the MPP program provides for Washington apple
growers?

Answer. Washington apple growers have indeed benefited from
the Market Promotion Program (MPP) . Not only do Washington apple
growers reap the benefits of the MPP, but also all U.S. apple
growers benefit from increased exports when production is diverted
from the domestic market.

Exports in general, and exports to new markets, have continued
to grow since the Washington Apple Commission (WAC) began its

participation in MPP. Washington State exports, as a percentage of

its fresh apple sales, have grown from a low of less thein 10

percent in 1986/87 to over 27 percent last season. Shipments to
Mexico (a new market last year), have shot up to almost 3.2 million
boxes this season to-date. This represents close to $42 million in

sales. Mexico's shipments this season have already surpassed
WAC's traditional number one export market -- Taiwan.

Furthermore, the WAC has calculated that for every MPP dollar

spent in 1991/92, $88 of income was generated in the Washington
State economy. This translated to close to $400 million of income
for Washington State residents. Wages and profits for growers,
packers, and their employees; and payments to apple industry and
consumer suppliers and related services are included in this total.
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OFFICE OF INTERNATIONAL COOPERATION AND
DEVELOPMENT

QUESTIONS SUBMITTED BY SENATOR BUMPERS

Foreign Currency Research Program

Question. It is my understanding that the 1990 farm bill changed
the foreign currency research program so that no appropriations are

required. Rather, research is to be funded with foreign currencies
which are received as payments under the Public Law 480 title I

concessional sales program. What is the status of this program? Are

you conducting research in 1993?

Answer. No research grants were awarded by USDA under this

program in fiscal year 1992 or 1993. You are correct that, in former

years, OICD had an annual appropriation for "Scientific Activities
Overseas -- Foreign Currency Program". The last year in which we
received this funding was FY 1991. In Section 1512 of the 1990 FACT

Act, the Congress amended the Agricultural Trade Development and
Assistance Act of 1954 to authorize several uses for foreign currencies
received as payments under the P.L. 480 Title I concessional sales

program, including agricultural, forestry and aquaculture research.

Any such local currency sales are considered a grant and, therefore,
a 100 percent credit subsidy for purposes of Title I programming under
the Credit Reform Act. This makes sales for foreign currencies more

expensive, in terms of allocating credit budget authority, than sales
for dollars. USDA has not signed any FY 1993 Title I programs with
local currency components, so no funds are available for this program.

Question. How much money has been generated for this account,
from what countries, and for what is it being used?

Answer. As no agreements have been signed with local currency
components, no funds have been generated under this mechanism.

Question. What are your projections for 1994 in terms of the
amount of funds available for the program?

Answer. Under current policy, no agreements with local currency
components are planned for FY 1994, and so we do not project any funds

being available at this time.
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SOIL CONSERVATION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

ENVIRONMENTAL PROTECTION

Question. Previously the Soil Conservation Service was seen as

the agency at USDA for environmental protection. Now SCS is proposed
to be folded into the Farm Service Agency. How do you perceive the

environmental community will look upon the agricultural industry if

there is no identifiable agency within USDA whose mission is

specifically natural resource protection?

Answer. We believe, regardless of reorganization, that there
will be an agency within USDA whose mission will include natural

resource protection. USDA will increasingly function as a mediator
between environmental and agricultural interests to integrate
environmental policy into workable, economically viable solutions to

natural resource problems. USDA will play a leadership role in

enabling landowners and others to successfully manage and improve
their ecosystem, ensuring both resource protection and economic

viability.

WATERSHED AND FLOOD PREVENTION OPERATIONS

Question. Please provide a list of projects and amounts funded

in 1993 under all three segments of the watershed and flood

prevention operations program.

Answer,
record

We will provide the requested information for the

FLOOD PREVENTION PROGRAM PUBLIC LAW 78-534
FISCAL YEAR 1993 ALLOWANCES

STATE
CALIFORNIA
CALIFORNIA
GEORGIA
IOWA
MISSISSIPPI
MISSISSIPPI
NEW YORK
OKLAHOMA
TEXAS
TEXAS
VIRGINIA
WEST VIRGINIA

TOTAL TO STATES
PROGRAM SUPPORT
NATIONAL TECHNICAL CENTERS
TRAINEE RESERVES
UNDISTRIBUTED CONTRACT MODIFICATION RESERVE

Subtotal
FOREST SERVICE work in Los Angeles
FOREST SERVICE work in Santa Ynez
FOREST SERVICE work in other projects

Subtotal FOREST SERVICE
FARMERS HOME ADMINISTRATION

GRAND TOTAL

PROJECT NAME
LOS ANGELES
SANTA YNEZ
COOSA
LITTLE SIOUX
LITTLE TALLAHATCHIE
YAZOO
BUFFALO
WASHITA
MIDDLE COLORADO
TRINITY
POTOMAC
POTOMAC

AMOUNT

$200,000

3,022,000
3,073,000
11,601,000

215,000
3,245,000
4,013,000
3,487,000
1,330,000

15.995.000

46,181,000
1,889,800
389,000
45,000
124.692

2,448,492
1,216,000
616,000
188.000

2,020,000
80.000

S50. 729.492
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STATE

Alabama
Arizona
Arizona
Arizona
Arizona
Arkansas
Cal ifornia
Cal ifornia
Cal ifornia
Colorado
Connecticut
Florida
Indiana

Kentucky
Kentucky
Louisiana
Louisiana
Maine

Mississippi
Mississippi

Mississippi
Mississippi
Montana
New Jersey
New Mexico
North Carolina
Ohio
Ohio
Oklahoma
Oklahoma
Oklahoma
Oklahoma
South Carolina
South Carolina
Texas
Utah
Vermont

Virginia
Virginia
Washington
West Virginia
West Virginia
West Virginia

Subtotal to states

EMERGENCY WATERSHED PROTECTION PROJECTS FY 1993

COUNTY/ACTIVITY DOLLARS

Monroe County
Navajo County
Hurricane Lester
Pima County
Jan. 93 Storm

Stone, Columbia Ctys.
Shasta, Trinity Ctys
Hesperia Channel
Riverside County
Archuleta County
June 92 Storm
Walton County
Porter County
Breathitt County
Carroll, Gallatin Ctys.
11 projects
Hurricane Andrew

Cumberland, York Ctys.
17 Counties

Adams, Jones, Simpson,
Hinds, Prentiss Ctys.

13 Counties

Delta, Bienville Ctys.
Lincoln County
Morris County
San Francisco River
Madison County
Lorain County
Jefferson County •

Stephens County
Pontotoc County
Spring Brook
Seminole County
Hess Creek
Saluda County
15 Counties
EWP Information

Montpelier
Tyre River
Nelson County .

EWP Information
Mason County
Potomac Basin

Randolph County

Program Support
Undistributed for contingency

TOTAL
and contract modification

$38
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DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION FY 1993

STATE COUNTY /ACTIVITY DOLLARS

Alaska
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WATERSHED PROTECTION AND FLOOD PREVENTION
PUBLIC LAW 83-566

FISCAL YEAR 1993 ALLOWANCES AS OF MAY 3, 1993

STATE AMOUNT
ALABAMA
ARIZONA
ARKANSAS

CALIFORNIA
COLORADO
CONNECTICUT
DELAWARE
FLORIDA
GEORGIA
HAWAII
IDAHO
ILLINOIS
INDIANA
IOWA
KANSAS
KENTUCKY
LOUISIANA
MAINE
MARYLAND
MASSACHUSETTS
MICHIGAN
MINNESOTA
MISSISSIPPI
MISSOURI
MONTANA
NEBRASKA
NEVADA
NEW HAMPSHIRE
NEW JERSEY
NEW MEXICO
NEW YORK
NORTH CAROLINA
NORTH DAKOTA
OHIO
OKLAHOMA
OREGON
PACIFIC BASIN AREA
PENNSYLVANIA
PUERTO RICO
RHODE ISLAND
SOUTH CAROLINA
SOUTH DAKOTA
TENNESSEE
TEXAS
UTAH
VERMONT
VIRGINIA
WASHINGTON
WEST VIRGINIA
WISCONSIN
WYOMING

TOTAL TO STATES
PROGRAM SUPPORT

$2,220
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NATIONAL TECHNICAL CENTERS 5,694,200
FOREST SERVICE 410,000
FARMERS HOME ADMINISTRATION 172,500
UNDISTRIBUTED. CONTRACT MOD. RESERVE 3.654.446
GRAND TOTAL $182.646.754

Allowances to States Include technical and financial assistance
funds. The allowances support work on 597 active watershed projects.

Allowances are not kept at the national level on a project by
project basis for the current year. Historical obligations are

project by project (with technical and financial assistance

combined) .

Question. Please provide the same information proposed for FY
1994.

Answer. Allowances for fiscal year 1994 will be made based on
1994 appropriations and on the states' requests and priorities.
These decisions will not be made until later this fiscal year.

RESOURCE CONSERVATION AND DEVELOPMENT

Question. Please provide a list of projects and the amounts
funded in 1993 under the Resource Conservation and Development
program.

Answer. Each year approximately 1400 projects are completed by
RC&D Councils around the country. RC&D funding is limited to 25

percent of the total cost not to exceeded $50,000. Costs per measure
are not available, but in the past RC&D funds have attracted $7
dollars of other federal money and $20 in state and local funds for

every RC&D dollar contributed by the SCS.

Question. What new areas were funded in 1993?

Answer. The following is a listing of the new areas funded in

1993.

NEW RC&D AREAS FUNDED IN 1993

State Area Name

Alabama Gulf Coast RC&D Area

Georgia Seven Rivers RC&D Area
Missouri Prairie Rose RC&D Area
Missouri Osage Valley RC&D Area
Montana Northwest Montana RC&D Area
Nebraska Northeast Nebraska RC&D Area
Nebraska Loup Basin RC&D Area
North Dakota Upper Dakota RC&D Area
North Dakota Williston Basin RC&D Area
Puerto Rico El Atlantico

Question. Please provide the same information proposed for
1994.
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Answer. This information is unavailable at this time. The
selection of new area proposals is up to each RC&D council and agreed
to by the State Conservationist.

Question. What new areas are proposed for 1994?

Answer. At this time, we do not anticipate adding to the number
of authorized RC&D areas in 1994, However, we may consider expanding
the size of some of the currently authorized areas as long as no
additional resources are needed to service them.

PRIVATE GRAZING LANDS

Question. Please describe the private grazing lands
conservation initiative.

Answer. The Grazing Lands Conservation Initiative (GLCI) was

developed by a confederation of national organizations focused on

enhancing privately owned grazing lands. Some of the 634 million
acres of privately owned grazing lands in the U.S. are found in every
state. When properly managed, these lands contribute to a healthy
environment and economy. Private grazing land owners are eager to

voluntarily improve their lands; however, they recognize they need
technical assistance to help them use current science and technology
to make sound grazing land management decisions.

Existing technical assistance is very limited for grazing land
owners in most states and almost non-existent in others.

Professionals, trained in the management of pasturelands, grazeable
woodlands and rangelands, are needed to provide assistance to
landowners who desire to voluntarily sustain and improve their

grazing lands so the many values these lands provide can be realized
across the country.

Question. What will it do?

Answer. The major focus of the GLCI is to enhance privately
owned grazing lands through the reestablishment of direct
conservation technical assistance to the farmers and ranchers who own
these lands. This technical assistance program will be carried out

using a total resource management approach with private grazing land
owners who voluntarily request assistance. Some of the benefits the
American public would receive through the proper management of

grazing lands by their owners are:

-
Improved water quality and quantity to urban, rural,
domestic, industrial, and agricultural users.

- Reduced soil erosion resulting in less sedimentation of
streams and reservoirs and improved air quality.

- Enhancement of rural social stability and economic vigor.
- Improved aquatic systems and fisheries.
- Improved wildlife habitat and population balance.
- Increased opportunities for high quality recreational

experiences.
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Question. How much will it cost?

Answer. The Soil Conservation Service spends between $20

million and $30 million annually to help grazing land owners treat

about 30 million acres of range, pastureland and grazed forest lands.

At this rate, it will take from 15 to 20 years to treat the remaining

private grazing lands currently in less than good condition. The

total cost to treat these grazing lands would be $400 million to $600
million plus any future increased operating costs.

Question. Is this a new program? If so, was there a similar

activity through SCS in the past?

Answer. The SCS currently provides technical assistance on

private grazing lands. For example, 24.8 million acres of non-

federal rangeland and 4.5 million acres of pastureland were treated

with SCS assistance during fiscal year 1992. Since the 1985 and 1990

Farm Bills, the major focus of the SCS has been re-directed to

compliance planning on highly erodible cropland and other issues,
while still providing about 60 to 70 percent of the traditional level

of technical assistance to grazing land owners.

QUESTIONS SUBMITTED BY SENATOR JOHNSTON

WETLANDS DELINEATIONS

Question. Many farmers from Louisiana continue to contact me
about the difficult problems they face with respect to wetlands
delineation on agricultural lands.

Farmers and ranchers must deal with the Soil Conservation
Service when determining which lands are wetlands for the purpose of

complying with the swampbuster provisions of the 1990 Farm Bill.

Farmers and ranchers must also deal with the Army Corps of

Engineers and the Environmental Protection Agency when determining
which lands are wetlands for the purpose of complying with dredge
and fill rules of section 404 of the Clean Water Act.

As I understand it, SCS and the U.S. Fish and Wildlife Service
use the definition of a wetland contained in the 1990 Farm Bill in

making determinations while the Corps and EPA rely on the 1987
Delineation Manual in making such determinations.

I am told that farmers face determinations on wetlands under 2

different definitions, 2 separate sets of regulations and by as many
as 4 different agencies. This is confusing, burdensome and costly
for farmers.

What is the precise definition SCS uses in making
determinations and how does this differ from the 1987 Delineation
Manual 's definition?

Answer. The term "wetland", as used by SCS and defined in 7

CFR Part 12.2, means land that has a predominance of hydric soils



287

and that is inundated or saturated by surface or ground water at a

frequency and duration sufficient to support, and that under normal
circumstances does support, a prevalence of hydrophytic vegetation
typically adapted for life in saturated soil conditions, except that
this term does not include lands in Alaska identified as having a

high potential for agricultural development and a predominance of
permafrost soils.

This wetland definition is virtually identical to that
contained in the 1987 COE Delineation Manual, which is found in 40
CFR Part 230. 3(t) and 33 CFR Part 328.3(b), and reads: Those areas
that are inundated or saturated by surface or ground water at a

frequency and duration to support, and under normal circumstances do

support, a prevalence of hydrophytic vegetation typically adapted
for life in saturated soil conditions. Wetlands generally include
swamps, marshes, bogs, and similar areas.

Question. I am also told that producers receive conflicting
responses from SCS and the Corps or EPA on whether lands are
wetlands.

In your opinion, is this a significant problem? In how many
instances do or could conflicting answers occur?

Has SCS attempted to persuade the Corps and EPA to revise their
definition and make it consistent with that used by SCS? Would SCS
support such a revision?

Answer. While the SCS, COE and EPA have a common definition of
wetlands, the current criteria, indicators and methodologies
utilized by these agencies to identify and delineate wetlands are
slightly different. The COE and EPA use the 1987 COE wetland
delineation manual to identify and delineate wetlands, while SCS
uses the criteria and methodologies found in 7 CFR Part 12.31 and
the National Food Security Act Manual (FSAM).

Because of subtle differences in the vegetation and hydrology
criteria, it is possible for variable wetland delineations between
the SCS and the COE or EPA to occur. In addition, the majority of
original SCS wetland determinations are performed using off-site
techniques, and are not intended for use as precise wetland boundary
delineations as are the COE on-site wetland delineations.

SCS recognizes the technical and public concerns caused by
these inconsistencies in wetland identification methods. Thus, SCS
is currently working closely with the COE and EPA to revise the
criteria and methodologies for wetland identification and
delineation to be as consistent as possible with the 1987 COE
manual. For example, the COE and EPA have already adopted the SCS
policy concerning the delineation and regulation of prior converted
cropland and farmed wetlands. Other revisions to clarify federal
wetland delineations among the various agencies will be guided by
the President's office of environmental policies.

Question. I am also told that different mitigation
requirements are placed on the same piece of land because the

mitigation requirements under section 404 of the Clean Water Act and
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the swampbuster provisions of the 1990 Farm Bill are inconsistent.
What are the two requirements and how do they differ?

In your opinion, is this a significant problem?

In how many instances do or could conflicting requirements
occur?

Has the SCS recommended to the Corps and EPA that mitigation
requirements for agricultural wetlands under section 404 be revised
to be consistent with swampbuster provisions for these lands? Would
SCS support such a revision?

Answer. SCS uses mitigation for wetland losses under

restrictive, prescribed circumstances in recognition of the purpose
of FSA to limit the conversion of wetlands to agricultural uses so

that environmental values in rural agricultural areas are maintained
and enhanced. The two instances in which SCS contemplates
mitigation are as follows:

a. Mitigation for lost wetland values, acreage and function on

frequently cropped wetlands converted for future crop
production or past conversions between December 23, 1985
and November 28, 1990. The mitigation requirements
specify, for example, the preparation of a wetland

mitigation plan; the type of wetland to be used for

mitigation; the location of the mitigation; the placement
of an easement of the mitigation site; and the level of
functional value to be mitigated.

b. Replacement of lost wetland values for non-frequently
cropped wetlands, so long as the permitting requirements of
Section 404 of the Clean Water Act and other applicable
federal and state laws have been met; the purpose of the
conversion is not solely the increase of production of an

agricultural commodity; wetland functions and values must
be replaced on the same farm; an easement on the

replacement wetlands is taken, and an approved mitigation
plan is in effect prior to the conversion.

The goal of the Clean Water Act and the Section 404(b)(1)
Guidelines is, in brief, to restore and maintain existing aquatic
resources; to this end, the COE and EPA strive to avoid and minimize
adverse impacts, and offset unavoidable impacts, to these aquatic
resources. With specific regard to wetlands, it is the policy of
the COE and EPA to strive to achieve a goal of no overall net loss
of wetland function. In the instance of unavoidable wetland losses,
appropriate compensatory mitigation is required. The determination
of what level of mitigation constitutes "appropriate mitigation" is
based solely on the values and functions of the wetlands resources
that will be impacted. Mitigation plans that the COE determines to
be in compliance with the 404(b)(1) Guidelines of the Clean Water
Act typically include detailed specifications for the restoration of
wetland hydrology and vegetation; monitoring schedules and success
criteria by which the function of the mitigation is determined;
contingency plans in case of mitigation failure; and, in certain
instances, the placement of restrictive covenants on the mitigation
site to protect it from future impacts.
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The technical distinctions between the types of acceptable
mitigation required by SCS, COE and EPA are minimal. Because of

this, SCS does not believe that mitigation conflicts between the COE
and SCS are a significant problem. Furthermore, the FSAM requires
that a landowner obtain a 404 permit and any other federal or state

approval prior to the approval of the mitigation plan by SCS.

However, the circumstances and processes through which the

mitigation plans are developed and approved are different, which can
lead to seemingly duplicative agency review of the proposed
mitigation plan. To rectify this administrative problem, SCS is

committed to working with the COE, EPA and FWS to develop joint
review processes for mitigation plans where there is overlapping
jurisdiction. Discussions with these agencies has been initiated
with an emphasis on national mitigation guidance and improved
coordination between SCS, COE, EPA and FWS field personnel involved
in the day-to-day development and approval of mitigation plans.

Question. The 1990 Farm Bill directs SCS to identify and

certify wetlands. Has the process of delineating wetland on maps
begun? What is the status of this requirement?

Answer. The Soil Conservation Service (SCS) started to

delineate wetlands in 1986. We are currently using the delineation

procedures equivalent to the criteria and procedures contained in
the 1989 Federal Manual to identify and delineate wetlands on

agricultural lands and lands which have potential for conversion to

agricultural uses. By May of 1991 approximately 55 to 60 percent of
the determinations had been completed. During this same period SCS

stopped determinations, except by request, because conflicts with
the update of the 1989 Delineation Manual were unresolved. The SCS
is working with both the COE and EPA, but has not yet adopted an

approach it considers satisfactory. In November of 1992 this issue
was passed to the National Academy Of Science (NAS) for study.

Question. How much would be required for SCS to complete the

inventory and mapping process required by the Farm Bill? Are any
funds requested for this purpose in the FY 1994 budget?

Answer. The SCS has estimated that it will take approximately
$90 million to complete one million wetland determinations. The
major portion of this cost represents SCS field office staff time.
There will also be a need to revise 500,000 old determinations at a

cost of $15 million. No specific funding request was made in the
1994 budget for wetland determinations; however, funding for this

activity would be carried out within the amount requested for the
FSA.

SCS encourages the use of a standard photo-image base map and
standard wetland mapping conventional for all agencies in order to

provide an accurate and common geographic location of the wetlands
to landowners. SCS also encourages the use of satellite imagery and
other remote sensing technology to help in wetland determinations
and recertification. SCS is supporting a cooperative national

digital orthophotography program initiative to supply this base map
requirement.
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Question. How much could the SCS obligate in FY 1994 for this

purpose?

Answer. Of the $90 million estimated for the wetland
determination process, $49.4 million would be obligated in FY 1994

with the balance obligated in FY 1995.

Question. Has the process of recertifying previous
determinations (as required by the 1990 Farm Bill) begun and if so,

what is the status of this requirement?

Answer. SCS has not recertified any wetland determinations as

required by the Food, Agriculture, Conservation, and Trade Act of

1990. SCS has placed a higher priority on completing remaining
wetland determinations. Progress on recertification has also been

put on hold pending the discussions within the Administration.

Question. Are any funds for this process requested in the FY

1994 budget? How much could the SCS obligate in FY 1994 for this

purpose?

Answer. There is no specific 1994 budget request for wetland

recertifications. This activity would be carried out within the

amount requested for the FSA.

GOLDEN MEADOW, LOUISIANA PLANT MATERIALS CENTER

In 1989 funds were added to USDA's budget to construct a Plant

Materials Center at Golden Meadow, LA to undertake important work on

plants suitable to coastal areas to try to find natural ways to

stabilize these fragile and endangered areas. Louisiana contains

some 40 percent of the lower 48 states' wetlands, and is losing an

average over 35 square miles of land each year. So we in Louisiana

see as a very high priority research efforts such as those underway
at Golden Meadow.

Question. How much has been budgeted for research programs at

Golden Meadow in FY 1994?

Answer. We anticipate spending about $217,000 for Center

operations and $55,000 for capital improvements at the Golden Meadow

Plant Materials Center in 1994 assuming that the total budgetary
resources available for this budget activity are about the same as

in FY 1993.

Question. How does this compare to FY 1993 and to prior years
since the inception of this program?

Answer. The funds for Center operations are about the same.

The funds for capital improvement are down significantly. During
the past three years, over $1,000,000 has been provided Golden

Meadow for capital improvements. Most of their initial development
needs have been met, commensurate with the Center's operational

budget.

Question. How does this compare to other plant materials

centers around the nation?
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Answer. The operations budget of Golden Meadow is similar to

other centers. The initial appropriations by Congress for the

operations of Golden Meadow was $150,000 in FY 1989, increased by
$50,000 to $200,000 in FY 1990. Because the total plant materials
center budget funding has not increased, the operating funds for all

centers has remained near the FY 1990-93 average.

Question. Do you agree that the work the Golden Meadow

facility is undertaking is important and can play a positive role in

restoring fragile marshland?

Answer. Yes, Louisiana is facing a continuing, catastrophic
deterioration of its coastal wetlands. This deterioration is most
evident in the loss of vegetated wetlands. Approximately 20,000
acres of Louisiana's valuable coastal wetlands are vanishing each

year. Approximately 52 acres of land are lost to open water every
day. Coastal Louisiana contains nearly 3 million acres of wetlands
and about 650,000 acres of forested wetlands. Over 80 percent of

these lands are privately owned. Wetlands border the Gulf of Mexico

along the entire Louisiana shoreline and extend inland more than 60

miles at some locations. Salt marshes occur nearest the Gulf of
Mexico and grade into brackish, intermediate, and fresh marshes as

you move inland. Forested wetlands occur inland from the fresh
marshes. Louisiana's coastal wetlands are part of a tremendously
productive ecosystem.

The state of Louisiana contains 40 percent of the nation's
conterminous coastal wetlands; however, Louisiana is experiencing
nearly 80 percent of the nation's annual loss of coastal wetlands.

Louisiana's wetlands contribute over one billion pounds
annually to the nation's commercial fish and shellfish harvest.
Louisiana wetlands support some 175 nesting colonies of wading
birds, seabirds, and shorebirds, and provide a wintering habitat for
66 percent of the waterfowl that use the Mississippi Flyway.
Louisiana's wetlands support a bountiful harvest of renewable
natural resources with an estimated value exceeding $1 billion per
year. The continued loss of these wetlands will have significant
adverse impacts on the nation's economy.

Each year Louisiana's coastal wetlands account for:

- Commercial fish and shellfish benefits with an estimated
worth of $790 million.

- 40 percent of the nation's wild fur and hide harvest worth
$18 million.

- 66 percent of migratory birds using the Mississippi Flyway
(4.5 million ducks and 420,000 geese) utilize Louisiana's
coast for winter habitat, providing waterfowl hunting valued
at $58 million.

- Habitat for the endangered brown pelican, bald eagle, and an

additional 6 million wetland dependent birds.

- Recreational fishing revenues exceeding $337 million.
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Louisiana coastal wetlands provide a critically important
buffer to coastal communities and inland Louisiana from surges
caused by hurricanes and other storms. It is estimated that a storm

surge reduction of one foot is achieved for each three miles of

vegetated wetlands. This is an extremely important factor to the
2.7 million people who live and work in the coastal zone of
Louisiana.

The Golden Meadow Plant Material Center has a positive and

significant impact on the restoration on these wetlands. The
Center's Long Range Plan identifies five categories and activities
within each category where acceleration is needed. They are:

Plant Materials for Revegetation:

- Plant Species for Species for shallow Open Water
- Plant Species for Shorelines
- Plant Species for Barrier Islands
- Plant Species for Dredge and Spoil Materials
- Plant Species for Floating Marsh
- Plant Species for Freshwater Swamps

Seed Technology (for Selected Wetland Species):

- Seed Propagation, Harvesting, Processing (Cleaning),
Storage.

Plant Establishment Techniques:

- Studies Using Containerized Plants for Revegetation
- Wave Stilling Device Studies
- Herbivory Studies
- Vegetative Establishment in High Organic Soils
- Mechanized Planting Studies

Technology Development and Transfer:

- Plant Species Standards and Specifications
- Plant Species Salinity Tolerances and Ranges
- Plant Species Water Tolerances and Ranges
- Plant Species Unattractive to Nutria

Special Projects:

- Floating Marsh Establishment Techniques
- Water Quality Studies
- Bioengineering
- Workshops and Field Days

Question. One project which would be possible with additional
funds and is critically necessary to restoring these areas is a

major effort to find a nutria-resistant plant for these areas. What
would be required to undertake a concerted effort to test and

develop such a plant?

Answer. This project is identified in the Golden Meadow Center

Long Range Plan. If initiated, it would be a long term effort,
involving input from others such as the biotechnology assistance
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from the Crowley Rice Experiment Station. Activities relating to

the development of nutria-resistant plants is a part of the

additional $720,000 cost of undertaking an aggressive research

program at Golden Meadow.

Question. Have any funds and additional funds been budgeted
for this facility in FY 1994, and in particular to design and

construct a second greenhouse so the facility can be used to the

maximum extent possible?

Answer. $272,000 are budgeted for Golden Meadow operations and

capital improvements.

Question. If not, why not?

Answer. Current budget plans are based on FY 1993 funding for

plant materials centers nationally. The total funds available to

operate the program will not permit increases for Golden Meadow or

any other center in FY 1994.

Question. What would be required in FY 1994 to construct a

second greenhouse?

Answer. The estimated cost is $175,000.

Question. Have any funds and additional FTEs been budgeted for
this facility, so that the space provided can be used to the maximum
extent possible? If not, why not?

Answer. As previously mentioned, no additional funds are

budgeted for Golden Meadow operations in FY 1994, because the

anticipated plant materials centers funding will not permit such
increases for any plant materials center in FY 1994.

Question. How many more personnel could be accommodated at the

existing facility?

Answer. Six or seven.

Question. Much of the Work undertaken at the facility is

manpower-intensive. Have you considered allocating funds to the

facility to institute a summer jobs program for youth in Terrebonne
Parish, which has one of the highest unemployment rates in

Louisiana? Would this be worthwhile from the aspect of creating
jobs in the area? What about employing trappers — many of whom are
out of work now — to help with the planting program? Why was a

program along these lines not considered as part of the President's
Economic Stimulus Package?

Answer. Although a good idea, consideration has not been given
to summer jobs program, or employing trappers. It may be possible
to garner local or state funding to leverage the Federal funds
available for this project. Current federal funds do not permit
this.
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QUESTIONS SUBMITTED BY SENATOR KOHL

NONPOINT SOURCE POLLUTION

Question. In regard to Milwaukee's recent problem with

Cryptosporidium in the water supply, there have been suggestions
that one possible source of the pollution could be runoff from
livestock farms in the Milwaukee River Watershed. While the state
of Wisconsin is recognized as a leader in addressing nonpoint source

pollution however still more needs to be done. What is the Soil

Conservation Service doing to address agricultural runoff problems?

Answer. The Soil Conservation Service (SCS) works

cooperatively with the Wisconsin Department of Natural Resource

(DNR) in implementing USDA and DNR conservation and pollution
abatement programs. The SCS provides direct technical assistance in

the design of animal waste systems and hands-on assistance to

private landowners with the installation of these systems. USDA
also provides financial assistance to cooperators through the

Agricultural Conservation Program, the Water Quality Incentives

Program, and SCS Small Watersheds Program.

The Soil Conservation Service also provides job approval
authority for state DNR personnel which means that SCS certifies the

design for systems installed under the State program. Recently,
state legislation, recognizing the magnitude of the animal waste

problem, authorized the hiring of seven engineers to work directly
with SCS in expediting the implementation of animal waste systems.

The USDA Water Quality Initiative also has one Hydrologic Unit
area and one Demonstration Project in Wisconsin, and we provide
direct financial and technical assistance to the Farm*A*Syst effort,
a computer program being developed by the University of Wisconsin.
In fiscal year 1993, $887,000 has been provided to these activities

by SCS.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

MISSISSIPPI DELTA WATER SUPPLY STUDY

Question. Last year, SCS initiated the first step in a multi-

year feasibility study called the Mississippi Delta Study. It is my

understanding that this study is aimed at evaluating and surveying
water quality alternatives that can be important to the future of
water resource plans for this area and other similar intense

agricultural production regions throughout the country.

Do you plan to continue the Mississippi Delta Study and will there be

adequate funds available to fully implement Year II of this study at

the level outlined in the request from the Mississippi offices of
SCS? How much is included in the fiscal year 1994 request for this

study?
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Answer. The Mississippi Delta Water Supply Study has been

approved and would be continued during fiscal year 1994 at

approximately the same level as 1993 with funds appropriated for
Salaries and Expenses for the Farm Service Agency. The budget
estimate for this account, however, does not specifically provide for
the increase that would be required to fully fund the second year of
the study at the level estimated by the state office.

QUESTIONS SUBMITTED BY SENATOR SPECTER

USE OF GIS IN SCS

Mr. O'Mara, the National Center for Resource Innovations (NCRI)
is a Congressionally established, private, non-profit organization
which has developed a Geographic Information System (GIS) with the

help of the federal government through the Soil Conservation
Service. This GIS has proved to assist communities and farmers in

assessing the impact farms and urban development can have on the
environment. Specifically, the SCS office in Chester, Pennsylvania,
is designed to assist farmers and urban planners to better
understand the impacts of runoff and efforts to control pollution in

the Chesapeake Bay.

Question. What is the Department's understanding of the value
these GIS systems and how a GIS System contributes to the goals of
the Soil Conservation Service?

Answer. The Soil Conservation Service (SCS) has been one of
the agencies pioneering the development and use of GIS technology
and digital soil maps. Much of this technology has been developed
in partnership with other federal agencies, industry and non-profit
companies such as NCRI. We have approximately 250 office locations

using the public domain GRASS-GIS. GIS is being used at our state,
regional, soil survey and about 125 county field offices.

GIS technology is a valuable planning and analysis tool for
natural resource managers, planners, and policy and decision makers.
GIS provides an improved visual understanding of resource management
alternatives and USDA program benefits. In the past, most of USDA's
automation efforts were limited to the use of tabular data or non-

geographic information, but most of the information actually managed
by SCS and many other land management agencies is geographic natural
resource information such as soils, wetlands, land use, highly
erodible lands, conservation reserve program lands and many others.

Today, SCS field offices still handle most geographic information

manually. GIS will give our natural resource specialists the

capability to make land management decisions in real time using
automated GIS tools to analyze and display multiple geographic
resource relationships.

At the field office level, SCS can use GIS to help determine
which lands are highly erodible or eligible for the conservation
reserve program, identify land areas vulnerable to delivering
sediments and pesticides to streams and rivers, deliver more useful
soil information to the public and landowners, identify and
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prioritize workload, compute soil loss and assist landusers to

design environmentally sound conservation treatment systems.

Question. How can the GIS be used to assist the Soil

Conservation Service and other agencies at USDA to understand areas

of the country where there are problems with ground water

protection.

Answer. There are many examples where this technology will

significantly change the way we do business. At the state and

national level, SCS can use GIS to address ground water protection
issues by identifying areas vulnerable to contamination, identify
areas which receive heavy pesticide and nutrient loading and

identify alternative strategies for protecting sensitive areas.

In 1991-92, SCS led a GIS project as part of a USDA initiative
called "Easy Access" to improve USDA services to its customers by

making services easier and more accessible to the public and to

improve internal efficiencies at the county field office.

Participating agencies included SCS, ASCS, FmHA and FCIC. The

project demonstrated how these agencies can use GIS to efficiently
manage and track producer records, perform instantaneous acreage
calculations and farm field reconstitutions, develop computer-based
conservation plans and maps for farmers and share resources and

client data between agencies for faster and improved program
delivery without duplication of database development. The potential
exists for expanded use of a GIS system in county offices through

implementation of the proposed Farm Service Agency.

QUESTIONS SUBMITTED BY SENATOR GORTON

WATER QUALITY TECHNICAL ASSISTANCE

Question. Within your testimony you state that you provide
technical assistance to water quality authorities in the Puget Sound
- a part of the National Estuary Program. To whom do you provide
this technical assistance? How much money is spent providing this
assistance?

Answer. We are providing staff assistance to an interagency
task force to assist the local units of Government in developing
their nonpoint source watershed plans to reduce nutrient, sediment,
and pesticide loadings to the estuary.

We are providing additional resources for the SCS State Office
to increase technical assistance at the local level in assisting
landowners with implementing systems that improve water quality.

Last year we provided an additional $650,000 to support
assistance in the 12 county watershed area.

Question. Within your testimony you provide an example of how
SCS is providing assistance to a rural New York community in

complying with the Safe Drinking Water Act (SDWA). What water

quality improvements do you hope to make by using SCS funds?
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You state that SDWA standards would require this community to
spend $6-8 billion in upgrades in order to provide water to 9.5
million people, this would in turn add $300 million per year to the
community's cost of compliance with the act. Who brought this
situation to your attention? What made SCS decide to assist this
community in complying with the SDWA? Did the outrageous cost of
compliance factor at all into SCS's decision to provide assistance
to the community?

Answer. SCS is using its funds to provide technical assistance
to agriculture land users in the New York City Water Supply
Watershed. This assistance is in the form of conservation planning
and the application of conservation practices.

The water quality benefits that will be attained as a result of
the application of conservation practices will be the reduction of

pathogens, nutrients (nitrogen, phosphorus, and potassium),
sediments, pesticides, and herbicides in the water supply
reservoirs. The reduction of these pollutants will assist the city
of New York in meeting the Safe Drinking Water Act standards.

SCS was aware of the need to provide accelerated technical
assistance to the land users in the Watershed before EPA and the
State Health Department determined that New York City would have to
install a filtration system. In late 197fl, SCS prepared a remedial
action plan that led to the developing of a model implementation
program for the Cannonsville Reservoir which ties into the New York
City Water Supply System in Delaware County. The SCS spent
approximately $2,000,000 providing technical assistance in the
Cannonsville Reservoir Watershed.

In addition, the SCS knew that there were some problems in the
watershed that we had expertise in solving. SCS was in a position
to evaluate the watershed and provide alternatives when the City of
New York was looking into other options. Compliance costs for the
states were not a major factor in SCS's decision to provide
assistance to the community. This agency is committed to providing
assistance for improving water quality. Most of our technical
assistance in this watershed is going to the farmers, however. New
York City residents are the recipients of clean water.

Question. You state within your testimony that "USDA believes
the use of research, demonstrations, information and education,
technical assistance... is a primary reason American agriculture has
become the most productive in the world. These approaches are

helping us meet current environmental challenges as well."

In my state SCS research is poised to assist Eastern Washington
communities in complying with the Clean Air Act. In particular, the

problems which Spokane and the Tri-Cities are currently facing in

achieving attainment for PM-10 (dust) standards. Are you familiar
with the work which SCS in Washington state has done on PM-10
research?

Answer. SCS in Washington state is wery much aware of the wind
erosion and associated PM-10 emission problems in the drier
precipitation zone of the Palouse region. Some 2.7 million acres of

nonirrigated cropland are involved.
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They have undertaken two major activities related to these
issues. The first is the development of a strategic plan to assess
the resource base problems, identify possible solutions, evaluate

ongoing activities designed to implement solutions, and identify
resources required to implement solutions.

The second is specifically directed toward PM-10 issues through
SCS participation in the development and implementation of the

"Northwest Tri-State Columbia Basin Wind Erosion/PM-10 Project".

Groups cooperating on this effort include the Agricultural Research

Service, Washington State University, Department of Energy, and

Environmental Protection Agency.

The eight objectives of the project will build a database from

which the problem can be quantified, and solutions designed. Among
the project's objectives and goals are research activities aimed at

determining the quantity of PM-10 emissions from both agricultural
and nonagricultural sources, and a knowledge of emission transport
and deposition.

Of critical significance is the fact that conservation systems

designed to meet 1985-90 farm bill erosion control requirements may
not be adequate to meet PM-10 emission standards. Such systems are

designed to assure long term productivity of the land resource.

They were not designed with any particular air quality goal in mind.

Also, such systems are mandated on highly erodible land (HEL). Much

of the problem includes land that is non-HEL. It will be necessary
to modify such systems as well as design new systems for air quality

(PM-10) purposes.

Question. I understand Senator Feinstein asked Secretary Espy
last week if USDA intended to participate in funding an on-going
study on PM-10 (or dust) in Central Valley, California. Although
our states have distinct differences, it appears as if we have PM-10
non-attainment in common. In my state Region 10 EPA has begun
working with Soil Conservation Service officials to try and help out
two Eastern Washington communities — Spokane and the Tri-Cities —
which are having difficulty reaching attainment for PM-10. It is

believed that much of the dust, or PM-10, stems from agricultural
lands and agricultural practices.

Are you aware of the research which has been done at Washington
State University as part of the Solutions to Environmental and

Economic Problems (STEEP II) program, which has provided useful data
and information on erosion which could assist the aforementioned
communities in determining the origins of their PM-10 problems?

Answer. The STEEP II project includes an effort titled
"Conservation Technology for Wind Erosion and Air Quality Prediction
and Management.

Concerning wind erosion and PM-10 emissions, the study has the

following three objectives:

1. Calibrate and verify predictive methods through a series of

complete wind erosion measurements for well documented
conditions within the Northwest U.S.
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2. Develop data and relationships between agricultural wind
erosion and airborne PM-IO particulates measured at off-
site downwind locations.

3. Develop and evaluate new conservation tillage and residue

management technologies and equipment to reduce

agricultural wind erosion and off-site air quality impacts.

The knowledge gained as a result of this research is vital to
our ability to understand and quantify the relationship between
agricultural field operations, conservation tillage and residue
management, the wind erosion process, and PM-10 emissions. We need
a good understanding of these relationships to adequately address
air quality and PM-10 emissions as they relate to typical
agricultural production practices.

Question. I understand an ongoing study on PM-10 in Central
Valley, California is scheduled to receive funds from USDA. Are you
aware that California and Washington share similar PM-10 problems as

they both impact agricultural soils and agricultural practices?

Answer. SCS is aware that both California and Washington have

agricultural related PM-10 emission problems. However, the problems
are not always similar in source or control. While there is no

funding in the current USDA budget to fund the California study you
refer to, we have taken steps to refocus some existing resources on
this problem.

In both locations the wind erosion process may be a factor in

producing PM-10 emissions. The tilling of agricultural land for the

production of crops may compound the problem in both locations. To
date, neither we nor the Agricultural Research Service (ARS) have
identified soil properties that may contribute to PM-10 emissions.
SCS in California is working with the ARS wind erosion research
facility at Big Spring, Texas to identify such soil properties for
two major agricultural soils in the San Joaquin Valley of
California.

In the San Joaquin Valley much of the PM-10 problem from
agriculture is not directly related to tillage. Dust from farm
roads, from a variety of harvest operations (e.g. harvest of nut
crops), and various processing operations contribute to the problem.
At this time, emission monitoring cannot distinguish between the
various sources of emissions.

In Washington, much of the agricultural related problems is on

non-highly erodible (NHEL) land and from other sandy soils. PM-10
emissions occur in small grain-fallow rotations during the fall of
the fallow year when residue cover may not be adequate to provide
protection. Emissions may also occur in the spring of the crop year
before small grain has developed sufficient canopy cover.

The SCS Washington State Office indicates that they have some
2.7 million acres of land with silt loam or very fine sandy loam
textures, subject to blowing and the production of PM-10 emissions.
Since much of this is NHEL land, it does not fall under the erosion
control provisions of the 1985-90 farm bills. Conservation systems
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are needed on this land, just as they are on highly erodible land,
to protect the resource base and meet air quality standards.

SALMON AND STEELHEAD FISHERY STOCKS

Question. Within your testimony you state that SCS is

participating in an effort to assist in the recovery of declining
salmon and steel head stocks. What has this money been spent upon?
How much money was appropriated for this program last year: What,
in your assessment of this program, has SCS and the program
accomplished with these funds? Is funding for this program included
within the FY 1994 budget request? If so, how much?

Answer. The Soil Conservation Service has been participating
in the salmon recovery activities in the Pacific Northwest and
California. In the Pacific Northwest, SCS is part of the Northwest
Power Planning Council regional strategy for salmon in the Columbia
River Basin. These activities have required approximately two

person years each in Oregon, Washington, and Idaho and a full time
salmon facilitator position at the West National Technical Center

(WNTC) located in Portland, Oregon.

SCS activities at the states and the WNTC include coordination
with other agencies and groups; input, review, and comments on
various reports and EIS's; and attending and presenting material at

various public meetings and hearings. The states and the WNTC also
have prepared an assessment and problem statement report on the
habitat conditions for Columbia Basin salmonides.

Two new full time positions have been established in each state
to work specifically on salmon habitat restoration. These positions
include the following:

Idaho— an engineer and engineering technician have been hired
to plan and install fish screens and irrigation diversions in

the Lemhi model watershed.

Oregon— a conservationist is to be hired to coordinate planning
between the Oregon Conservation Commission and the Grande Ronde
model watershed. A resource planner is to be hired to plan and

apply habitat improvements in the John Day Basin.

Washington— a conservationist is to be hired to coordinate SCS

activities in the Asolton Model watershed. A biologist will be

obtained on an IPA to assist with the restoration efforts in

the model watershed.

One other salmon related activity is a River Basin study to

assess resource needs in the Grande Ronde Model watershed in Oregon.

SCS has redirected $300,000 during FY 1993 to participate in

the salmon recovery activities. SCS is currently considering
additional funding for this work within the amount requested for the

Farm Service Agency in the President's budget.

SCS can represent private land owner interests when dealing
with other agencies and groups, and in conjunction with other USDA

programs may contribute to salmon habitat improvements.
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In California, SCS participates in six multi-agency efforts,
working through watershed districts, to provide watershed protection
and improve habitat and restore native salmon and steelhead

populations. These six efforts are located on the Trinity, Eel,
Klamath, North Sacramento, and Tomki Rivers and the Salt and Eel

River Delta. SCS work includes erosion control, riparian
revegetation, habitat improvement, wetland restoration, technical

assistance, and education and information. This work is conducted
on a reimbursable basis with funds from the Bureau of Reclamation.
In FY 1993, SCS received more than $1.5 million for this work.

SUBCOMMITTEE RECESS

Senator Bumpers. This concludes today's hearing. The next hear-

ing is going to be held on Thursday, April 29, in this room. At that

time, the subcommittee will hear testimony from the Food and Nu-
trition Service and the Human Nutrition Information Service. We
will stand in recess until that date.

[Whereupon, at 11:50 a.m., Tuesday, April 27, the subcommittee
was recessed, to reconvene at 10:10 a.m., Thursday, April 29.]





AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1994
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U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.

The subcommittee met at 10:10 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Dale Bumpers (chairman) presiding.

Present: Senators Bumpers and Gk)rton.

DEPARTMENT OF AGRICULTURE

statement of george braley, acting assistant secretary,
food and consumer services

accompanied by stephen b. dewhurst, budget officer

Food and Nutrition Service

statement of andrew p. hornsby, jr., acting administrator

Human Nutrition Information Service

statement of DAVID RUST, ACTING ADMINISTRATOR

OPENING REMARKS

Senator Bumpers. Good morning, today we continue our hear-

ings on the fiscal year 1994 budget for A^culture, Rural Develop-
ment and Related Agencies.
Today we will review the budgets for the Food and Nutrition

Service, and the Human Nutrition Information Service.

Our witnesses are George Braley, is that correct?

Mr. Braley. That is correct, sir.

Senator Bumpers. Acting Assistant Secretsuy, Food and
Consumer Services; Andrew Homsby, Jr., Acting Administrator,
Food and Nutrition Service; David Rust, Acting Administrator,
Human Nutrition Information Service; and Stephen Dewhurst,
budget officer, U.S. Department of Agriculture.
As a broad overview, when you include the President's invest-

ment proposals, the budget for the Food and Nutrition Service is

up by $4.3 billion. Of that increase, $3.1 billion is for the Food

Stamp Program, some $132 million for child nutrition, and $427
million is for the Women, Infants and Children Program.
The Human Nutrition Information Service is requesting an in-

crease of $2.4 million or a 22-percent increase.

(303)
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We have statements from each of you that will be made a part
of the record in full.

Mr. Braley, I will ask you to make your oral statement, summa-
rizing the budgets for each of the agencies, after which we will en-

tertain questions from the subcommittee for each of the agencies.
Senator Gorton, do you have an opening statement?
Senator Gk)RTON. I have no opening statement, Mr. Chairman.
Senator Bumpers. Mr. Braley, please proceed.

STATEMENT OF GEORGE BRALEY

Mr. Braley. Thank you, Mr, Chairman, It is my pleasure to ap-

pear before the subcommittee today to discuss the President's

budget for food assistance programs of the U,S, Department of Ag-
riculture,

Senator Bumpers. Excuse me. Would you pull that microphone
a little closer to you? All of these microphones, you have to get very
close to.

Mr. Braley. OK.
Senator Bumpers. Thank you.
Mr. Braley. Thank you. David Rust, the Acting Administrator

for Human Nutrition Information Service, is with me today, as is

Andrew Homsby, the Acting Administrator of FNS.
The total appropriation request for fiscal year 1994 exceeds $42,7

billion, including the reserve for the Food Stamp Program, The
Human Nutrition Information Service is requesting $13.1 million,
and the Food and Nutrition Service is requesting the balance.

HUMAN NUTRITION INFORMATION SERVICE MISSION

The Human Nutrition Information Service conducts applied re-

search in support of USDA's mission to promote the health and

well-being of Americans through improved nutrition. HNIS contrib-

utes to this mission through national food consumption surveys,
food consumption research, and nutrition education programs.
HNIS accomplishes these tasks by conducting national food in-

take and food consumption surveys, gathering data on the nutri-

tional composition of foods which it maintains for all to use in the
National Nutrient Data Bank, and by providing information about
a wide range of nutrition issues.

The work of HNIS assumes new importance in the light of the

general public's increasing concern about nutrition, pesticide resi-

dues, and the safety of food additives.

The agency provides leadership for USDA in the National Nutri-
tion Monitoring and Related Research Program and in the develop-
ment and promotion of Dietary Guidelines for Americans, The food

guide pyramid visually portrays HNIS' Food Guide, which is de-

signed to help people implement the Dietary Guidelines for Ameri-
cans in their daily food cnoices.

The current appropriation supports the Continuing Survey of

Food Intakes by Individuals, which is a major national survey de-

signed to track changes in food consumption patterns of individ-

uals, the redesign and maintenance of the National Nutrient Data
Bank, the updating of the Dietary Guidelines for Americans, and
a wide range of activities authorized under Public Law 101-445,
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the National Nutrition Monitoring and Related Research Act of

1990.

FOOD AND NUTRITION SERVICE MISSION

The Food and Nutrition Service provides food assistance to low-
income people, helping them to achieve adequate and nutritious
diets. We estimate that one out every six Americans is served

through the 14 programs managed by the Food and Nutrition Serv-
ice.

The Food Stamp Program is our largest program. It is available
to all low-income, low-resource households. In addition, agency pro-

grams such as School Lunch and Breakfast and WIC, among many
others, target special population groups, such as pregnant and post

partum women, infants and school children, native Americans and
the elderly, recognizing that these groups are at an especially high
nutritional risk.

I note, with a good deal of satisfaction, that the President's budg-
et recommends a funding level for the WTC Program that will gdlow
us to move quickly toward full funding for that vital program by
the end of fiscal year 1996.

In addition, as part of his 1994 budget request. President Clinton
has proposed to increase the budget authority for the Food Stamp
Program by $603 million in benefit payments.

MICKEY LELAND CHILDHOOD HUNGER RELIEF ACT

These proposals are similar to legislation to improve and refine

the food stamp benefit structure that received strong, bipartisan
support in the last Congress. Legislation was submitted earlier this

week to implement most of the major provisions of the Mickey Le-
land Childhood Hunger Relief Act and to implement several pro-

posals to improve conformity of the Food Stamp Program with the
Aid to Families With Dependent Children [AFDC] Program.

All of this legislation, which is called the Mickey Leland Hunger
Prevention Act, addresses four general themes: Ensuring adequate
food assistance, promoting self-sufficiency, simplifying the provision
of food assistance, and improving program integrity.
That legislation also proposes to set Food Stamp Program admin-

istrative cost matching rates at 50 percent, which would save $20
million in fiscal year 1994 and approximately $40 million per year
in each of the fiscal years after that.

PREPARED STATEMENTS

With your permission, Mr. Rust, Mr. Homsby, and I will submit
additional statements for the record. We are prepared, at this

point, to answer any questions that you and the other committee
members may have, Mr. Chairman.

[The statements follow:]

STATEMENT OF GEORGE BRALEY

Thank you, Mr. chairman. It is my pleasure to appear before this subcommittee
to discuss the President's Budget for food assistance programs of the United States

Department of Agriculture (USDA). David Rust, Acting Administrator for the
Himian Nutrition Information Service, and Andrew Homsoy, Acting Administrator
for the Food and Nutrition Service, are here with me today.
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The total appropriations request for fiscal year 1994 exceeds $42.7 billion, includ-

ing the reserve for the Food Stamp Program. The Human Nutrition Information
Service requests $13.1 million and the Food and Nutrition Service requests the bal-

ance.

HUMAN NUTRITION INFORMATION SERVICE

The Human Nutrition Information Service (HNIS) conducts applied research in

support of the USDA's mission to promote the health and well-being of Americans

through improved nutrition. HNIS contributes to this mission through national food

consumption surveys, food composition research, and nutritional education pro-

grams. HNIS accomplishes these tasks by conducting the national food intake and
food consumption surveys, gathering data on the nutrition composition of food which
it maintains for all to use in the National Nutrient Data Bank, and by providing
information about a wide range of nutrition issues. The work of HNIS assumes new
importance in light of the general public's increasing concern about nutrition, pes-
ticide residues, and the safety of food additives. The Agency provides leadership for

USDA in the National Nutrition Monitoring and Related Research Program and in

the development and promotion of the Dietary Guidelines for Americans. The food

guide pjramid visually portrays HNIS' "Food Guide" which is designed to help peo-

ple implement the "Dietary Guidelines for Americans" in their daily food choices.

Current appropriations support the Continuing Survey of Food Intakes by Individ-

uals, a major national survey designed to track changes in food consumption pat-
terns of individuals, the redesign and maintenance of the National Nutrient Data
Bank, the updating of the Dietary Guidelines for Americans, and a wide range of
activities authorized by Public Law 101-445, the National Nutrition Monitoring and
Related Research Act of 1990.

FOOD AND NUTRITION SERVICE

The Food and Nutrition Service provides food assistance to low-income people,

helping them to achieve adequate and nutritious diets. We estimate that one out
of every six Americans is served through the fourteen progrtims managed by the
Food and Nutrition Service. The Food Stamp Program is, of course, our largest pro-

gram—one which is available to all low-income, low-resource households. In addi-

tion. Agency programs such as school lunch and breakfast and WIC among other,

target special groups, such as pregnant and post-partum women, infants, school

children. Native Americans and the elderly, recognizing that these groups are at

high nutritional risk.

I note with great satisfaction that the President recommends a funding level for

the WIC program that will allow us to move qviickly toward full funding by the end
of fiscal year 1996.

In addition, as part of his 1994 budget request. President Clinton has proposed
an increase in budget authority of $603 million in Food Stamp Program benefit pay-
ments. These proposals are similar to earlier legislation to improve and refine the
food stamp benefit structure that received strong bipartisan support in the last Con-
gress. Legislation will be introduced to implement most of the m^jor provisions of
the Mickey Leland Childhood Hunger Relief Act and to implement several proposals
to improve conformity of the Food Stamp Program with the Aid to Families with

Dependent Children Program. The legislation will address four general themes: en-

suring adequate food assistance, promoting self-sufficiency, simplifying the provision
of food assistance and improving program integrity.

Legislation will also be proposed to set Food Stamp Program administrative cost

matching rates at 50 percent, saving $20 million in fiscal year 1994.
The 1994 Budget also includes an additional $40 million for the Emergency Food

Assistance Program, and would allow distribution of these benefits through Decem-
ber of 1994.

With your permission, Mr. Rust and Mr. Homsby will submit statements for the
record which provide a more detailed overview of the budget request of these agen-
cies and a review of current operations in the Department's food assistance pro-
grams. They will also note issues which we believe to be of interest to this commit-
tee, and of course we will be happy to answer your questions about these matters.
Thank you.
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Statement of Andrew P. Hornsby

Thank you Mr. Chairman. It is a pleasure to appear before this subcommittee to

discuss the fiscal year 1994 budget for food and consumer services administered by
the United States Department of Agriculture (USDA).

THE MISSION OF THE FOOD AND NUTRITION SERVICE

The mission of the Food and Nutrition Service is to alleviate hunger and to safe-

guard the health and well-being of the Nation through the administration of nutri-

tion education and domestic food assistance programs. The Food and Nutrition Serv-
ice is the Federal Government's fi-ont-line agency providing food assistance to the
most needy and vulnerable of our citizens. Established in 1969 to administer the
domestic food assistance and nutrition education programs of the USDA, FNS works
in partnership with State and local governments to perform its mission.

THE BUDGET OVERVIEW

For fiscal vear 1994, the Food and Nutrition Service requests appropriations of
about $42.7 billion, including Food Stamp Program reserves. This is an increase of

about $4.1 billion above the fiscal year 1993 appropriated level.

FULL FUNDING FOR WIC

The fiscal year 1994
appropriation request totals $3,287 billion compared to a

base appropriation of $2.86 billion for fiscal year 1993. This request includes $350
million as part of the President's investment plan to expand WIC) service to all eligi-
ble persons by the end of fiscal year 1996. With this funding, WIC's average monSi-

ly participation will increase to about 6.4 million, an increase of about 400,000 fi"om

the expected fiscal year 1993 average.
According to the Congressional Budget Office (CBO), the cost of fully funding the

program in fiscal year 1994 would be $1 billion over current services. CBO has esti-

mated that at that time 9.6 million persons would be eligible in 1994 and that 7.6

million would apply.

Proposed appropriations language for fiscal year 1994 would allow the Secretary
to waive regulations governing the funding allocation formula to ensure that these
funds can be used most effectively.

WIC INFANT FORMULA REBATES

Infant formula rebates negotiated by States and manufacturers are a critical com-

ponent of the cost effectiveness of the WIC Program. WIC Infant formula rebate rev-

enues for fiscal year 1993 are projected to be over $800 million and will support
nearly 1.3 million participants, about one-fifth of

projected
WIC participation. Public

Law 102-512, the Infant Formula Procurement Act, requires the USDA to conduct
bid solicitations for infant formula rebates on behalf of a group of States, if re-

quested to do so. Through expanded multi-State bidding it is
expected

that addi-
tional savings would accrue to the WIC Program. The new law will be implemented
as required by April 1993.

BREASTFEEDING PROMOTION

USDA has traditionally played a significant role in promoting and supporting
breastfeeding among WIC participants. Also, in recent years USDA has actively un-
dertaken a number of new initiatives in fiirther support of this important health

practice, including sponsorship of a Breastfeeding Promotion Consortium (BPC) of
nealth professional, government and advocacy organizations mutually interested in

breastfeeding. At the Consortium's recommendation, USDA has developed a na-
tional campaign to promote breastfeeding among the general public and others who
influence a woman's decision on how to feed her infant. In addition, FNS has intro-

duced a new WIC food package for women who elect to breastfeed their infants and
receive no formula through the program.

IMMUNIZATION PROMOTION

For the last two years, USDA has worked very closely with the Centers for Dis-

ease Control and Prevention (CDC) to increase immunization rates among pre-

school-age WIC participants. Numerous activities are occurring at all levels of pro-

gram operation to promote timely immunization. These various strategies seem to

be having a positive effect.
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WIC VENDOR MANAGEMENT

During fiscal year 1988, the Office of the Inspector General (01G) performed a na-

tional audit of WIG State agency vendor monitoring systems. The major findings of

the audit dealt with the inadequacy of State agency Automated Data Processing sys-
tems to detect and analyze vendor redemption data for probable abuse; weak State

agency vendor selection practices; limited Federal staff resources to oversee State

agency operations; the need to standardize vendor sanctions nationwide; and the

need for improved information sharing on vendor abuse between the Food Stamp
and WIC Programs.
In response to these findings, FNS proposed new more clearly defined and strin-

gent regulations. These regulations define State responsibility in the area of vendor

selection, training, monitoring, investigative reviews, and vendor sanctions. Over
1,000 comments were received on the proposal. Due to significant public and politi-

cal reaction to the proposed rulemaking, a new proposal was developed. As WIC
moves toward full funing, maintaining high standards for program integrity will

become even more important. Therefore, we intend to issue the new, tougher regula-
tions in the Spring of 1993.

FOOD STAMP PROGRAM

The President's Budget requests a current services appropriation of $29.5 billion,

including reserve funding, to ensure that funds are available to meet increases in

program needs. Our projections suggest that: The rate of unemployment will aver-

age 6.7 percent in 1994; average monthly program participation will be about 27.2

million in 1994; and the average monthly benefit for 1994 will be $69.62 per person.
As part of his 1994 budget request. President Clinton has proposed an additional

increase of $603 million in benefit payments. These proposals are similar to earlier

legislation to improve and refine the food stamp benefit structure that received

strong bipartisan support in the last Congress. Legislation will be introduced to im-

plement most of the major provisions of the Mickey Leland Childhood Hunger Relief

Act and to implement several proposals to improve conformity of the Food Stamp
Program with the Aid to Families with Dependent Children Pro-am. The legisla-
tion will address fovu* general themes: ensuring adequate food assistance, promoting
self-sufficiency, simplifying the provision of food assistance and improving program
integrity. In addition, the legislation will propose to set administrative cost match-

ing rates at 50 percent, beginning April 1, 1994. The elimination of enhanced federal

matching for State anti-fraud, ADP development and Systematic Alien Verification

of Eligibility activities will save $20 million in fiscal year 1994.

FOOD STAMP PROGRAM ERROR REDUCTION

Last year about 7 percent of food stamps were erroneously issued. We must con-
tinue to pursue improved payment accuracy rates as a high priority activity. In fis-

cal years 1992 and 1993, increased participation has increased the workload while
some States are reducing fiscal and personnel resources. In an attempt to assist

State efforts to improve payment accuracy, FNS has expanded its program efforts

in several significant ways. For example, in fiscal year 1993, FNS will be awarding
over $300,000 in grants to two State agencies to test effective and replicable error
reduction procedures. Projects chosen for funding will demonstrate innovative as
well as cost effective methods which can be implemented immediately with minimal
expense. In addition, as a result of our emphasis on payment accuracy, each of our

regional offices is conducting Error Reduction Conferences for the States which pro-
vide a forum for the exchange of effective ideas and methods. Finally, through the
use of our State Exchange project, FNS supports the interchange between State and
local agencies of proven methods to reduce certification and issuance errors.

SETTLEMENT OF FOOD STAMP LIABILITIES

FNS recently agreed with 26 State agencies to settle $300 million in outstanding
food stamp error rate liabilities for fiscal years 1986-1991. States agreed to invest
almost $45 million in payment accuracy improvements over the next five years.
FNS' offer of resolution of these liabilities was made so that Federal and State at-

tention could remain focused on program management rather than on a lengthy
court appeals process dealing with 8 to 10 year old claims.
Most of the States affected submitted acceptable investment plans reflecting a

broad spectrum of corrective action activities, such as increased client contact in the
form of front-end verification, quality assurance reviews, enhanced automation, ex-
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?anded
stafl/client training, and targeting of cases with high error probabilities,

wo States chose to pay settlement claims rather than investing.
The settlement of these older claims will not compromise future action by FNS

to aggressively pursue collection of quality control sanctions.

FOOD STAMP TAX OFFSET EXPANSION

We are working now to strengthen the agency's debt collection methods. One
method being tested collects the amount of overissued food stamp benefits fi*om Fed-
eral income tax refunds of individuals who received such excess benefits because of

fraud or providing erroneous information. These individuals are no longer partici-

pating in the program. In fiscal year 1992, the first year of the test, we collected

more than $3 million in offsets in the two States involved. Voluntary payments pro-
vided an additional $400,000. Within our current fiinding we have added seven
States for 1993, end collections, both offsets and voluntary payments, are higher
than expected. We plan to add another 12 States in 1994, which would bring in a
total of 21 States. While the amount of collections to the Federal government are
substantial in relation to the cost of the effort, starting up the program is resource
intensive. We plan to expand the program to the maximum extent that resources

permit. We estimate that program-wide use of tax offset would result in at least $25
million worth of collections per year. There is currently more than $600 million in
debt for overissued food stamp benefits due to firaud and erroneous information, and
a significant portion of this could be collected through Federal income tax offset.

FOOD STAMP TRAFFICKING

FNS investigators have focused their efforts on retailers who purchase food

stamps for cash at a discount. Additional fiinding permitted
us to increase the num-

ber of investigators on board at the beginning of this year fi-om 42 to 50. Therefore,
an increase in trafficking investigations is expected. An initiative begun last year
to promote the civil prosecution of trafficking retailers by U.S. Attorneys resulted
in settlements for over $250,000 in fines. We have already exceeded this level so
far this year and

expect this activity to result in over $1 million in settlements in
fiscal year 1993. FNS is also taking actions to expand the activity of States, pri-

marily State and locfil law enforcement units, against trafficking between recipients
and buyers in the streets. We are planning a limited number of pUot projects for

fiscal year 1994 to identify effective detection, investigation and sanctioning tech-

niques against street trafficking. FNS carefully coordinates its efforts with uie Of-
fice of the Inspector General to ensure that trafficking investigations are effectively
conducted.

RETAILER REAUTHORIZATION

FNS began a major initiative in fiscal year 1992 to collect current information and
reauthorize the 213,000 retailers which support the Food Stamp Program. Resources
had not been available and data on these stores had not been updated since the

early 1980's, resulting in a deterioration of our ability to monitor store compliance.
Funding in fiscal years 1992 and 1993 has enabled the Agency to remove stores
which had closed or were no longer eligible, collect information on new store owners
and obtain current sales information, which is the key to monitoring program com-
pliance. By maintaining current data on stores, limited resources can be targeted
to follow up on those wluch present the greatest threat to program integrity.

ELECTRONIC BENEFIT TRANSFER

Electronic Benefit Transfer (EBT) has the potential to reduce benefit diversions,

including trafficking. Selling or trading benefits through a third party is expected
to be more difficult with EBT because of the need for a system access terminal, the

recipient's EBT card and personal identification number to determine the amount
of benefits to sell. EBT also enhances control of trafficking by providing an audit
trail that supports both detection and prosecution of benefit diversions.

Today,
there are approximately 200,000 food stamp households and 3,750 retailers

using EBT. Over $400 million in program benefits will be provided through EBT in

fiscal vear 1993. Maryland is operating a Statewide EBT system as of April 1993,
and there are also EBT systems currently operating in Reading, Pennsylvania,
Bernalillo County, New Mexico, Ramsey County, Minnesota, and Dayton, Ohio. An
additional 25 States have expressed interest in EBT and are in the process of plan-
ning or developing their systems. Federal staff continue to work with States by pro-

viding technical assistance and review of system documentation. We are also pursu-
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ing a standard system for settlement and reconciliation of EBT payments with the

Department of Treasury and the Federal Reserve. A standard settlement system, as

currently operated by the Federal Reserve for the food coupon redemption system,
would be necessary for large-scale inter-State EBT operations. The President's 1994

Budget requests $10 million to establish this system.

FOOD STAMP PROGRAM INTEGRITY THROUGH INFORMATION MANAGEMENT

The Agency is implementing new automated systems in fiscal year 1993 which are

critically important to program and financial integrity. The Store Tracking, Author-
ization and Redemption Subsystem (STARS) is the automated system wluch stores

all data on retailers and records their redemptions of food stamps through the bank-

ing and Federal Reserve systems. The Disqualified Recipient System (DRS) will give
States access to a nationwide list of persons who have defrauded the Food Stionp
Program. It will help keep these persons off the program for the proper disqualifica-
tion period, even if tney move to a different State.

PROGRAM CONFORMITY AND SIMPUFICATION

We are active on a number of fix)nts to achieve greater conformity among federal

public assistance programs and the Food Stamp Program, as well as to simplify ad-
ministrative requirements. For example, FNS is providing staff support to the Wel-
fare Simplification and Coordination Advisory Committee. The eleven member Com-
mittee has met four times to discuss how interactions between Food Stamps, Aid
to Families with Dependent Children (AFDC), Medicaid and public housing pro-

grams can be streamlined. A report to Congress and the Federal agencies containing
recommendations for change will be released on July 1 of this year.

In addition, FNS has been actively working with the Administration for Children
and Families to assist the American Public Welfare Association task force on pro-

gram coordination in developing recommendations for areas in which consistency in

requirements for the AFDC and Food Stamp F*rograms could be achieved through
regulations or legislation.

EMPLOYMENT AND TRAINING DEMONSTRATIONS

Demonstration projects testing improved conformity between the Food Stamp Em-
ployment and Training Program (E&T) and the Job Opportunities and Basic Skills

Program (JOBS) of AFDC are being conducted in 49 project areas. Beginning this

year and lasting up to four years, the projects allow States to waive the food stamp
E&T regulations and substitute JOBS regulations in their place. Demonstration
sites are in the States of Missouri, Georgia, South Dakota, Texas and Hawaii.

NUTRITION ASSISTANCE FOR PUERTO RICO

An appropriation of $1,091 billion is requested for Nutrition Assistance for Puerto
Rico, the full amount authorized by the Food, Agriculture, Conservation, and Trade
(FACT) Act of 1990. The Program provides cash benefits and administrative funds
for a food assistance program tailored to the needs of low-income households in
F*uerto Rico.

CHILD NUTRITION PROGRAMS

For the Child Nutrition Programs, we request an appropriation of $7.6 billion for

fiscal year 1994. These fiinds are reauired to meet the payments authorized under
current law for subsidies to all children and for provimng free and reduced price
lunches, breakfasts and snacks to eligible children in schools, child and adult care
centers and through Food Service Programs.

HEAD START EXPANSION

As part of his proposal to expand Head Start, the President has requested an ad-
ditional $115 million for the Cnild and Adult Care Food Program. The request will

cover the increased meals and snacks that will be served to the participants of the

proposed new Head Start summer program.

IMPACT OF MILK BID-RIGGING ON PROGRAM OPERATIONS

We have been quite concerned about bid-rigging of milk supplies to local schools

operating our feeding programs. According to the Department of Justice's (DOJ)
Antitrust Division, as of February 1, 1993, 79 criminal cases involving school milk
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bid-rigging had been filed against 43 corporations and 55 individuals in the south-

east, midwest, and Texas. To date, 37 corporations and 41 individuals have been
convicted, and fines imposed total approximately $35 million. Twenty-three individ-

uals have been sentenced to serve time in iail. Federal civil damages in excess of

$7 million have also been imposed. Thirty-tour grand juries in 23 States continue
to investigate the milk industry. FNS has worked witii DOJ since 1989 on these
cases.

However, the actual direct damages resulting from milk bid-rigging fall on local

schools. The recovery of these damages and their return to the local schools has
been our primary concern in the resolution of these cases. FNS has worked closely
with the UOJ to insure that proposed settlement actions presented to us for concur-
rence take into consideration the recovery of local school milk damages either

through separate State action or through the Federal legal actions. Since the return
to local schools of those damages only occurs when recovery is through State action,
FNS has concurred with a strategy for these cases which reserves the recovery of

direct damages to the States and ^uses DOJ's efforts on criminal and civil penalty
actions. To date, we are aware of State civil actions which have recovered over $50
million in local school damages from over 20 corporations. State civil actions are
also pending against at least 4 other corporations.
PT^S will continue to make determinations regarding the necessity for debarment

or suspension action against dairies convicted ofbid-rigging. In making these deter-

minations, we will consider the present responsibility of the companies and individ-

uals involved, the potential impact of such actions on local program operations, and
any other information that may be pertinent to the determination.

SCHOOL BREAKFAST PROGRAM START-UP GRANTS

As you know, the Agency has been actively pursuing expansion of the School
Breakfast Program through the use of special start-up grants. As one means of en-

couraging schools to operate breakfast programs, Puolic Law 101-147 established
a five-year series of competitive grants to help defi-ay start-up costs. As envisioned
in the statute, these grants cover nonrecurring costs and are targeted to schools at-

tended by a significant number of low income students. In the &rBt four years, $18
million in grants were awarded for over 2,800 schools with nearly 580,000 needy
students in 38 different States. For the fiscal year 1994 grants totalling $5 million,
38 States submitted proposals totalling over $7.1 million. We are in the process of

evaluating these proposals and expect to make awards later this Spring.

HOMELESS DEMONSTRATION PROJECTS

The Homeless Demonstration Project, authorized by Public Law 101-147 to deter-
mine the best means for providing food service to homeless children under the age
of 6 in emergency shelters, is now in its third year of operation. Since the beginning
of the Project, we have solicited sponsors on three sepeirate occasions and now have
37 participating sponsors serving 60 homeless shelters. We are continuing to accept
applications and anticipate adding additional shelters to the Project.

COMMODITY SUPPLEMENTAL FOOD PROGRAM

For fiscal year 1994, the appropriation request is $94.5 million. This amount sup-
ports caseload allocations of about 373,000 women, infants, children and elderly. For
fiscal year 1994, USDA will donate 4 million pounds of nonfat dry milk and 9 mil-
lion pounds of cheese, as required by the FACT Act of 1990, to supplement food pur-
chased with funds directly appropriated to the progrtun.

FOOD DONATIONS PROGRAMS FOR SELECTED GROUPS

An appropriation request of $244.4 million supports the programs for the Food
Distribution Program on Indian Reservations (FDPIR), Nutrition Program for the

Elderly (NPE), Commodities for Soup Kitchens, the remaining support for the nu-
clear affected islands as well as Palau and disaster assistance.

THE EMERGENCY FOOD ASSISTANCE PROGRAM

The appropriation request for this program is $209,455 million, which includes

$163.24 inillion for the
purchase of commodities authorized by law, and $46,215 mil-

lion to assist States witn administrative expenses.

Appropriations language for the 1994 request will permit USDA to deliver these
commodities to States through December oi the following fiscal year, thus eliminat-
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ing a service gap caused by the need to wait each year for annual appropriations
before beginning the purchase cycle.

SPECIAL MILK PROGRAM

The President's Budget requests $20,277 million to continue current law oper-
ations of this program in fiscal year 1994.

FOOD PROGRAM ADMINISTRATION

Critical to achievement of sound program management are the administrative
funds of the Agency. For fiscal year 1994, appropriations of $105.2 million are re-

quested.
The Food and Nutrition Service's eight appropriations account for over half of the

budget authority of the USDA. Over 99 percent of the total appropriations are used
for recipient benefit payments or grants to States for their administration of the

programs. Food Program Administration represents less than one percent of the
total. This appropriation pays for direct federal administrative expenses, including
salaries and benefits, travel and information technology. The Food and Nutrition
Service employs less than two percent of the people who work for the USDA.
About one-third of FNS employees are stationed at the headquarters office in Al-

exandria, Virginia. These staff are engaged primarily in program policy and regu-
latory development, program research and evaluation. Food Stamp Program compli-
ance activity, information resources management, financial management and certain

other centralized administrative support fiinctions. The other two-thirds of the staff

are located at seven regional offices and 81 field offices nationwide. These personnel
work closely with State and local cooperators to implement and monitor the pro-

grams, as well as working with retailers to seek authorization to redeem food

stamps.
We recognize that all government agencies must take aggressive action to improve

management and administrative practices in order to reduce unnecessary spending.
We are working very hard to aclueve this goal without jeopardizing our mission to

safeguard the interests of ovir program recipients and the taxpayers who pay the
bUls.

FINANCIAL MANAGEMENT INITIATIVES

As you know, the Chief Financial Officers (CFO) Act of 1990 requires federal

agencies to perform a number of actions, including: creating integrated financial sys-
tems over a five year period; producing annual audited financial statements; devel-

oping systematic performance measurement; and improving management reporting.
FNS has made significant progress in all of these areas.

In October 1992 we implemented the first phase of a new financial management
system which, when completed, will provide a single, integrated data base and ac-

counting system for all FNS accounting and financial reporting operations. This sys-
tems development effort, which was begun five years ago, is one of the few in ^e
federal government which has come in on time and on budget. This effort has re-

quired—and will require for the next several years—significant resources from our

salary and expenses budget, in order to ensure the data integrity, accountability,
and reporting capabilities required for major federal programs like the Food Stamp
Program and WIC. When compared with the size of the annual, and growing, budg-
et authority for which FNS is responsible, the amount of resources expended and
needed in the future for our integrated financial management system represents a

very large benefit with an immediate payback.
FNS has produced financial statements for the past six years. FNS issued its first

Annual Report for fiscal year 1991 that included the most recent Financial State-
ments and our first publication of program performance measures as required by
the CFO Act. These statements were audited by the General Accounting Office

(GAO) in fiscal years 1987 and 1988 and by the USDA in fiscal years 1991 and
1992. We have also improved our financial management operations in a wide num-
ber of areas in response both to GAO and OIG audits and to our internal manage-
ment controls and CFO Act 5-year plan action items. These actions include im-

proved training programs for our financial management personnel, the systems de-

velopment effort which has resulted so far in implementation of the first phase of
our new integrated financial management system, and in improved internal controls
and data integrity throughout the agency.
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RESEARCH AND EVALUATION

Dxiring fiscal
year 1993, FNS expects to spend slightly over $19 million on pro-

gram research, demonstrations and evaluation studies. These funds will support ten

Congressionally-mandated or requested projects including Competitive Nutrition
Education Grants, Resource Tests for Lacensed Vehicles, Food Stamp Outreach

Grants, WIC Participant and Program Characteristics, a School Breakfast and
Lunch Meal Cost Study, a National School Lunch Program (NSLP) School Drop Out
Study, a State Administrative Cost Study, Paperwork Reduction Pilot Projects,
School Lunch Eligible Nonparticipants, and a Universal Free Lunch Study.

Additional areas of research include EBT, control of food stamp trafficking, reduc-

ing barriers to good nutrition among food stamp program participants, use of nutri-

ent standards in the National School Lunch Program (NSLP), assessment of nutri-

tional content of meals in the Child and Adult Care Food Program (CACFP), and
the Infant Feeding Project.
We have several significant reports coming out over the next few months. As I

mentioned earlier, this year marks the culmination of our research on demonstra-
tions of cash-out of the Food Stamp Program. We released results from the San
Diego and Alabama "pure" demonstrations on January 19, 1993. We expect reports

very soon fi"om the Washington State Family Independence Program and Alabama
ASSETS demonstrations. A report on administrative costs and retailer impacts in

San Diego will also be available shortly. In other areas, we expect to release a re-

port on the impacts of EBT in New Mexico and Minnesota in the next few months.

Also, we expect to release the results of a study on the nutrient content and dietary

impact of the NSLP, as well as a national study on the adult day care component
of CACFP.
The fiscal year 1994 budget requests include $19.8 million, spread among the

Food Stamp, Child Nutrition and WIC accounts, to continue program research and
evaluation activities for the agency.
That summarizes the fiscal year 1994 budget of the Food and Nutrition Service.

I will be happy to answer the Committee's questions.

Statement of David A. Rust

Mr. Chairman and Members of the Committee: I am David A. Rust, Acting Ad-
ministrator for the Human Nutrition Information Service (HNIS). I am pleased to

be here today to discuss the Human Nutrition Information Service's current activi-

ties and our plans for fiscal year 1994. HNIS is part of the Office of Food and
Consvmier Services.

THE MISSION OF THE HUMAN NUTRITION INFORMATION SERVICE

HNIS is, as its name implies, an information service organization responsible for

conducting applied research in three broad areas: (1) Food Consumption—what
Americans buy and eat (2) Food Composition—the nutrient content of foods and (3)

Nutrition Education—helping Americans make informed food choices. These activi-

ties enable HNIS to make a direct and ongoing contribution to USDA's overarching
mission of ensuring the health and well-being of all Americans through improved
nutrition.

In carrying out its mission, HNIS is the lead USDA agency in two critical areas.

First the agency, in coryunction with the Department of Health and Human Serv-
ices (DHHS), is responsible for updating and promoting the Dietary Guidelines for

Americans, the most authoritative dietary guidance given by the Federal Govern-
ment to the American people. By law, the next update of the Dietary Guidelines for

Americans will be released in 1995. Second, HNIS coordinates USDA activities

under the National Nutrition Monitoring and Related Research Program
(NNMRRP), a comprehensive effort spanning all of the nutrition monitoring activi-

ties of 22 Federal Departments and Agencies. This wide-ranging activity mandated
by P.L. 101-445, The National Nutrition Monitoring and Related Research Act of

1990, is also coordinated with the Department of Heedth and Himian Services.

The information HNIS collects, analyzes and disseminates helps to support the

development of sound public policies by other agencies across the Department and
the Federal Government. The policy formulation process for food assistance; food la-

beling; food safety; food formulation, production and marketing; and nutrition edu-
cation and health promotion programs all benefit from the work done by HNIS.
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HOW THE AGENCY IS DOING WITH 1993 FUNDS

After completing the second quarter, HNIS is operating well within its fiscal year
1993 appropriation. There are two 1993 issues that I would like to bring to the sub-
committee's attention:

1. When HNIS formulated its 1993 budget request we expected to spend between
$2.8 and $3.0 million on the Continuing Survey of Food Intakes by Individuals

(CSFII) contract. In September 1992, we entered into a fixed price contract with
Westat, Incorporated

in Rockville, Maryland to conduct the CSFII 1994-1996. The
developmental phase of this survey extends fi-om September 1992 to December 1993.

$1.1 million of fiscal year 1992 funds were used to fiind this developmental work.
The Office of the General Counsel determined that we could not expend fiscal year
1993 dollars for this contract. The basis of their decision was that nscal year 1993
dollars were not needed to support this contract (bonafide need). We are therefore

asking, as part of the President's budget request for permission to use these funds
for the Continviing Svuvey in fiscal year 1994.

2. In its 1993 budget request, HNIS asked this subcommittee for $455,000 to

cover the cost of moving the agency to a new location. The lease at its current loca-

tion in Hyattsville, Maryland expires in July 1993 and we now expect to move into
new offices in the District of Columbia at about that time. We estimate that no more
than $750,000 will be needed to cover the non-GSA moving expenses. We have 1993
funds sufficient to cover this expense.

CURRENT ACTIVITIES

Nutrition Monitoring.
—^The agency monitors food intake and the nutrient content

of the diets of the American population, and collects and publishes the most com-

prehensive data on the nutrient composition of foods. Major activities in progress
include:

1. Implementing the requirements mandated in Public Law 101-445, the National
Nutrition Monitoring and Related Research Act of 1990. The Department of Agri-
culture is committed to fulfilling the requirements of this legislation. We are work-

ing jointly with the Department of Health and Human Services (DHHS), which
shares joint responsibility for the National Nutrition Monitoring and Related Re-
search Program. In accordance with Public Law 101-445, Federal coordination of

monitoring activities is carried out under the auspices of the Interagency Board for

Nutrition Monitoring and Related Research, co-chaired by the USDA Assistant Sec-

retary for Food and Consumer Services and the DHHS Assistant Secretary for

Health. The Board consists of 22 Federal agencies that conduct surveys or other re-

search activities or are major users of nutrition monitoring data. One recent accom-
plishment was the completion of the Ten-Year Comprehensive Plan for Nutrition

Monitoring and Related Research. The Ten-Year Plan was formally transmitted to

Congress in January 1993 and it addresses the objectives and activities needed over
the next decade to meet the goal of a coordinated and comprehensive National Nu-
trition Monitoring Program. Another requirement of Public Law 101—445 is the es-

tablishment of the nine-member National Nutrition Monitoring Advisory Council.
The Council was established and held its first meeting in late February, 1992, with
two subsequent meetings later in the year. The Council issued its first report to the
Secretaries of USDA and DHHS in December 1992. The Council's next meeting is

scheduled for May 18-19, 1993.
2. Analyzing and releasing the data from the Continuing Survey of Food Intakes

by Individuals (CSFII 198&-1991) including the telephone follow-up Diet and Health
Knowledge Survey (DHKS) that assesses consumer perceptions on diet/health and
food safety issues. Data tapes from the 1989 survey phase were released in Novem-
ber 1992. The 1990 data are scheduled to be released in May 1993 with the final

phase (1991) completed by the end of this calendar year. I would note, Mr. Chair-
man, that the data collection phase for CSFII 1991 was completed in May 1992. The
agency has set a goal of releasing survey data in a more timely manner. You can
see a steady improvement in the release of data from CSFII 1989, 1990, 1991 and
we are determined to release the data obtained in CSFII 1994-1996 even more effi-

ciently after the completion of each yearly wave of data collection. In addition, HNIS
is developing an automated database management and an on-line coding system to
be used Dy future survey contractors to further improve data handling and timeli-
ness.

3. Providing annual estimates of the nutrient content of the total U.S. food supply.
This series of

publications provides the only source of data on trends, since 1909,
of the foods ana nutrients available for consumption.

4. Continuing support to the Department's Pesticide Data Program. As one of four
USDA agencies working on this program, HNIS is responsible for providing data on
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food consumption in a form that will allow the Federal government to assess more
accurately the population's exposure to certain pesticide residues. HNIS, with the

cooperation of the Environmental Protection Agency and the Food and Drug Admin-
istration, is developing a Food Grouping System (FGS). When fully operational the
FGS will enable us to convert more than 5,000 mixed food items consumed by indi-

viduals back into their basic agricultural components in a form that can be used
to determine potential exposure to pesticide residue.

5. Maintaining and continually updating the National Nutrient Data Bank
(NNDB) and the Survey Nutrient Data Base. The NNDB is the most comprehensive
resource for nutrient composition of foods in the world. Current analytical research
on foods is focusing on the major contributors of fat, fatty acids, cholesterol and die-

tary fiber and for 26 nutrients in the most frequently consumed foods as reported
in USDA's food consumption surveys. NHIS also maintains the Survey Nutrient
Data Base which is used in the Continuing Survey and also by the National Center
for Health Statistics (NCHS), DHHS, for their National Health and Nutrition Exam-
ination Survey (NHANES). An HNIS-NCHS interagency work group decides when
food items should be added to the Survey Nutrient Data Base or when existing food

descriptions should be updated.
6. Expanding our Nutrient Data Bank Electronic Bulletin Board to maintain and

improve communications between HNIS and our data users. It is accessed by per-
sonal computer and provides up-to-date information about HNIS nutrient data and
survey data releases and other relevant topics. The data bank can also be accessed

by way of the Internet System, run bv the National Science Foundation, which
makes the bulletin board available worldwide.

7. Publishing Agriculture Handbook No. 8 Composition of Foods, Raw, Processed,
Prepared. Handbook eight is made up of 21 sections to expedite the release of data
to the public. Each section contains a table of nutrient data for a major food group.
The entire handbook covers a wide range of food products. Ongoing revision is being
done either by entire section, or individual food items and the changes are published
in annual supplements.

8. Planning for the 1996-1997 Household Food Consumption Survey (HFCS).
Early planning and development work with the Bureau of the Census is proceeding
on schedule. The process involves input from the users so that the HFCS will be
of use to agencies across the government.
Nutrition Education.—^The agency conducts an ongoing research program to deter-

mine the basis for dietary guidance policy and the most effective methods and strat-

egies for improving the dietary status of Americans. Major activities include:
1. Conducting ongoing research to assess the dietary status of the population. The

results of this work along with methodological studies have been used to answer in-

quiries, have been presented at professional meetings and published, and have been
used to develop our own educational material. Over the past year, we have con-
ducted studies on problem nutrients, food sources of nutrients, trends in the use of
animal and vegetable products, food sufficiency, and food safety issues. Our research

helps us and others in the nutrition/health community develop appropriately tar-

geted programs and materials that will help Americans achieve a diet that main-
tains and even improves their health. A new focus of this work will be on the new
food label as a tool for nutrition educators.

2. Establishing the research base for dietary guidance policy. The content of die-

tary guidance materials is based on research on bridging the gap between current
American diets and dietary recommendations. For extimple, last year we published
three reports on the research basis for the Food Guide Pyramid snowing that estab-
lished nutritional goals for vitamins, minerals, fats, calories and other food compo-
nents could be achieved by following our Food Guide. Menus and recipes, which are
used in educational materials to show consumers practical ways of putting dietary
guidance into practice, are developed smd tested in our foods laboratory.

3. Conducting ongoing research to support development and updating of USDA's
four family food plans—^thrifly, low-cost, moderate-cost, and liberal. The cost of
these food plans is released monthly, and the cost of the thrifty food plan for June
of each year is used as the basis for benefits in the Food Stamp Program for the

following fiscal year.
4. Conducting research on the most effective methods of communicating dietary

guidance to target audiences. To improve dietary behavior, we must give consumers
information that is meaningful ana useful to them. Various research techniques
such as focus groups and in-depth interviews have been used to develop nutrition
education materials for older adults, teenagers and adults with low literacy skills.

The reactions of certain segments of the population to various graphic illustrations

of our Food Guide have been presented and published. Work is ongoing on how best
to communicate nutrition education to pregnant teenagers.
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5. Developing dietary guidance materials designed to provide consumers with the

f>ractical

information needed to improve their diets. Examples of publications re-

eased or soon to be released by the Agency are as follows:

—"The Food Guide Pyramid", Home & Garden Bulletin No. 252, 1992—a 32-page
booklet for consiuners that explains the pyramid.—"Dietary Guidelines and Your Health: Health Educator's Teaching Kit," MP-
1490, 1992—a curriculum guide with lesson plans and learning activities on

healtiiy diets for health educators to use in teaching junior and high school stu-

dents.

—"Making Healthv Food Choices", Home and Garden Bulletin No. 250,"—a 17-

page booklet on healthful diets for adults with low literacy skills.— Tood Facts for Older Adults: Information on How to Use the Dietary Guide-

lines", Home and Garden Bulletin No. 251, (to be released in May, 1993)—a 68-

page booklet on healthful diets for older adults.

ESSENTIAL FISCAL YEAR 1994 PRIORITIES

HNIS has identified the following six priority activities which we are currently

planning to pursue in fiscal year 1994:

(1) Continuing Survey of Food Intakes by Individuals (CSFII) 1994-1996—In Sep-
tember 1992, HNIS entered into a complex fixed-price contract with Westat, Incor-

porated of Rockville, Maryland, to conduct the nejct three year cycle of the Continu-

ing Survey. The total
projected

cost of the contract for the work currently planned
is foxirteen million dollars over four fiscal

years.
We are currently in the devel-

opmental phase of the contract and pilot study activities will begin soon at ten loca-

tions across the country. We expect to begin the first fiall year of data collection in

the second quarter of fiscal year 1994. The projected cost of the work to be ftinded
in fiscal year 1994 is $4.2 million.

As stated earlier, Mr. Chairman, HNIS had planned to commit between 2.8 and
3.0 million dollars to the Continuing Survey in fiscal year 1993. The Office of the
General Counsel (OGC) advised us uiat there was no bonafide need for 1993 funds
to be used for this contract. We are, therefore, asking the Congress to authorize the

Department to carry over unexpended 1993 ftinds into the next fiscal year specifi-

cally to support the CSFII. Our 1994 budget request is predicated on your granting
the Department authority to carry these funds forward.

(2) Planning the Household Food Consumption Survey 1996-1997 (HFCS) (for-

merly the Nationwide Food Consumption Survey (NFCS)). Every decade since 1936,
the U.S. Department of Agriculture has conducted a major NFCS. In previous years,
the NFCS gathered data on both household and individual consumption patterns.
Now that individual food intake is measured by the Continuing Survey, the HFCS
1996-1997 will focus exclusively on collecting household data.

(3) Continuing support
for activities contained in the Ten-Year Comprehensive

Plan for Nutrition Monitoring. HNIS is responsible for 41 activities (31 of those are
shared responsibilities with another agency) and serves as a contributing or collabo-

rating organization for 15 activities.

(4) Supporting, jointly with DHHS, the updating of the Dietary Guidelines for

Americans, due to be completed in 1995.

(5) Using survey data and the developing Food Grouping System to better ascer-
tain levels of exposure to pesticide residues.

(6) Modernizing the Nutrient Data Bank system and expanding food composition
research.

FISCAL YEAR 1994 BUDGET REQUEST

The HNIS budget request for fiscal year 1994 is $13,142,000, an increase of

$2,354,000 over the fiscal year 1993 estimate of $10,788,000. The budget submission
includes a request to carry over unexpended 1993 funds into 1994 specifically for
the purpose of funding the CSFII 1994-1996.

In fiscal year 1992, with a total budget of $10.8 million, HNIS was able to fiind

the developmental phase of CSFII at $1.1 milUon. In fiscal year 1994, HNIS, with-
out carryover authority, would have to fund the first full year of data collection ($4.2
million) from a $10.9 million budget. The size of the fixed-price contract obligation
in fiscal year 1994 highlights the critical need for the Congress to grant us the au-

thority to retain the unused fiscal year 1993 funds for use in fiscal year 1994.
In closing, Mr. Chairman, let me stress once again that HNIS plays an essential

role in helping USDA meet its responsibility to promote the health and well-being
of all Americans through improved nutrition. It is a small agency with an important
mission. Fiscal year 1994 will be a very productive year for the agency ana HNIS
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is determined to delivery quality work in a timely manner to our customers at

USDA, other federal agencies, private sector organizations, and the general public.
Mr. Chairman, I will be happy to answer any questions you or other Committee

members may have.

Biographical Sketches

GEORGE A. BRALEY

George A. Braley has been serving as Acting Assistant Secretary for Food and
Consumer Services, U.S. Department of Agriculture since January 1993. He is re-

sponsible for the development of national nutrition and consumer policies. Mr.

Braley manages the Food and Nutrition Service which administers the domestic
food assistance programs, including the Food Stamp, National School Lunch, Com-
modity Supplemental Food, and Women, Infants and Children (WIC) Programs. He
is also responsible for the Human Nutrition Information Service and the Office of

the Consumer Advisor.
From June 1990 to January 1993, Mr. Braley served as Associate Administrator

of the Food and Nutrition Service where he helped manage the Nation's food assist-

ance programs.
From 1982 to 1990, Mr. Braley served as Deputy Administrator for Special Nutri-

tion Programs where he had responsibility for managing the Child Nutrition, Food
Distribution and WIC programs.
From 1978 to 1982, Mr. Braley worked in the Office of Policy Planning and Eval-

uation, and from 1972 to 1978 in the Agency's Child Nutrition Division.

Bom in Riverdale, Maryland, Mr. Braley currently resides in Oakton, Virginia. He
holds a B.A. in Economics from the University of Maryland and a Master's degree
in Public Administration from Pennsylvania State University.

ANDREW P. HORNSBY, JR.

Andy Homsby has served his entire Federal career with the U.S. Department of

Agriculture's Food and Nutrition Service in a variety of settings that include the

field, two regional offices and FNS' national office. In September 1991, he was ap-
pointed Deputy Administrator of the Food Stamp Program after returning from Ala-
bama where he served a 4-plus-year stint as the State's welfare commissioner. He
has been serving as Acting Administrator since January 1993.

Homsby began his career in the Southeast Region where he gained field office ex-

perience in Birmingham and Montgomery, Alabama, and also worked as a member
of the Atlanta Regional Office food stamp staff.

During his FNS tenure, he has held several key posts involving the Food Stamp
Program. He was Director of the Federal Operations Division, wnich was charged
with the responsibility of supervising 240,000 grocery stores authorized to accept
food stamps. In 1976, he became chief of the newly organized Compliance Branch,
which conducts investigations of stores involved in food stamp violations. Homsby
received the USDA Superior Service Award in 1977 for his outstanding leadership
and management of the food stamp Compliance Branch.

In 1980, Homsby was appointed Deputy Administrator for Regional Operations,
which provided liaison between FNS' national office and its seven regional offices.

He later became Administrator of the Mid-Atlantic Regional Office in New Jersey,
which is

responsible
for administering FNS programs in States along the Atlantic

seaboard and in Puerto Rico. He left the Mid-Atlantic post in 1987 on a temporary
intergovernmental personnel assignment to become Alabama's welfare commis-
sioner. During his tenure the State launched a highly regarded welfare cashout pilot

project.

Homsby is a graduate of Auburn University where he majored in business admin-
istration.

DAVID A. RUST

David A. Rust, has served as the Associate Administrator of the Human Nutrition
Information Service (HNIS) since April 1992.
The Department of Agriculture promotes the health and well-being of Americans

through improved nutrition. The Human Nutrition Information Service contributes
to this mission through the conduct of national food consumption surveys, food com-

position research, and nutrition education programs. The Agency plays a primary
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role in the National Nutrition Monitoring and Related Research Program and in the

development and promotion of the Dietary Guidelines for Americans.
roJIS serves the American public by conducting applied research in food and nu-

trition—what foods we consume and what nutrients are in those foods, the factors

that influence what we eat and how to make informed food choices.

Before coming to USDA, Mr. Rust held a number of positions in the U.S. Depart-
ment of Health and Human Services, most recentiy serving in severed key positions
at the Social Security Administration.
Mr. Rust is a graduate of the Catonsville Community College and Frostburg State

University, Maryland, and has done graduate work at Towson State University,
Mauyland, and at the American University, Washington, D.C. He lives in Rockville,

Maryland with his wife and two children.

MICKEY LELAND CHILDHOOD HUNGER RELIEF ACT

Senator Bumpers. Mr. Braley, what is the Mickey Leland Child-
hood Hunger ReUef Act? What does it do?
Mr. Braley. That is a piece of legislation that has been worked

on in the Agriculture Committees of both the House and Senate
over the last 2 years.
The day before yesterday, Secretary Espy signed and sent for-

ward the administration's legislative proposal, which builds on the
earlier Mickey Leland legislation. Our bill is called the Mickey Le-
land Hunger Prevention Act. It takes a number of areas in the
Food Stamp Program where we have problems such as benefit im-
balances among various target populations.

It really attempts to deal with three major areas of food stamp
law right now, to ensure adequate assistance for people by raising
the overall benefit structure. It eliminates the shelter cap. That is

the cap on shelter deductions that people can have.
It promotes self-sufficiency in the program by allowing partici-

pants to accumulate assets at a higher rate than previously, so

that they can save money to educate themselves to gain employ-
ment.
There is a major integrity section in the bill that deals with im-

proving integrity by tackling such issues as over-issuance of food

stamps and trafficlang, to shore up the integrity of the program as
well.

I would be happy to provide a copy of some materials that go into

detail, a section-by-section analysis of the bill, if you would be in-

terested, Mr. Chairman.
[The information follows:]
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Direct Spending Provisions of Mickey Leiand Hunger Prerention Act

April 26. 1993

SectioQ Provisioa 1994 1995 1996 1997 1998 Total

Ensuring Adequate Food Assistance

101 Increase basic benefits to 104 290 300 305 310 320 1,525

percent of the TET in 1994

102 Exclude the earnings of individuals 2 10 10 10 15 47

age 18-21 who are elementary or

secondary students and who live with

their parents (implement 7/94)

103 Raise the shelter deduction cap to 125 570 590 605 620 2.510

$225 in 1994 and remove in 1995

104 Exclude earned income tax credits

from resources for current participants

for one year

105 Exclude entire amount of vendor

payments for transitional housing
for the homeless (implement 7/94)

106 Exclude GA vendor payments for

certain energy or utility expenses

(implement 7/94)

107 Eliminate proration of benefits for

households off the FSP < 1 month

(implement 7/94)

108 Increase NAP funding above baseline 20

25

25

25

25

25

25

5 21

5 21

30 110

25 120

Promoting Self-Sufriciencv

201 Exclude non-Tille IV educational

assistance

5 25

202 Exclude child support payments to 45 190 205 220

non-household members from income

(implement 7/94)

203 Exclude up to $50 in child support for 50 205 215 225

all FSP households (implement 7/94)

240 900

235 930

204 Increase E&T dependent care reim-

bursements to $200 for children under

age 2 and $175 for all other children

Increase dependent care deduction

to $200 for children under age 2 and

$175 for all other dependents

Allow States the option to increase

the E^ScT participant reimbursement cap
for expenses other than dependent care

above a minimum of $25

205 Increase the FMV for automobiles to

$5,500 in 1994 and mdex thereafter

45 105 120 135

4 20

150 555
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Section Provision 1994 1995 1996 1997 1998 ToUd

206 Exclude from countable resources «

vehicles necessary to carry fuel or

water (implement 7/94)

207 Demonstrate allowing participating a 2 5 5 5 17

households to accumulate up to

$10,000 in assets

Simplifying the Provision of Food Assistance

301 Simplify household definition 15 65 80 85 85 330

(implement 7/94)

302 Increase the resource limit for HHs 2 10 10 10 10 42
with disabled members to $3,000

(implement 7/94)

303 Assure adequate funding for the FSP

ImoroTing Program Integrity

401 Expand the use and disclosure of

information provided by retailers

402 Use Federal salary offsets for -5 -5 -5 -2 -2 -19

claims collection

Allow recoupment for State agency -10 -10 -10 -10 -10 -50

error claims

4dj

4€^

Permanently authorize use of Federal

tax offsets for all claims

Allow the use and disclosure of

taxpayer identification numbers

provided by retailers

Authorize street trafficking

demonstrations

Improving Food Stamp Program Management

501 Clarify categorical eligibility

502 Amend provision concerning intentional

program violations to apply to EBT users

503 Uncap civil money penalties for •«>•<
retailer trafficking in food stamps

504 Permanently disqualify retailers

that sell drugs and firearms

Federal Funding of Administrative Costs

601 Reduce enhanced match rates for -20 ^0 -40 -40 -40 -180

ADP development, anti-fraud

activities, and SAVE
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Section Provision 1994 1995 1996 1997 1998 Total

Other

Interaction among provisions 2 10 15 15 15 57

Printing and processing coupons 2 5 5 5 5 22

Total Cost

Budget Authority 580 1,487 1,575 1,643 1,723 7,008

Outlays 563 1,457 1,573 1.641 1,721 6,955

Note: Based on January 27, 1993 economic assumptions.

• Coft II leu thin SI million

LETTER FROM MIKE ESPY, SECRETARY OF AGRICULTURE

Honorable Thomas S. Foley o 7 iqm
Speaker of the House WK H CXU

of Representatives
H 204 Capitol

Washington. D.C. 20510

Dear Mr. Speaker:

Enclosed for the consideration of the Congress is a bill to amend the Food Stamp
Act of 1977, as amended. This bill is entitled the Mickey Leland Hunger Prevention

Act. Also enclosed is a section-by-section analysis explaining the provisions of the bill.

The bill contains provisions to support the President's Fiscal Year 1994 Budget.

The President's Budget includes significant increases in benefits provided by the Food

Stamp Program. This bill would reduce hunger among poor children, simplify and

improve program administration, help assure the integrity of the Food Stamp Program,
and help offset the effect of the proposed energy tax on low income households. Most of

the benefits provided by this bill would go to low-income families with children.

The cost estimates include costs of interaction among the individual provisions of

the bill of $2 million in Fiscal Year 1994. $10 million in Fiscal Year 1995. and $15

million annually in Fiscal Years 1996-1998. The cost estimates also include projected

costs for printing and processing the additional quantities of food stamps that would be

issued as a result of enactment of the proposals included in the bill. These costs are

estimated to be $2 million in Fiscal Year 1994 and $5 million annually in Fiscal Years

1995-1998.

Finally, the cost estimates include $20 million savings for Fiscal Year 1994 and

$40 million savings annually in Fiscal Years 1995-1998 which could be achieved from

implementation of the provisions in Title VI of the bill. These provisions would

normalize Federal funding at 50 percent for most costs of State agencies' administration

of the Food Stamp Program. They will also be included in an Administration bill to

eliminate most enhanced Federal funding of Slates' costs of administering several other

programs (e.g.. Aid to Families with Dependent Children and Medicaid), where the same
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cost savings will be reported. The provisions are also included in this bill to reflect the

Depanment's complete set of proposed changes to the Food Stamp Program as well as

its commitment to reduce costs where it is possible to do so without affecting the ability

of the Food Stamp Program to meet the food assistance needs of low-income Americans.

The Department has developed this bill in part in the context of many bills
'

introduced in the Senate and House of Representatives in the past few years. Among
these bills are S. 2310, introduced by Senators Sasser and Domenici and many others in

1990, and S. 757, introduced by Senator Leahy in 1991. All of these bills and the debate

surrounding their consideration culminated this year in the introduction of H.R. 529, the

Mickey Leland Childhood Hunger Relief Act. H.R. 529 is intended to ensure adequate
food assistance, promote self sufficiency, simplify administration of the Food Stamp
Program, and improve program integrity. All of these goals have been pursued by the

Depanment in drafting this legislation; thus, this bill makes use of many of the

provisions of H.R. 529.

The enclosed bill includes over one third of the provisions of H.R. 529 without

change other than for format. They include an income exclusion for transitional housing
vendor payments for homeless people, elimination of proration for former food stamp
households that have a break in panicipation of 30 days or less, increased funding for

Pueno Rico's Nutrition Assistance Program, increases in the dependent care deduction

cap and the resource limits for households containing disabled members, and a resource

exclusion for vehicles necessary to transport fuel and water for households.

Three other provisions drawn from H.R. 529 have been redrafted for reasons of

clarity. They are the income exclusions for the energy/utility cost portion of general
assistance vendor payments and for up to $50 in child support received by households,

and reimbursements to participants in the Food Stamp Employment and Training

Program.

Four other provisions of H.R. 529 have been somewhat revised. The provision of

H.R. 529 that would simplify the household definition has been revised to raise the age
of children who live with their parents and must be considered members of their parents'

households and to clarify the status of minor children who are under the parental control

of household members. The provision of H.R. 529 that would exclude legally-obligated

child suppon paid to nonhousehold members has been revised to provide the

Depanment authority to establish the mcthod(s) of determining the amount of the

exclusion. The provision of H.R. 529 that v/ould exclude the earnings of high-school
smdents' has been revised to limit the exclusion to high-school students twenty one yean
old or younger. The provision of H.R. 529 that would eliminate procedures for reducing
allotments when there is inadequate funding available for the Food Stamp Program has

been revised to eliminate an additional requirement that also became superfluous with

open-ended appropriation authority.

The enclosed bill contains three provisions which are similar to provisions in

H.R. 529 and the Childhood Hunger Prevention Act introduced by Senators Sasser and

Domenici. The provision on increasing maximum benefit levels has been revised so that

maximum benefits would rise to 104 percent of the cost of the Thrifty Food Plan on

October 1, 1993, and remain at that level. The enclosed bill would remove the cap on

the excess shelter expense deduction in Fiscal Year 1995. The enclosed bill would also

raise the limit on the fair market value of vehicles that is excluded in determining

households' resources to $5,500 in Fiscal Year 1994. The $5,500 limit was recommended

by President Reagan's Task Force on Food Assistance in 1984.

While the Department shares the goals embodied in H.R. 529 and other bills

proposed to improve the Food Stamp Program and better serve the needs of low-income
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families with children, and has included provisions in this bill to attain those goals, there

are other goals that would be met by provisions of the enclosed legislation.

First, the enclosed bill contains several provisions that would bring the Food

Stamp Program into closer conformity with the Aid to Families with Dependent Children

program. Increasing conformity between these programs that serve many of the same

clients and are administered by the same State agencies, with eligibility and benefit

determinations often being made by the same caseworkers, would simplify the

application process for both program applicants and State agency employees. Simplifying

the application process results in easing access to the program, expediting eligibility

determinations, and reducing errors.

Another goal in proposing this legislation is my fervent belief that food stamp

recipients must be empowered to better their own lives and, thus, escape their reliance

on Federal assistance. Accordingly the enclosed bill includes three provisions that are

not included in H.R. 529. First, earned income tax credits (EITCs) would be excluded

from the calculation of resources for one year after their receipt by current food stamp

recipients; EITCs are currently excluded as income and as resources in the month

received and the next month. The current treatment may cause currently participating

households to spend their EITCs quickly in order to avoid losing food stamp benefits--a

result contrary to prudent public policy. Second, a provision has been added to provide

the Department authority to conduct demonstration projects to test permitting

participating households to accumulate up lo S 10.000 in resources in order to improve
the education, training, or employability of household members or to purchase or repair

a house for the household's use or to enable the household to relocate. Third, the

educational income received by students that enables them to funher their education or

otherwise become more self-reliant would be excluded for food stamp purposes.

Finally, because improving the integrity and management of the Food Stamp
Program are always important goals of the Department, the enclosed bill includes two

full titles containing integrity and management proposals. These proposals contain

several key provisions of S. 505, the Food Stamp Anti-Fraud Act of 1993, introduced by
Senators McConnell, Dole, and Lugar. Enactment of the Administration's proposals

would result in more severe penalties on stores that sell drugs and firearms; would

increase the maximum penalty that a retailer could receive if found guilty of multiple

instances of trafficking; and, would add to the Department's ability to collect claims from

households that had overpayments. These proposals coincide with the Department's

ongoing efforts in the areas of expanding electronic benefit transfer as an issuance

alternative and retaining a strong quality control system.

The effect of this draft bill on the deficit is:

Fiscal Years

(in millions of dollars)

1994 1995 1996 1997 1998 1994-1998

Outlays 563 1,457 1,573 1,641 1,721 6,955

The Omnibus Budget Reconciliation Act of 1990 (OBRA) requires that all

revenue and direct spending legislation meet a pay-as-you-go requirement. That is, no
such bill should result in an increase in the deficit; and if it does, it will trigger a

sequester if not fully offset. Since the Mickey Leland Hunger Prevention Act would
increase direct spending, it must be offset.

The President's Fiscal Year 1994 Budget includes several proposals that are

subject to the pay-as-you-go requirement. Considered individually, the proposals that

increase direct spending or decrease receipts would fail to meet the OBRA requirement.
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However, the sum of all of the spending and revenue proposals in the President's Budget
would reduce the deficit. Therefore, this proposal should be considered in conjunction
with the other proposals in the Fiscal Year 1994 Budget that together meet the OBRA
pay-as-you-go requirement.

A similar letter is being sent to 'he President of the Senate.

The Office of Management and Budget advises that the enactment of this

proposed legislation would be in accord with the program of the President.

Sincerely,

MIKE ESPY
Secretary

Enclosures

A BILL

To better ensure the adequacy of food assistance for low-

income Americans, pzirticularly working families with children; to

promote self sufficiency among food stamp recipients; to improve

the integrity and management of the Food Stamp Progrzun; and to

achieve more consistent cost-sharing arrangements; and for other

purposes.

Be it enacted bv the Senate and House of Representatives of

the United States of America in Congress assembled . That this Act

may be cited as the "Mickey Leland Hunger Prevention Act".

TITLE I - ENSURING ADEQUATE FOOD ASSISTANCE

MAXIMUM BENEFIT LEVEL

SEC. 101. Section 3(o) of the Food Stamp Act of 1977

(7 U.S.C. 2012(0)) is amended by striking "(4) through" and all

that follows through the end of the subsection, and inserting in

lieu thereof the following—
"and (4) on October 1, 1993, and each October 1 thereafter,

adjust the cost of such diet to reflect 104 percent of the cost
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of the thrifty food plan in the preceding June (without regard to

adjustments made to such costs in any previous year) , as
4

determined by the Secretary, and round the result to the nearest

lower dollar increment for each household size.".

HELPING LOW-INCOME HIGH SCHOOL STUDENTS

SEC. 102. Section 5(d)(7) of the Food Stamp Act of 1977

(7 U.S.C. 2014(d)(7)) is amended by striking "who is a student,

and who has not attained his eighteenth birthday" and inserting

in lieu thereof "who is an elementary or secondary student, and

who is twenty one years of age or younger" .

FAMILIES WITH HIGH SHELTER EXPENSES

SEC. 103. (a)(1) The fourth sentence of section 5(e) of the

Food Stamp Act of 1977 (7 U.S.C. 2014(e)) is eunended by striking

": Provided. That the amount" and all that follows through "June

30".

(2) The fifth sentence of section 5(e) of the Food Stamp Act

of 1977 (7 U.S.C. 2014(e)) is amended by striking "under clause

(2) of the preceding sentence".

(b) (1) Effective on the date of enactment of this Act,

section 5(e) of the Food Stamp Act of 1977 is amended by

inserting after the fourth sentence the following—
"In the 12-month period ending September 30, 1994, such

excess shelter expense deduction shall not exceed $225 a month in

the forty-eight contiguous States and the District of Columbia,

and shall not exceed, in Alaska, Hawaii, Guam, and the Virgin

Islands of the United States, $391, S321, S273, and $166 a month,

respectively.

(2) Effective October 1, 1994, section 5(e) of the Food

Stamp Act of 1977 (7 U.S.C. 2014(e)), as amended by this Act, is

amended by striking the fifth sentence.
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RESOURCE EXCLUSION FOR EARNED INCOME TAX CREDITS

SEC. 104. Section 5(g)(3) of the Food Stamp Act of 1977

(7 U.S.C. 2014(g)(3)) is amended by adding at the end the

following—
"The Secretary shall also exclude from financial resources

any earned income tax credits received by any member of the

household for a period of twelve months from receipt: Provided.

That the individual who receives such credits was participating

in the food stamp program at the time the credits were received

and that the individual participates continuously during the

twelve-month period.".

HOMELESS FAMILIES IN TRANSITIONAL HOUSING

SEC. 105. Section 5()c)(2)(F) of the Food Stamp Act of 1977

(7 U.S.C. 2014 (k) (2) (F) ) is amended to read as follows—

"(F) housing assistance payments made to a third party on

behalf of the household residing in transitional housing for the

homeless;".

HOUSEHOLDS BENEFITING FROM GENERAL ASSISTANCE VENDOR PAYMENTS

SEC. 106. Section 5(k) of the Food Stamp Act of 1977

(7 U.S.C. 2014 (k)) is amended by—

(1) striking in paragraph (1) (B) "living expenses" and

inserting in lieu thereof tne following—

"housing expenses, not including energy or utility-cost

assistance, "
;

(2) striking paragraph (2)(C); and

(3) relettering paragraphs (2) (D) , (E) , (F) , (G) , and (H) as

(C), (D) , (E), (F), and (G) , respectively.

CONTINUING BENEFITS TO ELIGIBLE HOUSEHOLDS

SEC. 107. Section 8(c) (2) (B) of the Food Stamp Act of 1977

(7 U.S.C. 2017(c)(2)(B)) is amended by inserting "of more than

one month in" after "following any period".

IMPROVING THE NUTRITIONAL STATUS OF CHILDREN IN PUERTO RICO

SEC. 108. Section 19(a)(1)(A) of the Food St2unp Act of 1977

(7 U.S.C. 2028(a)(1)(A)) is amended by—
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(1) striking "$1,091,000,000" and inserting in lieu thereof

"$1,111,000,000"; and

(2) striking "$1,133,000,000" and inserting in lieu thereof

"$1,158,000,000".

TITLE II - PROMOTING SELF SUFFICIENCY

INCOME EXCLUSION FOR EDUCATIONAL INCOME

SEC. 201. Section 5 of the Food Stamp Act of 1977 (7 U.S.C.

2014) is amended by—

(1) amending subsection (d) (3) to read as follows—

"(3) all educational loans on which payment is deferred

(including any loan origination fees or insurance premiums

associated with such loans) , grants, scholarships, fellowships,

veterans' educational benefits, and the like awarded to a

household member enrolled at a recognized institution of post-

secondary education, at a school for the handicapped, in a

vocational education program, or in a program that provides for

completion of a secondary school diploma or obtaining the

equivalent thereof,";

(2) striking in subsection (d)(5) ", and no portion" and all

that follows through "for living expenses,"; and

(3) striking subsection (k)(3).

CHILD SUPPORT PAYMENTS TO NON-HOUSEHOLD MEMBERS

SEC. 202. Section 5(d)(6) of the Food Stamp Act of 1977

(7 U.S.C. 2014(d) 6)) is amended by striking the comma at the end

and inserting the following—
": Provided, That child support payments made by a household

member to or for a person who is not a member of the household

shall be excluded from the income of the household of the person

making such payments if such household member was legally

obligated to make such payments: Provided further. That the

Secretary is authorized to prescribe by regulation the method(s).
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which may include calculation on a retrospective basis, that

State agencies nay use to determine the amount of this

exclusion, ".

CHILD SUPPORT EXCLUSION

SEC. 203. Section 5 of the Food Stamp Act of 1977 (7 U.S.C.

2014) is amended by—

<1) in clause (13) of subsection (d)—

(A) striJcing "at the option" and all that follows through

"subsection (n)," and inserting "(A)"; and

(B) adding at the end the following—

"or (B) the first $50 of any child support payment in the

month received if such payment was made by the absent parent in

the month when due ,

"
; and

(2) stri)cing subsection (m) .

IMPROVING ACCESS TO EMPLOYMENT AND TRAINING ACTIVITIES

SEC. 204. (a) Section 5(e) of the Food Stamp Act of 1977

(7 U.S.C. 2014(e)) is amended in clause (1) of the fourth

sentence by—
(1) striking "$160 a month for each dependent" and inserting

in lieu thereof the following—
"$200 a month for a dependent child under age 2 and $175 a

month for any other dependent"; and

(2) striking ", regardless of the dependent's age,".

(b)(1) Section 6(d) (4) (I) (i) (I) of the Food Stamp Act of

1977 (7 U.S.C. 2015(d) (4) (I) (i) (I)) is amended by striking ",

except that" and all that follows through "per month" and

inserting in lieu thereof the following—
" (which may include any supportive services provided or

reimbursed under the State's plan under subtitle F of title IV of

the Social Security Act (42 U.S.C. 681 et seq.)), except that

State agencies may establish limits on reimbursements to

participants for such costs, which limits may not be less than

$25 per month".
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(2) Section 6(d) (4) (I) (i) (II) of the Food Stamp Act of 1977

(7 U.S.C. 2015(d) (4) (I) (i) (II) ) is amended to read as follows—

"(II) the actual costs of such dependent care expenses that

are determined by the State agency to be necessary for the

participation of an individual in the program (other than an

individual who is the caretaker relative of a dependent in a

feunily receiving benefits under part A of title IV of the Social

Security Act (42 U.S.C. 601 et seq.) in a local area where an

employment, training, or education program under title IV of such

Act is in operation, or was in operation, on the date of

enactment of the Hunger Prevention Act of 1988) up to any limit

set by the State agency (which limit shall not be less than the

limit for the dependent care deduction under section 5(e)), but

in no event shall such payment or reimbursements exceed the

applicable local market rate as determined by procedures

consistent with any such determination under the Social Security

Act. Individuals subject to the program under this paragraph may

not be required to participate if dependent costs exceed the

limit established by the State agency under this subclause or

other actual costs exceed any limit established under subclause

(I).".

(c) Section 16(h)(3) of the Food Stamp Act of 1977 (7 U.S.C.

2025(h)(3)) is amended by—

(1) striking "$25" and all that follows through "dependent

care costs)" and inserting in lieu thereof the following—
"the payment made under section 6 (d) (4) (I) (i) (I) and subject

to any limits the state has established under that section"; and

(2) striking "representing $160 per month per dependent" and

inserting in lieu thereof the following—

"equal to the payment made under section 6 (d) (4) (I) (i) (11)

but not more than the applicable local market rate".
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VEHICLES NEEDED TO SEEK AND CONTINUE EMPLOYMENT AND FOR

HOUSEHOLD TRANSPORTATION

SEC. 205. Section 5(g)(2) of the Food Stamp Act of 1977

(7 U.S.C. 2014(9) (2)) is amended by striking "$4,500" and

inserting in lieu thereof the following—
"a level set by the Secret£u:y, which shall be $5,500 through

September 30, 1994, and which shall be adjusted from $5,500 on

October 1, 1994, and on each October 1 thereafter, to reflect

changes in the Consximer Price Index for All Urban Consumers

published by the Bureau of Labor Statistics, for new cars, for

the 12 -month period ending the preceding June 30, and rounded to

the nearest $50".

VEHICLES NECESSARY TO CARRY FUEL OR WATER

SEC. 206. Section 5(g)(2) of the Food Stamp Act of 1977

(7 U.S.C. 2014(g)(2)) is amended by adding at the end the

following—
"The Secretary shall exclude from financial resources the

value of a vehicle that a household depends upon to carry fuel

for heating or water for home use when such transported fuel or

water is the primary source of fuel or water for the household.".

DEMONSTRATION PROJECTS TESTING RESOURCE ACCUMULATION

SEC. 207. Section 17 of the Food Stamp Act of 1977

(7 U.S.C. 2026) is amended by adding at the end the following new

subsection—

"(k) The Secretary may conduct, under such terms and

conditions as the Secretary may prescribe, for a period not to

exceed four years, demonstration projects to test allowing

eligible households to accumulate resources up to $10,000 for

later expenditure for a purpose directly related to improving the

education, training, or employability (including self employment)

of household members, for the purchase of a home for the

household, for a change of the household's residence, or for

miUcing major repairs to the household's home. The Secretary is

authorized to pay up to $100 million in food stamp benefits to
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households participating in such demonstration projects during

the period in which such projects are in operation.".

TITLE III - SIMPLIFYING THE PROVISION OF FOOD ASSISTANCE

SIMPLIFYING THE HOUSEHOLD DEFINITION FOR HOUSEHOLDS WITH

CHILDREN AND OTHERS

SEC. 301. The first sentence of section 3(i) of the Food

Stamp Act of 1977 (7 U.S.C. 2012 (i)) is amended by—

(1) striking "(2)" and inserting "or (2)";

(2) striking ", or (3) a parent of minor children and that

parent's children" and all that follows through "parents and

children, or siblings, who live together" and inserting in lieu

thereof the following—
". Spouses who live together, parents and their children 21

years of age or younger (who are not themselves parents living

with their children or married living with their spouses) who

live together, and children under the age of eighteen who live

with and are under the parental control of a person other than

their parent, with the exception of foster children, together

with the person exercising parental control"; and

(3) striking ", unless one of " and all that follows through

"disabled member".

RESOURCES OF HOUSEHOLDS WITH DISABLED MEMBERS

SEC. 302. Section 5(g)(1) of the Food Stamp Act of 1977

(7 U.S.C. 2014(g)(1)} is amended by striking "a member who is 60

years of age or older," and inserting in lieu thereof "an elderly

or disabled member,".

ASSURING ADEQUATE FUNDING FOR THE FOOD STAMP PROGRAM

SEC. 303. Section 18 of the Food Stamp Act of 1977

(7 U.S.C. 2027) is amended by striking the third and fourth

sentences of subsection (a)(1) and subsections (b) , (c) , and (d)

and redesignating subsections (e) and (f) as subsections (b) and

(c) , respectively.
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TITLE IV - IMPROVING PROGRAM INTEGRITY

USE AND DISCLOSURE OF INFORMATION PROVIDED BY RETAIL FOOD STORES

AND WHOLESALE FOOD CONCERNS

SEC. 401. Section 9(c) of the Food Stamp Act of 1977

(7 U.S.C. 2018(c)) is amended by inserting in the second sentence

after "disclosed to and used by" the following—
"State and Federal law enforcement and investigative

agencies and".

ADDITIONAL MEANS OF CLAIMS COLLECTION

SEC, 402. (a) Section 11(e)(8) of the Food Stamp Act of

1977 (7 U.S.C. 2020(e)(8)) is amended by—

(1) stri)cing "and" at the end of clause (A) ;

(2) striking the semi-colon at the end of clause (B) and

inserting in lieu thereof ", and"; and

(3) inserting a new clause (C) as follows—
"
(C) such safeguards shall not prevent the use by or

disclosure of such information to agencies of the Federal

government or the United States Postal Service for purposes of

collecting the amount of an overissuance of coupons, as

determined under section 13(b) of this Act, that has not been

recovered pursuant to section 13(b) of this Act, by offset

against refunds of Federal taxes as authorized pursuant to 31

U.S.C. 3720A, or by offset against Federal pay, including but not

limited to salaries and pensions, as authorized pursuant to 5

U.S.C. 5514;".

(b) Section 13 of the Food Stamp Act of 1977 (7 U.S.C. 2022)

is amended by—

(1) stri)cing in subsection (b)(2)(A) "and claims arising

from an error of the State agency"; and

(2) adding the following new subsection at the end thereof—

"(d) The amount of an overissuance of coupons, as determined

under subsection (b) , that has not been recovered pursuant to
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subsection (b) may be offset against refunds of Federal taxes, as

authorized pursuant to 31 U.S.C. 3720A, or by offset against

Federal pay, including but not limited to salaries and pensions,

as authorized by 5 U.S.C. 55K.".

DEMONSTRATION PROJECTS TESTING ACTIVITIES DIRECTED AT

STREET TRAFFICKING IN FOOD STAMPS

SEC. 403. Section 17 of the Food Stamp Act of 1977

(7 U.S.C. 2026) is amended by adding a new subsection (1) at the

end thereof—

(1) The Secretary nay use up to $4 Dillion of funds provided

in advance in appropriations Acts for projects authorized by this

section in Fiscal Year 1994 to conduct projects in which State or

local food stamp agencies test innovative ideas for working with

State or local law enforcement agencies to investigate and

prosecute street trafficking by recipients, buyers, and

authorized retail stores.

USE AND DISCLOSURE OF TAXPAYER IDENTIFICATION NUMBERS PROVIDED BY

RETAIL FOOD STORES AND WHOLESALE FOOD CONCERNS

SEC. 404. (a) Section 205(c) (2) (C) of the Social Security

Act (42 U.S.C. 405(c)(2)(C)) is amended by—
(1) striking the second sentence of the second clause (iii) ;

(2) Inserting immediately before the period at the end of

the third sentence of such clause (iii) the following—
", or other officers and employees of the United States

with law enforcement or investigative responsibilities, or State

government officers and employees with law enforcement or

investigative responsibilities, or State agencies that have the

responsibility for administering the Special Supplemental Food

Program for Women, Infants and Children"; and

(3) inserting immediately before the period at the end of

clause (vii) (I) the following—
", except as provided in the second clause (iii)".
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(b) The second subsection (f) of section 6109 of the

internal Revenue Code of 1986 (26 U.S.C. 6109(f)) is amended by--

(1) striking the second sentence of paragraph (1) ;

(2) inserting immediately before the period at the end of

the first sentence of paragraph (2) the following—

", or other officers and employees of the United States

with law enforcement or investigative responsibilities, or State

government officers and employees with law enforcement or

investigative responsibilities, or State agencies that have the

responsibility for administering the Special Supplemental Food

Program for Women, Infants and Children"; and

(3) inserting immediately before the period at the end of

the first sentence of paragraph (3) the following—

", other than as provided in the first sentence of paragraph

(2)".

TITLE V - IMPROVING FOOD STAMP PROGRAM MANAGEMENT

CLARIFICATION OF CATEGORICAL ELIGIBILITY

SEC. 501. Effective on the date of enactment of this Act,

section 5 of the Food Stamp Act of 1977 (7 U.S.C. 2014) is

amended by—

(1) stri)cing in subsection (a) "and the third sentence of

section 3(i)" both times that it appears and inserting in lieu

thereof the following—

", the third sentence of section 3(i), and section 20(f)";

and

(2) stri)cing "II," in subsection (j).

TECHNICAL AMENDMENTS RELATED TO ELECTRONIC BENEFIT TRANSFER

SEC. 502. (a) Section 6(b)(1)(B) of the Food Stamp Act of

1977 (7 U.S.C. 2015(b)(1)(B)) is amended by striking "or

authorization cards" and inserting in lieu thereof ",

authorization cards, or access devices".
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(b) Saction 12(b)(3)(B) of the Food Stamp Act of 1977

(7 U.S.C. 2021(b)(3)(B)) is amended by—
(1) striking "or authorization cards" and inserting in lieu

thereof ", authorization cards, or access devices"; and

(2) striking "or cards" and inserting in lieu thereof

", cards, or devices".

UNCAPPED CIVIL MONEY PENALTY FOR TRAFFICKING IN FOOD STAMPS

SEC. 503. Effective on the date of enactment of this Act,

section 12(b)(3)(B) of the Food Stamp Act of 1977 (7 U.S.C.

2021(b)(3)(B)) is 2unended by striking the parenthetical material

immediately following "for each violation".

PERMANENT DISQUALIFICATION FOR SELLING FIREARMS, AMMUNITION,

EXPLOSIVES, OR CONTROLLED SUBSTANCES FOR FOOD STAMPS

SEC. 504. Effective on the date of enactment of this Act,

section 12(b)(3)(C) of the Food Stamp Act of 1977 (7 U.S.C.

2021(b)(3)(C)) is amended by striking ", except that the

Secretary" and all that follows up to the period at the end

thereof.

TITLE VI - UNIFORM REIMBURSEMENT RATES

SEC. 601. (a) Section 16 of the Food Stamp Act of 1977

(7 U.S.C. 2025) is amended by—
(1) in subsection (a)—
(A) striking "and (5)" and inserting in lieu thereof "(5)";

(B) inserting immediately preceding ": Provided .
" the

following—
", (6) automated data processing and information retrieval

systems subject to the conditions set forth in subsection (g) of

this section, (7) food stamp program investigations and

prosecutions, and (8) implementing and operating the immigration

status verification system under section 1137(d) of the Social

Security Act (42 U.S.C. 1320b-7 (d) ) "; and
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(C) striking in the proviso the following language—
"authorized to pay each State agency an amount not less than

75 per centum of the costs of State food stamp progriun

investigations and prosecutions, and is further";

(2) in subsection (g)
—

(A) striking "an amount equal to 63 percent effective on

October 1, 1991, of" and inserting in lieu thereof "the amount

specified in subsection (a)(6) of this section for"; and

(B) striking "automatic" and inserting in lieu thereof

"automated"; and

(3) repealing subsection (j)-".

(b) (1) Except as provided in paragraph (2) of this

subsection, the amendments made by this section shall be

effective with respect to calendar quarters beginning on or after

April 1, 1994.

(2) In the case of a State whose legislature meets

biennially, and does not have a regular session scheduled in

calendar year 1994, and that demonstrates to the Secretary's

satisfaction that there is no mechanism, under its constitution

and laws, for appropriating the additional funds required by the

amendments made by this section before the next such regular

legislative session, the Secretary may delay the effective date

of any or all of the paragraphs of subsection (a) until the

beginning date of a calendar quarter not later than the first

calendar quarter beginning after the close of the first regular

session of the State legislature after enactment of this section.

TITLE VII - IMPLEMENTATION AND EFFECTIVE DATES

SEC. 701. (a) Except as otherwise provided in this Act, the

provisions of this Act shall become effective and be implemented

on October 1, 199 3.

(b) Sections 102, 105, 106, 107, 202, 203, 206, 301, and 302

of this Act shall become effective and be implemented on July 1,

1994.
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SECTION-BY-SECTION SDMHARY
MICKEY LELAND HUNGER PREVENTION ACT

Title I - Enaurina Adequate Food Assistance

Maximum Benefit Level

Section 101 would amend Section 3(o) of the Food Stamp Act to
raise maximum food stamp benefits. Maximum benefits would be
raised from the current 103 percent of the cost of the TFP to 104
percent beginning with Fiscal Year 1994. The new percentage
would be applied to the cost of the TFP in the preceding June,
without regard to previous adjustments, and rounded to the
nearest lower dollar amount for each household size. The cost of
the provision is estimated to be $290 million in Fiscal Year
1994, $300 million in Fiscal Year 1995, $305 million in Fiscal
Year 1996, $310 million in Fiscal Year 1997, and $320 million in
Fiscal Year 1998.

Helping Low-Income High School Students

Section 102 would amend Section 5(d) (7) of the Food Stamp Act to
exclude the earnings of elementary and high school students up
through age 21 who are members of larger households when
calculating households' food stamp eligibility and benefit
levels. Currently, the earnings of students are excluded only if
they are under 16 years old, but without regard to whether they
are enrolled in high school or college. The proposal would
eliminate any exclusion for college students' earnings while
assuring that older high school students who live at home could
benefit from the exclusion. The provision would be effective
July 1, 1994. The cost of the provision is estimated to be $2
million in Fiscal Year 1994; $10 million annually in Fiscal Years
1995, 1996, and 1997; and $15 million in Fiscal Year 1998.

Families with High Shelter Expenses

Section 103 would amend Section S(e) of the Food Stamp Act to
increase the cap on the excess shelter deduction to $225 in
Fiscal Year 1994 and to eliminate the cap in Fiscal Year 1995.
The cap for Fiscal Year 1994 would be S391 for Alaska, $321 for
Hawaii, $273 for Guam, and S166 for the Virgin Islands; the cap
would be removed in Fiscal Year 1995 for these entities also.
Thus, after Fiscal Year 1994, the shelter deduction of all
households would be calculated on the same basis; i.e.,
households that have no elderly or disabled members would have
their shelter deduction calculated in the same manner as the
shelter deduction for households with elderly/disabled members is
currently calculated. The provision is estimated to cost $125
million in Fiscal Year 1994, $570 million in Fiscal Year 1995,
$590 million in Fiscal Year 1996, $605 million in Fiscal Year
1997, and $620 million in Fiscal Year 1998.

Resource Exclusion for Earned Income Tax rT-i.rt<<-ys

Section 104 would junend Section 5 (g) .
of the Food Stamp Act to

exclude all earned income tax credits (ElTCs) received by
households from consideration as resources for one year followingtheir receipt. The exclusion would apply if the households were
participating in the Food Stamp Program when they received the
EITCs and do not have a break in participation during the one-
year period. If a break in a household's participation occurs,
any amount of an EITC remaining would be counted as a resource
upon reapplication. For all other households, the current
arrangement would apply—EITCs are excluded in the month received
and the next month, but if households have retained them after
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the second month, they are counted as resources. It is unwise
public policy to induce food stamp families to spend their EITCs
quickly, rather than to encourage their efforts to save the
payments for worthwhile purposes that can lead to eventual self
sufficiency. The provision would be effective October 1, 1993,
and is estimated to cost less than $1 million annually.

Homeless Families in Transitional Housing

Section 105 would amend Section 5(k) of the Food Stamp Act to
exclude as income the full amount of vendor payments for
transitional housing for homeless households. Currently, a

portion of such payments equivalent to 50 percent of the State's
maximum shelter allowance for its Aid to Families with Dependent
Children (AFDC) program is included as income in those States
that calculate shelter allowances for AFDC. The provision would
be effective July 1, 1994, and is estimated to cost $1 million in
Fiscal Year 1994 and S5 million annually in Fiscal Years 1995-
1998.

Households Benefiting from General Assistance Vendor Payments

Section 106 would amend Section 5()c) of the Food Stamp Act to
amend the treatment as income of certain general assistance (GA)
and comparable basic assistance payments provided in the fonn of
vendor payments. Under the proposal, such assistance would be
included when calculating income if the assistance was provided
for housing expenses, but portions of the assistance provided for
energy or utility costs would be excluded. Currently, GA and
comparable assistance is included if provided in the form of
vendor payments and intended for living expenses. The provision
would be effective on July 1, 1994, and is estimated to cost $1
million in Fiscal Year 1994 and $5 million annually in Fiscal
Years 1995-1998.

Continuing Benefits to Eligible Households

Section 107 would amend Section 8(c) of the Food Stamp Act to
aunend the definition of "initial month" so that former food stamp
households would not be subject to prorating unless the break in
their food stamp participation is for more than one month. The
provision would be effective July 1, 1994, and is estimated to
cost $5 million in Fiscal Year 1994, $25 million annually in
Fiscal Years 1995-1997, and $30 million in Fiscal Year 1998.

Improving the Nutritional Status of Children in Puerto Rico

Section 108 would amend Section 19(a) of the Food Stamp Act to
increase funding for the Nutrition Assistance Program in Puerto
Rico above the baseline by $20 million in Fiscal Year 1994 and
$25 million for Fiscal Year 1995. This would increase the
baseline for Fiscal Years 1996-1998 by $25 million.

Title II - Promoting Self Sufficiency

Income Exclusion for Educational Income

Section 201 would amend Section 5(d)(3), (d)(5), and (k) of the
Food Stamp Act to amend the existing exclusion for educational
income to make its treatment consistent within the Food Stamp
Program. Currently, much educational income (loans, grants,
scholarships, fellowships, veterans educational benefits, etc.)
is excluded. Frequently, the income exclusions for educational
income have been dictated by amendments to statutes other than
the Food Stamp Act; e.g., P.L. 102-325, the Higher Education
Amendments of 1992. However, there are some instances where
educational income is counted as available to food stamp
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participants when detennining their eligibility and amount of
benefits. Whether educational income is included or excluded
depends on a variety of factors such as the source of the income,
the use to which it is put, the type of institution the student
attends, and whether or not it is earmarked by the educational
institution for specified purposes.

The proposal would simplify the Food Stamp Prograun's overly
complex treatment of educational income. This complexity is

particularly frustrating in that the Food Stamp Program's
treatment of educational income affects less than 6 percent of
food stamp households. The proposal would end the complexity as
well as provide increased conformity with the Aid to Families
with Dependent Children (AFDC) program at an estimated cost of S5
million annually in Fiscal Years 1994-98. The proposal would
retain current provisions restricting the eligibility of post-
secondary students. The amendment to Section 5(k) of the Act is

a conforming amendment to delete a provision including as income
certain educational assistance provided in the form of vendor
payments.

Child Support Payments to Non-Household Members

Section 202 would amend Section 5(d)(6) of the Food Stamp Act to

provide an income exclusion for payments household members make
to support children outside their households. The exclusion
would be limited to child support payments that are legally
obligated. The proposal authorizes the Department to promulgate
regulations prescribing appropriate methods for State agencies to
determine the amount of the exclusion; one method could be

averaging the amounts of child support payments made in several
prior months in which income was similar. The provision would be
effective July 1, 1994, and is estimated to cost $45 million in
Fiscal Year 1994, $190 million in Fiscal Yeaur 1995, $205 million
in Fiscal Year 1996, $220 million in Fiscal Year 1997, and $240
million in Fiscal Year 1998.

Child Support Exclusion

Section 203 would amend Section 5(d) (13) and (m) to provide an
income exclusion for certain child support payments received by
households. First, AFDC households would have the same child
support excluded for food stamp purposes that they have excluded
for the AFDC program. Second, other households would have up to
$50 received each month excluded and if payments made on a timely
basis are received in a subsequent month, up to $50 of those
payments would also be excluded. The proposal would also delete
the current provision which permits State agencies to exclude up
to $50 in child support monthly only if the State agency pays the
Federal Government the cost of resulting increased benefits. The
provision would be effective July 1, 1994, and is estimated to
cost $50 million in Fiscal Year 1994, $205 million in Fiscal Year
1995, $215 million in Fiscal Year 1996, $225 million in Fiscal
Year 1997, and $235 million in Fiscal Year 1998.

Improving Access to Employment and Training Activities

Section 204 would amend Sections 5(e), 6(d), and 16(h) of the
Food Stamp Act to make several changes in the dependent care
deduction cap for all households and reimbursements to
participants in food stamp employment and training (E&T)
programs. First, the proposal would raise the cap on the
dependent care deduction from $160 a month for each dependent to
$200 a month for children under 2 years old and $175 a month for
other dependents. These limits correspond to those of the AFDC
program. State agencies could retain the $200 dependent care cap
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until recertif ication for children who reach their second

birthdays during certification periods. The proposal would also
raise the limit on reimbursements to E&T participants for

dependent care from S160 to the applicable local market rate
determined using AFDC's procedures, but no less than the cap on

the dependent care deduction (S200 for children under 2 years old
and $175 for other dependents) .

The proposal would make two clarifications related to State

agencies' reimbursements to EiT participants for work-related
costs, other than dependent care. First, the proposal would

clarify that State agencies can reimburse any work-related, non-

dependent care costs for EiT participants that they reimburse for
AFDC's Job Opportunities and Basic Skills Training Program
(JOBS). Second, the proposal would clarify that State agencies
can set the reimbursement limit for work-related, non-dependent
care costs at any level, but not less than $25 per month. While
this is current policy. State agencies have been reluctant to set
a reimburseoent limit higher than $25 since the Federal payment
to them is capped at $12.50. Thus, the proposal would also
remove the cap on Federal funding of State agencies' costs for
reimbursing participants for work-related, non-dependent care
expenses. The combination of the two provisions would permit
State agencies to set the szune reimbursement limit for E&T work-
related, non-dependent care costs that they have for their JOBS
participants and receive 50 percent Federal funding of their
costs. The proposal also contains a technical change which would
exempt from participation in E&T activities individuals whose
work-related costs exceed reimbursements. This is current
regulatory policy; however, the Food Stamp Act only exempts
individuals whose dependent care costs exceed reimbursements for
dependent care.

Finally, the proposal would revise the Department's funding of
State agencies' costs of E&T reimbursements. First, the
Department would pay 50 percent of State agencies' costs of
reimbursing E&T participants for their dependent care costs as
revised by the proposal. Second, as previously described, the
cap on Federal funding of State agencies' costs of reimbursing
E&T participants' work-related, non-dependent care expenses would
be removed. The cap is currently 50 percent of actual
reimbursements that do not exceed $25 a month. With the removal
of this cap. State agencies that invest their own funds to
provide more realistic reimbursements for such costs can be
assured of Federal funding at the 50 percent level.

The provisions would be effective October 1, 1993, and are
estimated to cost $5 million annually in Fiscal Years 1994-1998.

Vehicles Needed to Seek and Continue Emplovrnent and for Household
Transportation

Section 205 would amend Section 5(g) of the Food Stamp Act to
revise the threshold for the fair market value of vehicles owned
by households that is excluded in calculating households' total
resources. The proposal would revise the threshold to $5,500 for
Fiscal Year 1994. Beginning in Fiscal Year 1995, the $5,500
threshold would be indexed annually on October 1 to reflect
changes in the Consumer Price Index for all Urban Consumers
published by the Bureau of Labor Statistics, for new cars, for
the 12-month period ending the preceding June 30, and rounded to
the nearest $50. The current threshold, which was set in 1977,
is $4,500. The provision is estimated to cost $45 million in
Fiscal Year 1994, $105 million in Fiscal Year 1995, $120 million
in Fiscal Year 1996, $135 million in Fiscal Year 1997, and $150
million in Fiscal Year 1998.
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v^hieles Necessary to Carry Fuel or Water

Seetion 206 would amend Section 5(g) of the Food Stamp Act to
exclude fron financial resources the value of vehicles used by
households to transport fuel for heating or water when that fuel
or water is the primary source for households. The provision
would be effective July 1, 1994, and is estimated to cost less
than $1 million annually in Fiscal Years 1994-1998.

Demonstration Projects Testing Resource Accumulation

Section 207 would amend Section 17 of the Food Stamp Act to
authorize the Department to conduct, under terms and conditions
prescribed by the Department, demonstration projects allowing
eligible households to accumulate up to $10,000 in resources and
remain eligible to receive food stamps. The households that
could accumulate resources under the demonstration projects would
have to establish separate accounts designated for the
accumulation of resources for a specific goal that could provide
self-sufficiency. Such goals would be limited to improving the
education, training, or employability of household members;
buying a house for the household's use; changing the household's
residence; or making major household repairs. The proposal would
limit to $100 million the amount that the Department could expend
on benefits in the demonstration projects during the four years
they would operate. The provision is estimated to cost $2
million in Fiscal Year 1995, and $5 million annually in Fiscal
Years 1996-1998.

Title III - Simplifying the Provision of Food Assistance

Simplifying the Household Definition for Households with Children
and Pttigrs

Section 301 would amend Section 3(i) of the Food Stamp Act to
delete from the household definition the requirements that
siblings who live together and parents who live with their adult
children must be considered as one household even if they do not
purchase and prepare meals together. The proposal would replace
these requirements with similar requirements related to spouses
who live together; parents who live with their own children who
are 21 years old or younger and who do not live with their own
spouses or children; and minors, excluding foster children, who
live under the parental control of household members. These
requirements are intended to simplify the task of eligibility
workers in determining household composition. The provision
would be effective July 1, 1994, and is estimated to cost $15
million in Fiscal Year 1994, $65 million in Fiscal Year 1995, $80
million in Fiscal Year 1996, and $85 million annually in Fiscal
Years 1997 and 1998.

Resources of Households with Disabled Members

Section 302 would amend Section 5(g) of the Food Stamp Act to
increase the resource limit for households containing disabled
persons. Currently, such households have the same resource limit
as most other households—$2,000. The proposal would place
households with disabled members in the higher resource category—$3,000—along with households containing at least one elderly
person per household. The provision would be effective July 1,
1994, and is estimated to cost $2 million in Fiscal Year 1994 and
$10 million annually in Fiscal Years 1995-1998.

Assuring Adequate Funding for the Food Stamp Program

Section 3 03 would amend Section 18 of the Food Stamp Act to
delete the provisions that authorize the reduction of benefits to
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households, prescribe the means of doing so, and require monthly
reports from the Department to Congressional Committees about
monthly and cumulative expenditures and notification to the
committees if it is determined that food stamp funding is
insufficient. These provisions are no longer necessary since
P.L. 101-624, the Food, Agriculture, Conservation, and Trade Act
of 1990, provided Congress authority to appropriate sufficient
funds for the Food Stamp Program.

Title IV - Improving Program Integrity

Use and Disclosure of Information Provided bv Retail Food Stores
and Wholesale Food Concerns

Section 401 would amend Section 9(c) of the Food Stamp Act to
expand the use and disclosure of information provided by retail
food stores and wholesale food concerns, including sales and food
stamp redemption information, to State and Federal lav
enforcement and investigative agencies. Use and disclosure of
this information is currently restricted to persons directly
connected with the administration and enforcement of the Food
Stamp Program, as well as State agencies that administer the
Special Supplemental Food Program for Women, Infants and Children
(WIC) .

The expanded use and disclosure of such information would enhance
the Department's own enforcement and investigative activity by
allowing the Department to match and verify information in its
files with information in the files of other lav enforcement and
investigative agencies that may provide evidence of violations of
programs administered by the Food and Nutrition Service (FNS) .

The Department also would be able to provide information to other
agencies that might reveal vital leads and evidence that would
enhance the outcome of their investigations and subsequent
prosecutions. For example, the Department could provide the
Internal Revenue Service (IRS) and State taxing authorities
reported sales and food stamp redemption data for firms that are

suspected of tax fraud. The Department could also share its

information with investigative agencies, such as the Federal
Bureau of Investigation (FBI) , the Secret Service, the Drug
Enforcement Administration (DEA) , and the Financial crimes
Enforcement Netvor)c (FinCEN) of the Department of the Treasury.

Additional Means of Claims Collection

Section 402 vould amend Sections 11(e) (8) and 13 of the Food
Stamp Act to expand alternatives for collecting claims against
households for overissued food stamp benefits. The proposal
would clarify existing law and establish permanent authority
relating to Federal income tax refund offsets and establish
permanent authority to collect food stamp claims by offsetting
Federal salaries and other Federal payments.

The amendment to Section 11(e) (8) would meOce an exception to the
current disclosure restrictions so that information obtained from
former food stamp recipients could be provided to certain Federal
agencies for specific purposes. The purpose of providing the
information to Federal agencies is to collect overpayments from
Federal income tax refunds. Federal salaries, and other Federal
payments. The Federal agencies involved are the IRS, the United
States Postal Service, and the Department of Defense.

Section 13 would be amended to expand claims collection
alternatives. First, State agencies would be required to collect
claims arising from State agency errors from participating
households through allotment reduction unless the household
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elects other means of repayment. Allotment reductions would be
limited to 10 percent of the monthly allotment or $10 a month if
that would result in more rapid collection. Second, the proposal
would authorize collection by Federal salary offset for all types
of claims due from former recipients. Collection of these debts
from Federal tax refunds due individuals no longer participating
in the Food Stamp Program has been started under the authority of
Section 17(b) of the Food Stamp Act. The IRS requires that debts
referred for collection from tax refunds do not include any debts
which could be collected from Federal salaries. To comply with
this requirement, the Department also plans to test salary
offset. The proposal would enable the Department to make these
collection methods permanent for food stamp claims. The
Department estimates that the total impact of these changes would
be savings of $15 million annually during Fiscal Years 1994-1996
and $12 million annually in Fiscal years 1997 and 1998.

Demonstration Projects Testing Activities Directed at Street
Trafficking in Food Stamps

Section 403 would amend Section 17 of the Food Stamp Act to
authorize the Department to conduct several demonstration
projects related to the serious problem of street trafficking,
particularly the sale of food stamps by recipients for cash at a

discount in the street. Because both the Department's and State
agencies' investigative resources are insufficient to pursue
street trafficking, it is essential to enlist State and local lav
enforceoent agencies In this struggle. Therefore, the Departaent
will seek several State or local food stzunp agencies who have
innovative Ideas for working with State or local lav enforcement
agencies to investigate street trafficking at issuance sites or
other high trafficking areas and address (through prosecution or
disqualification) trafficking by recipients, buyers, and
authorized retail food stores. Conducting these projects is
essential if the Depeirtment is to begin making headway against
street trafficking, especially the sale of food stamps for cash
outside issuance offices which is becoming Increasingly more
blatant and drawing more public attention and criticism. This
activity is extremely damaging, diverting large amounts of food
stamp benefits from their Intended purpose, affecting the
nutritional well being of recipients, and eroding public support
for the Food Stamp Program.

The Department would be authorized to spend up to $4 million of
funds provided in advance in appropriations Acts for
demonstration projects conducted under Section 17 of the Food
Stamp Act for these street trafficking demonstration projects.
The projects are to be funded at 100 percent from October 1,
199 3 -September 30, 1994—with any subsequent period necessary
funded at the level generally available for anti-fraud
activities.

Use and Disclosure of Taxpaver Identification Numbers Provided bv
Retail Food Stores and Wholesale Food Concerns

Section 404 would amend Section 205(c) of the Social Security Act
and Section 6109(f) of the Internal Revenue Code of 1986 to
expand the use and disclosure of taxpayer identification numbers
(Social Security Numbers and Employer Identification Numbers)
collected from retail food stores and wholesale food concerns
that are authorized to accept and redeem food stamps. Use of
these numbers is currently restricted to the maintenance of a
list of names of individuals and firms sanctioned or convicted of
program violations under Sections 12 and 15 of the Food Stamp
Act.
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The expanded use and disclosure of such identifying numbers would
enhance the Department's own enforcement and investigative
activity by allowing the Department to match and verify
information in its files with information in the files of other
law enforcement and investigative agencies that may provide
evidence of violations of programs administered by the FNS. The

Department would also be able to provide such identifying numbers
to other law enforcement and investigative agencies to facilitate
their ability to cross-check or match data and increase the
likelihood of their detecting criminal or other illegal activity.
Identification numbers offer much stronger confirmation of

identity than do nzunes and addresses alone. Other agencies with
which identifying numbers could be shared include State agencies
administering the WIC Program, State taxing authorities. State
lav enforcement agencies, the IRS, the FBI, the Secret Service,
FinCEN, and the DEA. Verification of the authenticity of

identifying numbers may also be required with agencies such as
the Social Security Administration.

Title V - Imnrovino Food Stamp Program Management

Clarification of Categorical Eliaibilitv

Section 501 would amend Sections 5(a) and (j) of the Food Stamp
Act to correct and improve the provisions on categorical
eligibility for the Food Stamp Program for recipients of AFDC;
Supplemental Security Income (SSI) ; benefits under the SSI
substitute program in the Territories (under Titles I, X, XIV,
and XVI of the Social Security Act) ; and certain general
assistance.

First, the proposal would add to the exceptions for categorical
eligibility households disqualified from the Food Stamp Program
for failing to comply with the requirements of a food stamp
workfare program. This is the only program disqualification
provision that has not been listed as an exception from
categorical eligibility for participants in any of the other
assistance programs. There is no logical reason for this
omission. It is not equitable for households disqualified for
failing to meet workfare requirements to be permitted to
participate under a categorical eligibility provision while all
other disqualified individuals/households, including those
disqualified for noncompliance with other work requirements, are
not categorically eligible.

Second, the proposal would correct a description of the SSI-
substitute program in the Territories by removing a reference to
Title II of the Social Security Act in Section 5(j). The
reference to Title II was inadvertently added by Section 905 of
the Food, Agriculture, Conservation, and Trade Act Amendments of
1991.

Technical Amendments Related to Electronic Benefit Transfer

Section 502 would amend Sections 6(b) and 12(b) of the Food Stamp
Act to make technical corrections. Most Food Stamp Act
references to food coupons and authorization cards have
previously been amended to include references to the access
devices used for electronic benefit transfer. This proposal
would make similar amendments to provisions concerning
disqualifications of individuals for intentional program
violations and disqualifications of /imposition of civil money
penalties (CHPs) against retail food stores for trafficking.
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Dncapped Civil Mon^y Penalty for Trafficlcing in Food Stamps

Section 503 would anand Section 12(b) of the Food Staap Act to
renove tbe provision which caps a trafficking CMP at $40,000 in a

2-year period. The cap was included in a P.L. 101-624 provision
that peraitted CMPs in lieu of pemanent disqualification in
certain limited circimstances . The statutory limit on monetary
penalties for trafficking is currently $20,000 per trafficking
violation; thus, it is highly likely that a firm would reach the
$40,000 cap on the first offense. The ciirrent cap is flawed
since, hypothetically , after a firm paid $40,000 for the first
offense, further trafficking could occur without any additional
sanction for trafficking during the next 2 years. Removing the
$40,000 cap would make the trafficking CMP more equitable and
consistent with the CMP for recipient hardship, which has a
$10,000 per violation statutory limit with no cap, and which is
assessed for much less serious offenses than trafficking. The
provision would also provide a more effective incentive for
owners and managers of authorized firms to institute programs
that deter their employees from committing trafficking
violations. The provision is estimated to cost less than $1
million annually in Fiscal Years 1994-1998.

Permanent Disoualifieation for Selling FireaQiTf, ftinn^pition.
Explosives, or Controlled Substances for Food Stamps

Section 504 would amend Section 12 (b) of the Food Stamp Act to
disallow a CMP in lieu of disqualification for selling firearms,
ammunition, explosives, or controlled substances in exchange for
food stamps. The sale of such items for food stamps is among the
most serious violations possible and the penalty for such
violations should act as a strong deterrent. To allow retailers
who have been found selling fireazms, ammunition, explosives, or
controlled substances for food stamps to pay a CMP and continue o
participate in the program would send a strong signal to other
potential violators that the Food Stamp Program is an easy target
for abuse. The provision would call for permanent
disqualification of the retailer for the first offense with no
possibility of ever being reauthorized to accept and redeem food
stamps.

Title VI - Uniform Reimbursement Rates

Section 601 would amend Section 16(a), (g) , and (j) of the Food
Stamp Act to revise the authority under which Federal funding is
provided by the Department for certain costs State agencies incur
in their administration of the Food Stamp Program. While the
Department normally funds 50 percent of a State agency's food
stamp administrative costs, there are several areas where
enhanced Federal funding is provided. The proposal would make
uniform Federal funding for most food steunp administrative costs.
Enhanced funding would remain available for czurrying out the
employment and training program, administering the Food Stamp
Program on Indian reservations, and as an incentive for improving
payment accuracy by State agencies. Eliminating other instances
of enhanced Federal funding is estimated to save approximately
$20 million in Fiscal Year 1994, when it would be in effect for
six months, and $40 million annually thereafter.

Enhanced fxinding for planning, designing, developing, or
installing automated data processing and information retrieval
systems would be reduced from the current level of 63 percent to
50 percent. The proposal would also reduce Federal funding for
State agencies' costs of investigating and prosecuting food stampfraud from the current 75 percent to 50 percent. There are other
incentives in the Food Stamp Act to encourage State agencies'
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anti-fraud activities. For exanple. State agencies retain 25

percent of any amounts successfully recovered from fraud losses.

Finally, the proposal would reduce Federal funding for State
agencies' use of the Systematic Allen Verification for
Entitlement progrzun administered by the Immigration and
Naturalization Service from 100 percent to the normal 50 percent.

Finally, the proposal would authorize the Secretary to grant
"hardship waivers" delaying the April 1, 1994, effective date for
State agencies whose legislatures are not scheduled to meet in
Calendar Year 1994 and that demonstrate that their Constitutions
and laws do not provide a mechanism for raising the additional
State funds that this bill would require before the next regular
legislative session.

ImDlementation and Effective Dates

Section 701 would provide that, except as otherwise specified,
the provisions of the bill would become effective on October 1,
1993. Provisions whose implementation would require more
significant adjustments for State agencies would not be effective
until July 1, 1994.

FUNDING THE LELAND RELIEF ACT

Senator Bumpers. Has that bill been passed? Is it on the books
now?
Mr. Braley. It is not on the books. It was planned for inclusion

in the President's budget. It was submitted to the Congress 2 days
ago. There was a hearing yesterday in the House Agriculture Com-
mittee to begin their process for considering this bill as part of the
reconciliation process.
Senator Bumpers. Has the President asked for money for that

bill this year?
Mr. Braley. Yes, he has, Mr. Chairman.
Senator Bumpers. How much did he ask for?
Mr. Braley. $603 million in funding above the baseline for the

program.
Senator Bumpers. Above the baseline for which program?
Mr. Braley. For the Food Stamp Program, Mr. Chairman.
Senator Bumpers. You know, this food pyramid may be a good

idea. I am not sure this legislation is. I still do not quite under-
stand what it does that we are not already doing. We do our best
now to make sure children and people do not fall through the
cracks, do we not, when it comes to hunger?
Mr. Braley. We certainly do a lot, but there are areas that have

been identified, again, through the hearing process and through
input from a lot of interest groups and so on who monitor hunger.
I will let Mr. Homsby comment a little bit further on some of the
specific provisions of that bill, if I may, Mr. Chairman.
Mr. HORNSBY. Mr. Chairman, as Mr. Braley has said, we propose

to increase the basic benefits from 103 to 104 percent of the Thrifty
Food Plan. That is one of the big cost items.
One other particular item that States have lobbied us for years

to do something about is the vehicle limit. Right now, if a family
has a vehicle that is worth more than $4,500, that portion which
is worth over $4,500, is counted against the resource limit. We
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have been told by State and local agencies that this limit inhibits

participation.
The vehicle limit was set back in the late seventies.

Senator Bumpers. Does that relate to that song called "Welfare
Cadillac"?
Mr. HORNSBY. Yes, sir; that was the old Welfare Cadillac Amend-

ment back in the late seventies. The limit never has gone up. There
are probably some legitimate cases where a vehicle has kept work-

ing, needy families off the program. As you know, working people
do need transportation.
Mr. Braley. I would mention, too, in that vein, that as far back

as 1984, a task force of the Reagan administration, established to

study the Food Stamp Program and all of the food assistance pro-

frams,
recommended raising that vehicle limit from $4,500 to

5,500, because it was keeping people out of the program who could

really benefit, and who really were not driving around in Cadillacs.

FOOD STAMP ELIGIBILITY

Senator Bumpers. What is the criteria for food stamps? Is it a

percentage of poverty level?

Mr. HORNSBY. Yes, sir; it is based on family income and the
number of people in the family. There is a cutoff level for different

family sizes, based on income that is available to the family to buy
food.

Senator BUMPERS. Is it universal? It is nationally applied?
Mr. HORNSBY. Yes, sir.

Senator Bumpers. The States do not have anything to do with

setting that, do they?
Mr. HoRNSBY. No, sir.

Senator Bumpers. What is that level right now?
Mr. HoRNSBY. It is at 130 percent of the poverty level.

Senator Bumpers. Do you normally use a family of four as the
criteria?

Mr. HORNSBY. Yes, sir; a family of four.

Senator Bumpers. Right.
Mr. HORNSBY. So the gross monthly income limit for a family of

four is $1,512.
Senator Bumpers. How much?
Mr. Hornsby. $1,512. The net monthly income limit is $1,163 for

a family of four. There are some deductions that are allowed.
Senator Bumpers. Is this escalating? In other words, if you have

more income than that, you just get fewer food stamps?
Mr. Hornsby. No; you would get cut off if you exceed the income

limit.

Senator Bumpers. But you get a full allotment, if you are below
that.

Mr. Hornsby. No, sir; you can get an allotment, depending upon
your income. If you have no income, you get the full allotment of
food stamps. The amount of food stamps you get depends on your
income or the amount of money you have available for food.

Senator Bumpers. So, if I made $1,200 a month—now, when you
talk about gross and net, how do you distinguish between those
two?
Mr. Hornsby. The gross is your total income before deductions.



348

Senator Bumpers. What is th^ net?
Mr. HORNSBY. For a family of four, the net is $1,163 a month.
Senator Bumpers. But my question is: What is the definition of

net?
Mr. Braley. That is your income after all of the deductions for

which you qualify have been taken. For example, if you have excess
shelter costs, those can be deducted. There are a series of deduc-
tions that are allowed for food stamp households.
Senator Bumpers. If your automobile is over $4,500, that goes

into it.

Mr. Braley. Well, that, actually, is another test. That counts

against your asset limit. You currently cannot have liquid assets of

more than $2,000 for most households, $3,000 for households that
contain an elderly member.
One of the things we are proposing in the legislation we were

talking about earlier, would be to raise that $3,000 limit also for

households with a disabled member.

FOOD STAMP PARTICIPATION INCREASE

Senator BUMPERS. Mr. Homsby, what do you think the cause is

for an increase of 200,000 people a month on the food stamp rolls?

Mr. HoRNSBY. We have looked at that and studied it carefully.
I do not know that we have a real definitive answer at the present
time. The economy, we think, is the primary reason, although we
see other evidence that the increase is the heaviest in some of the

large States with immigrant populations—Texas, California, New
York, Florida. We have had heavy increases in those States, but by
and large, it seems to be driven by the economy. We think that is

the primary reason.
Senator Bumpers. Have you ever done a study on the disparity

of wealth in this country, of the poor getting poorer, and more peo-
ple falling into the poor category?
We know that the number of the children in this country in

pov-
erty continues to increase. And that went on even during the lush

eighties.
Mr. Braley. Mr. Chairman, I am not aware of any studies on

this that we have done in the Food and Nutrition Service. I am fa-

miliar, too, with some of the poverty statistics, as you indicate, that
show that the rate of childhood poverty in this country has contin-
ued to grow.
That is one of the reasons we want to pass a new food stamp bill

that would really target a lot of the benefits to households with
children to try to deal with some of those issues.

FOOD stamp error RATE

Senator Bumpers. What is your so-called error rate right now in

food stamps?
Mr. HORNSBY. The overpayment error rate for 1991 is a little

under 7 percent. That is one of our great concerns, Mr. Chairman.
Despite having 10 years of drop in the error rate, we see the total

amount of food stamps overissued is increasing.
We have, on the other hand, an underpajrment rate of 2.35 per-

cent to families that are eligible for food stamps. So it made a com-
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bination of 9.3 percent error rate, but with the increases in issu-

ance, of course, the dollar volume is substantial.

FOOD STAMP ADMINISTRATIVE COSTS

Senator Bumpers. What are the administrative costs of the Food

Stamp Program?
Mr. Braley. There are two categories of administrative costs:

Some fairly moderate amount of Federal dollars are spent on food

stamp administration by the Food and Nutrition Service and then
a larger amount is spent for State and local level administration.

The cost of State administration is shared between the Federal
Government and State governments.
Mr. HORNSBY. The Federal share of State administrative ex-

penses is $1.6 billion per year.
Senator Bumpers. How much?
Mr. HoRNSBY. $1.6 billion.

Senator Bumpers. What percentage is that, just roughly?
Mr. HoRNSBY. Then what percentage would that be of the total

Food Stamp Program?
Senator Bumpers. Let us see, if your budget is, what, $27 bil-

lion?

Mr. HoRNSBY. All right. Ten percent would be $2.7 billion, so it

would be about
Mr. Braley. Six percent.
Mr. HORNSBY. Five to six percent.
Senator Bumpers. That is not bad.

Mr. HoRNSBY. Now, that is the Federal share of administrative

costs. As George Braley said, there is the State share of costs on

top of that.

Senator Bumpers. Is the administration of the Food Stamp Pro-

gram—that is done usually by the State social services divisions,
is it not?
Mr. HoRNSBY. State welfare agencies, or human service agencies

in every State administer the program.
Senator Bumpers. And that is a mix of State and Federal con-

tributions to that
Mr. HORNSBY. The benefits are 100 percent Federal, Mr. Chair-

man.
Senator Bumpers. But the administration is shared by the Fed-

eral and the State, is it not?

Mr. HoRNSBY. Yes, sir.

Senator Bumpers. On what basis?

Mr. HoRNSBY. About 50-50. There are some provisions for which
we pay a little greater than 50 percent, but, for example, staffing,
which is the primary cost of administering the Food Stamp Pro-

gram, personnel costs are reimbursed by us at 50 percent.

WIC COVERAGE

Senator Bumpers. What percentage of the pregnant women in

this country are going to be served in 1994 under the WIC Pro-

gram, if we gave you everjrthing you are asking for?
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Mr. Braley. Mr. Chairman, we have been reaching a high per-

centage of eligible pregnant women. And we can do better than
that with the funding requested in 1994—upward of 90 percent.
The challenge at this point is to try to reach those women earlier

in their pregnancies. One of the things that we have found is that

many women do not find their way into the WIC Program until the
second trimester. Roughly, about one-half of them come in during
their second trimester, and about one-quarter not until the last 3
months of their pregnancy.
So we are doing a fairly good job, although we can do better, at

getting the percentage of women actually in WIC at some time dur-

ing their pregnancy. We really need to make special efforts, and
States should be making them also, to locate those women and get
them into the WIC Program earlier, when the food assistance and
nutrition education can do the most good.
Senator Bumpers. You do not turn anybody down, do you? Do

you turn down women who come in for assistance?
Mr. Braley, Each State really receives a grant to operate their

WIC Program. I do not think there are many circumstances where
pregnant women would be turned away if they qualified for the

program based on income and nutritional risk.

Certainly, older children and some of the lower priority cat-

egories are currently being turned away, because resources are not

adequate to serve that entire population, but I think it would be
a very rare case that a pregnant woman who would qualify would
be turned away.

Senator BUMPERS. So our problem in not covering everybody is

that a lot of women do not seek assistance and a lot of people do
not know about it, is that it?

Mr. Braley. I think that is really it. It is a matter of finding a

way to reach these women early on and bring them into the pro-
gram.

WIC results

I think it is important, too, for us to try to keep older children
on the program. The benefits of the program have probably been
most dramatic in terms of pregnancy outcome with regard to high-
er birth weight and infant mortality rate decreases and lower hos-

pitalization costs associated with higher birth weight babies, but
we have also had some pretty positive results on early childhood

development, in terms of cognitive development and those types of

things.
We are certainly eager to move toward full funding, so that all

of the eligible participants, including the children up to their fifth

birthday, can be served throughout the country.
Senator Bumpers. The evidence is overwhelming, is it not, that

women who get this prenatal care, their children—the chances of
a defective baby are greatly reduced, are they not?
Mr. Braley. That is absolutely right, Mr. Chairman. It not only

is good policy from a humanitarian and caring standpoint, it is a
good investment as well. It avoids hospitalization costs, Medicaid
costs.
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Study after study, in a number of States, have shown that three
or four to one benefit cost ratios result from participation in the
WIC Program by pregnant women.

IMMUNIZATION

Senator Bumpers. Let me ask you one other Une of questions
here, and then I will defer to Senator Gorton. You mention in your
testimony that USDA has been working with the Centers for Dis-

ease Control to increase immunization rates among preschool chil-

dren.
And as you know, there are a lot of ongoing programs to try to

get all of the children in this country immunized by the age of 2.

What are you doing to promote immunizations?
Mr. Braley. Mr. Chairman, the WIC Program really is probably

the best program available, in terms of getting young women in

when they are pregnant and keeping their children in the health
care system.
We have often referred to it as a gateway program. The food ben-

efit that is available is really a carrot that brings people into the
health care system.
We have worked closely with the Centers for Disease Control and

Prevention to try to make WIC a part of the immunization effort.

There are many WIC clinics throughout the country, where you
come in for WIC services and your child can be immunized right
at the WIC clinic. At other places that do not have the facilities to

manage that, there is a referral mechanism in place.
We have been a part of CDC's task force and work effort to try

to improve immunization rates from the outset. We think WIC can

perform an important role, primarily, of getting people into the
health care system and referred for immunizations.

Senator Bumpers. Mr. Braley, you are probably not the right

person to ask. I am also on the Labor, Health and Human Services
Subcommittee of Appropriations, where we will hold a hearing on
immunizations very shortly.
And of course, the Centers for Disease Control people will be

there to testify, but something that they have—what shall I say—
sort of tentatively propose is—and let me just give you an illustra-

tion before I tell you what it is.

Last Saturday or Saturday before last, there were 6,000 volun-
teers in Atlanta who spread all over that city, knocking on doors,

trying to locate children who were not immunized. They got the
door slammed in their face a lot of times.
You probably saw that story in the Post or maybe you did not,

but anjrway, the story was about this youngster who came to the
door. He went back and his mother said she would not come to the
door and so on. In the inner cities of this country, that is a very
common occurrence.
As you perhaps know, my wife has been boldly engaged in this.

She and Rosalyn Carter really are the ones that started this track-

ing system. I think she still is. I have not seen her in a month.
This is Childhood Immunization Month.
And she is—just got in last night. It is the first time I have seen

her in 3 weeks, but anyway, she gives me all of this information.
And she and I clash occasionally.
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I am not sure—^you know, she agrees with the President, the
Government buying all of the vaccine and giving shots free. I am
not sure I agree with that, not because of the money, but because
I think it is highly, marginally efficient. But an3rway, we argue
about those things, but my question is this—and this is one place
where she and I really clash.

Normally, I defer to her, because she has been in this now for

20 years. What is wrong with saying to some of these women who
get food stamps or are on the WIC Program, "We are going to give
you 30 days to immunize your child and if you do not, you are

going to get cut off7
If they do not do it, maybe you give them another 30 days. And

at the end of that time, you really fulfill the threat.

Now, that drives people like Marian Wright-Adelman right up
the wall, when you suggest things like that. But, you know—I do
not intend to be harsh about this, but you see, one of the reasons
that it is important that all children are immunized is because all

you have to have is a small pool of susceptibles and you have got
an epidemic on your hands.
So when people deliberately do not have their children immu-

nized, it is one thing for them—^to threaten—^you know, bother
their own children, but they are also threatening the community.
So why should we not use that stick approach? To, obviously, the

people who are not immunizing their children, who would become—
it would become a ritual with them, once we got that program in

place, I believe.

Mr. Braley. The pros and cons of that have been discussed to

some extent. In prior years, I know we have been involved in dis-

cussions of whether we ought to make childhood immunization a
criterion for a child being eligible in the WIC Program.
One of the issues is that the WIC Program itself provides impor-

tant benefits to those children. If their parents are being irrespon-
sible with regard to immunizations, should you deny that child food
that is important to their growth and development?

It really is a difficult moral question. And I think it is an open
one that can be debated some more.
So far, we have taken the position that benefits will not be de-

nied on the basis of a child not being immunized, because the WIC
benefit itself is very important.

Senator Bumpers. Well, I will tell you one thing, I do not think
just furnishing free vaccines is a solution. Betty and Tipper Gore
were in Boston yesterday with the mayor. And they go to the clin-

ics. And the television cameras were all there. And that would have
been on the evening news in Boston last evening. And that is the
end of it.

I mean, I think the visibility and the publicity is good. It sort of
makes a few people aware that—maybe their children are immu-
nized, but the people who are not immunizing their children last

night—I do not want to suggest that what they are doing is not

meaningful; it is. It keeps the thing visual. And it keeps it on the
front burner, but there is a hardcore out there that you are just
simply not going to get in that way.
Mr. Braley. Mr. Chairman, I think the WIC Program can help

get those people into the system, so that they, at least, get re-
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minded or told of the consequences of not having their children im-

munized, since we do have such a high rate of coverage among
pregnant women and infants who are from low-income families and

they are probably some of the hardest families to reach.

I think we are doing a good job of getting them into the system,
so they can be informed about this issue, but that is as far as our
role has gone.

SUMMER FOOD SERVICE PROGRAM

Senator Bumpers. Senator Grorton.

Senator Gorton. Thank you very much, Mr. Chairman. And I

am not sure which of you will have the answer to this question, so

perhaps all of you can listen. The Washington State Food Policy
Action Center helps administer summer food programs in my
State.

And, obviously, there are similar groups in each of the other
States. And I asked them to tell me whetner or not they had any
particular difficulties in meeting Federal requirements in admin-
istering the program. And they came up with two concerns that I

would like to share with you and get your comments on.

I am told that the Summer Food Service Program regulations

prevent food from being removed from the site of an individual pro-

gram. Many of the people who administer these programs con-

stantly witness food going to waste, obviously, because of these reg-
ulations. And they find it frustrating when, of course, they are
there to feed hungry kids.

In light of the recent E-coli outbreak in my State and renewed
attention to food safety, perhaps there are some rationale and some
good reasons for these regulations, and as a consequence it may re-

sult in an even stricter enforcement of the laws. The people who
are working in this program, and who obviously do not want to un-
dercut the well-being of the children in the program, ask the ques-
tion as to why nonperishable or only semiperishable food, like cook-

ies and
apples

and things of that sort, should not be allowed out
of the site oy kids. Because I think each of us is familiar with the

way kids operate—putting something in their pocket to eat it later

and the like.

Can any of you comment on the reason for that regulation and
whether there is a consideration of any change?
Mr. Braley. I will comment on that. Senator. I might want to

expand a little bit in the record, after I have had some additional
information from the people at the Food and Nutrition Service.

Some of the concern about offsite consumption of food in the
Summer Food Service Program goes back to some health and safety
issues, as you mentioned, concerning food that could spoil being
taken away and consumed later, and someone becoming ill from
that.

But a second concern goes back to some abuses that were noted
in the program in the seventies. Meals were taken home by the
children for consumption by their family members.
The meals are intended for children. We want the eligible chil-

dren to consume the meals and not have the meals become a carry-
out for the whole family. There were some fairly significant abuses
in the early days of the program.
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I believe that requirement came about for those two reasons:

Health and safety concerns, and the issue of people for whom the

program was not intended actually consuming the food.

Senator GrORTON. That is a logical answer to the question. I do
not know whether there is a way to let kids be kids without allow-

ing that kind of misuse of the program. We will
pass

that answer
back. And if you all think about it and perhaps ask for some advice

from the people who are in the field running the programs, maybe
we could come up with a more flexible answer.
Mr. Braley. We will do that, Senator.

SUMMER FOOD SERVICE—SITE ELIGIBILITY

Senator GORTON. The second one is this: I understand that in

order for a Summer Food Service site to qualify as an open site,

50 percent or more of the children must be from low-income fami-

lies.

There are a number of sites in Washington State, and I am sure

elsewhere, that are being denied eligibility because they only get
to a 48-percent threshold.

I understand that the National School Breakfast Program has a

40-percent eligibility requirement.
Is there any reason for that difference? It is possible or would it

be prohibitively expensive to change the open site requirement
from 50 to 45 or even to 40? Whv are there two different numbers?
Mr. Braley. Senator, one of the things that you need to keep in

mind in looking at this issue is that in a summer program situa-

tion, you are usually talking about a walk-in program, where kids

from the community come and have recreational or other activities,

and then receive meals as part of that program.
There is not an individual means test or anything like that. No-

body takes an application from that child's parents in order to

qualify them for the meals. That is in contrast with a school situa-

tion or a day care situation, where applications are actually taken
and if a child's family has too high an income, the meal receives

a much lower subsidy than one served to a child from a lower in-

come family which gets a much higher subsidy.
In the Summer Food Service Program, we found that we cannot

make that work very well, because it is a less controlled environ-
ment. So, in law, the 50-percent limit was set. You base it on free

and reduced price meal applications from schools in that commu-
nity. If over 50 percent of the children are eligible, then you can
have a site in that community.
There have been discussions about lowering that threshold which

would make more areas eligible. It would also increase the costs of

the program.
We are going to be, over the next year, reauthorizing all of the

child nutrition programs. I expect that the people you talk to in

your State, as well as other people involved with this program, will

raise that issue.

Changing the limit will be discussed and debated, in terms of

whether it would be an appropriate way to spend additional funds
in the program but the 50-percent limit is not magic. It is just a
number that was arrived at, at onetime and put in the statute. It

is a reasonable number, but other numbers could be talked about.
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Senator GrORTON. What you are saying is—I take it that, if, in

fact, we did lower the Summer Food Service Program to 40, does
that raise the number of people who do not really need it and
therefore taking some portion of the program and these funds
would be better utilized elsewhere.
Mr. Braley. That is the issue, Senator. If you have a community

that is not predominantly low-income and you are providing free

meals that are receiving subsidies of close to $2 per meal, is it ap-
propriate for children from higher income families, large numbers
of them, to receive that type of subsidy? And that is really the
tradeoff.

Senator Gorton. Well, this, obviously, will be examined again.
And I thank you for two very thoughtful answers.

Mr. Braley. Thank you.
Senator GrORTON. Thank you, Mr. Chairman.

HUNGER IN AMERICA

Senator Bumpers. Thank you. Senator Gorton. Mr. Braley, a re-

cent Associated Press article cited a report on hunger that says
that nearly 30 million Americans do not get enough to eat. And
that the biggest increase has been in the Midwest, including rural

areas.

Statistics cited include a Missouri rural crisis center that oper-
ates 10 food pantries, served 25,000 people in 1992, nearly twice
the number as 2 years earlier. Indiana experienced a 59-percent in-

crease, and Missouri a 44-percent increase in food stamp recipients.

Now, do you think that—the real core of the question is: Do we
have 30 million people in this country that are not getting enough
to eat?
Mr. Braley. The poverty numbers, you know, are in that range,

but the food stamp participation, the people who are receiving food

stamps, is very close to that figure now. We have about 26.9 mil-

lion people. We set another record in February for food stamp par-
ticipation.

I think the programs we have are responsive to most of the iden-

tified need, in terms of people being able to avail themselves of food
assistance programs.
We are proposing the legislation we talked about a little bit ear-

lier to try to improve the adequacy of the benefits in the Food
Stamp Program, so that the people that receive it actually are get-

ting enough to eat, in terms of food assistance. That is the reason
for the increased request in food stamps.
The Food Stamp Program is the major way that we reach low-

income people in this country with food assistance. The other pro-

grams reach specifically targeted populations.
Senator Bumpers. There may not be anything new about that.

I do not know. It just shocked me when I saw it. And I think some-

body may have just put together the number of food stamp recipi-
ents and suggested that those people are not getting enough to eat.

Of course, that is the whole purpose of the Food Stamp Program.
Mr. Braley. The purpose of the program is to help them get an

adequate diet.



356

ADEQUACY OF FOOD STAMP BENEFITS

Senator Bumpers. If I were eligible for the maximum—if I had
a wife and two children and I were eligible for the maximum num-
ber of food stamps, is it your belief that my family would be reason-

ably well-fed?

Mr. Braley. Let me comment and then maybe Mr. Homsby
would want to elaborate a little bit. I think it is fair to say that

you could be well-fed, if you were educated and knew how to shop
wisely.
Senator Bumpers. Let us assume I know a little about dietary

habits and how to prepare food and that is—^you know, how to

spend money on food and so on. Would that be enough to make
sure I was fed—^my children were fed adequately?
Mr. Braley. If you had the knowledge and the time to shop and

prepare food according to the Thrifty Food Plan, in general, you
should be able to.

One of the provisions of the bill that we are offering recognizes
the fact that during the course of the year, due to food price infla-

tion, the benefit that you have at the beginning of the year is erod-

ed. The benefit is enough to buy the Thrifty Food Plan, which is

the conceptual basis for the Food Stamp Program, at the beginning
of the year but due to inflation during the course of the year, that

benefit tends to erode.

Over the last 10 or 15 years, the purchasing power of the Thrifty
Food Plan has declined by about 4 percent during the course of the

year. We are proposing to raise the basic benefit level from 103

percent of the Thrifty Food Plan to 104 percent.
Another issue I think that is important to note is if you had no

income and got the entire benefit in the form of food stamps, you
could shop wisely and get an adequate diet. Many people, of course,
if they have some source of income, receive a smaller amount of

food stamp coupons. In order for them to have an adequate diet,

they have to supplement their food stamps with some of their cash
income.
A lot of families have other pressures on their resources. They

cannot devote the full amount to their food. That creates some of

the situations that you alluded to, where people run out of food

stamps before the end of the month and rely on food pantries and
food banks and other organizations like that to tide them over.

Trjdng to shore-up some of the benefits in the Food Stamp Pro-

gram, we think, can help alleviate that.

Senator Bumpers. What is the maximum dollar amount that

anybody is entitled to in food stamps?
Mr. HoRNSBY. $370, Mr. Chairman, for a family of four. And, of

course, it goes up as your family size increases.

Senator Bumpers. How much income would I be allowed to have
and still get that maximum?
Mr. Braley. You would have to be at zero net income.
Senator Bumpers. So you would not have any income
Mr. Braley. That is correct.

Senator Bumpers. In order to get that number of food stamps.
Mr. HORNSBY. Yes, sir.
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Senator Bumpers. And then it goes down from there as your in-

come goes up.
Mr. HORNSBY. Yes, sir.

Senator Bumpers. As your income goes up, food stamps go down.
Mr. HORNSBY. Right.
Senator Bumpers. From $300-and-what?
Mr. HORNSBY. $370 for a family of four.

Senator Bumpers. Now, in 1993, the average monthly benefit in

food stamps was $68.24.
Mr. HORNSBY. Yes, sir.

Senator Bumpers. How much income could I have and get 68
dollars' worth of food stamps?
Mr. HoRNSBY. Well, that is $280 a month. I would have to put

that on the chart. I do not really know.
Mr. Braley. Mr. Chairman, the figure that Mr. Homsby gave

earlier was the maximum income you can have. It was $l,100-and-

something per month. At that level, you would get the minimum
benefit in food stamps.

Senator Bumpers. I understand.
Mr. Braley. $10 is the minimum.
Senator Bumpers. Is that the minimum?
Mr. Braley. The minimum benefit. Yes, sir. Between zero in-

come and that income, it is a sliding scale. And for every dollar you
make
Senator BUMPERS. I understand, Mr. Braley.
Mr. Braley. You lose about 30 cents in food stamps.
Senator Bumpers. But my question is: Since the average dollar

value of food stamps in 1993 was $68.24, I am just trving to figure
what was the average income of these people who got those

stamps?
Mr. Hornsby. Now, that is the per person number, Mr. Chair-

man.
Senator Bumpers. Is that per person?
Mr. Hornsby. Yes, sir; that average, per person
Senator Bumpers. So for a family of four, that would be about

$250 a month, is that right?
Mr. Hornsby. Around $200, a little over that, I think.

Senator Bumpers. Well $70 times four would be $280 a month.
Mr. Hornsby. That would be right.
Senator BUMPERS. OK. So I misread that. $280 is the average.
Mr. Hornsby. Yes, sir; for a family of four.

FOOD stamp participation

Senator Bumpers. OK Let me shift a little bit here.

In 1993, we will have 27,300,000, average, on food stamps. That
is an increase of almost 2 million people—1,900,000 to be precise

—
from 1992. Now, you show that in 1994, the average is going to be

27,240,000, which is lower than 1993. If we have had an increase

of 2 million since 1992, why do you think it is going to decline in

1994?
Mr. Hornsby. We have seen the rate of increase, Mr. Chairman,

level off some. I know you mentioned earlier we had an increase

of 200,000 people
Senator Bumpers. Does that level off?
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Mr. HORNSBY. Well, over the last 6 or 7 months, the rate of in-

crease has been dropping. We had real dramatic increases in 1991.

In 1992, the rate of increase leveled off.

In fact, even in 1 month recentlv, we had a drop in participation.

We have statistical models that help us project participation. We
are projecting that that average that you gave, 27.2 million, will be

the average for the fiscal year 1994.

Mr. Braley. Mr. Chairman, implicit in the numbers for 1994 are

an improving economy, and continuing reductions in the unemploy-
ment rate. It really is the underlying economic fundamentals that

we think will cause food stamp participation to level off and begin

to decline, just slightly, by 1994.

Senator Bumpers. You know, this is one place where government
is really a big help for business. If they pay minimum wage, those

people are eligible for food stamps.
Mr. Braley. That is true, Mr. Chairman.

WIC INFANT FORMULA REBATES

Senator Bumpers. On the infant formula rebates, Mr. Homsby,

you state that a new law requires the Department of Agriculture

to conduct bid soUcitations for infant formula rebates on behalf of

a group of States, if you are reouested to do so. That has been a

pretty big cost savings measure, nas it not?

Mr. Braley. It has been excellent. It supports over 1 million

WIC participants today, just through the proceeds we get from re-

bates
Senator Bumpers. This law is supposed to go into effect in April

1993, which is right now. Have you implemented it?

Mr. Braley. We are in the process of implementing that law.

Our goal is to have a system in place
to offer States the oppor-

tunity to participate in the National Rebate Program.
Senator BUMPERS. How many have you heard from? How many

States have requested this assistance?

Mr. Braley. None have committed to it, as yet. We are soliciting

them to see whether they are interested in participating. They are

takinff a wait and see attitude, to see if we can get them a better

deal than they think they can get on a rebate on their own.

We have had quite a bit of interest. How many States will ulti-

mately choose to be a part of the system, we do not know at this

point. Our goal is to have that in place in time for the beginning
of fiscal year 1994—actually before that, so that States whose re-

bate contracts expire by September, this September 30, would be

able to participate in such a program.
Senator Bumpers. How much would you anticipate the savings

to be, below what an ordinary housewife or new mother would pay
when she walks into the drugstore to buy infant formula? On a

percentage basis, do you have any idea?

Mr. Braley. I may ask a staff member who is with us to help

me with this, but we have seen rebates of over 50 percent of the

shelf cost of infant formula. It has really, I think, exceeded any-

body's expectations, in terms of the amount of discount or benefits

that go to the WIC Program.
I am told that the retail price is around $2.10 or $2.20. Our net

cost, after the rebate, is in the neighborhood of 40 to 50 cents a
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can. So it is even a greater savings than I indicated earlier. We are

paying about one-fourth of the shelf price or less.

Senator Bumpers. I am not believing this. Are you telling me
that the new mamma who walks into the drugstore is pa3dng 75

percent more for that formula than you can buy it for?

Mr. Braley. WIC participants buy it through that same store.

They use their WIC coupons. They pay the full price for it at that

point. The infant formula companies then rebate that amount back
to the State.

The incentive for formula companies to participate in this is it

gives them added exposure in the store. We serve, now, close to 40
percent of the infants in this country through the WIC Program.
They want that business badly enough that tney have been willing
to offer these very substantial rebates.
Senator Bumpers. I understand that is the way the program

works, Mr. Braley, but if I am not on the WIC Program and I walk
in there, I am going to pay $2.10 for which you can buy for 40
cents. Did I understand that correctly?
Mr. Braley. Yes; that would be the net cost to the WIC Program

for that same can of formula.
Senator Bumpers. That is just staggering. I am stunned with

that. Are you not?
Mr. Braley. I have seen it evolve over the last 6 or 7 vears, so

I am less shocked at it now than I was initially, Mr. Chairman.
[Laughter.]
Senator Bumpers. The pharmaceutical companies look like real

Christians.
Mr. Hornsby. The infant formula companies objected very much

to that rebate process years ago. They say they priced their product
as a medicine almost, rather than a food. The States were very ag-

gressive in insisting on rebates. That is how it happened. It maofe
the WIC money stretch a lot further, of course.
Senator Bumpers. Mr. Hornsby, is the WIC Program under your

jurisdiction?
Mr. Hornsby. It is under the jurisdiction of the Food and Nutri-

tion Service. Yes, sir.

WIC vitamin supplementation

Senator Bumpers. I understand that pregnant women who are
enrolled in the WIC Program and referred to a physician, and he
usually prescribes a multivitamin supplement during pregnancy
and lactation, is that correct?
Mr. Hornsby. I am going to defer to Mr. Braley on that, if I

could.

Mr. Braley. When we are not acting in other positions, Mr.

Hornsby has a strong background in food stamps and I have
worked on the other programs in the Food and Nutrition Service.
Our answers tend to fall in those areas, if you would allow that,
Mr. Chairman,
The issue of vitamin supplementation, I understand that that is

frequently done during pregnancy.
Senator Bumpers. Have you ever checked with the Public Health

Service to see what their recommendation is on vitamins for preg-
nant women and lactating women?
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Mr. Braley. I am sure we have. I have not—I am not personally
familiar with us asking that question. I know we work closely with
that.

Senator Bumpers. I am not going to burden you with that. We
will check with the Public Health Service and see what their rec-

ommendation on that is.

Mr. Braley. Mr. Chairman, I am told by the staff who is here
with us today that we do check routinely with Public Health Serv-

ice and follow their recommendations in that regard.
Senator Bumpers. I assume that that recommendation of a

multivitamin, kind of one of the A-type multivitamins, then, would
be recommended by the Public Health Service.

Mr. Braley. If 1 might, Mr. Chairman, ask Mr. Vogel to com-
ment on that.

Senator Bumpers. Mr. Vogel, if you would like, just state from
there what you are telling him. We will all learn together.
Mr. Vogel. We consult very closely with the Public Health

Service
Senator Bumpers. I am sorry.
Mr. Vogel. We consult very closely with the Public Health Serv-

ice and their recommendations in terms of nutrition. Now, we do
not provide multivitamin supplements to the WIC Program, but
our food package is geared around the recommendations for mater-
nal nutrition that they advise.

So we work very closely with the Department of Health and
Human Services in terms of nutrition, in setting goals and objec-
tives of the WIC food package service.

Senator BUMPERS. Thank you very much. Mr. Braley, how many
WIC participants get pregnant the second time, after enrollment?

Mr. Braley. We do not have figures on that, although we do
know that a significant percentage of people return to the WlC Pro-

gram for subsequent pregnancy.
That, by the way, is one of the reasons we would like to try to

have benefits available for children up through their fifth birthday.
So if a woman becomes pregnant again and she still has her child

in the health care, she would immediately enroll in WIC as soon
as she became pregnant.

FOOD PYRAMID

Senator Bumpers. How is this working, the food pyramid pro-

gram?
Mr. Braley. I will comment in general terms and ask Mr. Rust

to elaborate a little bit. That publication has been extremely well

received. We have printed it numerous times. Lots of people have

adopted the p)n*amid as a symbol to promote their particular prod-
uct. It has been very, very successful.

Senator Bumpers. How do you distribute that and to whom do

you distribute it, Mr. Rust?
Mr. Rust. We have had an aggressive multifaceted public rela-

tions campaign to get the word out, to get the booklets out. The
P3n"amid booklet, along with a poster and reproducible leaflet, has

gone to all 90,000 schools that participate in the School Lunch Pro-

gram. We have incorporated the pyramid into publications targeted
to older adults and adults with low reading skills. We have worked
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with the Food Marketing Institute in developing materials for use
in the supermarkets.
We have worked jointly with the Department of Health and

Human Services to use their channels through the Public Health
Service. We have encouraged use of the pyramid among the profes-
sional community, the Cooperative Extension Service, and profes-
sional associations such as the American Dietetic Association. We
also work with what we call information multipliers

—
people who

take our material and reproduce it and distribute it far beyond
what we can reach directly with a government publication.
Senator Bumpers. Is that designed for mostly high school kids or

all ages? Is this taught in the classrooms in this country or do you
know?
That is up to each school, I assume.
Mr. Rust. It is up to each school system. We have encouraged

use of the pyramid through the packets sent to schools that partici-

pate in the School Lunch Program. We have also developed a

teaching kit for junior and senior high school health educators
which includes a reproducible pyramid leaflet. Additional activities

to encourage use in the schools include working with home econom-
ics and health textbook publishing companies and with those who
develop nutrition curriculum. So we have tried to penetrate the
school market.
Senator Bumpers. Do you have separate appropriation for the

food pyramid program?
Mr. Rust. We do not. It is part of our regular ongoing activities.

Senator Bumpers. You are asking, in your budget, for $10.3 mil-
lion for the Child Nutrition Program, the Nutrition Education and
Training Program. Do you use that money for this?

Mr. Braley. Mr. Chairman, the food guide pyramid is being inte-

grated along with the dietary guidelines in the materials we are

producing for school children through the NET Program. The Nu-
trition Education and Training Program are State grants that
allow them to

Senator Bumpers. Oh, you give this money to the States.
Mr. Braley [continuing]. To do curriculum development and

these types of things and
Senator Bumpers. But $10 million does not go very far with 50

States, does it?

Mr. Braley. No, sir; it does not. It is a $10 million program at
this point, for the Nutrition Education and Training Program. It

was only $5 million a few years ago. So there has been an increase.
When it was initially authorized, it was a larger program. They

do a lot with the $10 million. So I do not mean to imply that it

is not adequately funded. They get good mileage out of that money.
Senator Bumpers. Do you have any idea what percentages of the

school districts in this country you are reaching with this, Mr.
Rust, the food pyramid?
Mr. Rust. We send it to all of them. How it is being used
Senator Bumpers. You send it to every school district in the

country.
Mr. Rust. That is participating in the School Lunch Program.

Yes, sir.



362

Mr. Braley. And that is about 95 percent of the school districts

in the country. There are some—a fairly small number, mostly pri-

vate schools, that do not choose to participate, but it is the vast

majority.
Senator Bumpers. You mentioned School Lunch Program. How is

that going? A couple of years ago, we got into some real donny-
brooks over that program.

Mr. Braley. I think the School Lunch Program is running rather

well. The trends in the program have been, I think, consistent with
the overall economic trends. We have seen some increase in free

meals, a slight decline in paid meals—overall a modest increase.

We are serving about 25 million meals a day. Seven percent of

those are reduced price meals. Then it is evenly split between paid
meals for higher income children and free meals for the very low-

income children that are in the program.
I think it is a healthy program. It is running well. We continue

to work hard to make sure that it is run in a cost-effective way and
are working with the States to monitor the program.
There have been instances of abuses in the past that we re-

sponded to with the Appropriations Committee's help to try to

make sure the program does what it is intended to. I think it is

running pretty well at this point.
Senator Bumpers. You have got a request for $7.5 billion here

for child nutrition programs. And I cannot tell how much of that

is for school lunch programs. Of course, it is very difficult to give
a special milk program. That is a part of the School Lunch Pro-

gram,
Mr. Braley. It is actually available, principally, to half-day kin-

dergartners and that type of thing. It does not operate side by side

with the School Lunch Program as it did a number of years ago.
Senator Bumpers. How much of this $7.5 billion for child nutri-

tion programs is the School Lunch Program?
Mr. Braley. The School Lunch Program is just over $4.3 billion

of that total.

Senator Bumpers. The school breakfast, though, is on top of

that—almost $1 billion.

Mr. Braley. That is correct, Mr. Chairman. The School Break-
fast Program has been growing pretty dramatically in recent years;
in part, because of outreach efforts that States have made with

grants from the Federal Grovemment.
Senator Bumpers. You know, Mr. Braley, just on a personal note,

I can say kids nowadays are a lot healthier. Of course, I grew up
during the Depression, when we never had meat, except on Sun-

day, and that was the old red rooster or something, but children
are so much healthier now than they were when I was growing up.
We did not have enough to eat. And we certainly did not have a
balanced diet. And I think these programs are just great.

I mean, when people start lambasting government to me and I

think of all of the things that government and only government can
do for a healthy nation, that is the reason I am going to vote for

some kind of health care.

I do not know what it is going to be, but sometimes when I wake
up in the night, I think about a member of my own family who.
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you know, will not have to worry forever about being wiped out
with a health care bill.

People ought not to have to wake up in the middle of the night
worrying about things like that. And they ought not to have to

worry about preexisting conditions or that so-called cherry picking,
losing your insurance if somebody gets AIDS or cancer in your com-
pany.

I just do not think Congress has a higher mandate than to deal
with that. You know, you have—night thoughts, when you get up
in the morning, do not seem so important and dire. That is one
thing that is as dire to me when I get up in the morning as it was
when I woke up in the middle of the night thinking about it.

And no society can claim to be civilized and really a caring gov-
ernment and have people worried—I am not talking about the 35
million people who are not covered. I am talking about people who
are covered.
When I was doing my tax return this year, I found I had spent—

I have got every kind of coverage you can get. I spent $4,000 last

year
Mr. Braley. Out of pocket.
Senator Bumpers [continuing]. Out of my pocket. It does not

make any difference what kind of coverage you have got, you are
still subject to being whacked pretty hard with a health care bill.

And we cannot go on in this country—but anyway, these nutri-
tion programs are so important, because there is no higher purpose
that Congress and certainly this committee ought to have than a
good healthy nation.
So I applaud these. I know there is fraud. And I know people

abuse these things and always will, but I can live with a 6- or 7-

percent error rate, in order to accommodate the other 93 percent.
We have three or four questions we will submit to you in writing.
Mr. Braley. Thank you, Mr. Chairman.

SUBMITTED QUESTIONS

Senator Bumpers. Thank you for your testimony. Additional
questions will be submitted for written responses and we ask you
to respond to them within 5 days.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]
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FOOD AND NUTRITION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

NUTRITION EDUCATION AND TRAINING

Question. I note in your budget request that you
have requested $10.3 million through the Child Nutrition
Programs for the Nutrition Education and Training Program
(NET) .

What activities are being conducted with NET
funding?

Answer. Activities in States vary from year to
year, as States address top priorities identified by
their ongoing needs assessments and tailor activities to
local needs. As a result, projects vary in scope and
approach. During Fiscal Year 1992 with a national budget
of $10 million, NET reached 6,669,040 children, 144,665
teachers and 95,3 68 food service personnel. Food and
Nutrition (Volume 22, Numbers 1-2, December 1992), the
Agency magazine, gives illustrations of NET
accomplishments across the nation. The article describes
creative programs that can and should be adopted by other
schools. Here are several examples:

o In Hawaii, the NET coordinator worked with State
department of health nutritionists to produce
videotapes on healthful eating for pregnant teens.
To appeal to students, teens were consulted on the
content of the videos, and teenagers and well-known
sports figures deliver the nutrition advice. The
videos are available through the State department of
education which also provided a training course for
teachers on using the videos and supporting
materials.

o In South Dakota, NET workshops encourage school food
service personnel to work with teachers and children
on educational classroom activities. For example,
the director of food services for Rapid City schools
invited a school lunch produce supplier to visit
classrooms to talk to children about the value and
enjoyment of fresh fruits and vegetables. He
captured the interest of the children with colorful
displays and with samples they could see, touch,
smell, and taste. At the elementary schools, along
with the tasting parties, there were tours of the
production kitchens, and guests from the community
were invited to have lunch with the children in any
school, any day.

o A regional project called "Project 2001", Build a
Better Body, Build a Better World" is designed to
give schools tools they can use in getting students
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and parents interested in nutrition education and in

helping schools bring their meals in line with
Federal dietary guidelines. During "Project 2001s"
first year, a total of 105 school districts—
representing 619 schools in the Southwest Region—
took part.

NET funds are used to develop nutrition education
materials for statewide use, to support regional
workshops or award grants to local school districts for
community-based projects, or to support nutrition
education projects sponsored by other groups.

Question. How many school districts are being
reached with NET funding in 1993?

Answer. The Nutrition Education and Training (NET)
regulations require reporting on an annual basis. Data
are collected on the number of public and private schools
reached, rather than by school district. Data for Fiscal
Year 1991 show 19,872 schools were reached. Preliminary
data for Fiscal Year 1992, with a majority of States
reporting and remaining States' data estimated based on
the prior year activity, show approximately 24,283
schools reached. The approximate 2 5 percent increase in

participation of schools from Fiscal Year 1990 (19,412)
is likely the result of expanded program activity
utilizing the $2.5 million increase in the NET
appropriation for Fiscal Years 1991 and 1992 compared to
Fiscal Year 1990.

ELECTRONIC BENEFIT TRANSFER

Question. I understand that the Electronic Benefit
Transfer system (EBT) is a major alternative method of
providing program participants with the value of the
coupons used to make food purchases and has the potential
to reduce benefit diversions, including trafficking. How
many and what Electronic Benefit Transfer systems are you
currently evaluating?

Answer. Six evaluations are planned or underway.
FNS is funding evaluations of five systems: two county-
level EBT systems that use on-line technology for the
Food Stamp and Aid to Families with Dependent Children
Programs (Ramsey County, Minnesota and Bernalillo County,
New Mexico) ; one statewide on-line system that integrates
food stamps, AFDC, and Child Support Enforcement
(Maryland) ; one county-level system employing off-line
EBT technology for food stamps (Dayton, Ohio) ; and one
system under development in Wyoming that plans to use
off-line EBT technology to integrate food stamps with the
Supplemental Food Program for Women, Infants, and
Children. Finally, the State of New Jersey is funding an
evaluation of its on-line EBT system.

Question. What additional EBT projects are you
anticipating for 1993?
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Answer. Thirty-two States have EBT projects in
various stages of planning, development and operation.
Five States currently have operating EBT projects:
Reading, Pennsylvania; Albuquerque, New Mexico; Dayton,
Ohio; Ramsey County (St. Paul) , Minnesota; and statewide
in Maryland. By the end of 1993, we expect to add a

voluntary EBT food stamp component to an already
operating EBT project for AFDC in Cedar Rapids, Iowa, and
to implement an EBT project in New Jersey. South
Carolina, Texas, and Wyoming are all expected to award
EBT contracts during 1993 for project implementation
during 1994 or 1995.

Question. What is the evidence to date regarding
savings for the programs and other impacts of the new EBT
system?

Answer. Evaluations to date indicate that EBT is
technologically feasible, virtually eliminates problems
with cash change, and provides strong tools to combat
trafficking. Impacts on recipients, financial
institutions, and food retailers are positive and large
majorities of each group prefer EBT to the coupon system.

The only cost studies released to date present data
from early EBT systems. While it is clear that system
participants (i.e., recipients, retailers, and banks)
prefer the convenience of EBT, the picture on government
cost savings is not conclusive. Early EBT systems cost
significantly more than coupon systems.

The legislation and program rules require that EBT
systems for the Food Stamp Program be cost neutral to the
Federal government. Specifically, EBT cannot cost FNS
more than the coupon delivery system being replaced. The
expectation is that EBT systems processing a large volume
of food stamp transactions, combining benefit delivery
across multiple programs, and maximizing use of the
existing commercial debit card networks will be cost
competitive. EBT systems serving a single program and a
small number of households are unlikely, to meet the
present cost neutrality requirement.

The Agency's EBT research is consistent with this
view. Administrative costs for EBT appear to decline as
system scale increases. Data on the benefit-related
outcomes of EBT currently are unavailable but are being
collected in evaluations of the Maryland, New Mexico, and
Minnesota .EBT systems where cost is the principal study
objective.

Question. What can you tell me about the
development of an EBT Prototype by the Department of
Treasury, which is the first step toward development of a
nationwide EBT system?

Answer. The Financial Management Service (FMS) of
the Department of Treasury is coordinating the SingleCard



367

Prototype Project for the Federal government. The
purpose of the SingleCard Prototype is to conduct a

large-scale demonstration of the operational feasibility
of an EBT system that provides electronic benefit
payments to multiple Federal and State assistance
programs across State lines. The Department of Health
and Human Services (DHHS) and FNS have already tested
multi-program EBT systems for the State-administered
Federal assistance programs (i.e., AFDC and food stamp
benefits on a single system) . The SingleCard Prototype
will combine assistance programs directly administered by
the Federal government (e.g., Supplemental Security
Income Program, Social Security benefits) , State-
administered Federal assistance programs, and State
general assistance programs through a single EBT system.
The objective of the project is to determine the most
effective and efficient administrative design for the
prototype EBT system. The SingleCard Prototype could
serve as a model for EBT operating systems.

The project is currently in the development stage.
The Treasury FMS published a notice on January 12, 1993
in the Commerce Business Daily announcing its intent to
contract for the development of one or more models for a

SingleCard Prototype to address the functional
requirements of the Federal and State programs involved.
It is expected that a formal solicitation for bidders
will be issued by Treasury FMS shortly.

Question. What other federal agencies might be
involved in a nationwide EBT system. Would state
agencies be involved?

Answer. The following Federal agencies provide
assistance payments to beneficiaries which could be
involved in an EBT system: Social Security
Administration for both Supplemental Security Income, and
Social Security benefits, Administration for Children and
Families for AFDC and Child Support, Food and Nutrition
Service for the Food Stamp Program and Special
Supplemental Food Program for Women, Infants, and
Children. State agencies would be involved for those
programs which include a State matching portion and for
any State-only programs included in the EBT system.

SUPPLEMENTAL FOOD PROGRAM FOR WOMEN,
INFANTS AND CHILDREN (WIC)

Question. I note in your budget request of $3,287
billion for WIC, that you estimate the average monthly
participation would increase to 6.4 million, an increase
of about 400,000 from the expected Fiscal Year 1993
average.

What percent by category of the nutritionally at-
risk, low-income infants, children and pregnant and
postpartum women eligible for WIC would be served at this
level?
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For 1992, please provide information by state on the
percent eligible and those participating in each
nutritional risk category.

Answer. USDA's most recent estimate indicates that
about 8.6 million women, infants and children were fully
eligible for WIC in 1991. Coverage in 1991 was about 90

percent for infants and pregnant women, about 50 percent
for postpartum and breastfeeding women and about 45

percent for children. We have included a table of these
estimates for the record. Estimates of categorical
coverage rates for 1994 cannot be made until estimates of
eligibles in 1994 are available.

[The information follows:]

SPECIAL SUPPLEMENTAL FOOD PROGRAM FOR
WOMEN. INFANTS AND CHILDREN (WIC)

ELIGIBILITY AND COVERAGE ESTIMATES
1991 UPDATE - U.S. and Outlying Areas
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from llie 1990 Decennial Census. Assumptions about percentages of income eligible persons at risk will be

reanalyzed when new national health and nutrition survey data become available.

These eligibility and coverage estimates are for 1991 and do not factor in changes in participation or eligibles

that have occured since 1991. WIC participation has continued to grow; in PY 1992 WIC participation

averaged 5.4 million women, infants and children per month (as of August 1992). The recession also continued

throughout FY 1992 with higher unemployment rates and Food Stamp participation than in 1991; therefore it is

likely that the number of WIC eligibles has also increased. Estimates of program coverage rates for 1992

cannot be made until 1992 income data become available.

While the PresicJent's request is sufficient to
provide WIC benefits to every high-priority pregnant
woman and infant, differentials in State-level program
coverage cause coverage rates by category to vary by
State. State-level estimates of eligibility and coverage
are not available for 1992. USDA is currently working on
State-level estimates for 1989 based on the 1990
Decennial Census. USDA expects to complete estimates of
income eligible persons by the end of August 1993.

Question. Please provide for the record a list of
states that participate in funding the WIC program and
the extent of the participation.

Answer. Attached, for the record, is a list of
State agencies that provide State funding to support
participation in the WIC Program for Fiscal Year 1993.
Also attached is the Fiscal Year 1992 monthly average
participation by State agency.

[The information follows:]

WIC PROGRAM
State Appropriations - Fiscal Year 1993

Alaska
Arizona • +
Connecticut
Dist. of Columbia
Indiana

Maryland
Massachusetts
Minnesota
Nevada
New Hampshire
New York
North Carolina #

Pennsylvania +
Texas +

Amount

$346^00
$1,000,000

$118,000

$516,000
$100,000

$500,000

$12,005318
$950,000

$600,000

$89,100

$37,224,085

$1,919,656

$17,000,000

$3300,000

Funds Availahip Purposp i

7/1/92
7/1/92
7/1/92
10/1/92-
7/1/92-
7/1/92-
7/1/92-
7/1/92-
7/1/92-
7/1/92-
4/1/92-
7/1/92-
7/1/92-
9/1/92-

6/30/93
6/30/93
6/30/93
9/30/93
6/30/93
6/30/93
6/30/93
6/30/93
6/30/93
6/30/93
3/31/93
6/30/93
6/30/93
8/31/93

Food
Food and
NSA
Food snxd

NSA
Food and
Food and
Food and
Food and
NSA
Food and
Food
Food and
Food and

NSA

NSA

NSA
NSA
NSA
NSA

NSA

NSA
NSA
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Washington
West Virginia
Wisconsin

$4^00,000
$400,000

$3,031,100

7/1/92-6/30/93
7/1/92-6/30/93
7/1/92-6/30/93

Food and NSA
NSA
Food and NSA

TOTAL $83,299,559

$ Funds for Nutrition Services and Administration are noted by "NSA".

• Funds are allocated from the Governor's discretionary account and may be
reduced due to budget shortfalls.

+ Funds must be allocated based on an 80% / 20% food to NSA ratio.

# Funds may also be used to support a state match for the Farmer's Market
Nutrition Program.

Updated: January 28, 1993

WIC PROGRAM WIC PROGRAM
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initiate service. The associated food and administrative
costs for the new States was $11.6 million. The Fiscal
Year 1992 elderly caseload totaled 145,717 with an
additional 69,368 slots unfunded. The additional cost of
funding these slots would have been $14.9 million.

In Fiscal Year 1993, women, infants and children
caseload totals 246,385. There are approximately 73,700
slots requested that are unfunded. The food and
administrative costs associated with these slots is $19
million. The Fiscal Year 1993 elderly caseload equals
142,250, with requests for over 90,000 expansion slots
that are unfunded. The cost of funding the additional
elderly slots would be $19.3 million. The following
chart reflects the unfunded caseload requests received
for Fiscal Years 1992 and 1993 for each CSFP State
agency.

[The information follows:]

COMMODITY SUPPLEMENTAL FOOD PROGRAM
UNFUITOED APPLICATIONS AND CASELOAD EXPANSION REQUESTS
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I

I
NEW STATES REQUESTING

I
TO INITIATE SERVICE

i

[TEXAS
I
OHIO
PENNSYLVANIA

I

I
TOTAL

10,000;
32,112;
3,000;

0|

0|

Ol

10,000
32,112
3,000

45,112; 69,368|| 73,725 90,093

CCC-DONATED COMMODITIES

Question. What amount and type of CCC-donated
commodities are anticipated for 1993 and 1994?

Answer. The Department of Agriculture will provide
9 million pounds of cheese and 4 million pounds of nonfat
dry milk to the Commodity Supplemental Food Program for
Fiscal Year 1993. The law requires these donations if
CCC stocks are available. The Department also provides
CCC-donated cornmeal and butter to the Commodity
Supplemental Food Program. There is no limit on butter
and cornmeal donations in 1993 to the extent that these
products can be used without waste. The Commodity
Supplemental Food Program has ordered 1,122,192 pounds of
butter valued at $505,684 and 4,636,250 pounds of
cornmeal valued at $1,087,965 in 1993. These butter and
cornmeal amounts are preliminary. At this time it is
anticipated that donations will again include butter and
cornmeal in Fiscal Year 1994. The cornmeal for the
Commodity Supplemental Food Program in 1994 will be
capped at 4.4 million pounds.

Question. What was the amount in 1992?

Answer. The 1992 CCC-donated commodity amounts
provided to the Commodity Supplemental Food Program were
9 million pounds of cheese and 4 million pounds of nonfat
dry milk as bonus. The Commodity Supplemental Food
Program used an additional 8,549,408 pounds of nonfat dry
milk purchased with program funds at a value of
$8,910,160. The Commodity Supplemental Food Program
ordered 8,923,700 pounds of cornmeal valued at $1,039,706
and 3,811,428 pounds of butter valued at $3,551,674 in
1992.

SUPPLEMENTAL FOOD PROGRAM FOR WOMEN,
INFANTS AND CHILDREN (WIC)

Question. Mr. Hornsby, I note in your testimony
that you are proposing appropriations language for fiscal
year 1994 that would allow the Secretary to waive
regulations governing the funding allocation formula to
ensure that WIC funds can be used most effectively.
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Why is this language necessary? What will be the
impact on the states?

Answer. WIC funding regulations require food funds
to be allocated evenly between two components: targeting
and growth. All States receive targeting funds based on
their service to Priority I participants (mainly pregnant
women with identified health and/or at nutritional risk) .

Growth funds are allocated only to those States which
receive less than their equitable share of funds based on
their eligible populations, as compared to other States.
USDA calculates each State's equitable share of the
available funds assuming that each State receives funds
strictly based on their number of potentially eligible
participants. Those States whose grant levels are less
than their equitable share are eligible to receive growth
funds until their equitable share is achieved.

Census data from 1990, used for the first time in
the determination of Fiscal Year 1993 food grant levels,
revealed that certain States are severely underfunded
based on the size of their eligible populations. Through
the growth component of the funds allocation formula,
particular States are eligible for substantial increases
in funding.

However, since the food funds allocation formula
currently caps (at 15 percent above the prior year grants
adjusted for inflation) the increase in funding that any
State may receive from one fiscal year to the next, the
formula prevents some underfunded States from receiving
their fair share of growth funds from allocations and
reallocations. The 15 percent capping provision seemed a
reasonable limitation on growth at the time it was put
into place. However, its effect is to deny funds to some
States that have growth capacity.

At this time it is not clear whether the formula
allocation process for Fiscal Year 1994 would encounter
similar difficulties, since it is dependent, in part, on
the size of the Fiscal Year 1994 appropriation. The
language in the Fiscal Year 1994 appropriation would
allow USDA to avoid these potential problems should the
situation occur during Fiscal Year 1994 in which
underfunded States are limited in receiving funds.

Question. Will you be proposing new or revised
regulations in the near future?

Answer. USDA is currently seeking appropriate
legislation effective for the remainder of Fiscal Year
1993 to permit the lifting of the 15 percent capping
provision. If no legislative vehicle can be found, USDA
will seek to implement an emergency regulation to lift
the 15 percent capping provision until Fiscal Year 1994.
The language in the Fiscal Year 1994 appropriations
request will give the Secretary the flexibility to use
investment funds to serve the most at-risk eligible
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women, infants and children. USDA plans to propose a

package of regulations in Fiscal Year 1994 to simplify
and improve the funds allocation process. However, the
development of this package will continue beyond the
point at which the Fiscal Year 1994 appropriation is
passed and allocated.

Question. Have you discussed this proposal with the
State WIC directors? What do they think?

Answer. The National Association of WIC Directors
(NAWD) has indicated that its membership is generally
supportive of lifting the 15 percent capping provision so
that State agencies in greatest need can receive more
funds in Fiscal Year 1993.

REBATES

Question. I know we've asked you to work on other
methods of cost containment with other foods. Are you
getting rebates on other products? If not, why not? Are
there other cost containment measures that you are using
widely?

Answer. The U.S. Department of Agriculture, Food
and Nutrition Service continues to encourage and promote
the purchase of supplemental foods in addition to infant
formula under cost containment procedures. Currently, we
are aware that four WIC State agencies have contracted
for rebates for infant cereal. They are Indiana, North
Carolina, Texas and New York. California has solicited
for bids for an infant cereal rebate. West Virginia
solicited and currently receives the "best wholesale
price" for infant cereal and juice.

We are aware that several States are receiving
Welch's Cost Relief Grants as a cost containment measure.
Welch's has offered these grants to State agencies based
on the number of cases of Welch's grape juice (46 oz .

ready-to-feed) shipped into the State. The only WIC-
related requirement is that Welch's juice be included on
the State's list of approved food package items. Once
this is done, the State will be entitled to grant funds
on the basis of the volume of juice sold within the
State, regardless of whether any Welch's juice is
purchased through the WIC Program.

Other cost containment procedures include direct
distribution and home delivery. Mississippi operates a
direct distribution system, and Ohio and Vermont operate
a home delivery (dairy) system where companies bid
competitively to provide WIC foods.

Further extension of the cost containment concept is
competitive bidding among retail grocery stores.
Delaware has implemented a successful vendor selection
initiative in this area—Selecting Authorized Vendors
Efficiently (SAVE) . The initiative involves a process of



376

selecting and authorizing a predetermined number of
vendors who will provide WIC approved foods at cost
competitive prices and allow convenient access to

participants. Vendors are required to submit bids for
all WIC authorized foods, except non-contract formula,
which are usually below normal shelf prices. The State

agency also saves food dollars by selecting vendors whose
competitive prices will remain stable for the contract
period.

FOOD STAMP ADMINISTRATIVE COSTS

Question. You indicate that you will propose
legislation to limit the state administrative cost share
to 50 percent. I understand that 50 percent is the
current rate but that states can receive more funds
depending on their error rates or extra programs they run
to cut fraud, etc.

Are you proposing that states be limited to 50
percent without regard to any other factors?

Answer. Enhanced Federal funding for State
agencies' costs of performing the following activities
would be reduced to a uniform 50 percent:

o planning, designing, developing, or installing
automated data processing and information retrieval
systems;

o investigating and prosecuting food stamp fraud;

o use of the Systematic Alien Verification for
Entitlement program administered by the Immigration
and Naturalization Service.

Enhanced funding would remain available for carrying
out certain aspects of the employment and training
program, administering the Food Stamp Program on Indian
reservations, and as an incentive for improving payment
accuracy by State agencies (i.e.. States with low error
rates could receive enhanced funding) .

Question. Could this have the effect of states
loosening up on their efforts to curb waste, fraud and
abuse?

Answer. We sincerely believe that will not be the
effect of our proposal. State agencies have a stake in
good Food Stamp Program management just as the Federal
government does, and the incentive in the form of State
agency retention of a share of sums recovered from fraud
claims will remain.

Question. Please provide a list for the record for
1992 and 1993 of each state and the amount and percentage
of cost share for administrative costs that it received.
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Answer. The list is provided for the record,

[The information follows:]

FOOO STAMP PROGRAM
Distribution of State Ackninistrative Funds by State 1/

STATE / REGION FY 1992 2/ % U.S. Total FY 1993 3/ X U.S. Total

CONNECTICUT
MAINE

MASSACHUSETTS
NEW HAMPSHIRE
NEW YORK

RHODE ISLAND

VERMONT

DELAWARE
DISTRICT OF COL

MARYLAND
NEW JERSEY

PENNSYLVANIA
VIRGINIA

VIRGIN ISLANDS
WEST VIRGINIA

ALABAMA

FLORIDA

GEORGIA

KENTUCKY

MISSISSIPPI
NORTH CAROLINA
SOUTH CAROLINA
TENNESSEE

ILLINOIS

INDIANA

MICHIGAN

MINNESOTA
OHIO

WISCONSIN

ARKANSAS

LOUISIANA
NEW MEXICO
OKLAHOMA
TEXAS

COLORADO

IOWA

KANSAS

MISSOURI

MONTANA
NEBRASKA

NORTH DAKOTA
SOUTH DAKOTA
UTAH

WYOMING

ALASKA

ARIZONA

CALIFORNIA
GUAM

HAWAII

IDAHO

14
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NEVADA

OREGON

WASHINGTON

5,U6,615
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required of the current manufacturer, American Bank Note
Company. Also, the foreign company would be responsible
for secure shipment of the finished food stamps to a

United States port of entry.

Question. What would be the impact of foreign food
stamp production on U.S. criminal laws on counterfeiting
and misappropriation of food stamps?

Answer. Enforcement of the U.S. criminal laws
regarding counterfeiting and misappropriation of food
stamps is within the purview of the United States Secret
Service and the Department of Justice. Thus, these
agencies are the appropriate agencies to respond to your
question. However, we have no reason to believe that
foreign production of food stamps will have an impact on
these laws. It would seem that policies and procedures
currently in place for cooperation on similar matters
between U.S. officials and those of foreign governments
would operate as intended to provide effective
enforcement.

QUESTIONS SUBMITTED BY SENATOR HARKIN

NUTRITION AND PREVENTION OF HEALTH PROBLEMS

Question. I believe that one of the most glaring
deficiencies in our health policy has been in the area of
prevention. We now know that good nutrition is a key
aspect of any prevention strategy for improving the
health of Americans and holding down health care costs.

Can you tell me what plans FNS has' for linking its
nutrition programs to a broader strategy of prevention in
our health policy?

Answer. USDA is committed to improving the health
status of all Americans and coordinating with both public
and private sector initiatives which emphasize the
importance of prevention. This commitment is evidenced
by USDA programs, research activities, and coordination
efforts. USDA is the lead department responsible for
providing nutrition education and information, a key
prevention strategy, and conducting nutrition related
research. The Department established a Nutrition Policy
Committee to oversee and promote the implementation of
nutrition research and education activities and
strengthen coordination both within USDA and among other
government agencies and outside groups. In recent years,
the Department has developed stronger ties with other
Federal agencies to coordinate plans and activities which
emphasize prevention.

The Food and Nutrition Service plays a major role in
the Department's efforts to promote better nutrition
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through enhanced information and nutrition education.
The major food assistance programs include components
which emphasize consumer information and nutrition
education. The WIC Program provides the largest single
source of Federal nutrition education funding. An
integral part of the WIC benefit package is education
which emphasizes the importance of a balanced diet and is
intended to help participants develop sound dietary
practices. In addition, WIC nutrition education
addresses the risks associated with smoking, alcohol and
drug abuse and other behavioral practices which can be
detrimental to one's health status. WIC provides
referrals to health care services such as prenatal care,
well child care and immunizations, essential preventative
health care services. At the Federal, State, and local
levels, the WIC Program is coordinated with initiatives
to prevent infant mortality and low birthweight and
expand immunization services. We are actively pursuing
coordinated activities with the Bureau of Maternal and
Child Health at the Department of Health and Human
Services (DHHS) as well as the Centers for Disease
Control.

The Food Stamp Program provides matching grants to
States for nutrition education activities. FNS has
adopted and is pursuing a five-year plan to enhance
nutrition education for food stamp recipients. We will
award special grants this year to develop new and
innovative ways of providing nutrition education to food
stamp recipients.

Currently, there are efforts to implement the
Dietary Guidelines for Americans in the Child Nutrition
Programs including the distribution of information to
food service personnel, parents, and care providers. FNS
has also been collaborating with the Department of
Education and Department of Health and Human Services
(DHHS) on efforts to develop and promote health education
in schools. We believe nutrition education is a vital
component of school health education. This year FNS
released its strategic plan to enhance nutrition
education activities through the Nutrition Education and
Training Program.

The "Year 2000 Health Objectives" were developed by
the DHHS as its national plan for health promotion and
disease prevention. Several of the food assistance
programs directly support the accomplishment of
objectives to improve the nutritional status and dietary
practices of Americans. In addition, USDA and DHHS have
developed a joint Ten-Year Plan for Nutrition Monitoring
and Related Research. Under this plan, USDA will
collaborate with DHHS on nutritional surveillance and
research activities to identify and assess Americans'
nutritional status and dietary practices.

Breastfeeding is the optimal infant feeding method.
Among other benefits, breastmilk possesses immunological
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properties which prevent a variety of digestive and other
diseases and allergic reactions in infants. Recognizing
the importance of breastfeeding, USDA is collaborating
with the National Breastfeeding Promotion Consortium on a
national campaign to promote breastfeeding among the
general public and health care professionals. A key
objective is to foster and work through coalitions at the
Federal, State, and local levels to promote the campaign
and implement support activities.

In conclusion, FNS is involved in extensive efforts
via service delivery, research, public information and
education, and coordination activities to support and
promote nutrition practices which support health
promotion and disease prevention among all Americans.

Question. On Monday a survey of doctors and nurses
was released which indicated that one in four older
Americans is malnourished, and that half of all hospital
patients 65 and older and two in five nursing home
patients are malnourished. The link is clear between
poor nutrition and greater susceptibility to health
problems and impaired quality of life. And at a time we
are working to control health care costs, this
information on elderly nutrition is especially troubling.

What is FNS doing to address the nutritional needs
of older Americans? — I have in mind here not only
nutrition programs, but efforts to provide education and
information and to make nutrition an integral part of a

prevention strategy in our health care policy.

Answer. FNS administers several food assistance
programs encompassing a variety of services. While some
are open to all needy persons, others specifically target
the low-income elderly population.

The primary program created to assist the low-income
population is the Food Stamp Program (FSP) . Of
households receiving food stamps, 17 percent have at
least one elderly member. Approximately 7 percent of
food stamp recipients are elderly participants. There
are several provisions in place to facilitate elderly
participation in FSP. They include applying by phone or,
in some States, allowing delivery of coupons by mail. In
addition, there is some general nutrition information
available. We are currently working to update the
nutrition information.

The Food Distribution Program on Indian
Reservations, an alternative to the Food Stamp Program,
also provides services to elderly participants.
Approximately 39 percent of households participating have
at least one elderly member. The program also includes a
general nutrition education component including
information about using donated commodities.
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FNS also has several programs that are targeted
directly to the elderly: the Nutritional Program for the
Elderly (NPE) , the Child and Adult Care Food Program
(CACFP) and part of the Commodity Supplemental Food
Program (CSFP) .

The NPE is a component of the elderly services
provided by the Administration on Aging (AOA) . FNS
subsidizes meals served in congregate homes and meals-on-
wheels programs. The per meal reimbursement of 57.8
cents will be able to subsidize 247 million meals in
1993.

In November of 1987 Congress added' an elderly
component to Child Care Food Program. As a result, adult
day care centers became eligible to receive reimbursement
for up to two meals and one snack a day. FNS is

examining this new program in the FNS Adult Day Care
Study . Due to be released later this year, the study
examines the types of services provided by participating
centers, the types of foods offered, and the dietary
intake of the elderly to determine CACFP 's contribution
to the elderly diet.

CSFP combines commodity assistance with nutrition
education. Serving approximately 120,000 elderly a

month, it also maintains a delivery service for homebound
elderly. In addition, CSFP is required to refer
participants to Medicaid, food stamps and Supplemental
Security Income.

The elderly may also receive commodity assistance
through other programs including Soup Kitchens/ Food Banks
and the Emergency Food Assistance Program. However,
information on participation in these programs is not
available.

Question. The quality of meals served to children
in schools and child care is also a critical part of

prevention. The Nutrition Education and Training program
is specifically designed to improve the quality of meals
served to children. Unfortunately, the program was
gutted in the early 1980s, and we have been working to
increase funding since then. The FY 1994 budget provides
$10.27 million for NET, up only slightly from the $10
million appropriated for the program last year. Under
the previous administration, the FY 1993 budget requested
$15 million for the program.

What is the rationale for this funding level for
NET?

Answer. The previous administration requested an
additional $5 million for the Nutrition Education and
Training Program (NET) in Fiscal Year 1^93 in order to
fund a special initiative benefitting preschool-age
children. The increase was not approved by Congress.
For Fiscal Year 1994, with many competing spending
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priorities, the Administration has not included any
special nutrition education initiatives and has not yet
completed its policy review of this area. Instead, for
this budget it has requested $10.27 million for NET, the
same amount as last year plus an inflation adjustment.

UNIVERSAL SCHOOL LUNCH STUDY

Question. USDA was directed last year to study the
possibility of a universal school lunch and breakfast
program in which all children could receive meals without
a ticket system the paperwork and regulatory burden
associated with keeping track of students who qualify for
free or reduced price meals. The program would encourage
more children to take part in the school meal programs.

Can you tell me who is conducting the study and when
it will be presented to Congress?

Answer. The Food and Nutrition Service (FNS) is
preparing a report in-house to be presented to Congress
in October 1993.

Question. Does FNS have any preliminary
observations or information about the universal school
lunch idea at this point?

Answer. FNS is conducting a number of pilot
projects to test ways to reduce paperwork in the National
School Lunch Program (NSLP) . Several sites, including
Philadelphia, Pennsylvania; Jersey City, New Jersey;
Salinas, California; and National City, California, are
testing programs to provide meals at no charge to all
students while basing Federal reimbursement on the
numbers of free, reduced price and paid meals served to
eligible children in each of the schools. For reduced
price and paid meals served, the school district must
make up the difference between the cost to produce the
meal and the Federal reimbursement received.

Initial results from the pilot projects will be
presented in an interim report to Congress which will be
available this summer. In addition, information from
these pilot projects will be included in the report on
universal free school meals due to Congress in October.

SCHOOL FOOD SERVICE PAPERWORK

Question. One of the most common complaints I
receive from school food service professionals is the
huge paperwork and regulatory burden that they must bear
in order to participate in the programs. The paperwork
is supposed to protect against overpayments and waste,
but from what I see this is a prime example of regulatory
overkill.
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What is FNS doing to reduce this paperwork and
regulatory burden on schools in the federal nutrition
programs?

Answer. In recent years the Department has
undertaken initiatives to ensure sound management and
adequate accountability in these important programs. In
general these initiatives identified certain local
practices, such as reviewing meal counts for
reasonableness, which reflect responsible management.
More recently, we developed a review system for State
agencies to follow in conducting administrative reviews
of local schools. This system, called the Coordinated
Review Effort, established a consistent methodology for
assessing schools' counting and claiming procedures and
for observing meal services. None of these activities
add any paperwork at the local level.

In response to concerns about paperwork, the
Department has undertaken a number of initiatives to
reduce the paperwork burden on local schools. We have
implemented Direct Certification, under which schools may
certify children for free meals based on direct contact
with food stamp or Aid to Families with Dependent
Children offices. By using Direct Certification, some
large school districts have been able to reduce the
number of applications processed by half. Moreover, the

agreements between school food authorities and State

agencies to operate the programs are now permanent and
need to be updated only when changes occur, rather than

annually as was formerly the case. We have also
authorized a number of demonstration projects to test
alternatives to the current requirements for eligibility
determinations and meal counting and claiming. We will
be reviewing the results of these tests to determine if
broad changes to current procedures would be feasible.
We continue to look for ideas to reduce the paperwork,
and we welcome the opportunity to work with Congress to

improve these programs.

SUPPLEMENTAL FOOD PROGRAM FOR WOMEN,
INFANTS AND CHILDREN (WIC)

Question. I want to commend the administration for

recommending full funding of the WIC program. Can you
tell us what the funding requirements are for achieving
full funding? What assurances do we have that these
levels are sufficient to reach full funding?

Answer. The President has proposed to phase in full

funding of WIC by the end of Fiscal Year 1996. We
estimate that the Program will require $3,287 billion in

1994, $3,564 billion in 1995, and $3,914 billion in 1996
to achieve this goal. The President's budget assumes
that 7.5 million women, infants and children will

participate in a fully funded program, which is about 80

percent of the number the Congressional Budget Office
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(CBO) estimates will be eligible at the end of Fiscal
Year 1996.

Question. I am also concerned that the WIC program
may tend to discourage breastfeeding. As you know, I
worked to include in the 1989 reauthorization a special
breastfeeding initiative within WIC. Can you describe
your breastfeeding promotion efforts and evaluations that
have been made of the effectiveness of these efforts?

Answer. Because breastfeeding rates in WIC are low
relative to the overall population, some critics have
suggested that WIC discourages breastfeeding. In fact,
since the early 1960's, breastfeeding has been less
common among the lower socioeconomic groups in the United
States. The lower rate in WIC reflects this broader
social trend.

By regulation, WIC State agencies are required to
spend each year a proportionate share of $8,000,000
earmarked from WIC's appropriation on breastfeeding
promotion and support; many States spend more. In fact,
in Fiscal Year 1992, reported expenditures were $15.7
million and actual expenditures may be far greater, given
that States are not required to account for such
expenditures beyond their target minimum amounts. WIC
State agency activities include: establishing peer
counseling programs, loaning out breast pumps, conducting
training and conferences for WIC staff, sponsoring
telephone help lines, publishing newsletters for both
staff and mothers, coordinating with local hospitals to
provide breastfeeding support right after delivery, and
developing educational materials.

USDA provides support for breastfeeding promotion in
the WIC Program through regulations and technical
assistance. USDA also sponsors grants, research,
publications, and cooperative efforts.

Since June of 1990, USDA has hosted meetings twice a

year of the Breastfeeding Promotion Consortium to
exchange ideas on how government and private health
interests can work together to promote breastfeeding.
Over twenty-five organizations participate in the
Consortium, including health professional associations
such as the American Academy of Pediatrics, advocacy
groups such as La Leche League, other Federal agencies
such as the U.S. Department of Health and Human Services,
and the Healthy Mothers, Healthy Babies Coalition. This
information sharing and networking has had some tangible
results; State Task Forces are being formed and
participating organizations are implementing joint
projects partly as a result of contacts made at these
meetings.

At the Consortium's recommendation, the Department
is planning a national campaign to promote breastfeeding
as the optimal method of infant feeding among the general
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public and to create a supportive and accepting public
climate. Legislation enacted in August 1992 authorizes
USDA to solicit private donations to conduct the
campaign.

USDA has provided funds to the U.S. Department of
Health and Human Services for a grant to study the
feasibility of implementing the Baby Friendly Hospital
Initiative to implement hospital policies supportive of

breastfeeding in the U.S.

The WIC Program has been criticized on occasion for
undermining breastfeeding promotion efforts by making
infant formula available. FNS believes that making
formula available is appropriate because, first, after
being provided information on the benefits of

breastfeeding, women must be allowed to choose freely;
and, second, ceasing formula distribution may put infant
participants at nutritional risk. Our approach to
promoting breastfeeding has been to educate women on the
benefits of breastfeeding and provide adequate support
for their decision to breastfeed; this will enable women
to make an informed choice and carry out their decision
successfully. We do, however, believe that WIC has a

unique responsibility to actively promote breastfeeding
through the WIC Program because USDA funds are used to

purchase a significant proportion of the infant formula
sold in the United States.

The following activities have been undertaken partly
to address the potential disincentive to breastfeed which

may result from making infant formula available:

o Eight local WIC agencies have received a total of

$100,000 in grants to study the effectiveness of

using locally donated incentives to promote
breastfeeding .

o In November 1992, FNS established a new, enhanced
food package (VII) for breastfeeding women whose
infants do not receive formula from the WIC Program.
This package helps supplement the special
nutritional needs of a woman who exclusively or

mostly breastfeeds in addition to supporting her

breastfeeding decision.

A recent FNS study using data from the 1988 National
Maternal and Infant Health Survey suggests that

participation in WIC may encourage breastfeeding;
prenatal WIC participants who reported having received
advice from WIC to breastfeed their babies were more

likely to initiate breastfeeding than income-eligible
nonparticipants .
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EMERGENCY FOOD ASSISTANCE ADMINISTRATIVE FUNDS

Question. The budget recommends $123.2 million for
commodities and $46.2 million for administrative expenses
related to distribution of commodities in the Emergency
Food Assistance Program.

What is the reasoning behind these figures, and how
do they compare to the estimated need, particularly in
light of the record participation in the Food Stamp
Program?

Answer. The budget recommendations for commodity
procurement and administrative grants for the Emergency
Food Assistance Program reflect an increase above the
Fiscal Year 1993 appropriation to offset the effects of
inflation. These additional funds and an additional $40
million in the President's investment proposals, for a
total of $209.5 million, will be used to ensure that the
program operates in a manner consistent with operations
in Fiscal Year 1993. Anecdotal information from
Emergency Food Assistance Program recipients, who often
also participate in the Food Stamp Program, indicates
that commodities are needed to tide them over until the
receipt of their next food stamp allotment.

Question. I am informed that the organizations that
distribute the commodities provided by the Emergency Food
Assistance Program have found it hard to carry out their
efforts with the limited amount of administrative money
they receive. At one time the administrative funding was
set at $50 million. Would that be a more reasonable
level for administrative funding?

Answer. For Fiscal Years 1992 and 1993, the
Emergency Food Assistance Program administrative funding
dropped from the longstanding appropriation of $50
million to $45 million. This reduction reflects the
significant decrease in the amount of food made available
for distribution. Specifically, in Fiscal Year 1984 more
than $1 billion worth of food was distributed using $50
million of administrative funding. Since 1984, the
amount of food available for distribution has dropped
from a level of $1 billion to approximately $204.1
million in Fiscal Year 1992. This decrease is primarily
a result of diminished surplus commodities.
Notwithstanding the requested increase in the food
appropriation for Fiscal Year 1994, the total value of
food available under the program constitutes only a
fraction of the value of food distributed in past years.
Therefore, we believe that the level of administrative
funding being requested is reasonable.

FOOD STAMP STUDY

Question. Last year, the Committee directed the
Secretary of Agriculture to conduct a study of the
relationship of economic circumstances and trends on
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participation in the Food Stamp Program. Can you tell me
what is the status of the study?

Answer. Our work on this study is underway. We are
looking for differences between the characteristics of
households that entered the Food Stamp Program (FSP) in
1986-1988, the end of a period of economic growth, and
households that entered during the recession of 1990-1991
and the weak recovery that has followed. We are
investigating changes in the demographic and economic
characteristics of households in the month they enter the
FSP and the employment and income status of food stamp
households for the 8 months prior to food stamp
application.

Question. When will it be submitted to the
Committee?

Answer. The final report will be available this
summer.

Question. Do you have any preliminary information
that you can now provide the Committee?

Answer. We are eagerly awaiting the results of the
study and will forward our report to the Committee as
soon as it is available.

QUESTIONS SUBMITTED BY SENATOR KOHL

WIC PROGRAM AND HEALTH CARE

Question. Through its nutrition programs, USDA is a

very important partner in public health in this nation.
Comprehensive health reform is likely to place a

significant emphasis on prenatal and postnatal care and
prevention. Given the role that the WIC program plays in
the outreach and nutritional service to low-income
pregnant women, how might we draft legislation to
maximize the WIC network? To the extent that the WIC
Program will be coordinated with the health care delivery
system, what additional infrastructure and service
delivery needs should be addressed?

Answer. Much of the WIC Program's success is a
result of its role in acting as an adjunct to health
care. WIC serves as an effective "gateway" to health
services for low income women, infants and children. In
this regard, WIC in the past has relied primarily on
existing space, facilities and staff in local agencies.
However, the ability of many local agencies to continue
to expand, and to continue to offer quality services, is

currently strained by facility capacity, availability of
trained professional staff, the ability of the public
health care system to accommodate increased WIC
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referrals, and automated data system capacity. In some
instances, these obstacles have been severe enough to
preclude the expenditure of available WIC funds.
We are conducting a study to determine what proportion of
clinics have these problems. Obstacles include:

o Physical space: To accommodate the expansion in

participation that would result from full funding,
local program operators may need additional physical
space to provide services to WIC participants. More
and more frequently. State and local agencies are
confronted with considerable obstacles in securing
adequate facilities in which to operate the WIC
Program.

o Staff: Some WIC State and local agencies have found
it difficult to attract and retain qualified
nutritionists, dieticians and other health care
professionals to deliver WIC services, including
nutritional risk assessments and referrals. The
Department is undertaking activities to promote WIC
as an attractive employment option for nutritionists
and other health professionals.

o Computer capacity: To effectively manage
participation and improve the health and well-being
of its clients, the WIC Program must coordinate its
efforts at the local level with other health and
social programs, such as immunizations, drug
counseling, prenatal care, Medicaid, Food Stamps and
Aid to Families with Dependent Children. Effective
computer systems would facilitate multiple program
coordination and allow WIC agencies to more
efficiently absorb increased caseloads.

o Other health care services: As noted above, WIC is
a gateway program that attracts a low-income, at-
risk population at an especially vulnerable period
of development with tangible food benefits. Once in
"the system", WIC participants are provided less
tangible but not less critical services such as
nutrition education and appropriate and relevant
referrals for prenatal care, immunizations,
substance abuse counseling and lead poisoning
screening. The most effective referrals are to
services on site or at a nearby convenient location.
For WIC to continue to provide effective referrals
while serving additional participants, there must be
an available and accessible supply of health care
services, facilities and providers.

States receive $809.2 million (25 percent of
appropriation) in 100 precent Federal administrative
funding with no matching requirement. We are
working with States to help them use these funds to
solve these problems.
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CHILD CARE PROGRAM ELIGIBILITY

Question. My understanding of some of the child
care feeding programs is that they are tied to income
eligibility. Additionally, some providers must
demonstrate that 20% of the children in their program are
being financed under the Title XX block grant. Since
that policy was established, we have created numerous
child care funding streams, for most all of which poverty
levels are used as eligibility criteria. It seems to
make sense to change the feeding program requirement from
reflecting a program to an income eligibility factor.
This appears to be consistent with the original intent.
Senator McConnell and I have worked on this for the past
few years. Is such a change something that you believe
is worthy of support and action?

Answer. Under the current statute, for-profit child
care centers may participate in the Child and Adult Care
Food Program (CACFP) only if 25 percent of their
enrollment or licensed capacity, whichever is less,
receives compensation under Title XX of the Social
Security Act. This provision was enacted to ensure that
available Federal dollars were targeted to those most in
need. In the recent past, there has be,en concern that
for-profit centers are losing their eligibility for CACFP
because some States are changing their day care funding
support for children of low-income families from Title XX
to the other funding sources to which you allude. As you
know. Congressional awareness of this situation resulted
in the authorization of two statewide demonstration
projects, currently underway in Iowa and Kentucky, which
allow CACFP participation of for-profit child care
centers in those States if at least 2 5 percent of their
enrollees are eligible for free or reduced price meals
under the USDA income eligibility guidelines. We are

reviewing the results of the demonstration. Since we do
not require participating centers to charge less to low-
income children, this evaluation is not straightforward
and easy.

STUDENT ELIGIBILITY FOR FOOD STAMPS

Question. Last year, as part of the Higher
Education Act, Congress modified food stamp eligibility
rules to disregard certain types of student aid. While I

understand our desire to make sure that college students,
and particularly low-income students are adequately
supported during their education, I am concerned about
the incentives we are creating here. It appears as if,
all other things being equal, there is an incentive here
for students not to work to supplement their income. A

greater fear is that we will further disregard certain
types of federal aid for purposes of food stamp
eligibility, substantially increasing the cost of the
program. Do you care to comment on the new disregard
provisions?
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Answer. Nothing in the proposal would change the
program's stringent rules that make all but certain
limited groups of low-income students ineligible for the
Food Stamp Program. Indeed, working 20 or more hours a
week is one of the criteria under which a low-income
student could be eligible to receive food stamps.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

SUPPLEMENTAL FOOD PROGRAM FOR WOMEN,
INFANTS AND CHILDREN (WIC)

Question. The President's budget proposes to move
toward full funding of the WIC program by the end of
fiscal year 1996.

What is your definition of "full funding" of the WIC
program? Would all eligible for the program be served by
the end of fiscal year 1996 or are you assuming that only
a percentage of the eligible population would apply for
this assistance? What percentage?

Answer. The Administration defines a fully funded
WIC program as being funded at a level which allows the
Program to serve all eligible persons who apply for WIC
services. Consistent with participation rates for other
Federal assistance programs, neither we nor the
Congressional Budget Office (CBO) assume that all who are
eligible for WIC will apply to participate. CBO
estimated that in 1996, 7.5 million of the estimated 9.3
million eligible women, infants, and children (or about
80 percent) would participate if the program were fully
funded.

Question. What is the total investment which would
be required to achieve full funding by the end of fiscal
year 1996 and how many participants are you assuming
would be served by this program when fully funded?

Answer. The President's proposal requests $3.3
billion in Fiscal Year 1994, $3.6 billion in Fiscal Year
1995, and $3.9 billion in Fiscal Year 1996 to achieve
full funding of WIC by September 1996. This is a total
of $1.7 billion over current services for the 3-year
period. FNS and CBO estimate that about 7.5 million
women, infants, and children would participate in the WIC
program if it were fully funded.

Question. How many people are currently
participating in the WIC program? What percentage of
those eligible for WIC are currently applying for and
receiving benefits under this program? • What percentage
of eligible infants are currently being served? What
percentage of eligible pregnant women are currently being
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served? What percent of eligible pre-school children are
currently being served?

Answer. In Fiscal Year 1992 WIC monthly
participation averaged 5.4 million women, infants and
children. WIC Fiscal Year 1993 average monthly
participation through February was 5.7 million. Because
USDA's most recent estimate of eligibles is for 1991,
current coverage estimates are not available. Based on
the current population survey, in 1991 about 59 percent
of all fully eligible women, infants and children were
served. Coverage in 1991 was about 90 percent for

pregnant women and infants, about 50 percent for

postpartum and breastfeeding women and about 45 percent
for children, ages 1-4.

Question. Appropriations language, is proposed for
fiscal year 1994 to allow the Secretary to waive
regulations governing the WIC program allocations to
ensure that funds are received by States most in need.
This discretionary authority is requested until revised
allocation regulations have been issued.

What revisions do you propose to the WIC Program
allocation regulations? When will revised regulations be
issued?

Answer. The most pressing issue to be handled by
revised regulations is the removal of the 15 percent
capping provision, which currently caps (at 15 percent
above the prior year grants adjusted for inflation) the
increase in funding for food that any State may receive
from one fiscal year to the next. This provision has
outlived its original usefulness and now serves to

prevent some severely underfunded States from receiving
their fair share of funds from allocations and
reallocations.

The current formula may give additional funds to
some States after they reach full funding while other
States are further from their goal. Revisions to
regulations would ensure that States furthest from full
funding get priority.

The package of revised regulations will include
other technical changes intended to simplify the funds
allocation process and delete provisions no longer
considered necessary. We are planning to issue proposed
regulations in Fiscal Year 1994, although the regulatory
process is often lengthy and may extend beyond that
point.

Question. I understand that the Cash Management
Improvement Act which was signed into law last year fails
to consider the uniqueness of the WIC Program's income.
The Act does not take into consideration income from
infant formula rebates or other program incomes, such as
monies collected from vendors from overcharges, civil
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money penalties on vendors and collections from
participants obtaining unauthorized benefits. States
maintain that it is unreasonable to expect them to spend
such monies in one day to avoid paying Interest to the
Federal government on these funds.

Do you agree that this is a problem? Should these
categories of funds received by the WIC program be exempt
from the Cash Management Improvement Act? If so, is the
Administration proposing action to remedy this problem?

Answer. There are some strict definitions of
program income for Cash Management Improvement Act (CMIA)
purposes. Program income is additional funding generated
by program operations; civil money penalties are one type
of program income. For Fiscal Year 1992, States
collectively received about $600,000 in program income.
They may use program income for any allowable program
cost. By contrast, rebates are applicable credits to WIC
Program costs. They originate as Federal WIC food funds
and never lose their identity as such; accordingly, they
must be used for WIC food costs and are otherwise subject
to recovery and reallocation. For Fiscal Year 1992,
infant formula rebates generated a::>proximately $750
million and allowed program participation to increase by
approximately one million additional participants at no
added cost to the Federal government. Rebates are an
integral element in financing the WIC Program.

Public Law 101-147 and WIC regulations mandate
States to engage in cost containment measures designed to
reduce expenditures for WIC Program foods. The most
prevalent of these cost containment activities is the
infant formula rebate initiative, whereby State agencies
generally receive on a monthly basis a manufacturer's
rebate for each unit of infant formula used in the
program. The Department of Treasury's Financial
Management Service has determined that WIC rebates are to
be considered as refunds and therefore subject to the
interest provision of the CMIA. Under this
interpretation. States will incur an interest liability
to the Federal government from the time these funds are
deposited in State accounts to the time they are expended
for program purposes.

FNS believes that some States may perceive
themselves as being penalized for obtaining good rebates.
In response to the proposed regulations implementing the
CMIA, FNS recommended to the Treasury Department that WIC
rebates be exempt from interest liabilities. The
Treasury Department's current interpretation is that
exemptions must be contained in a program's legislation
because the implementing regulations do not allow them to
grant exemptions. FNS recently sent a letter to the
Commissioner of the Treasury Department's Financial
Management Service asking for a reconsideration of an
exemption for WIC rebates under the grounds that there
appears to be no cost neutral means for States to handle
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WIC rebate funds. While we agree with Treasury that
interest earned on these rebates should not go to State
General Funds, we do not want States to perceive the CMIA
as "punishing " them for doing a good job in getting
rebates. We will continue to work with Treasury to
develop a good solution.

Question. The Department's evaluation of the
Farmers' Market Coupon Project, released in April of
1991, indicated that the project had only a modest

positive effect on farmers' incomes, and on the
consumption of fruits and vegetables by women
participating in the WIC program. You are proposing to
continue this program at its current $3 million funding
level in Fiscal Year 1994. Has this program proven to be
more successful in terms of its benefit to farmers and
WIC participants? What are your more recent assessments
of this program?

Answer. FNS has not done a formal assessment of the
Program since the 1989 evaluation was released in April
1991.

FOOD STAMP PROGRAM

Question. The President's budget indicates that a

$603 million Food Stamp investment is being requested to
help offset the effects of the proposed energy taxes on
low-income households.

Would this additional funding to increase food stamp
benefits be requested if the proposed energy taxes were
not included in the President's budget?

Answer. Even without the energy tax proposal, these
program reforms are very much needed. Recent poverty
statistics show the highest number of Americans in
poverty in more than 25 years, and more people than ever
are turning to the Food Stamp Program for help to buy
food. These are signs that the need for food assistance
continues to grow.

In addition to its role as an offset to the proposed
energy tax, the proposed spending increases serve other
important goals. The Administration's proposals will
help reduce hunger among poor children, simplify and
improve program administration, and help ensure the
integrity of the Food Stamp Program.

Question. If the intent is to minimize the impact
of the energy taxes on low-income households, wouldn't it
be better to do this through the tax code rather than
through food stamp benefit increases?

Answer. The EITC changes will help families in the
tax system. Rewriting the tax code to provide some
relief through the income tax system would make little
difference to millions of low-income families and
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individuals, since many low-income households have no
taxable income and thus do not file tax returns. Raising
benefits in assistance programs that reach large numbers
of the low-income population is a more effective way to

compensate these households for their higher energy
costs. Since the Food Stamp Program assists 1 in 10

Americans, it is a logical program to epcpand for this
purpose.

Question. The fiscal year 1994 budget indicates
that legislation will be submitted to increase Food Stamp
benefits by $603 million in fiscal year 1994. In
addition, it indicates that USDA and the Department of
Health and Human Service (DHHS) have jointly developed a

legislative proposal to set federal cost sharing of State
administrative expenses at 50 percent for food stamps,
AFDC and Medicaid. This will result in $20 million in
Food Stamp Program savings in fiscal year 1994.

Would you please describe these legislative
proposals more fully. When will this proposed
legislation be submitted to the Congress?

Answer. As you say, the President's Budget
indicated that there will be proposed legislation
forthcoming to set a uniform Federal matching rate of 50
percent for States', costs of administering the Food
Stamp, Aid to Families with Dependent Children, and
Medicaid Programs. The coordinated bill for the three
programs should be forwarded to the Congress shortly;
however, the food stamp portion of this legislation was
included in the Department's April 27, 1993, proposed
legislation for the Food Stamp Program, so I can provide
those details.

Under the proposed food stamp legislation, enhanced
funding for planning, designing, developing, or
installing automated data processing and information
retrieval systems would be reduced from the current level
of 63 percent to 50 percent. The proposal would also
reduce Federal funding for State agencies' costs of
investigating and prosecuting food stamp fraud from the
current 75 percent to 50 percent. Finally, the proposal
would reduce Federal funding for State agencies' use of
the Systematic Alien Verification for Entitlement program
administered by the Immigration and Naturalization
Service from 100 percent to the normal 50 percent.

Further, the proposal would authorize the Secretary
to grant "hardship waivers" delaying the April 1, 1994,
effective date for State agencies whose legislatures are
not scheduled to meet in Calendar Year 1994 and that
demonstrate that their Constitutions and laws do not
provide a mechanism for raising the additional State
funds that this bill would require before the next
regular legislative session.
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Finally, enhanced funding would remain available for

carrying out certain aspects of the employment and

training program, administering the Food Stamp Program on

Indian reservations, and as an incentive for improving
payment accuracy by State agencies.

Question. What will be the net impact on the states

of the 50-50 cost share proposal for food stamps, AFDC,
and Medicaid administrative expenses?

Answer. The President's Budget for Fiscal Year 1994
assumes that most costs of administering the Aid to
Families with Dependent Children, Medicaid, and Food
Stamp Programs will be reduced to a uniform 50 percent
Federal funding rate. The overall impact of the change
is estimated to be a reduction of $1.8 billion in Federal
funding of States' costs over four fiscal years.

Question. As I understand it, the $20 million in
Food Stamp Program savings results from the elimination
of enhanced federal matching for State anti-fraud
activities (from 75 percent) , automated data processing
development (from 63%) , and Systematic Alien Verification
of Eligibility activities (from 100 percent) . The Food
Stamp Program is a federal program administered by the
states. Enhanced federal cost sharing of these
activities has provided the "carrot" so to speak for
states to undertake these activities.

What will be the incentive for States to initiate or
maintain their efforts in these areas if the enhanced
federal cost share is eliminated as proposed?

Answer. Incentives other than enhanced funding do
exist. For anti-fraud related activities, a monetary
incentive will remain—that is State agency retention of
a portion of the sums collected from fraud claims.
Through Fiscal Year 1995, State agencies retain 25
percent of sums collected; thereafter, the retention rate
returns to 50 percent. In order to retain these sums.
State agencies will have to establish and collect the
fraud claims, which should result in continued efforts in
the area of fraud. These collections are further
expected to increase as States implement Federal tax
offset programs. Tying fraud funding more closely to
actual results (i.e., claim collected) as opposed to
activity (i.e., funding of investigative costs), makes
sense to us as program administrators. With regard to
the development of automated data processing systems,
while the monetary incentive of enhanced funding would be
discontinued, the important incentive of achieving a more
efficient operation would remain.

Question. Currently, States with low error rates
can qualify for an increase in the normal 50 percent
Federal match up to a maximum of 60 percent. Are you
also proposing to eliminate this enhanced Federal match
which rewards States for high payment accuracy rates?
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Answer. No, the Department's legislative proposal
would leave this important incentive intact.

Question. Illegal trafficking of food stamps
remains on OMB's list of high risk areas for management
.improvement. The President's budget indicates that FNS
has begun a number of actions to counter this problem at
a cost of $5,750 million in fiscal year 1993. The budget
indicates that the next steps include (1) procuring
equipment to enhance trafficking investigations; (2)
continuation of the Program Fraud Civil Penalties Act
pilot process; (3) updating the Retailer Policy handbook;
and (4) continued increased funding for investigative and
program staff required for enforcement action
improvements .

What is the total amount of funding included in the
fiscal year 1994 request to address this problem? Please
indicate the funding level requested for each of the four
next steps recommended in the President's budget as
compared to fiscal year 1993.

Answer. FNS has revised its Fiscal Year 1993 budget
for funds related to the high risk area of food stamp
trafficking to $6,460 million. These funds are allocated
as follows:

o $4.9 million to fund 45 investigator full-time
equivalents (FTEs) and 18 senior investigator
positions plus support and related activities to
track, investigate and sanction food stamp
trafficking abuse.

o $950 thousand to fund the continued retailer
database update.

o $610 thousand to fund 13 FTEs and other expenses
related to Electronic Benefits Transfer (EBT)
implementation.

The total amount of funding included in the FY 1994
request to address this problem is $6,466 million, to be
allocated as follows:

o $4,924 million to fund 45 investigator FTEs and 18
senior investigator positions plus support and
related activities to track, investigate and
sanction food stamp trafficking abuse.

o $935 thousand to fund the continued retailer
database update.

o $607 thousand to fund 13 FTEs and other expenses
related to EBT implementation.

The requested funding levels do not correlate
directly to the next steps indicated in the progress
section of the report. The enhancement of the Agency
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automated database and investigator access to it is a
continuous process requiring a semiannual collection of
sales data from retailers and the phased-in purchase of
notebook computers for investigators. The initial round
of retailer data updates is scheduled for completion in
December 1993, and approximately one-half of the
authorized retailers will have data updated each year
after that to keep the database current. Eighteen
notebook computers, with related software and
accessories, have been provided to investigators and
plans are to procure approximately 12 more per year for
the following 3 fiscal years to automate the entire
investigator staff. A working draft of the Retailer
Policy handbook update was distributed in February 1993
and it is targeted to be finalized in June 1993.

The Program Fraud Civil Remedies Act (PFCRA) test
case initiated by the Department's Office of Inspector
General (OIG) has been dropped by the Office of General
Counsel (OGC) because of action taken in a civil
settlement. Since by law OIG must recommend cases for
PFCRA action and OGC process them, the only role for FNS
is to encourage action. At this point, it appears that
PFCRA will not play a significant role in Agency efforts
to combat and sanction retailer trafficking. However, in
its place, FNS has been successfully promoting the
expansion of civil prosecution by United States Attorney
Offices against food stamp traffickers under the False
Claims Act. Civil prosecution of food stamp trafficking
cases involving the FNS Compliance Branch has resulted in
82 negotiated settlements with retailers in fiscal years
1992 and 1993 involving over $1 million. FNS is actively
working to promote and expand this activity to United
States Attorney Offices nationwide.

Question. The budget requests a $6,250 billion
advance appropriation for the Food Stamp Program for the
first quarter of fiscal year 1995. Assuming that regular
appropriations bills are signed into law prior to the
beginning of each fiscal year, why is an advance
appropriation required?

Answer. Advance appropriations are requested to
ensure continuous funding for the program at the
beginning of the fiscal year. This will give the Food
Stamp Program the same treatment as the Aid to Families
with Dependent Children (AFDC) , Medicaid and Supplemental
Security Income (SSI) Programs.

NATIONAL SCHOOL LUNCH PROGRAM

Question. What is the status of the study on the
various options for implementing and funding a universal-
type school lunch and breakfast program? When will you
have preliminary results from this study?
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Answer. The Food and Nutrition Service is currently
preparing the report to be presented to Congress in
October 1993.

Question. Proponents of a universal school lunch
and breakfast program indicate that such a program would
eliminate the current welfare stigma currently attached
to participation in these programs, reduce the

overwhelming paperwork burden now placed on schools, and
benefit students—not only from a nutritional standpoint
but by better preparing them to learn. Are these issues
being addressed in the study?

Answer. The study will examine factors which affect
the decisions to apply for program benefits and the
decision to participate on any given day. It will
discuss preliminary results from the Paperwork Reduction
Pilot project which includes several pilot sites that are
testing non-pricing programs where schools claim Federal
reimbursement based on the percentage of applications on
file for free and reduced price meals. The r'esults of
these pilots will provide information on the paperwork
associated with the demonstrations as Well as the impact
on program participation of providing meals free. We are
in the planning stages of a study which will look at
issues of stigma in more depth. Results from this study
should be available in the summer of 1994. We also will
be releasing a detailed analysis of the nutritional
quality of the National School Lunch Program and School
Breakfast Program compared to alternative lunches and
breakfasts. This report will be released later this
year. We do not, however, have any research underway
that looks at the relationship between program
participation and learning.

Question. What percentage of low-income children
eligible for the school lunch program now fail to apply
for the program?

Answer. FNS estimates that there were 2.7 million
eligible non-applicant children in 1990—representing
about 6 percent of all children in the National School
Lunch Program. These estimates are based on the March
1991 Current Population Survey (CPS) of 60,000 households
nationwide in which income is sometimes- underreported.
FNS is currently planning a study that looks specifically
at why eligible households do not apply for program
benefits .

Question. I understand that in the last few years,
approximately 200 schools have chosen to terminate their
participation in the National School Lunch and Breakfast
Programs, Is this accurate? If so, why have schools
elected to drop out of the program?

Answer. I understand that the American School Food
Service Association released a list of "dropout" schools
earlier in the year which contained approximately this
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number of schools. As you know, as part of the Farm Bill
reauthorization, FNS is conducting a study of school
dropout. Results from this study, which should be
available early next summer, will include data on the
number of dropout schools.

However, I must emphasize that there is no evidence
that school participation in the NSLP has been on a
downward trend. School participation has remained stable
at about 87,000 since 1990. In 1990, 8'6,961 schools
participated, in 1991, 87,561, in 1992, 87,543 and 87,538
in 1993. Thus while a small number of individual schools
may be leaving the program, they are being offset by
others joining it. In addition, school participation in
the School Breakfast Program has been increasing
substantially during this period, rising from 38,274 in
1990 to 49,576 in 1993—an increase of nearly 30 percent.

Currently, the only information we have on the
reasons why schools leave the program is anecdotal.
However, in our upcoming school dropout study, we will be
collecting detailed information on why schools leave the
program and who is involved in that decision.

Question. For years, questions have been raised
about the nutritional quality of meals served through the
school lunch program. I understand that a USDA study
completed last year confirmed that school lunches are not
meeting Federal dietary guidelines. What were the
study's findings? What is the Department doing to see
that school meals meet the Dietary Guidelines for
Americans?

Answer. The USDA completed and distributed the
Child Nutrition Program Operations Year Two study in
1992. For the dietary component of the study, USDA
collected data at 60 schools located in 20 school food
authorities, but this sample was not nationally
representative of school meal service across the country.
USDA is currently completing a School Nutrition Dietary
Assessment Study which does collect similar information
from a nationally representative sample.

Data on the nutrient content of the National School
Lunch Program (NSLP) and School Breakfast Program (SBP)
meals for the 20 school districts were collected in
spring 1990. Although fat and saturated fat were
evaluated in light of the Dietary Guidelines for
Americans, it should be noted that these guidelines were
not released until November 1990. This study found that
the average proportion of calories from fat for the
average meal was approximately 38 percent; the Dietary
Guidelines recommend 30 percent or less of calories from
fat. The average proportion of calories from saturated
fat was approximately 15 percent; the Dietary Guidelines
recommend 10 percent or less. The study also found that
NSLP meals were high in nutritional quality (nutrient
dense) and balanced across a number of key nutrients.
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USDA is committed to making improvements in the
nutritional content of school meals. Specifications for
USDA donated commodities have been revised to reduce the
level of fat. The Department recognizes that more
improvement needs to be made before we reach the
nutrition goals for the year 2000. However, USDA must
plan improvements for the NSLP in ways that keep children
interested in eating school lunches while improving the
nutritional profile of the foods consumed.

Question. One way to reduce fat in the school lunch
diet is to serve low-fat and skim milk rather than whole
milk. I have joined some of my colleagues in introducing
legislation to remove the statutory whole milk
requirement to enable local school food service
professionals to determine what type of milk to serve
children in their school lunch programs. Do you support
this proposal?

Answer. The Department believes that the current
statutory requirement that whole and low-fat milk be
offered in all school lunches should be amended. The
required offering of whole milk clearly makes it
difficult for schools to reduce the fat content of their
lunches. For the same reason, however, we feel that
retention of a low-fat or skim milk requirement has
merit. Retaining this portion of the requirement would,
we believe, help schools reduce fat, as well as lessen
the operating burden on schools since they would not have
to maintain large inventories of two kinds of milk (or
three if the school elects to offer skim milk as well) .

NATIONAL FOOD SERVICE MANAGEMENT INSTITUTE (NFSMI)

Question. The President's budget contains a
separate line item of $2 million to implement the Dietary
Guidelines. In 1992, we asked the Department to utilize
the expertise and services of the National Food Service
Management Institute to help provide information and
training to child nutrition personnel.

How have you used the National Food Service
Management Institute and how do you plan to use the
Institute to provide education and training to child
nutrition personnel on implementing the Dietary
Guidelines for Americans?

Answer. Implementation of the Dietary Guidelines
for Americans in the Child Nutrition Programs will be
accomplished through multiple means and methods. The
National Food Service Management Institute has been
briefed on all current FNS activities as well as future
initiatives. The goals of implementing the Dietary
Guidelines are considered by the Institute in its yearly
work plan. The National Food Service Management
Institute has incorporated the implementation of the
Dietary Guidelines for Americans into its 1992 and 1993
"Statement of Work". To date it has provided a
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procurement conference related to the Guidelines and a
sequence series of children's "Barely Bear and the
Guidelines." A total of six satellite conferences are
planned on the subjects, four of which have been
completed. Videos and training materials on the
conferences were distributed at the American School Food
Service Association meetings.

Question. Providing nutritious meals to children is
one of our goals and teaching them to adopt healthy food
practices through linkage of nutrition education and
nutritious meals is another. The President's request of
$10 million for nutrition education will help to do this.

How do you plan to encourage states to use the
National Food Service Management Institute to maximize
the use of the Nutrition Education and Training (NET)
funds in order to avoid duplication of projects and
ensure maximum coverage of nutrition education?

Answer. The Department initiated a strategic
planning process for the NET program in March, 1992. The
executive director of the National Food Service
Management Institute (NFSMI) was one of the approximately
30 representatives who drafted The Strategic Plan for
Nutrition Education which was published in March, 1993.
The Plan includes ten national planning goals for the NET
program. Strategies and tactics for implementing many of
the goals emphasize collaboration with the NFSMI. Two
States (Colorado and Kansas) have already used NET funds
to contract with NFSMI to develop a nutrition education
curriculum for elementary school level children on the
Dietary Guidelines and the Food Guide Pyramid. The
president of the National Association of State NET
Coordinators (NASNET) is a member of NFSMI 's National
Advisory Council which provides input on the Institute's
annual statement of work and strategic plan.

Question. We hear a lot about the school meals
containing too many fat calories and the need for
managers to plan meals that limit the amount of fat
calories. This will require a nutritional analysis of
meals planned.

How will you use the resources of the National Food
Services Management Institute to help train managers and
directors to calculate nutrient values?

Answer. Schools are not required to analyze menus
for nutrients. Currently some schools are doing so as a

way to monitor their efforts of reducing fat while
maintaining the required nutrients and calories. The
effort to teach schools to do this will be a major
objective of the FNS Demonstration project for Nutrient
Standard Menu Planning (NSMP) . Currently, FNS is
developing a Nutrient Database for Child Nutrition
Programs. This database will be available in the Spring
of 1994. The National Food Service Management Institute

\
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will receive a copy of this database to incorporate into
their software systems. The Institute will be encouraged
to develop software, provide data bank accessibility to
food service practitioners and use it for further
development of school food service applications.

Question. Have you considered the potential of
using the Super Computer Center in Mississippi as a
resource for school systems to use in securing nutrient
calculations? I understand that the Super Computer
Center can process up to 800 million floating point
instructions per school.

Answer. The Department recognizes the value and
availability of the University of Mississippi's Super
Computer Center. The use of this powerful computer can be
explored with input from the National Food Service
Management Institute. However, the super computer's
capacity far exceeds the capabilities required for simple
nutrient calculations. Nutrient analyses of menus in
schools requires personal computer-based software
developed competitively by industry or universities,
etc., that can meet the needs of school managers at the
local level. A national database of food items used in
the child nutrition programs is currently being developed
under an interagency agreement between the Human
Nutrition Information Service (HNIS) and FNS. HNIS has
the technical nutrient data experts on staff to maintain
and update the system. Copies of this database will be
available to schools, as well as to the Institute, upon
completion. We encourage schools to acquire computer
systems that meet their needs. Nutrient analysis is a
part of such a system.

Question. Has the USDA considered high performance
computing and visualization in conjunction with
heuristics and simulation for solving problems related to
knowing how to provide nutritious meals that are
acceptable to and consumed by the child?

Answer. The Food and Nutrition Service has
considered the type of computer modeling capacity needed
for meal planning in the child nutrition programs.
Microcomputers at the headquarters of the Food and
Nutrition Service can handle many of the fundamental
modeling tasks, and mainframe computer services are
available from the Kansas City Computer Center. In
addition, computer modeling expertise and computing
capability are available from other USDA agencies such as
the Economic Research Service and the Human Nutrition
Information Service.

The current constraints on computer modeling for the
child nutrition programs relate to the limited
availability of data on the variables which are needed to
make best use of the available computer hardware and
software and advanced computer modeling applications.
The Food and Nutrition Service has recently entered into
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an agreement with the Human Nutrition Information Service
to help develop one of the key data components—a

nutrient data base specific to the child nutrition
programs. We are also nearing completion of a national
study of school children which will provide current data
on the usage of foods and nutrient contribution of the
school nutrition programs.

Question. The Congress established the National
Food Service Institute to conduct activities to improve
child nutrition programs which are federally funded. As
we have listened to President Clinton's, concerns for
improving the delivery of health and education services
to children and recognize the role of nutrition in both
programs, it is obvious that a new paradigm must be
established for child nutrition programs.

How can we use the National Food Service Management
Institute as a catalyst in changing the paradigm— in

helping school administrators and health professionals to
view child nutrition programs as a value-added service
rather than as a support service?

Answer. The National Food Service Management
Institute can help bridge the gap that lies between
health and education services to children. The Executive
Office of the Institute currently maintains a leadership
initiative that supports the development of the child
nutrition programs as integral components of the
education and health care systems. For example, a
national conference conducted by the Institute on feeding
children with special needs brought perspectives from the
Departments of Education, Health and Human Services and
USDA together to focus on the needs of this special
population. FNS will use the Institute's findings on the
"Feeding of Children with Special Needs Survey" as a
basis for the development of guidance material for local
schools. Future efforts include coordinating with the
Department of Health and Human Service's Center for
Disease Control on a comprehensive health education
curriculum, and collaborating research with the USDA-
funded Children's Nutrition Research Center at Baylor
University. NFSMI's presence and involvement at various
school associations meetings and major conferences for
superintendents, principals, and school business
officials have begun to introduce the Institute's mission
for the child nutrition programs. That mission is to
provide the opportunity for every child to enjoy the
benefits of effective child nutrition programs with
healthy food choices, served in pleasant surroundings by
compassionate and empowered people.

- This supports the
Education ideal of focusing on preparing children so they
can be "ready to learn". The value of nutrition
education and a healthy lifestyle for children as a
"value-added service" rather than a food assistance
"support service" is inherent in the Institute's mission.
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Question. The President's budget request for child
nutrition programs is for over $7 billion for fiscal year
1994, It is my understanding that the National Food
Service Management Institute is conducting research and
preparing training that would result in cost benefits to
the federal government. I note that the fiscal year 1994
budget request for the Institute maintains its fiscal
year 1993 funding level. As you move forward in
achieving the Presidents 's goals, will you support
continued use of the National Food Service Management
Institute as a resource that can help to maximize the
funds appropriated?

Answer. The National Food Service Management
Institute is presently involved in several studies and
training initiatives that support FNS's goals. FNS has
two staff assigned to the Institute's National Advisory
Committee. It is customary for the Institute to explore
and develop future tasks to be delivered under the grant
agreement through these Advisory meetings. FNS presents
briefings to the Institute on current projects, as well
as future plans during these planning sessions. FNS also
encourages the Institute to initiate ideas and programs
that will meet the needs identified by their research.
FNS continues to provide staff to review the Institute's
proposed tasks as well as the Requests for Proposal that
the Institute develops to ensure that there is no
duplication of effort. When duplication is found, the
Institute is encouraged to direct funds toward other
priorities already targeted in their statement of work.

Question. The National Food Service Management
Institute's national satellite network has successfully
delivered four national training programs on "Managing
Child Nutrition Programs and Healthy Food Practices."
Each program has reached more than 10 thousand child
nutrition personnel.

As you identify needs for training and information,
do you see other ways that USDA could use this network?
Are there ways that you could use this technology to
conduct meetings of state agency administrators and food
service directors to help set direction and provide
information?

Answer. Training of local school lunch directors is
the responsibility of the State agencies and upon their
request the FNS Regional offices. National projects
initiated by the National Office may involve training at
the national level. The Institute presently budgets
approximately $20,000 to cover the cost of each satellite
conference. If the subject matter fits this delivery
system and the money is available, FNS is not opposed to
using satellite training methods. Cost efficiency as
well as quality of delivery to meet the training goals
will be primary in this decision. The Institute is free
to market itself to individual States to use its
resources for the development and delivery of training
which could include the use of the satellite facilities.
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NUTRITION PROGRAM FOR THE ELDERLY

Question. The Older Americans Act of 1992 requires
the Secretary of Agriculture to maintain an annually
programmed level of assistance for the nutrition program
for the elderly equal to the greater of (1) the current
appropriation divided by the number of meals served in
the preceding fiscal year; or (2) 61 cents per meal
adjusted annually beginning with FY 93 to reflect changes
in the CPI. In accordance with this statute, what is the
authorized per meal reimbursement rate for fiscal year
1994?

Answer. The current Fiscal Year 1993 per-meal
reimbursement rate is $.5780 for the Nutrition Program
for the Elderly. This represents the highest rate the
Department believes could be sustained throughout the
fiscal year with the current appropriation. However, if
it appears that participation for the year will be
significantly lower than anticipated, we will increase
the rate. In any event, the entire Fiscal Year 1993
appropriation will be used for per-meal reimbursement, as
required by law. Based upon the Department's current
estimates, as a discretionary account, the Fiscal Year
1994 authorized reimbursement rate would be $.5780.

Question. The fiscal year 1994 request for the
Nutrition Program for the Elderly assumes there will be
no increase in the number of meals served above fiscal
year 1993 and maintains the current fiscal year 1993 per
meal reimbursement rate of $.5780.

What is the basis for these assumptions? Why hasn't
the fiscal year 1994 per meal reimbursement rate been
increased to the newly authorized rate? What additional
amount would be required to fund the per meal rate
authorized for fiscal year 1994?

Answer. The assumptions used for Fiscal Year 1993
were also used for Fiscal Year 1994. A participation
growth rate of .9 percent was assumed, which is
consistent with participation trends in recent years.

Since this is a discretionary program, the
Department has recommended that the rates be held
constant from Fiscal Year 1993 to 1994. The Department
estimates that an additional $15.3 million would be
needed to provide the higher per-meal reimbursement rate
of $.6396.

Question. If the participation rates are not
accurate or funds appropriated for the nutrition program
for the elderly remain unspent, the Department makes an
adjustment in the per meal reimbursement. The States
receive final payments based on the adjusted rate for
each meal claimed. Are these adjustments passed on to
the providers of these meals? How exactly does this
work?
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Answer. The reimbursement process for the Nutrition
Program for the Elderly involves several agencies.
Initially, States are required to submit claims for meals
served no later than 90 days after the end of the quarter
of the fiscal year for which payment is claimed. FNS
provides reimbursement on a quarterly basis to the
States, which are required to disburse funds promptly to
local organizations based upon their meal count data.
Typically, funds pass from USDA through the State
Department on Aging, to an Area Agency on Aging, and then
to the local providers. Any reimbursement rate
adjustments are also passed from the States to local
providers.
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HUMAN NUTRITION INFORMATION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

Household Food Consumption Survey

Question. Mr. Rust, I noticed in your statement
that you are planning for the 1996-1997 Household Food
Consumption Survey, formerly known as the Nationwide
Food Consvunption Survey. As you may recall, this
committee was very distressed last year to learn that
the most recent survey was so flawed that federal
agencies, the food industry, scientists and
nutritionists could not use it and did not have the data
to do a detailed analysis of the adequacy of the
American diet. What were some of the problems with the
last survey and what steps have you taken to avoid
problems in the future?

Answer. The decennial Nationwide Food Consumption
Survey (NFCS) has been discontinued. The NFCS included
the collection of two types of information—household
food use and individual intake—which required a heavy
respondent burden. The average length of the in-person
interview was almost 3 hours. Consequently, many people
refused to participate after being informed of the
requirements of the survey.

In the future, information on the two components
of the survey will be collected in two separate surveys:
(
1

)
the Continuing Survey of Food Intakes by

Individuals, and (2) the Household Food Consumption
Survey .

(1) The 1994-96 Continuing Survey of Food Intakes
by Individuals (CSFII) has been redesigned to replace
the individual intake component of the NFCS. A fixed
price contract for this survey was awarded to Westat,
Inc. of Rockville, MD following competitive bidding.
(This is a different contractor than the one which did
the NFCS .

) Every facet of the survey has been
thoroughly examined and redesigned if necessary. In

particular, procedures for improving response rates have
been established. HNIS has put in place strong
management and quality control procedures both as part
of the contract and in its in-house operations to assure
that the survey provides accurate data in a timely
manner. Unlike work with the NFCS where there were few
meetings with the contractor and limited monitoring on
our part, we are meeting on a regular basis with Westat
to review progress of the survey and we have several
staff with assigned responsibilities for monitoring the
survey contract. We have developed an in-house tracking
system to monitor the status of the interviews . We also
have a new food coding system, designed by the
University of Texas, that will improve quality and
timeliness of the results. The Census Bureau has been
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involved in the design of the survey, in conducting
research leading to improvements in the questionnaire,
and in suggesting better management procedures.

(2) The Household Food Consumption Survey (HFCS),
which is scheduled for collection in 1996, replaces the
household food use component of the NFCS . We are
working closely with the Census Bureau to plan, design,
and execute the survey and to plan for disseminating the
results on a timely basis. HNIS, with input from the
Census Bureau, is writing a detailed Statement of Work
to prepare for the survey. Planning and designing the
survey includes revision and testing of the survey
instruments. It is probable that the Census Bureau will
collect data for the 1996 Household Food Consumption
Survey .

Question. What will be the cost of this survey?

Answer. The cost of the 1996 HFCS is presently
being developed by the Census Bureau. They are
scheduled to submit their cost estimates by June 1,

1993, based on a draft Statement of Work.

The cost of the CSFII 1994-96 will be
approximately $14 million. The contract for this survey
has been awarded to Westat, Inc. of Rockville, MD. The
cost includes about $1.13 million for start-up and
development costs by the contractor which was obligated
in Fiscal Year 1992 and about $4.2, $3.9, and $4.2
million for data collection in 1994, 1995, and 1996,
respectively .

Briefly, these costs pay for—
o the preparation of survey materials (training

manuals, introductory letter, questionnaires, survey
publicity) ;

o survey staff—interviewers, food coders, data
reviewers, supervisors, and other support staff
including recruitment and training;

o development of data entry software and data tracking
system;

o actual conduct of pilot study and survey—listing,
contacting and screening housing units, interviewing
respondents (These procedures, necessary to assure a

survey that is a representative of the U.S.
population are very expensive);

o coding and entry of data, and transmitting data from
Contractor to HNIS;

o preparation of survey operations reports ; and
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o travel for contractor to meet with HNIS and to
conduct the survey nationwide.

Question. Is it really necessary to spend these
millions of dollars annually for these food consumption
surveys? How does data you collect differ from that
collected by the Department of Health and Human
Services' National Center for Health Statistics, the
Food Marketing Institute, the Market Research
Corporation, the Food and Drug Administration, and
USDA's Economic Research Service?

Answer. The Continuing Survey of Food Intakes by
Individuals (CSFII) provides several unique types of
information useful in assessing the dietary and
nutritional status of the United States population. The
CSFII is food oriented. The data are used for nutrition
education, food guidance, food programs, food safety,
and food production concerns . The National Health and
Nutrition Examination Survey (NHANES) is health
oriented. The objective of the nutrition component is
to track nutrition-related risk factors and to study the
relationship between diet, nutritional status, and
health. The CSFII includes multiple days of dietary
intake, while NHANES includes only one. Extensive
research shows that multiple days are needed to estimate
the usual intake of the population, considering
seasonal, regional, and even day of the week variation
sufficient to identify population groups at risk of poor
nutrition. Additionally there are important food and
progreim information provided by CSFII and not by NHANES-

o Multiple program participation linked with food and
nutrient intakes is provided, and CSFII is the only
Federal Survey to do this .

o Source of food—restaurants, cafeterias, fast food
places, soup kitchens, Meals On Wheels —
information is provided. Economists and nutrition
educators can look at where people are eating and
the source of their nutrients, especially important
with more and more meals consumed away from home.

o Home water supply and quantity of water consumed in
a day is provided and no other survey capture this.

o Fish intake (caught vs purchased)—of particular use
to EPA and FDA is provided. The capability to
identify home-produced, caught, hunted, or gathered
sources is available for targeted foods, as
required .

o Eating patterns—types of food eaten at various
meals . This is of use to nutrition educators in
preparing dietary guidance materials.

A component of the CSFII is the Diet and Health
Knowledge Survey (DHKS). The DHKS ' s purpose is to



411

provide continuing information with which to assess
relationships between individuals' knowledge and
attitudes about dietary guidance and food safety, their
food-choice decisions, and their nutrient intakes. The
CSFII provides the link between data on individuals'
diets and data on their knowledge and attitudes not
available with the Food and Drug Administration's Health
and Diet Survey.

CSFII data differs considerably from the Economic
Research Service's (ERS) food supply data. The food
supply data are available on a "per capita" basis only.
From it you cannot tell whether or not there is a marked
difference between the consumption of low-income vs.
other households, or children vs. adults, or one race or
region vs. another. For example, ERS data can tell us
if there are enough foods in the food supply to provide
enough iron for the population, but it cannot tell us
which groups, such as children or low-income elderly,
are not getting enough iron. Also, ERS data covers only
food in the food supply; HNIS provides the data to
estimate the nutrient content of the food supply.

The Household Food Consumption Survey is conducted
about every 10 years. This is the only survey of its
kind—national or regional—that collects information on
the kind, quantity, and money value of food used by
households and the nutrients available from their food.
This information is necessary to develop food plans
including the Thrifty Food Plans which forms the basis
of the Food Stamp Program allocation. The HFCS provides
information necessary to assess the dietary status of
the population groups and to evaluate the effectiveness
of national food assistance progreuns in improving diets .

SUBCOMMITTEE RECESS

Senator Bumpers. This concludes today's hearing. Our next hear-
ing will be held Tuesday, May 11, in this same room at 10:30 a.m.
The subcommittee will receive testimony from the Agricultural Re-
search Service, Cooperative State Research Service, Extension
Service, and Alternative Agricultural Research and Commercializa-
tion Center.
The subcommittee stands in recess.

[Whereupon, at 11:08 a.m., Thursday, April 29, the subcommittee
was recessed, to reconvene at 10:35 a.m., Tuesday, May 11.]
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U.S. Senate,
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The subcommittee met at 10:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Dale Bumpers (chairman) presiding.

Present: Senators Bumpers, Harkin, Kohl, Feinstein, Cochran,
Bond, and Gorton.

DEPARTMENT OF AGRICULTURE

statement of r. dean plowman, acting assistant secretary
for science and education

accompanied by stephen b. dewhurst, budget officer

Agricultural Research Service

statement of essex e. finney, acting administrator

Cooperative State Research Service

statement of john patrick jordan, administrator

Extension Service

statement of myron d. johnsrud, administrator

Alternative Agricultural Research and Commercialization
Center

statement of martin L. ANDREAS, CHAIRMAN, BOARD OF DIREC-
TORS

opening REMARKS

Senator Bumpers. Good morning. Today we will continue our

hearings on the fiscal year 1994 budget for Agriculture, Rural De-

velopment, and Related Agencies. We will review the budgets for

the Agricultural Research Service, the Cooperative State Research
Service, the Extension Service, and the Alternative Agricultural
Research and Commercialization Center.
Our witnesses this morning are: R. Dean Plowman, Acting As-

sistant Secretary for Science and Education; Essex Finney, Acting
Administrator, Agricultural Research Service; John Patrick Jordan,

(413)
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Administrator, Cooperative State Research Service; Myron
Johnsrud, Administrator, Extension Service; Martin Andreas,
Chairman, Alternative Agricultural Research and Commercializa-
tion Center Board of Directors; and Stephen Dewhurst, Budget Of-

ficer, USDA.
Gentlemen, welcome to all of you. As a broad overview, in com-

parison to 1993 funding, I note that the budget for ARS is in-

creased by more than $15 million, $8 million of which is to pay
costs, and $7 million of which is for new research on commodity
conversion and delivery, and integration of agricultural systems.
However, there is a 30-percent reduction, or $10 million, for

buildings and facilities. The budget for CSRS is reduced by only $2
million in program funds and by $52 million, or 100-percent, in

buildings and facilities. The Extension Service budget is increased

by more than $6 million. Much more significant changes are em-
bedded in each of the agencies which I will leave for our witnesses
to explain.
Third year funding for the Alternative Agricultural Research and

Commercialization Act is proposed at $20 million, up from

$7,250,000 this year. We have statements from each of the agen-
cies, the Acting Assistant Secretary, and the Chairman and Direc-

tor of the AARC Center. They will be made a part of the record in

full.

Dr. Plowman, I will ask you to make your oral statement first.

We will then hear from Mr. Andreas, after which we will entertain

questions from the subcommittee for each of the agencies. Senator
Cochran.
Senator Cochran. Mr. Chairman, I join you in welcoming the

witnesses. I look forward to their testimony. Thank you.

STATEMENT OF DR. PLOWMAN

Senator Bumpers. Thank you very much. The list, as I have
them here, is Mr. Plowman will commence. Secretary Plowman,
please proceed.

Dr. Plowman. Thank you very much, Mr. Chairman and Mr.
Cochran. It is a pleasure to be here this morning to present an
overview of the science and education programs of the Department
of Agriculture.

In total, our budget proposals for fiscal vear 1994 to fund re-

search and extension programs are only slightly above those of the
current year. As we move through the 1990's, there has been some
recent things that really highlight the complexity of issues faced by
agriculture in providing a wholesome food supply.
Just recently, as you well know, we have been faced with an out-

break of E. coli in meat. We are currently faced with the loss of

methyl bromide, one of the most widely used soil and quarantine
treatments. Last year, we faced a devastating problem with the

sweetpotato whitefly that wiped out a good share of our winter

vegetables.

PROGRAM COORDINATION

I think these events serve to remind us that we must continue
to develop new technology to meet the needs of producing food and
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fiber for the country. In doing this, it becomes very apparent to us
that we need to approach these problems in a coordinated effort of

both research, education, and regulatory agencies, I might just give
an example of that. When it became clear that the Clean Air Act
classified methyl bromide as a class I ozone depletor, we set up a

working group among several of the agencies in the Department,
AMS, APHIS, ARS, GSRS, ERS, the Forest Service, and so on, to

assess the problem and see what we might do to alleviate possible

consequences.
One of the first things that our NAPIAP group did was an eco-

nomic assessment to see what that might cost us in agriculture.
Those figures are rather astounding. If we do not find new tech-

nology, it will cost about $1 to $1.4 billion per year in lost sales

and poor production. We now publish a research agenda or an out-

line of work that we need to do to develop alternatives for soil fu-

migation and quarantine treatments. The whole research and edu-
cation community is gearing up to work on this most severe prob-
lem.

HIGHLIGHTS OF 1994 BUDGET PROPOSALS

I would like to highlight just a few of the issues or specific items
in the 1994 budget request. One of them has to do with

annualizing the 1993 Federal pay raise, and to cover some similar

costs at universities through adjustments to the formula programs.
These proposals are critical to maintain important ongoing work
and preserve the system that allows us to respond to emerging
needs. Without the Pay Act money, we are continually faced with

downsizing many of our locations and activities. That causes prob-
lems.

INVESTMENTS IN AGRICULTURAL SCIENCE AND TECHNOLOGY

We are asking in this next year's budget for a $30 million in-

crease for the National Research Initiative Competitive Grants Pro-

gram. It is through this program that we are able to award grants
in priority areas to highly qualified scientists at both universities.
Federal and private laboratories, and other organizations. The in-

creases proposed will support additional work in food safety,
human nutrition, new uses for commodities, biological control, and
other high priorities.

TECHNOLOGY TRANSFER

Turning a bit to Extension, I think it is safe to say that our best

technology is of no use to anyone unless it gets into the hands of

farmers, consumers, or others who need to use it. We have had a

great program in this country of linking research, extension, and
educational programs.
We are tndng to enhance this close research education inter-

action. I might give you an example of that. In just the recent past,
we have employed an Extension specialist to be housed at the ARS
Children's' Nutrition Research Center in Houston, TX. That ar-

rangement will allow for Extension to more rapidly utilize the re-

sults of our research there and will provide a direct input into the
research planning as it is identified by the Extension interaction in
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the field. We think that is a good model to try. We will be looking
forward to whatever comes from that.

In the 1994 budget, an increase for Extension is requesting $6.3
million which will provide for an expansion of successful ongoing
programs in youth at risk, nutrition education, natural resources,
and other priorities.

EDUCATING TOMORROW'S SCIENTISTS

Turning a bit to higher education; it is again safe to say that we
only realize accomplishments through the quality of the people that

we have working for us. Much of our scientific talent in USDA
comes from the land-grant universities, including the historically
black 1890 institutions. A modest, but key part of the 1994 budget
is the continuation and expansion of the higher education programs
managed through CSRS.
We also want to highlight the proposal for a new minority schol-

ars program. Through competitively awarded grants which require
a partiS match, universities will recruit and train high-quality mi-

nority scholars to help fulfill our needs for an increasingly well

trained and diverse work force. As you look at the statistics in the

department, we need more diversity in our work force. This will be
an effort to accomplish that.

I might also note that within the available funds, ARS has a suc-

cessful program to provide lab experience to minority and other

students at the high school level. In addition to that, we have been

funding about 100 new post-docs each year to bring into the work
force. Many of those also fit in the minority category.

INFORMATION AND DATA SERVICES

I would like to briefly mention the National Agricultural Library.
If we are going to provide information to farmers and consumers,
we need to have a reliable data base and information base to do
that. The library serves that function. There is a modest budget in-

crease in the National Agricultural Library's budget proposal. We
hope that the committee will be favorable for that.

SUMMARY

In summary, I would just like to reiterate a positive outlook on
the investments proposed in the budget. If you look at the total

budget, it seems like a lot of money. If you look at the benefits to

the consuming public, I think it is certainly well worth it. A lot of

times we think that people that benefit from agriculture research
are only people involved in production agriculture. That cannot be
further from the truth.

When you think that in this country, our people spend only about

12-percent of their income on food, that tells you that it is only be-

cause we have a very, very efficient agriculture production indus-

try. That is because we have good technology and an extension to

help educate farmers on how to produce that. We think it is a
small investment in terms of the total benefits that come from that.

We look forward to working with this committee and the staff.

As you deliberate the merits of these proposals, we will stand ready
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to reply and answer any questions that you might have. Thank
you.

PREPARED STATEMENTS

Senator Bumpers. Thank you, Dr. Plowman. We have your pre-

pared statement and it will be made part of the record along with
the statements of Dr. Finney, Dr. Jordan, and Dr. Johnsrud.

[The statements follow:]

Statement of Dr. R. Dean Plowman

Mr. Chairman and members of the Committee, I appreciate the opportunity to

provide you with an overview of the science and education programs of the Depart-
ment of Agriculture. In total, our budget proposals for fiscal year 1994 request near-

ly $1.6 bUlion to fund research and extension programs, up slightly from the current

year. In addition, we are requesting about $25 million to continue a program of lab-

oratory improvements at ARS facilities.

science-based solutions to current issues

As we move through the 1990's, current events serve to highlight the complexity
of issues faced by agriculture in providing a wholesome food supply and meeting in-

dustrial needs for raw materials. Just recently, we have been faced with an out-

break of E. coli in meat and we are currently faced with the loss of methyl bromide,
one of the most widely used soil and quarantine treatments, because of its potential
effects on atmospheric chemistry. Other challenges, such as the sweetpotato
whitefly, serve to remind us that the progress we have made in solving pest prob-
lems does not result in permanent freedom from these enemies of production.

PROGRAM coordination

Increasingly, we are m.eeting these challenges through the coordinated efforts of

research, education and regulatory agencies. I^t me provide just one example. When
it became clear that methyl bromide would likelv be listed under the provisions of

the Clean Air Act as a Class I ozone depleting substance, we set up a working group
with representation from AMS, APHIS, ARS, CSRS, ERS and the Forest Service to

begin a coordinated response. Through the National Agricultural Pesticide Impact
Assessment Program, we have already developed an assessment of the costs to pro-
ducers and consumers of banning metJiyl bromide—$1 billion to $1.4 billion per
vear. In January 1993, we published a research agenda to outline the work that will

be needed to develop alternatives for soil fumigation and quarantine treatments. We
have planned a symposium, involving industry, USDA, EPA and university sci-

entists to prioritize these needs. We are approaching other issues, such as

sweetpotato whiteflv, with this same tjTJe of interagency effort. This type of coordi-

nation recognizes that the complex problems we face transcend the capabilities of

any one organization to solve and allows us to quickly meet the needs of producers
and consumers with the most efiBcient and effective use of our modest resources.

raOHLIGHTS OF 1994 BUDGET PROPOSALS

As I noted initially, the total science and education budget request is slightly
above the 1993 level. Within the total, I would like to highlight a few specific items
for the Committee. Funds are proposed to cover the annualization of the 1993 Fed-
eral pay raise and to cover similar increased costs at universities through adjust-
ments to the formula programs. These proposals are critical to maintain important
ongoing work and preserve the system that allows us to quickly respond to emerging
needs. Like other Federal agencies, we are proposing some administrative effi-

ciencies that will result in savings of about $7.2 million. Also proposed are increases

targeted to meet National needs.

investments in AGRICULTURAL SCIENCE AND TECHNOLOGY

The foundation for applied solutions to real world problems is the continued ad-

vance of our knowledge and understanding of the fundamental mechanisms of plant
and animal systems and the complex environment in which thev function. Through
the National Research Initiative (NRI), we are able to award grants in priority
areas to highly qualified scientists at universities. Federal and private labs and
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other organizations. The budget proposes a $30 million increase above the inflation-

adjusted 1993 level to enhance the ability of the NRI to fund a larger share of meri-

torious projects. Increases will support additional research in food safety, human
nutrition, new uses for commodities and biological control, among other priorities.

Advances in scientific methods, including biotechnologies, fermentation and sepa-
ration techniques and process engineering are providing researchers with new tools

to approach problems. Coupled with significant developments in computers and
other scientific equipment, our scientists are in a position to achieve major advances
in the contribution of agriculture to meeting society's pressing needs. With improved
methods of processing and manufacturing, agricultural inputs can form the basis for

new, environmentally sensitive, industrial and consumer products. ARS and CSRS
are participating in govemmentwide technology initiatives coordinated throurfi the

Federal Coordinating Council for Science, Engineering and
Technology (FCCSET) to

develop advanced manufacturing technologies and advanced materijus. These agri-

culture-based products, such as biofuels and biodegradable plastics, offer environ-

mental benefits, increase opportunities in rural areas, lower our requirements for

imported raw materials and lower the cost of farm programs.
A substantial investment for a Forestry Research Initiative is proposed, including

$9 million for research in CSRS and $1 million for Extension activities. This initia-

tive will enhance the management of the Nation's forest resources through the de-

velopment and transfer of new scientific information and technology. A range of top-

ics, including understanding forest ecosystems and extending the use of wood as a

raw materiaT will be pursued.

TECHNOLOGY TRANSFER

Our best technology is useless unless we get it into the hands of farmers, consum-
ers and other users who apply it to meet real world needs. For most of this century,
Americans have reaped the benefits of agricultural research through the education

programs carried out by the Extension Service. As I noted earlier, the issues we are

ad(h"essing are complex and require multiple talents for their effective solution. Ex-

tension provides an effective mechanism to utilize science-based information to help

people solve problems on a wide array of issues. The Extension Service reaches a
diverse audience, including urban and rural, young and old and consumers and pro-
ducers of agricultural products. An example of the close interaction between Exten-

sion and research is the recent addition of an Extension specialist at the ARS Chil-

dren's Nutrition Research Center in Houston. This arrangement will allow Exten-

sion to more rapidly utilize the results of our research there and will provide direct

input into research planning to identify issues needing attention by the scientists.

For 1994, the budget for Extension includes a $6.3 mfllion increase which will pro-
vide for the expansion of successful ongoing programs in youth at risk, nutrition

education and natural resources and other priorities. Extension is proposing funds
for expansion of its program in sustainable agriculture, to provide producers

new
management systems being developed by ARS, the universities, and the private sec-

tor.

EDUCATING TOMORROW'S SCIENTISTS

Without question, the most important factor in our success in meeting the needs
of our clientele is the quality and dedication of our workforce. Much of our scientific

talent in USDA comes fi"om the land-grant universities, including the historically
black 1890 institutions. A modest, but key, part of the 1994 budget is the continu-

ation and expansion of the higher education programs managed through CSRS.
These programs serve to attract top notch students into the agricultural and allied

sciences and provide support to improve the curricula and infrastructure to produce
the talent we need to meet the challenges of the ftiture. I also want to highlight
the proposal for a new minority scholars program. Through cottvpetitively awarded

grants which require a
partial match, universities will recruit ana train high quality

minority scholars to help fulfill our needs for an increasingly well trained and di-

verse workforce. I also note that, within available funds, ARS has a successful pro-

gram to provide lab experience to minority and other students at the high school

level and has been funoing about 100 new postdoctoral research associates at ARS
labs each year.

INFORMATION AND DATA SERVICES

Mr. Chairman, the ability to produce quality agricultural research and provide

timely information to farmers, consumers and others depends on a strong and reli-

able information base. We have such a resource base in the National Agricultural
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Library. NAL, the world's largest library
devoted to agricultural information and

data, is a vital resource for the accomplishment of our research and extension work.

With a modest budget, NAL provides information services to ARS and Department
officials nationwide, and is responsible for managing the collection, storage and dis-

semination of data generated trom our plant genome mapping initiative. As one of

three national libraries in the U.S., they also have the responsibility of coordinating
information access and dissemination activities among agricultural information pro-
viders nationwide and especially through the land grant university library system.
Mr. Chairman, the modest increase proposed for NAL is critical to their ability to

maintain services and offset the rapidly escalating costs of scientific and technical

publications.

SUMMARY

In summary, I just want to reiterate my positive outlook on the investments pro-

posed in this budget. We intend to continue to manage our programs in a coordi-

nated manner and to involve cooperators and users of scientific knowledge in the

planning of our programs. We look forward to the opportunity to work with you and

your staffs as you deliberate the merits of the proposals contained in the budget.
With that, I will be pleased, along with the agency administrators accompanying me
today, to answer questions that the Committee may have.

Statement of Dr. E.E. Finney, Jr.

Mr. Chairman, and members of the Committee, we in the Agricultural Research
Service (ARS) appreciate

this opportunity to discuss our mission and how we man-
age our research program. As the principal

scientific research Agency of the U.S.

Department of Agriculture, our mission is to develop new knowledge essential to

solving technical agricultural problems that are broad in scope and have high na-

tional priority. We are a problem-solving Agency that is dedicated to sustaining a

viable food and agriculture economy—to maintaining a quality environment—and

ensuring affordable, abundant, safe, good quality food and fiber for the Nation's con-

sumers. At the same time, we want to make sure that our farmers and ranchers

remain competitive in both the domestic and world markets.

federal agricultural research

At this point Mr. Chairman, one might ask the question—Why does the country
need a Federal agricultural research agency? Why can't universities and other pub-
lic and private

institutions fulfill this need?
The short answer to that question is that ARS does research that requires unique

national facilities, is national in scope, meets immediate emergency requirements,
or is in the long-range national economic interest. This is research that other insti-

tutions cannot or wul not do because of the expensive facilities, lack of a national

network, inability for quick mobilization, or the long-range and uncertain pay off.

Examples of unique and emensive facilities required are those such as for exotic

animal disease research at Plum Island, NY, the cotton
processing

research at the

southern Regional Research Center in New Orleans ana the ARS ginning labora-

tories at Stoneville, MS, Lubbock, TX, and Las Cruces, NM. Recent efforts pertain-

ing to sweetpotato whitefly show our ability to respond quickly to a critical problem.
The industrial use research conducted mainly in the ARS regional research centers

in the 1950's and 1960's is an example of long-term, high-risk research that has had
a continuous and increasing pay off. Virtually all of the products (including potential
new crops) being promoted as part of the new emphasis on alternative agriculture
had their genesis in the early ARS industrial use program. On a broader scale, a
recent sampling by a highly reputable consulting firm of 87 research

projects
from

the many completed in the total ARS program in the 1980-1990 decade showed an
economic pay off of $14.3 billion.

ARS also provides continuity of research resources needed to facilitate the devel-

opment of solutions to the complex problems we investigate. Furthermore, the long-

standing, inhouse research organization plays a pivotal role in providing leadership
and focus to the Nation's total agricultural research. This is analogous to the na-

tional research direction that the National Institutes of Health provides for bio-

medical research nationwide.
Let me cite a few more specifics. ARS carries out focused, priority research to ad-

dress national or broad regional problems. A bit later I will discuss in more detail

the management structure of the Agency and our program plan, but the research

is directed nationally and internationally. Its interests and responsibilities go be-
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yond political and geographical boundaries. It is responsive to the Secretary, the

President, other Executive Branch agencies, and the Congress to meet new or ex-

panded needs they deem priority. The USDA's inhouse resources—its laboratories,

equipment and its cadre of multidisciplinary scientists—^provide a ready capability
to immediately attack urgent problems as demonstrated by the recent outbreaks of
TCK Smut, Russian Wheat Aphid infestations, and Bovine Tuberculosis. For exam-
ple, ARS recently dispatched a scientist from Frederick, Maryland, to the People's
Republic of China (PRO to negotiate with the Chinese on the identification of TCK
Smut spores that were allegedly contaminating a U.S. wheat shipment embargoed
at a Chinese port. A U.S. Federal scientist is crucial to these and other international
technical negotiations because naanv foreign governments will only honor the credi-

bility of such national experts. The TCK Smut identification technology has emerged
as a result of four years of cooperative research between scientists of ARS and the
PRC.
A significant part of the ARS research program is in response to critical Federal

regulatory reqmrements of EPA, FSIS, APHIS, DOD, SCS, FGIS, and others. This
includes issues dealing with regulations that affect commodity exports and imports
like the banning of methyl bromide which could have an immediate and devastating
economic impact on many countries, not only the U.S., but many developing coun-
tries. We're currently investigating alternative treatments to replace methyl bro-

mide fumigants for selected commodities. ARS is involved in many regulatory and
health issues dealing with salmonella, E. coli, avian leucosis and so on. These are
nationed issues that impact producers and consumers alike. There is no one other
research organization with the experience, knowledge and capability to step-up and
respond quickly to these issues. The USDA's inhouse research must coordinate and
carry out these and similar programs that a State cannot undertake.
A large and significant part of the ARS mission deals with the national genetic

resources program. The Agency conducts plant explorations, collects and maintains

plants, insects, fungi and microbial collections. ARS carries out research to enhance
these collections. It maintains plant introduction stations and other laboratories to

protect and preserve our germplasm. The largest collection of seed is maintained at

our National seed storage laboratory in Ft. Collins, Colorado.
Our biological control programs are carried out at a number of ARS locations here

and in our foreign laboratories in France, Argentina and Korea. Foreign explo-
rations are pursued by our scientists to further our biocontrol research which iilti-

mately will lessen ovir reliance on chemicals.
ARS carries out research for the Nation, where profit is not a motivation; research

that is not feasible for others to conduct. For example: the Agency carries out re-

search at a number of national laboratories like the foreign animal disease labora-

tory at Plum Island, whose mission is to safeguard the Nation's meat-food industry
from financial devastation should an exotic msease like Foot-and-Mouth enter our
borders. We are co-located with the veterinarians of APHIS on this Island. We are
also co-located with APHIS personnel at our National Animal Disease Center at

Ames, Iowa where we jointly coordinate our efforts to reduce and eradicate diseases
and pests of our farm animals. Our utilization laboratories continue to play a vital

role in finding new uses for food and non-food products and processes. Their con-
tributions from the 1950's and 1960'8 are still impacting our everyday lives.

Our utilization laboratory at Peoria, Illinois pioneered research to find industrial
uses for agricultural commodities and continues to carry out an outstanding pro-
gram. The Eastern utilization laboratory has found solutions to many food safety
and health issues; our utilization laboratory in New Orleans has solved problems
for our cotton farmers and industry from picking it to manufacturing a permanent
press shirt.

BUDGETARY RESOURCES

The Agricultural Research Service's budget in fiscal year 1993 is $660,879,000.
These funds are allocated for priority research needs of the Nation's agricultural
producers and consumers. Programs are targeted toward environmental concerns
and natural resources such as groundwater quality, waste management and
biocontrol programs; sustainable agricultural practices and management systems;
food safety programs to address bacteria, such as Salmonella and Listeria, and other

concerns; human nutrition research is directed toward the young, the aged, and on
diet and its relation to cardiovascular diseases, cancer and other chronic illnesses;

genetic resources research activities are pursued to ensure that a fiill complement
of genetic diversity is available to improve our plant and animal materials; inter-

national trade and economic prosperity are targeted through new uses of agricul-
tural commodities, developing alcohol fuels and improving production efficiencies,
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etc. I could go on in much more detail but I need to stress that the research we
direct is in response to the Nation's highest priorities for agricultural research.

In order to maintain our responsiveness to emerging issues that arise, we manage
our programs to meet new or expanded research issues within available resources.

The Agency has undertaken the effort to upgrade and modernize a number of its

national and regional research centers—many of which were built in the 1940's.

This must be done to protect these Federal assets from deterioration; to provide
available state-of-the-art laboratories as required by regulatory standards, and for

health and safety requirements.

FISCAL YEAR 1994 BUDGET RECOMMENDATION

A total of $675,951,000 is proposed in fiscal year 1994 for the Agricultural Re-
search Service, a net increase of $15,284,000 over the funds available in fiscal year
1993.
Increases of $8,628,000 are proposed for the annualization of the fiscal year 1993

pay costs and $7,464,000 for anticipated non-salary inflation costs in fiscal year
1994. A decrease of $7,808,000 is being proposed to implement the Administration's

initiative to reduce Federal employment and overheadi-tjrpe expenses in fiscal year
1994.
The Agency is requesting $7 million for critical research needs as part of the gov-

ernment-wide investment in advanced manufacturing technology development. ARS
will allocate $6 million to explore new technologies for the manufacture of biofuels,

including ethanol and biodiesel substitutes, ana improved-processes to convert agri-
cultural commodities into high value products. Improved manufacturing technology
in this area will increase the utilization of bulk agricultural commodities with bene-

fits for farm income, rural development, the balance of trade, and the environment.
Work in this area is being closely coordinated with research programs of the Depart-
ment of Energy and EPA activities.

A $1 million increase for research in improved farm management systems is also

proposed as part of the government-wide initiative in advanced manutacturing tech-

nologies. Recognizing agricultural production as a biological manufacturing system,
research will be pursued to provide better decision support systems for farmers and
ranchers. New systems will provide advanced technology for farmers to make pro-
duction decisions which are

profitably
and environmentally sensitive.

Lastly,
we propose a total of $24.6 million for facility improvements at important

research locations. Many of the major facilities available to ARS researchers were
constructed prior to 1960 and are mnctionally obsolete and in need of maior mod-
ernization to correct health and safety code violations. More importantly, the appli-
cation of advanced research approaches depends upon the availability of modem fa-

cilities to solve complex problems.

PROGRAM PLAN

A scientific/technological revolution for agriculture appears
to be underway. The

potential
is

great
for major scientific breakthroughs in tne agricultural sciences led

Dv new developments in biotechnology and computer/information systems. To realize

tnis potential,
ARS has a strategic plan for guiding the agency into the next century

and Deyond. This plan identifies the long-range cnallenges to U.S. agriculture and
the approaches ARS would use to meet them. Policies are also established to guide
the agency over a six-year period and each successive period thereafter.

The plan enables the agency to systematically review priorities, address new
needs, and develop approaches to be used for meeting the cnallenges that are pos-
sible within available funding. Our National Program staff consists of experts from
a wide range of science. This staff is responsible for overseeing ARS research pro-

grams, establishing broad priorities to guide resource implementation, and ensuring
national coordination. A

geographically dispersed chain of management responsibil-

ity starts with the Administrator and extends out to area/center directors and on
to research leaders at our locations. Research leaders 'at these locations have front-

line responsibilities for
carrying

out the programs and efficiently managing the re-

sources allocated to them. Tnrough this structure, ARS can respond quickly to man-
dates of Congress or the Executive Branch, to emergency situations of national im-

portance, or to critical needs of regulatory agencies. A substantial part of the re-

search conducted by ARS is fundamental in nature but still directed toward solving

problems that require long-term, high risk approaches.
To conduct this kind of re-

search, ARS scientists use the most advanced technologies known. Much of it is on
the leading edge of each discipline that is required. Equally important is the applied
research ARS carries out to attack more immediate problems facing farmers, pro-
ducers and consumers.
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RESEARCH FACILITIES

ARS has 122 domestic research facilities and 5 foreign laboratories strategically

situated across the major farm and range ecosystems and climate zones of the U.S.

to respond to critical needs facing American agricultvire. Many of the facilities are

located on university campuses and State agricultural experiment stations which
assures cooperation and interaction with State scientists. This arrangement encour-

ages joint use of expensive equipment and support facilities. The facilities in the for-

eign countries enable scientists to conduct research that is of direct benefit to U.S.

agriculture and prevents problems from being introduced, some of which would be

catastrophic. ARS facilities range from those designed to address specific problems
such as the U.S. Grain Marketing Research Laboratory in Manhattan, Kansas to

large centers like the Beltsville Agricultural Research Center that provide for multi-

disciplinary research. Many aspects of agricultural research are carried out at the

major ARS research centers located at Beltsville, Maryland and Athens, Georgia;
and the Regional Utilization Research Centers at New Orleans, Louisiana; Peoria;

Illinois; Albany, California; and Philadelphia, Pennsylvania.
Human nutrition research is focused at five major ARS research centers: Belts-

ville, Maryland; Grand Forks, North Dakota; Houston, Texas; Boston, Massachu-

setts; and San Francisco, California. Each center has specific goals and objectives

to promote optimum human health and well-being through improved nutrition

which will be essential in reducing the long-term health care costs of the Nation.

Other major centers which have been established to meet national research needs

include the Plum Island Animal Disease Center and the National Animal Disease

Center, mentioned earlier, and the U.S. Meat Animal Research Center, which is lo-

cated at Clay Center, Nebraska and focuses on production research problems facing
the U.S. livestock industry. There are other national research facilities as well as

those addressing regional research problems which serve a unique clientele.

TECHNOLOGY TRANSFER

To help translate the results of our research into practical products, processes,
and services, ARS has worked closely with commercial firms for many years.
With passage of the Federal Technology Transfer Act of 1986, ARS has taken the

lead in the number of agreements made with the private sector to move research

from laboratories and putting it to use. ARS has over 290 Cooperative Research and

Development Agreements (CRADA's) with private firms to commercialize new tech-

nology and stimulate new business enterprises. This has included a variety of tech-

nologies addressing contemporary concerns such as food safety, biological pest con-

trol, and product quality—even veterinary medicine. ARS in 1992 received a Na-
tional award fi«m NASA for pioneering the transfer of new technologies to the pri-

vate sector.

AGRICULTURAL SCIENCE

As you know, we're blessed with an abundant supply of high-quality food in our

country. Preliminary 1992 figures show record yields for com, soybeans, grain sor-

ghvun, barley, oats. Durum and other spring wheat. Cotton and rice yields are the

second highest ever. The U.S. generated about $42 billion dollars in agricultural ex-

ports last year—a new high. There's no reason to think the demand for food will

decrease.

The share of the average American family's disposable income used for food has

dropped steadily from 22 percent in the 1950's to just over 11 percent today. There
are a lot of reasons for this. A key factor—and one that is often overlooked—^is the

quality of our agricultural science. Behind every product that a farmer produces and
a grocery store sells, there is a substantial research investment. We sometimes take
our food supply for granted, but this does not happen by chance; a lot goes into pro-

ducing it. Farmers can work fi-om dawn to dusk, but they won't be able to produce
enough over the long term—at affordable prices

—^if they don't conserve their soil

and water, plant hardy varieties, control insects and diseases and transport their

crops quickly to the marketplace.
The impact of research on our food supply is often subtle. As consumers, we see

the end product; when we buy seedless grapes in the produce department, we don't

realize that plant breeders worked years to develop that variety. We're not always
interested in how the product evolved. We just want it to be available, safe, nutri-

tious and affordable.
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ARS ACCOMPLISHMENTS

To illustrate the impact of research on our food industry and daily lives, I thought
I'd take you through the day of an American consumer, focusing on some of the

many products that ARS research has helped create. These products aren't limited

strictly to food, because our researchers have developed many new non-food uses for

agricultural commodities.
Let's start at the beginning of the day with a glass of orange juice for breakfast.

ARS scientists at the Winter Haven laboratory in Florida in the 1940'8 developed
a technique for making it from frozen concentrate. Even if you eat a fresh orange
in the morning, chances are that it is a variety developed in whole, or in part, by
ARS breeders. If you prefer, say, apple or grape juice, our scientists also developed
processes for making those juices from concentrate and techniques to insure their

quality and that they are free from adulteration. In fact, almost any frozen food you
eat has an ARS imprint: our scientists at the Western Regional Research Center
in Albany, California helped spawn the frozen food industry by developing ways to

blanche and freeze fruits, vegetables and other products while retaining their flavor,
texture and nutrients.

Maybe you're going to have a bowl of cereal and milk with your juice. That's not

easy for much of our population that has trouble digesting a milk sugar called lac-

tose. Our scientists at our Philadelphia laboratory discovered a practical way to re-

move lactose to make it possible for lactose-intolerant people to digest milk and
other

dairy products that provide valuable calcium, protein and other nutrients in

our daily diets.

Now you're ready to read the morning newspaper. In some parts of the country,
the ink, particularly color inks, has been made from soy oil instead of petroleum
oils. Our scientists at Peoria, Illinois markedly improved that technology to expand
this new use for soybeans, which is good news from an environmental and agricul-
tural standpoint, providing a new use for soybeans and a source of ink from a re-

newable source. In early 1991, estimates were that soy-based ink used 5 to 10 mil-

lion bushels of soybeans yearly. If all printers converted to 100 percent soy ink, it

would consume about 100 million bushels. This is a new use for an agricultural com-

modity that expands the market, enhances the returns to the farmer, and expands
business opportunities in rural communities. Its environmental and energy benefits

include use of a renewable resource instead of petroleum, avoidance of incorporation
of organic solvents into the atmosphere, and enhanced recyclabHity and

biodegradability.
It's also likely that, in coming years, that newspaper will be printed on paper

made from a crop called kenaf, which our scientists have been studying
as an alter-

native source of pulp for paper products. Plans are underway for the first commer-
cial plant to make newsprint from kenaf
You're finished with oreakfast and caught up on the news, and you're ready to

get dressed. If
you're wearing cotton, wool or feather clothing, chances are it was

made with the nelp of technology developed by ARS. Our researchers at the south-
em Regional Research Center in New Orleans helped develop wrinkle-resistant, du-
rable cotton fabrics.

One type of cotton, Pima which has extra-long fibers, has been genetically im-

{)roved
by ARS and is being grown more and more because of its increasing use in

uxurious consumer fabrics. They also found a way to make shrink-resistant wool
and higher-quality leather by improving tanning and other steps that turn animal
hides into leather.

In the event you have a condition requiring medication, your physician might pre-
scribe penicillin or a similar antibiotic. Many Americans don't realize that ARS sci-

entists, during World War II, developed a technique for mass-producing penicillin
so it could be available on a large-scale basis for our soldiers. Our scientists also

discovered a more productive strain of the penicillium mold that produces penicillin.
The entire antibiotics industry is based on the fermentation technology developed
by ARS for penicillin.
There may also be some ARS research in the car you drove to the office. The ab-

sorbent starch-material in your fuel and oU filters was developed by ARS scientists.

Most fuel and oil filters contain a new starch-based dewatering absorbent. This ab-
sorbent derived from com and developed by ARS scientists is known to many as

Super Slurper. It is used in a variety of other products from disposable diapers and
baby powder to coatings on the seeds you plant in your summer garden.
Are you ready

for lunch? If you're eating mashed white potatoes or sweetpotatoes
from flakes, ARS scientists developed that technology, ana, like our frozen food re-

search, it helped spawn an industry—today 400 milUon pounds of potato flakes are

produced each year in our country. If you're having a sandwich for lunch, the
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bread's quality has been helped by ARS research to improve the baking properties
of wheat floixr. Peanut butter, popular on sandwiches, has better flavor and quality

today than it did years ago, partly due to ARS research. If you like sourdough
bread, you can thank ARS researchers—in the 1960's they identified the bacterium

and yeast that work together to produce the sourdough bread in the San Francisco

area. Now it can be baked anywhere in the world.

You may ei^oy having a salad for dinner. The lettuce, the tomatoes—almost any
vegetable in it is probably a variety that was improved by years of ARS breeding
research. More than 90 percent of all lettuce grown and consumed in the U.S. is

the iceberg lettuce type, derived from ARS research at our Salinas, California lab-

oratory. Ifyou use a dressing with vegetable oil, it probably contains some soybean
oil. Its quality has been greatly improved over the years by ARS research. In fact,

our soybean research has helped transform it fi'om a little known crop in the 1950's

to the second biggest in the country today. Soybeans can be found in a variety of

products today—^from vegetable oils to margarine, breads, pastries, cakes and muf-

fins.

As in vegetables, ARS research is incorporated into much of the fiout you eat

today. Over the years, ARS researchers have improved everything fi-om citrus to

strawberries and blueberries. As I mentioned earlier, if you like Flame seedless

grapes, you can thank ARS researchers at our Fresno, Caliiomia laboratory who de-

veloped them.
The ARS imprint is also in the turkey you're having for dinner. Our scientists

bred the "Beltsville Turkey," predecessor to the modem turkey, which is quite an

improvement over the wild turkey the Pilgrims ate at their first Thanksgiving. The
com the Native Americans presented to the colonists has undergone a significant

transformation over the years—helped greatly by ARS com breeders. Most recently,
in 1992 ARS released two com germplasm populations that have resistance to

aflatoxin, a potent carcinogen, and to fall armyworm insect pests.

And, speaking of holidays, the poinsettias that often decorate homes and offices

are partly the result of ARS breeders who helped make improvements in the color

of the leaves and their longevity. The scientific basis for using variable day lengths
and artificial lighting to regulate the timing of flowering has provided the founda-

tion for the entire floral industry as we know it today. These are just a few of many
advances our scientists have made over the years in ornamental and floral plants.

In addition to turkey, most of the meat and poultry that you eat has been im-

proved by ARS researchers. We've improved the taste and texture of the meat, and
our scientists have helped develop tests to safeguard food from contamination by or-

ganisms that cause botulism. Salmonella and other types of food poisoning. Oiu; re-

searchers have also bred new and improved farm animals, and developed vaccines

to protect their health. One of those vaccines, to prevent coccidiosis in chickens, was
the subject of the first CRADA with a private company under the 1986 Technology
Transfer Act.

If you're taking an evening walk aft«r dinner, you may encounter a mosquito
along the way. Our researchers have developed repellents for mosquitos and controls

for other pests such as cockroaches and fire ants. Much of this research was done

by ARS scientists in support of Department of Defense needs in World War II and
has continued to current day DOD operations in Desert Storm and Somalia to pro-
tect our troops fi*om biting insects.

Our pioneering technology to eradicate the screwworm insect through mass re-

leases of sterile males produced by irradiation—an early success in biocontrol—^is

now world renowned. Just last year the two ARS scientists who developed this tech-

nology were awarded the World Food Prize.

Aside from controlling harmful insects, we're also protecting our most beneficial

insect, the honey bee. In January we released a new honey bee streiin that has re-

sistance to two mites that have threatened our domestic honey bee industry with
serious losses. Maintfiining a healthy population of honey bees means theyll con-

tinue to help pollinate billions of dollars worth of our crops each year.
These are only some of the examples of oroducts you might encounter on a given

day. It would take too long to name them all. But, as you can see, ARS is committed
to moving our technology from the laboratory into the marketplace. In 1991-92 our
scientists filed 174 patent applications and hcensed 56 inventions to private compa-
nies—including a process to grow taxol, the cancer-fighting drug, in cell cultures,
rather than relying on the bark fi-om the pacific yew tree. We also recently signed
more than 100 new CRADA's with private companies.
Whether the research results are released by ARS or private companies, the im-

portant thing is that they get to the marketplace, so that the public's tax dollars

wind up benefiting the people who paid the bill in the first place.
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Our challenge is to continue solving problems for agriculture, its producers and
consumers, and to the meet food and fiber requirements of a growing population in

a way that is safer, batter and more nutritious.

Mr. Chairman, that concludes my statement. I would be glad to answer any ques-
tions the Committee may have.

Statement of Dr. John Patrick Jordan

Mr. Chairman and Members of the Subcommittee: American agriculture is the

envy of the world. As our nation's biggest industry, it is the most efficient agri-
culture in the world and remains a mainstay source of food and fiber for this coun-

try and much of the world. A major contributor to this success is the agriculture
and forestry research carried out in the land-grant college system for well over a

century. This remarkable idea created a Federal-State partnership in science and
education to serve all the people and this system has done just that.

Through joint planning and scientific review of projects and programs, the Cooper-
ative State Research Service focuses Federal resources on perennial and emerging
problems in agriculture, related to the provisions of the Farm Bill and the priorities
of the Joint Council on Food and Agricultural Sciences and the National Agricul-
tural Research and Extension Users Advisory Board. CSRS programs span the con-

tinuum from fundamental research in the National Research Initiative to mission-

focused work in ovu" formula based and special grants programs to commercializa-
tion in our supplemental and alternative crops program. It is all targeted to priority
needs of producers and consumers of food and fiber. The partnership between USDA
and the university based research system is forged through CSRS. We do this in

cooperation with all of the State and Territorial Agricultural Experiment Stations;
the 1890 land-grant institutions, including Tuskegee University; all of the Forestry
Schools; and all of the Colleges of Veterinary Medicine in the United States. In addi-

tion to land-grant universities, there are other universities, not of the land-grant
model, which are participants in the system. Together these institutions very effec-

tively address regional and national needs in agricultural research and education
as well as their particular State and local agendas.
The mission of CSRS is to advance science, technology and education in support

of agriculture, forestry, people and communities through a partnership with the sys-
tem of State Agricultural Experiment Stations, colleges, umversities, and other pub-
lic and private research and education organizations and in concert with the Sec-

retary of Agriculture and intent of Congress. We accomplish this mission with a cur-

rent CSRS ceiling of 230 staff-years, which supports a system of approximately
45,000 people.
CSRS operates under several legislative authorities which enable it to flexibly ad-

dress agricultural research and education needs. These programs bring about inter-

state cooperation and Federal-State collaboration in planning and carrying out a na-
tional program of agricultural research and education. The CSRS/State system per-
forms approximately 69 percent of all

publicly
funded agricultural and forestry re-

search in this country. Federal funds administered by CSRS serve as a catalyst, and
leverage State and other non-Federal funds at a rate of 1 to 4. As a result of the
Federal funds, the State partners bring all of their non-Federal funds to the plan-
ning table for a coordinated national program of agricultural research. The effect of
Federal funds is therefore far greater than would be expected solely on the basis
of the amount of funds provided. The total CSRS budget recommendation for fiscal

year 1994 is $431,407,000.
The fiscal year 1994 budget proposes to significantly increase investment in the

National Research Initiative (NRI) Competitive Grants program and the Mclntire-
Stennis

Cooperative Forestry program. As noted in "A Vision of Change for Amer-
ica," top flignt research and development is necessary to assure the continued com-

petitiveness of U.S. agricultural products in global trade, ensure the food supples
safety and quality, and sustain natural resources. The Administration proposes to

support increased agricultural research by increasing funding for the NRI by $30
milUon for fiscal year 1994 and by $480 million for fiscal year 1994-1997.
The $9 million increase in fiscal year 1994—$102 million for fiscal year 1994-

1997—for the Cooperative Forestry Research program will increase the breadth and
depth to which forestry research areas are investigated, providing the necessary in-

formation to help the Nation develop sound forest-related policies that will both pro-
vide resources to meet ever-increasing demands from the population

and sustain for-

est ecosystems. CSRS is coordinating the research funded tnrough the Forestry Re-
search Initiative with the Forest Service and the Extension Service.
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Let me give you a brief overview of the programs that CSRS administers and
their respective budget requests.

FORMULA BASED PROGRAMS

The State-Federal partnership in food and agricultural research and education

has benefited both American consumers and the agriculture industry and merits

continued strong support. The Hatch, Mclntire-Stennis Cooperative Forestry, and
Evans-Allen formula based programs are the foundation upon which the remaining
Federal fiinds build, including special and competitive research grants plus funds

from the States and private industry.
The Hatch Act authorizes research funds to the State Agricultural Experiment

Stations located in every State and seven Territories. The 1994 budget request is

$173,451,000, an increase of almost 2.8 percent over the 1993 appropriated level.

Funding for research that provides knowledge essential to the efficient and effec-

tive use of the Nation's forestry resources is provided by the Mclntire-Stennis Coop-
erative Forestry program. The 1994 budget request is $28,045,000. This is an in-

crease of $9.5 million over the 1993 appropriation of which $9.0 million is for the

CSRS share of a Presidential investment proposal for forestry research. CSRS is in-

volved in a USDA Forestry Research Initiative on forest ecosystem management, in

cooperation with the Forest Service and Extension Service.

Funding to the 1890 Colleges and Tuskegee University is provided through the

Evans-Allen program with a 1994 budget request of $28,157,000. This program is

consistent with a broader USDA initiative to strengthen the contribution of the 1890

institutions to agricultural and natural resources research and education.

These core programs support the basic laboratory facilities, scientists, and grad-
uate students necessary for the long-term stability of agricultural research. In 1994,

they comprise about $230 million or 53 percent of the $431 million CSRS research

and education budget request. These programs allow the institutions maximum
flexibility to support research of the highest priority and at the same time assure

the strong working relationship between the USDA and the State Agricultural Ex-

periment Station system.

NATIONAL INITIATIVE FOR RESEARCH ON AGRICULTURE, FOOD AND ENVIRONMENT

In fiscal year 1991, a maior new program was implemented by the Department
of Agriculture

—the National Initiative for Research on Agriculture, Food and Envi-

ronment (NRI) with an initial appropriation of $73 million. The Congress appro-

priated $97.5 million for the NRI each year in 1992 and 1993. The 1994 budget re-

quest is $130,195,000. This increase of $32.2 miUion above the 1993 appropriation
includes $30 million for a Presidential investment

proposal.
The NRI has been broadly endorsed by

users of research results and brings new
Federal support for agricultural research awarded on a competitive basis. We are

very pleased with the continued support received from the Cfongress on this major

agricultural research initiative. In 1992, more than 2,900 proposals were submitted

requesting about $597 million and we were able to support approximately 15 per-
cent of the funds requested. During the past two years we provided to this Commit-
tee a monthly report summarizing the research objectives of each of the grants as

they were awarded. A quarterly report was also provided outlining the accomplish-
ments of terminating competitive grants. We will continue to provide these reports
to the Committee.

I want to stress that the NRI is truly a Departmentwide research initiative that

happens to be located in CSRS. The responsibUity for the policy and planning of the

NRI lies with the Assistant Secretary
of Science and Education and a Board of Di-

rectors who take into consideration the advice of the diverse individuals and groups
interested in agricultural research. The Board, chaired by the Assistant Secretary,
is composed of the Administrators of the Cooperative State Research Service, Agri-
cultural Research Service, and Extension Service; the Director of the National Agri-
cultural Library; the Chief Scientist of the NRI; the Forest Service Associate Chief

for Research; and the Administrator of the Economic Research Service.

There are six research components in the NRI: natural resources and the environ-

ment; nutrition, food quality and health; plant systems including funds for the plant

genome mapping program with the Agricultural Research Service as the lead agen-

cy; animal systems; rural development, markets, and trade; and processes ante-

cedent to adding value and developing new products. The NRI components contrib-

ute significantly to interagency programs on water quality, global change, biofuels,

food safety, biotechnology, human nutrition, new uses and products, sustainable ag-

riculture, and advanced materials.
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The key to the NRI is its balanced approach focusing on priority issues using both
fundamental science and the more applied research. It is from this balanced ap-
proach that major conceptual breakthroughs enierge. Fundamental research projects
are both individual investigator grants and multidisciplinary team research grants.
Other forms of grants are directed at mission-linked studies, as well as institutional

strengthening grants.
Funds are awarded through a competitive, science-based review process. This

mechanism is well suited to stimulating new research activity in specific, high-prior-

ity areas of science and engineering. All public and private universities, research or-

ganizations, Federal agencies, private organizations or corporations, and individuals
are eli^ble to compete for these funds. With increased growth in the NRI, USDA
competitive research grants can be made more comparable in size and length to

grants awarded by other Federal agencies.
The NRI has embarked on a mission to strengthen agricultural research at small

and midsized institutions and institutions in States that have traditionally received
less support from the competitive grants program—defined as USDA—EPSCoR (Ex-

perimental Program to Stimulate Competitive Research) States. A further goal was
to encourage young talented scientists to pursue careers in agricultural research. In
1992 the NRI provided 186 grants amounting to almost $16.1 million through seed

grants, equipment grants, new investigator grants, career enhancement awards,
post doctc-ral grants and regular grant awards. Career enhancement awards are
awarded to faculty wishing to enhance their research capabilities through sabbatical
leaves.

Two programs in the new Markets, T.-ade and Policy Division, namely the Rural

Development program and the Markets, Competitiveness, and Technology Assess-
ment program, were iinplemented successfully in 1992. In addition, in response to

a growing awareness of^the need to enhance the competitive value and quality of
U.S. agricultural products, the NRI initiated a new program area in Processing for

Adding Value or Developing New Products.
The NRI is strongly supported by the Administration as well as numerous pro-

ducer and trade associations. Congress fully embraced the NRI in the 1990 Farm
Bill. It has attracted the interest of the scientific community throughout the United
States. The NRI is of critical importance to the future of American agriculture. To
the extent that fiinds are awarded competitively and not earmarked for specific sites

or institutions, it is proposed that funding for the NRI investment be increased by
$70 million in 1995 and $50 million annually thereafter.

SPECIAL RESEARCH GRANTS AND OTHER GRANT PROGRAMS

The CSRS Special Research Grants program concentrates on specific problems be-

yond the normal emphasis in the formula based programs. In 1994, $34.4 million
IS requested. Important national needs will be addressed such as energy biomass/
biofuels, global change, integrated pest management/hiological control, minor use
animal drugs, the National Biological Impact Assessment program, pesticide clear-

ance, pesticide impact assessment, rural development centers, and water quality.
The $6.9 million request for the Sustainable Agriculture Research and Education

or SARE program is designed to provide both a research and an education base for

the future economic viability of U.S. agriculture. Special emphasis is placed on
whole-farm systems research and economic impact assessment. SARE is managed
through four regional administrative councils composed of farmers and ranchers,
and representatives of non-profit private, agribusiness, government and academic
organizations. Most funded projects have meaningful involvement of farmers or
ranchers, sustainable agriculture farming practices

enhance environmental quality
and the natural resource base upon whicn the agriculture economy depends and
make the most efficient use of non-renewable resources and integrate, where appro-
priate, natural biological cycles and controls.
The $4.1 milUon request for the Aquaculture Regional Centers program supports

five centers in the United States for research, development, demonstration, and edu-
cation to enhance viable and profitable U.S. aquaculture which would benefit con-

sumers, producers, service industries, and the American economy. With steadily in-

creasing per capita consumption of seafood and a limited supply of wild stock, aqua-
culture will likely be a major growth industry in the 21st century. The Centers pro-
gram focuses on priority R&D needs expressed by industry for improving aqua-
culture technology and market potential.
The $3.0 million Supplemental and Alternative Crops program request for Ad-

vanced Materials represents a significant increase over the $1,168,000 appropriated
for 1993. The request reflects the Advanced Materials and Processing Program or
AMPP recommendation from a committee crosscut of the Federal Coordinating
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Council on Science, Engineering, and Technology or FCCSET. The AMPP calls for

CSRS to engage in an intensive program of development and commercialization for

uses of vegetable oils that provide materials of strategic and industrial importance.
This comprehensive program will involve private companies, government and uni-

versities in a multi-year partnership that joins resources, facilities, and ideas. The
classes of products to result from this effort include engineering polymers, bio-

degradable polymers, high performance lubricants and surfactants, and low/no vola-

tile organic carbon paints and coatings. The 1994 program significantly expands ear-

lier characterization work for hydroxy fatty acid oils and derivatives to develop spe-

cific product applications for comparative testing and market assessment.

The competitively awarded Rangeland Research program funds research on man-

agement, revegetation, and rehabilitation of rangelands. The 1994 budget request
is $489,000.

In 1992, CSRS in cooperation with ARS implemented a new Biotechnology Risk

Assessment Research Grants program. The program funds competitively awarded

grants to resolve risk assessment questions in support of biotechnology research and

regulation. As required under section 1668 of the 1990 Farm Bill, one percent of

biotechnology research funding is to be set-aside for this program. CSRS, ARS, and
Forest Service contribute funds to the program. There was $1.4 million available in

1992 and the 1993 estimate is approximately $1.7 million.

HIGHER EDUCATION

Recognizing that education is the lever that can move this nation successfully into

the 21st century, CSRS supports several mechanisms for advancing USDA's role in

promoting excellence in education. We currently have a soundly integrated portfolio

of programs which includes the National Needs Graduate Fellowships program, the

Institution Challenge Grants program, the innovative Teaching and Research Ca-

pacity Building Grants program for the 1890 Institutions, and the Morrill-Nelson

program. A new program, the Minority Scholars program, is being proposed for

1994. These programs complement and build upon one another and are heartily en-

dorsed by the Office of Science and Technology Policy—FCCSET Committee on Edu-
cation and Human Resources.
The $3.6 million for the National Needs Graduate Fellowships program will re-

cruit and train doctoral students in targeted shortage areas such as biotechnology,

bioprocessing/engineering, food science/human nutrition, marketing, and water

science. Grants are awarded competitively to institutions identified via the science-

based review process as offering excellent teaching and research programs in the

targeted areas. This program was initiated in 1984 and has served to attract almost

700 superior new graduate students from a broad array of academic backgrounds
into high priority disciplines. Evidence shows that without the fellowships program,
most of these students would not be pursuing graduate study today in a food or ag-
ricultural discipline. We would hkely have lost them to other areas of science and
business.
The Institution Challenge Grants program is designed to energize the educational

system which is primarily responsible for training food and agricultural scientists

and professionals. It stimulates the private sector to match, dollar for dollar, the

Federal partner in providing support to strengthen the infi-astructure of the U.S.

food and agricultural sciences higher education system. This $1.5 million program
will foster partnership ventures among universities, industry, and government.
Areas of partnership initiatives include curricula revitalization, faculty development,
innovative instruction delivery systems, and student experiential learning opportu-
nities. Several of the

projects supported are developing and delivering instruction

via AG*SAT, the national satellite network developed by a consortium of 35 land-

grant universities. Other projects are enhancing agribusiness education, enriching

programs of study through international experiences for students and faculty, and

establishing summer research programs for minority undergraduate students.

The 1890 Institution Capacity Building Grants program serves as the crux of the

Department's initiative to advance the teaching and research
capacity

of the 1890

Institutions and Tuskegee University. This competitively awarded program strongly

encourages matching funds from non-Federal sources and requires the institutions

to cooperate with one or more USDA agencies in developing a proposal and in carry-

ing out the capacity building project. This $11.5 million program will promote part-

nership efforts with other institutions of higher education and private industry. The

program is designed to encourage expanded linkages with 1890 Institutions as per-
formers of rese£U"ch and developers of scientific and professional talent for the food

and agricultural system.
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The Morrill-Nelson program supports higher education in the food and a^cul-
tural sciences at land-grant institutions through a permanent appropriation of

$50,000 per year to each State and Territory for a total program of $2.85 million.

Many 1890 institutions benefit from these funds along witn the 1862 land-grant in-

stitutions.

In 1994 a new Minority Scholars program is being requested at a level of $1.0
million. This USDA initiative is proposed specifically to attract and educate more
minorities for careers in agriculture. The program will be open to all U.S. colleges
and universities with baccSaureate and higher degree programs in agriculture, lor-

estry
and natural resources, home economics, veterinary medicine, and closely allied

fields.

The investment we are making in these programs is having a tremendous impact
on agriculture all across the Nation in terms of attracting outstanding young schol-

ars, particularly women and minorities, broadening and updating the competencies
of our faculties, and improving the overall quality of our curricula.

REPORT OF SELECTED SIGNIFICANT ACCOMPLISHMENTS

Every year I like to report to this committee about some of the research being
supported under the programs I have just discussed. Further, we are preparing a

report reviewing the dynamics of the base program including many of tne areas re-

ported to you today.
Ground penetrating radar has been shown by researchers in New York and Wis-

consin to be a new and effective tool in determining the routes that possible pollut-
ants take on their way to the ground water. These studies show that layered soils

have a substantial effect on how water and potential pollutants move through the
media. The research, supported with Hatch Act funds, will assist in developing soil

and crop management practices for those soils which make more efficient use of fer-

tilizer and pesticides while still protecting the environment.
Iowa state University scientists have been working with an important pathogen

of southern com leaf blight and have developed the most complete genetic map of

any fungal plant pathogen to date. The detailed map of each chromosome of this

fungus permits specific genetic manipulation to both determine and alter its aggres-
siveness on com. This research, supported with Hatch Act funds, offers information
useful to efficiently breed com varieties that resist blighting and to attenuate the

pathogenicity of the fungus.
Scientists at Florida A&M University have identified a protein marker in the pea-

nut seed which will be useful to determine the maturity status of the seed. In addi-

tion, factors affecting natviral resistance of the peanut to aflatoxin contamination
have been identified which would enable the industry to reduce aflatoxin contamina-
tion of peanut seed. This research was supported with Evans-Allen funds.
An Agricultural/Enviromnenttd Biotechnology Computer Bulletin Board, sup-

ported by the Special Research Grant for the National Biological Impact Assessment
Program, is being operated by Virginia Polytechnic Institute and State University.
The overall goal of the Bulletin BoEU"d is to expedite the flow of information on bio-

technology to researchers in the field. This Bulletin Board combines a monthly
News Report on current developments in agricultural/environmental biotechnology
with direct access to 18 databases. The databases, which are continually revised and
updated, range from full texts of all pertinent Federal regulations and guidelines
to a registry of field tests conducted, current literature. State regulatory agencies,
etc. Currentlv, there are 6,000 registered users of the Bulletin Board.

In research supported by the National Research Initiative at the University of
California at Los Angeles, pima cotton lines were selected for higher yields and heat
resistance. Physiological characterization showed the biological basis for these desir-

able traits. Leaves of desirable lines had higher evaporation rates and significantly
cooler leaves, higher photos3aithesis rates, and smaller leaf area than unimproved
lines. Success in these studies should improve the ability to use such traits in breed-

ing programs and enhance understanding of heat resistance.
NRI supported scientists at North Carolina State University have successfully

produced a low density genome map of loblolly pine, the most economically impor-
tant conifer in the United States. With this map it will be possible to identify desir-

able traits for breeding purposes.
Three of the goals of the Sustainable Agriculture Research and Education Pro-

gram, also known as SARE, are to develop alternative systems of agriculture that
are economically viable, environmentally sound and enhance the quality of life for

farm families. During the past several years, new systems that combine rotations

of com, soybeans, small grains, and legumes have been tested and shown to signifi-

cantly reduce and, in some cases, eliminate the need for herbicides in most growing
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seasons. These systems should be appropriate for crop agricxilture in Iowa, Illinois,

Indiana and Ohio, and possibly in other States. A second agricultural technolo^
under extensive investigation by the SAKE program has been shown to reduce envi-

ronmental risks, increase profits and enhance farm family quality
of life in animal

agriculture. This system is called intensive rotational grazing, also known as con-

trolled grazing management and short-duration grazing. The method is a simple
system of controlling grazing by dividing pastures into small areas or paddocks that
are grazed on a rotational basis, mimmizing the waste of forage and protecting

plants from overgrazing. It holds great promise for many types of animal agri-

culture, and has been successfully demonstrated in Vermont, Wisconsin, Tennessee
and South Carolina. Both of these examples require extensive modem management
technology uniquely integrated with the natural resource base of the farm.

New, mgh performance lubricants, engineering plastics, and processing aids are

being commercialized using high erucic acid oUs from industrial rapeseed and a new
crop, crambe. The new materials have their origins in research performed by the

USDA's Agricultural Research Service and a number of private sector collaborators.

Advanced lubricants, including transmission fluid treatments, gear oils and water

dispersible, biodegradable cutting oils, are new commercial products resulting from
collaboration between the private sector and the High Erucic Acid Development Ef-

fort, a consortium of universities, government laboratories and private companies
that is managed by the CSRS Office of Agricultural Materials.

Mr. chairman, that concludes my prepared remarks. I will be pleased to answer

any questions.

Statement of Dr. Myron D. Johnsrud

Mr. Chairman and members of the Committee, I appreciate the opportunity to

discuss the status and programs of the Extension Service and the ongoing coopera-
tive partnership with tne Land-Grant Universities and local Extension ofBces na-

tionwide that comprise the Cooperative Extension System.
This summer I will reach my seventh year as Administrator of the Extension

Service—USDA. During that time, with the assistance of the Executive Branch and
the guidance of Congress, the nationwide Extension system has been building a firm

foundation as a dynamic national educational network for the 21st
Century.

The an-
chors of this foundation are "issues programming" and "strategic planning^ .

In the mid 1980's, the Extension System was challenged by the Executive Branch
to prove its worth to the American public, in its traditional arena of agriculture, as
well as addressing other societal problems, towards which Extension conducts edu-
cational programs. The Extension System responded to this challenge with a com-
mitment to addressing important societal issues through the establishment of Na-
tional Initiatives. These Imtiatives are the current, most significant and complex is-

sues on which the Extension System can make a difference.

Current National Initiatives include: Communities in Economic Transition; Deci-

sions for Health; Food Safety and Quality; Plight of Young Children; Sustainable

Agriculture; Waste Management; Water Quality; and Youth at Risk.

The Cooperative Extension System has recognized the need to systematically allo-

cate educational program resources to these current and emerging issues. We are

using a strategic planning process and a systems method to program development,
delivery and evaluation. Through issues programming, the Extension System identi-

fies and addresses the critical concerns oi Americans.

By focusing on the critical issues of our nation, as well as realigning Extension
educational base programs into a set of dynamic, changing, results-oriented pro-

grams, the System has reallocated and received significant resources on the na-

tional, state and local levels. The $425 million Federal appropriation provided by
Congress for 1993 is the base that generates over $944 million from the States and
local governments and the

private
sector.

However, while the total resources of $1.4 billion reflects a
healthy

nationwide

system, many of our State and local partners are facing really difficult budget situa-

tions. This puts even more emphasis on our issues programming and strategic plan-
ning activities throughout the System. The Extension System must do the best job
it can in using its resources to meet its mission as the educational agency of the

Department ofAgriculture.
The Base Programs, supported mainly with the Smith-Lever formula and 1890's

funds, provide
for major educational efforts central to the mission of the System.

Througn these funds, the Federal Government has on "retainer" a nationwide cadre
of highly trained and competent, scientific professionals. This is crucial for tackling
specific issues and challenges focusing on agriculture, communities, and families.
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Equally important, USDA and the research community depend upon the Exten-
sion System to help identify food, agricultural, consumer, and societal problems to

assist in the design and conduct of research and to help convert reseeirch results

into practical and usable forms.
Seven Base programs are the foundation of the System. The base programs are:

Agricultural Competitiveness and Profitability; Community Resource and Economic
Development; Family Development and Resource Management; 4-H and Youth De-

velopment; Leadership and Volunteer Development; Natural Resources and Envi-
ronmental Management; and Nutrition, Diet and Health.

FISCAL YEAR 1994 BUDGET

The President's Budget requests a total of $431,264,000 for the Extension Service
in fiscal year 1994. Tlus is a $6.3 million increase over the fiscal year 1993 appro-
priation.
The Smith-Lever 3(b)&(c) funds are the primary federal funds that support the

Base Programs, which are matched by the state and local funds. These runds are
increased 2.7 percent to $270,000,000 in the President's request to cover the cost

of doing business.
Federal funds also

support
Smith-Lever 3d programs and other earmarked pro-

grams authorized primarily fi-om the various "Farm Bills". These funds are allocated

to the States and other cooperators to address special programs or concerns of re-

gional and national importance. A majority of these funds are distributed according
to the extent of the problem that requires attention in each State, the remaining
funds are awarded under a project proposal process that focuses on building quality
issues-targeted programs that can be replicated throughout the Nation.
The following are brief summaries of the earmarked programs and the requested

funding levels for fiscal year 1994.
The Renewable Resources Extension Act provides funding to all States for ex-

panded natural resources education programs. A 2.7 percent increase is requested
for the ongoing program. An additional $1 million is requested for Extension RREA
programs which will be part of the Administration's Forestry Research Initiative.

The Initiative which also includes Forest Service and the Cooperative State Re-
search Service was designed to improve the Nation's understanding and manage-
ment of forestry and other related ecosystems. Additional funding here will assure
that scientific developments are rapidly transferred to natural resource managers.
The total requested for fiscal

year
1994 is $3,841,000.

The Expanded Food and Nutrition Education Program (EFNEP) provides funds
for educational programs to low-income families to increase nutrition knowledge and
improve nutritionEU practices. An increase of 2.7 percent to $62,201,000 is requested
for fiscal year 1994.
The Pest Management program consists of two major components: integrated pest

management and cotton pest management. Programs address the efficient control
of pest complexes on

crops
and livestock and in urban situations. This line item has

a requested funding level of $8,565,000 for program enhancement.
Pesticide Impact Assessment programs provide for the most objective and accu-

rate date available for defining and evaluating benefits and risks of selected pes-
ticides having critical agricultural and forestry uses and is requested at current

funding levels.

The fiscal year 1994 Budget requests $1,000,000 for Farm Safety programs ad-

dressing occupational health and safety and training for first on-site emergency re-

sponse teams.
Extension Service supports regional Rural Development Centers in Pennsylvania,

Mississippi, Oregon, Iowa, and North Dakote. The Centers' programs are designed
to improve the social and economic well-being of rural communities in their respec-
tive regions and funding is requested at current levels.

The Water Quality educational program addresses the management of potential
non-point source pollution on water quality fi"om pesticides and plant nutrients used
in agriculture. Funds are provided to States for Demonstration Prcnects, Hvdrologic
Unit Area projects and other initiatives within the USDA Water Quality Plan and
are requested at current levels.

The Youth at Risk program, initially funded in fiscal year 1991, is now conducted
in 96 sites nationwide. The program has generated significant support and resources
from local governments, private foundations, and service organizations. The pro-
grams provide educational experiences for youth in the areas of science and tech-

nology, literacy, and other pressing needs of the nation next generation. A $2 mil-
lion increase to $12 million is requested in fiscal year 1994 for program enhance-
ment and expansion of projects to additional sites.
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Funds for Food Safety projects have been awarded to the States for model pro-

frams
to educate food handlers, reduce the risk of foodbome illness and to minimize

azards in maintaining a safe food supply. A $500,000 increase to $2 million is re-

quested to provide funding to all States to address these national concerns.

Ag Telecommunications proiects were initiated in fiscal year 1992. The programs
are satellite-delivered through AG*SAT and supported with materials and com-
puter-based instructions addressing program categories, such as food science, waste
management, and sustainable agricmture and are requested at current levels.

Funding for 1890 Institutions and Tuskegee University are increased from
$24,730,000 to $27,764,000 in the President's fiscal year 1994 Budget Request for

the cost of doing business and for targeted priority program initiatives addressing
adolescent pregnancy and health, nutrition, and sustainability of small-scale and
limited resource farmers.
Extension Service-USDA completed a five year funding program for 1890's Facili-

ties in fiscal year 1992. The $47.5 milUon program has been highly successful in

enhancing extension facilities throughout the 17 Institutions. In fiscal year 1993,

Congress funded an $8 million facilities program for the 1890's to further upgrade
research and extension facilities. This amount is being requested to continue this

program in fiscal year 1994 for research, extension and teaching facilities.

The Nutrition Education Initiative, begun in fiscal year 1993, is increased fix)m

$3.5 million to $7,060,000 for fiscal year 1994. This program targets the Extension
nutrition education programs to the WIC program recipients.
Two new programs are requested in fiscal year 1994. $3 million is proposed for

a Sustainable
.Agriculture program to develop economically viable systems which re-

duce inputs ana move toward whole farm system analysis of environmental, eco-

nomic, and social impacts. $200 thousand is requested to develop a New Uses edu-
cation and training program for Extension personnel and other agricultural profes-
sionals relating to the production and commercialization of rapeseed and kenaf
The Rural Health and Safety grant, is reauested at the current $2 million level

to continue the priority model program established with Mississippi State Univer-

sity Cooperative Extension Service and the Mississippi Foundation of Community
Colleges to develop programs for rural health care providers.
In order to proviae increased funding for high priority programs such as Youth-

At-Risk, Nutrition Education and Sustainable Agriculture, the Department is not

requesting funding for the Urban Gardening, Indian Reservation Agents and the

Disadvantaged Farmers Assistance Grants programs.We are pleased with and
supportive

of tne President's Budget. The funding pro-
posals will further strengthen Extension programs targeted on priority issues and
aid in maintaining the eoucational base programs throughout the System.

STATEMENT OF MARTIN L. ANDREAS

Senator Bumpers. Mr. Andreas.
Mr. Andreas. I am pleased to discuss today, I think, one of the

most exciting areas of agriculture. We call it the AARC Center. I

have been impressed from the beginning with the unique charac-
teristics of the AARC Center and its mission. I do not know of

many agencies, if any, that have Government committees that have
only one Federal member on the Board and the rest being rep-
resentatives of commercial, financial, producer, and scientific inter-

ests. We have an extremely high quality Board.
I believe the AARC Center can be a powerful and effective tool

in accelerating the identification and the development of new com-
mercially viable products made from crop, animal, and forestry ma-
terials. Just in the way of background, the Food, Agriculture, Con-
servation, and Trade Act of 1990 authorized the AARC Center. On
March 6, 1992, the first Board was appointed by Secretary Mad-
igan. The Board convened its first meeting, April 13-14, 1992. At
the initial meeting Paul O'Connell was asked to serve as Acting Di-
rector. That appointment was later made permanent.
The real first order of business was to schedule eight public hear-

ings around the country. I, myself, am involved in agriculture ev-

eryday. I have to say that I found the hearings extremely interest-
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ing. They were held in places like Cedar Rapids, lA, Georgia, New
Jersey, Oregon, California, Minnesota, Kansas, and Texas.
What was so interesting about those hearings was that we had

commissioners of agriculture testify, manufacturers, farmers, farm
organizations, coops, commodity groups, foundations, universities,
and even State legislators. The Board had to be very impressed
with the enthusiasm that came before the AARC Board.
We were urged by many of the witnesses to take a leadership

role; to begin to make things happen; to turn ideas into market-

place successes. As a matter of fact, the AARC Center motto is now
Make It Happen." We intend to do that with your support.
We heard witnesses in many cases from the rural areas. Over

and over again, there was a resounding theme, what can you do
to

help
the rural economies? How can you establish new agricul-

tural business and new products that can come out of the rural
economies? We heard that repeatedlv all over the country.
We picture ourselves as being a mcilitator for finding these new

industrial uses for traditional and new crops, animal byproducts,
and forestry materials. In general, what we have done is, I think,
stimulated a tremendous amount of interest in the country, show-

ing people that the Government and the USDA does have an inter-

est in these people, their projects, their ideas, and possibly, there
is a way for us to help them bring these products to market.
Some of the witnesses suggested during the hearings that we be

sure and operate like a business; maintain our independence; avoid

bureaucratic-type thinking; keep the application process simple, be-
cause they knew we were going to go out and solicit proposals
across the country; leverage our resources and see ourselves as an
economic development organization.

CURRENT ACTIVITIES

I think that we have done that. I think we have moved forward

quite rapidlv. We have had preproposals submitted and reviewed
and then full

proposals
were submitted in February 1993. In early

March, the AARC Board reviewed them. We have cut them down
from 407 preproposals that we received around the country, which
I thought was nothing short of astounding. We have now cut them
and evaluated them, with the help of experts and our Board, down
to 20.

The negotiations with those final 20 are in their very final

stages. We would expect to fund most all of them very shortly.
Those 20 projects involve 14 different plant and animal materials.

They include animal fat, kenaf, waste paper, com starch, soybean
meal, soybean oil, industrial rapeseed or crambe, wheat,
lesquerella, hesperaloe, grass straw, and lodgepole pine.

Products being derived from these renewable materials include

composite building material that looks like polished granite, pulp
from new crops, automotive windshield washer fluid using ethanol,
biodiesel, grass mats, degradable polymers for food packaging, per-
sonal care items and medical products, biodegradable oil for operat-
ing equipment in a marine or forest environment, and a concrete
form release agent.
These products are all environmentally friendly and create de-

mand for biodiversity on the farm. If I can take a moment, I would
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like to just get a few of these products out and show them to you.
I think they are some of the products of the future.

EXAMPLES OF PRODUCTS

Dr. O'CONNELL. My name is Paul O'Connell. I am the AARC
Center Director. This product is the NewStone that Marty talked

about. This is made out of soybeans, soybean meal.

Senator Bumpers. What do you call that?

Dr. O'Connell. They call it NewStone. It looks like granite, as

you can see. It is made out of 50-percent soy meal and about 40-

percent wastepaper, and the rest are chemicals. It can be used

along with wood for decorating, for flooring, and for a number of

uses. It looks very attractive. It is one of their projects. Do you
want to see this?

Senator Bumpers. Sure.

Dr. O'Connell. It is a small company that worked on this and
has it at a pilot plant. We are helping them set up a full production

operation.
You have probably heard of these. These are packing peanuts.

These are 98 percent starch; com starch, wheat starch, and potato
starch.

Senator Bumpers. They are completely biodegradable?
Dr. O'Connell. Completely. You can put that in water, it will

break down, and you can drink the water.
Senator Bumpers. How do they compare in cost to the styrofoam

type?
Dr. O'Connell. They are a little more expensive than the others,

but not significantly so. Actually, the fundamental cost of these can
be less than polyethylene. You can buy starch for 11 or 12 cents

a pound and polyethylene is 40 cents a pound. Initially, of course,

they are going to take advantage of the market. The fundamental
cost of these is very good.
This is grass mat made from kenaf fibers. This is a project in

California. It is made out of a new crop, kenaf. You roll it on the

lawn and you can get your grass going fast and save water. You
do not have to worry about erosion and all of those sorts of things.
It is a completely renewable product. This product is on the market
now and competes with synthetic mats that do not degrade readily.
This product is rather clever. This is one project that we are fi-

nancing. Rather than making windshield washer out of methanol,
this is out of ethanol. Again, a domestically produced renewable

product. The technology is very simple, but we use a lot of wind-
shield washer in this country. This is a project that we are working
on and it looks very promising. Marty said, I wish I had found the
idea. I think he said that anyway. [Laughter.]

Biodiesel is a potentially cleaner burning fuel for diesel engines.
It can be produced from soyoil, or you can produce it from waste
fat.

That is a project we are looking at also, again, for biodiesel.

Rather than using natural gas for inner city for the clean air,

biodiesel shows a great deal of promise. We have a project where
we are working with the soybean growers in testing this at the

EPA-approved labs. We are in the process of doing that right now.
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One of the most interesting ones is the last one I have here. This
is made out of rapeseed oil for metal cutting. Also, a similar prod-
uct could be used for marine environments, chain saws, and this

sort of thing. We can just put it in this water here. I will show that

the old adage that water and oil does not mix is just simply not

true.

[Demonstration.]
You can see here that this emulsifies very quickly. This allows

the lubricant to be diluted with water yet to perform well. In addi-

tion, it allows fungi and bacteria to break this down very quickly
so that it will disburse. This product is manufactured by a small

company that we are working with out of the State of Washington.
Mobil is working on a biodegradable lubricant from vegetable oil

too.

This is made out of vegetable oil. It will break it down much
quicker than petroleum oil. In a marine environment, any boats or

anything like that, chain saws, this can be a great advantage. In

this case, this is cutting oil. Again, it is easier on the hands; all

kinds of advantages. These are just a few of the products.
Senator Bumpers. What is relevant as to whether that mixes

with water or not?
Dr. O'CONNELL. It can be diluted with water for use in lubricat-

ing metal cuts and it disburses and it allows the fungi to break it

down quicker. It does not bob up like oil does.

Senator Bumpers. You are talking about if it runs off and goes
into a stream or something like that?

Dr. O'CONNELL. Absolutely. Besides, being vegetable oil, it will

break down quicker anyway.
Senator Bumpers. Thank you very much.

CONCLUSION

Mr. Andreas. I will just finish up here quickly. I will just make
the point that on the AARC Center projects, less than 50 percent
of the R&D funds that are required to bring these new products on
will be AARC Center money. The cooperators will at least match
the AARC Center funding. These people are putting up the money
for these projects. They have to believe in it because it is their own
money.

I would also mention that of the 407 projects that we received,
our Board evaluated that at least one-half of the projects had defi-

nite merit. I would remind you that we were able to fund 20. There
is an awful lot of good ideas out there for agriculture that, at the

moment, you might say are going begging.
I would like to make a point on Europe. Dr. Paul O'Connell just

got back from Europe last week. The purpose of his visit was to get
an update on what the European Community is doing in this area.

I think it was quite an eye opener. They have demonstration

projects going on value added uses for both agriculture and forestry
materials as we do.

Since 1988, an interesting figure, the European Community has
committed the equivalent of $440 million to these types of efforts.

There is, in many cases, more money being spent than in this coun-

try in that direction. Some of their projects are surprisingly large.
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The largest demonstration project that Paul came across was on
biodiesel. They are using the equivalent of $66 million over 4 years
for biodiesel research in Europe alone. Needless to say, of course,
there are more diesel vehicles in Europe than here. They have very
active programs over there. I would suggest that our country
should begin to interface more with the Europeans since anywav
that both countries can use up surpluses, it will benefit us all.

Thank you.

PREPARED STATEMENT

Senator Bumpers. Thank you, Mr. Andreas. We have your com-

plete statement and it will be made part of the record.

[The statement follows:]

Statement of Martin L. Andreas

Mr. Chairman and members of the Subcommittee: On behalf of the AARC Board,
I want to thank you for the opportunity to discuss the ongoing activities of the
Board and the AARC Center.
From the beginning, I have been impressed with the unique characteristics of the

AARC Center and its mission. I don't know many, if any, government agencies that
have one federal member and eight non-federal representatives of commercial, fi-

nancial, producer and scientific interests setting policy and program directions. I be-
lieve that AARC can be a powerful and effective tool in accelerating the identifica-

tion and development of new commercially-viable products made from crop, animal,
and forestry materials.
Mr. Chairman, the AARC Bo£ird concurs with a recent report issued by the Na-

tional Academy of Sciences. The report, entitled The Government Role in Civilian

Technology, found that private industry is better suited than
public

institutions to

determine market winners. The report points out that cost-snaring is one of the
most effective ways to ensure that a project will achieve market success. We agree.
While the level of cost-sharing may vary from

project
to project, the Board will give

great weight to the level of private financial resources involved in determining
which projects to support.
The AAJIC concept is right for the times. With increasing international competi-

tion in the marketplace, public-private cooperation and partnerships are critical to

the quick and effective movement of new technology fi*om government, university
and institute laboratories to the marketplace. I firrruy believe that the central oper-
ating principle of AARC must be cooperation with the private sector. In essence,
AARC is a service organization dedicated to assisting private industry accelerate the

development
of economicalhr-viable, new, agriculturally-based products and mate-

rials that expand markets for agriculture while spurring rural development includ-

ing the creation ofjobs.

BACKGROUND

The 1990 Food, Agriculture, Conservation and Trade Act authorized the Center
and in March 1992 the first Board was appointed by former Agriculture Secretary
Edward Madigan. The Board convened its first meeting in Apnl 1992 and elected
me as Chairman. At the initial meeting, the Board also asked Dr. Paul F. O'Connell
to serve as Acting Director. The Board has since made Dr. O'Connell's appointment
permanent.
The Board's first order of business was to schedule eight public hearings to obtain

input before we contemplated policy and program decisions. These were held in

Iowa, Georgia, New Jersey, Oregon, California, Minnesota, Kansas, and Texas. The
Board heard from more than 200 individuals and organizations. We heard from
Commissioners of Agriculture, processors, manufacturers, farmers, entrepreneurs,
farm organizations, commodity groups, cooperatives, foundations, universities, and
state legislators.
The Board was impressed and encouraged by the enthusiasm of witnesses for the

AARC Center approach. We were urged by many witnesses to take a leadership
role, to make it happen, to help turn ideas into marketplace successes. The AARC
Center has since adopted the motto, "Make It

Happen,' and we fully intend to do

exactly that with your continued support. We heard from witnesses that many rural
economies need an economic "shot in the arm" and that new, industrial, non-food.
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and non-feed uses of agricultural materials can help provide that medicine. We
heard repeatedly that the AARC Center should be a catalyst, a coordinator, and a
facilitator for finding new industrial uses for traditional and new crops, animal by-

products, and forestry materials. Some witnesses told the Board that more fun-

damental research is needed to support new product development and we believe

that to be true. However, the majority of the witnesses identified precommercial
demonstration and testing activities as the most critical area for the AARC Center's

focus.

Themes that were replayed throughout the hearings included: Operate like a busi-

ness; Maintain independence and avoid bureaucratic thinking; Keep the application

process simple and minimize red tape; Leverage your resources; and See yourself
as an economic development organization.

STRATEGIC PLAN

To guide our actions, we prepared a strategic plan. The mission of the AARC Cen-
ter is to accelerate the commercialization of industrial products from farm and for-

estry materials—creating jobs and economic activity. A copy of the plan has been

provided for you, and I wll highlight some key points.
Some fundamental beliefs:—The U.S. has abundant natural resources to meet food, fiber, and industrial de-

mands;—^A gap exists between research advances and private sector ability to assume
risks involved in commercializing new products/processes;—Private sector direction and active participation are needed for successful prod-
uct development.—^New technological and scientific tools such as genetic engineering, new fer-

mentation approaches, and chemical catalytic processes have opened non-tradi-

tional markets for farm and forestry products.
The key functions of the AARC Center are:

1. Be a Catalyst, Facilitator and Coordinator.—Enhance cooperation to build part-

nerships between and among appropriate state and federal agencies, universities

and private companies that accelerate commercialization and long-term viability of
bio-based ventures.

2. Form Private /Public Partnerships.
—For pre-commercial projects, encourage

private-sector sponsorship with the AARC Center generally providing less than 50

percent of total funds.
3. Project Funding.—Develop a portfolio of long-/short-term projects with an initial

mix providing significant sales within three to five years.
4. Information Exchange.—Facilitate the collection and dissemination of informa-

tion concerning AARC Center proiects and provide this information to others build-

ing data and information bases for industried products from agricultural and for-

estrv materials.

Also, in the plan are responsibilities described for the Board, staff, regional cen-
ters and the private sector. One of the key points is the manner in which success
will be measured. Performance indicators are not the number of government re-

ports, but such items as number of products penetrating the market; number of
rural jobs; quantity of agricultural and forestry materials used; and how the prod-
ucts/processes enhance the environment.

CURRENT ACTIVITIES

On August 17, 1992, the Federal Register listed the first request for preproposals.
In this initial request, the AARC Center received 407 proposals with total budgets
of $448 million, of which $175 million competed for the $10 million available from
the Center (2.5 to 1 leveraging of Federal dollars).

In November, preproposals went through a comprehensive review process in line

with the enabling legislation and guidelines fi*om the Board. Three outside special-
ists, including at least one with Dusiness experience and another with tecnnical

knowledge, plus the AARC Center staff reviewed each preproposal. After considering
reviewers' comments and using their own judgment, AARC Board members met in
December and selected 48 for further consideration. Oral presentations were held
for biodiesel and lignocellulose conversion proposals because of their similarity and
number—to assure selection of the most promising ones for fiill proposal submission.
Full proposals fi-om successful pre-proposal applicants were submitted in February
1993, and in early March, the AARC Board reviewed them and agreed to fund 20.

Negotiations with successful applicants are now in their final stages.
These 20 projects range from small start-up operations to large impact tech-

nologies and involve 14 different plant and animal materials. They include animal
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fat, kenaf, waste paper, com starch, soy meal and oil, industrial rapeseed or crambe,
wheat, lesquerella, nesperaloe, grass straw and lodgepole pine. Products being de-

rived from these renewable materials include: composite building material that
looks like polished granite; pulp from new crops; automotive windshield washer
fluid using ethanol; biodiesel; grass mats; degradable polymers for food packaging,

personal care items and medical products; biodegradable oil for operating equipment
in a marine or forest environment; and a concrete form release agent. These prod-
ucts are environmentally friendly and create demand for biodiversity on the farm.

In general, AARC resources wall provide less than 50 percent of the R&D funds

required to bring a new product or process to tee market. The intent is for the pri-
vate partner to decide which new use will survive in the competitive business
world—and that can best be determined by requiring successful applicants to pro-
vide a major share of start-up costs.

1994 BUDGET REQUEST

For fiscal year 1994, the Administration is requesting an increase of $12,750,000
for activities of the AARC Center ($7,250,000 available in 1993) for a total of

$20,000,000. Of the 407 pre-proposals reviewed in 1993, at least half of them had
merit. A number of factors have come together to make the use of farm and forest

materials in industrial uses more viable in the 90's. They include:—More efScient technologies for processing and manufacturing, i.e. with bio-

technology, continuous fermentation and chemical cataljdiical processes.—Environmental 'and regulatory requirements for clean air and water, landfill al-

ternatives, disposability and renewabUity.—
^Availability of skilled labor and resources in rural America.—Increased pressure to reduce agricultural subsidies.

CONCLUSION

While ideas for new industrial uses have been around since the 1930'S, there has
been no consistent effort to make them commercially viable. When surpluses were
high, a big push occurred. When supply was more in line with demand, interest

waned. Now, consistent commitment is becoming more evident. For example, in

1992, non-traditional uses (such as sweeteners, ethyl alcohol, and industrial starch)
of com equaled com exports. By the year 2000, industrial uses are expected to

consume an estimated 2.4 billion bushels of com—a billion bushel increase!
More than 70,000 acres of industrial crambe and rapeseed are now grown annu-

ally for lubricants, plastics and anti-foam agents. Crambe production has grown
from a demonstration with 2,200 acres in 1990 to approximately 60,000 acres this

year. In 10 years, expect to see 300,000 acres of those crops. Biodiesel, degradable
starch polymers, adhesives, inks, paints and paper products from agricultural mate-
rials provide other promising growth areas.
As new markets develop, farmers and rural America will become far less depend-

ent on federal farm program payments—thus reducing federal outlays. Better de-
mand for product will more fully utilize our agricultural capacity and infrastructure.
We will see rural economies improve—and uie nation's economy as a whole—will

benefit.

This completes my testimony Mr. Chairman. I will be glad to respond to questions
during the discussion.

Biographical Sketch

dr. paul f. o'connell

Paul F. O'Connell was appointed as the initial Director of the Alternative Agricul-
tural Research & Commercialization (AARC) Center in 1992. This is an independent
entity within USDA with policy direction provided by a 9-member Board of Direc-

tors, 7 of whom are from the private sector. As Director, Dr. O'Connell is responsible
for day-to-day management of the AARC Center. The AARC Center's mission is to

expand industrial (non-food, non-feed) uses of agricultural based materials. The four

major functions are to: be a facilitator; encourage private-public partnerships; fund

promising projects; and serve as a information clearing house.
Prior to his current appointment. Dr. O'Connell served as Deputy Administrator

for the Cooperative State Research Service (CSRS), U.S. Department of Agriculture.
He provided leadership for national programs whose objectives were to find alter-

native opportunities for U.S. farmers. Major program areas included sustainable ag-
riculture, industrial uses, aquaculture, and small-scale farming.
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Prior to his tenure as Deputy Administrator of CSRS, Dr. O'Connell served for

3 years as Special Assistant to Orville G. Bentley, Assistant Secretary for Science
and Education of USDA. Earlier professional experience involved 14 years with the
Forest Service; 2 years with the Economic Research Service; and 3 years in the pri-
vate sector. With these organizations, Dr. O'Connell served as Assistant Director,

Project Leader, and Economic Analyst in Wisconsin, Arizona, and Minnesota.
Dr. O'Connell earned his B.S. degree from the University of Minnesota, majoring

in Biochemistry and Dairy Science. He obtained two master degrees—one from Colo-
rado State University and one from the Wharton School, University of Pennsylva-
nia. These were in Agriculture Economics and Business, respectively. His Ph.D. de-

gree was earned from the University of Wisconsin. He has received the USDA Supe-
rior Service Award, several cash awards, and certificates of merit. He is author or
co-author of publications in science and education policy, natural resource issues,
and commercialization of promising technologies.

AARC BOARD OF DIRECTORS

Senator BUMPERS. Mr. Andreas, what relationship are you to

Dwayne?
Mr. Andreas. He is my uncle, sir.

Senator Bumpers. Your uncle?
Mr. Andreas. Yes, sir.

Senator Bumpers. Is that the reason you sky rocketed in that

company so fast? [Laughter.]
Mr. Andreas. I would like to not think that.

Senator Bumpers. Do you remember that old cartoon about the

president calling this young man in and saying, you have shown
remarkable growth and progress here, and goes on to say, I am
going to promote you to vice president. He says, thanks, dad.

[Laughter.]
ADM is a really fine company. As a matter of fact, I used to own

stock in it. While my attention is focused on your testimony, Mr.
Andreas, let me ask you, in your testimony, you said you had over
400 applications last year. Incidently, how many members are on
the Board?
Mr. Andreas. As required by legislation, there are to be nine

Board members.
Senator Bumpers. Who are some of the other members? How

much of your time does it take?
Mr. Andreas. I think if any of us were told before we got on the

Board, we would not have done it. It has been really quite time

consuming to evaluate 400 intelligent proposals from around the
United States. It was a herculean job. We did bring in experts and
so on.

Some of the other people on our Board are Jerry Caulder, presi-
dent of Mycogen, one oi the high-technology firms in this biotech

area; John Fujii, director of technology, from James River, the

paper firm; Ralph Hardy, who was with DuPont for 30 years; and
Lee Reeve, who is in the cattle and ethanol business. I think we
have an outstanding Board. This has really been a pretty major un-

dertaking.
Senator Bumpers. Your Board only reports to the Secretary; is

that correct?
Mr. Andreas. Yes, sir.

Senator Bumpers. Where does that leave Dr. Finney, out in the
cold? [Laughter.]
Are you duplicating any of these efforts. Dr. Finney?
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Dr. Finney. No, Senator. We work very closely with the private
sector in terms of moving our research results from the laboratory
to the private sector. This is a very complimentary effort. In fact,

the product that is referred to as the biodegradable starch, some
of the basic pioneering work was done at the Peoria laboratory, the

National Center for Agricultural Utilization Research. This particu-
lar activity, of course, is a very important activity in terms of link-

ing up with the private sector. It is complimentary. We do not over-

lap, sir.

AARC PROJECTS

Senator Bumpers. Mr. Andreas, these 20 grants, out of the 400

totaling over $400 million, I think you gave 20 grants that totaled

about $10 million; is that correct?

Mr. Andreas. Yes, sir.

Senator Bumpers. Were those mostly to private corporations or

were they to universities?

Mr, Andreas. They are mostly private.
Dr. O'CONNELL. Fourteen of these projects went to small firms.

One is with an agriculture cooperative. Two are from nonprofit or-

ganizations. Three are medium-sized firms and two are large firms.

Basically, all of them went to private firms. Out of that 20, 14 went
to small firms.

Senator Bumpers. Those products you just showed us there, are

you telling me that those are projects of these grants?
Dr. O'Connell. These are the products which we have gone into

partnership with to help them get over the hump, to get them to

the point where they are making money, and can go to the bank
and get their own financing. We help them with the development
activity.
Research is done at ARS, at universities, and so forth. What we

are doing is closing the gap between the research results and com-
mercialization. These products are things we hope to have on the
market with these companies where they are selling them, making
money, and creating economic activity in rural America.
Senator Bumpers. Who patents these things when you develop

them?
Dr. O'Connell. The patent belongs to the companies. Many

times, the patents, if there were patents, the company already had
them.
Senator Bumpers. Let me ask you something. This has been a

question, not just in this committee, but in NIH and in a lot of

other committees. The patenting process has always beer, con-

troversial around here. Do you think it is fair for us to give a com-

pany the money to develop a product and then let them patent it?

Why should not the United States receive a royalty for those prod-
ucts?

Dr. O'Connell. You need to understand, on these projects, we
have these set up so that we get a payback. In other words, these
are set up in a revolving fund. The money that we put into this,

every one of these, we have a payback arrangement.
Senator Bumpers. Oh, you ao?
Dr. O'Connell. Yes.
Mr. Andreas. Yes.
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Dr. O'CONNELL. Either we get equity, or we are going to have a

percent of sales paid back, with interest. We are going to get at

least 2-percent above the Federal interest rate. Those are the two
main ones. The other one is just a payback arrangement of some
kind. We plan to get the money back on successful projects.
Senator Bumpers. These are not grants at all?

Dr. O'CONNELL. These are not grants.
Senator Bumpers. That is a very unique idea. We may submit

additional questions to you in writing on this. That sounds ex-

tremely interesting. Dr. Finney, while we are on these products
now, you have furnished us a list of products that the Agricultural
Research Service has developed. Incidently, you are familiar with

this yellow compilation; are you not?

LESQUERELLA LIPSTICK

Dr. Finney. Yes, sir.

Senator Bumpers. When were these products developed? Over
what period of time? These products here I have, it looks like

lesquerella lipstick. [Laughter.]
Dr. Finney. Yes, Mr. Chairman.
Senator Bumpers. We are all interested in lipstick.
Senator Feinstein. I am. [Laughter.]
Senator Bumpers. Senator Feinstein is vitally concerned with

this product.
Dr. Finney. Lesquerella is a new crop. The idea, of course, is to

try to diversify the economic returns to American farmers by look-

ing for new crops that will allow them to enter new markets.

Lesquerella is an alternative new crop that we are doing research-

ing on in Arizona and cooperatively with other groups to develop
a product that we can deliver to the consumer market.

Lipstick happens to be one of many products that we would hope
that would come from lesquerella as a new product in terms of

health care and in terms of other products. This product is in the

early stages of development. Normally, it takes anywhere from 3
to 5 years in terms of having that product successfully developed.
As the writeup indicates, the work is going on primarily in Ari-

zona. We also are doing cooperative work with Agrigenetics in San
Diego, CA. This is a new product that we hope will provide the real

opportunities for farmers to new crops.
Senator Bumpers. Dr. Finney, without going through all of the

lists of these new products, you have a cotton kerchief.

Dr. Finney. Yes, sir.

POTATO CHIPS

Senator Bumpers. Potato chips. This potato chip product looks

fairly interesting to me, but does this include irradiating the pota-
toes so that they will last longer in cold storage?

Dr. Finney. No, sir.

Senator Bumpers. That is not a part of that?
Dr. Finney. This is not a part of the food irradiation project.
Senator Bumpers. Just briefly, what is this new potato chip?

What makes it different from other potato chips?
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Dr. Finney. The primary interest in this particular chip, sir, is

that the raw product was a new variety of potatoes that has inher-

ent resistance to nematodes. As you are aware, there are concerns
about agricultural chemicals in the environment, we are seeking
new varieties that can grow without having to use those products.
This particular variety is a new product that is an excellent chip-

per, but has inherent resistance to the golden nematode. It was de-

veloped cooperatively with the Agricultural Experiment Station in

New York. That is the primary interest in this product.
Senator Bumpers. It is really a new potato then that is used for

potato chips.
Mr. Finney. Yes, sir; that is correct. Yes, Mr. Chairman.

LUPINE PASTA

Senator Bumpers. Spaghetti. I was interested in that because

you have got a new lower calorie spaghetti; is that right?
Dr. Finney. As you know, the American people are very much

concerned about their health and well-being. They are very much
aware that what they eat, of course, influences their health. The
research community is looking at new products that will have bet-

ter nutritional characteristics. This particular spaghetti will have
that component in terms of its market potential.
Senator Bumpers. Senator Cochran, did you ever hear of lupine?
Senator Cochran. No.
Senator Bumpers. How can you be a ranking member of this

committee and never heard of lupine? [Laughter.]
I have known about it for about 10 minutes. [Laughter.]
Lupine is a grain crop that is a return to the good old days of

the 1940's when there was a "Lupine Belt" in the Southeast. It is

this product that makes its own nitrogen.
Dr. Finney. Yes; it is a nitrogen fixation product that, of course,

will reduce the need for chemical fertilizers.

RICE bran cereal

Senator Bumpers. That is an interesting product. I have a vital

interest in rice. You have a rice bran cereal here. This rice bran
cereal is the byproduct of milling rice from brown to white; is that
correct?

Dr. Finney. Yes, sir.

Senator Bumpers. Is that just the powdered kind of substance?
I have watched that being done. I just thought it was dust.

Dr. Finney. This would normally have been a waste product, a

byproduct of the milling industry. Through some of the research at
the Western Regional Research Center in California, they were
able to improve this product by adding some nutritional and proc-

essing characteristics that makes it a successful commercial prod-
uct nutritionally as well as economically. This is the new product
that we wanted to call to your attention today.
Senator Bumpers. You can make rice oil out of it; do you think

or salad oil rather?
Dr. Finney. I am not sure about that, sir. Primarily, it is a

breakfast cereal. We are trjdng to recover a waste product.
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Senator Bumpers. It just generated a new interest and the possi-

bility of making it a new salad oil. Here is what this statement

says, "In addition to being used in breakfast cereals and baked

goods, the bran has generated renewed interest as a domestic
source of high-quality salad oil."

Dr. Finney. That is probably a spinoff from the work that we did

originally for the bran as a breakfast cereal. They are looking at

it as a potential for salad oil, but it has not reached that stage of

development yet.

FOOD IRRADIATION

Senator Bumpers. Finally, as I was about to say a moment ago,
a thing that is of great interest to people like Betty Bumpers is ir-

radiating foods. First of all, who has the final say on whether or
not a food may be safely irradiated? Does the FDA do that?

Dr. Finney. The Food and Drug Administration would have the

responsibility for that final approval.
Senator Bumpers. Here, you have listed mushrooms as a new

product. You say these mushrooms will stay fresh twice as long be-
cause they were treated for just a few seconds with a low dose of

gamma radiation. Is this an experimental project so far?

Dr. Finney. Mr. Chairman, food irradiation is used on a limited
basis on a number of products, including of course irradiating pota-
toes for prohibiting sprouting. There is some irradiation for control-

ling of insects in spices. As you are aware, there was some work
done recently on the experimental use of irradiation use on straw-
berries in terms of preserving them and extending their shelf life.

The mushroom is not a new product, but it is a product that has
an extended shelf life through the use of irradiation. It is extending
the shelf life through this process that is new rather than being a
new product itself.

Senator Bumpers. This is, of course, as I say, it has been con-
troversial simply because I guess maybe we do not—I guess FDA
thinks they know. The ordinary consumer is wary of irradiated
foods. In your statement, you say that 'Twenty-five percent of the
world's food supply is lost to spoilage or pests." That is a really un-
believable statement, is it not, that 25 percent of food in this world
is spoiled when we have so many hungry people?
Then you go on to say, "Irradiation approved by the Food and

Drug Administration for use on fruits, vegetables, and poultry to
retard spoilage and destroy bacterial contamination leaves no resi-

due in a product." My next question is, do we have irradiated foods
on the market now?

Dr. Finney. We have some experimental products. For example,
the strawberries that I referred to earlier. They were marketed this

year under an approved use by the Food and Drug Administration.
That is one product.

Senator Bumpers. Is there a requirement for a sign in a grocery
store to say that foods have been irradiated?

Dr. Finney. I do not believe there is a current requirement for
a sign in a grocery store to say that irradiated foods are for sale,

though it would probably be good for consumer awareness and edu-
cation.
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Senator BUMPERS. There is a gentleman sitting behind you that

acts like he knows all about it, shaking his head, no.

Dr. Finney. There is no requirement now for the store to display
a sign or svmbol, Mr. Chairman. As you know, there is a great in-

terest on the part of consumers that products so treated would be

required to have some t3rpe of sign or symbol on them. There is a

requirement that the container or display package carry a small

green symbol indicating that the produce has been irradiated.

Senator Bumpers. "Irradiated foods are marketed in 35 countries

and mushrooms are provided by Vindicator, Inc., Plant City, FL,
the only food irradiation facility in the United States." Is that still

correct that we only have one irradiation facility in the country?
Dr. Finney. Vindicator, Inc. is the only one I am aware of that

is irradiating produce, but there are several other contract proc-
essors in New Jersey and Maryland. These facilities are primarily
used for sterilization of medical supplies, but also process spices.
Senator Bumpers. Dr. Jordan.
Dr. Finney. Dr. Jordan perhaps may have some knowledge of

that.

Dr. Jordan. Iowa State University has a food irradiation project

special grant. That facility is now up and running, Mr. Chairman.
There are some others around the country as well.

Senator Bumpers. Do you think irradiated foods have a great fu-

ture in this country?
Dr. Jordan. Yes, sir; I do not think there is any question about

it. It is a matter of education more than anything else. Probably
the unfortunate thing, Mr. Chairman, is that the word "irradiation"

makes people think of nuclear somehow or another. Yet, they will

use their microwaves and they will say they "nuked" their dinner.

They will convert a noun into a verb. It does not seem to bother
us. There is an educational issue here, Mr. Chairman.
Senator Bumpers. I am concerned about that because, as you

know, not only do we produce half the rice in the country, we
produce a big sizable chunk, by far more than any other State, of

poultry. We are always apprehensive about what they are going to

do to us on poultry inspection. Is this a possible solution to inspect-
ing both red and white meats?

Dr. Jordan. No question, Mr. Chairman. It is not only possible,
it is perhaps the preferred route to go.
Senator Bumpers. Secretary Espy has testified that is high on

his list, a new more sophisticated inspection of our food chain. This

is, of course, probably coming anyway, but because of the outbreak
of E. coli in the Northwest and Western part of the country, I guess
it is coming.

coordination efforts

My final question of you two gentlemen is, and I have got a
bunch more questions, but I want other members to have an oppor-
tunity to ask their questions. I want to be sure that these efforts

are being coordinated, Dr. Finney. In other words, are you Chair-
man of the Board, Mr. Andreas?
Mr. Andreas. Yes.
Senator Bumpers. This Board that Mr. Andreas chairs sounds

like a pretty exciting thing. You all are asking for an increase from
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$7.25 million this year to $20 million. I would be inclined to say
that I would support that, but I have to withhold judgment because

you know we are going to be under terrible budget constraints

about what we can do this year.
I would torpedo the space station and super collider in a New

York minute to do something that really meant something like this.

I mean, that is nothing in the world but a welfare project for

Texas. In any event, I do not want to get off the subject here. I

would not say that if I were running in Texas, but happily, I do

not have to run in Texas.
I do want to make sure that we are coordinating the efforts of

the Research Service. The fact that you do not report to Dr. Finney,

you report to the Secretary only gives me a little pause about who
is reporting to who, and how much coordination is there between

your research efforts on these new products. Do you want to say
something on that?

Dr. O'CONNELL. Yes; I have already mentioned the project re-

viewers and so forth. A number of those were reviewers from ARS
and universities. In fact, they were some of the key technical re-

viewers of our projects. In the 20 proiects that we have, a number
of those are ARS projects that they had worked on and they had

brought through the basic research phase. They looked interesting

enough to a private company that they said. Yes, this is something
we want to put 50 percent of our money in. If you will help us get
this thing going—we are working at a different level in general
than where ARS is.

We are at that point where we want to bring these projects to

the markets. At that phase, not to just let them sit there; not let

them sit in research results and so forth. Of the 70 reviewers, I

would say a large number of those are ARS scientists and univer-

sity scientists.

Senator BUMPERS. One final question. Does the law require you
to get a 50-percent match?

Dr. O'CoNNELL. At least.

Senator Bumpers. Do you sometimes get more?
Dr. O'CoNNELL. Yes.
Mr. Andreas. Yes.
Senator Bumpers. Fine. Senator Cochran.

METHYL bromide

Senator Cochran. Mr. Chairman, thank you very much. Dr.

Plowman, in your testimony you mentioned the cost to consumers
of EPA's ban of methyl bromide—actually, the cost to producers
and consumers—is estimated to amount to $1 to $1.4 billion per
year. This decision obviously has far-reaching consequences for

U.S. agriculture.
I know that a research agenda was adopted in January to de-

velop alternative treatments to replace methyl bromide fumigants.
Is any of this research underway? Have the plans been imple-
mented? If so, to what extent? What kind of progress do you expect
to make in developing environmentally safe alternatives to methyl
bromide?

Dr. Plowman. I can tell you this. It is going to be a very difficult

task to do. We do not have anything on the shelf right now that



446

looks very promising in replacing that product. We must almost
start from the beginning. Unless we reprogram and do some other

things, we do not have additional new resources to put into methyl
bromide alternatives. We think it is very, very important for us to

do that. It is one of our highest priority items.

NUCLEAR POLYHEDROUS VIRUS

Senator CoCHRAN. Dr. Finney, at the Midsouth Research Center
in Stoneville, ARS has initiated pilot tests on a virus that is highly
selective. When this virus is applied, it has no environmental ef-

fects on any other plant or animal species other than the tobacco
budworm. This is probably the most costly cotton insect pest in the
Nation.
Producers in our region of the Nation are excited about the pros-

pects for this research project. I want to be sure we are moving for-

ward as quickly as we possibly can to determine the feasibility of

this control method that could translate into literally hundreds of

millions of dollars in cotton production income.
How long will it take to complete this important research project,

in your judgment?
Dr. Plowman. Senator, we have set aside some funds this year

to begin the process of a 1994 pilot test using this nuclear

polyhedrous virus that has been developed with the research lab-

oratory program at Stoneville. The estimated cost of this pilot test

would be about $688,000.
The Agricultural Research Service has set aside about $188,000

out of its funds for the current year to do the planning and develop-
ing of the material that will be needed next year to stockpile that
virus for large-scale experimental tests next year. We are having
discussions with the research staff at Stoneville and with the farm-
ers groups in terms of doing whatever is necessary to carry that
forward in 1994.

AQUACULTURE

Senator Cochran. Very encouraging. Dr. Jordan, the Depart-
ment of Agriculture indicates in its budget summary that aqua-
culture is the fastest growing sector of Ainerican agriculture. The
fiscal year 1994 budget proposes only a 2.8-percent increase in op-

erating costs for the five regional aquaculture centers. What addi-

tional resources are proposed for fiscal year 1994 to meet the grow-
ing demands for fisheries products through our aquaculture enter-

prises?
Dr. Jordan. Senator Cochran, we are very, very pleased to see,

for the first time really, the administration get strongly behind
those aquaculture centers. They do constitute a significant core of

the aquaculture program. Through the Cooperative State Research
Service Program alone, the aquaculture centers, had more than 60

regional projects in operation.
It constitutes the core, but not the sole amount of money in aqua-

culture. The other parts of that come out of two other types of pro-

grams within the agency. One, of course, is the Hatch Act,

Mclntire-Stennis, and in particular, the Evans Allen formula pro-

grams which each have significant amounts. The other significant
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amount comes out of the National Research Initiative. In addition

to that, the Agricultural Research Service has a program in aqua-
culture. In fact, in Stoneville, MS, we have joint programs and joint
execution of programs through that southern center, Senator.

MISSISSIPPI RESEARCH FACILITY

Senator CocHRAN. Thank you. You and I were participants in

the dedication of an important research center located in Hatties-

burg, MS, on the campus of the University of Southern Mis-

sissippi
—a polymer science research facility. The presentation by

Mr. Andreas and his colleague of these new products reminded me
of the work that is being done there at that research center.

I had the chance to go down there recently, just as a matter of

vour personal information, and get an update on the work that has
been done at that center since its dedication a few years ago when
you and I were there together. Are there any plans to provide some
funds for research grants or research projects to carry forward
some of these new ideas into the laboratories that exist there at the

University of Southern Mississippi?
If so, what is the outlook for the effort to attract dollars from pri-

vate industry as well as Government resources to see that we uti-

lize those research facilities to the fullest extent possible?
Dr. Jordan. Senator, that is one of the brightest areas. In fact,

you will find alternative agriculture funding in each of the three

agencies that are before you today, in addition to the AARC Center,
for alternatives. Many of those involve polymers. Of course, the

Polymer Institute and the work going on at Hattiesburg, MS, is key
to that. They have probably done as much in the cutting edge of

this as any organization that we have. We consider them a full

member of the agricultural family, as you well know.

They are not alone in that. There are other institutions that are
also participating. Furthermore, there are a number of industrial

organizations that also participate in the research phase. This is

important because what ARS and CSRS, through the university
system, does is background research that brings the new products
into view, so to speak.
When it looks like it would have real commercial value, the

AARC Center does that next step, namely, are there hurdles to get
over in order to make it a real product for the commercial world
and for use by the American citizens? The answer is, yes. We have
several areas in which this is done. Not only through the Special
Programs Unit of CSRS, but also let me point out that the Small
Business Innovation Research Program which receives funding
through an assessment of IV2 percent of the extramural funding of
the department.
Now, the USDA program is in the vicinity of $7 million in 1993.

It is a major contributor in this regard. All of these grants go to

small businesses. I am absolutely amazed, Senator, at what is

being accomplished there. For example, in the last fiscal year, a
new mechanism for vaccinating chicks before they are chicks, while

they are in their final stage of egg development—they go 21 days
to get hatched. On the 18th day, all of these trays, when they are
moved from the incubator to the hatchery, go first down a line of

needles. They all come in and they are all vaccinated from the top.
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They all close up and they go into the hatchery and the chick

comes out already vaccinated. That is the kind of product that is

coming online, Senator.

Senator Cochran. Thank you very much. I noticed, Mr. Chair-

man, in my last question here, a recent publication from the Mis-

sissippi Business Journal in Jackson, MS, talking about an Exten-

sion Service project. Dr. Johnsrud, that has been begun in our

State.

I understand interest is spreading to South Carolina, Arkansas,

Iowa, and other States. It has to do with rural health care which
was authorized in the 1990 farm bill, by an amendment offered on

the Senate side that was agreed to in conference, and the Mis-

sissippi Rural Health Corps which has just received funding to

train rural health care professionals.
The Mississippi Community College Foundation, in cooperation

with the State health officials and the Cooperative Extension Serv-

ice, try to make sure that in small towns and in rural areas, we
are making a contribution toward improving the quality of life in

these areas that are not served as they should be by health care

providers.
I wonder, in this connection, does the Department share the view

that this article describes that this is proving to be a very success-

ful program in helping to meet the needs of our rural communities
for trained health care professionals? Is there consideration being

given to extending the program to other States such as those I

mentioned and which are represented, at least partially, here on

the committee?
Dr. Johnsrud. Senator, I would say that program is moving very

well in terms of accomplishing what it set out to accomplish. It is

progressing on schedule very nicely. It has been successful because

it enjoys a fine cooperation amongst the community colleges, Mis-

sissippi State University, and the State Health Department. We
have been working also very closely with the Department of Health

and Human Services in relating the Rural Health Policy Office to

the project.
It was established to be a demonstration and hopefully a model

for the rest of rural America. We are looking forward to that being
the case. Of course, we have it in our budget request for this year
to further develop that model.
Senator CoCHRAN. Thank you very much. I congratulate you and

the people at the Extension Service for the fine job that you have
done on that. Mr. Chairman, I ask that a copy of the article that

I referred to describing the program and the progress being made
be printed at the appropriate place in the record.

Senator Bumpers. Without objection, it is so ordered.

Senator CoCHRAN. Thank you.
[The information follows:]
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[From the Mississippi Business Journal]

Community Colleges Tackle Rural Health Deficit

$2 million promise provides funding catalyst for program

(By Linda Young)

Mississippi community colleges and other state agencies received a $2 million

funding promise from the United States Department of Agriculture (USDA) to back
an effort to reverse what college officials call a rural health care deficit.

The Mississippi Rural Health Corps plan was submitted to the USDA as a Mis-

sissippi Community/Junior College Economic Development Foundation project about
four months ago and recently received approved.
The plan is designed to train more nurses and other health care related profes-

sionals who agree to work in rural areas of the state for three years after gradua-
tion. The program, also funded by private, local and institutional sources, should

begin in January when additional educators are hired at the state's 15 community
colleges to alleviate some of the health-care program waiting lists of 3,000 hopeful
students.

According to Clyde Muse, president of Hinds Community College and chairman
of the College Economic Development Foundation, the partnership including the

USDA, Mississippi Health Department, Cooperative Extension Service, private in-

vestors, commumty colleges and foundations will provide a unique delivery system
and impact the state economically.
Muse cited a 13 percent vacancy rate for nursing positions in the state which

could be reduced by training an estimated 450 RNs, LPNs and other health care

professionals in the program s first year and at least 600 in the following four years.
The Mississippi Employment Security Commission estimates the annual demand

for trained health specialists should hold at 800 additional jobs through the year
2000.

"It would be like creating a new industry with an average salary of $24,000 a year
for 400 people," Muse said.

However, he said the greatest impact will be improving the quality of health care
and quality of life for

people
in rural areas of the state, making it easier to attract

business and industry to tnose areas.

"Obviously one of the things businesses can do before they ^ow and prosper is

make sure their employees have adequate health care," Muse said.

Eddie M. Smith, president of the Mississippi Community/Junior College Associa-

tion of Mississippi and East Central Community College in Decatur said the pro-

gram will have a double impact.
"One of the greatest needs we have in the state of Mississippi is to provide access

to health care, especially in rural areas. We're having a difficult time getting trained
health care personnel to locate in rural areas," Smith said.

Through the program, colleges will train additional health care professionals and
place them in rural areas as a benefit to community health. It will also benefit small
rural colleges by providing them with more health care programs.
David Haraway, president of Northwest Mississippi Commumty College in

Senatobia, said to remain certified, a strict ratio of at least one instructor to 10 stu-

dents must be maintained. By hiring additional instructors with funds raised,
Northwest will be able to take 20 to 25 people off the school's waiting list of about
100. After graduation, he said the nurses and other trained health care providers
will be sorely needed in the area.

"It would take a good number of years to ever meet the demand that the job mar-
ket has for registered nurses," Haraway said. "A registered nurse can almost get
a job in any town, any city in our nation."
Muse said the "health deficit" plagues Mississippi, a state in which infant mortal-

ity ranks above the national average while per capita income is the lowest in the

country.
The Corps proposal stated since 1981, 22 Mississippi hospittds have closed and

59 percent of the state counties "are classified by the Health Care Financing Admin-
istration as health manpower shortage areas u)r primary medical care." Addition-

ally, the report stated 52 percent of the state's primary care physicians live and

practice in eight counties and serve 35 percent of the population.
To encourage graduates to stay in Mississippi, they will be offered annual tuition

scholarships of $961 in return for three years of service in rural communities in the

state. If tiie service is not fulfilled, the scholarships must be paid back to the

schools.
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The definition of rural, however, is loose. Muse said.

"Essentially all of Mississippi is rural when you look at national standards. In our
minds view, it would be very flexible," he said.

To prepare for additional students, Haraway said community and junior colleges
will have to begin negotiating with affiliated hospitals to establish times for clinical

training when students leave the classrooms.

Students would have the advantage of completing studies in mtgor clinical facili-

ties in metropolitan areas but working after graduation in rured areas.

"A person does not have to be educated in the rural areas. They could be educated
in Hinds or Tupelo or the Gulf Coast and just practice their profession in rural

areas."

Smith said personnel trained in the program should enter the rural work force

by January 1994 at LPN programs last 12 months and RN programs take at least

two years to complete.
Muse said the Corps hopes these health professionals will settle in the rural areas

and continue working. However, to continue the plan and replace those that leave

after the three-year stint, the Corps plans to ask for matching funds fix)m the 1993

Mississippi Legislature.

IRRADIATED FOOD

Senator Bumpers. Senator Harkin, with your indulgence, I would
like to just ask, because I am unclear in my own mind, Dr. Jordan,
about the line of questioning we were pursuing a moment ago
about irradiated foods. Does the Food and Drug Administration li-

cense the permission to irradiate foods on a product-by-product
basis? For example, tomatoes one week, and peanuts the next

week, and so on. How do they handle that? First of all, is there a

general permission right now to irradiate foods?

Dr. Jordan. I would defer this, if I could, to Dr. Plowman.
Senator Bumpers. Dr. Plowman, you just got elected.

Dr. Plowman. It is my understanding that each class of foods

has to be approved. Fruits and vegetables have a generic clearance

at 1 Kilo Gray. Use of any level above that would require special
clearance.

Senator BUMPERS. That each product has to be approved?
Dr. Plowman. That is correct, each class of product. I think the

last one approved was irradiation of poultry at 3 Kilo Grays. We
are currently working with FSIS to obtain a similar clearance for

red meat.
Senator Bumpers. For poultry?
Dr. Plowman. Yes; which is important for us in approving the

food safety of poultry products. I might indicate too, I believe there

is only one commercial irradiating facility, the one in Florida. That
is built solely for the purpose of irradiating food and is available

for products other than spices.
Senator Bumpers. Where did I get the idea that there had to be

a sign in the supermarket or something saying this food has been
irradiated? Maybe we debated that in an amendment on the floor

or something. Are irradiated foods being sold in supermarkets
today?

Dr. Plowman. Well, yes, and some that you do not know about.

We import some things. Nearly all of the spices that we import
have been irradiated before we get them. There is no sign on those

that says that. We would not even ask the question probably when
they came here.

Senator Bumpers. I am really thinking more about fresh foods.
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Dr. Plowman. I am not going to give you a whole answer be-

cause I do not know the ansWer. There is some requirement that

boxes of irradiated foods have to have a symbol on them, I do not
know the extent of that. We could find out.

Senator Bumpers. This subcommittee has jurisdiction over the

Food and Drug Administration too. Perhaps we can save these

questions for FDA. I am really curious about this.

Dr. Plowman. It is their jurisdiction. They would be much better

equipped to answer those questions than we would.
Senator Bumpers. Senator Harkin.

STATEMENT OF SENATOR BOND

Senator Bond. If I could prevail for just 1 minute. I apologize to

the witnesses and this committee because I have got three different

overlapping hearings going on at once. This is an area of great in-

terest. We appreciate what you are doing at ARS. We have watched
some very exciting things going on at the University of Missouri
and their food for the 21st century.

I will have some questions to submit for the record. Again, my
great good fortune that every committee I am on decided to meet
this Tuesday morning. I apologize.
Senator Bumpers. I think it is the Moon. Everybody had four

hearings at the same time this morning. Senator Harkin.

STATEMENT OF SENATOR HARKIN

Senator Harkin. Thank you, Mr. Chairman. Just to follow up,
Mr. Chairman, on your line of questioning on irradiated food.

There has been a lot of debate. I think there are some groups out
there that want to put the atomic radiation symbol that would at-

tach to any foods that go out. Some of us have been fighting that

by saying that the symbol is to warn people of radiation hazards
that were present, whether it was on a reactor or whatever it

might be.

The fact is, there is absolutely no radiation left in the food when
it goes out. It makes no sense to have that kind of a symbol. Again,
that has not been decided. There is no law that says it has to be
on there. There are some groups that are pushing that I think in

order to try to stem the move toward irradiated foods. I think we
have been fairly successful in stemming that.

I think that one group that is headed by Jeremy Rifkin has been

pushing that. I think we have been successful in showing that, that
does not hold in this case. We have an experimental irradiator at
Iowa State University and it has been working just fine. I really

appreciate your following up on that with the Food and Drug Ad-
ministration.

I think food irradiation holds a great deal of promise for us in

terms of getting fresher fruits out, vegetables that have longer
shelf lives, and things like that. It is really a great process. Dr.

Plowman, just a few questions concerning the pig research facility.
The Pig Research Center is scheduled to be ready for construction
at the end of fiscal year 1994. Is that correct?
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PIG RESEARCH CENTER

Dr. Plowman. Yes; we will have the predesign work done so that
we could begin construction if the funds were forthcoming. Con-
struction could begin at the end of 1994.
Senator Harkin. The National Pork Producers tell me that this

facility can have a tremendous impact on the whole industry, con-
siderable savings are possible, and the cost of producing hogs, and
developing animals pound-for-pound will have a higher value in de-

veloping new products from hogs. Dr. Plowman, what is your as-

sessment of the Pig Research Center as a tool to improve the pro-

ductivity of pork producers and to improve their income?
Dr. Plowman. We certainly echo those comments of the pork pro-

ducers. We are lacking technology that this center is designed to

answer that will help make the pork industry more efficient.

NECROPSY incinerator

Senator Harkin. Construction funds for the necropsy incinerator

at the National Animal Disease Laboratory in Ames was included
in the President's stimulus package. That stimulus package went
up in smoke, not in that incinerator. [Laughter.]
Can you tell the committee why this facility needs to be con-

structed as soon as possible? What is the need for that?
Dr. Plowman. Yes; I would say that is one of the very highest

needs that ARS has for a construction item. The laboratory is deal-

ing with animal diseases and it is necessary, as a byproduct of the

research, that most of the animals that we deal with go through
that incinerator so that there is no hazard to the community or to

the animal industry in the State.

The present incinerator does not meet Federal or State guide-
lines for safety. It is absolutely essential. We have to bring that fa-

cility up to speed or shut down the center. That would be terrible.

It is an extremely high priority item for us.

new product research

Senator Harkin. That is what I had been told. I just wanted to

get that on the record. Hopefully, we can move ahead on that as
soon as possible. As you know, I have been for a long time a sup-
porter of increasing the portion of the research budget that goes to

new product research, particularly toward the production of

nonfood products.
I understand that definitions can be subjective in this area. Can

you provide the committee with the percentages of the ARS and the
CSRS operating budgets that are expected to be devoted to new
product research in fiscal year 1994? How does that compare to the

figure for, let us say, 2 or 3 years ago? Again, you may have to sup-
ply that for the record. If you do, I will just wait.

Dr. Plowman. Yes; I will supply that for the record and then we
will be very precise about it.

Senator Harkin. Again, I know some of these are subjective. I

understand that. I would like to get some handle on that and com-

pare it to some previous years for me. Go back 3 or 4 years, some-

thing like that, and compare it for me.
[The information follows:]
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AGRICULTURAL RESEARCH SERVICE/COOPERATIVE STATE RESEARCH SERVICE

COMPARISON OF FUNDING FOR NEW USES RESEARCH TO TOTAL RESEARCH

[Dollar amounts in thousands]

1992 1993 1994

ARS CSRS ARS CSRS ARS CSRS

Food, new uses research $29,667 $11,453 $34,790 $10,928 $38,090 $12,474

Nonfood, new uses research $36,252 $10,139 $39,034 $10,168 $40,034 $12,989

Total, new uses $65,919 $21,592 $73,824 $21,096 $78,124 $25,463

Total appropriation $660,879 $418,361 $660,879 $418,642 $667,668 $416,452

Percent of food, new uses research 4.5 2.7 5.3 2.6 5.7 3.0

Percent of nonfood, new uses research to total

research 5.5
2^

i9 2A
6^0

11

Percent of total new uses research to total re-

search 10.0 5.2 11.2 5.0 11.7 6.1

NOTE.—Total research does not include funds for teaching portions of Higher Education Programs or Buildings and Facilities.

Dr. Plowman. I would say that is another important area for us.

We have been attempting to reprogram and put more resources
into that subject.

MANUFACTURING SYSTEMS RESEARCH

Senator Harkin. One more question on that and then I am going
to get to Mr. Andreas and AARC because that is precisely what
they are doing. One of the projects, Dr. Plowman, that I am really

proud of is the Iowa Biotechnology Consortium. It helps agricul-
tural processors find ways to reduce the burden of their waste
stream on sewer systems.
This reduces cost and environmental difficulties at the same

time. Sometimes we are able to take the waste stream and turn it

into sellable products. I was pleased to show President Clinton,
who was then candidate Clinton, one of the projects last year at
Cedar Rapids at the Quaker Oats Plant. It was quite a project.

Manufacturing systems research, which might lower manufactur-
ers' cost of production, can be crucial in our efforts to make new
nonfood agricultural products more competitive. Do you believe it

would be appropriate to devote increased research resources to

manufacturing systems research designed to lower production costs
in the future?
Let me go over that one more time. Dr. Plowman. Would it be

appropriate to devote increased research resources to manufactur-
ing systems research such as those designed to reduce the waste
stream, which is at cost to manufacturers, in order to lower produc-
tion costs in the future?

Dr. Plowman. Speaking just from an industry standpoint, one of
the most expensive areas we have to deal with are these waste
streams.
Senator Harkin. Right.
Dr. Plowman. Any technology that can be developed to lower the

cost of cutting those waste streams and getting the water back into
a form where we can give it back to the river or the lake as we
got it, would be highly beneficial.
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Senator Harkin. Dr. Plowman, how much of this do you think
would be done by your shop; increased research funds on manufac-
turing systems research? I guess that is the proper phrase; manu-
facturing systems research.

Dr. Plowman. We are doing some things. We are looking at
chemical modification and conversion of agricultural byproducts
such as soybean hulls, defatted rice bran, and sugar beet pulp into
materials that can be used to clean up waste streams in a timely
fashion. Another systems approach is to modify the process to re-

duce the volume of waste produced. I think this is a partnership
activity. We do some of the basic development work. Then, I think
it is quite appropriate for the AARC Board to bring it to commer-
cialization. I think a partnership could be developed there very
nicely.
Senator Harkin. I see both here. The AARC is both for research

and commercialization. Obviously, there are some things I think
that AARC can do in this area, but there are also some basic re-

search that needs to be done. It can be done in your shop.
Mr. Andreas. That is correct. I think that is the kind of partner-

ship we are talking about. ARS would do the basic research and
AARC would bring it into commercialization.

Senator Harkin. I would be interested to see some either memo-
randums of understanding or some coordination between ARS,
CSRS, and AARC on this very topic on how you are going to coordi-
nate and do this kind of research in reducing production costs, es-

pecially in reducing waste stream products. If you could work that
out in the next few months, I would like to see how you are going
to set that up and how you are going to focus on that.

Dr. Plowman. We can explore opportunities for collaboration in

this area.

Senator Harkin. I would appreciate that. Last, Mr. Chairman, I

am sorry I got here a little late. Like everyone else, I have other
committee meetings and stuff. I wanted to be here for AARC's dem-
onstration. I remember I mentioned this to you. When they were
up before the Agriculture Authorizing Committee a few weeks ago,
this center is now in its final grant negotiation I guess with about
20 entities, mainly businesses.
The funding history was in 1992, $4.5 million; 1993, $7.25 mil-

lion; and 1994, a $20 million request. I think you have seen here
some of the exciting things that are going on. When I first saw that
oil mixed with water, I could not believe it. Just do not tell me your
next step is water into wine. I do not want to hear about it.

[Laughter.]
The implications for the use of this in our freshwater lakes in the

United States where they are already restricting outboard motors
because of dumping all of the oil in the water, the implications of

this, I think, are incredible. You saw the NewStone and some of
the other things you are doing with ethanol. Maybe you have some
new stuff there that I have not even seen like the windshield wash-
er solvents.

To me, this represents the exciting cutting edge of finding new
nonfood uses for agricultural products. Things that are environ-

mentally benign. Things that will not hurt the environment and
things that I think can be very competitive. If given the proper
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boost in the beginning, some funds to help them do some of their

research, demonstration, and commercialization, you can get them

going.
I think this can be a way for many farmers to make a lot of

money in the future. I know the chairman covered with you, Mr.

Andreas, the process to maximize returns to the revolving fund and
how you are going about that. I think this again is going to be a

kind of a forerunner maybe of things to come where we have enti-

ties that will loan money out, take an equity position, convertible

debentures, whatever it might be or direct payment back, and actu-

ally make money back for the Government while at the same time

promote some of these new businesses.

I encourage you. I congratulate you for what you have done in

the short span of time that you have been operating. I only have
a couple of real questions. What percent of the applicants for fund-

ing were you able to start negotiating possible funding with your
current round of negotiations? In other words, of all of the appli-
cants that came to you for funding, what percent were you able to

actually start funding processes with?
Dr. O'Connell.
Dr. O'Connell. Just about 5 or 6 percent.
Senator Harkin. About 5 or 6 percent?
Dr. O'Connell. Yes; we had 407 preproposals. We could only

fund about 20 projects, so that is 5 percent.
Senator Harkin. Out of the 400, was there any process to deem

which one of those were really kind of worthwhile?
Dr. O'Connell. Yes; initially, we took the 407 preproposals and

we had three reviewers review each one plus a staff review. We
had a technical reviewer, a business reviewer, and another re-

viewer depending on the nature of the project. We went through all

of those and determined which ones met our criteria that was in

the Federal Register announcement. We estimate about one-half of

those had merit that should have gone further if we had the

money.
Senator Harkin. So about 200?
Dr. O'Connell. Yes; about 200. The total request for funds was

$175 million. The contribution by the people that were requesting
funds was $270 million. The total between that came up to around
$440 million. One-half of that $175 million had projects of merit;
so about $90 million. We would have generated funds from the

partners had we gone into all of them for about two times that.

Senator Harkin. I guess what I am trjdng to get at, of those that
were deemed worthy of investigation or support, it sounds like you
were able to fund about 10 percent.

Dr. O'Connell. Yes; that is correct.

Senator Harkin. If you were able to get the $20 million for next

year, do you have any idea what kind of waves are following this?

Would some of those for example that you were not able to fund
this year still be hot enough items to be funded next year?

Dr. O'Connell. Yes.
Mr. Andreas. I would like to make a point there that some of

the good projects that came to us were a little premature. We told

them, please come back to us next year. You have got good projects.
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you are just not quite ready. We would like to consider funding you
next year.

Dr. O'CONNELL. Senator, this is a new area. A lot of people were
not familiar with this. Some of the good ideas came from univer-

sities, ARS scientists, or other folks, and what we encouraged them
to do the next time is to match-up with a private sector partner.
We will be setting up regional centers that will encourage that to

happen.
By matching up with a private sector partner, then they can

come in. We want to work with a private partner because they are
the ones who are going to put the product on the market. We want
them out front. We want the private partner out front.

PROMOTION OF AARC CEhTTER

Senator Harkin. What is being done to really promote your ac-

tivities and to get the word out to people or is it getting out there?
I have talked to people about the AARC Center and nobody has
heard of it yet. It is such a small entity; $7.25 million. What is

being done to get this word out?
Mr. Andreas. I would say this. I agree with you. The majority

of people have not heard of the AARC Center yet. We had to make
a decision to run with the ball, get the request for preproposals out,

get them in and evaluate them, and do the work quickly. We de-

cided that we would do that first and try to get the publicity that
we could along the way.
We have been on a dead run to do that. We are now just about

to put all of these 20 projects to bed. Maybe we will have a chance
to get our head above water. I would like to think and hope that
the USDA and other agencies have a way that we can help get this

knowledge out. The people I talked to think this is wonderful to try
to find new ways to use our agricultural products and cut sur-

pluses. We do need help along those lines and any suggestions
would be most appreciated.

Senator Harkin. Likewise, if you have some suggestions for us,
I would like to know that too.

Dr. O'Connell. There is a group called the New Users Council.

It is made up of commodity groups like the com growers and the

soybean growers. Companies like ADM and Cargill are now getting
involved. The State Commissioners of Agriculture in a number of

States are in this council.

They recently set up an executive director. That is one of their

key functions. It is to get this whole area of new uses on the agen-
da. Make people aware of it and the AARC Center. The New Uses
Council is an advocacy group out in the community that is coming
along and starting to get up and operating. Maybe Marty can com-
ment on that.

Mr. Andreas. I think the New Uses Council is really kind of

more the commercial side and the grower side of this issue. They
see it as their vehicle for the future. They are giving it through
their publications quite a bit of publicity. I think there are ways
that maybe the New Uses Council can work with various agencies
and we can escalate the visibility.
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REGIONAL CENTERS

Senator Harkin. Last, Mr. Andreas, the legislation calls for the
establishment of some regional centers. I know you are looking at

them. Can you tell us what the prospects are? How soon are you
going to be looking these over?
Mr. Andreas. I would like to defer to Paul, but I would say be-

fore we start that these regional centers, if you think the AARC
Center has not gotten some attention, you ought to take the tele-

phone calls that Paul and Joe get on where are we going to estab-
lish these regional centers.

Senator Harkin. I will bet.

Mr. Andreas. With that opening, Paul.

Senator HARKIN. Did you get my phone call? [Laughter.]
Dr. O'Connell. The Board will be meeting on the 19th of this

month. We had requests for proposals that we sent out in Decem-
ber of last year. We gave people a chance to put in proposals for

a center. We got 14 in. We are reviewing those right now. At the
last meeting the Board discussed this. We made some preliminary
decisions on this. We will be making final decisions on the first two

regional centers at this next Board meeting. Most likely, we will

kind of lay out the geographic boundaries for the others at this

coming Board meeting.
Actually, in the last appropriations language, it indicated that

we should initially establish two regional centers. Next year, we
will probably get into the others. The only way you can cover the

country is to have six centers as provided for in the authorizing
legislation. Initially, we will be looking at two. At the next Board
meeting, we will be making some decisions on that.

Senator Harkin. Thank you very much. Mr. Chairman, I just
think that what the AARC Center is doing, I really have to say for

the record, I think is the cutting edge of what we ought to be doing
in agriculture. I know budgets are tight and everything like that,
but here is someplace where I think we can engender new prod-
ucts, new product development, give a better return to farmers.
The Government gets a position in it. I think the taxpayers are not

going to lose any money on this whatsoever.
We have had experience in this before. We set up the legislation,

obviously, this was my bill back in the 1980's. Back in the 1970's
when I was in the House on the Science and Technology Commit-
tee, we had NASA. They were doing some engine development
work with some of the private companies. They did the same thing.
That is where I got the idea for it. They put money into these en-

gine developments. These new quiet jet engines, when Pratt &
Whitney started selling those, they paid the Government back. We
actually made some money on it. I think this same thing can hold
here also.

funding agreements

Senator Bumpers. Is there a limit on how much money you give
for any one grant? Are you limited by law in any way? What is the

biggest grant you have made so far?
Dr. O'Connell. $1 million.

Senator Harkin. Is that a grant?
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Dr. O'CONNELL. No; it is a cooperative agreement.
Senator Bumpers. You keep calling them grants.
Senator Harkin. They have corrected me twice already. Did you

get an equity position in that?
Dr. O'CoNNELL. It can be equity, percent of sales, or some kind

of a payback arrangement. We also get interest. The interest is

above what the Federal Grovemment pays for the money.
Senator Harkin. Exactly.
Dr. O'CONNELL. It is not below.
Senator Harkin. Exactly. Thank you, Mr. Chairman.
Senator Bumpers. Thank you. Senator Kohl.

SUSTAINABLE AGRICULTURE

Senator Kohl. Thank you very much, Mr. Chairman. Dr. Jordan,
first of all, I would like to commend the administration for setting
up a budget which for the first time does not ask for a cut in the
amount that Congress appropriated for the Sustainable Agriculture
Research and Education Program.

This is certainly a step in the right direction. I would like to see
us move even further and provide significant increases for this pro-
gram. As I am sure you know, many people believe that sustain-
able agriculture is a rare jewel in agricultural research. It is farm-
er initiated, farmer driven, and farmer implemented.
Farmers themselves are in the forefront of experimenting with

farm systems that protect natural resources, reduce pollution, and
enhance profitability. In this day of increasing concern about
nonsource pollution, the efforts or these innovative farmers cer-

tainly should be encouraged and publicized.
Dr. Jordan, I noticed that all of the major increases in this CSRS

budget for research are for the National Research Initiative. Given
the tight budget situation, I wonder whether we might want to es-

tablish stronger links between the NRI and applied research pro-
grams like sustainable agriculture, biological pest management,
and water quality.
There is a requirement. As you know, 20-percent of NRI funds

are to be used for mission-linked research. What I am wondering
is whether or not the SARE Program and a few others should func-
tion as the applied part of the NRI. This could help focus the basic
research agenda on practical applications to help solve human and
natural resource related problems. Dr. Jordan, would you like to

comment on this idea? Also, can you tell us if there is currently any
coordination between the SARE and the NRI programs?

Dr. Jordan. Senator, you have identified one of the real success
stories. In fact, perhaps some of you have seen the Sustainable Ag-
riculture Research and Education [SARE] Report that has been
published in the New Farm Magazine. It broadly describes what
has been done. We have a close working relationship now among
the programs, not only within CSRS, but also with respect to the

Agricultural Research Service and the SARE Program.
In fact, a protocol has been devised that allows us to go through

project by project and examine the amount of programs in each
area that are mainline and those that are relevant to the issue of
sustainable agriculture. As it all turns out. Senator, you have

brought a very good point to the focus. Namely, the SARE Program
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is really a core around which the remainder of the Department's
sustainable agriculture programs have gathered in a sense. Within
the Cooperative State Research Service, the amount of research in

NRI alone that is directly relevant to sustainable agriculture was
about $10.6 million in fiscal year 1992. Our estimate is that for fis-

cal year 1994's budget, that will increase to about $13 million.

If you will take the CSRS budget as a whole, Senator, about $90
million of it is in areas relevant to sustainable agriculture which
we have already accounted for almost $7 million in the SARE Pro-

gram, and over $10 million in NRI, and most of the remainder of

it is in the Hatch, Mclntire-Stennis, and Evans-Allen Programs.
I will tell you too that what we have effected is an agreement

between the two programs, NRI and the Sustainable Agriculture
Research and Education Program for the development of a specific

protocol to review every NRI project in terms of its relevance to

sustainable agriculture.

Incidently, parallel protocols have been put into motion at the

Agricultural Research Service. They are something in the vicinity
of $120 million of relevant kinds of things. Some of that is mainline
as well. We are not doing it in a vacuum. It is having an enormous
effect. SARE though is the core. The reason it is, is because it is

organized on a regional basis.

SARE really is that part of the program which is very close to

application. Therefore, it constitutes demonstration for the farmers
and ranchers. Each of the four regions that have a program and

they have on their planning and coordinating groups farmers,

ranchers, agribusiness people, investors, as well as scientists from
the Federal laboratories, and from the universities.

When all put together, it is really one of the things that is help-

ing us translate basic research into reality in so far as it is used

by the farmers and ranchers in America. In effect, in six of nine

key studies in the Northern Plains and Rockies, we found a com-

plete elimination of off farm agrichemicals in the process.
There are a number of projects in that arena that are very, very

impacting. Your point is well taken. I think we are already at that

point and are doing it within the Department of Agriculture now.
You hook this to the Extension's involvement, and we do not do

anything in SARE without the Extension system along with us.

Their proposal, of course, for funding increases in this important
area for fiscal year 1994 is important to us too.

UNIVERSITY OF WISCONSIN-STEVENS POINT FACILITY

Senator KOHL. I appreciate that. That is a good answer. Dr. Jor-

dan, I would like to ask you about the College of Natural Resources
at the University of Wisconsin's Stevens Point which received

$86,000 through the CSRS buildings and facilities account for fiscal

year 1993.
Dr. Jordan, it is my understanding that a team of CSRS officials

visited the facility to evaluate their program in developing a fea-

sibility study. It is also my understanding that the team produced
a very favorable report of the program and the facility. I believe

that is correct.

Dr. Jordan. That is correct.
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CSRS BUILDINGS AND FACILITIES

Senator KOHL. On that issue, I have noticed in the budget that
the CSRS buildings and faciUties account has been zeroed out
while the buildings and facilities account for ARS and other agen-
cies are continued, albeit at lower levels. I understand the need to

reduce the deficit. We all understand that.

I do not understand why some buildings and facilities accounts
have been completely eliminated from the budget while others are
still continued even at lower levels. Would it make more sense to

disburse the reduction more evenly across all buildings and facili-

ties accounts?
Dr. Jordan. Senator, I think the issue is probably one of whether

we have a basis for decisionmaking in the fiscal year. For fiscal

year 1992, the Office of Management and Budget, through the
President's executive budget, sent up a proposal for a competitive
program of $25 million in facilities. It was not particularly well re-

ceived here in the Congress.
It may be time. Senator, to readdress that and ask the question.

How shall we both on the executive side and the legislative side de-

cide where these resources ought to go and what kind of a basis

would we use for it? I think the time has come. Senator. I suspect
that you will find us more than willing to sit down and talk about
this. I would not say though that what we have put in on the ARS
side is other than what is critically needed. I would not say that

sharing that piece is desirable at all.

Senator Kohl. You would not say that?
Dr. Jordan. No, sir.

Senator Kohl. I asked whether or not we might disburse the re-

duction more evenly across all buildings and facilities accounts, you
agree with that? You do not agree with that?

Dr. Jordan. I think that is correct. I do not agree. I think what
we have put up in other buildings and facilities account is critically
needed. This one, of course, is zeroed out. We do need buildings.
Do not misunderstand me. Senator. We do need them. I think the

question is. How shall we go about deciding where it ought to be
invested?
Senator KOHL. I would like to ask Dr. Johnsrud a question. Dr.

Johnsrud, I am very pleased to see that $3 million has been pro-

posed in the administration's budget proposal for implementation
of the Sustainable Agriculture Extension Program authorized in

chapter 3, of subtitle B of the research and extension title of the
1990 farm bill.

There is strong support for both the training and outreach as-

pects of other sustainable agriculture technology development and

programs in my State of Wisconsin. It is not clear to me, however,
now a national training program with activities in each of the four

extension regions can be started with just $3 million. While I sup-

pose we could limit the program to just one or two regions, it would

surely gather wider congressional support if we could start in each
of the four regions. I hope that we might find some additional dol-

lars, however small, to make that possible.
The SARE Program has been an excellent model of how Govern-

ment can better respond to the needs and learn from the expertise



461

of farmers. I ask you, will the Sustainable Agriculture Technology
Development and Transfer Program continue this emphasis on
farmer participation? It is my understanding that the department
has developed draft guidelines to implement this program. I ask,
when will they be complete and available for this subcommittee to

review? Do they envision making use of the existing regional ad-

ministrative apparatus of the SAKE Program?
Dr. JOHNSRUD. Senator, there are several questions in your one

question. I will try to take them in order. Currently, in the area
of sustainable agriculture, the Extension System is devoting consid-

erable resources to training. Our best data indicates that it would
be in the neighborhood of $15 million is being spent on training
staff and others on sustainable systems that are now coming out
of the research area.

Second, certainly there is a need for more resources because it

is a major, major challenge ahead to provide the training. We cer-

tainly recognize that. Whether it needs four centers, six, or two, the

legislation says no less than two. Maybe it needs to be between
four and six centers.

We are currently devoting across the system about 625 full-time

equivalents or about $53 million to the sustainable agriculture ini-

tiative as set forth in the legislation relating to chapters 1, 2, and
3 of sustainable agriculture. We are committed to sustainable agri-
culture. Any additional resources we are proposing will go to en-
hance that capacity to really reach out with the site-specific sys-
tems approach, directly to production agriculture across this coun-

try.
We are committed and we are committing resources and reallo-

cating resources. In fact, of all of our national initiatives, sustain-
able agriculture is one of the two highest reallocation of resources
toward an issue. We are feeling good about the shift we have made.
We do need to infuse some more resources, and thus our request.

Senator KoHL. I do not recall hearing. Did you respond to my
question about the guidelines? When will we be able to see them?

Dr. JoHNSRUD. The guidelines are in the first draft stage. In fact,
I saw the first draft yesterday for the first time. These guidelines
currently call for involvement of the public and private sector in
the implementation of the program. Something we currently have
in most of our projects across the countr^* .

Senator KOHL. Good. I appreciate that very much. Senator
Bumpers, thank you so much.

HUMAN NUTRITION

Senator Bumpers. Thank you very much. Senator Kohl. We will
not be much longer. Dr. Plowman, I am going to ask you, if you
will, and I have a parochial interest in this. Are you familiar with
the University of Arkansas' pediatric unit being interested in these
nutrition programs, children's' nutrition research programs?

Dr. Plowman. I would not say intimately knowledgeable, but I

generally know what they are doing, yes.
Senator Bumpers. We have five human nutrition research cen-

ters; do we not?
Dr. Plowman. That is correct.
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Senator Bumpers. Could you just briefly describe where each one
is, what they are doing, and how much money you are spending on
them?

Dr. Plowman. Yes; I would be pleased to do that. The first and
oldest one that we have is located near here in Beltsville, MD. We
have had that center almost since the Department was established.

They have a role there in promoting health and reducing the risk

of chronic disorders such as coronary heart disease, cancer, and
noninsulin dependent diabetes.

They do work on the composition of foods, bioavailability of foods,

energy metabolism, things of that nature. This year, we have about
$9.2 million supporting 36 scientists there. In Grand Forks, ND,
their work is primarily concerned with trace elements.

Senator Bumpers. We are getting down to why I am asking this

question. I know why that is at Grand Forks, ND, but I am chair-

man of this committee now. [Laughter.]
Dr. Plowman. Right.
Senator Bumpers. Please proceed. [Laughter.]
Dr. Plowman. Grand Forks works on trace minerals, trace ele-

ments. Their budget is about $8 million. The Human Nutrition
Center at Tufts University is concerned with nutrition require-
ments for the elderly. The budget for that center is about $14.6
million.

The Children's Nutrition Center at Baylor College of Medicine in

Houston, TX, works on nutrient requirements of infants, children,
and pregnant and lactating women. Their budget is about $10.3
million. The final center is located at the Western Human Nutri-
tion Center in San Francisco. They are working on methodology to

develop methods of defining nutritional status. They have a budget
of $5.1 million. Those are the five centers that we now have.
Senator Bumpers. I have been told that the Children's Nutrition

Research Center in Houston is underfunded. Is that correct?

Dr. Plowman. That is correct. We have a building, but it has not
been possible for us to completely open all aspects up. For example,
they have a metabolism unit there that has not been able to func-

tion.

Senator Bumpers. Let me ask you, how do you rate the general
efficacy of these child nutrition centers? My concern is that it really
is genuine because of the Delta Commission which touched on this

in their report 3 or 4 years ago, but I am concerned about rural

children. I am concerned about this whole area of nutrition re-

search for children. How do you evaluate the success of this pro-

gram?
Dr. Plowman. I think with the amount of resources and effort

we have, it has been very successful.

Senator Bumpers. Can you, just as AARC has done here, for ex-

ample, can you point to very tangible results from their research
that these nutrition centers have done that has actually manifested
itself in better health for our children?

Dr. Plowman. Yes; and I would like to provide that for the
record.

Senator Bumpers. I would like for you to do that.

Dr. Plowman. We could name some very significant things that
have come out of each of the centers, recognizing that several of
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them are relatively new, but already some very significant accom-

plishments. The last two centers, the one in Houston and the one
at Tufts, have made some major contributions.

However, I would say that we could spend twice as much money
on human nutrition as we are now spending. We know a lot less

about feeding people than we do cows. It is just a science.

Senator Bumpers. I am going to remember that for my next

speech.
Dr. Plowman. It is true. You can take any farm livestock and we

can tell you what to feed it to take care of its nutrient needs for

production. We cannot do that for humans. We know much less

about humans.
Senator Bumpers. Dr. Plowman, that is a really interesting ob-

servation and serious indictment of our commitment on nutrition.

I have always believed, for example, that cancer, I think it is both

genetic and environmental.
Dr. Plowman. That is true.

Senator Bumpers. The proof just continues to accumulate that,
that is correct. That is just a layman's view, but of course obviously
scientists reached that conclusion a long time ago. We can avoid so

much in the way of poor health in this country with better nutri-

tional habits. Nutrition research is a serious matter. That state-

ment you just made is a serious indictment of our lack of commit-
ment to it.

[The information follows:]

Recent Accomplishments

Examples of accomplishments aimed at improving the health of our children
which are performed at USDA's Children's Nutrition Research Center at Baylor Col-

lege of Medicine, Houston, Texas are as follows:

Strategy that promotes weight gain in low birth weight infants.
—Low birth weight

infants fed their mothers' milk often gain weight at a lower rate after birth than
the rate of gain in utero. The lipid content of hindmilk is 2 to 3 times greater than
that of foremilk. When infants were fed their mothers' milk fortified with lipid con-
tent to match the hindmilk fraction, their weight increased significantly.
Nutrition in the neurologically impaired child.—Protein-energy malnutrition, lin-

ear growth failure, and obesity are the most common nutritional disorders founds
in neurologictdly impaired children. The nutritional disorders may be caused by al-

tered nutrient intakes, metabolic or hormonal processes, or nutrient expenditures or
losses. Tube feedings (enteral) are appropriate to provide primary nutritional sup-
port for children who cannot be fed orally. The prevention of malnutrition, growth
failure, and obesity in the neurologicallv impaired child is possible by monitoring
appropriate growth, anthropometric, and laboratory indices, and promptly institut-

ing enteral nutritional rehabilitation when indicated.
Abnormalities of mineral balance and bone formation in adolescents with anorexia

nervosa.—Severe bone loss accompanies anorexia nervosa in adolescents. We as-
sessed calcium metabolism in adolescent girls with anorexia nervosa. Results sug-
gest marked abnormalities in mineral metabolish in subjects. Improvement in bone
mineralization during recovery from anorexia nervosa may require resolution of hor-
monal abnormalities in addition to increased calcium intake.

Better bone growth in very low birth weight infants with calcium and phosphorus
added to formula.—^When very low birth weight infants who are tube-fea do not re-

tain sufficient calcium and phosphorus, they may develop bone disease. Twenty-four
very low birth weight infants received solutions that contained either standard
quantities of calcium and phosphorus or greater than standard quantities. Bone
growth improves and the likelihood of bone disease decreases when formulas contain
more than the standard quantities of calcium and phosphorus.
The energy cost of milk production of lactating women.—^To determine how much

energy is used for milk sjrnthesis, measurements were made of the differences in

metabolic rates between women whose breasts were full of milk and those whose
breasts had been emptied. Results showed that human milk production is approxi-
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mately 90 percent energetically efficient. The amount of energy used for milk pro-
duction is primarily limited to the amount of energy in the milk. The energetic effi-

ciency with which women produce milk improves the longer lactation is sustained.
The following lists examples of recent accomplishments from other USDA Human

Nutrition Centers as reflected in the 1994 Explanatory Notes.

BELTSVILLE HUMAN NUTRITION RESEARCH CENTER, BELTSVILLE, MD

A nationwide study of selenium in beef products.— Seleniimi is known to be an
essential dietary nutrient, and beef is a major selenium source for the United States

population. Therefore, it is important to know the variability of selenium in beef

produced and sold throughout the Nation. Scientists have measured the selenium
content of more than 200 samples of retail beef cuts gathered from diverse markets.

Analyses showed the mean selenium concentration in various beef cuts were 13 to

20 micrograms per 3 oz. serving; that provides about one third of the daily rec-

ommended intake for an adult.

Table developed to show the caroteinoid content of fruits and vegetables.
—

Carotenoids are substances found in foods—especially, fruits and vegetables—which
may reduce the risk of certain cancers. To learn more about the role of carotenoids
in the prevention of disease, researchers need to know the amount of carotenoids
found in commonly eaten foods. Scientists have developed a table, using an artificial

intelligence system to evaluate the quality of existing data for food carotenoid levels.

Those values judged to be acceptable were combined to create a table which contains
the minimum, maximum, and median levels of beta-carotene, alpha-carotene, lutein,

lycopene, and beta-crjrptoxanthin in more than 120 foods. This data base of food ca-

rotenoid contents should be highly usefiil in the estimation of dietary amounts of

specific carotenoids.

GRAND FORKS HUMAN NUTRITION RESEARCH CENTER, GRAND FORKS, ND

Dietary calcium and manganese affect menstrual cycle symptomatology.—^The
menstrual cycle has been associated with changes in female physiology and behav-
ior. Researchers have attempted to determine if calcium and manganese in the diet

might influence the symptoms associated with menstrual distress. Scientists found
that adding calcium to the diet resulted in reports of improved mood states, fewer
undesirable behaviors, and better mental concentration during all three phases of
the menstrual cycle. Adding manganese to the diet only unproved status when addi-
tional calcium was also fed. These findings suggest that moderate increases in die-

tary calcium and manganese may be helpful in the management of symptoms asso-
ciated with menstrual distress.

HUMAN NUTRITION CENTER ON AGING AT TUFTS UNIVERSITY, BOSTON, MA

Age-related cataract, vitamin B6, folate and taurine.—Cataracts are responsible
for over 50 percent of all blindness. Recent epidemiological studies have provided
encouraging evidence that nutrition may play an important role in preventing cata-
racts. Researchers found that individuals with cataract had lower intakes of folate

and vitamin B6 than persons of comparable ages without cataract. Low folate and
vitamin B6 intakes lead to elevated levels of homocysteine, which is believed to pro-
mote tissue damage; vitamin B6 is necessary for the production of taurine, which
is found in the human lens in high concentrations and is believed to protect tissues

against toxic insult. Results indicate possible roles for folate, vitamin B6 and tarine
in preventing cataract formation and imply a dietary function in delajdng the proc-
ess.

Vitamin C intake and blood pressure in the elderly.
—Elevated blood pressure (BP)

is a powerful determinant of cerebrovascular and coronary heart disease. The impor-
tance of nutrition in the control of blood pressure is well documented, with obesity,

dietary sodium, and alcohol being associated with higher BP, and increased intakes
of potassium and calcium associated with lower BP. Since inverse associations be-
tween BP and vitamin C have also been reported, scientists undertook an analysis
of data from a large cross-sectional study of health and nutrition in a group of
noninstitutionalized elderly subjects. They found half as many cases of elevated BP
in subjects consuming 240 milligrams or more per day of vitamin C than they did
in those consuming less than 60 milligrams per day. This finding lends support to

the hypothesis that diets low in vitamin C are related to increased BP. However,
further research is required to test whether the vitamin C itself—or some other

component of a low vitamin C diet—is responsible for the elevated BP.



465

WESTERN HUMAN NLTTRITION RESEARCH CENTER, SAN FRANCISCO, CA

Effects of n-6 polyunsaturated fatty acids on immune status.—Health organiza-
tions have recommended a reduction in the concentration of total calories from fat

and an increase in the percent of calories from n-6 polyunsaturated fatty acids

(PUFA) to improve cardiovascular health. However, diets rich in n-6 PUFA have
been reported to suppress immune status in animal models, and the effects of such

dietary changes upon human immune status are not well known. Scientists exam-
ined the effect of lowering dietary fat content while adding two levels of PUFA (3.1

or 9. 1 energy percent) upon the immune status of seven healthy women. Lowering
the fat content of the diet enhanced several indices of the immune status, although
there was no difference in the values of those based upon the PUFA content of the
diets. Results indicate that a reduction in the intake of total fat, with a moderate
increase in the percent of n-6 PUFA, may be beneficial not only for cardiovascular

health, but also for improving immuno-competence.
Low-carotenoid diets quickly reduce plasma carotenoid levels.—^The human body

uses carotenoids (colored substances found in fiiiits and vegetables) as part of its

defense system to protect cells and tissues from the dama^ng by-products of oxygen
utilization. Until recently, the effect of a low-carotenoid diet on depletion of specific
carotenoid levels in the blood had not been known. Scientists have completed a 3-

month study during which healthy men were fed a diet containing no fhuts or vege-
tables. A lack of fioiits and vegetables in the diet will quickly lower blood levels of

both important carotenoids and vitamin C, thus lowering antioxidant protection.

YOUTH AT RISK PROGRAM

Senator BUMPERS. Dr. Johnsrud, let me ask you a question about
the Youth at Risk Program. What is that and how does it work?

Dr. Johnsrud. Senator, the Youth at Risk Program has been

doing extremely well. We have just completed and received the pre-

liminary results from an external assessment of the program. Their

early findings are that the program has done several things.
One, it is truly reaching the lives of young people and their par-

ents that are on the edge of probably going in the wrong direction.

Second, we have enjoyed a tremendous support from the private
sector in real dollars. The private sector has stepped forward and
put in more dollars than we have in public funds. Third, we have
had an excellent cooperation from local, city, county agencies, and
other public agencies in helping reach the young people, currently
at 96 sites.

What we are doing is, as the project reaches the fifth year of op-
eration, the sites are expected to pick up more and more of the

funding so that they will have that local commitment. That is now
in that beginning phase. Based on our observations, and the third-

party assessment, we think it is going very, very well.

Senator Bumpers. You have another program dealing with as-
sistance to disabled farmers and farm-related occupations; appar-
ently, in trying to help them along with the Easter Seal Society be-
come productive again on the farm. Is that correct?

Dr. Johnsrud, Yes, sir; it is a partnership. Basically, we know
where these farmers are and they are comfortable approaching us
to make some adjustments because of an injury or disability. The
Easter Seals Society has the capacity to design some of that retro-
fit. Between our organization and the Easter Seals Society, that is

exactly what we have done. That is oversimplifying it, because
sometimes it even means modifying the farm operation.
For example, maybe the farmer cannot continue in dairy and

need to switch to something else. The organization will look at al-

ternative enterprises for that farm. I have personally interacted
with some of those farmers. It is a heart warming experience to
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work with these folks as they have made adjustments in their

physical ability in order to continue their farming operations.
Senator Bumpers. Dr. Johnsrud, I am the author of the so-called

Micro-loan Program in the Small Business Administration where

people can borrow who have a good idea and not a prayer for a
bankable loan, can borrow anjrwhere from $1,000 to $25,000. It is

the kind of loans banks just do not make anymore. The whole ob-

ject of that is that small really can be beautiful sometimes. Some
of these people are doing extremely well. Some of them are getting
off welfare and so on with small loans because they are energetic,
have an idea, and they are willing to work. Small, as I say, is of-

tentimes highly beneficial to all of us. In this particular program,
it seems to me that $1,750,000 is just nothing compared to the

magnitude of the problem you are trying to address. How do you
allocate your money?

Dr. Johnsrud, The challenge out there is bigger than the re-

sources in terms of the money within our Federal appropriation.
The thing that comes into play is there are also other State, public,
and private resources going into the program. It reaches an amaz-

ing number of people with the dollars, I think it has been very cost

efficient. It truly has touched the lives of several hundred people
in a very meaningful way.
Senator Bumpers, Dr, Plowman, in 1993, you or Dr, Jordan, ei-

ther one, we put a provision in there that indirect costs on competi-

tively awarded grants could not exceed 14 percent. Are you familiar

with that?
Dr, Jordan. Yes, sir.

Senator Bumpers. You just got elected to answer the question
then. How is that working? Has it resulted in any reduction in ap-

plication, the number of people who are interested?

Dr. Jordan. There are a few universities that will not submit

proposals to the NRI because of that. They are relatively few.

There are more in the Small Business Innovative Research Pro-

gram. Institutions and small businesses that submit to that pro-

gram in some instances cannot make it on that kind of overhead.
We have had several that, even though they have been selected for

funding, have not accepted them because of that.

I will say that by and large though, it has not had an enormously
deleterious effect. It may be at the bottom end of what is needed
in terms of indirect costs. It certainly shows the other extreme is

probably not legitimate either; namely, covering all of the indirect

costs.

Senator BUMPERS. How about special research grants? Do you
have any kind of indirect cost limitation on those?

Dr. Jordan. The only ones that we allow any indirect costs, and
that is 14 percent also, Senator

Senator Bumpers. You do that on the special research grants
too?

Dr. Jordan. Only those that are awarded on a competitive basis.

Those that are identified for specific institutions already identified

by the Congress are not allowed to take any indirect costs at all.

That is called partnership from our point of view, Senator.
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RICE GERMPLASM CENTER

Senator Bumpers. Dr. Plowman, how is our Rice Germplasm
Center in Stuttgart going?

Dr. Plowman. It is going very well. We are right on target with

design of building and so on. We are looking there at about a $10
million research facility. Our plans are well underway.

Senator BUMPERS. That is the right answer. [Laughter.]
I have a host of other questions here that I think it would prob-

ably be just as well to submit them in writing. Let me look quickly
here to make sure there is not something I want to get into in de-

tail.

[Pause.]

RUSSIAN WHEAT APHID

Here is something that is new, Dr. Plowman. Russian wheat—
is it aphid?

Dr. Plowman. Aphid, that is correct.

Senator Bumpers. Is that just like a spinach aphid? Is this a lit-

tle bug?
Dr. Plowman. It is a little green bug.
Senator Bumpers. Is it the same one that you find underneath

the leaves on greens like spinach?
Dr. Plowman. It is just a different specie, but it is the same sort

of thing.
Senator Bumpers, When did we suffer an outbreak of the Rus-

sian wheat aphid?
Dr. Plowman. It was about 6 or 7 years ago. Nobody knows quite

from where. It was an insect that was introduced into this country
that attacked wheat. It also attacks other grain crops like rice, bar-

ley, oats, and some grasses. This caused a great deal of economic

damage in the country.
Senator Bumpers. How pervasive is it in this country? How far

has it spread?
Dr. Plowman. It spread throughout the Great Plains in the

Western States. It will start in the spring in the Southern Plains
area. By the time fall arrives it will have spread through Colorado,
Montana, Wyoming, Utah, and Idaho.
Senator Bumpers. You say it is affecting rice?

Dr. Plowman. I do not think it has been a major impact on rice.

Senator Bumpers. What £ire you doing?
Dr. Plowman. We are doing a whole lot of things with it. The

longest reaching program that we have, of course, is to find some
resistant varieties that it will not like and will not attack. We have
screened our germplasm collections in both barley and wheat to

find some resistant genes. We have located some resistant genes.
Now, those have been identified and breeders are trying to incor-

porate these genes into commercial crops.
In addition to that, we have gone out and searched the world.

The Russian wheat aphid is found in a lot of other countries, where
it is not a problem. The reason it is not a problem is because there
are a number of other parasites, predators, and pathogens in the

ecosystem that keeps it in balance. What we have done is, we have
gone to these other parts of the world where this insect occurs and
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we have found some of these biocontrol agents that will work on
it.

We have brought them here now. They have been through our

quarantine procedures. We have some pilot tests out and releasing
some new organisms into our environment to see how effective they
might be in controlling the Russian wheat aphid. It is a good pro-

gram. We think we are making good progress. It takes a long time
to solve a problem like that.

Dr. Jordan. Senator, there is a special grant that Congress has
made available in the CSRS budget that involves also Washington
State University, Oregon State, the University of Idaho, the Uni-

versity of California, and Colorado State University. Obviously, we
are working in concert with the Agricultural Research Service on
it.

There are resistant varieties of wheat that are going to be com-

mercially available for the 1994 season. As Dr. Plowman has said,
we have made enormous headway on this one in a relatively short

time in all honesty.
Dr. Plowman. I think it also emphasizes how important it is that

we have this germplasm base that we can look at all of the time
to attack these kinds of problems.
Senator Bumpers. We are very proud that we are going to have

that germplasm center down there. Of course, we expect great

things from it. You know in the field of genetic research, what shall

I say? Considering the progress that is being made in genetic re-

search at all levels, it might not ought to be just rice. It ought to

be every product. We ought to be mapping the gene of every prod-
uct. It holds such tremendous productive potential and so on. I can
tell you that the rice people in my State are really excited about
this.

Dr. Plowman. We are too. The whole science community is really
excited about all of these possibilities. I will tell you that between

ARS, the National Research Initiative, and CSRS, we have a very
vigorous program of mapping the gene of all of these major crops.
We have made some fantastic progress in the last few years. We
have maps now that will display where genes are on the chro-

mosomes of these crops.
If you look down the road, I think soon it will soon be possible

to identify very specific genes that might have resistance to these

insects or provide drought resistance, or have some quality charac-

teristics. The science will be such that we will be able to pluck
those out of the germplasm of one plant and put it in another one.

That science is moving very rapidly and it is exciting.
Senator Bumpers. You know. Dr. Plowman, this is a little state-

ment. It does not cost you anything. The No. 1 problem in the

world, politicians refuse to discuss. That is that population is out

of control on this planet. The reason we had to go to Somalia is be-

cause Somalia will produce enough food to maybe sustain 1 million,
but not 6 million. We go over there, feed them, pat ourselves on
the back, and leave. Within 6 months, they will be starving again.
When I was bom, the population of this country was 130 million.

It has gone up 100-percent in my lifetime. Who in this audience
thinks that Los Angeles or Miami, for example, is a better place
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to live because they have twice as many people as they had 25 or

30 years ago?
I just got back from a trip. There are parts of Yugoslavia, Russia,

and the more I travel, and the more I see such abject poverty, the
more I realize just how important this burgeoning problem is. Now,
in my lifetime, we have seen the plant of the Earth go up 150-per-
cent and going to double again in the next 45 to 50 years.

I do not care how many genome projects we have, at some point,
and I am just saying sort of the downside of this is, we produce
more food and can feed people, and they continue to have more ba-

bies, and more people. Everybody knows that this is a ticking time
bomb.

I can remember going to Mexico on a trip I won selling refrig-
erators in 1963. At that time, Mexico had 35 million people. I guess
today, there is well over 100 million people living in Mexico. In the
short 30-year timespan, they have gone up over 200-percent. I am
telling you, that is a ticking time bomb. That is one of the reasons

why this is important. It is also another reason why we ought to

be giving a lot higher priority to birth control devices, particularly
to Third World nations and trying to get it under control.

I dare say, I do not think this planet will sustain in perpetuity
over 2 billion people. I heard a fellow say a couple of weeks ago,

anybody who thinks you can have a finite existence with infinite

resources is either a lunatic or an economist. [Laughter.]
You can talk about this all day long and you will not get any tel-

evision cameras there to cover it. You know, of course, in your pro-
fession that what I am saying is absolutely true. This brings me
to urban gardening. Dr. Johnsrud. [Laughter.]
How are you doing with that?
Dr. Johnsrud. That program is going well, Mr. Chairman. The

program includes 800 acres of farmland in the 23 cities across this

country. The people produce about 22 million dollars' worth of food.

Again, when you get down in the city and talk to the retired CEO
of a corporation that is serving as a volunteer, working with the
Extension staff, and what it is doing for those young folks like it

did in downtown Los Angeles recently, or have done in Philadel-

phia, or New York, it is a good program. It has become a part of
some of the public school system programs. The kids at noon will

go out and take care of their gardens and bring their lunch out
there. It gets to be a laboratory.
Senator Bumpers. Send this committee a small statement, will

you, on what you think about the program, what your needs are
and so on, what the downside of that is, and how it is maybe not

working?
Dr. Johnsrud. We will do that, Mr. Chairman.
[The information follows:]

Extension Service, USDA Urban Gardening Program

The Extension Service (ES) USDA Urban Gardening Program (UGP) was initiated
in 1977 in six cities when Congress appropriated $1.5 milfion. In 1978 the program
was expanded to 16 cities with total funding of $3 million. In 1985 and 1986 the

program was again expanded to 21 and 23 cities respectively. The program is now
funded at $3,557 milUon. Funding for individual cities within the program has not
increased.

During the past several years, the UGP has returned to the participants about
$20 million per year. The estimates of value of production were started in 1981
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using a formula derived from research at various institutions and validated by the
National Gardening Association headquartered in Vermont.

Annually there have been about 3,000 volunteers helping deliver educational food

production and utilization programs to the approximately 190,000 participants.
In 1991 and 1992 there were decreases in the number of volunteers and partici-

pants in the program. This resulted in less programs in several cities, with less food

produced.
As with any other program, the Extension Service, USDA Urban Gardening Pro-

fram
has highlights and concerns. Looking at 1992 and prior years the program

as:

Highlights:—reached inner city low income persons—returned about $6 per federal dollar—about two-thirds of participants are minorities—about one-fourth of participants are young persons—taught biology and agriculture to adults/youth—enhanced the diet and nutrition of participants and their families—
^provided more than $100 in produce to each participant—enhanced neighborhood communications by promoting sharing of experiences
and produce—enhanced neighborhood beautification—saved local authorities money in cleaning and upkeep of empty lots—received about $1.5 million in donations from private and public agencies and
groups annually—decreased vandalism (the LA gardens were not affected even though they are
in the zone where riots occurred in 1992)—trained volunteers from tiie inner city

Concerns:—decreased staff caused by shrinkage of funds
^-decreased numbers of volunteers—decreased numbers of participants—decreased total estimated value of production
continued perception that UGP is not a traditional agriculture program
The ES-USDA Urban Gardening Program has been a model for other urban gar-

dening programs throughout the United States and other countries. The benefits as-

sociated with the program are mostly societal benefits which have not been exten-

sively studied. However, the therapeutic value of gardening has been proven. The
benefits to society due to better diet and nutrition of the participants and their fam-

ilies, the learning of basic biology and agriculture by youth, and the respect of oth-

er's property are important aspects of this program.

Senator Bumpers. I saw something last night. I have been to

Russia several times in my life. I was there last week. I saw some-

thing I have never seen before. They are allocating plots of land
around these highway interchanges. There were people out there
all over the place, just like ants, working a small, less than a quar-
ter-acre plot of ground. They have got their own urban gardening
system working. Of course, considering the plight of that country,
that is to their credit that they are doing that.

SUBMITTED QUESTIONS

Thank you for your testimony. Additional questions will be sub-

mitted for written responses and we ask you to respond to them
within 5 days.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
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AGRICULTURAL RESEARCH SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

ALTERNATIVE AGRICULTURAL PRODUCTS

Question. How much funding in 1993 and 199^ is for research
on new nonfood, nonfeed alternative agricultural products?

Answer. The funding for research on new nonfood, nonfeed
alternative agricultural products in fiscal years 1993 and 199^ is

as follows:

Nonfood-Nonfeed uses FY 1993 FY 199A

Traditional crops $23,135,650 $26,'»35,650
New crops ^.A08.800 ^.^08.800

TOTAL $27,54^,^50 $30,844,'450

Question. How much funding in 1993 and 199^* is for the

promotion and commercialization of new nonfood, nonfeed
alternative products?

Answer. ARS currently identifies $10,420,000 as near term

or commercialization research on new uses and new products.

SUSTAINABLE AGRICULTURE

Question: What amount of funds are being used for
sustainable agriculture research in 1993 and what is proposed for
1994? Give some specific examples.

Answer: As you know, ARS in cooperation with CSRS
established a new protocol to estimate the contribution of ongoing
research to sustainable agriculture. Applying that new protocol
to currently active projects, we determined that research projects
funded in FY 1993 totaling $166,975,000 may contribute

significantly to sustainability. We do not anticipate significant
changes in this amount in 1994.

Some examples of projects related highly to sustainable
agriculture are as follows:

o Management of legume/grass mixtures to maximize pasture
persistence and productivity - University Park, Pennsylvania —
$301,676

o Low input forage production systems for marginally
productive soils in the Appalachian region - Beckley, West

Virginia — $667,017

o Development of biologically based control methods of

vegetable pests in the Mid-Atlantic region - Beltsville, Maryland— $655,683

o Vegetable and small fruit management systems on hill
lands of the Mid-South - Booneville, Arkansas — $205,508
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SOYBEAN-BASED INK

Question. What are the amounts of funding and locations for

research on soybean-based inks?

Answer. The Agricultural Research Service funding for

fiscal years 1992 and 1993 for soybean-based ink research at the

National Center for Agricultural Utilization Research, Peoria,

Illinois, is $509,600. This funding also supports a cooperative
research agreement with Lehigh University in the amount of

$12^,000.

Question: Please provide a summary of ARS ' human nutrition

research for the last two years showing location, focus and

funding level of the research.

Answer: The total research budgets for each ARS Human

Nutrition Research Center for fiscal years 1992 and 1993 are as

follows :

Agricultural Research Service
Human Nutrition Research

($ in Thousands)

FY 1992 FY 1993

Center

Beltsville Human Nutrition 9,23A.0 9,227.9
Research Center

Beltsville, MD

Grand Forks Human Nutrition 8,071.3 8,071.3
Research Center
Grand Forks, ND

Human Nutrition Research 14,568.1 14,568.1
Center on Aging at Tufts

University
Boston, MA

Children's Nutrition 10,701.1 10,268.5
Research Center at Baylor
College of Medicine

Houston, TX

Western Human Nutrition 5,114.6 5,114.6
Research Center
San Francisco, CA

A summary of the focus of each Center is described in each
mission statement.

Beltsville Human Nutrition Research Center. Beltsville. MD —

The role of foods and components in foods in optimizing health and

reducing the risk of nutrition related chronic disorders, such as

coronary heart disease, cancer and non-insulin dependent diabetes
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In the diverse population; composition of foods and

bioavailability of food nutrients required by humans; energy
metabolism and energy requirements for weight maintenance; human

requirements and metabolic roles of carbohydrates and dietary
fibers; and mineral and vitamin interactions.

Grand Forks Htiman Nutrition Research Center. Grand Forks. ND —

Nutritional requirements for zinc, magnesium, boron, copper, and

other trace elements and their relationship to optimal health,

function, and performance; and physiological and biochemical
factors influencing trace element requirements in all age groups
and biological availability of minerals.

Human Nutrition Research Center on Aging at Tufts University.
Boston. MA —

Nutritional requirements of the elderly for optimal health,

function, and performance; the relationship of nutrition to the

aging process; role of diet in the prevention of chronic

degenerative conditions; the role of diet in bone health,

prevention of cataracts, and immune response; the

interrelationships of exercise and diet on body composition; and

the requirements and tolerances of the elderly for folacin,
vitamin B-12, vitamin A, vitamin B-6, vitamin K, and antioxidant
nutrients .

Children's Nutrition Research Center at Baylor College of Medicine.
Houston. TX. —

Nutrient requirements of infants, children, pregnant, and

lactating women; role of diet for optimum growth and physical and
mental development — specifically, the use of stable
nonradioactive isotopes as markers in studies related to energy,
protein, fatty acid, carbohydrate, iron, and calcium requirements
for growth of young infants and improved lactation in women; and
nutritional needs of pregnant teenagers.

Western Human Nutrition Research Center. San Francisco. CA —

Development of reliable, efficient, and inexpensive methods for

defining nutritional status; effects of marginal nutrient levels
on performance and immune function; development of nutritional
criteria for evaluation of intervention programs; and human
nutritional requirements, including omega-3 fatty acids, vitamin

C, folacin, and molybdenum.

Question: Also, for the ARS human nutrition centers, what
additional funding needs at each location could be used for them
to reach their full potential?

Answer: The funding and staff required for each of the ARS
Nutrition Centers if they were operated at full capacity are given
in the following statements:
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Beltsville Human Nutrition Research Center. Beltsville. MP.

The total funding to operate the Center at a full capacity of 50
scientists is $19.6 million, an increase of $10.3 million from
current base funding.

Reaching full staffing and funding would allow generation of

knowledge to better define the role of foods and food components
in prevention of nutritionally related disorders in the

biochemically, culturally and aged diverse population. Specific
areas of expanded research activity impacted by the increase would
include: $2.5 million for full staffing of the diet facility for
human metabolic studies; $3.5 million for development of standard
methods for nutrient composition of foods and reference materials
for validation of analysis; $1.5 million for characterization of

individual variation in energy balance related to diet; $2.0
million for modeling and systems analysis approaches to study
nutrient kinetics; and $0.8 million for interactions of nutrients
in foods.

Grand Forks Human Nutrition Research Center. Grand Forks. North
Dakota.

The total funding to operate the Center at a full capacity of Zh

scientists is $10.'* million, an increase of $2.25 million from
current base funding.

Full staffing and funding of the Center would allow expansion of

knowledge on mineral requirements that would allow greater
potential and optimal function throughout the life cycle and

provide information for decisions concerning provision of a

healthful food supply to the United States population. Specific
areas of research impacted by an increase would be: $1.25 million
for research on effects of marginal or deficient trace element
intake and status in adolescents and Native Americans on

physiological and biochemical responses, cognitive functions,
chronic diseases, and adaptations to environmental factors

including airborne oxidants, and chemical and ionizing radiation;
and $1.0 million for research on trace element requirements of

elderly people and adolescents, especially during the adolescent

growth spurt and during cyclic weight loss of the general
population, and importance of trace element and magnesium
nutriture in bone metabolism.

Human Nutrition Research Center on Aging at Tufts University
Boston. Mass.

The total funding to operate the Center at full capacity of 50 ARS
and contract scientists at this ARS Government Owned Contractor
Operated facility is $18.0 million, an increase of $3.4 million
from current base funding.

Full funding and staffing of the HNRC on Aging would provide
support to gain needed information about safe and adequate
nutrient intake and identify factors that may contribute to the

degenerative processes associated with aging. Specific research
areas impacted by an increase would be: $1.7 million for

inter-relationships of diet, including antioxidants exposure;
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genetics, and cell metabolism with immunological and other
disorders of aging and $1.7 million for relationships of diet with
maintenance of neurological and cognitive functions in aging.

Children's Nutrition Research Center at Baylor College of Medicine
Houston. Texas.

The total funding to operate the Center at full capacity of 50 ARS
and contract scientists at this facility operated under a General

Cooperative Agreement is $16.0 million, an increase of $5.75
million from current base funding.

Full funding and staffing at the Children's HNRC would allow
needed expansion of present active programs defining the
nutritional needs of infants and young children. Increases in

specific research areas include: $1.5 million for energy and

protein needs on growth, development and body composition of

breast fed and formula fed infants; $1.5 million for beneficial
effects of human milk in host defense and on gastrointestinal
function; $1.25 million for regulation of cholesterol synthesis
during lactation; and $1.5 million for dietary factors regulating
prebom and infant growth especially in adolescent mothers.

Western Hvunan Nutrition Research Center. San Francisco. California.

The total funding to operate the Center at a full capacity of 30

scientists is $12.0 million, an increase of $6.9 million from
current base funding.

Full staffing and funding would allow expansion of present
projects and initiation of studies in new areas directed towards

meeting the WHNRC missions of developing knowledge on nutrient

requirements and nutritional assessment methodology. Specific
research areas of increased activity impacted by a budget increase
would include: $1.4 million for improving, evaluating, and

implementing the computerized electronic approach to dietary
assessment designed for independent use by lay subjects; $1.0
million for expansion of support services in areas of body
composition, energy metabolism and dietary assessment; $1.0
million for establishing new research programs on diet and
antioxidant metabolism; $1.0 million for metabolism of dietary
essential fatty acids in humans; and $2.5 million for expanding
present programs in diet and immunology and use of stable isotopes
to study vitamin metabolism.

Question: What are your 1994 budget proposals for each of

these locations?

Answer: The proposed funding in the 1994 budget for each of

the ARS Nutrition Centers is as follows:

Beltsville Human Nutrition Research Center $ 9,178.5
Grand Forks Human Nutrition Research Center 8,028.1
Human Nutrition Research Center on Aging

at Tufts University 14,490.2
Children's Nutrition Research Center

at Baylor College of Medicine 10,213.6
Western Human Nutrition Research Center 5,087.2
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Potato Research

Question: Please provide the status of your potato research
including the location, funding level for 1992, 1993 and 199^, as
well as the purpose of the research.

Answer: A description of ARS potato research programs by
location and funding level for fiscal years 1992, 1993 and 199^ is
as follows:

ARS Headquarters - Funds maintained at headquarters are allocated
for extramural research on ring rot, early dying and scab disease
problems, aphid and beetle control, marketing, and variety
development.

Albany. CA (PGEC) - Development of new genetic engineering
techniques and gene expression of economically important genes of

potato.

Albany. CA (WRRC) - Improved potato quality using plant cell
transformation and other genetic engineering techniques.

Athens. GA - Nondestructive measurement of potato quality.

Aberdeen. ID - Development of new improved pest resistant
varieties and disease management strategies.

Peor ia. IL - Identification and chemical mode of action of potato
sprout Inhibitors.

Orono. ME - Control of potato diseases and nematodes, develop
integrated pest management strategies, and determination of soil
and water stress effects on potato production.

Beltsville, MD - Germplasm evaluation, enhancement, and breeding
improved varieties; protoplast fusion and other genetic
engineering techniques; processing germplasm introductions;
pathogen-host interactions and genetics of resistance; and

biological control of potato insects. Field trials in support of

the breeding program are at Presque Isle, Maine.

Frederick. MD - Research on exotic strains of fungal pathogens of

potato including methods of detection and control.

East Grand Forks. MN - Physical properties and other factors
associated with processed potato quality, volatiles and prediction
of potato quality from bulk storage, processing quality factors of

potatoes following storage, evaluation of potential new varieties
for processing attributes, and inhibition of sprouting.

Fargo. ND - Marketing, storage, and inhibition of sprouting.

Ithaca. NY - Evaluation of potato germplasm for nematode

resistance, biology, and the management of the golden nematode
based on host resistance and cultural practices and biological
control .

Wooster. OH - Management of potato insects.
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Philadelphia^ PA - Biochemical and ultrastructural features of

interaction of potato pathogens with host plant, mycotoxin
production in plants, and improved food processing methods for

potatoes .

Prosser. WA - Evaluation and enhancement of potato germplasm
including use of genetic engineering techniques, development of

new improved varieties, and methods of disease control.

Yakima. WA - Insect behavior, insect ecology, biological control,
and improved methods of pest control of potato insects.

Madison^ WI - Classification, evaluation, preservation, and
distribution of introduced germplasm; potato genetics and

cytogenetics; and protoplast fusion and other genetic engineering
techniques.

FY 1992 FY 1993 FY 1994

Funds Scientists Funds Scientists Funds Scientists

Location

Albany, CA (PGEC)

Albany, CA (WRRC)
Athens , GA

Aberdeen, ID

Peoria, IL

Orono, ME

Beltsville, MD

Frederick, MD
E.Grand Forks, MN

Fargo, ND

Ithaca, NY

Wooster, OH

Philadelphia, PA

Prosser, WA

Yakima, WA

Madison, WI
ARS Headquarters*

Total $11,048,100 Uh.O $11,681,000 kh.O $11,681,000 UU.O

*Funds provided for cooperative research to the following States:

Idaho, Massachusetts, Maryland, Michigan, Minnesota, North

Carolina, North Dakota, New York, Ohio, Oregon, Pennsylvania,
Virginia, Washington, Wisconsin, and Wyoming.

BUILDINGS AND FACILITIES

Question. For each of the facilities funded in the 1993

act, or for which a report was requested, list the amount of

funding made available to date, the total estimated cost of the

facility, and the current status in terms of whether construction
is ready to begin or has begun and whether additional funds could
be used in 1994.

Answer. The following information is provided for each of

the facilities funded in the 1993 Act.

$



478

Location/

Facility
Arkansas,
Stuttgart
National
Rice

Germplasm
Evaluation
and
Enhancement
Center

Available

Funding
$ 1,653,997

Total
Estimated
Cost

$10,951,990

Status

Design of facility
will be completed
in FY 1994.

California,
Albany
Western

Regional
Research
Center

19,038,830 31,500,000 Design of the

modernization

program has been

completed, with
the exception of

the West Annex

Building which is

tinderway. $A.7
million is

requested in the FY
199'» budget for

Phast VI of

modernization.

California,
Earlier
Horticultural

Crops
Research Lab
and Water

Management
Research

Laboratory

300,000 27,600,000 A contract for

pre-design will
be awarded the

fourth quarter of

FY 1993.

California,
Riverside
U.S. Salinity
Laboratory

18,229,934 18,229,934

Florida,
Orlando
Horticultural
Research

Laboratory

Georgia,
Athens

Poultry
Disease

Laboratory

400,000 36,300,000

1,077,000 4,500,000

Construction of

facility will be

completed in the
fourth quarter of

FY 1994. No
additional funds
are needed in FY
1994.

Master plan and
env i ronmen ta 1

assessment of the

new site is

underway.

Design of facility
Is currently
underway. ARS is

requesting
$3,300,000 in FY
1994 for
construction.
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Illinois
Peoria
National
Center for

Agricultural
Utilization
Research

3,370,000 70,000,000 The design of the
Pilot Plant and the
Semi-Works Building
will be completed
shortly.
Construction of

the pilot plant and
Semi-Works Building
is estimated at

$13.2 million.

Iowa,
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requested in FY
1994 for
construction.

Michigan,
East Lansing
Regional
Poultry
Research
Center

Mississippi,
Oxford
National
Center for
Natural
Products

Mississippi,
Stoneville
National
Center
for Warm
Water

Aquaculture

New York,

Greenport
Plum Island
Disease
Center

Ohio,
Lucas County
Demonstration
Greenhouse

462,000 14,500,000

19,057,000 23,000,000

3,231,000 8,231,000

5,540,000 90,000,000

345,000 345,000

o Miscellaneous

projects.

The pre-design
of the facility,
including an
Environmental
Assessment is

currently underway.

Construction is

underway with an

estimated completion
date of March 1995.

Project is managed
by CSRS.

Design of Phase I

awarded in the

fourth quarter of

FY 1992.

In FY 1994, ARS is

requesting
$2,683,000 for

environmental

compliance projects
requiring immediate

repair.

Grant proposal
for the

construction of

a greenhouse from
the Ohio Botanical
Garden is currently
under review.
Grant award

expected within FY

1993.

Oklahoma,
Woodward
Headhouse/
Greenhouse
for the
Southern
Plains

Range
Research
Station

319,000 319,000 Design was completed
in the second

quarter of FY

1992. Construction
of the greenhouse
was completed in

first quarter of

1993. Design and
construction of

headhouse will be
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undertaken in FY

1993. No
additional funds
are needed in FY

199A.

Texas ,

Lubbock
Plant
Stress and
Water
Conservation

Laboratory

A, 900, 992 15,300,000 Construction of

Phase I Headhouse/
Greenhouse will be

completed shortly.
A contract for

design of Phase II

Main Laboratory/
Office Building is

scheduled for

completion in FY

1993. An
additional

$10,^00,000 will be

needed for

construction.

Wisconsin,
Madison
Greenhouse
for Cereal

Crops
Research

Unit,

Barley and
Malt

Laboratory

France,
Montpellier
European
Biological
Control

Laboratory
Phase I

323,000 323,000

600,000 2,605,000

Pre-design contract
will be awarded in

the fourth quarter
of FY 1993.

Design contract
will be awarded by
the fourth quarter
FY 1993.

Construction of

facility is

estimated at

$1,800,000.

BUILDINGS AND FACILITIES

Question. What is the status of the move of the U.S.

Horticultural Crops Research Laboratory from Fresno to Parlier,
CAT What funds have been used and what is the further need?

Answer. The U.S. Horticultural and Water Management
Laboratory requires a new permanent facility of approximately
75,000 gross square feet of space for research laboratories,
offices, a headhouse/greenhouse complex, and a farm center and

shop. Site development, and specialized equipment are also

required at the new site. Total cost is estimated to be $27.6
million. In fiscal year 1993, $300,000 was appropriated for

pre-design as part of a $1,270 million appropriation for
facilities in Montpellier, France; Orlando, Florida and Parlier,
California. A predesign contract will be awarded in the fourth
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quarter of fiscal year 1993. In 1992, ARS completed the

acquisition of a 105-acre parcel of land in Parlier, California,
for the laboratory site. The purchase price was $1,000,000. An
additional $27.3 million is needed for planning and construction
of this new research facility.

Question. What is the status of the movement of

laboratories in Behoust, France and Rome, Italy to Montpellier,
France. What funds have been used and what is the further need?

Answer. ARS research operations have been relocated to

leased space in the Science Park at Montpellier, France. The ARS

property in Behoust, France, with an appraised value of $1.2

million, is presently for sale. To date $331,300 has been spent
for the purchase of a new laboratory construction site in

Montpellier and $100,000 has been committed for professional
architectural engineering consulting services. The French

Regional and District Governments will be providing subventions

totaling approximately $270,000 to assist in establishment of the

laboratory. The Agency is anticipating a contract award for the

design of the new 1,590 square meter laboratory using funds

appropriated in fiscal year 1993. ARS will require $1.8 million
for construction of the new facility.

BIOFUELS

Question: Please provide a more detailed summary of your
program on biofuels. What new research will your proposal entail?

Answer: Our biofuels research program is focused on

developing improved technologies and processes for manufacturing
ethanol and biodiesel fuels, and accompanying high value specialty
coproducts. Research will be initiated on new pretreatment
technologies for grain and energy crops to improve ethanol

production efficiency and to capture additional coproducts prior
to the fermentation process. Separation processes that are
simultaneous with the fermentation process will be developed to

enhance higher ethanol yields at lower energy requirements. New
biodiesel fuels using vegetable oils and animal fats that improve
engine performance and lower emissions will be developed and
evaluated.

Question: What types of agricultural products will be used
in the research?

Answer: For ethanol production, we are planning on using
high starch grain crops, primarily corn. Our objective is to

develop technologies that will convert the cellulosic components
of the grain as well as the starch to increase the ethanol yield.
For biodiesel production, we plan to use oilseed crops, primarily
soybean, and animal tallow will be used as well.

Question: Are you coordinating with other research projects
around the country on alternative fuels? Which projects?

Answer: ARS continues to collaborate closely with DOE
biofuels programs through coordination efforts of the Department's
Office of Energy. Our research efforts are also coordinated with
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the programs of CSRS, FS and the Alternative Agricultural Research

and Commercialization Center. In addition, we collaborate with a

number of universities and with private industry. For example,
the ARS National Center for Agricultural Utilization Research,

Peoria, Illinois, works with Michigan State University, University
of Florida, and Central Michigan University on improved starch

degrading enzymes, genetically engineered bacteria for fermenting

complex sugars, and nucleic acid probes. The biodiesel program at

NCAUR has cooperative work with the National SoyDiesel Development
Board, the University of Illinois, and the Southwest Research

Institute to evaluate the performance characteristics of new fuel

formulations .

Question: At what locations is your biofuels research being
conducted and where will your increase be directed?

Answer: The major work is being conducted at Peoria,
Illinois, and the Eastern Regional Research Center, Wyndmoor,
Pennsylvania, with other ARS locations providing specific
expertise. The fiscal year 9^ increases will be directed to the

Peoria and Wyndmoor locations.

ARS STAFF IN ARKANSAS

Question. I have been keenly interested in the ARS
involvement in Arkansas and, in particular, the establishment of

an ARS presence on the University of Arkansas campus. Over the

past several years, a number of ARS positions have been assigned
to Arkansas and I understand discussions are underway for
increased activity. Can you explain what ARS is doing to help
provide greater support to agricultural research efforts in my
State?

Answer. We are pleased to report that all ARS positions on
the University of Arkansas cgunpus are filled, and that the

research program of the ARS Poultry Production and Product Safety
Research Unit at that location is well underway. Five scientists
and seven support personnel are conducting research to solve

problems associated with turkey and broiler production, to ensure
wholesome poultry products for consumers, and to reduce the
environmental impact of poultry production. The cooperation
between ARS and University of Arkansas researchers is excellent.
The South Central Family Farm Research Center at Booneville is

operating at full strength, having employed two new scientists in

the past year and a half. The addition of one of these scientists
has enabled us to a establish a new program of agroforestry
research which is aimed at providing new sources of income for

family farmers through multiple uses of rural lands.

NEW CONVERSION TECHNOLOGIES

Question. You propose an increase of $6,000,000 for the

development of new and expanded uses of agriculture commodities.
It's unclear to me how this is different from what we are doing
and you are proposing through AARC. Please explain.

Answer. The proposed ARS increase would fund pre-market
laboratory research to develop new value added products from plant
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and animal derived materials and new technologies for converting
such materials to value added products, including blofuels.

Primary emphasis of the ARS new uses program is placed on
development of products for those market opportunities that meet
environmental needs, replace imports and petroleum-based products,
and have new market potential based on performance. In addition
to expanded use as food and feed, areas of interest include
development of advanced materials and manufacturing technologies
in the conversion of plant and animal products to biobased
plastics, biofuels, soy ink, fiber products, biopesticides and
ingredients for lubricants, paint and health care industries
particularly those currently imported.

AARC provides near-market support often needed to accelerate
movement of such products and processes from the laboratory to the

market place. This includes scaling up processes and equipment to

commercial size, conducting pre-commercial runs, and verifying
that the technology performs on a commercial scale. These AARC

supported activities complement ARS's technology transfer program
carried out under provisions of the Federal Technology Transfer
Act (FTTA) of 1986. This Act authorizes Federal research
scientists to work as closely as necessary with private firms to

help the companies commercialize technologies based on the

scientists' research. ARS-industry cooperation under the FTTA is

formalized through Cooperative Research and Development Agreements
(CRADA's). ARS is a leader in the Federal Government in

negotiating and implementing CRADA's with private industrial

firms, and much ARS research is being successfully transferred
for commercialization by this mechanism. A major difference
between ARS technology transfer activities and AARC is that the

latter provides financial assistance to the private sector

developer for scale-up and start-up manufacturing through
partnership arrangements. ARS does not provide any funding to its

private research partners but may receive funding from them to

help cover the costs of the joint research.

Question. Will there be coordination between the two?

Answer. Many of the technologies, which AARC seeks to

promote and commercialize are based upon developments coming out

of ARS laboratories. Coordination is led by interactions between
staffs of the AARC and the ARS Office of Technology Transfer.

Companies and other organizations generating proposals for AARC
financial support often receive technical assistance from ARS
scientists involved in the laboratory research to develop the

technology in question. Other ARS scientists routinely serve on

AARC panels to evaluate proposals.

SALMONELLA

Question. We have been concentrating for several years now
on salmonella and you indicate in your testimony that you have

been placing emphasis on this problem. What progress are you
making? What direction is the research taking?

Answer. ARS research to control Salmonella has concentrated
on solving the problem in poultry for several years. We have
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developed a specific microbial culture containing known organisms
that shows great promise in preventing Salmonella in broilers when
administered to newly hatched chicks. ARS is now working with the

Food and Drug Administration to test the product in the field
under commercial broiler producer conditions. As Salmonella
contamination of other food products was recognized, ARS realized
that the animal industry needed basic knowledge on how to prevent
Salmonella contamination of beef and pork. Thus Salmonella
research was extended to cattle and to swine where the thrust has

been to determine how animals acquire and maintain low levels of

infection. With further advancement in these studies, we can

develop effective strategies to prevent animal infection through
management practices, competitive cultures, and/or vaccines.

QUESTIONS SUBMITTED BY SENATOR JOHNSTON

Question: Important and badly needed modernization efforts
were begun several years ago at the Southern Regional Research
Center (SRRC) in New Orleans, Louisiana. I understand that the FY

199'» budget request recommends $3.6 million to continue the

modernization plan.

What exactly will this amount fund? Will this help the

facility upgrade its research capability to further our nation's

competitiveness?

Answer: The modernization program at the Southern Regional
Research Center is presently emphasizing the Chemical Wing and
site work. The Chemical Wing consists of 7 phases, 5 of which
have been funded or are completed. The site work consists of 2

phases, the first of which is funded. The $3.6 million requested
in FY 199A will be used for Phase 6 modernization of the Chemical

Wing which will involve the renovation of laboratories, new HVAC

system, new casework, electrical upgrade, fire safety improvements
to meet current codes, and asbestos abatement.

The Southern Regional Research Center underwent a Facility
Condition Survey in 1988 which described numerous code, safety,
and performance deficiencies which must be corrected to achieve
the necessary building performance for meeting today's scientific

requirements. The proposed renovation will include updating to

meet the building code requirements for safety, meeting
handicapped accessibility requirements, and reestablishing a

weather-resistant enclosure for proper environmental control and

energy efficiency. These facility modifications will return this

1939 laboratory to an up-to-date research facility which are

necessary not only to upgrade the research capability, but also to

maintain current levels of research. The staff of SRRC represents
a wide range of scientific and engineering backgrounds employing a

spectrum of scientific approaches to solve problems of national
concern and relevant to our nation's competitiveness. The

diversity and complexity of modem scientific tools, instruments,
and techniques requires that the physical facility of SRRC be

capable of supporting these approaches. Some examples of

important research approaches at SRRC follow.
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Analytical chemistry plays an important role in many
research projects. The use of gas chromatography/mass
spectrometry (GC/MS), high performance liquid chromatography
(HPLC), ion chromatography. X-ray fluorescence spectrometry, and
nuclear magnetic resonance spectrometry requires that the
electrical and air conditioning systems be able to accommodate
these sensitive instruments and their computer systems.

Scientists at SRRC also use a variety of biotechnology
techniques to develop new products and solve problems. Sterile
cell culture, gene identification, mapping, sequencing and

cloning, recombinant genetic manipulations, bioreactor
fermentation and isolation of potentially toxigenic fungi are

practiced at SRRC. These techniques have unique requirements of

laboratory sterility necessitating that the SRRC air handling
system be appropriately designed to avoid cross-contamination.

Cotton textile research at SRRC employs a variety of

measurement methods to assess the performance of fibers and
fabrics. Scientists use microscopy techniques including scanning
and transmission electron microscopy, and X-ray dispersal
analysis, as well as image analyzers. Various methods to assess
the physical characteristics of cotton fibers are employed. All
of these techniques and others require that temperature and

humidity be controlled for accurate analysis.

SRRC ACCOMPLISHMENTS

Question: What types of accomplishments has the Center had
in the past in research, and in particular in research in

textiles? Has this been important to our nation's competitiveness.

Answer: We have had major and significant accomplishments
from the Southern Regional Research Center. I will mention five
of the more notable achievements. At our Winter Haven satelite,
we developed frozen orange juice concentrate—a product that
turned a surplus crop into a multimillion dollar industry. The
Center acquired a world renown reputation for detection and
detoxification of aflatoxin in food crops and in the development
of standards and procedures for analysis and detoxification. By
combining a surplus crop, sucrose, with fatty acids from vegetable
oils, the Center produced sucrose esters, a new product for use as
a functional food additive and a nonfood detergent. By changing
the vegetable oil structure, acetoglycerides was developed for
food and nonfood use such as coatings, films, and lubricants.

Currently produced by foreign and domestic manufacturers, the five
U.S. companies sell over 1,000 tons annually.

Major accomplishments in textile research at the Center have
included development of the chemistry of permanent press for
cotton and cotton-blend fabrics, flame retardant treatments of
cotton fabrics, and a variety of machine developments for cleaning
and processing cotton fiber up to the yarn stage. The detailed
know-how in permanent press technology developed by the Center

helped maintain leadership for the U.S. cotton textile industry in

production and profitability of finished fabrics through the

1970's, accounting for over 1.5 million jobs from 1975-80. The
Center developed flame retardant systems which generated a much
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smaller but profitable business in protective clothing, being very
important also to the military. The work in mechanical processing
of the fiber stimulated many machinery developments by U.S. and

foreign textile machinery manufacturers. Thus, our research on
textiles has been important to the cotton producer in maintaining
markets, to the consumer in providing the clothing care and
comfort characteristics desired, and to the nation's

competitiveness in jobs, market retention and creation, and

quality of product.

Question. Some $7 million nationwide has been budgeted, as

I understand it, for ARS in the so-called "investment" budget.
What portion of this recommendation will be allocated to New
Orleans if it is funded? What types of research will it fund, and
for what commodities?

Answer. As part of the proposed "investment" budget for
fiscal year 1994, $700,000 has been identified at New Orleans for

development of new and improved technologies. Advanced, low-cost,

high-speed manufacturing processes will be devised to produce new,

high-value yam products from cotton and value-added products from
rice that enhance utilization and end-use acceptability.

Question. Has the SRRC participated in any initiatives to

strengthen partnerships with our nation's Historically Black

Colleges and Universities? In particular, do USDA and ARS

participate in the FCCSET program, which is designed to improve
math and science education? Which programs? Could you do more,
with for example special summer workshops for high school teachers
or for university professors? What resources would this require?

Answer. SRRC participates in the Department's USDA/1890
Initiative to develop and strengthen partnerships with the

Historically Black Colleges and Universities (HBCU's). SRRC is a

participant in a Master Memorandum of Agreement with Southern

University - Baton Rouge, Southern University - New Orleans,
Xavier University of Louisiana, Dillard University, VA Regional
Office, Department of the Navy, Eighth Coast Guard District,
Southern Forest Experiment Station, VA Medical Center, District

Equal Employment Opportunity Commission and the U.S. Customs
Service. The purpose of the agreement is to provide the

cooperative framework for the parties to consider and explore
opportunities for mutually beneficial activities. This

cooperative effort is a mechanism which will be used to support
and carry out the spirit of Executive Order 12677 which calls for
Federal Agencies to strengthen the capacity of the HBCU's.
Activities of this group include, but not limited to:

Curriculum Development
Participation in HBCU conferences
Career Fairs

Speakers Bureau

Intergovernmental Personnel Act assignments
Cooperative Education and student appointments

USDA participates in the FCCSET program and has been

designated to Chair the Graduate Work Group for the Committee on

Education and Human Resources (CEHR). The Agricultural Research
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Service supports a Teacher Research Fellowship Program which
provides hands on experience to junior and senior high school
math, physical science, and biology teachers. This experience is

provided to teachers in order to stimulate their interest and
enthusiasm which is passed on to the students. Funding for this
program comes from general operating funds. This is an extremely
popular program within ARS and within the communities from which
participants are drawn.

Question. A major problem in New Orleans and in eight other
Southern States is the spread of Formosan termites which are

literally eating through wood supports of many important historic
buildings. These termites apparently live in old oak trees

prevalent throughout the area. Does ARS have the capability to
undertake research on this pest and its habitats to try to help in

the primarily local and State efforts now underway to find a way
to treat trees where the termites live to control them? If ARS
has such a capability, what resources would you need to undertake
such an effort?

Answer. Scientists of the ARS Imported Fire Ant and
Household Insects Research Unit, Gainesville, Florida, are aware
of the Formosan termite problem and we have the capability to work
with State scientists to develop the means for controlling this

pest. A specific cooperative agreement with the University of
Hawaii in the amount of $122,926 per year has been in effect for k

years on the integrated management of the Formosan termite and
other urban pests in Hawaii. This research has devised a new
method of Formosan termite detection, identified a potential
fungal pathogen of the Formosan termite, and developed possible
chemical wood treatments to prevent termite feeding. To develop a

meaningful and cooperative program in the Southern United States,
we estimate that we would need an additional $750,000. This would

support two scientists and provide funds for cooperative programs
with State universities now working on Formosan termites. With
these additional funds, we would establish field sites in New

Orleans, Louisiana, Mobile, Alabama, Charleston, South Carolina,
and other appropriate locations, and would modify an existing
laboratory facility to specifically address this problem.

Question; In 1990, the Lower Mississippi Delta Development
Commission, which was established by P.L. 100-468, issued its
final report, the Delta Initiatives. The Commission was charged
with making recommendations regarding economic needs, problems and

opportunities for the 219 counties which comprise this region, the

poorest area in the country.

One of the recommendations of the Commission was increasing
the access of all citizens in the Delta to health promotion and
health education programs. This of course would include
information on nutritional needs and assistance to help those in

the lower Delta area improve their diets, and their health.

One of the biggest health problems in this region is

obesity, and the serious health problems which flow from this

condition: heart and kidney disease, etc. In fact, obesity may
be second or third in causes of deaths in this area.
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Is the Department undertaking any initiatives to carry out

the recommendations of the Commission, made three years ago this

month, to improve access in this area to better nutrition, or for

nutrition education and training? Is there any program
specifically targeted on the lower Mississippi Delta Region? Why
not? Is there any program — research or otherwise — geared
toward helping document and solve the problem of obesity, or the

relationship of obesity and diet?

Answer: The Food and Nutrition Service administers 15 food
assistance programs. Roughly one in six Americans participates in

one or more of these programs every year. The fiscal year 199A

budget request for Food and Nutrition Service is $38 billion. A

listing of major food assistance programs follows:

Food Stamp Program
National School Lunch Program
School Breakfast Program
Child and Adult Care Food Program
Summer Food Service Program
Special Milk Program
Nutrition Education and Training Program
Special Supplemental Food Program for Women, Infants and
Children (WIC)

Commodity Supplemental Food Progicun
Farmers' Market Coupon Program
The Emergency Food Assistance Program
Nutrition Assistance Program for Puerto Rico
Food Distribution Program on Indian Reservations
Commodities for Soup Kitchens
Nutrition Program for the Elderly

None of these programs is specific for the Lower Mississippi
Delta, however, 100 percent of human nutrition research funds

spent on nutrition problems is relevent to the Mississippi Delta.

The Cooperative Extension Service operates the Expanded Food
and Nutrition Education Program. The National Agricultural
Library and Food and Nutrition Service work with the University of

Mississippi National Food Service Management Institute. All of
these programs include the people of the lower Mississippi Delta.

The food stamp State agencies or related State agencies in

the lower Mississippi Delta Region could develop nutrition
education programs under food stamp rules at 7 CFR 272.2(d) and

(e). Such programs could be targeted specifically to the needs of

the area and can be funded via food stamp State administrative

funding which must be matched 50 percent.

Documentation of obesity is accomplished by the National
Health and Nutrition Examination Survey conducted by the Centers
for Disease Control. The relationship of diet to obesity and
health is studied at four of the five Hiiman Nutrition Research
Centers. In addition, the National Institutes of Health funds
nutrition and obesity research centers at the University of

Vermont, Burlington, Vermont; New England Medical Center, Boston,
Massachusetts; and the University of Pittsburgh, Pittsburgh,
Pennsylvania.
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The problems of obesity are being addressed by many
government and private agencies in response to the US Surgeon
General's Report, Healthy People, 2000.

Question: What percent of human nutrition research and
education funds from USDA is spent on nutrition problems in this
area? Has the Department reviewed the recommendations of this
Commission and developed any long range plan for implementing it,
or parts of it, which fall under the jurisdiction of USDA?

Answer: None of the USDA funding for human nutrition
research is targeted to a specific geographic area. However, 100

percent of human nutrition research funds spent on nutrition

problems is relevant to the Mississippi Delta. All of the human
nutrition research conducted by ARS is applicable to the

population of the United States. The percent of education funds

spent in the area would have to be determined by analysis in

cooperation with State agencies. The Food and Nutrition Service
and Cooperative Extension Service work with State agencies and
most programs are based on economic need.

Question. The Commission identified a number of important
steps all Federal agencies, not just the Department of Education,
could and should take to help turn this unacceptable situation
around. Has the Department initiated any programs through any of

the science and education programs under its jurisdiction to

address specifically the needs of the Delta Region? Are there any
specific programs in which the Department has encouraged Land
Grant Institutions in this area to participate?

Answer. USDA has established the Capacity Building Grants

Program which serves as the crux of the Department's high priority
initiative to advance the teaching and research capacity of the
1890 Land Grant Institutions. It addresses the need to attract
more minority students into the food and agricultural sciences,
expand the linkages among the 1890 Land Grant Institutions and
with other colleges and universities, and strengthen the overall

capacity of the 1890 Land Grant Institutions to more firmly
establish them as full partners in the food and agricultural
science education system. The program is competitive in nature
and provides support for teaching and research projects in

targeted high-priority areas. It also encourages matching support
from non-Federal sources and requires cooperation with one or more
of the USDA agencies.

Question. Has, for example, the Department sponsored or

proposed any initiatives to help combat adult illiteracy in the

lower Mississippi Delta Region through the Cooperative Extension
Service?

Answer. Combating adult illiteracy is part of the ongoing
programs for the Cooperative Extension Service at both Louisiana
State University and Southern University. The work of the Lower

Mississippi Delta Development Commission heightens awareness of

the literacy problem in the region. Extension has incorporated
that awareness into the delivery of its programs and cooperative
efforts with school boards, libraries, churches, and other public
service agencies at the local levels.
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OVERVIEW OF THE CURRICULUM DEVELOPMENT AND STRENGTHENING PROGRAM

Question. Has the Department undertaken any of the

initiatives outlined in the 1990 report such as increased

partnerships with HBCUs and other institutions in the Delta to

expand faculty training, or to sponsor graduate or undergraduate
education opportunities?

Answer. Since Fiscal Year 1986 the Congress has

appropriated funds specifically for Curriculum Development and

Strengthening at Mississippi Valley State University, Itta Bena,

Mississippi. Annually the university submits a proposal and a

progress report to the CSRS.

In addition. Delta region universities are included in

USDA/1890 Land Grant University programs. Among these are the

already mentioned Capacity Building Grants program; the research
and extension facilities program under which the University of

Arkansas at Pine Bluff (UAPB), Southern University, and Alcorn

University have received funding; and the new Centers of

Excellence program, under which the Agricultural Research Service
is cooperating with UAPB to enhance aquaculture research there.

Question. Have any steps been taken to target more research
and development funds to HBCUs working in consort with other Delta

research institutions, as recommended by the Commission? Why not?

Answer. USDA has made a commitment to establish a Center of

Excellence at each of the 1890 institutions over the next 5-7

years. Several collaborative ventures are being pursued with HBCUs

that are located in the Delta Region. For example, ARS has

initiated a proposed venture with the University of Arkansas-Pine
Bluff on aquaculture technology development and the ARS Catfish
Genetics Laboratory, Stoneville, Mississippi, and Godollo,

Hungary. The strategy is that Godollo and Stoneville would
contribute technology to be incorporated into aquaculture
engineering developments at Pine Bluff and the Fisheries Research

Institute, Szarvas, Htingary. Pine Bluff has a close association
with the Arkansas fish cannery industry which is targeted to be
the initial recipient of the technology.

ARS has a Research Support Agreement with Alcorn University
on "Chinese melon production research." This melon is reported to

lower hypertension, reduce the risk of diabetes, and relieve
arthritis. Alcorn has a germplasm collection and will grow it in

1993. Joint research is also taking place with Southern

University in Forestry, and Soil Conservation Service is doing
joint research with Southern University on the Technological
development on Grazing Land Application.

Question. Have any programs been undertaken to provide
career training for high school students in the Delta region in

career opportunities in forestry, or nutrition, or other areas in

which the Department has expertise?
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Answer. While ARS does not have a program specifically for

the Delta region, we do have the ARS Research Apprenticeship
Program which targets high school juniors and seniors and offers a

"hands-on" research experience. ARS scientists serve as mentors
for the summer and work with students on specific research

projects. This program has been very successful and is popular
among the scientists and high school faculty. Since 1980, over
2000 students have participated in the program.

Question. Does the Department participate in the FCCSET

program?

Answer. USDA is a very active participant in a number of

FCCSET initiatives including: Advanced Manufacturing Technology,
U.S. Global Change Research, Advanced Materials and Processing,
Biotechnology Research, and Science, Mathematics, Engineering, and

Technology Education.

Question. What initiatives if any have been undertaken in

the lower Mississippi Delta Region to improve math and science
education by the Department for lower, middle and secondary
students? For teachers?

Answer. The Department participates in the AG-HOPE program
which is sponsored by Alcorn University. This program provides
high school students with hands-on experience in laboratories

working with a scientist/mentor. The experience is designed to

impact the science pipeline and offer experience to students who
have expressed an interest in the agricultural sciences. Programs
similar to this one are located at Delaware State College,
Kentucky State University, and University of Maryland-Eastern
Shore. For teachers, there is an ongoing HBCU program in the

Delmarva, Delaware area which brings Agricultural Sciences and

Vocational Agriculture instructors to the campus for 1-2 weeks

during the summer. Seminars, briefings, and field trips to USDA
laboratories are sponsored to provide additional insight into the

Agricultural Science careers.

Question. Have any partnerships been established with

HBCUs, outside the 1890 Land Grant program? Are there further

linkages which the Department could develop with such institutions
to improve undergraduate and post graduate training for students
and faculty from these institutions? What resources would these

require?

Answer. There are numerous partnerships with HBCUs other
than the 1890 Land Grant Institutions. Ongoing partnerships exist
with Howard University, Lincoln University in Pennsylvania,
Dillard University, Cheyney University, and the University of

District Columbia.

We estimate that an additional $500,000 would be required
for expansion of successful ongoing programs such as the Teacher
Research Program, Cooperative Education, and the Post-Doctoral
Research Associate Program.
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Question. Has the Department budgeted funds for the EPSCoR

program in FY 199'»7 What types of projects and research have been
undertaken through EPSCoR in the past? Has this program increased
the participation of institutions from the lower Mississippi Delta

Region in the Department's research and development opportunities?

Answer. The USDA Cooperative State Research Service has

budgeted funds for the USDA EPSCoR-like program in FY 199A in the

National Research Initiative (NRI).

The mission of the USDA EPSCoR-like program is to strengthen
agricultural research at small and mid-sized academic institutions
in states that have traditionally received less support from the

competitive grants program. USDA has identified a set of USDA
EPSCoR States based upon their success in obtaining competitive
research grants from USDA. The USDA EPSCoR-like program has
chosen to target funds to alleviate impediments that limit

research capacity of individuals and institutions in USDA EPSCoR
States. These include providing funds for: sabbatical leaves in

order to provide an opportunity for faculty to enhance their

research capabilities (Career Enhancement Awards); the purchase of

research equipment to strengthen the research capacity of

institutions (Equipment Grants); experimentation to collect

preliminary data in preparation for applying for a standard
research project (Seed Grants); and standard research projects
(Standard Strengthening Grants). The USDA EPSCoR-like program was
initiated in FY 1992. Although only in its second year, it has
been very positively received by the USDA EPSCoR States. NRI

funding to USDA EPSCoR-States in FY 1992 increased 87 percent when

compared to FY 1991. Some USDA-EPSCoR States saw a 6- to 14-fold
increase in funding from the NRICGP. Proposals submitted from
USDA EPSCoR States represented 10 percent of the total number of

proposals submitted to the NRI. USDA EPSCoR States were awarded
15 percent of the research grants and 10 percent of the total
available dollars.

Through this program grants were awarded in the State of

Mississippi as follows:

Equipment Grants

Mississippi State University $ 30,132
University of Southern Mississippi $ 13,900

Seed Grants

Mississippi State University $ 99,992
Univ. of Mississippi Medical Center $ 50,000
University of Southern Mississippi $ 50,000

Standard Strengthening Grants

Mississippi State University $200,000
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QUESTIONS SUBMITTED BY SENATOR FEINSTEIN

Grape Rootstock/Phylloxera
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bromide for soil and commodity treatments. Specifically relating
to the proposed ban on methyl bromide, we are conducting soil
treatment research in the amount of ^2.5 million which focuses on

development of crop resistance, biological control, cultural

practices and improved chemical control strategies including
development of "natural" products. The ARS program to find

replacements for methyl bromide for post harvest quarantine and

quality maintenance uses currently is about $5.0 million. This
research includes heat and cold treatments; controlled

atmospheres; improved chemical control agents including fumigants,
microbials, and other blorational materials; combination

treatments; use of biocontrol agents, and establishment of

pest-free areas.

ARS personnel interact regularly with Industry
representatives in various forums including methyl bromide
technical meetings. An ARS representative participates on the

United Nations Environment Program Methyl Bromide Technical
Alternatives Committee which has several representatives from the

U.S. industry. Our National Agricultural Pesticide Impact
Assessment Program conducted an Indepth analysis of the impact of

methyl bromide loss on U.S. agriculture. ARS scientists

participated last year with other USDA agencies In a methyl
bromide research workshop also attended by industry
representatives. We currently are participating with six other
USDA agencies in planning a workshop in late June of this year to

focus on research needs for alternatives to methyl bromide
treatments. Industry observers will attend.

PM 10

Question: The Clean Air Act requires that non-attainment
areas achieve air quality standards for small particulate matter,
known as PM 10, by December 31, 2001. The San Joaquin Valley, a

major agricultural area in the United States, consistently has

exceeded both State and Federal clean air standards for PM 10.

According to the California Air Resources Board, air pollution in

California costs over $300 million annually in crop damage.

There is currently a comprehensive research effort involving
local. State, and Federal agencies and the private sector to

identify the sources of this pollution and address the problem,
EPA has contributed funding to this project, but I am told ARS has

not done so. I also am told ARS' fair share would be $1 million

per year for 5 years.

Why hasn't ARS contributed to the San Joaquin Valley PM 10

research project? What level of funding could ARS make available
in FY 199'» to participate in this research effort?

Answer: The total ARS wind erosion research is funded at

$1,569,590. This includes an increase of about $116,500 from

internal redirection In 1993, specifically In response to the

concern about PM 10. Although none of those projects are

conducted in California, the results should be applicable to the

San Joaquin Valley. ARS has established several sampling stations
in California to collect PM 10 dust and is working cooperatively
with the SCS to service these stations. We plan to continue to

support this work at the same level in 1994.
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QUESTIONS SUBMITTED BY SENATOR COCHRAN

Question. The recent outbreak of illness from contaminated
meat has raised questions about the safety of our food supply.
USDA has indicated that visual inspection cannot detect pathogenic
bacteria and that additional research is necessary to find ways to

improve our current inspection capabilities. What research has

already been done on pathogenic bacteria which might have
immediate application? What additional research is required in
this area?

Answer. The ARS has studies underway to develop a more

rapid method for detecting E. coli 0157:H7, the bacteria from

hamburger which was linked to illness and deaths in children.

Although more rapid than current methods, this assay will probably
still not be sufficiently fast to be useful to detect infected
beef carcasses in large slaughtering and processing operations.

Because microbiologists generally agree that tests

sufficiently rapid and inexpensive to identify specifically
contaminated individual carcasses on a slaughtering and processing
line are not likely to be developed soon, ARS research is

utilizing other approaches to help assure microbiological safety
of meat and poultry and their products. These approaches include
the development of effective controls for use during slaughtering,
processing, and handling to prevent contamination of food products
(postharvest controls). ARS has developed carcass washing systems
for both poultry and red meat utilizing water sprays and the
addition of brushing or organic acids and phosphates where

appropriate. The use of these systems is now being explored by
the industry. ARS has demonstrated that irradiation will control

many of the hazardous bacteria of concern, including E. coli
0157:H7. Earlier ARS studies were a major part of the petition
used to obtain Food and Drug Administration approval of

irradiation for pathogen control in poultry.

To achieve acceptable pathogen control, additional studies
are needed in both preharvest and postharvest areas. Pathogen
control must start with the development of on-the-farm prevention
and control measures (preharvest) to help assure that hazardous
bacteria are not present in the live animals and poultry presented
for slaughter. Additional research is needed to understand the

sources of infection of live animals and poultry and how these

pathogenic organisms remain in the live animal or bird, and to

identify strategies to keep animals free of infection either by
vaccination, competitive microflora, and/or by improved production
practices and nutrition. In post harvest areas research is needed
to optimize the use of sprays, brushing, and/or organic acids for
microbial control during slaughtering and processing; to

incorporate the effect of microbial interactions/competitions,
fluctuating temperatures, and other factors into the current
models of microbial growth in meat products; to further improve
methods for rapid microbial detection; and to develop the

information necessary to meet Food and Drug Administration

requirements for approval of irradiation for pathogen control of

red meats.
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Question. How does the USDA coordinate research planned or

underway between the ARS and the CSRS to achieve efficiencies and
avoid duplication of effort?

Answer. ARS coordination of research with the CSRS is

facilitated at the administrator's level through the participation
of the respective Agency Administrators at Science and Education
level meetings on the establishment of research priorities. Also
both Agencies are members of the Joint Council on Food and

Agricultural Sciences, a Department level function. At the

working level, the planning staffs of both Agencies jointly
participate on committees operating either through the Assistant

Secretary for Science and Education or the Department. Workshops
and research programs in selected areas are jointly developed
through either ad hoc or standing task forces and working groups.
Before planning new research projects these groups, as well as

individual research scientists in ARS and university laboratories,
consult with the Current Research Information System (CRIS). Use
of this system, which is a source of information regarding all
research funded by either ARS or CSRS, helps to achieve efficiency
and avoid duplication of research.

Question: Funding for the investment program proposed in

the President's fiscal year 199A budget will require this
Committee to find offsets within existing program resources if it

is to comply with the cap on total discretionary spending.
Investments totaling $A7 million are proposed for USDA science and
education programs, including $7 million for the ARS, $39 million
for the CSRS for National Research Initiative competitive grants
and forestry research, and $1 million for the Extension Service.

What priority do you give these proposed investments if they
must be funded at the expense of funding requested for other

ongoing USDA research and education activities?

Answer: The President's Budget includes an investment

proposal of $7 million within ARS for research on advanced

manufacturing technologies in the production and utilization of

agricultural commodities. This research would contribute toward
the long-term economic stability of U.S. farmers, rural
communities, and American competition in foreign markets. The
President's Budget also recommends a net increase for ARS of $8.3
million to finance the annualization of pay raises granted in FY
1993 and to offset non-salary inflationary costs sustained by the

Agency in the conduct of priority research at its national and

regional laboratories. These proposed increases are critical to
the Agency if it is to adequately maintain ongoing research

programs which target a multitude of complex and diverse

agricultural problems confronting U.S. producers and consumers.

Both areas of the President's budget—ongoing research and
the investment proposal—are crucial components of the Agency's
research program. It is essential that ARS secure those resources

necessary to continue those vital programs which are currently
being carried out to solve problems dealing with: nutrition and
diet relating to chronic diseases; sustainable agricultural
practices; food safety issues; alternative pest management
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strategies; action agency requirements of APHIS, FSIS, FGIS, AMS,
HNIS, EPA, and others. It is also necessary to finance the base
research effort currently underway in the areas of finding new
uses for agricultural commodities, and investigating new crops and
biofuels technologies which complement the research requested
under the investment proposal.

Question. What is being done to maximize the benefits of
our many research efforts to the agricultural community through
education programs carried out by the Extension Service?

Answer. Summaries of up-to-date ARS research results are
entered into an Extension Service electronic data base called
Almanac. These results are retrievable by Cooperative Extension
Service agents throughout the Nation via Internet for use in their
education programs. In addition, ARS scientists regularly assist
Extension agents in preparing education materials and conducting
demonstrations and seminars. An outstanding example of

cooperation is the Gossym Comax Information Unit, headquartered at

Mississippi State, Mississippi. This Unit assists producers in
use of Goss)rm Comax, a computer based, production cotton crop
model. Scientists of the ARS Crop Simulation Research Unit

provide technical backup, maintain and update the scientific core
of the model, and assist Extension specialists in conducting
training sessions on its use.

Midsouth Research Center

Question. At the Midsouth Research Center in Stoneville,
ARS has initiated pilot tests on a virus that is highly selective,
in that when it is applied, it has no environmental effects on any
other plant or animal species other than the tobacco budworm, the

most costly cotton insect pest in the nation. Producers in our

region of the country are excited about this project which could
translate into literally hundreds of millions of dollars in cotton

production Income. Are we moving forward as quickly as possible
to determine the feasibility of this control method? How long
will it take to complete this important research project? What

funding is required in each of the years remaining on this

project, including fiscal year 1993? How much is ARS making
available for this project in each of these years?

Answer. We are well aware of the tobacco budworm problem on

cotton and are highly encouraged by the positive results of our
virus pilot tests conducted in recent years in the Mississippi
delta. As you point out, the producers in the region are excited
about the potential of this new non-pesticidal technology to

reduce costs, minimize adverse impacts on the environment, and
increase productivity and profitability. Consequently, the

producers requested ARS to conduct a larger program to demonstrate

feasibility of virus control of the budworm on an area-wide
basis. Such a trial on a 20-mile diameter area (Sl'i square miles)
is now tentatively scheduled for the 199^ growing season. This

program will cost approximately $8A0,000, or about $7.00 to $8.00

per cotton acre in the test area compared with up to $200 per acre
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now costing cotton farmers using existing insecticide technology.
ARS has already allocated $188,000 in fiscal year 1993 to initiate
virus production and will allocate $150,000 in scientific effort
and funds to this project in 1994. An additional $500,000, or
about $4.00 to $5.00 per cotton acre, is needed in fiscal year
1994 for application of the virus and overall project evaluation.

Currently, these funds are not available to ARS. If additional

funding is not available in fiscal year 1994, the virus can be
stored with no loss of activity until funds are secured to proceed
with the area-wide program in another year. In the meantime, the

possibility of financial support from other sources will be

explored. We would like to enter into a cooperative financial

arrangement with the cotton producers in the pilot test area to

secure from them the additional support needed for the project in

1994 at a cost which will be much less than one insecticide

application on a per acre basis. Based upon the earlier,
smaller-scale tests conducted with the virus, the cotton producers
can expect to have much reduced insecticide costs in the test area
which will more than offset their financial support for the

program.

Question. Funding was provided for fiscal years 1992 and
1993 for the establishment of the National Warmwater Aquaculture
Research Center in Mississippi. Currently, the initial phase of

scientific support and facilities construction is being
completed. An aquaria building for laboratory research and

approximately 100 acres of research ponds will be completed by the

end of calendar year 1993. Private industry is also building an
additional 60 acres at a cost of $300,000 to strengthen the Center.

The original proposal, which this Committee reviewed in

fiscal year 1992, called for the addition of eleven new scientists
to complement the corps of six specialists who were focusing on
warmwater aquaculture research at the Stoneville Center prior to

fiscal year 1992. The original plan also called for a laboratory
building to house the scientists.

Could you please provide us with a progress report on these
activities and tell us of your future plans for bringing about
full implementation of the National Warmwater Aquaculture Research
Center at Stoneville?

Answer. Two new scientific positions have been funded. A
molecular biologist has been hired by ARS and an engineer is being
recruited by Mississippi Agricultural and Forestry Experiment
Station through a specific cooperative agreement. Additional

staffing will be initiated as program funds become available.
Construction has been initiated on the aquaria building, plans are

complete for the office laboratory, and an additional well has
been installed. Construction is being initiated on the 100 acres
of ponds. Research programs are currently addressing industry
problems related to water and product quality, nutrition,
diseases, and genetics. Full implementation of the Center may
have an important favorable impact on the Mississippi catfish

industry and U.S. aquaculture in general.
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KENAF

Question. I understand we are making significant progress
in our kenaf research and product development efforts. In fact, I

note that the Extension Service plans a program to educate

agricultural professionals on the commercial uses of kenaf. Would

you please update us on the results of our research efforts to

date and tell us what funding is included in the fiscal year 199^

request to further the development of new alternatives for
utilization of kenaf?

Answer. Through cooperative projects with USDA and

university scientists and with industry organizations, promising
new uses have been identified. Kenaf is showing superior
performance as an oil absorbent, for use in cleanup and spill
remediation. Natural Fibers Corporation of Louisiana, one of the

four start-up kenaf processors, has a sizeable order from GSA for

this use which will create 60 new jobs. Detailed evaluation of

kenaf for absorption of oil and other applications as an absorbent
is underway at the University of Houston. In developments at the

University of Delaware, kenaf looks promising as a major component
of a horticultural growth media for tomatoes, flowers, and other

crops particularly in greenhouses.

At the University of Delaware, use of kenaf as a poultry
litter has been shown to be very effective and the use of spent
manure/litter composite as a cattle feed has been well
established. EPA is very interested in the potential for this

recent development to reduce the pollution load on the Chesapeake
Bay from poultry manure from the Delmarva peninsula. The Forest
Service in Madison, Wisconsin, is working on resin composites,
nonwoven mats for forest seedling protection, and on specialty
paper applications. In New Orleans, ARS is working on processing
kenaf to nonwoven mats for carpet underlay, garden care, and

forestry applications. Agro-Fibers Incorporated, a California

firm, is supplying kenaf for mats to prevent soil erosion. Our

Ginning Laboratory in Stoneville, Mississippi, is working with
kenaf processors to improve the processing/separation of kenaf

into long fiber bast and core components. At El Reno, Oklahoma,
our scientists have demonstrated that green, unprocessed kenaf has

good potential as a forage crop, and could be grown in rotation
with major grain crops.

Through a cooperative agreement with ARS in Stoneville,

Mississippi, Mississippi State University is working with the

Fiber Cooperative of Tallahatchie County to establish specific
markets for the fiber. Besides detailed work on the above

applications, they have developed animal bedding as a promising
new use. They are also working on new harvesting and processing

techniques and on some agronomic aspects. We also carries on

research on agronomic studies in kenaf in Weslaco, Texas, and

Lane , Ok 1ahoma .

In fiscal year 199A, the estimated level of funding for the

development of kenaf as an alternative crop and increased

utilization opportunities is $1.26 million.
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Question. The prepared testimony indicates that ARS has

over 290 Cooperative Research and Development Agreements (CRADA's)
with private firms to commercialize new technology and stimulate
new business enterprises. Could you please give me some
additional information relative to these agreements, as well as

patents on ARS research work? What determines whether or not a

particular ARS scientist's research results are patented? What
are the benefits to the scientist? What are the benefits to the

Agency?

Answer. ARS patents technologies for the purpose of

enhancing technology transfer. Patenting is done in those
instances when the securing of intellectual property rights is

necessary in order to protect private investors to expend their
own resources in the commercialization of government conceived

technologies. The scientists benefit through the satisfaction of

seeing public utilization of their original concepts as well as

directly sharing in a 25 percent share of all license income
received. In fiscal year 1992, 106 scientists received awards

averaging $3,300. The Agency benefits from this program through
more effective transfer of technologies generated in ARS
laboratories and through use of the remaining 75 percent of

licensing revenues to fund the technology transfer program.

Question. I understand ARS may license a patent exclusively
to an individual private firm. How long has this been possible?
How is the decision made to do this? How is the determination
made of the specific firm to receive such a license?

Answer. Public Law 96-517, Amendments to the Patent and
Trademarks Laws, signed December 12, 1980, provided the authority
for Federal agencies to grant exclusive licenses in order to

promote utilization of inventions arising from federally funding
research. Exclusive or partially exclusive licenses may be

granted if the potential licensee can demonstrate that such

exclusivity is a reasonable and necessary incentive to justify the

investment of risk capital and other expenditures which will be

required to bring the Invention to practical application. The
license applicant is required to provide detailed documentation to

ARS, describing the applicant's plans for the development and

marketing of the invention and information about the applicant's
capability to fulfill the plan. The public is given the

opportunity to comment prior to the grant of any exclusive

license, and the scope of exclusivity granted will not be greater
than necessary to provide the incentive to bring the invention to

practical application. Frequently, partially exclusive licenses
are granted which may limit the scope of exclusivity to a

particular field of use or geographic territory.

Question. What is the relationship of patents to CRADA's?

Answer. Cooperative Research and Development Agreements
also known as CRADA's are contractual instruments authorized by
the Federal Technology Transfer Act (FTTA) of 1986 to facilitate

cooperation and technology transfer between government research
scientists and individual firms. The patent provisions of FTTA
are a major incentive to the firms that participate. Under a

CRADA, ARS does not provide any financial assistance to the
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private-sector partner but can receive such fimds or other forms
of material research support in exchange for an up-front
commitment to grant an exclusive license to the individual

cooperator for any patent arising from the cooperative research.

Question. What is the role of patents and CRADA's in

getting ARS research utilized?

Answer. When the results of ARS research are directly
useable by farmers, ranchers, or consumers, delivery of the
information is achieved through USDA outreach agencies like the
Extension Service, Soil Conservation Service, Human Nutrition
Information Service, and the National Agricultural Library.
However, much of ARS research results requires further

development, manufacturing and marketing before the benefits are
available to ultimate users. In this case, CRADA's and patents
are tools through which ARS scientists can work directly with

private companies to transfer technology from their research to

the industrial firm. For subsequent stages in commercialization
under PL96-517, ARS can exclusively license a patent to a

private-sector firm so as to protect their investments in the
additional research and development needed to achieve
commercialization of a product or other technology.

Question. How does the ARS implementation of CRADA's

compare with similar activities by other Federal research agencies?

Answer. All Federal research agencies are authorized to

implement CRADA's. An interagency Technology Transfer Working
Group led by the Department of Commerce provides a mechanism for
coordination and comparison to maintain reasonable consistency
throughout government. As a result of the USDA tradition of

technology transfer through the Extension Service and the

industrial cooperation charter of the regional research centers,
ARS was able to develop cooperative programs when the Federal

Technology Transfer Act was passed in 1986. We implemented the

very first CRADA in government—with a venture capital firm in

Research Triangle, North Carolina, for in ovo vaccination of eggs
for broiler production—and ARS and the Forest Service together
have made USDA the leader among all Federal Departments in the

total number of CRADA's negotiated, over 350 to date.

Question. The fiscal year 1994 request includes $24.6
million for ARS facility improvements. This funding is requested
to correct health and safety code violations and to modernize
facilities. Would you please identify the health and safety code

violations which now exist at each ARS research facility and the

funding required to correct these deficiencies. In addition,

please identify, in priority order, the modernization projects
planned at each ARS facility and the amount of funding required to

complete each of these projects.

Answer. The fiscal year 1994 request includes $24.6 million
for ARS facility improvements. This funding is requested to

correct health and safety code violations and to modernize
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facilities. ARS is aware that due to age, many of our facilities

are no longer in compliance with current health and safety codes

and standards. The extent of non-compliance varies, and the

number and scope of these items are too numerous to list but
involve such things as laboratory ventilation, fire separation
between areas, means of egress, sprinklers, etc. In addition,
much of our building infrastructure has exceeded its life

expectancy and is becoming more difficult to maintain. To

maximize the cost effectiveness of the facility modernization

program ARS is combining the repairs to the facilities and the

correction of the safety and health concerns into one
modernization effort. These costs are so intermingled it is not

possible to accurately separate the two. At the present time ARS
has a listing of 127 locations requiring $834 million for the

repair of facility HVAC systems, building safety repairs, handicap
accessibility, roofing replacement, laboratory fumehood

replacement, electrical system repair, asbestos removal, site work
and drainage repair, and building code violations. The priority
order of major modernization projects are as follows:

Location Estimated Cost to Complete

Beltsville, Maryland
Albany, California
New Orleans, Louisiana

Peoria, Illinois
Plum Island, New York

Wyndmoor, Pennsylvania
Gainesville, Florida

Weslaco, Texas
Ames , Iowa

Manhattan, Kansas
East Lansing, Michigan

$ 138 million
33 million
20 million
70 million
90 million
42 million
12 million
17 million
80 million
7 million

15 million

DEMONSTRATION EROSION CONTROL (DEC) PROJECT

Question: I understand that the ARS and the U.S. Army Corps
of Engineers are working together on the Demonstration Erosion
Control (DEC) Project. ARS has committed itself to increased

cooperation and involvement if funded. What would it take to make
ARS a full playing partner in the DEC project?

Answer: It is correct that ARS is working with the U.S.
Army Corps of Engineers and SCS on the DEC project. Originally,
ARS was to participate in research, monitoring, and evaluation of
six DEC watersheds. More recently, ARS was asked to help in

studying 15 watersheds for which construction funding is
available. ARS work on additional watersheds needs to start prior
to Corps construction in order to establish base line data, but
funding currently available does not permit that expansion.

As reported in H.R. Report 102-555, entitled Energy and
Water Development Appropriations Bill, 1993, we estimate that $1.2
million per annum is required for the next 10 years to carry out
this responsibility, as agreed among the three agencies.
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QUESTIONS SUBMITTED BY SENATOR SPECTER

COMPOSTING RESEARCH

Question: As you know, the Pennsylvania State University
and Rodale Institute Research Center of Pennsylvania have embarked
on a joint venture in research and education activities. I would
like to express my appreciation for your support of the Penn
State/Rodale Center for Sustainable Agriculture and Natural
Resources in Urbanized Environments (SANRUE). Your past support
has assisted in the development of a program that has recently
attracted a $1 million grant from the Kellog Foundation to develop
a "model" Regional Infrastructure for Sustainable Agriculture in
southeastern Pennsylvania. Your continued support is critical to
ensure the program's continued success. Has the Department,
specifically the Agricultural Research Service, ever conducted
research on the feasibility of co-composting of municipal and farm
wastes? If so, briefly describe each project conducted in the
last five years.

Answer: From 1972 through 1983, ARS conducted co-composting
studies in which municipal sewage sludge was composted with straw,
peanut shells, and other carbon-rich rural-waste products
including wood chips. .All of these co-composts were found

technically feasible.

During the last 5 years, studies on co-composting have been
conducted cooperatively by ARS and the Rodale Institute Research
Center at Kutztown, Pennsylvania. Co-composts processed included

poultry litter with leaves; poultry litter with wood chips or

newspaper; poultry litter, leaves, cafeteria paper wastes, and

Novon, a biodegradable starch based plastic; dairy manure, with

newspaper bedding; and leaves. These and other co-composts are

being studied in compost utilization trials along with traditional
animal manure composts and chemical fertilization to evaluate
their effects on soils, nutrient cycling, plant growth, and food

quality.

Studies on field composting were also conducted during 1991
and 1992 at Auburn, Alabama, where waste paper and poultry manure
were mixed, and applied to soil as surface applications and in

trenches. Rates of decomposition and nutrient release were
monitored and substantial increases in water use efficiency and
cotton yields were achieved where the mixture was used.

Question: If funding was available for co-composting in

rural and urban areas, what research projects would you suggest
and why?

Answer: We suggest that existing co-composting studies be

expanded to include the agricultural, municipal, and industrial
wastes which have elements needed by soils and plants. These
studies would provide guidelines for the most beneficial mixtures
of wastes and processes for stabilizing nitrogen and other

potentially volatile and obnoxious compounds to keep them in the
solid state until they can be absorbed in the soil and used by
microorganisms and plants. Time, temperatures, and aeration
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required to eliminate pathogenic organisms from the composts would
be determined. Chemistry, biology, and management necessary to
buffer concentrations of heavy metals and other micronutrients at
concentrations where they will be beneficial or benign and not
toxic would be determined. Potentials for inoculating stabilized
composts with organisms which can serve to control plant disease
organisms in soils, in a manner similar to the use of antibiotics
in human disease control, should be investigated. Ways to
incorporate desired earthworm species into stabilized composts
should also be developed.

Completion of these studies would help allow rural areas
adjacent to urban and industrial centers to convert wastes into
composts with added values which would reduce costs of waste
disposal, improve our soils and their productivity, improve the
quality of our food and the environment, and bring about cycling
of nutrients which will contribute to the enhancement of
agriculture and improved quality of the environment.

REGIONAL RESEARCH LABORATORIES

Question. In the past few years there have been budget
requests by the Administration for modernization of several of the
Regional Research Laboratories under the Agriculture Research
Service. What is the status of facilities at the Eastern Regional
Research Center (ERRC) in Wyndmoor, Pennsylvania? Please provide
me with the following specific matters relating to ERRC: program
areas of emphasis and deemphasis; the age of the facilities; a
list of the major renovations at the facility in the past five
years; the funds spent annually to improve the facility over the
past five years; and, resources necessary to bring the facility up
to current standards for research.

Answer. Areas of emphasis at ERRC include development of
new and improved dairy products, such as, low-fat cheese;
technologies to improve cost efficiencies in ethanol production;
technologies to assure microbial safety of meat and dairy products
including irradiation; environmentally acceptable technologies for
processing of hides and wool; conversion of fats, lipids, pectin,
and lactose to value-added products; and quality maintenance in
fruits and vegetables. The area of deemphasis currently being
considered is research on the regulatory mechanisms in plant
nutrient uptake.

The Eastern Regional Research Center was constructed in
1939. As part of an ongoing repair-maintenance and
alteration-improvement program, major renovations accomplished in
the last five years include repair of the electrical distribution
system; roof insulation; removal of asbestos; upgrade of roads and
sidewalks; repair of the fire alarm system; installation of energy
efficient windows; and replacement of boilers, fuel tanks, the
main electrical transformer, absorption chillers, heating,
ventilation and air conditioning controls and cooling coils, air
compressors, and underground service utilities systems. We also
renovated the Microbial Food Safety Laboratory and other needed
improvements in individual laboratories.
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The funds spent to improve the facility in recent years were

$1.5 million in 1988, $2.0 million in 1989, $1.3 million in 1990,
$1.3 million in 1991 and $3.0 million in 1992. A Facility
Condition Survey is presently underway at ERRC to identify
building code, safety, and performance limitations which must be
corrected to meet today's building requirements for scientific
research. We have not conducted engineering studies which would
be required to develop an accurate estimate of the cost to bring
the facility into compliance with current standards and codes.

However, based on experience at the other regional centers and a

general assessment of the conditions at ERRC, the cost to bring
this 5A year old research center up to current standards would be
in the range of $35 to $50 million.

UNIVERSITY PARK RESEARCH LABORATORY

Question: What is the status of the Agricultural Research
Service's facilities at University Park, Pennsylvania? Please

provide me with the specific areas of emphasis and de-emphasis for
ARS programs at the campus and the resources necessary to bring
the University facilities up to current standards for research.

Answer: The Agricultural Research Service's facilities at

University Park, Pennsylvania, were constructed in 1935, and no

longer provide modem up-to-date laboratory and office facilities
for the research program. The Pennsylvania State University and
ARS have discussed the feasibility of ARS using Penn State
laboratories and greenhouses at the new Penn State Agronomy
building. Office and administrative functions of ARS would be

consolidated into the existing ARS building, along with some
limited laboratory facilities. Alterations needed to convert the

existing ARS building to these uses are estimated to cost $2.5 to

$3.0 million.

For a number of years, the ARS research program at

University Park has emphasized pasture management and watershed

management as separate programs. We are changing the ARS program
at University Park to emphasize agricultural land use management
alternatives and their impact on surface and subsurface water

quality in the northeastern United States. In the near term,
intensive pasture management will be the principal land use

practice studied because the dairy industry is such an important
component of northeastern agriculture, and intensive grazing
offers a means of cutting farm operating costs. Water quality
research will focus on controlling nitrate and phosphorus losses
from intensively managed pastures to groundwater and stream flow.

The main concern in the northeast is nitrate pollution of

groundwater, and its movement into estuaries such as the

Chesapeake Bay. A growing concern is phosphorus loss from

farmland and its impact on freshwater xakes. Areas deemphasized
will be plant physiology and grass breeding.
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COOPERATIVE STATE RESEARCH SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

EXPERIMENTAL PROGRAM TO STIMULATE COMPETITIVE RESEARCH

Question: Please provide a list of the USDA-EPSCoR states for

1993.

Answer: The USDA-EPSCoR states for 1993 are: Alaska,
Arkansas, Connecticut, Delaware, Hawaii, Idaho, Maine, Mississippi,
Montana, New Hampshire, New Mexico, North Dakota, Rhode Island,
South Carolina, South Dakota, Vermont, West Virginia and Wyoming.

Question: Do you expect any change in that group for 1994?

Answer: USDA-EPSCoR States are defined as States whose

funding ranks in the lower 33rd percentile, based on a three year
rolling average of funding by the CSRS NRICGP and the Competitive
Research Grants Program, which was subsumed by the NRICGP. We will
be re-evaluating the list of BPSCoR states for 1994 but do not

anticipate a major change.

Question: Has USDA signed a memorandum of understanding with
the National Science Foundation establishing a coordinating
mechanism between the USDA-EPSCoR program and the NSF-EPSCoR

program? If not, when do you anticipate such a memorandum will be

signed?

Answer: The memorandum of understanding between the National
Science Foundation and the USDA establishing a coordinating
mechanism between the USDA-EPSCoR program and the NSF-EPSCoR

program has not yet been signed. It is currently being reviewed by
the USDA Office of General Counsel and we anticipate that the
memorandum will be signed after that review has been completed.

Question: What is the role of the state EPSCoR committees in
the USDA-EPSCoR program?

Answer: A major advantage of the USDA Strengthening program
is that all Seed, Standard Strengthening, Career Enhancement, and

Equipment proposals are reviewed by a national panel of scientific

experts. A comprehensive critique is prepared including a complete
set of reviews and sent to each principal investigator on every
proposal submitted outlining the strengths and weaknesses of the

proposal. This level of constructive review by top scientists is

unique and is one of the best training mechanisms to develop
competencies in competing for research grants not available by any
other means. These reviews and summaries provide applicants with
invaluable suggestions, advice and technical information.

The purpose of the USDA EPSCoR program is to increase the
amount of agricultural research at academic institutions within a

set of states which have had limited success obtaining research
funds from the USDA in a competitive process. To ensure that the
USDA EPSCoR-like program addresses the mission of USDA, proposals
must relate to the research prograun areas of the National Research
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Initiative Competitive Grants Program which address what have been
identified as the critical issues facing agriculture today. USDA
allows all academic institutions within a USDA EPSCoR State to

apply to the Strengthening Awards Program thus allowing the widest

participation of institutions in addressing agricultural problems.
USDA has identified a set of USDA EPSCoR States based upon their
success in obtaining competitive research grants from USDA. The
USDA EPSCoR-like program has chosen to target funds to alleviate
impediments that limit research capacity of individuals and
institutions in USDA EPSCoR States. These include providing funds
for: sabbatical leaves in order to provide an opportunity for

faculty to enhance their research capabilities Career Enhancement
Awards; the purchase of research equipment to strengthen the
research capacity of institutions Equipment Grants;
experimentation to collect preliminary data in preparation for

applying for a standard research project Seed Grants; and standard
research projects Standard Strengthening Grants. The USDA EPSCoR-
like program was initiated in FY 1992. Although only in its second

year, it has been very positively received by the USDA EPSCoR
States. NRICGP funding to USDA EPSCoR-States in FY 1992 increased
87 percent when compared to FY 1991. Some USDA-EPSCoR States saw a
6- to 14-fold increase in funding from the NRICGP.

Question: Please provide a geographical distribution of the

following awards for the last two years showing the state, entity,
and funding level:

1. Post doctoral fellowships
2. New Investigator Awards
3. Strengthening awards, including a sub-category

distribution for the following:

a. Career enhancement awards
b. Equipment grants
c. Seed grants
d. Standard strengthening awards

Answer: {The information follows:}

POSTDOCTORAL FELLOWSHIPS: FT 1991 AND FY 1992

Awards are made to an individual or through an institution to anyone
who has recently received or will soon receive a doctoral degree and
who has made arrangements with an established investigator with

regard to all necessary facilities and space for conduct of
research. The research should initiate the individual's independent
program, rather than supplement or augment research programs in the

laboratory of the established investigator.

California: $764,406
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Georgia; $70,000
An Individual Awardee $ 70,000

Illinois: $70,000
University of Illinois $ 70,000

Kentucky: $226,366
University of Kentucky $226,366

Massachusetts: $227,400
Harvard University $ 58,000
An Individual Awardee $ 86,400
An Individual Awardee $ 83,000

Maryland: $70,000
An Individual Awardee $ 70,000

Michigan: $70,000
Michigan State University $ 70,000

Minnesota: $72,500
University of Minnesota $ 72,500

Missouri: $168,000
Monsanto Agricultural Company $168,000

North Carolina: $227,400
An Individual Awardee $ 82,400
Duke University Medical Center $ 70,000
North Carolina State University $ 75,000

Nebraska: $68,100
An Individual Awardee $ 68,100

New Hampshire: $60,000
Dartmouth College $ 60,000

Ohio: $113,900
Ohio State University $ 48,000
Miami University $ 65,900

Oregon: $143,737
Oregon State University $143,737

Pennsylvania: $70,000
Pennsylvania State University $ 70,000

Tennessee: $50,000
University of Tennessee $ 50,000

Texas: $153,000
An Individual Awardee $ 90,000
An Individual Awardee $ 63,000

f^Q d r\ /^ r\'\
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NEW INVESTIGATORS! FT 1991 AND FY 1992

Awards are made to investigators or co-investigators who have

completed graduate or post-doctoral training, are beginning their

independent research careers, and do not have an extensive research

publication research. All individuals who have not received

competitively-awarded Federal research funds beyond the level of

pre- or postdoctoral research awards, and who have less than five

years of post-graduate research experience, are eligible for this
award .

Alabama: $220,000
Auburn University $220,000

Arizona: $752,000
Arizona State University $110,000
University of Arizona $642,000

California: $953,597
University of California, Davis $396,842
Scripps Research Institute $ 69,000
Univ. of California, Los Angeles $ 60,000
San Francisco State University $117,755
Univ. of California, Santa Barbara $105,000
Palo Alto Medical Fdn. Res. Inst. $205,000

Colorado: $77,000
Colorado State University

Connecticut: $108,000
Yale University

District of Columbia: $152,304
Georgetown University

Florida: $345,410
University of Florida

Georgia: $140,000
University of Georgia

Hawaii: $120,000
University of Hawaii, Manoa

Illinois: $381,601
University of Illinois

Indiana: $505,432
Purdue University

Iowa: $195,000
Iowa State University

Kansas: $315,000
Kansas State University

$ 77,000

$108,000

$152,304

$345,410

$140,000

$120,000

$381,601

$505,432

$195,000

$315,000
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Kentucky: $457,000
University of Kentucky $247,000
University of Louisville $210,000

Massachusetts t $55,000
Massachusetts General Hospital $ 55,000

Michigan: $120,000
Michigan State University $120,000

Minnesota: $195,000
University of Minnesota $195,000

Missouri: $475,090
University of Missouri $475,090

North Carolina: $534,653
Duke University $282,300
North Carolina State University $252,353

Nebraska: $120,000
University of Nebraska $120,000

New Jersey: $120,000
Rutgers, the State University $120,000

New York: $105,000
State Univ. of New York, Albany $105,000

Ohio; $140,000
Ohio State University $140,000

Oklahoma: $283,000
Oklahoma State University $283,000

Oregon: $217,942
Oregon State University $ 97,942
Reed Institute $120,000

Pennsylvania: $80,000
Drexel University $ 80,000

Tennessee: $270,000
University of Tennessee $270,000

Texas: $445,000
Texas A&M University $445,000

Utah: $200,000
Utah State University $200,000

Virginia: $181,035
VPI & State Univ. $181,035

Washington: $106,000
Washington State University $106,000
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HiBConsint $739,790
Univereity of Wieconsln $739,790

BTREWQTHENIMO AWARDSt FT 1992 - Program was initiated in FY 1992

Caraer Enhancement Award*

Hawaii: $58,554
University of Hawaii, Manoa $ 58,554

New Hampshire] $24,111
University of New Hampshire $ 24,111

North Carolina: $71,902
Bast Carolina University $ 71,902

Equipment Grants

Alaska: $18,759
University of Alaska, Fairbanks $ 18,759

Arkansas: $12,091
University of Arkansas $ 12,091

Idaho: $39,174
University of Idaho $ 39,174

Louisiana: $10,880
Southern Univ. and A&M College $ 10,880

Maine: $5,331
University of Maine S 5,331

Mississippi: $44,032
Mississippi State University $ 30,132

University of Southern Mississippi $ 13,900

Montana: $43,160
Montana State University $ 43,160

New Mexico: $61,147
New Mexico State University $ 61,147

North Carolina: $11,908
Univ. of NC, Greensboro S 11»908

North Dakota: $102,446
North Dakota State University $102,446

South Carolina: $34,056
University of South Carolina $ 34,056

South Dakota: $55,500
South Dakota State University $ 55,500

West Virginia: $56,458
West Virginia University $ 56,458
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Seed grants

Arkanaaas $145,010
Univeraity of Arkanaaa $145,010

California: $99,740
Calif. Polytechnic State Univ. $ 49,740
Calif. State University, Hayward $ 50,000

Connecticut: $95,992

University of Connecticut $ 95,992

Georgia: $49,992
Mercer University $ 49,992

Idaho: $99,410

University of Idaho $ 99,410

Indiana: $50,000
Butler University $ 50,000

Iowa: $49,539
Cornell College $ 49,539

"Maine: $98,616
Colby College $ 49,992
University of Maine $ 48,624

Michigan: $49,973
Central Michigan University $ 49,973

Mississippi: $199,992
Mississippi State University $ 99,992
Univ. of Mississippi Med. Cntr. $ 50,000
University of Southern Mississippi $ 50,000

Montana: $194,127
Montana State University $194,127

New Mexico: $248,728
New Mexico State University $248,728

New York: $199,780
State Univ. of New York, Binghamton $ 50,000
State Univ. of New York, Brockport $ 49,780
Syracuse University $ 50,000
Wells College $ 50,000

North Carolina: $99,148
Univ. of North Carolina, Charlotte $ 99,148

North Dakota: $149,778
North Dakota State University $149,778

Pennsylvania: $50,000
Duquesne University $ 50,000
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Rhode Island: $81,296
University of Rhode Island $ 81,296

South Carolina: $145,295
Clemson University $ 95,295
Med. Univ. of South Carolina $ 50,000

South Dakota: $291,379
South Dakota State University $291,379

Texas: $100,000
Prairie View A&M University $100,000

Vermont: $41,950

University of Vermont $ 41,950

West Virginia: $49,929
West Virginia University $ 49,929

Standard Strengthening Grants

Arkansas: $359,151
University of Arkansas $239,151
Univ. of Arkansas for Sciences $120,000

California: $100,000
Univ. of California, Riverside $100,000

Colorado; $90,000
University of Colorado $ 90,000

Connecticut: $409,096
Conn. Agricultural Exp. Station $172,500
University of Connecticut $236,596

Hawaii: $332,000
University of Hawaii $332,000

Idaho: $306,351
University of Idaho $306,351

Massachusetts: $60,000
Boston College $ 60,000

Maine: $369,137
University of Maine $369,137

Mississippi: $200,000
Mississippi State University $200,000

Montana: $550,000
Montana State University $450,000
University of Montana $100,000

North Carolina: $231,703
Univ. of NC, Greensboro $231,703
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North Dakota: $220,000
North Dakota State University $220,000

New Harnpohire: $180,000
University of New Hampshire $180,000

New Mexico: $50,000
New Mexico State University $ 50,000

New York: $189,544
State Univ. of New York, Albany $105,000
Vassar College $ 84,544

Ohio: $100,000
University of Dayton $100,000

Pennsylvania: $110,000
Swarthmore College $110,000

Rhode Island: $180,000
University of Rhode Island $180,000

South Carolina: $453,032
Clemson University $453,032

South Dakota: $310,000
South Dakota State University $310,000

Vermont: $347,862
University of Vermont $347,862

West Virginia: $240,000
West Virginia University $240,000

Wyoming: $360,963
University of Wyoming $360,963

BUILDINGS AND FACILITIES

Question: For each of the facilities funded in the 1993 act,
or for which a report was requested, list the amount of funding made
available to date, the total estimated cost of the facility, and the
current status in terms of whether construction is ready to begin or
has begun and whether additional funds could be used in 1994.

Answer: A table will be provided for the record. The
information follows:
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NATIONAL RESEARCH INITIATIVE

Question: Please provide a summary of the geographical
distribution of the competitive research grants for the last two

years showing the State, entity, and funding level.

Answer: The information follows.

National Research Initiative Conpetitive Grants

Fiscal Years 1991 and 1992 Recipients

(In Dollars)

Fiscal Year Fiscal Year

State/tecipient 1991 Actual 1992 Actual

/lASKA

University of Alaska, Fairbanks $18,759

AL/miA
Auburn University

University of Alabama, Birmingham

University of South Alabama

ARIZOfJA

University of Arizona

Arizona State University
rtorthem Arizona University

ARKATJSAS

University of Arkansas

University of Arkansas for Medical Sciences, Little Rock

C/IIFORNIA

University of California. Davis

University of California, Berkeley

San Diego State University
San Francisco State Universi ty

University of California, Santa Barbara

University of California, San Diego

University of California, San Francisco

University of California, Santa Cruz

University of California. Riverside

University of California, Los Angeles

University of California, Irvine

Rancho Santa Ana Botanic Garden

Pal Al to fledical Foundation

Research Institute of Scripps Ginic
Tbe Salk Institute for Biological Studies

Stanford Universi ty

Becknan Research Institute of the City of Hope
California State University. Hayward
California Polytechnic State University

Cal i forni a Insti tute of Bi ol ogi cal Research

Keith D. Allen

Elena del Campillo

Daniel F, Ortiz

David M. Speiser

Gary F. Peter

Tanrny M. Sakanashi

Nancy M, Kerk

Forest Service. Pacific Si Forest & Range Exp. Station ..

USDA. ARS Pacific West Area

$787,383
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Fiscal Year Fiscal Year

State/Recipient 1991 Actual 1992 Actual

COLORADO

Colorado State University 623.346 1,520.342

University of Colorado. Colorado Springs 90.000

University of Colorado Health Sciences Center. Denver .... 148.401

USDA. ARS Northern Plains Area 120.000 149.000

CONNECTICUT

Connecticut Agricultural Experiment Station 66.000 172.500
University of Connecticut. Storrs 432.588
Yale University 328.000

DELAWARE

University of Delaware 302.000 250.000
E. I. DuFbnt de rJemours & Company 150.000

DISTRICT OF OOLUTBIA

Georgetcwn University 152,304 180.000
USDA. ERS, ARED 134.091
Carnegie Institution of Washington 100.000

FLORIDA

Fl orida State University 120.000
University of norida 1,796.410 2.470.065

University of South Florida 80,000 125,000
GEORGIA

University of Georgia, Athens 955,895 2.205.561
USDA, ARS South Atlantic Area 669.496 750.000
Mercer University 49.992
Institute of Paper Science & Technology 102,000
Emory University 270.000
ffergaret T. HoQ' 70.000

HA-JAII

University of Hawaii 180.000 516.754
IDAHO

University of Idaho 624.593 494.935
ILLINOIS

Illinois State University 100,000 200.000
Loyola University of Chicago 107.925
Northern Illinois University 120.000
Southern Illinois University 75,000
ftorthvestem University 340.000 50,000
University of Illinois. Chicago 65.000

University of Illinois. Urbana 1.694.309 3,321.485
University of Chicago 227,043
Morthvestem University
John D. Kirby 67.000
USDA. ARS Mid-West Area 629,221 938,500

irCIANA

Butler University 50,000
Indiana University 45,979
Purdue University 1.316.242 2.269!491
Fort Wayne State DevelopTient Center 125.558

laJA

lo^/a State University 1.415.000 1.795.926

University of lava 498.962 412.000
University of Northern Icwa 105,000
Cornell College 49,539
Botanical Society of America 2.000



526

Fiscal Year Fiscal Year

State/Recipient 1991 /ttual 1992 Actual

KAf^SAS

Kansas State University 853.374 1.273.995

University of Kansas Medical Center, Kansas City 6,005

KErmjCKY

University of Louisville 210,000

University of KentucKy 774.528 734.174
LOUISIAfW

Louisiana State University & ASM College 832.098 412.000
Louisiana State University f^ical Center. Shreveport 200,000
Southern University and A&M College, Baton Rouge 10,880

USDA, Forest Service Southern Forest Experiment Station .. 81,000 150,000
MAINE

University of hbine 234.500 483.092

Colby College 49,992
r-WRYLAM)

University of Maryland, College Rark 650,000 665.663

University of rferyl and, Baltimore 165,000
Jofns Hopkins University 199,121

Uniforrcd Service University of the Health Sciences 140.000

Anerican Society of Plant Flhysiologists 6.000
Anerican Society for Cell Biology 12.500

USDA. ARS Bel tsvi lie Area 692.000 588,000
Advanced Bioscience Lab. Inc 100.000
Carol A. Auer 70,000

WSSACHUSEHS

University of Massachusetts 196.000 429.000
Boston College 60.000
Boston University 140.000

Tufts University 350.000 453.105

Harvard University 275.000 338.000
Massachusetts General Hospital 405.000 325.000
Northeastern University 200.000

Brandeis University 270,000
Thonas A. Green 83,000
Lawrence J. Zwiebel 86,400

MICHIGAN

Central Michigan University 49,973

Michigan State University 2.087.590 2,148.040

l-lichigan Techno] ogical University 295.000

University of Michigan 120.060 844.167

MINNESOTA

University of Minnesota 1.270.370 1,730.350
Carleton College 90,000

USDA. Forest Service North Central Forest Exp. Station ... 100.000

MISSISSIPPI

Mississippi State University 225.000 455.124

University of Southern Mississippi 51.000 63,900

University of f-lississippi Medical Center 50.000

USDA. ARS Mid-South Area 5.000

MISSOURI

University of Missouri 1.253,094 2.315.697

Washington University 480.000 520.000

Northeast Missouri State University 67.505

MDnsanto Agricultural Ccnpany 168.000
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Fiscal Year Fiscal Year

State/Recipient 1991 Actual 1992 /Actual

MDMT/VW

hbntana State University 495.000 687,287

University of flDntana 106.000 220.000

NEBR/\SKA

University of Nebraska 482.677 1.175.414

Harlen J. Howard 68.100

NEVADA

University of Nevada 451.000

H& HAMPSHIRE

University of New Hampshire 204.111

Dartmouth College 185.900 180.000

NEW JERSEY

Rutgers. The State University 834.186 1.606.900

University of Medicine and Dentistry of ftew Jersey 250.000

N&/ MEXICO

New Mexico State University 82.000 459.875

NEW YORK

Cornell University 4.142.457 3.714.021

State University of New York. Albany 805.000 654.780

State University of New York. Buffalo 500.300 10.000

State University of New York, College of Environnental

Science and Forestry. Syracuse 209.000

University of Rxhester 140.000 200.000

Boyce Thcnpson Institute 817.000 360.000

Rensselaer PolytecFviic 40.000 100.000

Cold Spring Harbor Lab 285.000 138.000

Syracuse University 275.000

New York University 2.000

Vassar College 84.544

State University of Binghamton 50,000

Wells College 50,000

NORTH CAROLINA

htorth Carol ina State University 1,736,628 2,232,525

University of North Carolina, Greensboro 93,000 243,611

University of North Carolina. Chapel Hill 362.000 239.560

Bowman Gra^y School of Medicine at Wake Forest University . 200.000

Duke University 297.000 409.300

East Carolina University 71.902

James D. Bever 82,400

NORTH DAKOTA

North Dakota State University 170,000 472.224

OHIO

Ohio State University 1.131,000 1.485.984

Ohio University 170.000 200.000

Case Western Reserve University 380.000 96.000

University of Dayton 100.000

Miami University 294.900 102.000

Bowling Green State University 110.000

Children's Hospital Medical Center 186.839

University of Cincinnati College of Medicine 206.000

Oklahoma State University 453.000 976.159

University of Oklahoma 120.000 110,000
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Fiscal Year Fiscal Year

State/Recipient 1991 Actual 1992 A:tual

OREGON

Oregon State University 1.129.439 2.387.029

Fted College 120.000

University of Oregon 95.000

PENNSYLVANIA

Pennsylvania State University 1.276.833 735.970

Duquesne Uni versi ty 50,000

University of Pennsylvania 60.000 515.000

USDA. ARS rtorth Atlantic Area 130.000 225.000

University of Pittsburg 185.000

S/arthmore College 110.000

Drexel University 80.000

Forest Service. Northeastern Forest Exp. Station 140.000

mODE ISLAm

Gordon Research Conference 52.960 22.600

University of Rhode Island 261.296

Brown University 190.000

SOHH CAROLINA

University of South Carolina 123.941 34.056

Gemson University 339.276 548.327

Medical University of South Carol ina 265.000

SOJIH DAKOTA

South Dakota State University 156.854 656.879

TENNESSEE

Vanderbilt University 5.000

University of Tennessee, Knoxville 672.000 1.732,913

East Tennessee State University 100.000

MaiiJhis State University 185.000

TEXAS

Texas Tedi University 214.000 366.248

University of Texas. Austin 267.445 398.000

University of Texas Heal th Science Center 322.000 130.000

Soutfwest Texas State University 170,000

Baylor College of Medicine 215,000 100.000

Rice University 120.000 280.000

Prairie View A2I1 University 100.000

University of Texas Southwestern Medical Center at Dallas 520.000

Texas AMI Research Foundation 2.126.723 3.304.842

USDA. ARS Southern Rains Area 205.000

Steven R^y Evett .;v^ 90.000

Vaughan H. Lee ..". 63.000

UTAH

Utah State University 431.203 613.500

University of Utah 600.000

VERftM

University of Vermont 383.000 389,812

VIRGINIA

Virginia Polytechnic Institute & State University 590.000 844,165

University of Virginia 100,000

WASHINGTON

Washington State University 1.698.544 835.000

University of Washington 915.000 1.004.200

WEST VIRGINIA

West Virginia University 313.634 444.387
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Fiscal Year Fiscal Year

State/Recipient 1991 Actual 1992 /ttual

WISCONSIN

University of Wisconsin, Madison 3.701,207 4,436,535

Forest Service, Forest Products Laboratory 710,000

hferquette University 100.000

ftedical College of Wisconsin 290.000

WYOMING

University of Wyoming 688.100 360.963

Subtotal 69.204.000 92,138,350

Federal adninistration (4%) 2,920.000 3.900.000

Small Business Act 876.000 1.170,000

Biotechnology Risk Assessment 291,650

Total 73,000,000 97,500.000

NATIONAL RESEARCH INITIATIVE

Queetiont What amount of the competitive research grants in
1993 is going toward forestry research? What is proposed for 19947

Answer: It is estimated that funding from the National
Research Initiative of $9.5 million in 1993 and $10.5 million in
1994 will support forestry research.

ALTERNATIVE AGRICULTURAL PRODUCTS

Question: How much funding in 1993 and 1994 is for research
on new nonfood, nonfeed alternative agricultural products?

Answer: It is estimated that $10.2 million in fiscal year
1993 and $12.9 million in fiscal year 1994 will support research on
new nonfood, nonfeed alternative agricultural products.

Question: How much funding in 1993 and 1994 is for the

promotion and commercialization of new nonfood, nonfeed alternative
agricultural products?

Answer: In fiscal year 1993, it is estimated that $0.5
million supports generic pre-commercial research of new nonfood,
nonfeed alternative agricultural products. Programs for

crambe/rapeseed —oilseeds— and guayule —natural rubber, resins—
are in place for breeding/genetics/agronomy and for generic
pre-commercial processing technology and product development. For
fiscal year 1994, the budget estimate includes $3.0 million for an

applied research program for uses of vegetable oils that provide
materials of strategic and industrial importance. The latter

activity constitutes CSRS participation in the Federal Coordinating
Council for Science, Engineering, and Technology —FCCSET— Advanced
Materials Program crosscut, a Presidential Initiative for

development of advanced products and processes.
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SPECIAL RESEARCH GRANTS

Question: For the following grants, please provide the
location or locations of the research and the cunount provided in

1993 to each location.

Answer: The information follows:

Grants /Recipients FY 1993

Alternative Cropping Systems
Clemson University $262,477

Aotuaculture (GeneraH 298,356
To be awarded competitively but recipients not

yet selected

Barley Gene Mapping

Washington State University 388,995

Beef Carcass Evaluation and Identification

University of Georgia Research Foundation 13,681
Iowa State University 13,681
University of Illinois 132,050
Texas A&M Research Foundation 38.862

Total 198,274

Chesapeake Bay Aguaculture

University of Maryland 412,599

Dogwood Anthracnose

University of Tennessee 129,350

Farm and Rural Business Finance

University of Arkansas Distribution not yet
University of Illinois determined

Total 118,020

Fish Marketing

Oregon State University 160,507
University of Rhode Island 160.508

Total 321,015

Food Safety Consortium

University of Arkansas 872,324
Iowa State University 480,620
Kansas State University 480.620

Total 1,833,564

Forestry Marketing

University of Vermont 47,208

Global Change
Colorado State University 1,888,325
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Great Plaina Agricultural Policy Center
Kansas State University
Oklahoma State University ,

Total

Integrated Pest Management
Auburn University
University of Arkansas

University of California
Colorado State University
University of Florida

University of Georgia Research Foundation

University of Hawaii

University of Idaho
Iowa State University
Purdue University
Kansas State University
University of Kentucky
Louisiana State University
University of Maryland
University of Massachusetts

University of Maine

Michigan State University
Mississippi State University
University of Minnesota
Cornell University
Ohio State University Research Foundation

Oregon State University
Pennsylvania State University
Texas A&M Research Foundation

University of Vermont

University of Wisconsin-Madison

University of Wyoming
To be awarded

Total

Livestock and Dairy Policy
Cornell University
Texas A&M Research Foundation

Total

Midwest Biotechnology Consortium
Purdue University

Minor Use Animal Druoe

University of California-Davis

University of Florida

Michigan State University
Cornell University

Total

National Biological Impact Assessment Program
Virginia Polytechnic Institute 6 State Univ.

47,
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Peaticide Clearance

Univereity of California-Davia

University of Florida

Michigan State University
Rutgers, The State University
Cornell University

Total

Pesticide Impact Assessment

University of Alaska
Auburn University
University of Arkansas

University of Arizona

University of California-Davis

University of Connecticut

University of District of Columbia

University of Florida

University of Georgia Research Foundation

University of Guam

University of Hawaii
Iowa State University
University of Idaho
Purdue University
Kansas State University
University of Kentucky
Louisiana State University and A&H College
University of Massachusetts

University of Maryland
University of Maine

Michigan State University
University of Minnesota

University of Missouri

Mississippi State University
Montana State University
North Carolina State University
North Dakota State University
University of Nebraska

University of New Hampshire
Rutgers, The State University
New Mexico State University
University of Nevada
Cornell University
Ohio State University Research Foundation
Oklahoma State University
Oregon State University
Pennsylvania State University
University of Puerto Rico

University of Rhode Island
Clemson University
South Dakota State University
University of Tennessee
Texas A&M Research Foundation
Utah State University
Virginia Polytechnic Institute & State Univ.

University of Vermont

Washington State University
University of Wisconsin-Madison
West Virginia University

660,
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Peetlcide Impact ABBQBsment /Continued^
University of Wyoming
To be awarded

Total

Potato Research

University of Idaho
University of Maine
University of Maryland
Michigan State University
North Dakota State University
Cornell University
Oregon State University
Pennsylvania State University
Washington state University

Total

Red River Corridor

University of Minnesota

Regionalized ImpM rations of Farm Prnqr«m«
University of Missouri
Texas A&M Research Foundation

Total

Rural Development Centem
Iowa State University
Mississippi State University
North Dakota State University
Oregon State University
Pennsylvania State University

Total

5,000
604.500

2,802,275

191,501
263,312
18,537

191,634
191,501
57,450

191,987
57,450

191.501

1,354,873

188,833

135,236
193.333

328,569

94,416
94,416
94,416
94,416
94.417

472,081

Rural Policies Institute
University of Arkansas
University of Missouri
University of Nebraska

Total

Russian Wheat AphtH

University of California, Oakland
Oregon State University
Washington State University

Total

Safflower Research
Montana State University
North Dakota State University

Total

Small Fruit ReH«»afnh

University of Idaho
Oregon State University
Washington State University

Total

Southwest Consort <..m for Planh Genet ten fi W;.i-o^
New Mexico State University

Distribution not
yet determined

653,360

81,680
82,730

248.189
412,599

118,021
118.020
236,041

14,125
86,513
75.920

176,558

377,665
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STEEP II

University of Idaho

Oregon State University
Washington State University

Total

308,427
308,426
308.426
925,279

Sunflower Insects
North Dakota State University
South Dakota State University

Total

141,625
47.208

188,833

TCK Smut

University of Idaho
Montana State University
Oregon State University
Utah State University
Washington State University

Total

40,235
40,257
63,893
28,397
63.259

236,041

Tropical and Subtropical Research

University of Florida

University of Hawaii

University of Puerto Rico

University of Virgin Islands
To be awarded

Total

62,985
45,020

254,800
180,104

2.S91.711

3,134,620

Water Quality 8,450,255
To be awarded competitively but recipients not

yet selected

Wood Utilization

University of Maine 616,478

Michigan State University 841,901

Mississippi State University 897,458
North Carolina State University 325,000
State University of New York at Albany 90,000

Oregon State University 897,458
Pennsylvania State University 100,000
West Virginia University 55,996
To be awarded 96.817

Total
, 3,921,108

World Food Systems
Purdue University
Ohio State University Research Foundation

Total

100,000
247.452

347,452

SPECIAL RESEARCH GRANTS

Question: Why do you propose that funding for certain

programs such as global change, energy biomass/biofuels, water

quality and the others you propose be funded through special
research grants instead of competitive research grants?

Answer: The Special Research Grants program concentrates on

problems of national interest beyond the normal emphasis in the

formula programs through directed programs. This program is
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necessary to assure that needed specifically focused areas of

agricultural research are addressed, especially those applied
research areas that result in immediate application of the findings.
Some of these programs are awarded competitively yet the research to

be supported is more specifically targeted and directed than that

conducted under the National Research Initiative —NRI— Competitive
Grants progriun. The competitively awarded NRI is designed to engage
the Nation's top scientific talent, from all sources, to develop the

fundamental foundation and background necessary in the solution of

priority agricultural problems.

GEOGRAPHIC INFORMATION SYSTEM

Question: He asked CSRS to evaluate the activities of the

Geographic Information System National Office and report to this
committee. Have you made the evaluation?

Answer: He have made the evaluation and a draft report is

currently under review.

Question: Hhat does it show?

Answer: The projects carried out by the National Center for
Resource Innovations, including those of the "National Office"
continue to stimulate the diffusion of this technology to state and
local governments. In addition, the following observations were

reported:

1. Co-location of the "National Office" and the Chesapeake
project continue to make it difficult to evaluate the

performance of the "National Office" as an entity.

2. The cost of the "National Office" and some of the project
sites seem to be higher than they should be.

3. Effectiveness of the "National Office" will be enhanced by
the changes proposed by the Board of Directors such as the
distribution of national office functions to the sites.

4. The development of a strategic plan is essential.

Progress is being made toward this goal, but needs to be
much more rapid.

5. The coordination of the work of the various sites to meet
the goals of the, as yet incomplete, strategic plan is

imperative.

However, it is difficult to visualize how the many benefits that
have been forthcoming from the project could have been achieved
without the "National Office." The National Center for Resource
Innovations could serve more effectively in the accomplishments of
the goals envisioned by Congress if the "National Office" had
functioned more as an administrative office. At the same time, it
would have been impossible for the "National Office" to function in
this role and to have achieved through the Chesapeake site what
seem to be important milestones. Thus, the movement by the Board
of Directors to play a more active role in ensuring that the
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problems noted are solved is welcomed. Other consortia of this

type have had similar growing pains.

AQUACULTURE CENTERS

Question: Concern has been expressed that aquaculture
funding going to the regional centers becomes too fragmented
because it is distributed to many universities within the region.
How do you respond to this statement?

Answer: The Regional Aquaculture Centers are organized to
take advantage of the best aquaculture science, education skills,
and facilities in each region.

Selected projects address industry needs that cannot be
addressed by a single institution and are of importance to

aquaculture development throughout the region. In all cases,
institutions involved in projects must demonstrate a capacity to

perform the work.

Generally, such projects require more personnel, equipment,
and facilities than are available in any one State or territory,
and they can be organized and conducted more effectively and

efficiently on a regional level.

Total annual funding for each Center is approximately
$750,000, to cover multiple states and territories. For example,
the Southern Regional Aquaculture Center covers 13 states and two
territories. An inevitable result of a regional, team approach to

projects is that the funding available to individual participating
institutions is limited. However, substantial matching resources
committed by participating institutions and the collaboration among
the regional project team members results in considerable

leveraging of Center funds and regional expertise. In addition,
teams organized to tackle Center projects are strongly encouraged
to seek additional, extramural sources of support.

Question: What is the process for making use of, or

allocating, the money in the regions?

Answer: The process followed by the Southern Regional
Aquaculture Center is described here. The process is essentially
the same for all five Regional Aquaculture Centers.

Research and extension proposals are developed by the Work

Group method. This procedure begins with recommendation of

priority needs by an Industry Advisory Council and Technical
Committee and subsequent selection of specific needs by the
Center's Board of Directors. Once an area of work has been

selected, a Steering Committee, comprised of research, extension
and industry representatives, and an Administrative Advisor are

appointed by the Board. This committee prepares a definitive
Problem Statement for the priority need under consideration. After
Board approval, announcements of an Ad Hoc Work Group meeting to
address issues defined in the Problem Statement are sent to

potential participating institutions and individuals identified by
the Steering Committee; extension and research directors of 1862
and 1890 Land-Grant Universities; and Sea Grant and other
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institutions, agencies and organizations within the Southern
Region.

Ad Hoc Work Group participants have an opportunity to make
appropriate suggestions relative to development of research and
extension procedures to address Problem Statement objectives and to

express their interest and capabilities in participating. The
Steering Committee uses this and other relevant information to
prepare a proposal. Proposals are reviewed by the Steering
Committee, Technical Committee, and the Industry Advisory Council,
and designated peer reviewers, prior to submission to the Board.

Approved proposals become active projects funded by the Southern

Regional Aquaculture Center.

There is broad-based representation for both research and
extension inputs, with scientists from all states and territories
in the Southern Region having participated in Southern Regional
Aquaculture Center-funded projects.

ANIMAL HEALTH AND DISEASE

Question: You propose to delete funding for the animal health
and disease program. This is a formula program that benefits every
state and is allocated to the states based on the value and income
of livestock and poultry production. While you propose an increase
in the other formula programs, you eliminate this one. Why?

Answer: CSRS supports the activities that have been funded
under the formula animal health and disease program and believes it

can be maintained with the proposed budget for fiscal year 1994.
The $5 million increase in the Animal Systems component of the
National Research Initiative —NRI— will provide support for some
of the research currently being done under this formula program,
especially research most closely tied to national priorities. NRI
funds can be better targeted to meet high priority national issues.

Question: In Arkansas, for example, the program provided more
than $83 thousand in 1993. The increase you propose in the Hatch
Act—for Arkansas it would be just over $56 thousand— is not even

enough to make up this loss. Won't the combination of these two

programs mean a net loss for many land-grant institutions and

agricultural experiment stations?

Answer: While loss of these specific funds may cause some
concern by the recipient institutions, the increase proposed for
the Hatch Act program will partially offset this; and a substantial
increase is proposed for the NRI Competitive Grants Program with a

significant part going to animal research. We appreciate the

importance of this area of research and will continue to focus on
issues of national concern related to animal health and disease.

Question: How will we make up for the loss of this livestock
and poultry research?

Answer: One opportunity for additional funding for Arkansas
and others would be for faculty to submit grants to the National
Research Initiative Competitive Grants Program. This is a
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competitive grants program whereby proposals can be submitted for
review by a peer panel. Proposals can be submitted in the

following areas: Natural Resources and the Environment; Nutrition,
Food Quality and Health; Animal Systems; Plant Systems; Markets,
Trade; and Policy and Processing for Adding Value or Developing New
Products.

Decisions on the allocation of Hatch funds to support
individual research projects are made at the university level. A
second option for increasing funding for animal health and disease
research would be for the University to reallocate funds between

programs. If animal health and disease research were rated as the

highest priority, then this area could receive proportionately more

funding than other research areas. CSRS funds currently account
for only 15 percent of all research funding at State Agricultural
Experiment Station and other cooperating institutions. Other
sources of funding such as State appropriations, product sales, and

industry could help make up this loss of $5.5 million.

NATIONAL RESEARCH INITIATIVE

Question: In your statement, you indicated considerable
interest in the National Research Initiative stating that in 1992
over 2,900 proposals were submitted requesting about $597 million.
You were only able to fund about 15 percent of the requests. In

1991, I believe you were able to fund about 25 percent of

proposals. Has the demand for these funds actually been increasing
in the recent past?

Answer: Demand for competitive grants has increased since the
commencement of the National Research Initiative in 1991. In 1990

prior to the NRI, 1,771 proposals were received and 385 funded —
success rate of 22 percent. In 1991, with the onset of the NRI,
2,713 proposals were received and 590 funded —success rate of 22

percent— and in 1992 2,911 proposals received and 777 funded —27

percent success. The 1992 success rate is elevated somewhat
because of the introduction of the Strengthening Program which

supported a large number of applicants with small awards. However,
the number of proposals in the standard programs increased as well.
As the NRI has grown, the number and types of programs available
has grown as well, creating new avenues of support for agricultural
researchers and disciplines never before supported by competitive
grants in the USDA. It is expected that this trend will continue
as anticipated growth in the NRI occurs.

Question: What would you say about the quality of the

proposals? Is it increasing also?

Answer: The (Quality of the proposals in every program has
increased dramatically in the recent years. A consistent theme

among the Program Officers is the recognition that research quality
is on the rise, to the extent that many highly meritorious

proposals cannot be funded. In general, approximately 50 percent
of the proposals could be funded without sacrifice to scientific

quality. The percentage of highly meritorious proposals left
unfunded increases each year as the progrjuns continue because

applicants receive constructive critiques and improve their

proposals when they resubmit them. The advent of the NRI also has
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provided opportunity for highly competent scientista from non-land-

grant univerBities to initiate agricultural research programs
because of exciting new opportunities to apply advances in

biotechnology and other technologies.

Question: What are you doing to broaden the field of
successful applicants? In particular, how are you promoting the
use of this program in smaller states and smaller colleges and
universities?

Answer: In order to broaden the field of successful

applicants, the Request for Proposals —RFP— for the National
Research Initiative Competitive Grants Prograun is as widely
distributed as possible. In addition, workshops that describe the

program and instruct on grant writing have been held in smaller
states and smaller colleges and universities. These would include
locations such as Mississippi State University, University of

Idaho, Texas A&I University, Langston University, New Mexico

Highland University, North Carolina A&T University, University of

Arkansas, Kentucky State University, University of New Hampshire,
University of Rhode Island, University of Connecticut, University
of Delaware, South Carolina State University, Clemson University,
University of South Carolina, University of Alaska, Texas Women's

University, and the University of Hawaii.

COMPETITIVE RESEARCH GRANTS

Question: There seems to be somewhat of a push and pull
between competitive research grants and special research grants.
Congress has not increased competitive grants as much as requested
but has maintained special research grants when they've been slated
for elimination. It has come to my attention that when the

recipients of special research grants are urged to apply for

competitive research grants they respond that program is

unavailable to them. They claim the competitive grants are aimed
at basic research—more on the molecular level while what they need
is research directed at applying new technology, methods, or

applications in the field. Are you familiar with this criticism
and how do you respond?

Answer: We are aware of the criticism. However, the NRI

supports both fundamental and mission-oriented research in a broad

range of research topics involving basic and applied studies.

Programs are available which support mission-oriented research

designed to address practical needs in agriculture and natural
resource management. Specific programs include research in

integrated pest management, biological control, plant breeding,
animal well-being, human nutrition, rural development, markets and

trade, soils, natural resources assessment, wildlife and ecosystem
interactions, water quality, processing for adding value, food

safety, and nutrition education. Although molecular biology is an

important component of a portion of the programs in the NRI, it is

not the only component. Recipients of special grants are welcomed
to apply to the NRI progriuns that are appropriate avenues of

support for their research but which does not represent duplication
of effort.
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Question: A further complaint of the competitive program is
that it tends to perpetuate itself at institutions that were
recipients in the past. In other words, the funds have been used
to develop programs, obtain equipment, and gain expertise that
makes the institution that much more eligible for another grant in
the future. As a result, it is difficult for newcomers to break
in. How do you respond?

Answer: Receiving a NRI grant or other financial support for
research may aid an investigator's, and consequently their home
institution's, competitiveness in future years because support
enables the investigator to collect preliminary data or purchase
equipment needed to pursue research. Realizing this, the NRI has

developed a number of progreuns that will improve the

competitiveness of newcomers to the competitive arena. Three

programs, the Postdoctoral Fellowship program, the New Investigator
program, and the Strengthening program, all have set aside funds
available to eligible individuals. The goal of all these programs
is to allow researchers who would otherwise find it difficult to
attain a competitive grant to do so. These new programs are

providing funds to investigators who are just beginning their
research careers and to investigators in states or institutions
that are generally less successful in obtaining USDA competitive
grants. In addition, workshops that describe the program and
instruct on grant writing have been held in smaller states and
smaller colleges and universities.

SPECIAL RESEARCH GRANTS

Question: Under the new authority for special research

grants, you do make grants to all colleges and universities.

Special research grant participants do not have to be
land-institutions. Is that correct?

Answer: There are two categories of special research grants
as authorized by section 2(c)(1) of the Act of August 4, 1965 — 7

U.S.C. 450i(c). Grants under section 2(c)(1)(A) are to facilitate
or expand promising breakthroughs. Grants under section 2(c)(1)(B)
are to facilitate or expand ongoing State-Federal food and

agricultural research programs that promote excellence, promote the

development of regional centers, promote the research partnership,
or facilitate coordination and cooperation among States.

Implementation of section 2(c)(1) has been carried out by

assigning all national, competitively awarded special research

grants to section 2(c)(1)(A) and all other special research grants,
which are traditionally grants earmarked by Congress to specific
institutions, to section 2(c)(1)(B). Section 2(c)(1)(A) has a

broader list of eligible institutions, including all colleges and

universities, other research organizations. Federal agencies,
private organizations or corporations, and individuals, than does

section 2(c)(1)(B), which limits eligible recipients to land-grant

colleges and universities, forestry schools, and schools of

veterinary medicine. When Congress does earmark special research

grants to an institution other than those specified in section

2(c)(1)(B) then the grant can be awarded to the land-grant
university in the respective State and then sub-contracted to the

specific institution. If the grant is awarded competitively, then

all universities and others may compete.
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QUESTION SUBMITTED BY SENATOR JOHNSTON

LOUISIANA PROJECTS

Question: Last year, the statement of managers on the FY 1993

Agriculture appropriations conference report directed the

Department to undertake a feasibility study of undertaking certain
renovations at the red meat processing facility located at

Northwestern State University in Natchitoches and of constructing a

larger fish processing facility along the Red River. Both of these

projects would enable the development of significant value-added

agricultural processing facilities in the economically depressed
central portion of Louisiana, which has been hard hit by the
closure of England Air Force Base. Can you give me some indication
of the status of these two studies and when they my be submitted to

the Congress?

Answer; Staff from the Cooperative State Research Service
have planned a site visit to Louisiana for May 18 and 19, 1993.

Upon completion of the site visit, a report will prepared. Copies
of the report will be forwarded to the Senate Appropriations
Subcommittee on Agriculture, Rural Development and Related

Agencies.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

SAFETY OF THE FOOD SUPPLY

Question: The recent outbreak of illness from contaminated
meat has raised questions about the safety of our food supply. USDA
has indicated that visual inspection cannot detect pathogenic
bacteria and that additional research is necessary to find ways to

improve our current inspection capabilities. What research has

already been done on pathogenic bacteria which might have immediate

application? What additional research is required In this area?

Answer: Besides research which resulted in the Food Safety
and Inspection Service approval for use of irradiation on p>oultry
carcesses and organic acid sprays on cattle and swine carcasses, our

ability to detect and control food-borne pathogens continues to

Improve. We are also Improving our knowledge regarding the

epidemiology and points of contamination and control for these

pathogens and their mechanisms of toxicity. Research needs to
continue in these areas as well as on how to apply new technologies
to a national inspection system. The efficacy of irradiation and
other technologies in controlling pathogens will need further
evaluation. Research will be needed to assure that new foods and
new food technologies do not open new avenues for food poisonings.
The primary objective of the food safety program under the National
Research Initiative is to Increase our understanding of the

disease-causing microorganisms that contaminate food, with the goal
of decreasing food-borne illnesses. Proposals are solicited for
research on the mechanisms of microbial pathogenesis in humans and
control of food-borne microorganisms. Proposals may address either
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pre- or post-harvest origin of the microbial agent. In addition,
the Agricultural Research Service is pursuing food safety research
to address priority needs of FSIS for scientific information.

COORDINATION OF RESEARCH

Question: How does the USDA coordinate research planned or

underway between the ARS and the CSRS to achieve efficiencies and

avoid duplication of effort?

Answer: Coordination of research between CSRS and ARS is a

high priority and we devote a great deal of attention to it. The

process of coordination begins at the top with the national planning

process. The Joint Council on Food and Agricultural Sciences was

established by Congress to improve planning and coordination of

research, extension and higher education related to the food and

agricultural sciences. There are three groups under the Joint

Council. One of these is the National Agricultural Research

Committee which provides advice to the Joint Council on matters of

research planning and coordination across all Federal agencies,

including CSRS and ARS. The National Agricultural Research and

Extension Users Advisory Board is another committee established by

Congress to provide independent assessment of priorities for

research, teaching and extension programs. Committee reports, while

prepared for Congress, are useful in advancing cooperation and

coordination of CSRS-State Agricultural Experiment Stations —SAES—
and ARS research.

We continue to work at improving coordination and there are
many examples of joint planning, especially for cross cutting issues
such as plant and animal genome mapping, global change, integrated
pest management, national agricultural pesticide impact assessment
program, minor use pesticide and drug registration, water quality,
and biotechnology risk assessment program. In addition, CSRS works
with SAES and ARS scientists in the planning, developing, and

implementing of regional research projects that address critical
regional and national issues. Through the review process, CSRS
encourages SAES to integrate CSRS supported programs with
appropriate ARS scientists/programs, especially those at the same or

nearby locations. Many ARS scientists are located on university
campuses and conduct joint research with state scientists. ARS
scientists often serve on review panels for review of programs
receiving CSRS funds. CSRS-ARS joint reviews have been conducted on
progreuns jointly supported. CSRS manages the Current Research
Information System database which keeps track of all research
projects supported by CSRS and ARS. This data base is available to
all scientists and represents one of the most important means of

avoiding duplication of effort.

To summarize, there is a healthy dialogue between CSRS and
ARS at all levels and there are many points where formal and/or
informal coordination is taking place. We are dedicated to
strengthening that process.



543

INVESTMENT PROGRAM

Question: Funding for the investment program proposed in
the President's fiscal year 1994 budget will require this Committee
to find offsets within existing program resources if it is to comply
with the cap on total discretionary spending. Investments totaling
$47 million are proposed for USDA science and education programs,
including $7 million for the ARS, $39 million for the CSRS for
National Research Initiative competitive grants and forestry
research, and $1 million for the Extension Service.

What priority do you give these proposed investments if they
must be funded at the expense of funding requested for other ongoing
USDA research and education activities?

Answer: The total CSRS 1994 budget request of $431,407,000,
which includes a $39 million investment package, is still almost

$1.6 million below the CSRS 1993 appropriation of $432,993,000. In

addition, no funding is being requested in 1994 for the CSRS

Buildings and Facilities account which was funded at $52,101,000 in

1993 for a total net decrease in funds available to CSRS of

$53,687,000. Keeping with the Administration's policy of awarding
research grants through a competitive, peer-reviewed process no

additional Federal funding is being proposed in 1994 for earmarked

special research grants or buildings and facilities. The investment

proposals are a high priority that can be supported in lieu of CSRS

programs that are proposed for elimination by the Administration.
Some of the issues being addressed through special research grants
which are proposed for elimination in the 1994 budget request could

be funded through discretionary formula funds or could be submitted
for consideration to the National Research Initiative which would be
increased by $30 million under the CSRS investment package proposal.

NATIONAL RESEARCH INITIATIVE

Question: The fiscal year 1994 budget seeks to strengthen
funding for research through the National Research Initiative (NRI)

Competitive Grants Program. Could you please tell us how members of

the peer review panel are selected and what is done to assure that
members of the panel have expertise in the area or discipline of the

projects being reviewed for funding?

Answer: Members of the National Research peer review panels
are selected because they are active scientists, well respected for

past and current contributions to their fields. These contributions

include, but are not limited to, significant publications in peer
reviewed journals and significant participation in teaching and

training students. Often panelists have been invited speakers at

national and international meetings; have served to organize such

meetings; are editors and reviewers for scientific journals. It

should be emphasized that the above qualifications are necessary,
but not sufficient for a good panelist—fairness, skill in writing
reviews that are useful to the panel and investigator and

willingness to contribute long hours and hard work are also

critical, as is concern and understanding of problems facing US

agriculture in such areas as production, sustainability and
environment. Each year, for each panel, a panel manager joins the
office on a part time basis to work with the professional staff on
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selecting the panel and to chair the panel meeting. The panel
managers, who rotate each year, are also active scientists who

generally have significant panel, editorial, and administrative

experience. The panel managers, as active, respected and

experienced scientists, make critical contributions to selection of

panel, and assignment of proposals for panel and mail (outside or ad

hoc ) review.

Early in the fiscal year, before proposal deadlines, the
staff program director and panel manager for a given panel draw up a

slate of potential panelists who meet the stringent qualifications
outlined above. Then the careful process begins to construct a

panel with the projected necessary expertise and disciplines which

ideally, as a whole, demonstrates fair geographic, institutional,

age, position, gender and minority distribution. Efforts are also
made to assure, if possible, some continuity in panel membership
from previous years. Panel lists are then presented to the Chief
Scientist and the Administrator of the Cooperative State Research
Service for approval.

In order that panelists can plan for adding several weeks of

intensive "volunteer" work to their already full schedules,

potential panelists, or a core of panelists, are contacted as soon
as possible in the fiscal year, often before the proposal deadline.

However, after the deadline, if necessary, panel membership is

adjusted to assure that members of the panel have expertise in the
areas or disciplines of the proposals received. This may be done by

completing the panel after deadlines, adding panelists as proposal
number and unexpected changes in disciplines requires, or

substituting panelists of required disciplines for panelists whose
discipline may be less vital for the proposals received in the
cycle.

Question: In carrying out the National Research Initiative,
what oversight or control mechanisms exist over the process: The

Congress is only notified of the awards made and given a summary of
each funded research project. Are the review panels required to

justify their decisions in writing, in terras of why a research
project was either selected or not selected for funding?

Answer: Notification of Congress of awards made and
submission to Congress of summaries of each funded research project
is one of several oversight control mechanisms in the process of

peer reviewing and evaluating proposals competing for funds.

Each proposal is read independently and a detailed written
review prepared by two panel members. A third panel member may also
read the proposal. In addition to the panel reviews, reviews from
scientists who are not on the panel are solicited by program staff

by mail. When the panel is convened, each proposal and its reviews
are considered by the panel, allowing them to assess the relative
merit of each proposal in terms of its potential as a good
investment— for accomplishing its objectives with time and funds
allotted, for providing information necessary and critical to the
objectives of the program and for the goals of sustainable
agricultural practice, information which will be widely published
and available to the public in a timely fashion. After the
proposals are all ranked and evaluated, and before the panel is



545

adjourned, a Bummary of the panel diacussion and evaluation is
prepared by the panel for each proposal. Each applicant to the
program receives the panel summary and a complete set of reviews forthe proposal submitted. In addition to the responsibility of
providing applicants with justification for the relative ranking ofresearch projects, these reviews and summaries often provide
applicants with invaluable suggestions, advice and technical
information. A complete record (panel summary, reviews, program
recommendation, etc.) is filed in the office for each proposal.

^^^e'^
<^»»e panel has been adjourned, panel recommendationsand justification for the relative ranking for funding are presentedto the Chief Scientist. After this administrative approval,

potential awardees are informed of the funding recommendation.

In addition to the Congressional Notification of Awards and
summaries of awarded research sent forward to Congress, the lists ofawards are published annually in the CSRS "Redbook".

Oversight and control also exists at the level of monitoringthe progress and results of the funded research. After the awardedresearch begins, investigators are responsible for reportingresearch results to the USDA Current Research Information Service
(CRIS), this information is made available to the public through theCRIS database; these reports must be approved by program directors.

T^rlt ''°I!?^1!°^?"
°^ ""^^ project investigators file termination

reports which also must be approved and filed in CRIS. Most
importantly however, are the oversight and controls exercised by
^rn^^ir reviewers when results are submitted for publication,and by the peer panelists who judge the quality and quantity of theresearch when proposals are submitted for competitive renewal.Results of awarded research are also reviewed when presented bystaff to the administration and Congress for budget justificationand to committees of scientists, administrators and users convened
periodically to assess NRI programs.

Question: Dr. Jordan, you indicate in your prepared
testimony that NRI has embarked on a mission to strengthen
agricultural research at small and mid-sized institutions in states
(defined as EPSCoR states) that have traditionally received less
support from the competitive grants program. Could you please tellthis Committee what progress you are making to strengthen
agricultural research at these small and mid-sized institutionsunder the National Research Initiative. What percent of the totalnumber of grants and available dollars have been awarded to
institutions in EPSCoR states through the NRI?

Answer: The mission of the USDA EPSCoR-like program is to
strengthen agricultural research at small and mid-sized to academic
institutions in states that have traditionally received less supportfrom the competitive grants program. USDA has identified a set ofUSDA EPSCOR States based upon their success in obtaining competitiveresearch grants from USDA. The USDA EPSCoR-like program has chosento target funds to alleviate impediments that limit research
capacity of individuals and institutions in USDA EPSCoR States.These include providing funds for: sabbatical leaves in order to
provide an opportunity for faculty to enhance their research
capabilities — Career Enhancement Awards; the purchase of research
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equipment to strengthen the research capacity of institutions —
Equipment Grants; experimentation to collect preliminary data in

preparation for applying for a standard research project — Seed

Grants; and standard research projects — Standard Strengthening
Grants. The USDA EPSCoR-like progrcun was initiated in FY 1992.

Although only in its second year, it has been very positively
received by the USDA EPSCoR States. NRI funding to USDA EPSCoR-
States in FY 1992 increased 87 percent when compared to FY 1991.

Some USDA-EPSCoR States saw a 6- to 14-fold increase in funding from

the NRICGP. Proposals submitted from USDA EPSCoR States represented
10 percent of the total number of proposals submitted to the NRI .

USDA EPSCoR states were awarded 15 percent of the research grants
and 10 percent of the total available dollars.

A major advantage of the USDA Strengthening program is that

all Seed, Standard Strengthening, Career Enhancement, and Equipment
proposals are reviewed by a national panel of scientific experts. A

comprehensive critique is prepared including a complete set of

reviews and sent to each principal investigator on every proposal
submitted outlining the strengths and weaknesses of the proposal.
This level of constructive review by top scientists is unique and is

one of the best training mechanisms to develop competencies in

competing for research grants not available by any other means.

These reviews and summaries provide applicants with invaluable

suggestions, advice and technical information.

QUESTIONS SUBMITTED BY SENATOR GORTON

BUDGET OBSERVATIONS

Question: I realize that this subcommittee will be operating
on a tight budget this year — and in the Administration's budget
the CSRS building and facilities construction account is zeroed out
(page 19 Budget Summary). Last year Conferees appropriated $52.1
million for this account. I highlight this contrast because it
seems to this Senator that by zeroing out this account the
administration is not being realistic in its budget proposal. Many
of these facilities — like Washington State University — have met
their "state-match" requirements, and are in mid-construction. Do
you think it is a good budgeting practice for the federal
government to bail out on their share of the agreement this late in
the game?

Answer. As you note, we are faced with difficult budget
decisions. Given these constraints, our budget focuses on funding
for the highest priority national interest research and higher
education programs. We note that, nationwide, availability of
research facilities has not been a limiting factor in supporting
agricultural research. Indeed, our competitive research and higher
education progriuns continue to receive far more proposals than can
be funded. Therefore, we place the highest priority on funding for
program efforts rather than facilities.
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ANIMAL DISEASE BIOTECHNOLOGY FACILITY

Question: As I have stated Washington State University (WSU)
is in the process of constructing an Animal Disease and

Biotechnology Facility (ADBF) as part of the CSRS program. While
"state match" requirements have been fulfilled, the total federal
contribution to date has been $5.4 million. The federal funds

required in order to begin construction this year is $11.5 million.
Are you aware that for every year that we parcel out only a portion
of the federal funding for this facility that construction costs
increase $1.3 million each year? I suspect that many other CSRS
facilities would be adding to their construction cost with the

zeroing out of the building and facilities budget. One could argue
that funding the construction of the WSU facility at $11.5 million
would be saving the federal government money over the long haul.
Do you agree?

Answer: We recognize that, depending on conditions prevailing
in the local contruction market, costs for facility projects may
increase over time. Given the need to focus Federal resources on
the highest priority national interest programs, the CSRS budget
does not propose funding for any university research facilities.

B. COLI RESEARCH

Quest ion t As you know, earlier this year, an Mj. coll epidemic
broke out which took the lives of 3 and sickened nearly 400
residents in my state. As a result of this tragedy, national
attention has focused on the need to reform our nation's food

safety system. While undoubtedly many universities are conducting
research on the B^ coli bacteria and other food borne contaminants
with formula funds or monies collected from the national research

initiative, I am not aware of a specific — or line itemed — CSRS
research proposal designed to study the g^ coli bacteria. Is there

any such line item?

Answer: There are several institutions that are involved in

research related to E^ coli using line item appropriations: 1)

Under the Poultry Research Grant, The Food Safety and Quality
Enhancement Laboratory, Department of Food Science and Technology,
University of Georgia, is involved in a basic research project to
understand the adhesion properties of E^. coli 0157; 2) Using
support from the Food Irradiation Grant, scientists at Iowa State

University, Ames, Iowa are studying the effects of radiation on the
control of food-borne pathogens, including E. coli; and 3) the
Animal Science Food Safety Consortium has emphasized the need to

develop rapid identification of microorganisms to evaluate risks
and to determine effective intervention points. This will help
reduce the hazards and improve the quality of animal food products.

CSRS supported research related to E^ coli is also being
conducted under the Hatch Act and the National Research Initiative
— NRI. Research supported under the NRI is studying the disease

causing toxin of E^ coli that may contaminate beef and dairy
products as well as examining the factors that regulate enterotoxin

production by gj. coli with an emphasis on those factors associated
with the host food animal. Work is also underway to improve the

understanding of the way that the bacteria attach to the
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gastro-intestinal tract and how they produce disease with the

ultimate goal to develop a vaccine to prevent the infection of

cattle.

Scientists within the State Agricultural Experiment Station

System are utilizing Hatch Act formula funds to identify ways to

control Ei Coli and other pathogenic bacteria in foods. This

includes research to: identify rapid and sensitive methods of

detection; evaluate preservation techniques, including irradiation,

to reduce pathogens in meat products; and control pathogens at

critical control points during processing. Results from this

research will improve the quality of animal products consumed by the

American public.

Question: Washington State University has put together a

research proposal which will take a look at the Ej. coli bacteria

from "farm to table." I am impressed with the Secretary's

willingness to tackle the difficult issue of food safety reform and

believe that funding a separate Ej. coli research initiative to study
this bacteria to be a vital component of an overall food safety
reform initiative. I would be interested in your thoughts on this

subject.

Answer: The research project at Washington State University

currently uses Hatch formula funds to investigate food animal

disease problems in the state. We believe very strongly that food

safety issues need to be evaluated in the context of a total farm to

table continuum. Recognizing the research needs in this area, our

proposal for the National Research Initiative includes additional

funds for food safety.

QUESTION SUBMITTED BY SENATOR HATHELD

RURAL DEVELOPMENT CENTERS

Question: Dr. Jordan, as you know, the four Regional Rural

Development Centers were reviewed by the Extension Service and CSRS
in 1991. Are you still pleased with the productivity of the Centers
and are they contributing to your agency's priority issues of rural

people and communities? I'd like to compliment you on finding the
necessary funding in your budget request to continue this progreun at
current services in fiscal year 1994. I know you share my
enthusiasm for the progreun.

Answer: The 1991 review of the Regional Rural Development
Centers had numerous recommendations for strengthening this program.
One recommendation was for the on-site review of each Regional
Center every five years. We have completed on-site reviews at the
North Central Center in 1992 and the Northeast Center on May 11-12,
1993. The Western Center is scheduled for review in 1994, and the
Southern Center in 1995.

The review reports completed to date conclude that the Centers
are doing an excellent job considering the size of their staffs and
the amount of their budgets. Of particular note is the fact that
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the Centers attract between $6 and $8 of non-Federal rural
development program funding for each dollar appropriated by the

TsZlll'. ^!;r
"^ ''"''"^^ ''"^ ^^^ ^^^^ good'^investments forresearch funding. The review reports are not without some

from tin; "°"^""'/^°'"
<=he viewpoint of CSRS, most of these flowfrom the high level of demands and expectations for the Centersgenerated by their many clients and constituents.

CSRS continues to monitor and evaluate the research programs ofthe centers in the attempt to help the Centers make as many of therecommended programmatic improvements as possible. We remain
highly pleased with the progress of the Centers, and we look to themfor increased leadership in new rural development efforts within the
university research system that we serve.

witnin tne
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EXTENSION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

INDIAN RESERVATION AGENTS

For this year, $1,750,000 was appropriated for Indian reservation agents.

Question. What requests, and in what amount have you had for these funds?

Answer. (The information follows:)

Project Renewals :

REQUEST AMOUNT REQUEST AMOUNT

Alaska (Tanana)
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Mississippi (Northern 70,000

Cheyenne)

Mississippi

Total funded lor

FY 1993

43,713

$1,610,000

Oklahoma 45,000

Washington (Coleville) 44,808

Washington 20,000

Question. What reservations did you reach and how many agents did you provide

with 1992 funding? What is the outlook for 1993?

Answer. In 1992. the following agents were funded: Florida - Seminole; Montana -

Flathead; Idaho - Ft. Hall; South Dakota - Rosebud; Oklahoma - Muskogee; Oregon -

Warm Springs; Arizona - San Carlos; and Montana - Blackfeet. In 1992, additional

short-term projects were funded at Texas; Minnesota - Red Lake; Nebraska - Omaha
and Winnebago; New York -

Cattaraugus; North Carolina - Cherokee; and Texas -

Alabama/Coushatta Reservations.

Nine new projects will be funded in FY 93 for a total of $418,500.

Question. Again this year you do not request any funding to continue this program.
Do you believe the need for additional extension agents on Indian reservations can be

met with Smith-Lever formula funds?

Answer. Yes, if states reorder current priorities for funding.

YOUTH AT RISK

Question,

funds?

How many requests, and in what amount, have you had for these

Answer. In 1991 , we had 119 applications totalling approximately $14 million.

In 1992, we had 70 renewal applications and 82 applications for new projects.

In 1993. 96 renewal applications were received and 15 applications for new projects.

In 1991
. each State Extension Service was asked to submit up to

three applications. Many States developed additional proposals and

juried their proposals to three. Several Extension Directors have
informed me that they would have preferred to submit additional

applications. They had to turn down several quality applications before

we conducted the USDA review.

Question. What is the current limit on the size of grants for individual

applications?

Answer. We established a range of $50,000 to $150,000 for each of

the community based projects. This range allowed the communities to

tailor a project to meet their needs and specify what they were willing to

commit to beginning this longer term process of developing strong

community based prevention and intervention programs.

Question. What are the prospects for obtaining matching funds for

$12,000,000 proposed in 1994?
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Answer. Considering our very positive responses experiences, I am
optimistic. If additional funds are appropriated, we believe the

Cooperative Extension System will expand its capacity to lead and

manage youth and families at-risk programming. Communities are

looking for Extension's partnership in bringing programs to at-risk youth
and families. Matching provides an opportunity for local communities to

bring their resources together collaboratively for a synergistic result. This

is a primary strategy Extension believes is essential to develop State and

community structures and programs necessary to make a difference with

youth and their families.

Question. What has been the success rates for obtaining continued

matching funds for the initial sites?

Answer. The actual requirement was for each project to be matched
dollar-for-dollar or a 100% match. The Extension System in each State

has responded by redirecting resources to support the youth at risk

initiative. The local community response in providing a match has been
substantial. The initial sites have continued to receive renewed funding
with continued matching support.

In 1993, only one State had difficulty in finding the matching
resources. The difficulty was not from lack of interest or commitment to

these projects. The Cooperative Extension Service made every effort

and was successful in making their match portion. I am confident our

System is developing sound partnerships with other local and State

collaborators to maintain the match during difficult economic times.

Question. Please provide a list of the applicants for the past two years showing the

State, the requested funding level and the disposition of each application.

Answer. (The information follows:)

. Fiscal Year 1 992

State
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CA School Age Child Care Education 150,000.00 150,000.00

CA 4-H AM/PM Club - Chula Vista 150,000.00 125,000.00

CA Reading and Science Literacy for 82.425.00 82.345.00

At- Risk Youth

CO Roots and Wings: Redirecting Highest 43,075.00 43,075.00

Risk Youth

CT New Britain/Slade Middle School 122.844.00 122,844.00

After School Program

CT Bridgeport R. IS. E. (Respect and 149,850.00 104.383.00

Integrity through Skills and Education)

CT School-Age Child Care in Hartford, CT 150.000.00 140.000.00

CT The New Haven SPACES initiative 149,737.00 123.750.00

DE Seaford Collaboration for Youth 73.887.00 65.820.00

DE WCASA Community Partnerships 150.000.00 142.385.00

FL Focus on the Future: Enhancing 88.646.00 83,300.00

Literacy through Technology Education

GA Calhoun/Gordon Co. Shuttle School 78,410.00 78,410.00

GA Project KITE 150.000.00 145.219.00

(Kid's in Tifton Enrichment)

HI A.C.T. (Acting Collaboratively 125.000.00 72.500.00

Together) to 'Act' to Decrease Youth at Risk

lA Postville Child Care--A Rural 77.705.00 56.170.00

Model for Before and After School Care

lA Model City/Woodland Willkie LIT Prj. 149.934.00 149.934.00

lA Community Parenting Coalition 64,080.00 64,080.00

Targeting High Risk Youth

ID School-Age Child Care and Parenting 150,000.00 99,000.00

Resources (YAR)

ID
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IL Youth at Risk School Age Child Care 90.536.00 90, 11 8.00

and Family Enrichment Program

IN Space Station Indiana 74,953.00 56,433.00

KS Responsive Educational Approach 79,933.44 46,980.00
to Diversity

KS Kids After School: Reno County. Kansas 88,282.19 80.000.00

KS Caring and Collaborating for Youth, 75.947.00 59.979.00

Kansas/Pottawatomie County

KY Harlan Youth Employability Program 104.565.00 92.620.00

KY Garrard County Child Care Program 150,000.00 79,990.00

LA Horizon Program 135,858.00 101.200.00

MA Youth at Risk Programming in Worcester 150,000.00 149.000.00

County, Massachusetts

MD 4-H Adventure in Science 108,220.00 89.500.00

ME Strategies for Developing School-Age 91 ,290.00 56,229.00
Child Care in Rural Maine

Ml All for One: Pattengill Area Reading. 91.386.90 74,796.00
Math & Science Literacy Coalition

Ml Literacy and Technology Literacy 150.000.00 150,000.00
for Youth at Risk

Ml Say YES to Willow Run 85.376.00 83.744.00

MN On the Move. ..For Minnesota Families 129.213.00 110.000.00

MN Youth Issues Education 255.000.00 255.000.00

MN Project FINE - Focus on Integrating 128,375.00 105,600.00
Newcomers into Education

MO 4-H Summer Adventure Club 137,403.00 76,972.00

MO Students Taking Academic Initiative for 102,300.00 92,300.00

Reading Success(STAIRS)

MO St. Joseph Youth Alliance: A Targeted 137.690.00 132,875.00
Prevention/Intervention Coalition

MS After School Child Care and Education 150,000.00 138,800.00

MS 4-H Project SOARS 81,960.00 80,000.00

MT Native American Family 120,912.00 64,317.00
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NC Wayne County 4-H High Risk 149.612.00 140,935.00

Programming in an After School Setting

ND Rural School and Community Dev. Project 138,000.00 135,615.00

NE 13 Days- 13 Kids 95.010.00 95.010.00

NH Youth Opportunities Unlimited: 150.000.00 145.000.00
A Comprehensive School-Age Child Care Program

NJ 4-H After School Education In Newark 149.132.00 85.024.00

Housing Complexes

NJ Camden City Community Garden Prg. 114.228.00 68.000.00
Youth-at-Risk Gardening Project

NJ Bergen -
Lafayette Upscale Project for 86,036.00 122.264.00

Youth Ages 5-14

NM From Roots to Wings 113.964.00 106,707.00

NV Building Communities of Support for 135.913.00 114,925.00

High-Risk Youth in Isolated Rural Nevada

NV Choices and Challenges For Youth 118.800.00 87.000.00

NY Rural Families Cooperative/After School 148,315.00 139,536.00
Child Care Program

NY "School's Our SACC Program 149.022.00 135.568.00

NY Making a Difference Program for Youth 1 1 5.065.00 1 1 1 .325.00

OH Cleveland Peer Volunteer Dev. Coalition 53.006.00 53.006.00

OH Knox County After School Day-Care Prg. 58.339.00 44.929.00

OH Athens County Coalition Enhancement 48.640.00 48,640.00

OH Community Councils fbr Youth at Risk- 67,363.00 60,994.00

-Clermont County

OK Coalition for After School Care for High 151,585.00 100,101.00

Risk Indian Youth

OK Home Visitation Program for 82,000.00 78,595.00
Adolescent Mothers

OR Kid Konnection 102,300.00 92,300.00

OR Youth Development in the Timber- 124,954.00 116,199.00

Dependent Community of Mill City-Gates

PA Youth Education Program in Coatesville 146,585.00 69,321.00

PR Vieques Kids in Action for Science Educ. 81.958.00 70.000.00
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Rl R.I. CE School Age Child Care Education 150,000.00 85,000.00

SC CHOICES (Children Having Opportunities 67,880.00 67.880.00
to Increase Chances for Education Success)

SD After School Child Care 149,036.00 78,293.00

SD Pine Ridge Youth Coalition and Center 89,230.00 70.365.00

TN 4-H B.E.S.T.-Building Esteem through 146.699.00 95,000.00
Science and Technology

TX 4-H C.A.R.E.S. ) 95,950.00 95,950.00

(Children at Risk Educational System

TX The Rutabaga Project: 4-H School Age 99.625.00 82,443.00

Literacy Education Program for Hispanic Youth

TX Making the Grade. Victoria 89,975.00 83,722.00

TX Partnerships: ROPES 149.963.00 115.000.00

UT Project CARES 149.910.00 122.960.00

(Children at Risk Extended School)

VA Strong Families. Competent Kids/Caring 89,592.00 64,000.00
Communities

VA Science/Technological Literacy Education 77.587.00 74.787.00
for High Risk Youth in Giles County

VA Bailey's Community "K^aking the Grade" 86.032.00 86,000.00

Project of Fairfax County, Virginia

VT Growing Up at Risk: Enhancing 88,977.00 43.818.00

Community Awareness

WA Family Focus School Age Child Care Prj. 149.921.00 132.030.00

WA Salishan Together for At Risk Youth 120,392.00 109,895.00

(STAR Youth)

WA High-Risk Youth Program - 4-H Challenge 107,202.00 107.202.00

Wl National Center for Action in Community 80,000.00 90,000.00
Based Action Research

Wl Wisconsin Youth Futures 150,000.00 128,915.00

WV Dev. Youth Potential: Enabling YAR to 149,414.00 106,400.00
Become Healthy. Prod.. Contributing Adults

WY Community Coalition of High Risk 150.000.00 107,968.00

Program

WY Healthy Infant Capable Adolescent Project 78,708.00 68.051.00
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Fiscal Year 1 993

Requested Funded
State Title Amount Amount

AK 4-H Yukon Fisheries Education and 135,556.00 135,556.00
Youth Development Program

AK Kuskokwim 4-H Fisheries and Youth 139,000.00 139,000.00

Development Program

AL Assess & Address: Meeting the Needs of 71.500.00 71,500.00

High Risk Youth

AR SAIL (Summer Adventures in Learning) 113,847.55 113.847.00

AZ Phoenix Coalition for Youth and Families 104,077.00 104,077.00

CA School Age Child Care Education 150,000.00 150,000.00

CA 4-H AM/PI^ Club - Chula Vista 125,000.00 125,000.00

CA Reading and Science Literacy for 82,300.00 82,300.00

At-Risk Youth

CT New Britain/Slade f^iddle School After 122,844.00 122,844.00

School Program

CT Bridgeport RISE. (Respect and 104,383.00 104,383.00

integrity through Skills and Education)

CT School-Age Child Care in Hartford, CT 140,000.00 140,000.00

CT The New Haven SPACES Initiative 123.750.00 123.750.00

DE Seaford Collaboration for Youth 65.820.00 65.820.00

DE WCASA Community Partnerships . 142.385.00 142.385.00

FL Focus on the Future: Enhancing 83,113.00 83,113.00

Literacy through Technology Education

GA Calhoun/Gordon Co. Shuttle School 78.410.00 78,410.00

GA Project KITE (Kid's in Tifton Enrichment) 145.219.00 145.219.00

GU Project Youth Empowerment 83.322.00 31.217.00

HI ACT. (Acting Collaboratively 72.500.00 72,500.00

Together) to Act' to Decrease Youth at Risk

lA Postvilie Child Care-A Rural 56,170.00 48.655.00

f^odel for Before and After School Care

lA Model City/Woodland Wiilkie LIT Prj. 149,934.00 149.934.00
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MN Project FINE - Focus on Integrating 128,375.00 105,600.00
Newcomers into Education

MO 4-H Summer Adventure Club 75,490.00 74,196.00

MO Students Taking Academic Initiative for 92,300.00 92,300.00

Reading Success (STAIRS)
MO St. Joseph Youth Alliance: A Targeted 132,875.00 132,875.00

Prevention/Intervention Coalition

MS After School Child Care and Education 138,000.00 138,800.00

MS 4-H Project SOARS 80,000.00 80,000.00

MT Native American Family 64,317.00 64,317.00

NC Wayne County 4-H High Risk 140,935.00 140,935.00

Programming in an After School Setting

ND Rural School and Community Dev. Project 135,615.00 135,615.00

NE 13 Days - 13 Kids 95,010.00 95,010.00

NE Girls Expanding Thinking in Science 79,665.00 79,665.00
Math and Relevant Technology

NH Youth Opportunities Unlimited: 137,600.00 137.600.00
A Comprehensive School-AgeChild Care Program

NJ 4-H After School Education in Newark 85,024.00 85,024.00

Housing Complexes

NJ Camden City Community Garden Prg. 68,000.00 68,000.00
Youth-at-Risk Gardening Project

NJ Bergen -
Lafayette Upscale Project for 122,264.00 122,264.00

Youth Ages 5-14

NM From Roots to Wings 106,379.00 106,379.00

NV Building Communities of Support for (14,925.00 114,925.00

High-Risk Youth in Isolated Rural Nevada

NV Choices and Challenges For Youth 87.000.00 87,000.00

NY Rural Families Cooperative/After School 139,536.00 139,536.00
Child Care Program

NY "School's Out" SACC Program 135,568.00 135,568.00

NY Making a Difference Program for Youth 1 1 1 ,325.00 1 1 1 ,325.00

OH Cleveland Peer Volunteer Dev. Coalition 53.006.00 53,006.00

OH Knox County After School Day-Care Prg. 44,929.00 44,929.00
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OH Athens County Coalition Enhancement 48.640.00 48.640.00

OH Community Councils for Youth at Risk- 60.994.00 60.994.00
-Clermont County

OK Coalition for After School Care for High 100.101.00 100.101.00
Risk Indian Youth

OK Home Visitation Program for 78,595.00 78.595.00

Adolescent Mothers

OR Kid Konnection 93.200.00 92.300.00

OR Youth Development in the Timber- 116.200.00 116.200.00

Dependent Community of Mill City-Gates

PA Youth Education Program in Coatesville 69.321.00 69.321.00

PR Vieques Kids in Action for Science Educ. 70.000.00 70,000.00

Rl R.I. CE School Age Child Care Education 85.000.00 85.000.00

SO CHOICES (Children Having Opportunities 67.880.00 67,880.00
to Increase Chances for Education Success)

SD After School Child Care 78.212.00 55.606.00

SD Pine Ridge Youth Coalition and Center 42.000.00 42.000.00

TN 4-H B.E.S.T.-Building Esteem through 95.000.00 95.000.00
Science and Tech.

TX 4-H C.A.R.E.S. 95.950.00 95.950.00

(Children at Risk Educational System)

TX The Rutabaga Project: 4-H School Age 82.443.00 82.443.00

Literacy Education Program for Hispanic Youth

TX Making the Grade. Victoria 83.722.00 83.722.00

TX 4-H C.A.P.I.T.A.L Project 115.000.00 115.000.00

(Was Partnerships: ROPES)

UT Project CARES 122.960.00 122.960.00

(Children at Risk Extended School)

VA Strong Families. Competent Kids/Canng 64.000.00 64,000.00
Communities

VA Science/Technological Literacy Education 74.787.00 74.787.00
for High Risk Youth in Giles County

VA Baileys Community "Making the Grade" 86,000.00 86,000.00

Project of Fairfax County, Virginia
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VT Growing Up at Risk: Enhancing 50.000.00 50.000.00

Community Awareness

WA Family Focus School Age Child Care Prj. 132.030.00 132.030.00

WA Salishan Together for At Risk Youth 109,895.00 109.895.00

(STAR Youth)

WA High-Risk Youth Program - 4-H Challenge 107.202.00 107.202.00

Wl National Center for Action in Community 90.000.00 90.000.00

Based Action Research

Wl Wisconsin Youth Futures 128.915.00 128.915.00

WV Dev. Youth Potential: Enabling YAR to 149.414.00 106,400.00

Become Healthy. Prod.. Contributing Adults

WY Community Coalition of High Risk Youth 107.968.00 107.968.00

Program

WY Healthy Infant Capable Adolescent Project 67.968.14 67.968.00

AGRABILITY

Question. For this year, $2,720,000 was appropriated for the Farm

Safety program. Of this amount, $1 ,750,000 was provided specifically

for the assistance of disabled farmers and for those in farm-related

occupations to continue their farm and farm-related activities, as
.

recommended by the National Easter Seal Society. This program has
come to be called AgrAbility. Are you providing $1 ,750,000 for AgrAbility
in 1993?

Answer. Yes, that amount has been committed for this program in

1993.

Question. You propose to cut farm safety by $1 ,720,000 for 1994.

Does this mean you are keeping $30,000 for AgrAbility. Your budget

justifications are unclear. Please explain.

Answer. The proposed budget does not include any funding for

AgrAbility. The focus of the Farm Safety program proposal is to fund

($800,000) for farm safety programs focused on limiting exposure to

occupational hazards. Potential areas of increased emphasis include

programs that effectively reduce the traumatic injury and death rates of

farmers, such as health and safety education programs regarding

exposure to agricultural chemicals, noise, dust, infectious agents,

vibrations, etc.

Additionally, funds are requested ($200,000) for awarding project

proposals to train emergency rescue professionals in farm accident
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extrication procedures and educate nonprofessionals in first-on-the-scene

emergency response procedures. These programs are crucial to

reducing the risk of injury to the rescuer, reducing the seventy of the

injury to the accident victim, and reinforcing the value of accident

prevention.

Question. For 1992 and 1993, how many requests, and in what

amount, did you have for these funds?

Answer. In fiscal year 1992 we had 20 requests totaling $2,012,132.

In fiscal year 1993 we have 24 requests totaling $2,385,161.

Question. For 1992 and 1993, what projects did you fund and at what

level?

Answer. (The information follows:)

State Project Title Fiscal Year

(Amount in Dollars)

1992 1993

CO AgrAbility 85,000

lA Iowa Farmers ADAPT: An Educational & 130,640 135,860
Technical Assistance Program for Farm
Families Affected by Disability

IL Illinois AgrAbility Unlimited Program 96,560 100,422

IN Education & Training
- Disabled Farmer 105,302 109,663

Assistance

IN National Grant for Training, Technical 164,381 175,753
Assistance and Dissemination - USDA -

Extension Service AgrAbility Project

KY Kentucky AgrAbility Project

LA Louisiana AgrAbility Project
- Program for

Farmers with Disabilities

Ml Michigan AgrAbility Project

MN Minnesota AgrAbility Project
- Map

MT ID EiElO - Empowerment & Independence
through Education & Information Outreach

ND North Dakota AgrAbility Project

NY FarmAbility: Education & Training
--

Disabled Farmer Assistance

SC Educatbn & Assistance Program for

Farmers with Disabilities

VT NH Rural & Farm Family Vocational

Rehabilitation Program

Wl AgrAbility of Wisconsin
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NEW USES FOR FARM PRODUCTS AND FOREST PRODUCTS

Question. I note in your budget a request of $200,000 for new uses

for farm products and forest products. In your explanatory notes on this

subject, you write that the FACT Act of 1990 authorized the development
of research and education programs that will promote sustainable

agricultural production systems and practices. Why is this program

singled out for separate funding from the $3,000,000 requested for

Sustainable Agriculture under Section 3(d) of the Smith Lever Act?

Answer. In the explanatory notes, Crambe and Kenaf are the

targeted crops mentioned. You are probably aware that Kenaf and

Crambe are two alternative crops that have substantial acreage and

markets in development. For example, Crambe acreage has grown from

zero, three years ago, to over 60,000 this year. Kenaf acreage is

growing as is the number of processing plants. It is imperative that

producers are aware of the production practices to effectively grow these

crops. They also need help with on-farm usage of by-products, both as

animal feed and use in energy production; for example, Crambe oil can

very easily be used as a diesel fuel replacement. These resources will

help producers take advantage of these rapidly growing markets.

AGRICULTURAL TELECOMMUNICATIONS PROGRAM

Question. What programs were developed in 1992 and 1993 and in

what amount?

Answer. Programs developed in 1 992 and 1 993, and the amount of

funding for each is as follows:

Child Care Provider Training for the 90's and Beyond: $50,000;

University of Idaho, in cooperation with the University of Nebraska.

Description: Satellite-delivered seminar for child care providers and

trainers of same.

Agricultural Biotechnology: A Case Study in Public Policy

Development: $33,140. Purdue University, in partnership with University

of Wisconsin and in cooperation with Oregon State University, Michigan
State University and Cornell University. Description: Satellite-delivered

program designed to increase understanding of and capability to deal

with the public policy and socioeconomic issues surrounding the use of

agricultural biotechnology.

Status and Potential of Aquaculture: $21,820; Purdue University

and Auburn University, in cooperation with University of Illinois, Ohio

State University, Michigan State University, University of Minnesota,

Southern Illinois University and Iowa State University. Description:
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Satellite-delivered program featuring production techniques, production

and marketing aspects and fee-fishing operations.

Mental Health Components In Rural Health Delivery Systems:

$43,000; Iowa State University, in cooperation with Kansas State

University, University of Missouri, University of Nebraska, Oklahoma

State University. Description: Delivery of three satellite-delivered

programs to Extension staff and mental health professionals and

policy-makers to help them make the best use of public and private

resources to

assist clients.

Gee Whiz In Agriculture: $15,000; University of Kentucky, in

cooperation with Kentucky State University, the Kentucky Educational

Television Network and the Kentucky Department of Education.

Description: Delivery via Kentucky Education Television of a 15 program
series designed to introduce elementary school children to agricultural

sciences.

Equine Science Telecourse/Extension Modules: $46,51 1
; University

of Kentucky, in cooperation with Texas A & M University and Colorado

State University, American Association of Equine Practitioners, Kentucky

Equine Research. Description: Satellite-delivered, upper-level course in

Equine Science. Modular subject units can be used by Extension.

Water Quality and Our Forests: $33,850; University of Maine, in

cooperation with U.S. Forest Service; Northeast Forest Experiment
Station; USDA Forest Service; Intermountain Research Station, Idaho;

Clemson University; Baruch Forest Science institute; Oregon State

University; EPA, Atlanta. Description: Satellite-delivered program

designed to increase public and professional awareness of how forests

affect our water quality, plus a half-hour documentary will be produced
for public television using material from the videoconference.

Economic and Environmental Aspects of Animal Waste

Management: $28,800; University of Minnesota, in cooperation with the

Soil Conservation Service. Description: Satellite-delivered program

designed to introduce participants to Manure Application Planner

software.

Implementation of Global Entrepreneurial Training for Youth

(GETY) Project: $45,000; University of Missouri, in cooperation with

Northwest Missouri State University; Quality Productivity Institute;

Phoenix Institute for Global Entrepreneurship; Utah State University;

Virginia Tech University; University of Arkansas; Texas A & M University;

University of Manitoba, Canada; Kamchatka Young Manager's School;

Republic of Russia; and Yamato Higashi Elementary School, Japan.

Description: Portions of this project will be jointly funded by the

International Marketing Initiative, including: teacher's institute, youth
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training, community implementation of Global Entrepreneurship using
Information Technologies (GEIT Way.) Ag Telecommunications Funding
will be used to get the project up on internet.

The Power of Partnerships: Developing and Implementing
Strategies for Rural Development: $24,000; University of Missouri in

cooperation with the National Rural Economic Developers Association.

Description: Training program for staff of rural electric and telephone

cooperatives on methods of building partnerships for rural communities

and economic development.

Rural Health: Successfully Meeting the Challenge: $20,000;

University of Missouri, in cooperation with Missouri Department of Health,

U.S. Public Health Service, Missouri Area Health Education Center,

Missouri Hospital Association, Missouri State Medical association.

Description: Satellite-delivered program highlighting significant airal

health issues and showcasing successful programs.

Great Beginnings: Nutrition Education Series for Pregnant Teens
and Teen Parents: $24,925; University of New Hampshire, in

cooperation with University of Vermont and the New England Extension

Consortium. Description: Six-lesson nutrition education curriculum for

pregnant teens and teens parents.

Know Your Market First - Marketing Training for Small-Scale

Farmers: $12,000; North Carolina A & T University, in cooperation with

all 1890 land-grant universities, and the University of Fort Hare, Alice,

South Africa. Description: Satellite-delivered program designed to teach

small-scale farmers marketing strategies to increase profits.

Extension's Role in Agriculture and Natural Resources Policy
Conflicts: $55,810; North Carolina State University, in cooperation with

the Orange County Dispute Settlement Center. Description:

Satellite-delivered program designed to increase awareness and

understanding of conflict management styles and methods for resolving

public policy conflicts in ag and natural resources.

Ohio Beef Quality Assurance: $11,647; Ohio State University, in

cooperation with the Cattlemen's Associations of Ohio, Indiana and West

Virginia. Description: Satellite-delivered program designed to introduce

producers to the Beef Quality Assurance program of the National

Cattlemen's Association.

Introduction To Beekeeping: $31,884; The Ohio State University.

Description: Satellite-delivered course for college credit, with secondary
use of modules by Extension.

The Miracle at Bridge Creek: A Teleconference on How to Build a

Natural Resource Coalition: $31,740; Oregon State University.
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Description: Satellite-delivered program designed to motivate participants

toward receiving and valuing alternative methods of natural resource

coalition building.

Public Issues Education: $63,522; University of Wisconsin.

Description: Satellite-delivered program designed to expand the capacity
of Cooperative Extension faculty and staff to conduct appropriate issues

education.

Raising Responsible Teens: $42,239; University of Wisconsin, in

cooperation with University of Wisconsin Hospitals and Clinics, University

Hospital Consortium, SERC, Wisconsin Department of Public Instruction.

Description: Three satellite-delivered parenting education programs. The

first designed for youth serving professionals; the second for parents of

early adolescents; and the third for parents and early adolescents to

participate in together.

Waste Management: $18,336; University of Wisconsin, in cooperation
with University of Wisconsin Solid and Hazardous Waste Center;

University of Florida; University of Nebraska; Cornell University.

Description: Three satellite-delivered programs designed to provide

Extension, public school teachers and state and federal agency staff with

a basic understanding of waste issues and options. Communities will

discuss implementation of integrated waste management systems.

International Agribusiness IMarlteting in a Transitional

Environment: $75,000;
Consortium of universities including: Oregon State University, University
of Kentucky; Dawson Community College; American Graduate School of

Management; Mississippi State University; Texas A & M University;

Oklahoma Stat? University; Iowa State University.

Information on Six Previously Funded Courses:

Methods of Teaching Agriculture: $22,889; Ohio State University

Introductory Food Science: $20,496; Pennsylvania State University

Agricultural Ethics: $11,550; Texas A&M University

Municipal Solid Waste Management: $44,908; Clemson University

Cereal Science: $21,275; Kansas State University

Agricultural Marketing and Entrepreneurship: $62,425; University of

Nebraska
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AG*SAT

Question. Are you working with the Rural Electrification Administration

and with the Agricultural Satellite Corporation and the Satellite Education

Resources Consortium to expand the use of this technology in rural

America?

Answer. ES-USDA is cooperating with the Rural Electrification

Administration (REA) to disseminate Information about Distance

Learning/Medlink Funding. State Extension Directors are coordinating
state review panels for recommendations to the administrator of REA for

funding consideration.

ES-USDA also made information needed to complete proposals
available to state land grant universities for distribution to propective

bidders in rural comminities electronically on ES-USDA's almanac
information server.

Extension staff are working with the Executive Director of the Satellite

Education Resource Consortium (SERC) and are maintaining regular
communication and encouraging AG*SAT institutions to work

cooperatively to develop programming focused on rural youth and K-12

students.

An example is the "Gee Whiz in Agriculture" prototype produced by
the University of Kentucky. SERC and Kentucky staff are holding joint

discussions. AG*SAT's Executive Director has met with both REA and

SERC Executive Directors.

AG*SAT has developed a marketing plan designed to make the

organization a full service distance education organization. AG SAT is

using internet to disseminate information about upcoming programs.

Question. What nonfederal funds are being used to develop and

utilize this technology?

Answer. States have formed partnerships with agribusiness;

professional associations; state and local government; and local, state

and national foundations.

These organizations are expected to provide partial funding support as

AG*SAT programming evolves. For example, the international marketing

project involves 14 international corporations and grower cooperatives in

the planning and development of courses. The project "Rural Health"

involved significant contributions from the US Public Health Service and
several Missouri state health agencies. The proposals must show a 50%
state funding match and are expected to also include private sector

funding support.
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EXTENSION TRAINING FOR SUSTAINABLE AG

Question. Three million dollars is proposed for the National Extension

Training Program in sustainable agriculture. How does Extension plan to

utilize these funds?

Answer. Our proposal is to address agricultural community needs for

new technologies and production methods efficiently integrated into

existing production systems. These funds provide for the development
and delivery of Cooperative Extension educational programs necessary
to achieve the objectives of this Sustainable Agriculture Initiative. Funds

would be used to:

Establish demonstration projects to illustrate how technologies,

practices, and production sub-systems can be integrated into

existing systems.

Improve current decision support systems such as GOSSYM-
COMAX and PLANETOR.

o Develop new tools and approaches to improve decisionmaking
and access to research-based information and education.

Question. Would it be more effective to establish a small number of

National Centers rather than dividing the funds among all 50 states?

Answer. We plan to involve a range of expertise to provide support to

producers in implementing sustainable systems. It is our intent to focus

resources on the projects which demonstrate the highest potential for

success. We do not plan to establish National Centers with the

proposed funds.

Question. Does Extension plan to establish the training program in

conjunction with other organizations that already have experience in

sustainable ag?

Answer. Extension will seek to involve Universities and non-profit

private organizations having demonstrated knowledge and expertise in

sustainable agriculture. However, it should be noted that within the

Cooperative Extension System about 625 full time equivalents are

addressing Sustainable Agriculture issues and delivering programs. We
estimate approximately one-third of these resources support training.
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QUESTION SUBMITTED BY SENATOR KOHL

Question. In response to my question about the Sustainable

Agriculture Technology Transfer and Development program, you stated

that $15 million was already being spent by the Extension Service for

training personnel in sustainable agriculture systems. For the record,
could you please submit in writing your documentation of those

expenditures. Also, I would also be Interested to know whether that $15
million in training conforms to the training program authorized in Chapter
3 of Subtitle B of Title 16.

Answer. The $15 million, referenced in my testimony, reflects

redirected dollars by State Extension Services trying to implement a
sustainable agriculture program. States submit a Plan of Work for the

Sustainable Agriculture Initiative. These Plans of Work indicate the

number of dollars to be spent in support of this initiative, they also

indicate the number of full time equivalent employees, both professional
and paraprofessional, which will be working in this area. At this time an
evaluation of these plans is in process to determine if they conform to

the Chapter 3 requirements. It is most likely that the majority do
conform.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

Question. What is being done to maximize the benefits of our many
research efforts to the agricultural community through education

programs carried out by the Extension Service?

Answer. The Cooperative Extension System coordinates its

dissemination of research results and educational programs around

program topics and issues. This coordination occurs from Federal to

State to local levels and includes the various organization of the

agricultural community. These two factors of focusing on issues of

concern to the American public and interaction at all levels of

organization and program delivery brings the cumulative impact of the
realized resources to bear on the need, minimizes duplication of effort,

and supports the maximization of program benefits to our clientele.

Constraint review and evaluation of programs at the State and local

level, as well as by ES-USDA, is also utilized to maximize the benefits of

Extension programs.

Question. I understand we are making significant progress in our
kenaf research and product development efforts. In fact, I note that the
Extension Service plans a program to educate agricultural professionals
on the commercial uses of kenaf. Would you please update us on the
results of our research efforts to date and tell us what funding is included
in the fiscal year 1994 request to further the development of new
alternatives for utilization of kenaf?



570

Answer. Currently, the Cooperative State Research Service and the

Alternative Agricultural Research and Commercialization Center received

funds for the kenaf research. These projects included (1) Recycled

Fibers Newsprint Project Development
-- the project proposes to

construct and operate a small newsprint mill in a rural community, using

kenaf and recycled newspaper; (2) Stmctural Panels from Kenaf Fibers -

the aim of this endeavor is to evaluate the use of kenaf fibers as a raw

material in the construction of structural panels stage and theater sets

and convention displays, as well as their use in office dividers and

furniture; and (3) Integrated Kenaf, Broiler Manure and Beef Production

System -- this project promote the use of a waste, broiler chicken

manure, as an inexpensive source of feed and pasture fertilizer for beef

production in the Delmarva Peninsula. Additionally, Extension Service

does have a request for support for educating producers on the "how to"

of kenaf production. Education of producers as to marketing and on

farm use will also take place.

Question. What plans, if any, does the Extension Service have to

utilize distance learning capabilities to augment the delivery of health

care and other educational services to our rural communities?

Answer. The Extension Service has a number of efforts under way
that utilize its distance learning capabilities to augment the delivery of

health education, health care, and other educational services to rural

communities. These include: (1) The Cooperative Extension System Is

participating with the Rural Electrification Administration in the application

approval process for that agency's MedLink and EdLink rural

telecommunications grant program. Extension is also active in informing

rural communities of the opportunity to participate in this program and in

assisting communities in the grant application process; (2) Extension is

partnering with the National Association of Counties in conducting a

nationwide videoconference on the role of counties in national health

reform.

This includes an emphasis on the impacts of national health reform on

rural counties; (3) continue to develop distance learning classrooms to

extend the instructional capacities of the Mississippi Rural Health Corps
demonstration program in providing instmction for two-year RNs, LPNs,
and other allied health professionals in rural Mississippi; (4) Extension in

North Dakota will continue to demonstrate the capabilities of the North

Dakota Interactive Video Network for delivering baccalaureate level

course work in nursing, laboratory technician, and social work to eleven

remote sites; (5) Extension Service is conducting a nationwide education

program for lay persons on national health reform, and is proposing to

conduct three nationwide videoconferences on this issue as the

legislative process unfolds; and (6) A long-term component of

Extension's Decisions For Health National Extension Initiative will be the

development of community health networks via its telecommunications

networking capabilities.
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The Cooperative Extension System currently has in place a

comprehensive Distance Education capability augmenting the delivery of

health care and other education services to rural communities. An

example is the ES participation in the Mississippi Rural Health Care

Project, a joint effort to combat the rural health care crisis. The
Extension System is pleased to be a part of this collaborative approach

involving the expertise of 15 community colleges, the Extension Service,

the Mississippi Health Department, and six private partners addressing a

most critical need: the need to empower rural communities to implement
health care strategies and procedures. The distance education

component allows the linkage of partners to MSU through the INTERNET

computer system, and potential educational program delivery through an

Interactive television network approach.

Distance education efforts In related health care Issues (e.g.

"prevention") include national interactive video teleconference

opportunities such as the recent teleconference on Food Labeling

targeting hospital dieticians, food service individuals, county extension

personnel, and other interested individuals. And, by spearheading the

National Decisions for Health Initiative, ES will provide opportunities to

promote healthy lifestyles, Improve access to affordable health care, and

expand the ability of communities to strengthen their health and health-

related infrastructure. These efforts support the Clinton administration

emphasis on empowerment by rural communities in the area of health

care.

Question. The fiscal year 1994 request proposes to eliminate the

$1,750 million currently earmarked for Indian Reservation Extension

Education. What is the justification for this proposal? This program has

been essential in removing barriers to Indian participation in national farm

programs. It is authorized In the 1990 Farm Bill and the continuation of

Extension programs on reservations Is the highest agricultural priority of

Native Americans.

Answer. This program was developed with prior earmarked funds.

Funding from basic formula programs. State and local governments and

private sources could be used to continue high priority aspects of these

programs.

Question. Could you please tell us how the Extension Service Is

coordinating its nutrition education programs targeted to families enrolled

in the WIC program with USDA's Food and Nutrition Service and what

the initial results have been from the projects receiving first-year funding?

Answer. In the conduct of the Cooperative Extension System's (CES)
nutrition education programs, we have collaborated with other agencies
and organizations, one of which Is the Supplemental Food Program for

Women, Infants and Children (WIC). Over the past 5 years,

approximately 40-45 percent of the total CES Expanded Food and
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Nutrition Education Program (EFNEP) clientele also received WIC
benefits. The range of the cooperation has varied from cross-referral

systems, conduct of classes at WIC clinics, and shared training sessions.

This past experience has provided a base in working together, but has

also identified areas where improvements could take place.

For Fiscal Year 1993, there is new funding for an ES/WIC Nutrition

Education Initiative. The goals of this Initiative are: to increase

interagency collaboration; to improve knowledge and behavior in areas

such as food selection, purchasing, storage, safety, and preparation; and

to improve breastfeeding and dietary behaviors. To implement this

Initiative, ES is providing funds to States in two ways. All States and

territories are eligible to receive $30,000 based on an approved Plan of

Work (POW). States are providing matching resources for this Initiative

from non-Federal sources. Thus far. Plans from 53 States and territories

have been reviewed and are in the approval process. One of the primary

purposes for these fundings is to increase the interagency collaboration

between CES and WIC. Through the process of jointly developing the

POW, the local staff worked together to identify the needs of clients and

to develop strategies for working together to meet these needs.

In addition, there were opportunities to submit competitive proposals
for projects up to $100,000. Over 30 responses have been received for

this effort. These larger projects identified more innovative approaches
to delivering the intensive nutrition education, and encouraged working
with other community-based organizations that are also addressing
maternal and infant health needs, such as the DHHS Healthy Start

Program, the Plight of Young Children Initiative, Weed and Seed, and

Healthy Children Ready to Learn.

For both funding streams, the Plans and proposals were jointly

developed between ES and WIC State or local staff. This joint planning
included the identification of the target audience, focus of the nutrition

education, training to be conducted and evaluation methodology. There

is a high level of excitement about the new opportunities for collaboration

that this Initiative provides.

We are currently undergoing an extensive review and evaluation

process to select the most promising projects. This is being done with

the joint efforts of ES and Food and Nutrition Service staff.
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QUESTION SUBMITTED BY SENATOR SPECTER

SUSTAINABLE AGRICULTURE

Question. Mr. Plowman, the Administration's budget
recommendations for fiscal year 1994 has suggested $3 million for

Sustainable Agriculture through the Extension Service. As you know, the

Food, Agriculture, Conservation and Trade Act of 1990 authorized two
Extension Service Sustainable Agriculture chapters, each at $20 million

per year under Title XVI, Subtitle B.

Considering the Department's budget request for Sustainable

Agriculture is unclear between which of the two chapters in the Farm Bill

will receive funds, how do you propose the Extension Service utilize

these funds if appropriated? If only one of the two chapters are to

receive funds, please explain your rationale. Under the President's

request, will these two chapters be administered on a regional level

through the same Sustainable Agriculture Regional Administrative

Councils as chapter 1 has been administered?

Answer. The agricultural community needs new technologies and

production methods efficiently integrated into existing production

systems. The proposed funds would provide for the development and

delivery of Cooperative Extension educational programs necessary to

achieve the objectives of the Sustainable Agriculture Initiative. Funds
would be used to:

o Establish demonstration projects to illustrate how technologies,

practices, and production sub-systems can be integrated into

existing systems.

Improve current decision support systems such as GOSSYM-
COMAX and PLANETOR.

o Develop new tools and approaches to improve decisionmaking
and access to research-based information and education.

QUESTIONS SUBMITTED BY SENATOR HATFIELD

REGIONAL RURAL DEVELOPMENT CENTERS

Question. Dr. Johnsrud, as you know, the four Regional Rural

Development Centers were reviewed by the Extension Service and
CSRS in 1991. Briefly, what were the recommendations of the Review
panel and what did they say about the effectiveness of the Regional
Centers?
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Answer. The Review panel made 12 recommendations, generally
focused on five major themes: (1) The Regional Rural Development
Centers (RRDCs) should increase their strategic planning efforts, in

concert with regional needs and resources-time, finances and expertise-

-as determined by their respective Boards of Directors and, secondarily,
in concert with national needs and resources. The Boards should reflect

a broader set of rural issues than currently. (2) The RRDCs should

seek ways to increase the scope and utility of their products through
wider and more innovative dissemination procedures to broader

audiences. (3) The programming efforts of the RRDCs should be

tailored to regional needs and secondarily to national needs. (4) The
USDA (especially CSRS and ES), should forcefully seek additional

funding for the Centers. (5) USDA should establish a regular review

pattern for the RRDCs.

Max Lennon, President of Clemson University and Review panel

chairman, said "Overwhelming evidence was presented that supports the

value of the RRDCs. In each case, the panel was impressed with a long

list of major successes especially when compared to the rather limited

funding that has been available to the centers..."

Question. Are you still pleased with the productivity of the Centers

and are they contributing to the Extension Service's priority issues of

rural people and communities?

Answer. Yes, we believe the Centers to be very cost-effective,

productive components of the Extension System. We are pleased with

their contributions to our National Initiatives on Communities in Economic

Transition, Decisions for Health and Waste Management.

Question. Since the 1991 Review, a new initiative on "Communities in

Economic Transition" has been developed. Does the work of the

Regional Centers contribute to Extension's ability to address this new
thrust?

Answer. Many small communities, as well as the core of many urban

centers, face an impending economic transition due to deteriorating

infrastructure, declining numbers of jobs, and reduced earning capacity

of the families who live within these areas. The Cooperative Extension

System has undertaken a major national effort to assist communities as

they strive to diversity local economies and adapt to the newly emerging
global marketplace. This effort is identified as the "Communities in

Economic Transition" National Initiative.

The Regional Rural Development Centers are an integral part of the

implementation of the National Initiative. The Centers will facilitate most
of the training to prepare the Extension System to move forward with

implementation of the Initiative. They may also serve as a staging arena
to implement a series of regional "Expert Teams" to support community-
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based economic development activities. In furthering the development
and refinement of development strategies, tools, educational workshops,
and other support resources, the RRDCs may provide support for

national design teams charged with oversight of this effort. These design
teams are charged with identifying "best" practices currently in use and

carrying their application to higher levels of efficiency and impact.



576

ALTERNATIVE AGRICULTURAL RESEARCH AND
COMMERCIALIZATION CENTER

QUESTIONS SUBMITTED BY SENATOR BUMPERS

ALTERNATIVE AGRICULTURAL RESEARCH AND COMMERCIALIZATION

Question. How many additional centers will you set up if
the 1994 budget request is provided?

Answer. Authorizing legislation allows for the
establishment of up to six regional centers. It is anticipated
the Board will decide the locations of the first two regional
centers at their May 19, 1993 Board meeting. After evaluation of
the first two regional centers, the need for additional regional
centers will be determined.

Question. Please provide a list of the members of the AARC
board.

Answer. The AARC Center Board was appointed by Secretary
Madigan on March 6, 1992. The nine Board members, by category
prescribed in the authorizing legislation, are:

Mr. Hark Dungan
USOA representative. Office of the Secretary, Washington,
DC —now vacant awaiting appointment by Secretary Espy.

Dr. Roger Porter

Leading scientist. University of Massachusetts, Material

Scientist, Amherst, Massachusetts.

Mr. Lee Reeve
Producer and processor of agricultural materials. Reeve
Cattle and Energy Company, Garden City, Kansas.

Mr. Philip Gross

Engaged in commercialization of starch polymers from

agricultural materials. President of Novon Products, Morris

Plains, New Jersey.

Mr. John Fujil

Engaged in commercialization of forestry products. Director
of Manufacturing Technology, James River Corporation, Camas,

Washington --retired in November 1992.

Dr. Ralph Hardy
Nominated by the National Science Foundation. President of

Boyce Thompson Institute, Ithaca, New York.

Dr. Jerry Caulder
Nominated by the National Science Foundation. President of

Mycogen Corporation, San Diego, California.

Mr. Martin Andreas
Nominated by the Department of Commerce. Senior Vice

President, Archer Daniels Midland, Decatur, Illinois.
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Mr. Del win Schneider
Nominated by the Department of Commerce. President and CEO
of CILCORP Ventures, Peoria, Illinois.

Question. How many meetings has the board had?

Answer. The Board has met five times and a meeting is

scheduled for May 18 and 19 in Washington, DC. Regular Board

meetings were as follows: April 13 and 14, 1992 in Washington,
DC; July 7 and 8, 1992 in Chicago, Illinois; September 15 and 16,
1992 in Denver, Colorado; December 13 through 15, 1992 in Chicago,
Illinois; and March 2 and 3, 1992 in San Diego, California. Two

special Board meetings were held in conjunction with public
hearings conducted by AARC in Cedar Rapids, Iowa on May 12, 1992
and in Bloomington, Minnesota on June 16, 1992.

Question. How much money do you expect to spend in 1993 and
1994 for compensation of the board as defined in the
authorization?

Answer. Under provisions of the law, the compensation of
the Board members may not exceed the daily equivalent of the
annual rate for grade GS-18 of the General Schedule. Currently,
Board members are being compensated at a rate of $415 per day. We
estimate approximately $80,000 will be spent on compensation for
the Board in fiscal years 1993 and a like amount in 1994.

SUBCOMMITTEE RECESS

Senator Bumpers. This concludes our hearing for today. Our
next hearing will be held Tuesday, March 18, in this same room
at 10 a.m. The subcommittee will receive testimony from the Com-
modity Futures Trading Commission, the Food and Drug Adminis-
tration, and the Farm Credit Administration.
The subcommittee stands in recess.

[Whereupon, at 12:25 p.m., Tuesday, May 11, the subcommittee
was recessed, to reconvene at 10:03 a.m., Tuesday, May 18.]





AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1994

TUESDAY, MAY 18, 1993

U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.
The subcommittee met at 10:03 a.m., in room SD-138, Dirksen

Senate Office Building, Hon. Dale Bumpers (chairman) presiding.
Present: Senators Bumpers, Kohl, Cochran, Specter, Bond, and

Gorton.

COMMODITY FUTURES TRADING COMMISSION

STATEMENT OF WILLIAM P. ALBRECHT, ACTING CHAIRMAN
ACCOMPANIED BY:

EWEN WILSON, EXECUTIVE DIRECTOR
MADGE BOLINGER, BUDGET DIRECTOR

OPENING REMARKS

Senator Bumpers. Today we continue our hearings on the fiscal

year 1994 budget for Agriculture, Rural Development, and Related

Agencies.
We will review the budgets for the subcommittee's related agen-

cies: the Commodity Futures Trading Commission, the Food and
Drug Administration, and the Farm Credit Administration today.

This morning we will begin with the Commodity Futures Trading
Commission and hear from Mr. William Albrecht, the Acting Chair-
man. We do not get anything but acting any more. [Laughter.]

In summary, CFTC proposes an increase in its budget from
$47,300,000 for 1993, to $47,485,000, that is a $1,185,000 increase,
for 1994.
Mr. Albrecht, we have your statement. It will be made a part of

the record in full. I hope you will be able to summarize your state-

ment and any additional comments you would like to make. We are

very happy to hear from you. Thank you for coming.

STATEMENT OF WILLIAM P. ALBRECHT

Mr. Albrecht. Thank you, Mr. Chairman. With me today are
Ewen Wilson, our Executive Director, and Madge Bolinger, the

Budget Director for the CFTC.
Senator Bumpers. Mr. Albrecht, I want to set the record

straight. My subtraction is terrible. It is a $185,000 increase.

(579)
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Mr. Albrecht. Thank you. To begin with, I would just like to

provide a little background on the role of the CFTC in the market-

place. As you know, the CFTC is responsible for ensuring the integ-

rity of the futures and options market, protecting customers from

trading abuses and fraudulent practices, and monitoring the mar-
kets to protect and deter price distortion and market manipulation.
The Commission is also responsible for ensuring that the firms

which operate in the marketplace comply with the Commission's fi-

nancial regulations, including its net capital and segregation rules.

The importance of the futures and options markets is clearly
demonstrated by their growth from 170 million contracts traded in

1985, to over 350 million last year.
The commodity futures and options markets have become an in-

tegral part of the complex global economy we live in today. Physical
threats, such as the Chicago flood and the bombing at the World
Trade Center, are dramatic reminders of the importance of these
markets.
The integrity of the markets themselves is no less important to

their continued survival than their freedom from floods and bombs.
If the integrity of any of these markets is compromised, the partici-

pants in the markets wiH turn elsewhere, and the markets will

wither.

Congress demonstrated its understanding of this by putting
tough new regulatory standards into the Futures Trading Practices
Act of 1992. The Commission is now in the process of implementing
that new statute and its new standards.

Congress also recognized that the financial world is changing
rapidly, and it has become more competitive internationally. The
1992 act gave the Commission authority to exempt certain deriva-
tive instruments, and encouraged the Commission to act promptly
to consider exemptions from the Commodity Exchange Act for

swaps, hybrids, and forwards.
The Commission has responded by acting on each of these mat-

ters. This legislation can provide the much needed element of legal

certainty to a fast-growing area of financial products. If properly
implemented, it will keep business from seeMng alternative mar-
kets overseas, and help preserve the preeminence of the U.S. finan-
cial markets.

FISCAL YEAR 1994 BUDGET REQUEST

The President's fiscal year 1994 request for the CFTC is $47,485
million, with a staff ceiling of 554. The amount of the request is

just slightly higher than the amount that was appropriated for

each of the past 2 years, which was $47.3 million.

This is about $12.5 million less than Congress authorized last

fall for the CFTC to carry out its increasing responsibilities. The
staff ceiling of 554 is about 12 FTE's below the number currently
on board, and is about 40 FTE's below the level we had reached
in fiscal year 1992.
But even this ceiling of 554 is somewhat misleading, since we

project that the proposed budget will support only 521 FTE's with
the level of support services necessary for efficient and effective op-
eration.
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The proposed budget amount, after adjustment to account for in-

flation and other cost increases, represents a cut for the second

straight year.

IMPACT OF REDUCTIONS

As a result, the CFTC has instituted a hiring freeze, cut into es-

sential services, deferred an upgrade of the Commission's main-
frame computer, cut travel and training by 20 percent, cut back on

employee awards, cut back on automated legal research, curtailed

overtime, and reduced the amount of subscriptions to periodicals
and journals, among other things.
At this stage, it is difficult to estimate the impact on our effec-

tiveness, but my written statement provides some idea of how the

Commission is dealing with these cuts, by explaining how they
have been allocated among our various divisions.

We also intend to conduct a strategic review to determine how
to restructure the Commission's programs in a manner that will re-

sult in long-term cost savings, while fulfilling the agency's regu-

latory mandate.
We are reviewing our regulatory programs to determine which

can be shifted, in whole or part, to self-regulatory organizations.
We also continue to review our regulatory programs and adminis-
trative activities to determine whether they can be restructured to

result in long-term cost savings.
One area we are reviewing is the Reparations Program, to find

ways to make it less costly. As appropriate, rules will be developed
to effectuate cost savings where possible. We will attempt to

achieve further personnel savings through even greater reliance on

technology.
In conclusion then, we will do the best we can to fulfill our statu-

tory mandate by further belt tightening, and reallocating resources
and responsibilities. We will do the best we can to accomplish this

without significantly impairing our overall effectiveness. We will do
the best we can within these budgetary constraints.

Thank you, Mr. Chairman. My staff and I will be pleased to an-
swer any questions.

PREPARED STATEMENT

Senator Bumpers. Thank you very much, Mr. Albrecht. We have
your complete statement and it will be made part of the record.

[The statement follows:]

Statement of William P. Albrecht

Mr. Chairman and Members of the Subcommittee: I appreciate the opportunity
to discuss with you the Commission's fiscal year 1994 budget request. Accompanying
me today are Ewen Wilson, Executive Director, and Madge Bolinger, Budget Direc-
tor for the CFTC.

budget request

The President's fiscal year 1994 request for the CFTC is $47,485,000, with a staff

ceiling of 554. The amount of the request is just slightly higher than the amount
that was appropriated for the past two years, which was $47.3 million. However,
it is about $12.5 million less tJian Congress authorized last fall for the CFTC to

carry out its increasing responsibilities. The staff ceiling of 554 is about 12 FTEs
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below the number currently on board. However, it is about 40 FTEs below the level

we had reached in fiscal year 1992.
The proposed budget amount, after adjustment to account for inflation and other

cost increases, represents a cut for the second straight year. This means that the
Commission's programs have been under financial pressure for over a year. The
CFTC's budget is largely personnel driven. As such, this budget will necessarily af-

fect the agency's core resource—its personnel. We project that the proposed budget
will support 521 FTEs at a level of support services necessary for efficient and effec-

tive operation.

ROLE OF THE COMMISSION

As background, I will summarize the role of the Commission in the marketplace.
As you know, Mr. Chairman, the CFTC is responsible for ensuring the integrity of
the futures and options markets, protecting customers from trading abuses and
fraudulent practices, and monitoring the markets to detect and deter

price
distor-

tions and market manipulations. The Commission is also responsible tor ensuring
that the firms which operate in the marketplace comply with the Commission's fi-

nancial regulations, including its net capital and segregation rules. The overedl fi-

nancial health of the firms is important to the viabihty of the clearance and settle-

ment system and the prevention of default and systemic failure. The importance of
futures and options markets is clearly demonstrated by their growth fi-om 170 mil-

lion contracts traded in fiscal year 1985 to over 350 nullion contracts in fiscal year
1992. The extent to which these markets are used as a

price discovery mechanism
and an important financial risk shifting tool is clearly demonstrated by these fig-
ures.

The commodity futures and options markets have become an integral part of the

complex global economy we live m today. Physical threats, such as the Chicago flood

and the bombing at the World Trade Center, are dramatic reminders of the impor-
tance of these markets. A broker in New York described it

aptly
when he said that

operating without the benefit of futures markets "would be like trying to drive with

your windshield covered by ice or snow."
The integrity of the markets themselves is no less important to their continued

survival than their fi-eedom fi"om floods and bombs. If the integrity of any of these
markets is compromised, the participants in the markets will turn elsewhere, and
the markets will wither. I know that Congress understands this. Following the well-

publicized "sting" operation in the Chicago markets a few years ago, you and your
colleagues on Capitol Hill proposed tough new regulatory standards including provi-
sions to strengthen exchange audit traus, to prohibit exchange and NFA employees
and officials from misusing non-public information, to restrict dual trading in cer-

tain instances, to avoid conflicts-of-interest for exchange boards and committees,
and to assess the risks to which FCMs are exposed by meir affiliates. Those stand-
ards were enacted in the Futures Trading Practices Act of 1992, signed into law last

October. The Commission is now in the process of implementing that new statute.

Congress also recognized that the financial world is changing rapidly and has be-

come more competitive internationally. The 1992 Act gave the Commission author-

ity to exempt certain derivative instruments and encouraged the Commission to act

Promptly
to consider exemptions from the Commodity Exchange Act for swaps, hy-

rids and forwards. The Commission has responded by acting on each of these mat-
ters. This legislation, which provides the much needed element of greater legal cer-

tainty to a last-growing at^a of financial products, will keep business from seeking
alternative markets overseas and help preserve the preeminence of the U.S. finan-
cial markets.

EFFECTS OF REDUCED FUNDING

As I have stated, the Commission's budget was fi-ozen last year. Since that time,
the CFTC has instituted a hiring freeze, cut into essential services (including defer-

ring an upgrade of the Commission's mednframe computer), cut travel and ta"ainine

by 20 percent, cut back on employee awards and automated legal research, curtailed

overtime, and reduced the number of subscriptions to periodicals and journals,
among other things. The Commission will continue to employ such cost savings
measures.
The Commission expects that the reduced funding, in varying degrees, will affect

all of its programs. Some programs have already been impacted dv past cuts. At this

stage, it 18 difficult to estimate the impact on our effectiveness, but I would like to

P've
you some idea of how the Commission is dealing with these cuts. In particular,

would like to discuss how we have decided to allocate these cuts among our divi-

sions.
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Enforcement.—Our programs include a strong enforcement program which has

successfully concluded many cases against individuals, firms and members of ex-

changes. Under the proposed budget, this program will have a fiscal year 1994 PTE
ceiling of 140. This represents a reduction of 12 fi"om this year's ceiling of 152, and
a reduction of 17 from the actual staff-year usage of 157 in fiscal year 1992.

Economic Analysis.
—Our programs include a vigorous and imaginative surveil-

lance and economic research program, which continually monitors the markets,
evaluates the Commission's regulatory approach and suggests improvements. Under
the proposed budget, this program will have a fiscal year 1994 FTE ceiling of 90.

This represents a reduction of 8 fix)m this year's ceiling of 98, and a reduction of
15 from the actual staff-year usage of 105 in fiscal year 1992.

Financial and Intermediary Affair.
—Our programs include a Financial and

Intermediary Affairs program that protects customer fiinds, develops requirements
for commodity professionals, administers the managed funds and registration pro-

grams, and oversees the self-regulatory organizations' financial and sales practice

compliance audit programs. Under the proposed budget, this program will have a
fiscal year 1994 FTE ceiling of 66. This represents a reduction of 3 from this year's

ceiling of 69, and a reduction of 6 fi-om the actual staff-year usage of 72 in fiscal

year 1992.

Market Review and Development.—Our programs include a Market Review and

Development program which oversees the integrity, fairness and competitiveness of
the markets and the trading thereon, reviews contract markets' rules, and assesses
the adequacy of exchange compliance programs. Under the proposed budget, this

program will have a fiscal year 1994 FTE ceiling of 56. This represents a reduction
of 3 from this year's ceiling of 59, and a reduction of 5 from the actual staff-year

usage of 61 in fiscal year 1992.
I would note for the record that the Financial and Intermediary Affairs and Mar-

ket Review and Development programs are currently administered by the Commis-
sion's Division of Trading and Markets. Last year, the Commission approved a pro-

posal to reorganize the Division of Trading and Markets into the two new divisions

described above.

Agency Direction, Administrative Management and Support, Legal Counsel and
Proceedings.

—Under the proposed budget, these programs will have a fiscal year
1994 FTE ceiling of 169. This represents a reduction of 15 fi"om this year's ceUing
of 184, and a reduction of 28 from the actual staff-year usage of 197 in fiscal year
1992.
For the information of the Committee members, I have attached to this testimony

an appendix that simimarizes some of the highlights of our programs for fisctil year
1992. As is evident from the Appendix, the Commission accomplished a lot in fiscal

year 1992 and has much to be proud of
While the Commission realizes that all of its programs will be affected by these

budgetary constraints, it also intends to conduct a strategic review to determine how
it can restructure its programs in a manner that will result in long-term cost sav-

ings while fulfilling the agency's regulatory mission. Specifically, tiie CFTC is re-

viewing its regulatory programs to determine which can be shifted, in whole or in

part, to self-regulatory organizations, and therefore, produce long-term savings to

the Commission. The National Futures Association may be able to assume addi-
tional responsibihties in the registration area and perhaps other areas. We also con-
tinue to review our regulatory programs and administrative activities to determine
whether they can be restructured to result in long-term cost savings. One area we
are reviewing is the reparations program to find ways to make it less costly to ad-
minister. As appropriate, rules will be developed to effectuate cost savings in areas
where possible. We will also attempt to achieve fiarther personnel savings through
even greater reliance on technology.

Consistent with our strategic planning and prioritization of programs, we will re-

deploy our resources. We expect to achieve this reduced staffing through normal at-

trition.

CONCLUSION

In conclusion, we hope to continue successfully fulfilling our statutory mandate
by further "tightening the belt" and reallocating resources and responsibilities.
Nonetheless, in real terms, our budget is being substantially reduced for the second
year in a row and the possibility exists that our overall effectiveness will be im-

paired. We believe that the CFTC has done a good job in dealing with its budgetary
constraints and we will continue to endeavor to do so.
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Mr. Chairman and members of the Committee, there are manychallenges facing
the CFTC today. I assiire you that the Commissioners and the CFTC staff are dedi-

cated to meeting these challenges.
Thank you Wc. Chairman. My staff and I would be pleased to answer any ques-

tions you and other committee members may have about the President's request.

APPENDIX

HiGHUGHTS OF CFTC PROGRAMS FOR FISCAL YEAR 1992

The Commission has been involved in a number of important activities during the

past year. The following summarizes some of the highhgnts of these activities.

Reauthorization.—^As discussed in the testimony, the Futures Trading Practices

Act of 1992 was signed into law last October and in compliance with this legislation
the Commission has already provided exemptive relief for swap transactions, hybrid
instruments and certain energy products. Also, final rules have been adopted in the
areas of registration of floor traders, ethics training for registrants, registration sus-

pension for registrants charged with felonies, and exchange emergencv actions.

Kulemakings concemingdual trading, oral orders and the registration of broker as-

sociations eire ongoing. The Act also requires the Commission to conduct a nimiber
of studies. The first oue is a study on derivatives which we are expected to forward
to Congress by October 28, 1993. Commission staff continues to work diUgently to

meet the deadlines imposed by the Act.

Futures and Option Contracts.—^Fiscal year 1992 was a banner year with a record

setting approval of futures and option contracts. Forty-two contracts were approved

during this
period.

Some of the contracts approved by the Commission are very in-

novative ana reflect the specialized hedging needs of market participants. For exam-

ple, futures contracts based on he£dtn and homeowners insxirance represent a

unique opportunity for the insurance industry to mantle the risk associated with

underwriting and claims on certain insurance
policies.

The approval of "clean air"

futures, based on the sulfur dioxide emission allowances outlined in the Clean Air

Act, represents a market-based solution to deal with an environmental problem.
Also, new stock-index futures contracts based on foreign indices provide institutional

investors with additional instruments to hedge their portfolios. We anticipate that
tiie futures exchanges will continue to submit innovative contract market designa-
tion applications such as these in the future.

Enforcement Activities.—^As a result of the Commission's investigation of trading
abuses at New York exchanges, the Commission has alleged that a total of 45 per-
sons and 6 firms engaged in violations relating to floor trading abuse. The alleged
violations include fraud, non-competitive execution of trades, bucketing of customer

orders, and failure to retain required trading records. By the end of fiscal year 1992,
15 individuals and all six firms had entered into settiements with the Commission.
In criminal actions arising from the Commission's joint law enforcement effort

with the U.S. Attomejr^s ofiBce in the Southern District of New York and the U.S.
Postal Inspection Service, five individuals were sentenced in fiscal year 1992 after

pleading guilty to various counts of conspiracy and commodities fraud. The sen-

tences included two to three years probation, community service and monetary fines.

The Commission actively assisted the U.S. Attorney's office with the underlying
criminal investigation in all five of these cases.

In fiscal year 1992 the Commission filed fifteen cases against firms and/or individ-

uals engaged in telemarketing fraud. The complaints aUeged that the firms, and/
or their salespersons, made mlse and deceptive statements and failed to disclose

material facts in connection with the solicitation and management of customer ac-

counts related to the offer and sale of futures and option conti'acts.

Outreach.—During fiscal year 1992 seminars on commodity fraud were held in

seven states for federal, state, local, and other law enforcement officials and the
media. Commission enforcement actions and the prosecution of fraudulent and high-
pressure commodity sales techniques were discussed. In past years CFTC enforce-

ment seminars were held on a regular basis to coordinate interagencryr cooperation
with commodity-related fraud. However, only one has been conducted thus far in fis-

cal year 1993 due to budget constraints. Also, two consumer investment fraud
roundtables dealing with affinity fraud—fraud targeted at specific minorities—were
held in California.

Opinions I Operation Backlog.—During fiscal year 1992 the Commission addressed
itself to clearing a backlog of pending matters, principally reparation appeals. A
very substantial amount of staff time was devoted to this "Operation Backlog" effort,

with some staff members who normally perform other tasM being temporarily as-
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signed to considering appeals. This highly successful initiative means that in the up-
coming fiscal year, appeals may be assigned to staff attorneys for analysis promptly
after being briefed.

International Activities.—^The Commission completed several international initia-

tives. For example, the CFTC and the French Commission des Operations de Bourse
formally exchanged letters implementing provisions of a 1990 Mutual Recognition
Memorandum of Understanding (MRMOU). As a result of the exchange of letters,
U.S. fiitiires commission merchants are permitted to market U.S. exchange-traded
products in France, and French futures merchants are permitted to market French
exchange-traded products in the U.S.
The Commission entered into Memoranda of Understanding (MOUs) for coopera-

tive enforcement assistance and for finfincial information sharing with the Ontario
Securities Commission and Quebec's Commission des Valeurs Mobilieres du Quebec.
Among other things the MOUs establish a framework for information sharing and
for providing enforcement assistance regarding investigations of fraud and manipu-
lation in the offer and sale of domestic and foreign futures and option products, and
illegal off-exchange futures and option products.
Screen-based Trading.—Trading began on Globex, the electronic trading system of

the Chicago Mercantile Exchange, the Chicago Board of Trade and Reuters PLC, on
June 25, 1992. Conceived in 1987, the after-hours trading system, with terminals
located in Chicago, New York, London, Hong Kong, Tokyo and Paris, began auto-
mated trading in fixtures and options after almost five years of planning. Globex's
afternoon and overnight trading is designed to allow European and Far Eastern
traders to buy and sell contracts in the U.S. markets during their normal business
hours. Also in the screen-based trading area, the Commission approved the plans
of the New York Mercantile Exchange to implement its automated ACCESS system
in December. Testing is currently in process on this system and the exchange ex-

pects the system to be operational sometime during the third quarter of fiscal year
1993.

Excellence 2000.—One of the m^or projects that Commission staff worked on dur-

ing fiscal year 1992 was a self-study to review and enhance the CFTC's regulatory
and managerial efficiency and effectiveness. This project, known as Excellence 2000,
was launched to reexamine Commission rules and regulations, and to improve the

efficiency of internal Commission processes.
As a part of Excellence 2000, the Commission also solicited coounents and sugges-

tions firom exchanges and the fiitures brokerage community on ways to simplify and
streamline regulation of the futures industry. Staff continues to review and imple-
ment many of the recommendations received, as well as those generated internally.

BACKGROUND OF COMMISSIONER ALBRECHT

Senator Bumpers. Mr. Albrecht, what were you doing before you
became a commissioner. I am just curious.
Mr. Albrecht. I was at the University of Iowa, as a professor

of economics, and associate dean of the business school.

Senator Bumpers. Are you appointed for a term?
Mr. Albrecht. Yes.
Senator Bumpers. What is the term?
Mr. Albrecht. The term expired sometime last month. My cur-

rent plan is to go back to the University of Iowa in the fall, so I

will stay at the Commission until replaced, or sometime in August.
Senator Bumpers. There are three commissioners, two are the

msgority party, and one
Mr. Albrecht. At the moment, there are two Republicans, and

I am the sole Democrat.
Senator Bumpers. Are the other two commissioners still on

board?
Mr. Albrecht. Yes; however, we are supposed to have five.

There are two vacancies, and
Senator Bumpers. You have five commissioners?
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Mr. Albrecht. A full complement is five, but right now there are
iust three of us. There are two vacancies, two Republicans, and one
Democrat.

FOREIGN TRAVEL

Senator Bumpers. Mr. Albrecht, there have been a few articles

in the newspaper recently critical of the CFTC's abuses of travel,

alleged misuse of office space, and its resources.
First of all, how do you respond to those? Are they correct? Are

they incorrect? If they are correct, what have you done about them?
Mr. Albrecht. Well, I do not think that they actually accused

us of abuses of travel. There was a story in the Post, the headline
of which was "CFTC Chiefs Travel Called Into Question," and
pointed out that I had done a fair amount of foreign travel in my
time at the Commission. This subject was explored at the House
Appropriations hearing as well. I think I satisfactorily answered
the questions there.

Almost all the foreign travel I have done has been as a delegate
of the CFTC to meetings of the International Organization of Secu-
rities Commissions [IOSCO], of which the CFTC is a member of the
technical committee, which is the policymaking group of IOSCO.
We were asked to join that in 1988, when they decided that they
should have a futures regulator on that body.
Wendy Gramm, who was then the chairman, came to me in 1989,

about a year after I joined the Commission, and asked me if I

would take over the role of representing the Commission at these

meetings.
In most cases, it is the chairman of the Commission that goes.

The chairman of the SEC is typically there. The chairman of the
UK regulatory agency, the chairman of the French regulatory agen-
cy, and their other counterparts are usually there.

But she felt that she had so many operational responsibilities,
and since a commissioner does not really have any operational re-

sponsibilities, that it would be appropriate for me to go. So I agreed
to do that.

I have represented the Commission at a number of meetings of
the Technical Committee of IOSCO, at the annual meeting, at sev-

eral working parties of IOSCO. I think that out of those efforts

have come some fairly important results, which have been bene-
ficial to the Commission.
We have developed, in part out of personal contact at those meet-

ings, some memoranda of understanding, which enhance our en-
forcement ability.
We recently had an enforcement case, in which a fine of $650,000

was levied. That enforcement matter could not have been success-

fully achieved without some foreign travel. That $650,000 is more
than the CFTC has spent on foreign travel in its entire existence.

We have developed a Conduct of Business Principles for securi-

ties and futures firms throughout the world, which have been

adopted by IOSCO, and which have been adopted by the CFTC and
other agencies. There are a number of other such documents that
have come out of this.

So I am quite confident that the travel was appropriate for some-

body at the Commission. I am also quite confident that in most of
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these instances it was necessary to have at least a commissioner
there.

It would have been better, actually, to have had the chairman.
We were criticized at times for not having the chairman there. So
I am quite comfortable that that was not an abuse, it was quite an

appropriate expenditure of funds.

Senator Bumpers. Were you traveling at Ms. Gramm's insist-

ence? I mean were you requested to go?
Mr. Albrecht. In most cases, yes.

EFFECTS OF RULE 5

Senator Bumpers. Mr. Albrecht, a change in the subject slightly.

I met with Ms. Gramm in my office last year, because I was upset,
and the reason I was upset was because my cotton farmers were

upset
Mr. Albrecht. Yes.
Senator Bumpers [continuing]. About rule 5, and got nowhere

with her. But I just wanted to ask you: What has been the effect

of this rule? She argued with me, of course, my farmers thought
this small fee, it usually amounts to around $20 a bale, was going
to wind up on their shoulders.

If you are a cotton farmer, you do not feel that you can stand
another $20 charge. She thought the price would offset that, so

that the farmers really would feel no effect of it.

What is your opinion of what has happened so far?

Mr. i^BRECHT. The issue has quieted. We have heard really

nothing about it for some time now. Exactly how that cost has been
diwied up among the various participants, I really do not know,
but we have had no complaints, about it.

Senator Bumpers. Well, I am not through with it yet
Mr. Albrecht. Yes.
Senator BUMPERS. Until I know more about it.

Mr. Albrecht. Well, we would be happy to

Senator BUMPERS. I would like for you to supply the committee,
at the earliest time, a general synopsis of how well it is working.
I not only took strong exception to it, because I thought it was bur-
densome to the cotton farmers, who could ill-afford it, but I also

thought it had been implemented as a result of the traders, who
stood to gain $20 a bale. That is not what this committee does. We
are not in the business of helping traders at the expense of farm-
ers.

So if you can give me a s5aiopsis of how that has worked, and
what the effect has been on farmers' income, cotton farmers' in-

come, we would like to get that at the earliest possible time.

Mr. Albrecht. We will be happy to provide that for you.
[The information follows:]

I am pleased to provide the following report prepared by the Commission's Divi-

sion of Economic Analysis: Background and Current Status of an Amendment to the
New York Cotton Exchange's Cotton No. 2 Futures Contract that Concerns the As-

signment of Load-Out Charges for Contract Deliveries:

Amendments to Exchange Rules For Futures Delivery
On April 25, 1991, the Exchange submitted for Commission approval a rule

amendment which changed the terms of its cotton No. 2 futures contract as it per-
tains to futures delivery. The rule change adopted the requirement that, prior to the
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delivery of cotton on the futures contract, futures deliverers must pay the charges
for loading cotton out of the warehouse into the receivers' means of transportation
in addition to certain other fees specified in the Exchange's cotton No. 2 futures con-
tract. Prior to this rule change, load-out charges were the obligation of the receiver

and the futures contract specified that the deliverer must pay only the costs of load-

ing cotton into the licensed warehouse, storage costs through the date of delivery,

weighing costs, sampling costs and any compression costs. 'Tne amendment was ap-

proved by the Division Director under the delegated authority in Commission Rule
1.41b on June 5, 1991.

According to information provided by the Exchange in support of the rule change.
The purpose of the amendment was to assure that all receivers will pay the same
F.O.B. price for delivered cotton. Under the then existing rules, the receiver's costs

of loading out cotton were somewhat uncertain because there was substantial varia-

bility of load-out charges among the regular warehouses.^ According to cash market

participants
who have commented on this aspect of the No. 2 contract in the past

and who have commented recently, another way to characterize the rule change
would be as "preventing warehouses fi"om holding cotton for ransom" once they had
certificated cotton in storage.
The amendment was deemed to meet the requirements of the Commission's

Guideline No. 1 because it was "* * * not inconsistent with cash market practice."

Further, it did not appear that the change would favor either the short or the long
under revised contract pricing and that it had favorable competitive implications
relative to warehouse load-out charges for cotton tendered for delivery on tne cotton

No. 2 futures contract. In regard to cash market practices, trade and USDA sources
indicate that practices vary across firms and the U.S. cotton production region, with
sellers being responsible for load-out costs in some areas and buyers being respon-
sible for sucn costs in other areas.

In reviewing the rule change, the Division also considered that the major impact
of the rule change was to reallocate to the deliverer the responsibility for paying
the costs of load-out, which should have the efifect of increasing futvu-es

price
levels

by a compensating amount (i.e., one which is approximately equal to me costs of

loading cotton out of the warehouse).^ In the past, the Division has observed that
the assi^iment of delivery costs to the party who is in position to negotiate with
the provider of the specific services is desirable fi"om the standpoint of maintaining
competition in the futures deliver mechanism. In this case, it is the seller rather
than the buyer who chooses the delivery facility and, hence, is in a position to nego-
tiate prior to placement of the cotton in storage.
The amendment was not published in the Federal Register for comment in view

of the consideration that the amendment would have a predictable effect on the pric-

ing basis or hedging characteristics of the futures contract and the Exchange's rep-
resentation that the amendment would not be applied to existing positions in the
futures contract. In addition, the amendment was made effective on October 1, 1992,
which is the first delivery month in the marketing year and, thus, did not affect

pricing relationships within a crop year.

Concerns Received by the Commission after Approval

Approximately one year after the Commission's approval of the amendment, the
Commission received inquiries expressing concerns about the effects of the amend-
ment. The majority of the concerns related to conditions in the cash market, rather
than the cotton No. 2 futures contract. Specifically, it was noted that some cotton
cash market trading organizations, which do not submit their rules to the Commis-
sion or approval, had amended their rules or procedures to adopt substantially the
same terms for the trading of cash cotton as tnose adopted by tne Exchange for fu-

tures trading.^ Concerns also were expressed that these changes by cash market en-

^

Alternatively,
as noted below, the short is in a position to ascertain the costs of load-out in

advance of
placing

the cotton in a particular warehouse.
^This is because cash/futures market arbitrage would force futures contract prices to reflect

the value of cotton F.O.B. buyer's truck or rail car rather than "in store" within the warehouse.
^ In this respect, the Division understands that the Memphis Cotton Exchange (MCE) amend-

ed its rules to specif/ that cash market trading pursuant to MCE's rules would take place under
the terms of its Rule 5 rather than Rule 3. Rule 3 specifies delivery F.O.B. warehouse, while
Rule 5 specifies delivery F.O.B. buyer's transportation. Rule 3 was deleted from the MCE's
rulebook on August 1, 1992.

Controversy regarding the application of Rule 3 versus Rule 5 has existed for many years
independent of the provisions of the futures market. However, it has been alleged that adoption
of the provisions in Rule 5 by the Exchange made possible the implementation and enforcement
of Rule 5 by the Memphis Cotton Exchange and its member merchants over the objections of

producers. In regard to this matter, the Division imderstands that the MCE's rules are simply
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titles would have an adverse financial impact on cotton producers bv reducing net

prices received by producers. Finally, concerns were voiced that the changes in cash
market trading rules would increase the average producer prices reported by the
U.S. Department of Agriculture (USDA) with a resultant negative affect on the level
of U.S. farm pro^^am deficiency payments.

In regard to effects on the pricing of cotton, concerns were expressed that cotton
futures prices have failed to reflect fully the additional costs incurred by futures
deliverers for load-out costs and, as a result, that producers who sell cotton based
on futures prices will not recover this cost. Data fi-om an analysis of fiitures price
relationships which existed during the transition period for tihe revised rules is not
consistent with the assertion that cotton futures prices have failed to fially reflect
the additional charges that futures deliverers will have to pay for the load-out of

delivery cotton from warehouses. In fact, the limited available empirical data is

more consistent with the expected shifl in the price basis of the contract. We have
provided this analysis to those

parties expressing this particular concern.

Complaints also were made tnat, even if futures prices increase to levels that fully
reflect the costs of loading cotton out of warehouses, cotton merchants have not in-

creased their ofTering prices for cash cotton to reflect fiilly the additional costs in-

curred by cotton producers for the load-out of cotton fi-om warehouses (i.e, the cash-
futures basis has increased). Due to the wide variety of factors which can affect the
cash/futures basis at particular locations, we have not attempted to document the
basis for this concern, but several plausible explanations may exist for such a devel-

opment. For example, an increased basis during the delivery period could result
from the adoption of the above-noted fiitures ana cash market rule changes if load-
out charges at the futures contract's delivery points exceed load-out charges at other
locations. In this case, the aporopriate futures market price adjustment to the

changed rules at the contract's aelivery locations would have been larger than cash
market price adjustments at other locations, and the basis would widen. In addition,
of course, an increased cash-futures basis at particular locations could occur in re-

sponse to a variety of factors, including geographic shifts in relative
supplies, shifts

in the geographic pattern of demand (i.e., domestic versus export) ana the overall

production consumption balance. More importantly, from the tacts and statements
presented by various market participants, this change in cash market trading rules
should not nave altered the producer's competitive position. Essentially, producers
must negotiate with or cnoose among warehouse operators for the lowest
warehousing costs, including handling and storage charges. In the absence of any
structural shifts in the industry (i.e., fewer merchants), it does not appear that this
rule should have altered the basic competitive position of either merchants or pro-
ducers. Thus, the Division has not been able to find a plausible economic reason
why the pricing effects of the rule changes in the cash market should favor either

buyers or sellers.

Events and Observations Since Implementation of the Rule Change
According to close observers of the cash market in the Memphis and Mid-South

area who were recentiy contacted by the Division, the terms of Rule 5 (seller pays
for load-out) have been generally adopted by merchants, although some small mer-
chants who operate warehouses have not adopted Rule 5. In addition, these sources
indicate that a major cotton marketing cooperative in this area also has not imple-
mented Rule 5 terms. In those cases where the change has not been implemented,
the reason cited is generally that producers have resisted it.

These same cash market sources also indicated that there do not appear to have
been any effects on the cash-futures spread. The only change that appears to have
taken place with respect to prices is that the futures price now apparently generally
reflects the cost of load-out, which means it is higher than it womd have been under
the old rule. This change is apparently as predicted, and has not affected the pricing
or hedging utility of the contract.
The final concern noted above pertained to the impact of Rule 5 on cash prices

used to determine USDA deficiency payments to cotton producers under the terms
of the Federal price support program. In particular, as noted, the shift from Rule
3 to Rule 5 should have resulted in an increase in cash cotton prices quoted to pro-
ducers. As a result, there was some concern on the part of prooucers tnat this snifl
woiild reduce deficiency payments, if cash prices were reported to USDA on the
basis of Rule 5 as

opposed to Rule 3, since the calculation of such payments are
based in part upon the level of USDA reported cash prices for cotton in relation to
a statutorily mandated target price for cotton. Information received from USDA in-

guidelines for cash market contracts and are not legally binding upon any cash market partici-
pants.
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dicates that, beginning with the 1992/93 crop year, it has changed its price collec-

tion procedures so tiiat the cotton prices upon which deficiency payments are based
exclude the costs of load out. According to a representative of the USDA, no difficul-

ties have been observed with respect to the new reporting regime, and deficiency

payments do not appear to have been noticeably affected. Defimtive analysis of the

effects of the revised reporting regime will not be possible until there has been sub-

stantially more than a few months' experience with it.

SummaTy
In conclusion, the Division has foimd no evidence which would support the view

that the rule change will resvdt or has resulted in lower cash prices to producers.
In addition, as noted, USDA has taken appropriate action to minimize the likelihood

that the above-noted changes in cash pricing practices will affect the level of defi-

ciency payments to cotton producers imder the Federal farm programs.

COTTON CERTIFICATION PROPOSAL

Senator Bumpers. I am also concerned about the proposed reso-

lution by the New York Cotton Exchange that would prohibit the

certification of cotton that is a part of the Commodity Credit Cor-

poration loan stocks. What is the rationale behind this proposal?
Mr. Albrecht. Their rationale is that it would level the playing

field, and that it would
Senator Bumpers. How does it level the playing field, Mr.

Albrecht?
Mr. Albrecht. Senator, I am not sure how it levels the playing

field.

Senator Bumpers. Do either one of these
people

with you have
the answer to that question? Is there nobody here in the cotton

business?
Mr. Albrecht. This is now in the comment phase, and the com-

ment period has just closed. I have looked at several of the com-
ment letters. I have not looked at them in great detail.

Senator Bumpers. Let me ask you again, if you would, just send
the committee a narrative on this

Mr. Albrecht. Sure.
Senator Bumpers [continuing]. Telling us what you think the ra-

tionale for the proposal is, and what the impact on cotton storage
costs is going to be. When will we get a final ruling on this, if noth-

ing happens?
Mr. Albrecht. Assuming that there is no change by the Ex-

change, and they do not withdraw it, we have to make our ruling

by September 7 on that. So our staff is beginning to look at the

question.
Some of the comment letters have been very favorable. Many

have been very much opposed to it. It is an issue that we are just

beginning to come to grips with, because the comment period has

just closed.

As you probably know, when the submission was made initially,

our staff sent it back to the Exchange, because they thought it was
not properly justified.

Now, it has been put out for comment and the comment letters

have come in. So, absent a withdrawal of the petition by the Ex-

change, we would have to rule on it by September 7.

Senator Bumpers. Well, if you would, please put something in

writing for us that
Mr. Albrecht. I would be glad to.
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Senator BUMPERS [continuing]. Gives us the rationale, and what
you think the benefits of it are.

Mr. Albrecht. I guess I need clarification. Would you want us
to do that before we make our ruling or after?

Senator Bumpers. I would like to see it within 2 weeks of this

day.
Mr. Albrecht. Thank you.
[The information follows:]

Again, I am pleased to submit the following synopsis prepared by the Commis-
sions Division of Economic Analysis concerning the pending rule proposal for the
New York Cotton Exchange:
The Exchange's proposal is to prohibit cotton that is serving as collateral for a

CCC loan from being certified for delivery on the cotton contract, as long as it re-

mains under loan. Before cotton could be certified for delivery on the futures con-

tract, it would have to be redeemed fit)m the loan program.
In its submission, the Exchange indicates that the proposed amendment is in-

tended to preserve the status quo that existed prior to the enactment of the agricul-
tural legislation now in effect and thereby promote economic competition on the con-

tract by alleviating certain advantages that only cotton producers and producer
marketing cooperatives eryoy under the current Exchange niles and the terms of the
Federal government's cotton price support program. In particular, the Exchange
noted that current cotton price support program terms provide for the waiving of

storage and interest costs by the Secretary of Agriculture for cotton under loan
when the price support program's "adjusted world price" for cotton is below the pro-

gram's loan rate. The Exchange also indicated that these advantages to producer
groups represent a threat to orderly trading and delivery in the fiitures market and
create the potential for such disruptive price effects as artificially depressing or

squeezing futures prices. The Exchange has characterized the proposed amendment
as placing all market participants on an "equal footing."

"The amendment was first proposed in correspondence dated August 13, 1992, but
the Division of Economic Analysis subsequently remitted the

proposal
to the Ex-

change in a letter dated September 21, 1992, for its failure to adequately justify the

proposal.
The proposed amendment was resubmitted by the Exchange on March 10, 1993,

and is currently under review by the Division.* The proposed amendment was pub-
lished in the Federal Register, with a request for public comment, on April 8, 1993.

Eighteen comment letters have been received by the Commission.
The comment letters responding to the Federal Register notice were submitted by

11 producer organizations, 2 cotton merchants, the American Cotton Shippers' Asso-

ciation, one farmer/ginner, a group of 3 agricultural economics professors, and two
U.S. Senators.
The merchants, including the American Cotton Shippers' Association, favor the

proposed amendment for many of the same reasons that the Exchange gave for pro-
posmg it. In addition to the reasons provided by the Exchange, the commenters pro-
vided the following reasons, among others, for approving the

proposal:—The practice of certifying cotton for futures delivery which simultaneously is

under CCC loan is not consistent with cash market practices.—^The provisions of the CCC loan program may at times discourage delivery of
loan stocks which have been certified for futures delivery.—Orderly trading and delivery will be threatened due to the large percentage of
loan stocks controlled by cooperatives.—
^Adoption of the proposed amendment is necessary to avoid potential manipula-
tion that can now occur through the anti-competitive coordination of market po-
sitions with the acQuisition of government subsidies.—Cotton should not be certified for fiitures delivery until it has been freed fix>m

the CCC loan program and financed exclusively through private loans.—
^Allowing certified stocks to be directly influenced by the CCC loan program will

discourage specxilation and hinder the fiitures contract's liquidity.—Failure to adopt the
proposed amendment would create additional costs to the

Federal Government by encouraging the entry of certified cotton into the CCC
loan program.

*Provided the Exchange does not modify or withdraw the proposed amendment during the
review period, the Commission will be required to complete its review by September 7, 1993,
the end of the Commission's 180-day statutory review period.
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All other commenters, including all of the producer organizations, oppose the

amendment. The reasons for opposition include:—tiie assertion that it is unnecessary and discriminatory against producers,
—that the proposal would in fact distvu-b the actual status quo under the 1985

farm bill,—that the method of financing of inventories should have nothing to do with

whether or not cotton is eligible for certification,—the proposed amendment would confer an advantage to merchants,—the proposal could reduce deliverable supplies,—^the proposal could reduce marketing flexibility for producers,—the CCC program can be used by all segments of the industry—even though
some may choose not to use it directly,—the proposed rule would prevent certain producers fix)m being eligible to receive

fiill program benefits (CCC loans, for example) and at the same time being ac-

tive participants in the cotton fiitures market,—the proposed rule would create an inconsistency in value between cotton in the

cash and futures markets,—cash market cotton prices could be reduced under the proposal.
The comment period on the proposal ended ofiBcially on May 10 and comments

were received through May 13. The Division is currenuy reviewing the information

contained in the Exchange's submission, the comment letters and obtained inde-

pendently from trade sources, and is preparing a recommendation for Commission
consideration. Factors which will be considered in the course of evaluating the Ex-

change's proposal are:
, , «.—conformity of the proposal to cash market practices, and the effect of the pro-

posal on the economically available deliverable supply for the fiitures contract;—the potential impact of the certification for fiitures delivery of stocks under CCC
loan on contract pricing and orderly trading.—The requirement under Section 15 of the Commodity Exchange Act that the

Commission endeavor to take the least anticompetitive means of achieving the

objectives, policies and purposes of the Act in approving any proposed rme of

an exchange.

TRANSACTION FEE

Senator Bumpers. The administration is proposing a transaction

fee on all futures and options deals. Are you familiar with that?

Mr. Albrecht. Yes; very much.
Senator Bumpers. That is supposed to generate $55 million in

1994. First, I want you to describe for me how the fee will work,

and, second, do you think it is going to generate $55 million in ad-

ditional revenues?
Mr. Albrecht. Well, the fee would simply be 14 cents on each

round turn.
Senator Bumpers. On each
Mr. Albrecht. On each buy-and-sell transaction.

Senator Bumpers. OK
Mr. Albrecht. I believe it is projected that volume will be some-

thing in the range of 360 million contracts. I believe that will gen-
erate about $55 million, if volume rises somewhat, as is antici-

pated.
One never knows, however, what volume will be. The tax itself

could affect volume. It could drive business elsewhere. It could be

that prices will not be very volatile, and there will not be as much
business. It could be that prices will be volatile, and there will be

more business.

Senator Bumpers. Well, you know, the traders are squealing like

a pig under a gate, and they say this is going to keep them from

being competitive in international markets.
Mr. Albrecht. Right.
Senator Bumpers. I take it you do not agree with that.
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Mr. Albrecht. The position at the Commission on the tax is that
we do not oppose the tax. It has been proposed for the last 3 or
4 years, and that has been our position.

I recognize, and I think the Commission recognizes, that any in-

creased cost is a burden, and it may well drive some business else-

where. It may well curtail business.
Senator Bumpers. What is the average size of those 360 million

transactions each year? Do you know the answer to that?
Mr. Albrecht, The average size?

Senator Bumpers. In dollars.

Mr. Albrecht. I have no idea. It is kind of an apples and or-

anges question, because some of these contracts are relatively
small in dollar value, and some of the contracts are relatively large
in dollar value.

Senator Bumpers. It does not seem very high to me, 14 cents a

transaction, and you are correct, that will generate about $55 mil-
lion. Of course, that does not take into account anything for the ad-
ministration of that, either.

Mr. Albrecht. No.
Senator Bumpers. I think the administration is counting on $55

million net, and they have held you to $100,000-and-some increase
next year, so if you look at that, of course, it would be almost a
$55 million net increase.

proposed legislation

Has any legislation been proposed to the authorizing committees
for the implementation of this, or do we need authorizing legisla-
tion?

Mr. Albrecht. Let me see. Ewen, what is the situation on that?
Senator Bumpers. Does anybody .in this room know the answer

to that?
Mr. Albrecht. It has not been proposed.
Senator Bumpers. Pardon?
Mr. Albrecht. It has not been proposed.
Senator Bumpers. Well, the second question is: Is it necessary,

or does the Commission have the authority to do this?
Mr. Albrecht. We do not have the authority.
Senator Bumpers. You do not?
Mr. Albrecht. We do not.

Senator Bumpers. And so it would require legislation, correct?
Mr, Albrecht, Yes.
Senator Bumpers. But you do not know if any has been proposed

or not.

Mr. Albrecht. It has not been proposed.
Senator Bumpers. Senator Cochran.

cotton industry issue

Senator Cochran. Mr. Chairman, thank you very much. I want
to associate myself with the remarks of the chairman with respect
to the issue affecting the cotton industry.
This is a very controversial and contentious matter with many in

the industry, particularly the producers. So I want to reinforce the
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request the chairman has made for a report on the status of that,
and what rulemaking is anticipated.

FUTURES MARKET SHARE

On another subject, I have been told that we are seeing an ero-

sion of our market share of worldwide futures trading activity, is

this correct?

And what, if an5^hing, do you see is the cause for this? Is there

anything in our regulatory system that is driving persons to other
markets to purchase futures contracts, or engage in investing in

the market?
Mr. Albrecht. It is true that for some time now, at least for the

past 10 years, the share of the world market, held by the U.S. fu-

tures and options exchanges has declined.

At the same time, the absolute volume of business done by these

exchanges has risen substantially. I believe that the major cause
of the decline of the market share is simply the fact that 10 years
ago we were the only game, not in town, but the only game in the
world.
There were not any viable futures exchanges elsewhere. Between

20 and 30 new exchanges have been started throughout the world
in the past 20 years, and they are now gaining business.

So when you start from a base of 100 percent, and all of a sud-
den you have some competitors, you are going to lose your market
share. I believe that is the major cause, and I think that it is prob-

ably a mistake to focus solely on the market share issue.

REGULATORY BURDENS

However, and, again, if I can speak more from a personal point
of view, than representing the CFTC, I do believe that in some in-

stances our regulatory burden is more severe than that imposed in

other countries, and I, myself, have been doing some things to try
to get us to address that issue. I think we can use our new exemp-
tive authority in some instances to address that issue, and help
make us more competitive.

It is not only a matter of being more competitive internationally,
but it is a matter of helping U.S. exchanges be more competitive
with their domestic over-the-counter competition.

Senator Cochran. The new exemptive authority that the CFTC
was granted in the legislation that was passed last year has been

exercised, I understand, in the area of swaps and hybrids.
Mr. Albrecht. That is right.

EXEMPTIVE AUTHORITY

Senator CoCHRAN. Could you give us your views of this new rule

as well as the future likelihood of extending the exemptive author-

ity to exchange-traded swaps and swap clearinghouses?
Mr. Albrecht. Well, we did exempt swap transactions from the

Commodity Exchange Act, with the exception of still maintaining
some fraud oversight over those markets. Hybrids have been ex-

empted on the grounds that they are basically regulated by another

agency, so we do not have any oversight over them.
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And then we also granted an energy exemption, I believe, last

month. And there are a couple of proposals, either within our staff,

or that have been presented to us, for extending this to exchange-
traded instruments.
The Chicago Mercantile Exchange has submitted a request for an

exemption for its new rolling spot contract. This is a currency con-

tract, which is designed to compete with currency transactions in

the interbank market, because most of the currency transactions,
which are of a futures-like characteristic, are actually off-exchange.
That petition is before the Commission. They are asking for an

exemption from all the provisions of the Commodity Exchange Act,

except our antifraud and antimanipulation authority.
I hope that we will get that out for comment fairly soon. I believe

that this is an important enough issue that it is my responsibility
to try to get it out for public comment as fast as possible, but I

hope that there will be a new chairman and a new commissioner
on board before a final rule in this matter will be issued.

SRO RESPONSIBILITIES

Senator CocHRAN. You indicate in your written testimony sub-
mitted to the committee that you are reviewing some cost-saving
options because of the budget constraints, maybe transferring some
regulatory responsibilities to self-regulating entities, and possibly

figuring out a way to administer the reparations program in a less

costly way.
What specifically do you have in mind with respect to regulatory

functions being transferred, or reparations program cost savings?
Mr. Albrecht. The National Futures Association would be the

self-regulatory organization that we are primarily talking about.
The NFA currently performs much of the registration function for

the industry.
We could shift more of that to them. I do not know if there is

anything magic about the existing division of responsibility be-
tween the CFTC and the NFA.
There is currently some joint effort in the area of reviewing dis-

closure documents by commodity pools. The NFA would also be

quite willing, I think, to take on additional responsibility in that
area.

We would work with them to shift some of that responsibility
there, which makes sense, even in the absence of any budget con-
straint. It is the sort of thing that should always be under consider-

ation, however, this has focused our attention on it.

REPARATIONS PROGRAM

As far as the reparations program is concerned, I think that is

a very vital part of the Commission's function. Reparation com-
plaints have declined somewhat in recent years. Let me explain by
example.
We currently have two types of judges. We have administrative

law judges [ALJ's] and judgment officers. Administrative law
judges have to hear any case in which the claimed damage is

$10,000 or more.
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TViflt is a fieure that was established a long time aga Perhaps

we^co'uld'rise^hlt'to $25^00.
The cost of a

judgnent office^^ h^^-
ing a case is less than the cost of an ALJ hearing a case, ihat

would be one way in which we could change that.

We could perhaps examine the fees that we charge for repara-

tions and see if those fees are appropriate, given today's prices.

Senator COCHRAN. Thank you, Mr. Chairman.

Mr. Albrecht. Thank you.

Senator Bumpers. Senator Bond.

CONCLUDING REMARKS

Senator BOND Mr. Chairman, I appreciate the fact that you and

the ranW lumber have asked the questions with respect to cot-

ton I havf k number of questions on the next panel and I am

under thTtoeatTf having\o be called to the Hoor by the majority

Ipader So I will pass on questions for this panel.

Senato? bSmpIrs. Senator Bond, you are my new favorite person

in the whole world. [Laughter.]

SUBMITTED QUESTIONS

Thank vou Dr. Albrecht. We will possibly submit some addi-

^Ip?ns^ to those questions. Thank you and your assistants for

being with us this morning.
Mr. Albrecht. Thank you very much.

i,^^„-„c hnt wpre
[The following questions were not asked at the bearing, but were

submrtted t™he\gency for response subsequent to the hearing.]
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QUESTION SUBMITTED BY SENATOR KOHL

] Nonfat Dry Milk and Cheese Futures [

Question: The CFTC will soon be voting to approve the
trading of nonfat dry milk and cheese futures on the Coffee, Sugar,
and Cocoa Exchange in New York.

There has been a lot of criticism of the National Cheese
Exchange in Green Bay, Wisconsin for its lack of regulation, and the
potential for domination of the market by a few large traders.

I am hopeful that the Coffee, Sugar, and Cocoa Exchange might
become a more viable price discovery mechanism for dairy products.
Dairy farmers and consumers alike need to know that the markets are
fair. I would like to know what ongoing oversight the CFTC will be
providing to assure that there is no undue domination of the market
by large traders at the Coffee, Sugar, and Cocoa Exchange?

Answer: The regulatory structure that the CFTC has in place,
from the initial approval of the contract to the continuing market
surveillance on the contract, is designed to ensure that the futures
marketplace is fair to all traders regardless of size.

Before the Commission approves a futures contract to trade,
Commission staff review the terms of the contract to determine,
among other things, that the terms of the contract reflect cash
market practices and that there is adequate deliverable supply of
the commodity.

In addition, the CFTC's surveillance program is designed to
detect large positions that have the potential to cause a price
distortion. To accomplish this task we receive reports every day
showing us the positions of large traders. Our economists analyze
these positions looking for potentially dominant positions. In
particular, we look for positions that are large relative to other
positions in the market and relative to potential deliverable supply
of the commodity. Our economists also analyze prices and price
relationships, both in the futures market and in the underlying cash
market, to determine if there is any indication of price distor-
tions .

Each exchange is also required to have in place a surveillance
program to detect potential manipulation. In addition, the CFTC has
approved rules for these contracts of the Coffee, Sugar & Cocoa
Exchange that impose limits on the size of speculative positions.
Pursuant to its rules, the Exchange may grant exemptions to these
limits for bona fide hedging and other risk offsetting strategies.
The Commission conducts periodic rule enforcement reviews to ensure
that the exchanges have programs in place to enforce their rules,
including rules related to price manipulation and position limits.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

] Reauthorization Study [

Question: The Conference Report accompanying last year'sFutures Trading Practices Act of 1992 directs that the CFTC, in
cooperation with the SEC and the Federal Reserve, conduct a one year
study of whether a single regulator should oversee the tradingmarkets. Is this study underway? What will this study look at?

Answer: The Conference Report directs that "the
Commission. . .conduct a comprehensive study to determine: (1) the
size, scope, activities, and potential risks presented by the
markets for swaps and other off-exchange derivative financial
products; (2) the need for additional regulatory controls that
should be

applicable to the products described in paragraph (1); (3)
how any such regulatory controls could be implemented in a cost-
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effective manner; (A) the public policy implications of the
decisions in [A-Mark Precious Metals and Tauber ] ; and (5) whether a

single Federal regulatory agency should regulate the exchange or
off-exchange trading of, and markets for, futures, options, swaps,
derivative products, and securities."

Upon passage of the Futures Trading Practices Act of 1992, the
Commission initiated a study to address these issues through: (1) an
analysis of the various risk issues giving rise to concern; (2) a

survey of market participants to evaluate market activities
including risk control mechanisms; (3) an overview of regulation of
off-exchange derivatives both domestically and internationally; (4)
an evaluation of existing accounting issues for off-exchange
derivatives; (5) a discussion of the implications of A-Mark Precious
Metals and Tauber ; (6) descriptions of off-exchange derivatives
products; (7) an analysis of market size and scope; (8) case studies
of significant defaults; (9) evaluation of arguments for and against
a single regulator; (10) description of the functions of derivative
product companies; and (11) an evaluation of the informational role
of off-balance sheet disclosures of derivatives positions through
econometric analysis.

We anticipate that the final report will reflect this
information as well as any additional information that the
Commission determines to be necessary to meet the goals of the
study. The Commission expects to complete the report in October
1993.

] Budget Request [

Question: The budget Justification indicates that the
Commission voted to request $58,273 million for fiscal year 1994 to
fund a total of 632 staff years and other increases in operating
expenses. This original CFTC request is $10,788 million and 78
staff years above the fiscal year 1994 request approved by 0MB and
included in the President's budget.

What are the specific differences between the President's
fiscal year 1994 request and the original request approved by the
Commission.

Answer: The Commission requested a budget of $58.3 million
and 632 staff years in September of 1992. That request was made to
restore funding cuts in FY 1992 and to provide resources to

implement the anticipated reauthorization legislation.
However, the President's FY 1994 Budget request for CFTC is

$47,485,000. It is based on CFTC's FY 1993 budget of $47,300,000
plus increases for inflation and mandatory increases ($2,131,000)
and reductions for the eliminated 2.2Z pay increase ($1,008,000) and
the President's Executive Order mandated overhead decreases
($938,000) resulting from a lower FTE ceiling.

The specific staff reductions in the Commission's programs
resulting from this cut are detailed in my prepared testimony.

]FTE Level [

Question: The fiscal year 1994 request is $47,485 million.
You indicate that while a staff celling of 554 full-time equivalent
(FTE) positions is requested for fiscal year 1994, the funding will
support only 521 FTE positions.

Why is the fiscal year funding request shown to fund a level of
554 FTE positions if it really supports only 521 FTE positions?

Answer: The 554 FTE ceiling is based on the Executive Order
FTE ceiling reductions -- 1.02 in FY 1993 and another 1.5Z in FY
1994. The 568 FTE base for the reduction was IX below the estimated
FY 1993 FTE usage at that time.

The CFTC's budget was held constant at the FY 1992 level,
$47,300,000, in FY 1993 and increased only $185,000 to $47,485,000
in FY 1994. Consequently, the Commission has implemented
significant cuts in administrative spending and imposed a virtual
hiring freeze to avoid a RIF and furloughs. Depending on our
success in continuing to hold the line on expenses, as well as other
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factors, such as our attrition rate, we estimate the Commission will
be able to fund only 521 FTEs.

] Excellence 2000 [

Question; You indicate that Commission staff continues to
review and implement recommendations generated as part of Excellence
2000, CFTC's self-study to review and enhance regulatory and
managerial efficiency and effectiveness.

What are some of the significant recommendations of Excellence
2000 which the Commission is implementing?

Answer: It has streamlined Commission Guideline No. 1, which
establishes the criteria for the review of new contract submissions
by the exchanges. The revisions to Guideline No. 1 have lead to a
more efficient contract designation review process and have
contributed to the designation of a record number of contracts in
the past year.

The Commission has taken actions that have greatly reduced
reporting level burdens. It has eliminated most filings of hard
copy market activity reports, relying Instead on electronic filings.
This change has reduced the number of required documents filed with
the Commission by over 1.275 million pages annually. The Commission
has also reduced reporting burdens through the harmonization of CFTC
and exchange reporting levels. The CFTC has also issued rules that
have reduced the burdens associated with cash position reporting by
persons seeking a hedge exemption, which has resulted in cost
savings for both the industry and the CFTC.

The CFTC has also amended Rule 1.31 to permit electronic
record-keeping for certain required records. This will provide an

opportunity for futures commission merchants and exchanges to reduce
the expense and burdens of recordkeeping. The CFTC is also
reviewing issues related to electronic filing of documents which, in
addition to cost savings to firms and exchanges, would allow the
CFTC to review and process the information in the documents more
efficiently.

-- Through the adoption of CFTC Rule A. 7, the Commission has
significantly reduced the disclosure, reporting, and record-keeping
burdens on registered commodity pool operators offering pool
participations to certain highly qualified investors.

The Commission issued Interpretative Letter 92-9 on June
3, 1992, which made it clear that a registered commodity pool
operator may use a two-part disclosure document, provided both parts
of the document are delivered simultaneously and the first part of
document contains all disclosure required by CFTC rules except the
performance history of the fund's trading advisors.
This new disclosure format will afford pool operators an opportunity
to reduce reproduction costs.

JAppeals Backlog[

Question; You indicate that the Commission addressed Itself
to clearing a backlog of pending matters, principally reparation
appeals, during fiscal year 1992 and that this "Operation Backlog"
effort has been highly successful. What reductions in backlogged
matters have been achieved through this initiative?

Answer: The staff resources devoted to Operation Backlog
during fiscal year 1992 resulted in the disposition of 43
reparations cases. The number of pending appellate reparations
cases at the end of fiscal year 1992 was 28 compared to 101 such
cases pending at the end of fiscal year 1991. At the end of fiscal
years 1990 and 1989, the numbers were 89 and 95, respectively. The
number of Commission opinions and orders issued in reparations cases
for fiscal year 1992, including those for Operation Backlog, was
128, compared with 46 in fiscal year 1991. The magnitude of the
reduction in case backlog can be seen by comparing the numbers of
reparations cases appealed to the Commission in fiscal years 1992
and 1991: 49 new cases were received in 1992 and 48 in 1991. As of
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April 30, 1993, there are 16 reparations cases pending on appeal
before the Commission. The reduction of the backlog In reparations
appeals has significantly decreased the time Involved between the
Commission's receipt of an appeal and Its disposition. Currently,
the Commission's reparations docket consists of one case appealed In
fiscal year 1990, four appealed In fiscal year 1992, and eleven in
fiscal year 1993.

]Futures Trading Practices Act of 1992 [

Question: The Corarolsslon is working to meet the requirements
and deadlines Imposed by the Futures Trading Practices Act of 1992
signed into law last year. Are there any requirements of that Act
which the Commission will be unable to comply with given the
budgetary constraints Imposed by the fiscal year 199A request?

Answer: The Commission has already met all of the
requirements and deadlines which we were required to meet within 180
days. We will strive to meet the rest of the mandated deadlines for
conducting studies and rulemakings.

The Futures Trading Practices Act of 1992 authorized a funding
level of $60 million. We believe Congress wanted the CFTC to
increase its staff and oversight so the new provisions of the Act
could be implemented effectively. Much of the real work in
administering the new Act follows the completion of the rule-makings
and the studies. It is really too early to determine the full
impact of these budget constraints on tnese new programs.

As I indicated in my testimony, the Commission is reviewing
all of its programs and will attempt to carry out its

responsibilities within its allocated resources in an efficient
manner .
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INTRODUCTION OF WITNESS

Senator Bumpers. Our next hearing is on the Food and Drug Ad-
ministration. Our next witness is Dr. David Kessler, the Commis-
sioner of the Food and Drug Administration.
The budget request for FDA totals $670 million in appropriated

funds. This is a reduction of $109 million from 1993. But the Presi-

dent proposes to levy user fees and generate $254 million in addi-

tional funds for the agency.
As a result, an overall increase of $109 million would be achieved

if these user fees were realized. I must emphasize that $200 mil-

lion of the user fees are not authorized. Furthermore, FDA itself

maintains that it could not put together a new user fee plan to gen-
erate the $200 million in 1994, so this budget proposal is very sus-

pect.

PREPARED STATEMENT

Dr. Kessler, we have your full statement before us. It will be
made a part of the record in full. If you can summarize your state-

ment, that would be of considerable assistance to us.

Dr. Kessler. Mr. Chairman, I am willing to even go further.

Senator Bond said that there were some time constraints. I think
that I would be very happy to tell you where FDA has been, where
it is going, but the written statement, I think, could suffice, if there
are time constraints on the committee.

[The statement follows:]

Statement of David A. Kessler

Mr. Chairman, I appreciate the opportunity to appear before the subcommittee
today to discuss and support the programs of the Food and Drug Administration.
Before we begin, I want to introduce my colleagues at the table with me.
Other members of my staff are also present to respond to your questions.
Mr. Chairman, the American public expects, and deserves, assurance from FDA

that their foods and cosmetics are safe and properly labeled and that their drugs
and medical devices are safe and effective. Over the last year we have continued

(601)
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to make changes at the agency so that we could meet those expectations. Our chal-

lenge is to keep serving the public health, to be on the cutting edge of science, and
to meet the changing requirements of the vast industries we rebate—and to do
this as well as possible within the resources available.

How big is this job? Simply stated, it's enormous. FDA is responsible for regulat-
ing products worth about $1 trillion—the equivalent of about 25 cents of every dol-

lar spent by American consumers. Most of me FDA regulated industries are small,
and face increasing competition from foreign enterprises, rapidly evolving tech-

nologies, and increasing costs. For example, over 70 percent of the nearly 60,000
food industry firms we regulate have fewer than 20 employees. Nevertheless, FDA
regulated industries are among the most successful world-wide, and this is at least
in part because our laws require high science-based standards for product quality,

performance and safety. But this is just one dimension of our responsibilities. FDA
must assure the public of the safety, and in many cases the effectiveness, of the
enormous production of these industnes.
Each year the appropriations hearings provide an opportunity to recap our past

activities, to focus on changes, and to discuss the chsdlenges we face and our ap-
proaches to meeting them.
One event of 1992 illustrates the nature of FDA's mission, the commitment of the

people of FDA, and the dedication of a field force of which I am—and everyone can
be—most proud. This event was Hurricane Andrew.
FDA's Miami office, located at the Miami International Airport, was undamaged

by the hurricane but had no power or water. On August 26, the Miami office re-

sumed limited operations and available staff began the arduous job of assessing tJie

damage to FDA-regulated industry in the area.

Miami is a major port for imported seafood and other highly perishable products.
With the loss of the international airport facilities and the damage to local refrig-
erated and frozen food storage facilities in South Florida, products destined for the
U.S. market began to back up in foreign ports. Bolstering FDA's Miami import staff

were import specialists from Tampa; the Atlanta, Dallas, Baltimore, and Philadel-

phia districts; and our Southeast Regional Laboratory, who established a makeshift

import examination station in the parking lot of the Cargo Clearance Center adja-
cent to Miami International Airport. They examined hundreds of lots of perishable
imported products for any sign of decomposition or other contamination before re-

leasing products for shipment to other cities.

In cooperation with other State and Federal officials, FDA staff visited hundreds
of firms to assure that products manufactured or stored there remained safe, whole-

some, and uncompromised. All of the blood and plasma centers were contacted im-

mediately to verify that the blood supply remained safe. As reliable sources for

much needed pharmaceutical products were verified, this information was fed back
to the Federal Emergency Management Agency and the Public Health Service Offi-

cials who were responsible for getting these products to the people who needed
them. Within three weeks, almost 700 FDA-regulated firms were visited and 1.4
million pounds of distressed goods were destroyed.
The hurricane also affected operations in Louisiana. FDA's New Orleans District,

in close cooperation with Food and Drug and Seafood Units of the Louisiana Depart-
ment of Health and Hospitals, and the Louisiana State Board of Pharmacy con-
ducted operations similar to those in Miami. Federal-State teams visited approxi-
mately 400 companies across southern Louisiana and isolated areas of concern in
the less seriously damaged areas. These teams quickly and efficiently moved to pre-
vent adulterated products from being distributed to American consumers, and to

help businesses return to normal operations.
Mr. Chairman, the professionalism and dedication illustrated by this event tran-

scends all product areas and programs throughout FDA. They have applied to every
high priority activity and change in the agency over the past two years.

I am pleased to report significant progress. In particular I want to mention three
areas that I have discussed with the subcommittee before—product review, manage-
ment, and enforcement.

Turning to PRODUCT REVIEW, we continue to sustain and build on past suc-
cesses.—FDA approved 387 new drug, generic drug, and biologic product applications

during calendar 1992—a 15-percent increase compared with 1991. Among the
important new drugs approved last year were six new drugs potentially valu-
able in the fight against AIDS (three biological products for diagnostic tests;
Hivid for treating advanced HIV infection; Mepron for Pneumocystis carinii

gneumonia;
and Mycobutin, an anti-infective agent for patients with advanced

irV), Taxol for ovarian cancer, and Intron-A for hepatitis B.
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—^The important new biologies include two vaccines, Diphtheria and Tetanus
Toxoides and Acellular Pertiussis Vaccine (DTAP), and Japanese Encephalitis
Virus (inactivated) Vaccine—Trademark JE-VAX. The earliest possible develop-
ment and delivery of safe and effective vaccines is one of our highest priorities.

We were pleased to be included in the President's initial 1993 supplemental ap-

propriations request for enhancement of our Nation's childhood unmunization

programs, and continue to urge favorable Congressional action on this impor-
tant national priority.

We have been just as active on the MANAGEMENT issues confronting the Agen-
cy.—We are getting new regulations out faster than ever before. The massive food

labeling regulations illustrate this point. The new food label is a major public
health legacy, ensuring that consumers get the kind of information they need
about the products they use. But in addition, we are moving on other fronts,

such as regulations to implement the Safe Medical Devices Act; final regula-
tions on accelerated approval for drugs to treat serious and life threatening ill-

ness; and guidance to the industry on such matters as pediatric labeling and

continuing medical education.—^The leadership in the Agency continues to evolve with the appointment of two
new Center directors in the last year: Dr. Kathryn C. Zoon, Center for Biologies
Evaluation and Research; and Dr. D. Bruce Burlington, Center for Devices and

Radiological Health.—We have significantly reorganized the Center for Biologies Evaluation and Re-

search, and the Center for Food Safety and Applied Nutrition, to optimize and
streainline review processes; maintain and foster stronger applied research pro-

grams; and build a closer integration of science and policy. These changes re-

flect initiatives that prepare us to meet the challenges of the 90's and on into

the 21st century.—^We are continuing to strengthen the scientific underpinnings of the FDA, in-

cluding refocusing the National Center for Toxicological Research to integrate
its research capability with the needs of our Centers and field operations.

When it comes to ENFORCEMENT of the statute, it's fair to say that over the

past two years we have reemphasized that FDA is an agency that vigorously en-

forces the Federal Food, Drug and Cosmetic Act.—^We have had some major specific successes, such as Operation Gold Pill. In col-

laboration with our colleagues at the FBI—dealing with such criminal acts as

tampering, drug counterfeiting and drug diversion—we are enforcing the Pre-

scription Drug Marketing Act.—^We nave strengthened our ties with the individual states, their Attorneys Gen-
eral, health officials, and state food and drug officials. Likewise, we have

strengthened our Federal relationships with the SEC, the Customs Service, and
USDA.—^To complement the regular FDA field force, we've created an Office of Criminal

Investigations. At the end of 1992, thirty new special agents began intense

training at the Federal Law Enforcement Training Center in Glenco, Georgia.

They now staff criminal investigation offices in severed cities. We are dedicated
to continuing and strengthening this effort.—^We have substantially increased our foreign inspection programs, which is im-

portant in light of the increasing number of manufacturing sites overseas and
the increasing volume and varieties of imported products.

Let me now turn to a question that is looming before us as we enter this new
Administration. What are our biggest challenges for the near- and long-term future.

While the challenges are many, I want to focus specifically on three of them—medi-
cal devices, vaccines, and imports.

MEDICAL DEVICES

An area of the agencv facing enormous challenges and increasing workload and
responsibilitv is medical devices. This program oversees an almost infinite range of

diverse products that includes pacemakers, hip replacements, intraocular lenses,
breast

implants,
a vast array oi diagnostic devices such as the recently approvedhome cholesterol tests, and state-of-9ie-art medical imaging equipment. Tnis

rep-
resents an enormous span of technology and complexity. Even more simple tech-

nologies such as latex gloves and condoms often present formidable challenges for

which today's science may not have complete answers on what risks as well as what
benefits these devices have.
America's medical device industry is large, rapidly growing, and pioneering a con-

tinuing stream of innovative products. It constitutes about 20,000 firms, and over
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75 percent of them have fewer than 20 employees. Four of the 10 fastest p;owing

manufacturing industries in the U.S. manufacture medical devices, according to

data from the Department of Commerce. Further, this is one of the few manufactur-

ing industries where the U.S. has maintained a positive and growing trade balance.

However, both we and the industry face enormous challenges as well as responsibil-

ities Keeping pace with this industry has become increasingly more difficult for us.

For example, there has been growth both in the number of submissions and the

volume and complexity of their contents. As a result of the Safe Medical Device Act

of 1990, FDA is implementing a vast array of new statutory requirements that man-

date resource-intensive premarket review and postmarket surveUlance tasks. Most

recently FDA has been experiencing unprecedented oversight in the device review

process, which has both taken time from the review process and resulted in even

more new requirements. ^ . , , ... __. . , ,

All of this has had a profound effect on the program. Prior to 1992, FDA was able

to review most of the simpler appUcations we receive, 510(k)s, within 90 days and

the more complex applications, PMA's or Pre Market Applications, witiun 180 days.

The number of applications that exceeded these review times could be counted in

the single digits. Over the last year, however, our review times have been lengthen-

ing, along with our backlog of submissions in-house beyond our statutory review

We' have been trying to manage this changing situation by redirecting resources

within the medical device program. But this effort is falUng far short of the de-

mands requiring the additional resources included in our 1994 request to address

this program's most urgent needs and significant recent legislative mandates.

We are clarifying product evaluation requirements for the industry, to improve

the quality of manufacturers' submissions and reduce the number of costly review

cycles We are also improving our communication with the industry on the status

of applications. And we continue to look for efficiencies wherever possible. What the

industry really wants, however, is evidence of predictabiUty restored to our review

process—a reasonable expectation of just how long our review process will take, and

what they can expect. We want to get there just as much as the industry wants

Another challenge in the arena of medical devices is the number and significance

of non-review responsibUities. As just one example, I cit« mammography, bince

1945, breast cancer has been a leading cause of cancer deaths among women. Mam-

moeraphy, or x-ray breast examination, remains the best available method for de-

tecting breast cancer at its earliest stages. Early detection is critical in reducing

both tJie mortality rate and the severity of the patients' treatment
.

For mammography to achieve its potential benefit there must be an accurate in-

terpretation of high quality images produced with minimum radiation
exposure.

This requires examinations to be conducted by properly trained personnel using

equipment that is specifically designed for mammography. The detection of breast

cancer via mammography is a challenging process. Even with good quality images

and skilled personnel, it is estimated that 5 to 15 percent of cancers will be missed

But inadequately used or maintained equipment and improperly trained personnel

will cause the rate of cancers that are missed to be much higher.

Since 1975 FDA has been in the forefront of efforts to improve both the quality

and safety of mammography. These efforts have included reducing the exposure to

radiation during mammography, improving the quality of the image produced, im-

proving the ability of the radiologist to read and interpret mammograms, and con-

tributing to the development of an integrated U.S. system of diagnosis and treat-

ment of breast cancer. Recognizing many of these important issues, Congress passed

the Mammography Quality Standards Act of 1992.
r -u uu ^^a

This Act, which became law last October, requires the Secretary of Health and

Human Services to issue standards for equipment, quality assurance programs, and

personnel and to provide for accreditation, inspection, and certification of mammog-

raphy faculties. FDA has been given primary responsibility for its implementation.

The Act establishes a number of ambitious, if not impossible deadlines for various

actions, and requires that each facility receive a certificate from the Secretary by

October 1, 1994.

VACCINES

A second important challenge facing FDA today is ensuring tiie safety and efficacy

of vaccines. Immunization has emerged as a m^or pubUc health priority both m this

country and internationally. FDA scientists play a critical role in bringing safe and

effective vaccines to children and adults.
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Our involvement with vaccines spans a wide area—from the science required to

develop and evaluate the products, through the testing, post-marketing surveillance,
and updating of labeling for physicians.
The story of FDA's multi-faceted role is really the story of the dynamic field of

vaccine development. First let me highlight four aspects of vaccine development
which define much of our work.

First, public and private sector scientists are using highly sophisticated new tech-

nologies to develop vaccines. Last year about one-fourth of the new vaccine INDs
we received involved these technologies. I'm referring to recombinant DNA tech-

niques, for example, or new methods to stimulate immunity.
Second, scientists are seeking to improve existing vaccines. A good case in point

is the pertussis vaccine which has been associated with increased numbers of ad-

verse effects.

Third, preventive and therapeutic vaccines for AIDS are being developed and test-

ed. These are scientifically challenging vaccines, requiring specialized scientific

skills and technologies.
Fourth, there is increased interest in combination vaccines with the new safety

and efficacy questions they raise.

What does this mean for us? It means that we must have sophisticated scientists

who can provide guidance in the many new challenging and complicated aspects of

vaccine development. Scientists who can set standards and develop assays to assess

the safety and effectiveness of these products. Scientists who can work with spon-
sors to ensure that the clinical trials will address all areas of concern.

FDA scientists have made major contributions to the science involved in develop-

ing and evaluating these new vaccines.

Our work on an acellular pertussis vaccine, for example, brings this country one

step closer to retiring the problematic whole cell DPT vaccine.

In a few months we will be sponsoring a scientific sjmiposium to evaluate the spe-
cial issues raised by combination vaccines.

And as these new products are introduced, we must monitor them through an in-

creasingly sophisticated adverse event reporting system, including VAERS.
We are also being called on to provide technical assistance for international pro-

grams aimed at increasing immunization rates. We are working closely with the
World Health Organization (WHO) and the Pan American Health Organization, and
FDA has been involved in vaccine development programs in several foreign coun-
tries.

Immunization goals in this country require an active role for FDA in ensuring
that the supply of vaccines used to meet our goals meets our safety and efficacy
standards.
Our work in vaccines increasingly provides many challenges—^both scientific and

in terms of the resources needed to get the many parts of our job done.

IMPORTS

Next, let me talk about imports. The number of imported products under FDA's
jurisdiction has been increasing each year. Entries of FDA regulated products ex-

ceed 1.5 million per year. FDA has the resources to sample and analyze only about

52,000 entries, and to visually examine another 90,000. This results in a combined
examination and sampling rate of about 10 percent. Our task is to target that 10

percent effectively.
About 85 percent of the imports under our jurisdiction are food items. More and

more of the food Americans eat is imported. Our inspectors are looking for problems
such as adulteration, decomposition, and contamination, which threaten the safety
and wholesomeness of the food supply.
Given the increase in imports, the challenge for us is to make sure that we are

making the best use of the resources we have. And that means devising and putting
in place the most effective and efficient inspection and enforcement strategies pos-
sible to monitor these products.
This is an important priority for the Agency. Let me tell you some of what we

have already done.—We have zeroed in on what FDA and the Customs Service call "bad actors."

These are importers who repeatedly bring in violative products. Warning letters

have gone out to nearly 75 such importers. We are singling them out for atten-

tion in our sampling and examinations and, where conventional import coverage
fails to correct the problem, we still pursue further legal sanctions, including
injunction and criminal prosecution.



606

—We have identified potential problems with specific products and looked closely
at those imports. In the past year, for example, we completed an import initia-

tive to examine ceramicware for excessive lead levels.—Together with the U.S. Customs Service in Seattle, we are pilot testing a com-

puterized system to screen import documents. Rather than nave FDA stafi" re-

view all import papers to determine which items should be examined, informa-
tion is sent to a computer which does the initial screening based on criteria de-

veloped by FDA.—Over the past several years a lot of time, money, and effort has gone into devel-

oping our Import Support and Information System (or ISIS) to make our inspec-
tion system more efncient. Although this system has had the expected fits and
starts for a system of this magnitude, I'm pleased to report that we are commit-
ted to turning that system on during this fiscal year.

In our effort to strengthen our inspection system, we have strengthened our work-

ing relationship with the U.S. Customs Service. We are not only talking but working
together to assure that both our agencies needs are served.

In conclusion, Mr. Chairman, I would like to summarize our supplemental appro-
priations requests for 1993, as well as our budget request for 1994.
The President's 1994 Budget transmitted two non-economic stimulus 1993 supple-

mental proposals, which are deficit neutral as proposed. First, we are requesting
Congressional action to effect appropriation transfers to FDA in the amount of $3
million; with $1 million each coming from the Centers for Disease Control and Pre-

vention, the Health Care Financing Agency, and the National Cancer Institute of
NIH. The second FDA proposal for 1993 is to initiate the extremely important Pre-

scription Drug User Fee Act of 1992, which passed Congress last October. This Act
authorizes the collection of user fees for prescription drugs and biologicals to aug-
ment the base level of Agency resources dedicated to their review. Whue the stetute

provides specific levels of fees beginning with 1993, it also requires that the total

revenue level to be collected for each fiscal year be established by an appropriations
act.

Turning to 1994, our total request is for $924.3 million. This includes a deficit re-

duction proposal of $200 million in user fee collections for FDA activities currently
funded by appropriations and $54 million in additive revenues authorized by the

Prescription Drug User Fee Act to support enhancements in the human drug and
biologies review programs. In addition our 1994 budget requests $23 million for ad-
ditional payments to the General Service Administration for rent, and program in-

creases of $67.6 million above currently appropriated resources in 1993. To summa-
rize these—the 1994 budget requests program investments, including 1993 supple-
mental resource requests, of $34.6 milhon to enhance and accelerate FDA's immuni-
zation activities; $13 million to materitdly implement the Mammography Quality
Standard Act of 1992; and, $20 million for our Medical Device Program to enable
the Agency to keep pace with expansion of the industry, emerging technologies, and
to move toward fully implementing the provisions of the Safe Medical Devices Act
of 1990.
This concludes my prepared remarks, Mr. Chairman. I will be happy to answer

any questions you or any other members of the Committee may have.

Biographical Sketch

DAVID A. KESSLER

As Commissioner of the Food and Drug Administration, David A. Kessler guides
an agency that monitors foods, cosmetics, animal drugs and a wide variety of medi-
cal products, prescription and

nonprescription.
All told, FDA has an impact on the

safety and value of about 25 percent of what the American consumer purchases. Dr.
Kessler took over as FDA Commissioner on December 3, 1990.
Both a Harvard-trained physician and a university of Chicago-trained lawyer. Dr.

Kessler brings a breadth of research, educational, professional and administrative

experience to this post.
Administrative experience. From 1984 until his FDA appointment. Dr. Kessler

was medical director of the Hospitel of the Albert Einstein College of Medicine in

the Bronx, N.Y. He helped establish the hospitel's medical and pematric emergency/
evaluation units. During his tenure, the medical service was consolidated, and a
blood donor facility and an adult dialysis program for children was expanded. Under
his leadership, physician assistents were brought into the hospital's teaching pro-

S-am
in what has become a model for teaching hospitals in New York State. And

r. Kessler built the hospital's current quality assurance system.
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Dr. Kessler holds hospital appointments at the medical center and teaching ap-

pointments in pediatrics and in the department of epidemiology and social medicine.

He was awarded an advanced professional certificate from the New York Univer-

sity Graduate School of Business Administration in 1986.

Dr. Kessler brings to FDA a breadth of experience in FDA issues, having written

in the New England Journal of Medicine and other professional journals on food la-

beling and safety, drug and medical device issues. He has chaired the drugs and

biologies subcommittee of the Food and Drug Administration—a group of experts re-

viewing the resources, mission and organization of the agency. He continues on the

committee as a non-voting member.
Since 1986, Dr. Kessler has taught food and drug law at Columbia University

School of Law in New York City.
From 1981 to 1984, Dr. Kessler was a consultant on FDA-related issues to Senate

Labor and Human Relations Committee Chairman Orrin G. Hatch.
A pediatrician. Dr. Kessler did his internship and residency at Johns Hopkins,

Baltimore. Despite his schedule as medical director at the Albert Einstein Hospital,
Dr. Kessler made it his business to see sick children in one of New York's municipal
emergency rooms each week.
He is also one of the authors of "Caring for the Elderly; Reshaping Health Policy,"

John Hopkins university Press.

He was Phi Beta Kappa and was graduated magna cum laude with a bachelor
of arts by Amherst College in 1973; with an M.D. from Harvard Medical School in

1979. An attorney, he was graduated and with a doctor of law (J.D.) from the Uni-

versity of Chicago Law School, where he was an associate editor of the University
of Chicago Review, in 1978.

Dr. Kessler was bom May 31, 1951, in New York City. He is married to attorney
Paulette Steingberg Kessler. They have two children, Elise and Benjamin.

GENERAL QUESTIONS

Senator Bumpers. That is fine. We appreciate that. Thank you
very much. Please proceed, Dr. Kessler.

Dr. Kessler. I am willing to dispense with the oral remarks en-

tirely, Mr. Chairman.
Senator BUMPERS. And just start with the questioning?
Dr. Kessler. Certainly.
Senator Bumpers. You just replaced Senator Bond as my new fa-

vorite person in the whole world. [Laughter.]
There is no telling how many hours are wasted on statements

that everybody has read or do not want to hear. Everybody here
knows pretty much what they want to tsdk to you about.

Dr. Kessler. And I am prepared.

USER fees

Senator Bumpers. The first thing I want to talk to you about are
user fees. You would agree that user fees are going to have to be

authorized, would you not?
Dr. Kessler. We worked very hard, Mr. Chairman. I spent 4

months last year working with the Congress on the authorization
of the Prescription Drug User Fee Act. Everybody came together,
industry, the Congress, and the executive branch, to work on that
authorization. Dennis Williams is the Deputy Assistant Secretary
for Budget in the Department. Let me let him answer that ques-
tion.

Mr. Williams. The budget request is based on a generic user fee

authority that already exists in the executive branch, and so we
are not seeking additional authorizing legislation for the $200 mil-

lion, but it would require some action by the Appropriations Com-
mittee.
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Senator Bumpers. Dennis, let me ask you and Dr. Kessler, let's

go through this so the record is very clear to the members of the
subcommittee and to anybody else who pays attention to the
record.

The President is asking for $200 million in 1994 from user fees.

Now, we passed a user fee act last year. I forget the name of it,

something act of 1992. As I understand it, you expect to raise $54
million from that act in 1994, and the President is asking for an
additional $200 million in user fees for that year, and that is where
the $254 million comes from.

Now, the administration has also proposed $109 million, I believe
it was, less for you than you got this year, 1993, but giving you the

$254 million, which the administration says you can raise, that

gives you a total increase for 1994 of what, $109 million, is that
correct?

Now, what I want to know is: No. 1, how much are you going
to collect under the 1992 act in this year, 1993? No. 2, how much
do you hope to raise in 1994, under that act? Is the $54 million re-

alistic?

And No. 3, is the $200 million in user's fees for 1994 realistic?

Forget the authorizing. We will take care of whether it needs to be
authorized or not. Are the questions all clear now?

Dr. Kessler. I think they are very clear, Mr. Chairman. Let me
take the first crack, and Mr. Williams can add on.

Yes; there is a supplemental request to the President. It is $36
million, to begin in 1993. The collection of user's fees is realistic.

We are geared up. We have task forces and are prepared to acceler-

ate the drug approval process, if that money becomes available.

This is very realistic.

In 1994, the President has asked for $54 million for user's fees.

I think that is very realistic. We are ready to acquire space and
start hiring. People want to come work at the agency, and we are

ready to reduce the review time it takes to bring new important
drugs to the market.
The $200 million is to address a major concern that the entire

public and the Nation has about reducing the deficit. In light of ev-

erybody having to make sacrifices, deficit reduction is the No. 1

issue that the President cares about.
We all have an obligation to do whatever we can. Is it going to

cause us to push the limit somewhat to get it up and running? Ab-

solutely. But the overriding concern right now is the reduction of
the deficit. And to the extent that this contributes, we have to do
our share.

PRESCRIPTION DRUG USER FEE ACT

Senator Bumpers. Now, you are asking for $36 million, under
the Drug Prescription User Fee Act, whatever it is, of 1992. You
are asking for $36 million in the supplemental appropriation

Dr. Kessler. Yes, sir.

Senator Bumpers. For 1993.
Dr. Kessler. Yes, sir.

Senator Bumpers. Are you prepared to start collecting that?
Dr. Kessler. Absolutely.
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Senator BUMPERS. Do you think that is a reasonable figure that

you can get?
Dr. Kessler. Absolutely. That was the result of very intense

analysis over a number of months between the Congress and the
executive branch, and the industry is ready to pay that amount.
We are prepared to use that amount and dedicate that amount to

the speeding up of drug approval in this country.
Senator Bumpers. How many more employees are you going to

have to do that?
Dr. Kessler. Ultimately, under the Prescription Drug User Fee

Act, it rises to 300, made up of reviewers and direct support staff,

in drugs, with another 300 in biologies. That is by the fifth vear
of the program. I do not have the number for 1993 right in front

of me.
Senator Bumpers. Has 0MB signed off on that?
Dr. Kessler. Yes, sir.

Senator Bumpers. What, if any, impact is the collection of these
fees in 1993 going to have on your review process?

Dr. Kessler. We have committed to expediting the review of

drugs for life-threatening diseases. We have agreed that all those

drugs will be reviewed by years 4 and 5. At the end of the program
we will have review times of 6 months for all important drugs, and
12 months for any drug.

DRUG application REVIEW

Senator Bumpers. Those were good answers on user fees. I hope
this all works out very well for you. You seem to be very confident
that you are going to be able to accomplish not only what you are

required to accomplish under the 1992 act, but for 1994.
Dr. Kessler. Mr. Chairman, there was a debate that raged for

the last 15 years about drugs taking too long to get approved in

this country.
That debate has given way to a grand experiment, and it's a

grand experiment in mutual cooperation between the Congress, the

industry, and the FDA. We are coming together and saying that
the most important thing is to maintain the quality of the review.
We need to keep the quality of the review where it is, and, in

fact, to continually increase the quality of our scientific review be-
cause we set the goal standard.

It is interesting, the Japanese, the European Community, every-
body wants to rival the kind of drug regulatory authority that we
have in this country, and be the gold standard. And we are the gold
standard, because of the quality.
When a drug is approved in this country, it becomes an inter-

national blockbuster because it is safe and it works. It sounds very
basic. But go abroad. You can buy drugs, you know, 30 or 40 drugs
in some countries are being sold for Alzheimers. Do any of them
work? No.
When a drug is approved in this country, it works. I think that

contributes enormously to the public's health. That is the prime
reason. But it also contributes to the international competitiveness
of our pharmaceutical industry.
Everybody came together and we have a 5-year grand experi-

ment. We are very committed to making this work. Ms. Veverka,
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who is a senior advisor for management at the agency, has spent
virtually all her time, over the last 7 or 8 months, gearing up for

this user fee.

It is a very important step. I hope it is a model that can be used,
not only by us, with regard to other programs, but also with regard
to other Government programs.

Senator Bumpers. Dr. Kessler, I am the new boy on the block as

chairman of this subcommittee, but I am going to tell you some-

thing, you will not get any squawk from me about the time it takes
to review an application.
The most important function you have is to make sure that that

drug is safe. If you can do that in an expedited time, that is all

to the good. But your first responsibility, of course, is to make sure
that the public's health is protected.
We all want these new drugs. You are under tremendous pres-

sure, I know, on some of these AIDS drugs to short-circuit, and in

that case, I do not know, that is a highly sophisticated argument,
but if you are the victim of AIDS, you do not want to deal with the

sophistries and the fine points.
You want to try whatever you think might save your life. I know

that the pharmaceutical companies have squawked for years about
the length of time it takes. And I know you have cut down on the
time that it takes.

But I also know, for example, that Gino Tech, and whoever
makes, is it streptokinice, or whatever it is, I know that lawsuit
has been going on for a very long time about which of those two
heart drugs is the most efficacious.

Dr. Kessler. I think Gino Tech makes NTPA. Streptokinice is

the competitor, and that is the battle that is going on.

Streptokinice and NTPA.
Senator Bumpers. There is nothing wrong with licensing both

the drugs.
Dr. Kessler. Absolutely.

FOLIC ACID

Senator Bumpers. That is an in-house fight between them as to

which one is better. That is like, you know, whether you take

Excedrin, or Aspirin, or something else.

Let me ask you a question along the lines of efficacy and safety,
I understand that in most cases, women who are enrolled in the
WIC Program, if they get prenatal care, the doctors prescribe, usu-

ally prescribe, a prenatal multivitamin supplement.
Now, is there a proven connection between the use of a folic acid-

containing multivitamin supplement taken during the early weeks
of pregnancy and the prevention of birth defects?

Dr. Kessler. There certainly is strong epidemiological evidence.

Let me answer it this way, Mr. Chairman, which I think is the best

answer.
I prescribed, and made sure my wife was taking multivitamins

in the early phases of pregnancy. Yes; I think there is no question
that all women of childbearing potential should make sure that

they have appropriate nutritionzd intake.
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Senator Bumpers. What is the Public Health Service's rec-

ommendation with regard to these vitamins for pregnant women
and lactating mothers?

Dr. Kessler. It is that all women of childbearing potential re-

ceive 400 milligrams of folic acid a day, as a minimum.

FOOD ADVERTISING

Senator Bumpers. If we gave the Food and Drug Administration,
if we took away from the Federal Trade Commission, and gave to

your department, the jurisdiction over advertising of foods—first of

all, would you like to have that jurisdiction?
Dr. Kessler. Mr. Chairman, right now I have responsibility for

all food, except meat and poultry, all drugs, all devices, all cosmet-

ics, all blood, and all vaccines. "Sixty Minutes" told me I had juris-
diction for a police radar gun, cellular phones
Senator Bumpers. Did that come as a surprise to you, or did you

know that?
Dr. Kessler. No; it rekindled the fact that we do have jurisdic-

tion over radiation-emitting devices, that are electromagnetic field

generating devices. I am very committed to making sure that the
American public gets accurate information about the food that they
eat.

The Nutritional Labeling and Education Act, Mr. Chairman, that
the Congress passed is an important landmark. It may be one of

the most important things in the last decade that FDA has done.
That nutritional information needs to be accurate, and it needs to

be accurate with regard to both advertising as well as on the label.

The American public does not want to be mislead. Just tell them
the truth, that is all they want. It does not make a difference who
does it. I have enormous respect for Chairwoman Steiger, but ad-

vertising and labeling have to be accurate.

IRRADIATION OF FOOD

Senator Bumpers. I will ask one other question, and we will go
a second round in a moment, and I will defer to my ranking mem-
ber. But I do want to ask you this, Dr. Kessler.
We got into this last week with the Agricultural Research Serv-

ice. They strongly recommended that I defer those questions to you.
It deals with the irradiation of food.

Now, let me ask you, first of all: Do you approve irradiation of
a product on a product-by-product basis? If the answer to that is

yes, what precautions do you make, or what do you have to con-
clude before you approve a product for being irradiated?

Dr. Kessler. Mr. Chairman, we approve irradiation on an appli-
cation-by-application basis. We issue regulations establishing safe
conditions of use which are sometimes broad, and applicable to

many foods, and sometimes narrow. Irradiation is approved for

pork, for the control of trichinosis; for poultry, for foodbome patho-
gens; for herbs and spices, for microbial disinfection; and for foods
such as grain, for the disinfection of insects.

We also have limited uses for the prevention of sprouting, or the

delay of ripening of fresh fruits and vegetables. It has to be safe.
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and not alter the nutritional composition of the food in any signifi-

cant degree. That is the requirement.
Senator Bumpers. Did you just give me a list of the things that

you have approved so far?

Dr. Kessler. That is correct. Those uses have been approved.
Senator BUMPERS. Is it possible to irradiate a food while it is still

growing? Tomatoes? Brussels sprouts?
Dr. Kessler. I would have to supply that for the record. Dr.

Shank, from our Center for Food Safety, is here, if you would like

for him to respond.
Senator Bumpers. Would you come up here and take a seat,

please? Would you state your name for the record, please?
Dr. Shank. My name is Fred Shank, Director of the Center for

Food Safety and Applied Nutrition.

Senator BUMPERS. Did you hear the question?
Dr. Shank. Yes; I think it would be impractical to irradiate a

product while it was growing in the field. Workers would need to

be shielded from the radiation and doses large enough to accom-

plish a useful purpose in the food could be expected to kill the

plant.
Senator Bumpers. Let me ask you: How many applications do

you have pending from people who want to irradiate their food?

Dr. Shank. Mr, Chairman, I cannot give you an exact number of

applications that are pending. I do not think that there are a large
number in the area of irradiation, however.
Senator Bumpers. Let me ask you: First of all, are you a special-

ist in this field? What is your background?
Dr. Shank. I am a nutritionist by training, food science, in gen-

eral.

Dr. Kessler. Mr. Chairman, Dr. Shank is the Director of our
Center for Food Safety, so he is responsible for anything that

comes within the jurisdiction, of which irradiation is one item.

Senator Bumpers. When did the radiation first surface as a po-
tential food preservation process?

Dr. Shank. I cannot give you the exact date, but our first regula-
tions go back 30 years.
Senator Bumpers. The Agriculture Department testified last

week that 25 percent of the food produced in the world is lost ei-

ther to rot or to pests. They say that irradiation holds the potential
for eliminating virtually all of that. Do you agree with that?

Dr. Shank. Yes, sir; irradiation could make a substantial con-

tribution to the prevention of the conditions that you mentioned.
Senator Bumpers. Have you approved any fresh foods, fruits,

vegetables, and so on, for irradiation?

Dr. Shank. We have approved irradiation of fresh produce, such
as strawberries, and fresh fruits and vegetables for the control of

pests and to inhibit ripening and sprouting.

IRRADIATION

Senator Bumpers. Do you have any requirement that any signs
be posted in the grocery store, notifying the customer that foods

have been irradiated?
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Dr. Shank. Yes, sir; that is a requirement. We have a logo as

well as a requirement of the statement that it has been treated

with ionizing, or radiation, or something to that effect.

Senator BUMPERS. Now, there is a nuclear material component in

irradiation, is that correct?

Dr. Shank. Yes, sir; that is one way to irradiate food.

Senator Bumpers. Where is it? Just tell us generally how it

works. You are talking to a real la3mrian, so make it simple.
Dr. Shank. Well, there are two means of irradiation. One uses

electronic beams, or x rays which do not use nuclear materials, and
the other popular form uses cobalt 60. The latter one that I men-
tioned is the one that people are tremendously concerned about,
relative to what might be some inappropriate practices, or some ac-

cidents in the environment.
Senator Bumpers. When you mentioned cobalt, you know what

that signifies to me, that means a cancer treatment, and heavy
doses of radiation.

Dr. Shank. Well, this is the same radiation source. It is a tech-

nical area, but I can assure you that there are safeguards in place
to provide for the safety of the people running irradiators. As the
Commissioner said, once the food has been irradiated, it is safe. It

is not a radioactive substance.
Dr. Kessler. Mr. Chairman, let me just explain. The source gen-

erates the radiation. I mean that may be what you are referring
to as nuclear.

Senator Bumpers. I understand.
Dr. Kessler. The food in no way is radioactive. That is very im-

portant. It is no more nuclear than an x-ray machine that I would
use to do chest x rays on kids. In many ways, it is no different.

Senator Bumpers. Dr. Kessler, of course, I would not want to eat
foods that have been x rayed. I may do it, but I would not want
to.

Dr. Kessler. Well, let us go through that.

Senator Bumpers. I mean when that doctor jumps behind that
lead shield, I have a feeling there is something is wrong

Dr. Kessler. No; I am just drawing the analogy. It is a different

radiation source and a different radiation frequency. But just be-

cause you use that to sterilize the product does not convert that

product in any way to any kind of additional frequency. I mean the

strawberry that gets irradiated is not radioactive.
Senator Bumpers. The environmentalists are going berserk

about this, as you know. Let me ask you this. Would it be fair, for

example, if you had a nuclear submarine, and you have a nuclear
reactor that is totally contained, and you have 110 or 120 men on
a submarine around that, and it produces a propulsion system, but
the nuclear radiation itself is contained, I get the impression here
that that is not a very good analogy, though, is it? When you talk
about irradiating something, it is not just a heat process, it is radi-

ation.

Dr. Kessler. Mr. Chairman, let me give you an experience that
I had when I was running
Senator Bumpers. Let me ask you a question. Dr. Kessler. For-

give me for interrupting you. But if this is absolutely safe, why are
we not irradiating everything?
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Dr. Kessler. The environmentalists raise three concerns Two I

take exception to, one I agree with. One, they
^^y.^^e

product that

gets irradiated, the strawberry, is dangerous. No; that is not the

^^TVo after you irradiate the strawberry, it may change its nutri-

tio^ content; Yes; that is true. There are some technical changes,

hnf fViPv are not sienificant. So that is not an issue.

The third issuelSey raise is that irradiation is not the answer

to aTlfooi safety questions. On that one, I

^f
ee. It is an importan

tool for certain aspects of ensuring the safety of the food, but it

should not be used^ as a way to allow other substandard practices

^'Thaufwh^rTi agree. You do not want to have people becoming

sloppy in Their proclssing plants, just because they know, wel in

?he end they could irradiate the food, because, again, it is one tool,

but it is not the whole answer.

IRRADIATION FACILITIES

Senator BUMPERS. We had testimony last week that there are

onW twTplants in the United States, and one is an experimental

one at the University of Iowa, and the other one is, I believe, in

^'^^%^"'^rv^ersity of Florida also has an experimental

program similar to that operated by the University of Iowa I be-

Uev?th^ Florida plant you referred to is the only commercial facil-

ty dedicated to ir?adiat?ng food and other
agnWturalpro^^^^

Senator Bumpers. Do you have to ship the food to Florida, or can

^'S'^S^'you can only irradiate - a faciUty that is

prop^^^^^^
licensed and you have mentioned two of those that exist for foods.

There is not a^tremendous demand at this point in time, for a num-

ber of reasons, that we have been discussing here this morning.

Senator BUMPERS. Senator Cochran
Pi^nH'^ rP-

Senator Cochran. Mr. Chairman, because of Senator Bonds re

straints, I am going to yield to him.

BOVINE SOMATOTROPIN [EST]

Senator Bond. I thank the ranking member, and I would like to

associate myself with the chairman's comments on implementing

user fees, it is the wrong direction to go.

Dr Kessler I certainly would agree with you on the high regard

that the world has for V.S. products. I think that is because we do

use sound science. One of my major concerns is that we continue

down the path that you have outlined, of making our decisions

'Tund^rsW ttTthere is no scientifically
-asu-ble ^^^^^^^^^^^^^

between BST-supplemented cow's milk and those that do not re

ceive BST Is that your understanding?

D? KESSLER. Senator, the review of BST is underway, and a

numberof applications ^e pending. We have had certain
adviso^

committees that have looked at the issues and have looked
at^^^^^^^

cific portions of the issues. I am personally involved m reviewmg
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data myself, but I am not prepared to draw any conclusions before

that review is complete.
Senator Bond. I understand that the National Institutes of

Health has stated that there is no difference. The Journal of Amer-
ican Medical Association and Congress's Office of Technology As-
sessment have said it is safe. So will you make a decision based
on sound science?

Dr. Kessler. Absolutely.
Senator Bond. If sound science says that there is no difference,

then I assume that you would make that finding, just assuming for

the moment, since you have not completed the review.
Dr. Kessler. The determination has to be based on several fac-

tors. One, is the product safe, with regard to the animal that is re-

ceiving it; two, and even more importantly, is it safe to the humans
that will end up consuming it?

That is obviously the major part of the review, and it focuses on
those questions regarding the animal, and the human population
consuming the milk.

LABELING OF BST

Senator BOND. I understand that there were 2 days of hearings
on the subject of whether to require labeling of BST. Unless you
find there is a difference between milk from cows that have not re-

ceived BST, and those that normally generate BST, why would
there be a question of labeling?

Dr. Kessler. The issue is whether there is material fact, that,
because of the consequences, upsets use. I asked the advisory com-
mittee to be convened to look at that question.
The advisory committee was split on the question. There are

those who say there is no difference. There are others that say
there is an increase in mastitis and an increase of risk of antibiotic

use.

Some say the difference is just technical. Some say the difference
does not exist at all, and some say the difference is significant. So
that advisory committee was very split.

It is interesting, though, and it goes outside of the agency's pur-
view, that many members of that advisory committee did vote, in

general, that they thought it was a public policy matter. Disclosure
to the American public ends up being something that really does
need to be thought about.
Senator Bond. But your agency is not to make that public policy

judgment. Your agency is to make the judgment based on science,
and whether there is a judgment.

Dr. Kessler. The requirements of labeling include consideration
of whether there are any new material consequences associated
with consumption.
That judgment is a scientific decision, but there are obviously

policy aspects so the science never matches 100 percent with the
statute. You have to be able to take the science and reach the stat-

ute, but it is a scientific decision.

Senator Bond. But do I understand you to say that, while I know
some would say, and some of my colleagues in this body might say
that for social and economic reasons, there should be labeling. That
is not a decision to be made by your agency, is that correct?
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Dr. Kessler. Senator, that would be a decision that would be
made by the body I am sitting in front of. I think the social and
economic issues are not issues that the agency deals with or is good
at dealing with.

There is the issue of how safety is defined, and the law requires
the product to be safe. Safety, in general, is a rislo^enefit analysis.
The risks we are good at. The benefits are a little harder to be

able to articulate in a drug that is for production. For therapeutic
uses, the decision becomes easy. You weigh the risks of the drug
versus the potential benefits of the drug.

If you have a 20-percent chance of recovering from a tumor, and
there is a 1-percent risk that you will get some kind of side effect,

that decision becomes easy. Production drugs are a lot more com-

plicated.

LABELING

Senator Bond. The point remains that, should we require, for

economic and social reasons, should there be labeling?
I would say that if we decided that for economic and social rea-

sons we ought to label how things are produced, we could consider
whether hybrid com should be labeled as hybrid when you buy it

in the supermarket, as opposed to some natural com.
You can go down the line, and, for political, social, or economic

reasons, impose requirements that do not have anything to do with
the basic safety standards that you are pursuing.

Dr. Kessler. Senator, you are right on point. There are con-

sequences, and we have heard them, because we did have public
discussion, and many people came in and raised issues to go out-

side of the jurisdiction of the FDA.
That is not to say those are unimportant issues. That does not

say that there are not consequences. Whatever decision we make
on BST, economic and social consequences simply are not the statu-

tory standard by which we judge. The issue on labeling is whether
the failure to disclose would be material based on the consequences
of use.

Senator Bond. In terms of the product
Dr. Kessler. That is correct.

Senator Bond. Not in terms of the economic or social.

Dr. Kessler. That is correct. The issue of whether it would affect

small farms adversely, that is not something that we would con-
sider. That is not part of our statute.

510(K) PROCESS

Senator Bond. Mr. Chairman, I have a couple other questions re-

lated to this issue that I will submit for the record. Mr. Chairman,
also, you brought up the question of nutrition for pregnant women.
I have a question on birth defects and folic acid that I would like

to submit for the record.
I would like to turn now to another very serious area that con-

cerns a different set of people in my State. Over the last 2 weeks i

my office has been contacted by more companies with complaints
about the Food and Drug Administration than we have had in the

previous 2 years combined.
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These are not the big drug or the device companies that every-

body hears about, but the complaints come from small drug and de-

vice companies whose very survival has been threatened by the tac-

tics of the FDA and its inspectors.
Dr. Kessler, I will tell you quite frankly, these companies are ter-

rified of the FDA. They have called us and said because of the

threat of retaliation, they have begged us not to identify who they
are, because they believe that there are those in the FDA who, if

they challenge the FDA on the basis of the scientific assessment of

their product, that they are going to be subjected to regulatory har-

assment, and to a broad series of actions taken to harm them that

do not have a direct relationship to the activities under super-
vision.

I think this is a frightening prospect. I call this to your attention,
because in this area, unlike other areas, we have seen people laid

off, their jobs threatened.
These companies believe that they have not been treated fairly,

that the time lines prescribed for FDA review have not been met,
but it is their belief that if questions are raised on their behalf,
that they are going to suffer.

I would tell you that that, to me, is unconscionable. We are going
to continue to review that. If we find instances where that contin-

ues to happen, we will take whatever aciion we can.

I would like to point out, call to your attention, and to the atten-

tion of this committee, an article that appeared in The Los Angeles
Times-Mirror of April 30. I am sure you are aware of it.

It is about a retired police officer whose doctor claims he cannot
return to work, because there has been an unconscionable delay in

approving a diamond tip surgical drill to unclog his arteries. I

would offer this, and ask later for your response to the concerns
noted in the article.

But I do want to address one particular instance from my State.

A small company has a 510(k) medical device approval pending. I

understand that by law the reviews are to be taken in 90 days, is

that correct?

Dr. Kessler. Under the 510(k) process the applicant must dem-
onstrate that the device is "substantially equivalent" to a device al-

ready on the market. The device cannot be marketed until FDA
specifically approves the 510(k), even if it takes longer than 90

days.
We generally intended to do a 90-day review, but. Senator, let

me be very up front with you. After a decade of Bjork-Shiley heart

valves, and breast implants, and devices that have severely injured
patients, we are ratcheting up the science.

To be honest with you, I cannot do a safety review, and read an

application, and do the kind of science that the American people
expect, as far as protection, in 90 days. It creeps up to about 130
or 140 days. We are trying our best.

I understand your concerns, the concerns you have articulated on
the part of the company. But you have to understand that there is

also the other side. If you want me to do my job, and you want me
to assure that the product is safe, you have to give us some room.
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If any device goes wrong tonight out there in this country I am
going to be sitting here thinking it is our fault. Anytime I try to

assure the safety and efficacy, I am holding up progress.
So what we need to do is achieve a balance. There is no way that

I could ensure the safety and efficacy of all medical devices within
90 days. It is just impossible.

510(K) APPROVALS

Senator Bond. In this particular instance, the device does not
even come into physical contact with the patient. It has been under
review for 450 days, without any decision. It has been 230 days
since its status report has been given to the applicant. They are in

the process of laying off people. There is a problem. To me, that

seems a bit longer than the standard
Dr. Kessler. There is no question, and the new leadership in the

Center for Devices is very committed to addressing the kinds of is-

sues you raise.

Yes; I want to get the timeframes down. Yes; I want to make
sure of the integrity of the scientific decisions, and I have to do
both. It is one of the reasons why I am sitting before you.
The President has requested an additional $20 million specifi-

cally to go toward the workload of the Center for Medical Devices.

That $20 million will allow us to hire additional people to do re-

views without the quality of review suffering.
In a time when we have to feel confident in our choices before

coming to you with any additional resource requests, this is one

area, as well as vaccines, that I am bringing before you today.
Those are the two requests that are in the President's budget. And
it is to address exactly the types of problems that you are address-

ing.
We want to get the timeframes down, and we are working with

the industry to do so. There is no quick fix, but there must be bal-

ance. That is what we need to accomplish.
Senator Bond. Well, I would urge you to reduce those backlogs.

We will do what we can to provide the resources, but, again, I

would also suggest that in your directive to your personnel, you
make it clear that in terms of extensive delays, that there not be
retaliation for those questioning your actions.

Dr. Kessler. Absolutely.
Senator, I am a pediatrician. I use these devices. If there is a de-

vice that is going to help somebody, we want to get it out.

Let me clarify the record. The 1976 Medical Device Statute al-

lowed 510(k) devices to be marketed after 90 days unless FDA is-

sued a specific denial. Under the Safe Medical Devices Act of 1990,
a 510(k) device cannot be marketed without specific approval even
if that takes longer than the 90-day timeframe established by the

act.

Senator Bond. Mr. Chairman, I thank you for the time. I par-

ticularly appreciate the courtesy of the ranking member.
Senator Bumpers. Thank you, Senator Bond. Senator Cochran.
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DRUG PRICING

Senator CoCHRAN. Mr. Chairman, I appreciate your recognizing
me. Let me ask just one question, and then I will yield so the Sen-

ator from Wisconsin can ask questions if he would choose to.

There is a big hue and cry about drug pricing right now. The ad-

ministration in looking at health reform proposals, I believe, has

publicly suggested that voluntary price controls from drug compa-
nies will be encouraged. There is even a suggestion by some that

there be a commission established to impose price controls on the

drug industry.
I am curious as to what you think about that, and whether you

have been brought into the discussions to determine what ways are

available to try to hold down the prices of drugs to consumers.
Dr. Kessler. Senator, what we are good at, or what our exper-

tise is in, is assessing the safety and efficacy of pharmaceuticals.
We are not good at cost-effectiveness. We do not have that kind of

expertise.
For example, the chairman referred to Streptokinice and NTPA.

If I am a hospital, or a physician, I need data to help me decide

which drug to use.

If one costs $7,000 and the other $1,000, efficacy data is still

needed for a decision. In the end, there is a scarcity of the kind of

data needed to make the best decisions.

We are going to be seeing more and more of the pharmaceutical
industry doing the head-to-head kind of comparison, we saw on

Streptokinice and NTPA, and I welcome that.

But the comparisons need to be rigorously done, and on review-

ing those head-to-head comparisons with regard to efficacy, I think
the agency does have expertise that could be called upon.
But on cost-effectiveness, that is not something that has tradi-

tionally been part of the agency. Again, we are a scientific regu-

latory agency, so I think we should stick with the data with regard
to safety and efficacy.
Senator CoCHRAN. It seems to me that competition in the Amer-

ican marketplace has done a great deal to provide American con-

sumers with an abundance of products at reasonable prices. And I

wonder, to what extent do you think we need to modify existing

legislation or laws here to help ensure that in the drug industry
that is true as well?

Dr. Kessler. Senator, let me just speak personally as a pediatri-
cian. There is some concern on my part. I mean we are sitting here

day and night trying to accelerate the drug approval process.
We are trying to get drug approval in a matter of months; AIDS

drugs in 4, 5, or 6 months of review time. That is what we have
been doing, and that is what we are shooting for on all break-

through drugs.
If we push these drugs through to provide access, in the end,

someone is going to have to be able to afford it. What good is it

if I speed up the approval process, if people on the other end can-

not afford it?

It is not only in this country. I have grave concerns that no one
on the continent of Africa can afford some of the antiviral com-
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pounds that we have approved for AIDS. They are just too expen-
sive.

So I think access to medicine is a very important issue that real-

ly does need to be dealt with, and I know that the President and
the First Lady are dealing with that issue.

MEDICAL DEVICE APPROVAL

Senator CoCHRAN. The issue of medical device approvals was
raised by Senator Bond. I had in my notes here a copy of an article

which appeared in Forbes magazine back in January that has a

subheading, "The U.S. Food and Drug Administration has all but

stopped approving new medical devices, much to the benefit, for

now, of foreigners." I am going to put a copy of the article in the

transcript of the hearing.
[The information follows:]

[From Forbes Magazine, Jan. 18, 1993]

Block That Innovation

the u.s. food & drug administration has all but stopped approving new
medical devices—much to the benefit, for now, of foreigners

(By Laura Jereski)

In over two decades as a successful builder of innovative medical-device-making
companies, Manuel Villafana has overcome many a scientific and financial hurdle.
But nothing prepared him to deal with the faceless government bureaucracy that
is the U.S. Food & Drug Administration.

Villafana, now 52, helped launch Cardiac Pacemakers, now a subsidiary of Eli

Lilly. Later he cofounded St. Jude Medical, a maker of high-tech valves used in

open-heart surgery. Since 1990 VUlafana has run ATS MedicaJ, a Minneapolis-based
startup that has developed a heart valve Villafana hopes will one day supplant St.

Jude Medicsd's valve, now the industry standard.
But that day may be a long time coming. Embarrassed by much-publicized prob-

lems with silicon gel breast implants and heart valves, the FDA has almost stopped
approving new medical devices. The FDA's approvals of new devices have sunk from
47 two years ago to 12 in the fiscal year that ended last September. Officially the
FDA attempts to complete reviews of new medical devices and give a thumbs up
or down within 180 days, but in some cases the review process has stretched to two
years or more. Contrast this slowdown to the growth of the FDA's total staff—up
from 7,600 in 1990 to 8,700 now—and to its budget, up fix)m $598 million to $760
million.

How do startups like ATS survive if the bureaucrats keep their products off the
market? The better-capitalized ones do so in part by looking overseas. ATS' new
heart valve is almost completely assembled in Minneapolis and then shipped to
Scotland where the last piece, a sewing cuff around the valve, is attachea. From
Scotland it is sold into France, Switzerland, Germany and five other foreign coun-
tries. Foreign sales brought in $225,000 through the first three quarters of last year,
not much but enough to nelp the company raise some $27 million in a private place-
ment to fund extended clinical trials in the U.S. Even so, says Villafana, ATS' valve

probably won't be avtiilable to American patients until 1997.
Or consider Waltham, Mass.-based Summit Technology. In 1988 Summit devel-

oped a laser technique for the removal of corneal scars; the laser procedure could
substitute for risky corneal transplant surgery for as many as 20,000 U.S. patients
annually. Summit has been trying for a year to win FDA approval for its procedure.
But the FDA's ophthalmology panel, which usually meets at least four times a year,
met only once last year, and so didn't even consider Summit's clinical results sup-
porting its request wr approval.

Fortunately, Summit's laser device is used in 35 countries for refractive surgery
to improve vision by changing the shape of the cornea. That foreign business ac-
counted for

virtually
all of Summit's $30 million in sales last

year,
^e are lucky,"

says Summit President David Muller. "If it weren't for the refractive surgery over-

seas, we'd be out of business."
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Says Daniel Lemaitre, a medical devices company analyst at Cowen & Co.: "There
isn't a company that isn't thinking of moving its research and development, and its

manufacturing, overseas."
The FDA's approvals slowdown—in concert, probably, with uncertainty as to what

future U.S. health insurance policies will cover—has begun to drain venture capital
away from medical device companies. Walter Channing of CW Group, one of the

largest investors in medical innovations, says that ten years ago 40 percent of his

capital would have been invested in medical device companies. Today only 20 per-
cent of his funds are so invested.
Warns Robert Daly of Boston's TA Associates, a big venture firm: "The new regu-

lations and delays mean adding $10 million to $20 million to a company's budget,
and several years until the device gets to market. At that rate, most [venture] desds
don't make sense." And when medical innovation deals suffer, everyone does.

DELAYS IN MEDICAL DEVICE APPROVALS

Senator Cochran. But my question to you is, based on this and
other suggestions that approvals of various new medical devices
have dropped from 47, 2 years ago to 12 in fiscal year 1992, wheth-
er or not we are getting to the point where we are driving our busi-
nesses overseas, or causing unnecessary delays and expense, and
draining venture capital from medical device companies. Is there
an explanation for all of this?

Dr. Kessler. Senator, I think you are entitled to the entire pic-
ture. The numbers you referred to were the premarket approvals
[PMA's] that are submitted for a number of devices. There are also
about 5,000 devices approved each year under the 510(k) process
which Senator Bond was talking about.
Manufacturers would much rather go under the 510(k) process,

because we try to do those in the 90 days, or the 130 days, under
the PMA process. But to say that the device approval has come to
a halt is not accurate. I do not think the record reflects that when
you see that 5,000 devices are approved.
The important point is we have x resources within the agency,

and we have to make the best use of those resources. The issue is,
23 additional legislative statutes have been added to the agency as
a whole in the last decade, with insufficient new resources. The De-
vice Center alone has had the Safe Medical Devices Act, Clinical

Laboratory Improvement Act [CLIA], and the Mammography Qual-
ity Standards Act [MQSA], added just in the last couple years.
We are assessing, and we are going to have to make some hard

decisions about which devices we want to give priority. I will leave
that to Dr. Burlington, as he gets his feet on the ground, and has
some time to assess the question.

I think the American public has a right to expect that those de-
vices that are going to impact on their health, and that have the
potential to help them, get priority. I think that is the kind of sys-
tem which we are going to need to start thinking about. But it is

not fair to say that device approvals have stopped. In fact, there
are thousands being approved.
Let me not mislead you. We are all ratcheting up the science,

and I am taking the heat for that. That is why you have companies
that are not happy and why Senator Bond raised those questions.
We are becoming more rigorous. We are becoming more thorough,
and are not hesitant to ask questions. The public deserves that.
On the other hand, everybody wants the device approved tomor-

row. So it is a balance, but we are ratcheting up the science.
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The $20 million the President has requested will enable us to

ratchet up the science, and attain the quality that the chairman
mentionea with regard to drugs. It will allow us to have the kind
of personnel to make sure that things can be done in a timely fash-

ion.

Senator Cochran. In the budget request, you are pointing out
that you need an additional $20 million to carry out the require-
ments of the Safe Medical Devices Act of 1990. How many full-time

equivalent positions will be added, if any, with that $20 million?

Dr. Kessler. About 200, Senator.
Senator CoCHRAN. OK.
Dr. Kessler. In addition to that, the President is requesting $10

million for the Center for Devices; actually, $13 million, because
there is $3 million in the supplemental request for 1993 for mam-
mography. So the Center for Devices would be receiving in 1994 an
additional $30 million. The mammography statute is a very impor-
tant statute and we have begun implementing that even though
funds have not yet been appropriated. The requests for mammog-
raphy, as well as for the Safe Medical Devices Act, are critical to

being able to have a thriving device industry.
Senator BUMPERS. Senator Kohl.

BOVINE GROWTH HORMONE [BGH]

Senator Kohl. Thank you very much, Mr. Chairman. Dr.

Kessler, I know you are well aware of the fact that BGH has many
ramifications beyond the safety ramifications such as economic im-

pacts and effects on farmers and our whole economy. But I just
want to talk to you for a moment about BGH, and your role in the
whole BGH affair. And that is a question of timing.

I do not expect that you are prepared today to say exactly when
you are going to reach your conclusion with respect to authorizing
or not authorizing the use of BGH, but can you give us some indi-

cation? Are we talking about days, weeks, months, years?
Dr. Kessler. Senator, there were two major questions. I asked

both those questions, the mastitis question and the issue of label-

ing. It will be publicly aired and publicly debated in front of advi-

sory committees.

Normally, after the major issues go to an advisory committee, we
are talking somewhere between 30, 60, or 90 days, historically. I

cannot tell you positively. I do not know, because there are still

questions that are being asked by senior agency managers.
Senator Kohl. So you are saying, historically, we are talking in

the range of 30 to 90 days.
Dr. I^SSLER. Yes, sir; after an advisory committee has dealt with

the final issues in

Senator Kohl. I have another question about that. As I said,
there are economic impacts, in addition to

Dr. Kessler. Senator, I just do not want to be held to that on
this

> Senator Kohl. No; I understand.
Dr. Kessler. Thank you.
Senator KOHL. You used the historical precedent of 30 to 90

days, and it may or may not apply in this case, is what I hear you
are saying.
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Dr. Kessler, Thank you.
Senator KOHL. How will the different agencies coordinate, in the

event that you authorize use of BGH? Then there are a whole
range of economic impacts that need to be considered. There is no
avenue to coordinate these kinds of considerations.
Do you have any thoughts on how your agency and any other

agency that may be involved can effectively operate in a coopera-
tive way so as to be most effective in the marketplace with respect
to farmers? How is this going to work? Do you have any idea now
it may work?

Dr. Kessler. Senator, it is a very important issue, because there
are consequences to our actions. While we cannot take certain

things into account, we can and should make sure that the data is

available to other appropriate entities of the Government where
they do have consequences.
We are all one Grovemment, and we have worked hard to coordi-

nate with our colleagues. There are issues with regard to USDA
and the various support programs, again, that we cannot take into

account, but we have made sure that they have been kept abreast
of our review, and have information.
There are trade issues. There are international issues. We have

made sure that the U.S. Trade Representative's office has been
kept abreast, that the State Department has been kept abreast,
and that the senior levels of Government that coordinate all agen-
cies are kept abreast.
So we are working very hard to make sure that everyone is kept

abreast. That way our actions can be done on the basis of the fac-

tors that are set out by you in our statute, and other agencies are
not left in the dark.

Senator Kohl. Will these other agencies have any advance notice
on the direction in which you are going with respect to BGH, so

they may think about what impacts it has on them?
Dr. Kessler. I have already strongly urged them to do so. We

have shared data, and we have invited them to be at the advisory
committee meetings. I have strongly urged them to begin that

thinking, and I know that they have.
Senator KOHL, Will they have some indication with respect to the

direction in which your decision is going before it is, in fact,
announced

Dr. Kessler. Again-
Senator KOHL. So that they can figure out what its impact may

be on them?
Dr. Kessler. Again, I have certainly asked them to begin that

process now, based on the contingency that we approve—I have
given them the same answer with regard to the time lines that I

just gave you, Senator.
Senator Kohl. Based on the contingency that you might
Dr. Kessler. Yes; I advised them that they needed to be think-

ing of contingencies based on approval.

bottled water

Senator KOHL. All right. Dr. Kessler, in March of this year the

city of Milwaukee experienced problems with its drinking water,
which resulted in thousands of Milwaukee residents, in fact, people
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speculated hundreds of thousands of Milwaukee residents being ex-

posed to crypto sporidium, a parasite that causes residents to expe-
rience stomach flu-like symptoms. Many people went to the hos-

pital, and were very, very sick. There is some speculation as to

whether or not one or two deaths were caused by the crypto

sporidium. Residents were advised to boil their tap water before

drinldng or cooking.
The next month, in Sheboygan, WI, just 40 miles or so down the

road, issued advisories for citizens to boil their own tap water in

Sheboygan, after the drinking water drawn from Lake Michigan
became unexpectedly cloudy, and fears were raised in Sheboygan
about possible parasite presence there.

In response to the uncertainty about the safety of the water sup-

plying Sheboygan and neighboring communities, many residents

opted to buy bottled water at their local supermarkets. Residents
were shocked to learn in Sheboygan that bottled water standards
are actually less well enforced than the standards on the tap water
that they were trying to avoid.

One bottled water company, for example, recalled its products,
which had been drawn from the municipad tap water system. While
most bottled water companies go far beyond these standards, some
bottled water is little more than bottled municipal tap water, and,

therefore, subject to the same inadequacies of those systems.
So I am concerned, as I am sure you are, about the misconcep-

tion in the United States with respect to bottled water, and what
it is, and what standards that it is held to. I understand that the

FDA has proposed rules that would establish specific standards of

identity for bottled water, and require labels to identify the source

of the water. Can you tell us when you expect these rules to be

published?
Dr. Kessler. We are just finishing the comment period, and as

soon as we have had a chance to review those comments, we will

go to the final rulemaking stage. So we are not far away. Senator.

Senator Kohl. Do you expect that bottled water will be held to

a different and higher standard than municipal tap water?
Dr. Kessler. Senator, we are concerned about making sure that

consumers know what they are buying, and that it is accurately la-

beled. I think that it is very important to point out that even under
the proposed regs, there are instances, as far as safety is con-

cerned, where the municipal water is as safe, if not safer.

Again, we will be very specific, so that all the products will be
labeled. We had jurisdiction, not on the water in Milwaukee, obvi-

ously, we leave that to the local officials, and with our colleagues
at EPA, on food that was prepared with that water. We had juris-
diction on food that was shipped into other States. So we did have
our inspectors onsite.

But our goal still is to make sure that people do not have to go
buy bottled water. I mean that is still the goal of our Grovemment.
The municipal water system certainly is among the safest in the

world. So bottled water, even though there is that perception, is not

necessarily any safer.

Senator KOHL. There is a perception out there, I mean in that
real world that we live

Dr. Kessler. If you want to buy bottled water.
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Senator KOHL. There is that misperception.
Dr. Kessler. Again, let me leave aside those areas of the coun-

try, and I leave it to my colleagues at EPA, to talk about—in cer-

tain areas, there may be a need, or there may be a value. But in

the vast majority of this country, municipal water is as safe, if not

even safer, than bottled water. It is a matter of taste. That is what
it comes down to in most areas of this country.
Senator KOHL. So you would say to the people of Milwaukee, now

that the water has been cleared for drinking, it is as safe to drink

this water, or safer, than it is to drink bottled water, is that cor-

rect?

Dr. Kessler. That is correct. Again, I'd certainly leave it to the

State.

Senator KOHL. And that is almost a categorical statement.
Dr. Kessler. Right. But I think that it is probably best, for me

to leave it to the State health officials to make that categorical
statement. They insist on the best data available.

Senator KOHL. Thank you very much. Dr. Kessler, and thank

you, Mr. Chairman,

RU486

Senator Bumpers. Dr. Kessler, we may have a separate hearing
here in the immediate future, just dealing with irradiation, let the
environmentalists come on and give us their viewpoint, and also on
bottled water, which is creating something of a firestorm in the

country.
I have a passing interest in it, because Mountain Valley Water

in my home State is probably the oldest bottled water company in

the United States, and also the very best water in the United
States. [Laughter.]

I am getting a lot of correspondence from them.
Let me ask you one question that I neglected a moment ago. If

you will, tell us what kind of tests are you conducting on the
French abortion drug, RU486? How long do you expect it to take?
What are you going to require before you allow that drug to be li-

censed in this country?
Dr. Kessler. Mr. Chairman, the basic fact is that the FDA does

not test drugs. We do not market them. We do not develop them.
We respond to applications.
Now, we do play a role to make sure of several factors, one, that

there is a complete medical armamentarium available in this coun-

try, and, two, we reach out to make sure that armamentariums
exist. So I actually go to drug companies, and have done it a num-
ber of times and have said, you need to apply.

Senator Bumpers. Somebody wants to produce that drug in this

country, so they are applying to you for permission, and that is

when you start your tests, is that correct?
Dr. Kessler. Again, we do not test. I mean they apply to us for

a license to allow them to conduct the tests. So we give them what
is called an IND, Investigational New Drug Application. Essen-

tially, that allows them, once that IND goes into effect, to test, but
we do not test.

Senator Bumpers. How long a period is this going to take?
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Dr. Kessler, There already is, in the pubUshed medical lit-

erature, a lot of data that could go toward the safety and efficacy
of RU486. That is the data we have seen.

The company has recently made available to us data on the

chemistry and toxicology. There is some question that both the
United Kingdom and the French system, for which that data was
developed, have a different setting in which the drug is adminis-
tered.

So I think there are questions about what is the appropriate set-

ting. They are giving it only in clinic settings, under direct super-
vision by physicians. We do not have quite that system in this

country. But there already exists a lot of data in the published lit-

erature that we are familiar with and have reviewed.
Senator Bumpers. Well, do you not have to analyze all the re-

sults of their tests, and have the final licensing say over who is

going
Dr. Kessler. That is correct, Mr. Chairman.
Senator BUMPERS [continuing]. To be licensed in this country?
Dr. Kessler. That is correct.

Senator Bumpers. Now, my next question is: How much longer
do you think this is going to take?

Dr. Kessler. Once we have an application in hand for the NDA,
and we do not have that application in hand, and no one has sub-
mitted us that application, we are talking about a matter of
months to do that review.

APPLICATIONS FOR RU486

Senator Bumpers. You do not have an application from any com-
pany in this country to produce that drug in this country?

Dr. Kessler. There are two types of applications. There is the

IND, which is to allow an investigation to take place, and then
there is the application to market the drug, called a new drug ap-
plication [NDA].
There have been several IND's that have not been publicly ac-

knowledged, because I am not allowed to talk about the IND's in

any public setting, unless they have been publicly acknowledged by
the holder. There are several IND's that do allow for testing.
There is no application that has been submitted to the agency,

there is no NDA request for marketing.
We have asked, because we believe
Senator Bumpers. What will you do when you get that applica-

tion?

Dr. Kessler. I am sorry?
Senator Bumpers. What will you do, assuming you will, and I am

quite sure you will, get that application, the latter one that you
mentioned, that was

Dr. Kessler. The NDA. We will do for that application what we
would do for any application, and that is, review that data for the

safety and efficacy of the drug.
Senator Bumpers. And you can either license it, based on the in-

formation you have, or request additional information, and so on,
correct?

Dr. Kessler. That is correct, Mr. Chairman.
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Senator Bumpers. You do not have any idea as to when you
might receive such an application, do you?

Dr. Kessler. Well, we have urged, as we have in a number of

other settings, we have urged the company to submit an applica-
tion to us. They have agreed to license, again, in their term, com-

mercially license the drug to the Population Council. The Popu-
lation Council would then end up submitting an application to us.

Now, in order for the Population Council to do that, they would
need to have a manufacturer, someone who could go manufacture
the drug. That is not on our clock. We do not undertake that kind
of manufacture.
To find a manufacturer, and gear up to be able to produce and

do the organic chemistry, that could take several years, just the

manufacturing process of any new drug.
They need to be able to show us that they have the capability

to manufacture the drug in a reliable and safe fashion. So that is

really where the holdup will be before an application can be sub-

mitted.
Senator Bumpers. The holdup will not be with FDA, then.

Dr. Kessler. That is correct.

Senator Bumpers. Senator Gorton.

irradiation

Senator GtORTON. Thank you, Mr. Chairman. Part of the subject
that I wanted to ask questions about you have already asked

about, so your answers are completely on record, and you can
shorten me on that. But Senator Bumpers did talk to you about
food irradiation in general terms, and some of the environmental

objections to it.

I want to focus a little bit more precisely on its use with respect
to meat, because it was the State of Washington in which the E.

coli epidemic started in, and because there is a tremendous amount
of interest there, and because apparently food irradiation would
take care of the cause of E. coli.

I would like to know what the progress is of licensing food irra-

diation for meat, what your attitudes are at the present time, and
perhaps some comments, not so much on how we deal with envi-

ronmental objections, but with consumer apprehensions with re-

spect to that subject.
Dr. Kessler. Senator, as I have told the chairman, we have ap-

proved food irradiation in a number of products, including pork.
It is my understanding that there has not been an application

from anyone with regard to beef.

I certainly agree with Secretary Espee that irradiation is an im-

portant tool, but I certainly do not believe that it should be the
substitute for any other steps along the way as far as assuring
safety.

I think this applies at every step; the processing plant has re-

sponsibilities, the warehouse has responsibilities, the retail server
has responsibilities. Yes; irradiation may be an important tool

along that way, when and if we get data on that, we are willing
to look hard and expeditiously at it.

No one should think for a moment that you can have sloppy
practices in a processing plant, or you can undercook a hamburger.
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and everything is going to be solved by irradiation. Yes; it is an im-

portant tool.

I applaud Secretary Espec's efforts, and we are working together.
But we have to make sure that we have a comprehensive system
from farm or fishery to the table, and irradiation may be an impor-
tant point.
Senator Gorton. Respond to my question about consumer con-

cerns.

Dr. Kessler. The consumer concerns—when I was in the Bronx

running a hospital, we had an MRI we were installing. At first, we
were calling it an NMR, a nuclear magnetic resonance imager.
The outbursts were incredible from the community. What are you

putting here? It is an NMR. Are you building a nuclear power-
plant?
The name changed to an MRI, magnetic resonance imager, and

people said, "Well, all right. Well, that is fine." The product did not

change, but people's perception changed. People still have a sense
that if you irradiate a strawberry, that strawberry is radioactive.

That is not the case.

Yes; at the source, and for the person who is irradiating it, there
must be certain precautions. OSHA has those standards in place to

make sure that the food workers are adequately protected, but the

strawberry is perfectly safe. We have looked at it. We would not
have approved it if we thought there were any concerns.
But any time you use the word "radiation," or "nuclear," you set

off certain bells, and we need to deal with that. We need not to

make light of it.

DEVICE APPROVAL

Senator Gorton. Maybe we ought to take a leaf out of your book
and change the name. OK. Thank you. The second question or se-

ries of questions I would like to ask you relate to a subject on
which we have already had a conversation. That is the manufac-
ture of heart defibrillators by Fissio Control, a corporation in my
State.

As you know. Congressman Swift and I have communicated its

concerns to the Food and Drug Administration on several occa-

sions. We still do not have a final answer in this connection.
I do understand, from many of my conversations with you and

with other members of your staff, that some of the problems were
caused by Fissio Control itself, and yet, we do have a manufacturer
of a product which is of significant value to many people. We have
almost 1,000 very highly skilled employees. We have a company
which has been out of the manufacturing business for more than
a year.
So can you speak both specifically, and perhaps in more general

terms, as to whether or not there is any better way for the FDA
to review matters, and prove in a timely fashion, with the end re-

sult that we both have a safe product and reasonable job certainty
than seems to have happened in this case?

Dr. Kessler. Senator, as you know, I like to stay out of talking
publicly about specific applications that are pending. Suffice it to

say that, as you just said, these are not simply technical issues.



629

they are vitally important issues to the people who would be receiv-

ing the device.

I think I can say that we are on the verge of settling all the is-

sues to assure that the American people are adequately protected.
Senator GrORTON. That is a wonderful answer. But now let us go

away from Fissio Control, and deal generally with that process.
Has either this particular case or any others you have dealt with
and talked to shown that there may be better and more expeditious
ways than which to deal both with the public safety and with the

necessity of some device, or process, which you, yourself, believe to

be important to the healthy American people, and get the job done
more quickly?

Dr. Kessler. I am seeing from our inspection rates, we are in

a very critical stage of device regulation. When you think about it,

the Device Act is only really in its second decade. With the drugs
that we have been talking about we have a lot more experience. We
are dealing with a much more sophisticated industry.
Part of my job, and some of the heat that comes with it, is that

what we are trying to do is to create incentives, and make sure
that manufacturers produce even safer products.

In our inspections, we are finding a high degree of violations of
basic good manufacturing practices [GMP's]. The violations that we
are seeing are very significant. It is not just here or there.

In part, that results from the fact that the industry's sophistica-
tion in dealing with GMP's is emerging. I am taking heat, because
I am sort of tr3dng to pull them up so that we do not have prob-
lems.
These are critically important devices. These are devices that are

going to get implanted. We have just had too many devices that
have failed, or have not been up to the kind of quality that we real-

ly have a responsibility to ensure.
So we are trying to increase the levels of GMP's to make sure

that products are produced in a way that assures their safety; that
the products work; and that they are not going to be problems
down the road.

It is not easy. We are not getting there overnight. It is something
that we are going to be engaged in, I think, for the next decade.
This is a vibrant industry. There is a creative genius to this in-

dustry. But I would not be doing my job if I just said, "OK. Just
go manufacture any way you want to." So we are trying to achieve
a balance. We are trying to make sure that the incentives are there
for manufacturers to produce the safest kind of products.
Some companies are unfortunately coming along with a little

kicking and screaming, but we will all get there. Everybody under-
stands the importance. Our goals are the same.
Senator GoRTON. Thank you. Dr. Kessler. It is a good answer.

Thank you, Mr. Chairman.
Senator Bumpers. Thank you. Senator Cochran, do you have

anything?

USER FEES—DRUG APPROVAL

Senator CoCHRAN. Let me just ask a followup question on this

drug approval business. In terms of the new drug applications and
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the ANDA's, the abbreviated new drug applications, there are com-

plaints about delays.
I wonder whether or not the supplemental and the additional

funds that are being reauested in this budget are going to go to hir-

ing people to help expedite the processes, and if so, how many new
people do you contemplate hiring with the supplemental funds?

Dr. Kessler. Senator, last year I met, as part of the user fee dis-

cussions, with the Congress and with the industry, and I sat down
with the generic drug industry.

I said, OK, we are willing, just as we were willing in the pre-

scription drug area, to expedite our review process for a relatively
modest fee, not anywhere near the fees for the prescription drug
industry.
We would

expedite.
We could use those fees, and apply those fees

to the generic drug industry, the ANDA's to which you referred.

The generic drug industry said FDA is doing such a good job,
there is no reason to speed up approval any more. Senator, I have
to tell you, I was taken a little aback.

They said that because—and I would like to acknowledge this,

since he is announcing his retirement today—Dr. Carl Peck, with
his team, has single-handedly turned around that whole generic

drug situation to where the drug industry says it is not worth it

to pay an extra $10,000 to cut the review time significantly, be-

cause you guys are doing such a good job.
I never thought I would hear that, but it is because of the hard

work that Dr. Peck and his team have brought to that process.
Grenerics are very important. If you look at the backlog, you can

see it rising as the result of the generic drug crisis.

That backlog is back down. It is because of Dr. Peck, Dr. Wil-

liams, and a very dedicated staff. I think that the American people, |

especially the elderly who are on fixed incomes and need generics,
have benefited from their efforts. It goes back to the chairman's

question on drug pricing. In the generic drug program, Dr. Peck
and his team have turned around that situation.

Senator Cochran. One of the proposals that I understand was
discussed was the external review by independent contractors of

some of these applications. Is that something that is still being con-

sidered?
Dr. Kessler. The user fee statute prohibits contracting out, cer-

tainly on the prescription drugs. No; this was not done by contract-

ing out. This was done by FDA staff working day and night on the

problem.

USER FEE FTE

Senator Cochran. OK. We talked about the full-time equivalent
positions that would be assumed in this budget. We notice that
there are no full-time equivalent positions being assumed in either

fiscal year 1993 or fiscal year 1994 from the user fee collections

proposed.
Under the law, it was our understanding that these user fee col-

lections would be dedicated to enhancing the process for review of

human drug and biologic applications. How would you reduce the
review time without funding additional personnel from the user
fees?



631

Dr. Kessler. Senator Cochran, obviously that is a critical issue.

We could not. There is no way, without FTE's, that we could reduce
the review time. It is an issue that is being discussed at OMB.

It is a very critical issue. The whole user fee act depends on the
issue of being able to hire people if you so appropriate that money.
Senator Bumpers. Senator Cochran, if you would yield. Dr.

Kessler, I understood you in an earlier question I asked you that
OMB was on board on all these new employees. I thought you just
said that that was under discussion.

Dr. Kessler. OMB is on board with requesting—if I misspoke,
I apologize, Mr. Chairman, OMB is on board with regard to asking
for the supplemental dollars. On the issue of FTE's, I will let Den-
nis Williams talk about the discussions that OMB and the Depart-
ment are having on the FTE count.
Mr. Williams. The numbers in the budget reflected decisionmak-

ing at the time. You know that President Clinton, under his Execu-
tive order, has set as a goal some personnel reductions in the Fed-
eral Government. We are participating in that.

But that Executive order also lays out waiver authority for the
Director of OMB, and we intend to send a request to OMB under
that waiver authority, seeking the authority to hire for this pur-
pose and some other purposes.
Senator Bumpers. But now we are going to have a supplemental

coming through here momentarily, probably before you get an an-
swer from OMB, will we not?
Mr. Williams. We expect to get an answer fairly quickly. We

have not actually formally sent the request. There are discussions
with the Secretary now. We would expect to send the request very
quickly, and we would expect to get an answer pretty quickly.

RU486

Senator Bumpers. Dr. Kessler, I have just two or three quick
questions before we terminate your part of this hearing. Let s go
back to this abortion drug, the French abortion drug, RU486.
Did I understand you to say that the delay is likely to be in the

manufacturing process or the building of a manufacturing facility
and the process?

Dr. Kessler. Yes, Mr. Chairman, you did.

Senator Bumpers. Why would that be? If the French already
know how to produce this, it looks to me like it would be of no ben-
efit for somebody in this country to produce that drug.

Dr. Kessler. Unfortunately, that is not the case. I do not know
if you ever took organic chemistry. Just because I tell you how to
make something, to be able to produce a drug so that every single
tablet is identical to every other tablet, and make sure that it con-
tains only the ingredients you want, is a very complicated kind of

synthesis. We are dealing with steroid biochemistry.
The kind of molecules which make up RU486, involve a verr

complicated synthesis. The German parent company of the Frencn
company Roussel Uclaf, is not willing to allow Roussel Uclaf to

manufacture the drug for the American people.
The only way to shortcut the manufacturing time would be for

the French to do the manufacturing. They have good plants. They
know how to produce good quality drugs.
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If you want to shortcut the lead-time to manufacturing, then the

answer is to allow the French to do it. However, given the con-

straints on Roussel Uclaf, you have to find another company to do

it. Even with all the resources and all the know-how, and even if

Roussel Uclaf says, "we will teach you how to do it," or "we will

provide that kind of technical assistance," developing the capability
to perform that kind of synthesis from scratch, can take up to 2

years.
Senator BUMPERS. Is it NBD, is that it?

Dr. Kessler. The NDA.
Senator Bumpers. If you get an NDA, and you sign off on that,

is there any prohibition against the company you grant that to,

from importing the French drug?
Dr. Kessler. In the NDA, we have a requirement that you have

to tell us how the drug is going to be manufactured.
Senator Bumpers. Let us assume they say we are not going to

manufacture it, we are just going to import it.

Dr. Kessler. Then you have to allow us to go and inspect that

manufacturing plant. If, for example, the French Roussel Uclaf

would license the drug to the Population Council, and also produce
it, and say, "we will manufacture it," and the Population Council

would submit an application that says here is the data, and it will

be manufactured by Roussel Uclaf, then we could review it under
those terms.
There would be no problems under that scenario. My guess is

that would save time, because we do have a company that already
has the experience on the manufacturing end.

VACCINE-DPT

Senator Bumpers. Let me turn to the vaccine that Leatherly has
been licensed by the Japanese to use in this country, the diphthe-

ria, tetanus, and whooping cough vaccine.

Now, we know, to set the stage for the question, that about 1 out

of 300,000 kids who get a DTP shot have a profound reaction. This

shot is given at 2, 4, 6, and 18 months, and at school, five shots.

Normally, the reaction, if there is going to be one, would be in the

first shot, but there are some reactions, I understand, maybe in the

second shot.

Now, Leatherly, of course, they are going to charge a lot more

money for the Japanese vaccine, when they sell it, than they
charge for the vaccine we have been using all these years.

I am not asking you to get involved in the cross-fight, but there

is a thing that is very strange to me, and that is, FDA has ap-

proved this license. It is an acellular vaccine.

And Leatherly, last year, when I asked them, why would you
charge so much more for the vaccine, when the only time you are

going to give it is on the fourth shot, at 18 months, after the child

already has had his first three shots with the American made vac-

cine, the only time you are going to give this shot is the fourth and
fifth shots, when the danger of a reaction is normally over? And
you are going to charge us twice as much for it.

His answer was: FDA will not let us give it until the fourth shot.
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Dr. Kessler, Mr. Chairman, I administer these vaccines to kids.

I would like nothing better than an even safer DPT at 2, 4, and
6 months.
Senator Bumpers. Dr. Kessler, let me ask one little thing.
Dr. Kessler. Sure.
Senator Bumpers. They said at the time that you were conduct-

ing clinical trials, and until those trials were complete, and you
were satisfied, you would not allow them to give a shot to a child
before the fourth shot at 18 months. Go ahead.

Dr. Kessler. It is incorrect that we are conducting the trials.

Leatherly is conducting the trials. The burden is on Leatherly.
They are conducting trials in Grermany.
We have to make sure we know that the vaccine is effective, as

far as building up an immunity, on the fourth and fifth booster
dose. We do not have that data on 2, 4, and 6 months.

Infants are very different than toddlers I mean as far as their

immunity
Senator Bumpers. Where did you get the data on the 18 months

and 6 years old?

Dr. Kessler. Those were submitted by the company. The fact
that we are holding them up is just not true.

Senator Bumpers. No; I mean where did they conduct the clinical

trials that they gave you the information on?
Dr. Kessler. Let me ask Dr. Hardegree. On the two other boost-

ers, I know the German trials

Senator Bumpers. You say they are conducting trials now in

Germany.
Dr. Kessler. They are conducting trials in Germany on the effi-

cacy, whether the vaccine is immunogenic at 2, 4, and 6 months.
That trial is not complete. That data is not there.

Senator Bumpers. If I were them, I would never complete it.

They have a bird nest on the ground now. They are charging twice
as much.

Dr. Kessler. On another issue on which you and I have talked
a little, is that those kinds of incidents occur more often on the first

and second shots. When you really look at the data overall, I think
we need to do a little more homework on the first three doses. But
the fact is that the burden is on the company to show that it is

effective at 2, 4, and 6 months.

CONTACT LENS RECLASSIFICATION

Senator Bumpers. We are having a hearing, the HHS Sub-
committee on Appropriations, Thursday on this, and we will pursue
it, I guess, a little bit further at that time. However, that is not
the purpose of that hearing. The purpose is how are we going to

get these kids vaccinated.
I have three or four questions I will ask in writing. Dr. Kessler.

I have worked a long time on the so-called Safe Medical Devices
Act of 1990.
One of the provisions of that act gave the FDA the authority to

reclassify daily-wear contact lenses. And the time for making that
decision was in November.
Of course, the purpose of this whole act was to relieve FDA of

an awful lot of undue and unnecessary paperwork. What is the sta-
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tus of that reclassification? Is that going to be done on time, by No-
vember?

Dr. Kessler. Yes; my understanding is that happens automati-

cally this fall.

SUBMITTED QUESTIONS

Senator Bumpers. Fine. Dr. Kessler, this will conclude your part
of the morning hearing. We thank you very much. We will submit
a few questions to you in writing, and hope you will respond as

quickly as possible.
Dr. Kessler. Thank you, Mr. Chairman.
[The following questions were not asked at the hearing, but were

submitted to the Department for response subsequent to the hear-

ing:]
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QUESTIONS SUBMITTED BY SENATOR BUMPERS

Orphan Products

Question. There is considerable interest in your orphan
products and grants program. What is the current funding
level for 1993 and what is proposed for 1994?

Answer. The funding for FY 1993 as well as the proposed
level for FY 1994 is $9,145,000.

Question. Please provide a summary of the number of
grants, in what amounts, and for what purposes, provided in
1992, 1993 and proposed for 1994?

Answer. In FY 1992, 15 new grants were awarded for
$2,140,000 and 54 continuation grants were awarded for
$7,005,000. In FY 1993, 18 new grant awards are projected for
approximately $2,661,000 and 45 continuation grants for
approximately $6,484,000. In FY 1994, 34 new grant awards are
projected for approximately $5,059,000 and 28 continuation
grants for approximately $4,086,000.

Product Approvals

Question. In recent years, one of the complaints about
FDA is the time it takes to get a product approved. In many
cases, statutory time limits are not met. How long does it

currently take for approval of NDAs and ANDAs in the various
areas?

Answer. In fiscal year 1992, the median approval time
from time of receipt to time of approval for NDAs was 24.2
months. In fiscal year 1992, the median approval time, from

receipt of the complete ANDA to approval, was 34.5 months.
This includes time that the application was with the applicant
to address deficiencies noted by our reviewers. Many of the
applications approved in fiscal year 1992 were submitted to
FDA in 1989 - 1991. This was a period in which the Agency was
dealing with a major crisis in the generic drug program and
industry. It resulted in a very large backlog of applications
and exceedingly long review times which are reflected in the
34.5 month approval time estimate. We expect the average
approval time to improve in the future now that backlogs have
been substantially reduced.

Question. How do these compare with statutory limits?

Answer. The 180 day statutory time limit for review of
an application refers to the time from receipt of the ANDA
until its review is completed and an action letter, either
approval or not approvable, is issued. We report this time as
median review time. Approval time is a function of review
time, number of review cycles and the time the application is
with the applicant/sponsor. The median review time for ANDAs
in 1992 was under five months, which is below the 180 day
limit.

Question. Are you making progress on improving this
record?
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Answer. We have taken a number of steps to improve the
review times of both NDAs and ANDAs . Since December of 1991,
the Agency has implemented several changes that have helped to
decrease the amount of time needed to complete a drug review,
to increase the number of reviews completed, and to decrease
the backlog. These changes have enabled reviewers to approve
products more quickly without compromising the quality of the
review or patient safety. Among these initiatives are:

ANDA Improvements

• A large recruiting and training effort was
undertaken during 1991 and completed in 1992 to
fill the Office of Generic Drugs' chemistry review
branches.

• The ANDA review process has been improved by giving
minor amendments for applications near approval
highest review priority. Every effort is made to
issue an action letter within 60 days of the date
the minor amendment to the unapproved ANDA is

received, subject to outstanding Agency consults or
field clearance.

• The Office of Generic Drugs has established an
Approvals Tracking Committee that meets twice each
month to review the status of applications near

approval. These applications are carefully
monitored to facilitate final administrative
reviews and signatures. Since implementation of
the committee, final reviews and sign-off s

routinely occur in less than one month.

• The staff of the Office of Generic Drugs meet with
the staff of the Office of Compliance on a weekly
basis to review the status of pending inspection
requests and to prioritize the applications needing
pre-approval inspections. This helps assure that
pre-approval inspections do not hold up approval of
applications which are otherwise ready for
approval.

NDA Improvements

• Accelerated approval is now considered for certain
new drug products used to diagnose or treat serious
or life-threatening illnesses when they provide
meaningful, therapeutic benefits compared to
existing treatment.

• The Agency announced a final policy to establish
the parallel track which expands the availability
of promising investigational agents and makes them
more widely available to people with AIDS and other
HIV-related diseases who have no therapeutic
alternatives and cannot participate in controlled
clinical trials.

• FDA provides concurrent reviews to assure the
identification of critical issues studies,
significant studies and important details.
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• Forty-five day meetings are conducted to encourage
early interaction between all reviewers, including
upper level reviewers, and to develop a framework
and process for the managed review of an NDA.

As a result of these and other improvements, FDA approved 86
NDAs during FY 1992--an increase of almost 37 percent over FY
1991. In addition, the Agency decreased the backlog of NDAs
by almost 47 percent between FY 1991 and FY 1992.

Buildings and Facilities

Question. For fiscal year 1992, Congress appropriated
$200 million for FDA's facilities consolidation proposal.
What is the status of that proposal, the time frame for
implementing it, the projected cost, and activities in 1993
and 1994?

Answer. The Department and GSA are looking into the most
appropriate means to consolidate FDA facilities.

Question. I note that the new research laboratory that
will work on AIDS and biotechnology is currently under
construction. What is the current estimated cost and when do
you expect construction to be completed?

Answer. The estimated cost for construction of the
building is $28,000,000, and it is scheduled to be completed
by June 1, 1994.

Question. What are some of the activities planned for
the facility?

Answer. Building 29B was developed to house scientific
reviewers for the Center for Biologies Evaluation and Research
that were hired to address the increasing number of complex
scientific issues and numbers of regulatory submissions in the
areas of AIDS and biotechnology. Building 29B will house the
immediate office of the Center Director, the Office of Vaccine
Research and Review, two divisional offices, offices for
scientific reviewers, and supporting animal facilities. These
scientists participate in programs directed toward the
evaluation and review of new biotechnology therapies that
impact on AIDS, vaccine development, and gene therapy. These
activities will support the evaluation of new biotechnology
products for cancer treatment and diagnosis through the use of
monoclonal antibodies and recombinant cytokine products.
These products and therapies and their complexity are
dramatically increasing as a result of new developments in

biotechnology .

AIDS-related research in Building 29B will address issues
related to endpoints for efficacy of therapeutic vaccines for
AIDS, mechanisms of infection by the AIDS virus, detection of
different isolates of AIDS in the blood supply, and evaluation
of new AIDS vaccines.

Programs carried out in Building 29B also will address
issues related to the safety of gene therapy vectors which are
used to deliver the intended gene product. These programs
include studying the safety of gene therapy vectors in non-
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human primates and the potential for other viruses to produce
cancer.

User Fees

Question. You have submitted a budget with a proposal to
collect $200 million in user fees in addition to the $54
million you intend to collect under the Prescription Drug User
Fee Act of 1992. I understand these new user fees will be
derived from FDA regulated entities other than those involved
in biologies and human drugs. Could you please provide more
details on this new user fee proposal?

Answer. The Administration, as part of a larger strategy
for dealing with deficit reduction, is proposing additional
user fees of $200 million in 1994. These fees would replace
base costs for FDA in 1994. The President's "Vision for
America" includes $200 million in budget authority and $167
million in outlays from new user fees. The details of these
additional user fees are still under development.

Question. What FDA regulated entities will be involved
and what amount do you expect to raise from each?

Answer. The details of these user fees are still under
development.

Question. What would the financial impact be on small
operations, in particular, device manufacturers?

Answer. The issue of user fees for the medical device
industry presents a number of challenges. Unlike the drug
industry which is very concentrated, the device industry
consists of a large number of relatively small firms. Of the
over 20,000 firms that make up this industry, over 75 percent
of them have fewer than 20 employees. Application of user
fees to this industry will necessitate special care to be sure
that there is as little market disruption as possible, and
that fees are levied as equitably as possible.

Question. Are you consulting with industry on this
proposal? If not, do you believe the industry would be
interested in it?

Answer. We continue to have informal discussions with
each of the industries involved--the pharmaceutical industry,
the medical device industry, and the animal drug industry.
All of the various segments of these industries are different,
and each speaks with a separate voice.

Question. If your proposal includes animal drugs,
doesn't the law require you to do a feasibility study prior to

assessing user fees?

Answer. The Center for Veterinary Medicine was mandated
to conduct a feasibility study on the issue of user fees for
animal drug applications, with a completion date scheduled for
early calendar year 1994.

Question. Will you be submitting to the appropriate
authorizing committees a proposal in legislative form? If
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not, under what authority do you believe FDA could collect
these fees?

Answer. At this time, I am not certain whether FDA will
be submitting legislation for additional user fees before the
conclusion of the feasibility study.

Question. How realistic is it to believe FDA could
implement and collect an additional $200 million in user fees
for fiscal year 1994?

Answer. We believe we can implement and collect $200
million in user fees in FY 1994. The Prescription Drug User
Fee Act is only a beginning; the general user fee proposal is
another step in the right direction.

Question. Could you maintain services with a reduced
federal appropriation while implementing a user fee collection
system?

Answer. It would be possible for FDA to maintain
services with a reduced Federal appropriation while
implementing a user fee collection system provided that
collection system does not prove to be overly complicated to
implement. From our experiences with the Prescription Drug
User Fee Act, which is considered largely self-executing with
fee rates and structure, we encountered numerous problems and
concerns that had to be resolved. We found the Act to be
vastly more complicated to implement than we had originally
anticipated. However, we will apply the lessons learned from
this experience in structuring other user fee proposals.

"Smart Drugs"

Question. Dr. Kessler, over the past few years we have
heard reports that a growing number of Americans, young and
old, have taken to chemicals as a way to enhance their IQ,
reverse the aging process, or even cure Alzheimer's disease.
I have also seen reports of so-called "smart bars" opening on
the West Coast. Has the FDA determined the extent to which
chemicals are being marketing as cognition enhancers, or
"smart drugs"?

Answer. "Smart drugs" is a street name given to a

variety of products that claim to enhance memory or boost
intelligence; it is not a defined category of drugs. FDA does
not approve products considered to be "smart drugs". Many of
the products that are called "smart drugs" are actually
nutrients—amino acids, vitamins, or other food substances
such as choline, which is derived from lecithin. Others are
herbs, as well as certain unapproved drugs and prescription
drugs.

Proponents of "smart drugs" claim that the products
stimulate mental function, improve performance, attention and
concentration, and increase cognition and intelligence. Smart
drugs are often purchased through off-shore or overseas
pharmacies, foreign mail-order firms and health food outlets
in the United States. Books available in bookstores, provides
information on ways to obtain these drugs domestically.
"Smart drugs" are also promoted in newsletters that list the
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names and addresses of suppliers and furnish mail order forms
for ordering these products. We also understand that buyers'
clubs are promoting smart drugs in their publications.
Occasionally "smart drugs" are obtained fraudulently through
physicians' prescriptions or imported for personal use.

Question. Have any clinical studies been conducted to
support or refute claims that these chemicals are safe and
effective?

Answer. None of the claims for smart drugs has been
subjected to testing in controlled clinical trials — the
standard regularly accepted by health officials and
researchers. Testimonials have never been regarded by
responsible scientists as reliable evidence of a product's
safety or effectiveness.

Most marketers and promoters of smart drugs avoid putting
their claims directly on the products' labels. Instead, they
depend on persuasive ads and sales pitches made by word of
mouth through sales "reps" and organizations. As is the case
with amino acids that are also sold for other purposes, such
as "steroid enhancement," many products are simply identified
by their chemical name and composition or by unusual names
like "Wow or "Blast."

Question. Has the agency received any reports of serious
adverse reactions resulting from the use, or misuse, of these
compounds?

Answer. FDA has not received any reports of injuries
from these drugs. However, it is possible that adverse events
may go unreported since "smart drugs" are not identified as

drugs, and there are no formal reporting reguirements or
mechanisms that govern these "smart drugs". Nonetheless,
despite the absence of information, there is concern about
these kinds of products because of the possibility that they
could interact with medications that people are taking and
because of the uncertainties associated with their actual
identity, content, and suggested dosage levels.

Question. What, if any, options does FDA have for
restricting the sale and use on nonprescription compounds, and
under what circumstances would FDA impose restrictions?

Answer. Any product that is clearly associated with
smart drug claims, regardless of its composition, -- including
nutrients and approved or unapproved prescription drugs — is

illegal and subject to seizure or other actions by the Agency
to protect the public health. Legitimate drugs that affect
mental conditions and functions, including those related to

aging and memory, must be approved by FDA before they can be
marketed. At this time, no drugs or other products have been
approved by FDA to improve memory or intelligence. Although
there are approved products for treating a number of
behavioral signs and symptoms seen in emotionally and
physically impaired persons over 60, such as ergoloid
mesylates, a substance also promoted as a smart drug, these
products have never been shown effective for nor are they
approved for any uses in normal healthy persons.
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FDA announced an import alert on January 30, 1992,
directed at unapproved mail-order drugs sold by off-shore
companies. Included were some drugs promoted as smart drugs.
FDA is also working closely with state attorney generals and
other state authorities to prevent illegal sales and
distribution of smart drugs.

AIDS

Question. Your budget proposes level funding of $72.4
million for AIDS-related activity and 11 fewer FTE's in 1994.
This is the first time no increase is requested in recent
years for this activity. What progress have we made in this
battle, and what do you see in the not too distant future in
terms of dealing with this disease?

Answer. A great deal of activity is underway in

developing drugs and vaccines for AIDS and AIDS-related
conditions. FDA now has received over 650 investigational new
drug applications for HIV/AIDS and HIV/AIDS-related products.
These applications include: therapeutic agents being used as
immunomodulators, antivirals or antineoplastics; agents to
treat opportunistic infections; diagnostic test kits for the
detection of HIV; and others. More than 450 of these
applications continue to be active. Many trials being carried
out under these applications are investigating the use of two
or more agents in combination.

Of great importance in enhancing the effectiveness of
FDA's role in facilitating vaccine development is the
expansion of the already functioning partnership between the
regulatory scientists/reviewers in FDA and their counterparts
in other Federal agencies and outside organizations involved
in vaccine development. Most recently, FDA participated in
the NIH panel of experts to assist in providing advice and
recommendations concerning the proposed efficacy trial for the
GP-140 vaccine.

The Agency is continuing its efforts to expedite the
development and testing of vaccines for the prevention and
treatment of HIV infection. While there is currently no
effective vaccine to prevent or treat HIV infection, FDA has
received 28 investigational new drug applications to test 13
different vaccines.

Question. Noting that you have a large number of

investigational new drug applications for AIDS drugs and
therapies, will level funding and a reduction of 11 FTE's be
sufficient to keep up with the demand and improve upon the
approval process?

Answer. As in other Agency programs dealing with product
review, our ability to keep up with the demand and improve
upon the approval process depends on the receipt of resources
from user fees as authorized by the Prescription Drug User Fee
Act of 1992.
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QUESTIONS SUBMITTED BY SENATOR KERREY

FDA Approval Process

Question. The FDA product approval process is a critical
link in the development of new medical technology. The well-
being of patients and the international competitiveness of
American medical inventors and entrepreneurs are also affected
by this process. How can we be assured that FDA panels meet
on a timely basis? I understand that the Ophthalmology Panel,
for example, has met only once since the first quarter of
1992, resulting in a backlog of premarket approval
applications.

Answer. Regarding your concern about the scheduling of

advisory panel meetings, it is Agency policy to establish pre-
set meeting dates for all advisory panels. The Ophthalmic
Devices Panel met on February 26 and May 20 of this year.
Another meeting of this panel is scheduled for the end of
October. It is important to note that the pre-set meeting
dates are tentative ones and can be canceled depending on
whether FDA has matters to bring to the panel. Further, we
have the flexibility to schedule a panel meeting at any time,
i.e., if a PMA is ready for review by a panel, a meeting will
be scheduled as soon as feasible.

Question. Additionally, how can the approval process be
streamlined? Unnecessary delays in product clearances — or

disapprovals, if warranted — do not benefit either the public
or the medical community.

Answer. There are several Management Action Plan
initiatives being developed to streamline the approval
process. Some of the initiatives that are close to completion
are proposals on: "Triage", the sorting of submissions into a
3 tiered structure to assure the proper resources are
committed to the review; "Refuse to File", establishing a

quality threshold for all submissions and a means to reject
grossly inadequate or incomplete applications; "Closure",
ensuring the recommendations of the advisory panels are
considered and an agency decision is rendered in a timely
manner; and "Expedited Review", allowing submissions deemed to
meet the criteria for expedited review to be put in the front
of the review queue.

There are many other Management Action Plan initiatives
in development that are designed to improve the review
process.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

Prescription Drug Act User Fees

Question. What level of full-time equivalent positions
are needed to carry out the requirements of the Prescription
Drug User Fee Act of 1992 given the fee collections assumed in
the budget in each of fiscal years 1993 and 1994?
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Answer. The goals of the Prescription Drug User Fee Act,
to substantially reduce the review time at FDA for drug
applications, requires substantial additional reviewers at
FDA. This was understood when the Act was drafted, and was
the basis for starting the total fee revenue at $36 million in
1993, and increasing the amount to $84 million in 1997. It
was envisioned by the drafters that FDA could begin in 1993 by
hiring about 200 additional review and Center support staff.
I believe that this level of additional reviewers and support
staff is essential to begin to achieve the goals of this Act.

Question. When will you be able to start collecting the
fees authorized by^ the Prescription Drug User Fee Act?

Answer. Fees can be collected following enactment of an
appropriation providing the level of fees allowed, as required
by the statute. A supplemental appropriation for 1993 in the
amount of $36 million was requested by the President for these
user fees.

Question. Is it reasonable to assume that the $36
million contained in the supplemental request will be
collected and available in fiscal year 1993?

Answer. The $36 million for 1993 was the estimated
revenue to be collected based on the fees established in the
statute. Roughly, that assumed that $12 million would come
from application fees, $12 million from establishment fees,
and $12 million from product fees. Of the product fees, not
all $12 million will be collected in 1993 because of the
mechanics of the new law — only half of the money can be
collected when the application is submitted. The other half
is to be collected when FDA takes action on the application.
In some cases that will be in 1993, and in other cases in
1994. But it is important for the full $36 million to be

appropriated in 1993, to allow us to collect the balance of
the fee when we issue our first action letter in response to
the application.

New User Fees

Question. The fiscal year 1994 funding request for the
FDA relies on $200 million in collections from new user fees
to be derived from FDA regulated activities. In arriving at
this estimated level of collections to be available to FDA,
what fees are assumed and which industries regulated by the
FDA will pay these fees?

Answer. The Administration, as part of a larger strategy
for deficit reduction, is proposing additional user fees of

$200 million in 1994. These fees would replace base costs for
FDA in 1994. The President's "Vision for America" includes
$200 million in budget authority and $167 million in outlays
from new user fees. The details of these additional user fees
are still under development.

Question. The prescription drug user fees authorized by
law last year are to be used to provide an enhanced level of
service. The budget indicates that the new user fees proposed
on FDA regulated activities will offset base costs of FDA's

ongoing operations. Why are you proposing to use these fees
to offset base costs rather than enhancing services?
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Answer. It is the other user fees discussed above, for
deficit reduction, which are proposed to offset FDA's base
costs once they are collected.

As provided for in the Act, the fees collected pursuant
to the Prescription Drug User Fee Act will only be used to
support increases in new human drug and biologies review
activities, or for new workload necessary to carry out this
Act.

Question. What are these base costs?

Answer. As I mentioned earlier, the specific details of
the $200 million user fee proposal are currently under
development.

Question. Do you believe that the FDA can institute
these fees without legislative authority? If not, when will
the Administration's legislative proposal be submitted to the
Congress? If yes, what authority does the FDA have to
institute these fees?

Answer. No decisions have yet been made as to the exact
components of the deficit reduction user fees under
consideration, or whether they will require legislative
action.

Question. Last year, the Congress was told that it would
take 18 to 24 months to develop any new user fee program and
to begin collecting the fees. Has this timetable changed? If

not, on what basis does the fiscal year 1994 budget assume
that $200 million will be available in collections from these
proposed new fees for fiscal year 1994?

Answer. When our previous testimony indicated that it
would take 18 to 24 months to implement new user fees, the
assumption made in the question was that we would use the user
fee authority in Title 31, and would have to implement the
fees by regulation, through notice and comment rule making.
As I mentioned earlier, we are now looking specifically at the
savings proposal and have not definitely determined the
appropriate method for obtaining the funds. We could, for
example, use the Prescription Drug User Fee Act of 1992 as a
model. That Act is a self-executing statute that does not
require rule making. There are ways to implement user fees
without the time consuming process of notice and comment rule
making.

Question. If the additional income from new user fees
is not generated as assumed, how will the FDA be able to carry
out its responsibilities and meet its increased workload with
appropriated funds requested for fiscal year 1994?

Answer. FDA is a payroll intensive agency — over 60

percent of our Salary and Expense Appropriation goes to cover
the cost of salaries and benefits for our 9,000 employees.
Most of the rest of the appropriation is required for the
direct support of those employees — paying for supplies,
equipment, travel expenses, utilities, etc., to allow them to
operate.
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If FDA's spending authority were $200 million less than
proposed in the President's budget, FDA would have to take
unprecedented action at the beginning of the fiscal year.
This could include action such as an immediate freeze of all
hiring and elimination of all but product emergency overtime
which would save about $14 million. Almost all of the
remaining $186 million in savings would have to come from our
largest expense category — salaries and benefits. It is
difficult to envision how this could be accomplished without
taking some adverse personnel action.

Mammography Quality Standards

Question. Funding is being requested for the FDA to
implement the new Mammography Quality Standards Act. Is the
FDA prepared to move as expeditiously as possible to implement
the appropriate standards and institute aggressive enforcement
of this Act?

Answer. FDA has developed an implementation strategy
that will allow rapid and effective implementation of the
Mammography Quality Standards Act as soon as resources are
made available. In developing this strategy, FDA has
carefully thought through MQSA's requirements, Federal and
private sector capabilities, and expected difficulties in
achieving statutory requirements.

FDA is also preparing to undertake a variety of other
preliminary steps to position the agency for rapid
implementation of MQSA. These actions include -

• FDA is requesting delegation of authority for MQSA from
DHHS to FDA, including specific authority relating to the
MQSA advisory committee.

• FDA is moving to organize the advisory committee required
under MQSA. This will include obtaining authorization to
form the committee and recruitment of committee members.

• FDA is initiating necessary personnel actions. This
effort includes the development of position descriptions
for FDA personnel; establishing a term SES position to
oversee FDA's MQSA program; and beginning recruitment.
FDA will hold off actual hiring until concerns about FTE
ceiling restrictions are resolved.

• FDA is initiating procurement actions that do not require
prior policy decisions. For example, FDA is initiating
the procurement of data processing equipment, calibration
facility equipment, and some field testing equipment.

• PHS is exploring the possibility of short-term details of
personnel from PHS agencies to FDA to assist with
implementation of the MQSA program.

FDA believes that it will be extremely challenging to
implement MQSA, some legislative changes may be required if
the MQSA program is to achieve the objectives set by Congress.
Within the Department we are discussing whether changes should
be proposed.
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Question. Supplemental funding of $3 million, along with
fiscal year 1994 funding of $13 million, is requested to
implement the Mammography Standards Act of 1992. What
increase in full-time equivalent positions is needed in each
of these years to carry out the requirements of the Act? Are
these increases included in the President's fiscal year 1994
budget request?

Answer. FDA estimates 15 full-time equivalent positions
(FTEs) are required for FY 93, and 50 FTEs each subsequent
fiscal year. Funds for these positions are included in the
President's FY 94 budget submission and the accompanying FY 93

supplemental request.

Proposed Investments

Question. Funding included in the investment program
proposed in the President's fiscal year 1994 budget will
require this Committee to find offsets within existing program
resources if it is to comply with the statutory cap on total

discretionary appropriations for fiscal year 1994.
Investments totaling $64.6 million are proposed for FDA,
including $34.6 million for vaccine safety, $20 million to
carry out the Safe Medical Devices Act of 1990, and $10
million for implementation of the Mammography Quality
Standards Act of 1992.

The additional investment funding proposed is essential
to allow the FDA to meet its statutory responsibilities in
each of these areas. How will FDA be able to fulfill these
requirements if these investments must be funded through
reductions in the resources requested for FDA's other programs
and activities? Where would you suggest these offsetting
reductions be taken if necessary?

Answer. Over the last decade, dozens of new laws have
been enacted increasing FDA responsibilities, often without
additional resources. Reallocation from other already
stretched public health and safety programs— in some cases
severely— is not feasible.

The full spending level requested in the Investment
Package including that proposed to be financed by user fees,
will be critical to the accomplishment of FDA's public health
responsibilities in fiscal year 1994. Included in the
Investment Package are resources for the Mammography Quality
Standards Act of 1992 which is crucial to providing quality
preventative health care for women and for the Safe Medical
Devices Act of 1990 which significantly expands and
strengthens FDA's medical device enforcement powers. FDA has
received no funding for these programs. The Immunization
Initiative is needed to administer FDA's vaccine programs,
including those dealing with AIDS. The vaccine workload is

expanding at an alarming rate, and the program will be more
than doubled under the proposed Presidential Initiative.

It is true that FDA has a tough job, and has historically
faced and met a great number of challenging events. However,
while our tasks are challenging, the resources proposed in our
budget will sustain the effectiveness of FDA's programs in

carrying out the Agency's mandates.
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Human Drugs

Question. The budget justification indicates that FDA
expects an increase in funding for human drugs from the fiscal
year 1993 appropriated level of $205.5 million to $233.4
million in fiscal year 1994. This increase of $27.9 million
(about 14 percent) is accompanied by a reduction of 57 full-
time equivalent positions.

Can you tell the Committee why staff is planned to be cut
in the face of a large budget increase and how these
additional funds are to be utilized if not on staff-year
positions?

Answer: In 1994, FDA will contribute to the President's
initiative to reduce Federal employment by reducing FDA's
employment by 339 FTEs. This reduction will be spread across
all programs in the Agency including human drugs. However,
the Executive Order on Federal personnel reductions does
include waiver authority, and we are seeking a waiver for
authority to hire the additional staff needed for the human
drugs program and for other purposes.

Question. FDA plans to augment human drug funding with
user fees collected under the authority of the Prescription
Drug User Fee Act of 1992. Specifically, fee collections
would provide $19 million in fiscal year 1993 and $28 million
in fiscal year 1994 for human drug activities. The
Prescription Drug User Fee Act provides that fees "shall only
be collected and available to defray increases in the costs of
the resources allocated for the process for the review of
human drug applications (including increases in such costs for
an additional number of full-time equivalent positions...)".
No increase is shown in the budget justification in the number
of new drug evaluation staff between fiscal years 1993 and
1994.

How can these fees be legally collected and used if they
are not being used to increase staff?

Answer. Fees collected under the Prescription Drug User
Fee Act must be used to support increases in human drug
approval activities and for administration of the Act.

Question. Last year, FDA was moving forward on a

proposed pilot program for external reviews. This proposal
would have allowed external contractors to review New Drug
Applications in order to speed up the process, with FDA
maintaining full control over those reviews. Do you still
believe such a program is feasible and worth considering?

Answer. FDA did move forward with the pilot program and
awarded a contract to one company which has completed reviews
of two Efficacy Supplements and has started a third Efficacy
Supplement. We have evaluated one of the completed reviews
and are satisfied with the work. We plan to maintain this

capability to address periods of exceptional workload to be
able to further assess the potential of this program and its

impact on the review process.
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Medical Device Approvals

Question. What is the current backlog of pending medical
device applications? How long is the average review time now
taking beyond the statutory review times?

Answer. As of April 30, 1993, a total of 1,414 premarket
notification (510(k)) submissions were pending in FDA more
than 90 days. For those 510 (k) submissions logged out during
April 1993, the average number of review days was 211, which
is 121 more days above the historical 90-day time period for

reviewing premarket notification applications. With the

passage of the Safe Medical Devices Act of 1990, FDA does not
have a statutory timeframe for issuing decisions on 510 (k)
submissions. However, FDA is taking measures to streamline
the review process to ensure that all types of product
applications are reviewed as guickly as possible.

FDA had a total of 148 original premarket approval
applications (PMAs) under review as of April 30, 1993. Of

these, a total of 57 PMAs were on hold with the manufacturer
pending additional information. Of the remaining 91

applications under active review within FDA, 43 submissions
exceeded the 180-day statutory timeframe. For all the PMAs

pending at the end of April 1993 (including those pending less
than 180 days) ,

the average time in the review process since
filing was 392 days. If hold time with the manufacturer is

excluded, the official review time is reduced to 216 days,
which is 36 days over the 180-day statutory timeframe. For
PMA supplements, a total of 504 applications were pending as
of April 30, 1993. Of these, 161 applications were on hold
with the manufacturer. A total of 34 3 PMA supplements were
under active FDA review at the end of April 1993, with 145 of
these pending more than 180 days. The average number of days
in the review cycle since filing for all PMA supplements was
239 days, or 186 days if hold time by the manufacturer is
excluded. The FDA time exceeded the statutory timeframe by 6

days.

As of April 30, 1993, FDA had no Investigational Device
Exemption (IDE) applications under review past the 30-day
statutory timeframe. For the IDEs with decisions during April
1993, the average review time was 24 days.

Question. Will this review time improve if the
additional $20 million requested to carry out the Safe Medical
Devices Act of 1990 is provided?

Answer. FDA is requesting an additional $20 million in

funding in FY 1994 to carry out SMDA responsibilities and to
increase the level of support for the product review process.
FDA intends to use the additional funding to implement all the

remaining provisions of SMDA and to increase the level of

activity for the provisions already in effect. FDA also will
increase the amount of resources available for the product
review process. The additional staff along with new
management initiatives will help reduce the amount of time
required for the premarket review of IDE, PMA, and 510 (k)

applications.
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Question. The FDA has taken steps to accelerate approval
for drugs to treat serious and life-threatening illness. Is
similar action being considered to expedite the approval of
critical life-saving devices?

Answer. There has been a Blue Book policy memo on
Expedited Review in effect since October 25, 1989. It is
presently being revised to clarify the definition and expand
the use of the policy. Some of the newly proposed criteria
necessary to qualify for an expedited review include:

Serious or life-threatening conditions with no alterna-
tive modalities.

Serious, life-threatening or otherwise debilitating
conditions with existent approved alternatives, where the
new device provides for earlier diagnosis or significant
advances in safety and/or effectiveness over existing
alternatives.

A revolutionary device which represents clear clinically
meaningful advantages over existing technology.

A device with specific public health benefit.

Question. What is FDA doing to improve its communication
with industry on the status of applications and to reduce
unnecessary and costly burdens on industry in the review
process?

Answer. Improving communication with industry is a top
priority management issue. The Office of Device Evaluation
review staff have been advised to be responsive to
manufacturers' status requests. When a document is overdue,
reviewers are to provide enough information to give the caller
a sense of where in the process the application is. Although
a long range plan for providing status information using an
automated system is in development now, an Office of Device
Evaluation (ODE) management task force has been formed to
provide a temporary means to handle these calls. Blue Book
Policy Memo #193-1, issued January 29, 1993, details how
reviewers are to handle telephone calls from industry
representatives .

Question. The budget requests $20 million in fiscal year
1994 to carry out the Safe Medical Devices Act of 1990. Dr.
Kessler, you indicated at the hearing that an additional 200
full-time equivalent positions are associated with this
proposed funding increase. Where, specifically, are these FTE
positioned increases reflected in the table on pages 34-35 of
the FDA budget justification?

Answer. Additional FTEs to implement the Safe Medical
Devices Act of 1990 were not included in our Justification
estimates which reflect decision-making at the time the
document was prepared. We are currently seeking a waiver to
the President's Executive Order on reductions in the Federal
workforce from OMB in order to hire the FTEs necessary to
implement the Safe Medical Devices Act.
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QUESTION SUBMITTED BY SENATOR BOND

Birth Defects

Question. There is a substantial and growing body of
evidence that points to the utility of folic acid supplements
in the prevention of spina bifida and other neural tube
defects. Birth defects are the leading cause of infant
mortality in this country and I have been working to increase
our efforts for birth defect surveillance and prevention
efforts. The fact that folic acid can prevent something as
tragic as spina bifida is very encouraging.

The FDA has been slow, despite the overwhelming evidence,
to approve the use of folic acid to prevent spina bifida and
neural tube defects. This is very troubling.

We talk a great deal about the importance of preventive
medicine in this country, particularly as we debate health
care reform. Yet, when it comes down to the individual steps
to prevent birth defects, we seem to be falling short.

What is the status of FDA's review and what is delaying
FDA action?

Answer. The Public Health Service recently recommended
that all women capable of becoming pregnant consume 0.4

milligrams of folic acid daily to reduce their risk of having
a child affected with a neural tube birth defect. About 2,500
infants are born each year in the United States with these
defects. The Public Health Service statement, which has as
its target population about 70 million women of child-bearing
age, noted that there were significant issues persisting about
the appropriate level of folic acid in food and safety
concerns regarding increased intakes of folic acid. Folic
acid currently is approved for addition to food for its
vitamin properties.

FDA is moving expeditiously to resolve issues that remain
outstanding specifically with respect to folic acid and neural
tube defects. A Folic Acid Subcommittee of the Food Advisory
Committee has held two open meetings to discuss and make
recommendations regarding food fortification, safety issues,
needs for monitoring and surveillance, appropriate labeling of
foods, and the need for educational activities directed at
health care providers and women of childbearing age.

The Agency is now in the process of summarizing the
discussion and preparing specific questions on these issues
that will be submitted to the experts who participated in open
meeting. Their responses will be forwarded to the Folic Acid
Subcommittee for use in developing final recommendations which
will be forwarded to FDA's Food Advisory Committee.

FDA staff are currently contributing to efforts by the
Health Resources and Services Administration to develop
educational materials directed at health care providers.
There are a variety of ways that women of childbearing age can
obtain the recommended level of 0.4 mg of folic acid per day.
The majority of breakfast cereals are fortified with at least
0.1 mg of folic acid per serving; a limited number of cereals
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provide 0.4 mg per serving. Dietary patterns such as those
recommended in the Department of Agriculture's Food Guide
Pyramid and the National Cancer Institute's "Five-A-Day"
program emphasize increased consumption of fresh fruits and
juices, whole grain products, and fresh vegetables. Using
these guidelines will result in consumption of generous
amounts of folic acid and other important nutrients. In
addition, dietary supplements containing folic acid, such as
multivitamins, are widely available for use at the discretion
of the consumer. Based on recent studies, about 20 percent or
more of women of childbearing age are currently taking such
supplements.
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INTRODUCTION OF WITNESSES

Senator BUMPERS. We will now hear from the Farm Credit Ad-

ministration, Mr. Harold Steele, Chairman of the Board and Chief
Executive Officer; Billy Ross Brown, board member, and Gary
Byrne, board member. Welcome, gentlemen.
Mr. Steele, do you have any compatriots that you wish to sit at

the table today?
Mr. Steele. Yes; Mr. Brown and Mr. Byrne are coming.
Senator Bumpers. Mr. Steele, the FCA requests a budget for

1994 of $41,683,000. That is an increase of $1,775,000. We have

your statement, Mr. Steele, so if you could summarize it, that

would be helpful to the committee. Please proceed.
Mr. Steele. Mr. Chairman, I will be pleased to summarize the

statement, and I also suggest that at the conclusion of the state-

ment, Mr. Brown, Mr. Byrne, and I will be ready for your ques-
tions.

CONDITION OF THE SYSTEM

Since 1989, many farm borrowers and lenders are generally in

good financial condition. The agricultural sector's improved debt-to-

asset ratio may suggest that some of the farmers can carry more
debt.

But credit is not a substitute for income, and we know that not
all farmers are in solid financial health. About one-half the Na-
tion's farmers carry debt financing. For those operations with sales

of over $100,000 annually, over 80 percent carry debt.

A limited number of these have high enough debt-to-asset ratios

to pose concerns if either expenses were to jump or receipts were
to decline significantly. Current expectations are that cash receipts
and net incomes of crop producers are likely to decline in 1993.
A positive factor in the overall farm economy has been lower in-

terest rates. Helping to lower Farm Credit System borrower inter-

est rates during the past 4 years have been lower spreads on Sys-
tem issues, which may be attributed to improved investor con-

fidence and a general perception of stronger regulation of the Sys-
tem by the FCA.
From historically high spreads, exceeding 80 basis points over

Treasuries in 1988, the System's average spread was only about 8

basis points over U.S. Treasury bills at the beginning of 1993. For

(653)
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each basis point reduction in the spread, approximately $5.5 mil-

lion in interest expense is saved by the System and its farmer-bor-
rowers.

I would ask you please to refer to the graph on page three of the

testimony, which displays these reductions in the System's spreads
during this 6-year period, to see the interest rate benefit that the
farmer-borrowers now enjoy.

I would like to turn to the System's financial condition. The over-

all financial condition of the System continued to improve during
1992. Aggregate System net income during the year was $986 mil-

lion. That is a 21.6-percent increase over the same period in 1991.

A favorable interest rate environment allowed the System to in-

crease profitability and capital, while still maintaining its competi-
tive position in the agricultural lending sector.

To illustrate, net interest income increased 14.7 percent to $1.79

billion, in 1992. In December 1992, no System institution's perma-
nent capital was below the 7-percent regulatory minimum.

It is also noteworthy to point out that due to improved financial

condition, two of the four banks that received direct assistance
from the Farm Credit System Assistance Board have purchased
zero-coupon bonds that upon maturity in 2003, will repay their re-

spective direct assistance. This action is another significant step to-

ward a reinvigorated Farm Credit System.

FARMER MAC

At yearend 1992, Farmer Mac had completed four transactions
under the Farmer Mac I program. The outstanding volume of

Farmer Mac I guaranteed securities was approximately $544 mil-

lion.

At yearend 1992, the outstanding volume of Farmer Mac II guar-
anteed securities was approximately $30 million. To date, nine in-

stitutions have been certified as poolers. Most recently, the Colum-
bia and the Western Farm Credit Banks, became certified poolers.
Farmer Mac's capital will continue to decline until it reaches a

break-even point from its operations. However, at yearend 1992,
the capital of Farmer Mac is nearly three times greater than the
minimum capital level required by statute.

RECENT FCA ISSUES

I would like to comment on several issues that have been of in-

terest to this subcommittee in the past.
One: The management study. As of October 1992, FCA completed

a staff reduction in force and restructured its organization, elimi-

nating a number of middle management and supervisory positions,
as well as organization units that were no longer necessary.
As the result of these changes, FCA will achieve a net reduction

of 40 positions in fiscal year 1993. We hired a chief operating offi-

cer this past November, and have undertaken a study of the agen-
cy's use of computer technology.
Two: The agency's computer capabilities and use. We hired an

outside consultant, Ogden Government Services, through the Gen-
eral Services Administration, to study the effectiveness and capac-
ity of the agency's data processing systems and computers.
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The first stage of the plan, to provide an assessment of FCA's
current information systems capability, utilization, and IRM plan-

ning process was completed this past March. It is being used as a
basis for the second stage of the plan, which is to identify opportu-
nities, to develop a recommended FCA 5-year IRM plan, ana to de-

velop procedures for updating the IRM plan annually.
Three: FCA receivea a formal letter of intent to merge the Fed-

eral Intermediate Credit Bank of Jackson and the Farm Credit

Bank of Columbia this past February 3.

The banks requested that FCA grant a one-time extension of the

negotiated merger completion date until October 31, 1993. A provi-
sion of the Farm Credit Banks and Association Safety and Sound-
ness Act of 1992 allows for this one-time extension.

So on February 11, the FCA Board determined that the letter of

intent executed by the boards of the FCIB of Jackson and the FCB
of Columbia fulfilled the intent of the 1992 act, and approval for

this one-time extension was granted.
Shortly after FCA's approval of the one-time extension, the

banks submitted draft merger documents to the FCA staff for com-
ment in advance of their formal request.
Then on April 19, the banks submitted their formal merger re-

quest. At this stage of FCA's review of the merger documents, we
see no impediment for completion of the merger by the required
date. As a matter of fact, the banks project a completion of the

merger by October 1, 1993.
Four: Closing of receiverships. At the beginning of 1992, there

were 12 Farm Credit System institutions in receivership. The FCA
Board directed the final actions which led to the completion of

eight association receiverships in the Spokane and Omaha Farm
Credit districts, terminated the charters of those eight receiver-

ships, and discharged the FCA-appointed receivers.

Five: FCA's financial management system. The FCA Board re-

ceived the recommendations of the Office of Management and
Budget task force and authorized the execution of a formal memo-
randum of understanding to upgrade the agency's financial man-
agement system with the Department of Treasury.
Once this system is operational, we will be able to produce per-

formance-based income and expense statements. Then we will be
able to track our expenses monthly, report on variances, and mon-
itor our projected annual expenditures with much more accuracy
and efficiency.
Thank you very much, Mr. Chairman, for offering us this change

to highlight our statement. We stand ready for your questions.

PREPARED STATEMENT

Senator Bumpers. Thank you very much, Mr. Chairman. We
have your complete statement and it will be made part of the
record.

[The statement follows:]
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STATEMENT OF HAROLD B. STEELE

Mr. Chairman and members of the subcommittee, I am Harold Steele, chairman and

chief executive officer of tlie Farm Credit Administration (FCA). We appreciate tJie opportunity

to testify. Accompanying me today are the two other FCA Board members, Billy Ross

Brown and Gary Byrne. As you know, Mr. Byrne also serves as the chairman of the Farm

Credit System Insurance Corporation. We are ail available to answer questions at the end of

my testimony.

Many farm borrowers and their lenders are generally in good Hnancial condition. By
1989, tlie farm sector had largely recovered from the financial crisis it had endured during

the early to mid-1980's. Between debt paydowns, writeoffs, and bankruptcies, the sector had

shed nearly 30 percent (.$60 billion) of its debt, and had cut its yearly interest expense nearly

one-third to under ,$15 billion. Farm land values ended a 5-year slide in early 1988 when

land values leveled out at an average of $632 per acre. Land values have since been on a

slow climb, reaching an average of $685 per acre in early 1992. This compares witli an

average of $823 per acre a decade earlier. The debt-to-asset ratio of the sector had deterio-

rated to 23.0 in 1985. By 1989, this important ratio had decreased to 16.5 and was estimated

to be at that same level in 1992.

Tlie agricultural sector's net cash income was approximately $59 billion in 1992, and

this is about 3.7 percent lower than the 1990 record liigh level of $61.3 billion. Farmers have

continued to make strides in holding down expenses. In fact, during the past 2 years, total

farm production expenses declined I percent. Helping in tliis regard have been lower interest

rates, particularly during the past 2 years, and the overall containment of general price

inflation. Farmers' interest outlays in 1992, at $13.5 billion, were 7 percent below those of

1990. However, in real terms, when measured against the inflation rate, tliere has been some

erosion of both land values and net farm income the past few years.

The agricultural sector's improved debt-to-assct ratio may suggest to some that faimers

can carry more debt. But credit is not a substitute for income, and we know that not all

faimers are in solid nnancial health. About half tlie Nation's farmers carry debt fmancing;

for those operations with sales of over $100,000 annually, over 80 percent carry debt. A
limited number of these have high enough debt-to-asset ratios to pose concerns if either

expenses were to jump or receipts were to decline significantly. Current expectations are that

cash receipts and net incomes of crop producers are likely to decline slightly in 1993. Prices

of the major grains and soybeans are soft due to large crops last year. The situation in Eastern

Europe and the former Soviet Union adds uncertainty to exjwit prospects. Further, the

possibility exists for reduced Federal outlays for farm commodity programs, crop insurance,

and/or disaster payments. This will add another risk factor for the most vulnerable farmers

and their lenders.

A positive factor in tlie overall farm economy has been lower interest rates. Helping

to lower Farm Credit System (System) boirower interest rates during the past 4 years have

been lower spreads on System issues, wliich may be attributed to improved investor confidence

and a general perception of stronger regulation of the System by the FCA. From historically

high spreads, exceeding 80 basis points over Treasuries in 1988, the System's average spread

was only about 8 basis points over U.S. Treasury bills at the beginning of 1993. For each

basis point reduction in the spread, approximately $5.5 million in interest expense is saved

by the System and its farmer-borrowers. Please refer to the graph, which displays these

reductions in (he System's spreads during tliis 6-year period to sec the interest rate benefit

the farmer-borrower now enjoys.

In October 1989, the General Accounting Office (GAO) studied Government-sponsored

enterprises (GSEs). In its report, the GAO noted that Standard and Poor's rating of the Farm

Credit System was influenced positively by the presence of an independent regulatory agency

whose puipose was to ensure the safety and soundness of the System.
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In its CTcdil report on the System, Mootly*s, another rating agency, said, "T\\e focus

of the FCA is ensuring the safely and soundness of the Farm Credit System. In the past

few years, the FCA has worked to expand and train its supervisory force and to improve
its examination procedures. This strengUicned supervision cnliances debtlioldcr protection."

Spread of FCS Securities to Treasury

(in basis points)

100

1/89 1/92 1/93

3-Month 6-Monlh

' In January 1988, tliere were no 1-year securities issued.

'
In January 1992, the spread on 1-ycar securities was ^ero.

I'd like to turn to the System's financial condition. I am pleased to report that the

overall financial condition of the Sy.stem continued to improve during 1992. Aggregate

System net income during the year was $986 million, a 21.6-percent incrca.se over tlie same

period in 1991. A favorable interest rate environment allowed the System to increase

profitability and capital while still maintaining its competitive position in the agricultural

lending sector. To illustrate, net interest income increased 14.7 percent to .$1.79 billion for

1992, up from $1.56 billion for 1991. Wliile certain institutions of the System reduced

operating expenses, aggregate operating expenses increased 2.9 percent. Ihe System's overall

net income was not adversely affected by this increase in operating expenses.
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As you are aware, the System sells securities through the Federal Farm Credit Banks

Funding Corporation to fund its loan portfolio. In general, many System bonds and all

medium-term notes have maturities that are greater than 1 year. The System's discount notes

generally mature within a 30- to 90-day period. The System's use of short-term funding
was also a significant contributor to improved net interest income.

Discount notes typically carry a significantly lower interest cost than bonds and

notes of longer maturity. The use of discount notes allows Ihe System to more actively

reduce its cost of debt and improve its net interest income. While this practice allows Ihe

System to be more responsive to decreasing interest rates, Ihe agency has expressed concern

that this short-term funding strategy could reduce Ihe System's earnings should interest

rales rise. Our examiners are focusing on this issue in examinations in order to expose any
adverse effects on the financial condition of System institutions and direct those institutions

with excessive exposure to promptly take corrective actions.

As a result of strong earnings, the 1992 capital position of all System institutions

increased 18.9 percent to $6.8 billion. At December 31, 1992, no System institution's

permanent capital was below the 7-percent regulatory minimum. It is also noteworthy to

point out that due to improved financial condition, two of tlie four banks that received

direct assistance from the Farm Credit System Assistance Board have purchased zero-

coupon bonds tliat, upon maturity in 2003, will repay their respective direct assistance,

wliich is $240.6 million. This action is another significant step toward a reinvigorated

System.

In correlation with improved financial performance and credit quality, CAMEL ratings

improved and the number of outstanding enforcement documents declined. During last year's

hearings, we reported that there were no "5"- rated institutions and 29 institutions, or 12

percent, which were rated "4." As of yeaiend 1992, the improvement in ratings continued.

Tlie System continues to be free of "5"-rated institutions, instilutions rated "4" declined to

5 percent (12 institutions), "3"-raled institutions slightly increased to 31 percent (78 instilutions),

and "1"- and "2"-raled institutions increased to 64 percent (163 instilutions). Additionally,

the number of enforcement documents (Cease and Desist Orders, Agreements, and

Supervisory Letters) as of yearend 1992 declined to 65 and accounted for $32.7 billion of

System assets compared with 77 institutions and $50.3 billion as of yearend 1991.

CAMEL Rntiiigs Improving

J CD*

Additionally, the quality of the System's loan portfolio continues to improve.

Nonperforming assets as a percentage of total loans and otiier property owned declined

from 12.72 percent at yearend 1991 to 10.80 percent at yearend 1992. Tlic following chart

shows, by category, an improving trend in tlie quality of the System's assets.
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Nonperforming Assets as a Percentage of Total Loans and
Other Property Owned for the Farm Credit System

(1991-1992)
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Farmer Mac II

Triples Its Volume

Million Dolbn

1991

(he rate of decline has been slowing.

Farmer Mac's capital will continue to

decline until it reaches a break-even

point from its operations. However,
the yearend 1992 level of capital in

Farmer Mac is nearly three times

greater than the minimum capital level

required by statute.

Other Areas of Interest

I would like to comment on

several issues that have been of interest

to tliis subcommittee in tlie past.

Management Study
To recap our recent history,

language in both the Senate and the

House of Representatives reports on the FY 1992 agricultural appropriations bills suggested
that the FCA contract for an outside study of its management and operations. We followed

that suggestion and the management consulting firm of Riso-Dempsey completed a study

in March 1992. The major recommendations of the study were to consider appointing a

chief operating officer (COO), to undertake a major study of the FCA's use of its computer

technology, and to eliminate 25 positions by FY 1995. As of October 1992, FCA completed
a staff reduction-in-force and restructured its organization, eliminating a number of middle

management and supervisory positions, as well as organizational units that were no longer

necessary. As a result of these changes, FCA will acliieve a net reduction of 40 positions

in FY 1993. We hired a COO last November and have undertaken a study of the agency's

use of computer technology.

Computer Technology Study
An issue of concern to this subcommittee has been the agency's computer capabilities

and use. Following Riso-Dempscy's recommendation that FCA initiate a major study of the

agency's application of computer technology, we hired an outside consultant [Ogdon
Government Services (OGDFN)], through the General Services Administration, to study the

effectiveness and capacity of the agency's data processing systems and computers.
In addition, we limited data processing expenditures to those necessary to ensure we

did not jeopardize current operations, imposed a hiring freeze on data processing personnel,

and made changes in the management of our hiformation Resources Division.

Tlie contractor began work last December with a mission to evaluate the effectiveness

of FCA's information systems capability, its capacity and how it is used. The contractor will

also help FCA lefine its planning process for information resources management (IRM).

Tlie first stage of the plan
—to provide an assessment of FCA's current information

systems capability, utilization, and IRM planning process
—was completed in March 1993. It

is being used as a basis for the second stage of the plan
—to identify opportunities, to develop

a recommended FCA 5-year IRM plan, and to develop procedures for updating the IRM plan

annually.

As part of its overview, the report states that it is not intended to be a balanced leport.

Rather, OGDEN focused on identifying weaknesses, not documenting strengths. In addition,

the report notes that, as a general matter, FCA's IRM management problems are typical of

other small agencies with relatively young IRM programs.
OGDEN believes that the following four areas are the major problems with the agency's

IRM program:
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• Lack of senior agency and functional management oversiglu and direction;

• Mainframe capacity that exceeds liie documented needs;
• No connection between strategic business planning process and IRM planning; and
• Lack of an overall IRM management system to evaluate business information needs.

Clearly, (he FCA faces significant challenges in tackling these problems. However, I

am pleased to quote the conclusion from OGDEN's Executive Summary:
"While there is much to recommend in the IRM Program, there aie many problems

whicii need to be addressed. We note that the Chairman asked OGDEN to provide a complete

and open assessment so that FCA would know what needed to be fixed. Tlie COO participated

in biweekly status reviews with OGDEN so that she could take early action to rectify

deficiencies. Other FCA managers have shown great interest in understanding this assessment

and a willingness to participate as necessary in managing tlie IRM function. OGDEN
believes that FCA management is positioning itself to make quantum improvements in (he

functioning of the IRM program."

Mr. Chairman, we are committed to meeting tliis challenge and we expect to be able

to adopt OGDEN's final recommendations as a part of our plans for FY 1994.

Resolution of the Federal Intermediate Credit Bank of Jackson Issue

FCA received a formal letter of intent to merge from the Federal Intermediate Credit

Bank (FICB) of Jackson and the Farm Credit Bank (FCB) of Columbia on February 3, 1993.

The banks requested that FCA grant a one-time extension of the negotiated merger completion

dale until Octotxir 31, 1993. A provision in the Farm Credit Banks and Associations Safety

and Soundness Act of 1992 (1992 Act) allows for this one-time extension if the agency

receives a letter of intent to merge and the agency determines that such letter represents a

bona fide, good faith agreement in principle to merge. On February 11, (he FCA Board

determined (hat tlie letter of intent executed by the members of the boards of directors and

the chief executive officers of the FICB of Jackson and the FCB of Columbia fulfilled the

intent of the 1992 Act and approved this one-time extension.

Closing of Receiverships
At (he beginning of 1992, (here were 12 Faim Credit System institutions in receivership.

The FCA Board directed the final actions which led to the completion of eight associafion

receiverships in the Spokane and Omaha Farm Credit Districts, terminated the charters for

tliose eight receiverships, and discharged the FCA-appointed receivers.

Additionally, positive results were achieved with the remaining receiverships. Tlie

agency approved the final plan of liquidation for two receiverships. One of (hose was able

to pay a second liquidating dividend exceeding the par value of stock to the stockholders of

record at the time that institufion was placed in receivership. Further, the assets of this

receivership have been reduced from more than ,$7.5 million at its onset to slightly more (han

$750,000 a( yearend 1992. Tliere are no remaining liabilities for tliis receivership and we

anticipate discharging the receiver by yearend 1993.

The other receivership has made progress in reducing its assets from $16.2 million at

the beginning of the receivership to less than .$5.7 million on December 31, 1992. In January

1993, the Farm Credit System Insurance Coiporation approved (he cash payment for the $1.2

million of protected borrower stock to the stockholders of record at the time of the closing,

thus fulfilling a congressional objective of protecting the System's farmer-borrowers who had

loans prior to 1987.

The assets and activities of the receiverships of the Jackson Federal Land Bank and (lie

Federal Land Bank Associafion consist primarily of a large acquired property and various

lawsuits. When originally placed in receivership in May 1988, these two institutions had

more than $1.9 billion in total assets. Those assets were successfully reduced to $12.4

million by yearend 1992. The number of lawsuits has been reduced from 42 in 1990 to 14

at yearend 1992. In February, settlement was reached in one lawsuit regarding (he sale of
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the mineral rights from the former Federal Land Bank of Jackson to the Federal Intermediate

Credit Bank of Jackson. We anticipate continued progress on the resolution of the remaining
lawsuits and in the reduction of tlie receivership's assets.

FCA's Financial Managment System

During the agency's FY 1993 appropriations healings, the issue of the FCA's Financial

Management System was raised as a concern. We have expended considerable effort in

reviewing this system and implementing collective actions to address those concerns. On

April 28, 1993, the FCA Board received the recommendations of the Office of Management
and Budget task force and authorized tlie execution of a formal Memorandum of Understanding
to upgrade the agency's Financial Management System with the Financial Management
Services of the Department of Treasury. This agreement, executed on May 3, clearly

delineates the responsibilities of the FCA and Treasury; provides for the FCA to reimburse

Treasury for costs associated with the purchase and implementation of financial management
software; and provides for other services that the agency may need for the successful

implementation of this Financial Management System.
Once this system is operational, we will be able to produce performance-based income

and expense statements. Tlien we will be able to track our expenses monthly, report on

vaiiances, and monitor our projected annual expenditures with much more accuracy and

efficiency.

Mr. Chairman, I would like to thank you for the opportunity to testify today. The

Farm Credit Administration remains committed to serving agriculture by efficiently and

effectively regulating the Farm Credit System in order to ensure that farmers have access to

sound and constructive credit at competitive rates. Mr. Chairman, wc will be pleased to

respond to any questions you or the members of the subcommittee may have.

Attachment A

FARM CREDIT ADMINISTRATION

Fiscal Year 1994 - Explanatory Notes

February 25, 1993

The Farm Credit Ailmini.siration (FCA) is an independent agency in the executive branch of the U.S.

Government. It is rc.spon.siblc for the rcgulalion and examination of the banks, associations, and

related entities liiat collectively comprise what is known as the Farm Credit System (System),

including the Federal Agricultural Mortgage Corporation (Fanner Mac). Initially created by an

lixccutivc Order of the President in 1933, the agency now derives its powers and authoiitics from

the Farm Credit Act of 1971, as amended (Act).

Tlic principal activities of the FCA are the adminisU-ation of the Act through the issuance and

approval of amendments to the Federal charters of System institutions; the approval of mergers
between System institutions; making annual reports to the Congress on the condition of the System
and its institutions; approving the issuance of obligations ol the Sy.stem; establishing the Federal

regulations for System institutions; and examining System institutions for compliance with statute,

regulations, and safe and sound banking practices. If any System institution is found to be in

violation of statute or regulations, or is operating in an unsafe or unsound manner, the agency may
utilize its congressionally granted enforcement options to bring about corrective action. In addition,

tlie FCA examines the National Consumer Cooperative Bank annually and presents this Report of

Examination to the Banking Committees of the U.S. Senate and the Mouse of Representatives.
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Management of the agency is vested in a rull-timc. tluce-person board whose members arc ap-

pointed by the President with the advice and consent ol the Senate. The board members serve for

a 6-year term and may not be reappointed alter they have served a full term. The President also

designates tiie chairman of the board who serves as tiie agency's chief executive officer.

The FCA does not receive appropriated funds but is subject to legislative action each year for a

limitation on its adminisuativc expenses. All of the FCA's administrative expenses arc paid by the

institutions it regulates and examines.

Management Study

The report language in the E^ 1992 .agricultural appropriations bills of both the Senate and the

House of Representatives suggested that the FCA contract for an outside study of its management
and operations. The management consulting firm of Riso-Dcmpsey was awarded that contract, and

the study was completed in March 1992. The major recommendations of the study were to

consider appointing a chief operating officer (COO), to complete a study of the FCA's use of its

computer technology, and to eliminate 25 positions by FY 1995.

Implementation of these recommendations should be completed during fiscal year 1993. A COO
has been employed and is responsible for the day-to-day management operations of tlie FCA. One

of the major responsibilities to be accomplished by the COO in FY 1994 will be the integration of

the agency's strategic plan with FCA's budget.

Additionally, the computer technology study has begun. The study will evaluate the effectiveness

of FCA's information systems capability, its capacity and how it is used, and the planning process

lor information resources management. The study will also identify information system needs and

opportunities, develop a recommended FCA 5-year information resource plan, and develop proce-

dures for updating the plan annually. The study is expected to take 6 montlis to complete.

Recommendations from that computer technology study will be implemented, as appropriate, begin-

ning in FY 1994.

SuperWsory Responsibilities

A significant number of FCA examiners, beginning in 1986, were hired directly out of college.

Two-thirds of our examiners are now commissioned compared with just slighdy more than 40

percent 4 years ago. With their increased knowledge and skills, these commissioned examiners are

better able to handle additional responsibilities and a greater workload. Therefore, FCA can

effectively carry out its regulatory, enforcement, and examination functions witli fewer people.

This is illustrated by a comparison of the System's level of total assets, as reported in the System's

combined financial statements, with the number of examiners employed by the agency. The period

covered is from December 31, 1988. through September 30, 1992. As shown in this chart, the

number of examiners has been reduced from a high of 333 in 1988 to the current level of 241, a

reduction of more than 27 percent. During this same period, the System's total assets have remained

fairly constant.
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Other factors have led and may lead to increased costs for the examination function. One major
factor is the structure of the System. The statute requires that FCA examine each direct lending
institution of the System at least once each year. On January 1, 1989, there were 127 direct lending
associations. On January 1. 1993, direct lenders had increased to 166. On the other hand, on

January 1, 1989, tJiere were 154 Federal Land Bank Associations (FLBAs) which were not direct

lenders and consequently had to be examined only every 3 years. On January 1, 1993, there were

77 FLBAs, which require less effort to examine than direct lenders. This increase of direct lender

associations requires more examination effort and resources than the savings generated by 77 fewer

FLBAs. Therefore, while the total number of associations has declined from 281 on January 1,

1989, to 243 on January 1, 1993, the number of direct lending associations subject to annual

examination has increased by 39, or about 30 percent. This trend is expected to continue throughout
FY 1994, resulting in additional demands on FCA's examination, enforcement, and legal staffs.

In addition to the examinations of associations, the agency conducts annual examinations of the

10 Farm Credit Banks, the 3 Banks for Cooperatives, the Federal Intermediate Credit Bank of

Jackson, the Farm Credit System Funding Corporation, Farmer Mac, and the other System service

institutions. These examinations arc generally more complex and require significantly more re-

sources than most association examinations. As of September 30, 1992, the Office of Examination

had a field examination staff of 205 examiners devoted to the completion of all of these examination

responsibilities.

The following charts show the number of System associations by category and the frequency of

FCA examinations for each type of association.

Date
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Employee Compensation

The Financial Inslitulions Reform. Recovery, and Enlorccmcnl Act of 1989 (FIRREA) required that

conipcnsalion of cniployees of Federal financial institution regulators be comparable. The agency
has responded to this mandate by targeting its staffs compensation at the average of ihc compen-
sation of the other regulators. In 1991 FCA compensation was about 9 percent below this average.
After pay increases in FY 1992 and FY 1993. FCA salaries will be on a par with the average market

rate paid by the other Federal financial institution regulators.

Recommendations Troni (he FY 1993 Congressional Appropriation Reports

On October 15. 1992, the FCA Board voted to implement the committee report language outlined

in Public Law 102-341 (the FY 1993 agricultural appropriations). Tliose recommendations and a

summary of their implementation by the agency follows:

(1) "The Committee is concerned by indications (liat examination functions would be

curtailed due to (lie House reduction to the budget reques(. No reductions for such

func(ions have been provided in (his recommendation."

As explained above, the examination function is not being reduced in FY 1993 due lo the

reduction in the FY 1993 administrative expense limitation. However, examination scope
should be reduced due to the passage of Public Law 102-552, which allows the FCA some
increased llexibilily in defining tlie scope of examinations.

(2) "The Committee will expect the FCA Board, acting in its capacity as llie Farm
Credit System Insurance Corporation (FCSIC) Board, to carefully moni(or (he

growth in FCSIC expenditures. Fur(her, i( is unaccep(able (o (he Commi((ee (o

have FCA expenses shiHed (o FCSIC or (o liave FCSIC obligadons increase as a

resuK of (he Commi((ee's action (o reduce FCA obligadons."

The Farm Credit System Insurance Corporation's (Corporation) expenses and staff have not

increased as a result of congressionally imposed cuts to the FCA's budget. Increases in

expenses are related to the Corporation's moving into an operational mode. The Corporation
has implemented an agreement with tlie agency which governs how FCA reimbursable ser-

vices will be provided to the Corporation. The agreement requires that all FCA reimbursable

services on behalf of the Corporation be pre-approved by the Corporation's chief operating
officer. The Corporation has implemented procedures and internal controls lo ensure that all

FCA reimbursable services are properly pre-approved and post reviewed prior to payment.
The Corporation requires the FCA to submit a detailed monthly billing supporting all charges.

This billing is audited by Corporation staff prior to payment. In contracting for services, the

Corporation evaluates whether FCA or other sources are most cost effective.

(3) "Information describes excess .supervisory staff . . ."

The following supervisory positions were eliminated: the director and four associate directors

of the former Policy and Risk Analysis Division; two other supervisors in the Policy and Risk

Analysis Division; the chief of the former Training Division; and the deputy director of the

Office of Resources Management. The Riso-Dcmpscy study also recommended that the

Office of Examination eliminate some of its management positions and the Office of General
Counsel study its management structure. Although the consultant did not recommend imme-
diate action, both offices have been restructured.

The Office of Examination reduced its management structure effective January 1993. This

was possible because the expertise of tlie examination staff has improved substantially in

recent years as many examiners have completed training and become commissioned. There-
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fore, intensive supervision of the examination staff is no longer necessary, and the 19 former

managers are now able to directly handle complex examinations.

The Office of General Counsel reassigned the three Assistant General Counsels from line

management positions. The restructured OGC has two divisions, each headed by an Associate

General Counsel, with eight attorneys assigned to each division.

(4) ". . . excess personnel ..."

Tlie Riso-Dempsey study of FCA management recommended a net reduction of 15 positions

for FY 1993. FCA agreed with the majority of the consultant's recommendations, but

eliminated 40 positions
—more than twice the actual number recommended.

(5) ". . . lack of cost analysis for equipment purchases . . ."

Tlie FCA Board concurs that cost analysis for equipment purchases is a sound business

practice and the agency will undertake the necessary efforts to evaluate all significant expen-

ditures under these guidelines. Written procedures have been drafted to ensure compliance

with this recommendation. These procedures should be issued within the next month.

(6) ". . . expenses for personal business cards . . ."

The FCA does not purchase business cards for its employees.

(7) ". . . headquarters staff going out of the Washington, D.C. area on per diem to meet

with headquarters stnff."

In August 1992, the CEO issued a memorandum .stating ". . . it is prudent that staff meetings

and conferences be held as close to home as possible. As a general rule, staff meetings will

be held within the local commuting area or at FCA offices. 1 understand that there may be

occasions when FCA or local facilities may not be suitable, and I will consider requests for

exceptions on a case-by-case basis."

(8) ". . . the Committee expects the FCA to establish a Chief Operating Officer to

professionally manage the agency. Ihis position should report to the FCA Board."

A COO reported for work in November 1992. She reports to the FCA Board on policy
matters and operates under the direction of the agency's chief executive officer in accordance

with policies and administrative objectives established by the CEO and the FCA Board. The
COO has broad responsibility for supervising the development and implementation of the

agency budget and operating program.

(9) "Tlie Committee expects the FCA to initiate several additional management actions,

Including complying with all Federal Acquisition Regulations (FAR) and Comptrol-
ler General opinioas related to expenses."

In a resolution dated October 15, 1992, the FCA Board confirmed its position to comply with

this recommendation. Ihe Board has directed staff to competitively bid all contracts, unless

a sole source contract is ju.stified under FAR. and to develop procedures that comply with the

spirit of all applicable Federal Acqui.sition Regulations and Comptroller General opinions

regarding administrative expenses. These procedures will be finalized during the current

fiscal year and implemented immediately upon completion.

(10) "Tlie agency should also scrutinize the expenses of the Farm Credit Building Asso-

ciation to assure they are necessary and cost-efficient. The operation and mainte-

nance expcn-ses of tlie headquarters building appear to be exce.ssive when compared
to GSA costs for similar space in the McLean, Virginia area."
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Prior to Ilic November 1992 meeting, Ihc agency complclcd an in-dcptli review of the Farm

Credit System Building Association and the expenses of its operations. The Board subse-

quently adopted a budget for the building association for calendar year 1993 that reduces the

building association's expenses by $100,000. Moreover, the Board initiated a study by an

engineering finn of the associations capita! needs in order to determine an appropriate

amount for a capital reserve fund. At the time of the study, the association's reserves were

approximately $4.7 million. The study determined that the primary capital replacement and

repair needs of the building could be met over the next 10-ycar period with a reserve of

$1,225 million, in net present value dollars.

After tlie establishment of a new capital reserve account at this level, the Board voted to use

the remainder of the former reserve account to fund 1993 operations. Tliis amount, together

with other building association income, will cover 1993 operating expenses without the need

lor an assessment. In addition, the Board adopted a policy to institute new operating pro-

cedures designed to continue this effort to monitor the association's costs.

Tlic General Accounting Office has started a study in compliance with a provision included

in Public Law 102-552 which slated, "The Comptroller General of the United Slates shall

evaluate and report to the appropriate commiitees of Congress on the potential savings to the

Farm Credit System and its shareholders that might occur if System institutions and die FCA
were required to comply with General Services Administration standards for office space,

furniture, and equipment." This report is due to be provided lo Congress by October 28,

1993.

(11)". . . the ngency sliouid review (he personnel requirements nnd expenses of tlie

Farm Credit System Insurance Corporation."

The Corporation plans to operate with a small core staff. The Cotporalion's board of directors

voted to approve a budget for FY 1994, which included 1 1 FTEs. In earlier budget

submissions. FTEs for FY 1994 were estimated at 16. Staffing and other expenses are being

minimi7.ed by relying on the FCA for examination, legal, and administrative support The

Corporation is also setting up other contractual arrangements which will provide specialized

expertise as needed rather than adding staff to prepare for all contingencies. For example,

specialized accounting and asset valuation services may be needed in tlie event the Corpo-

ration is appointed as a receiver.

Conclusion

The agency has acted to meet all recommendations regarding its budget mandated by the Congress

during the current fiscal year. With the completion of the computer technology study, anticipated

in June 1993. all of the recommendations in the Riso-Dempsey management study will have been

considered and addressed.

In the proposed FY 1994 budget, the agency will request funding for the resources necessary to

carry out its mission to ensure the sale and sound operation of the banks, associations, and related

entities of the Farm Credit System.
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FARM CREDIT ADMINISTRATION

Addendum to (he

Fiscal Year 1994 Explanatory Notes

April 8, 1993

FCA proposes a budget of $41.68 million for FY 1994 The FY 1994 budget for administrative

expenses of the FCA represents a $1,775 million increase, or 4 4 percent over the agency budget
for FY 1993. This proposed increase, if approved, will be the first increase in the agency's budget
since FY 1991.

The following chart represents the changes in the amount of the agency's budget each fiscal year

since 1987 Reflected in this chart is the percentage of annual budget increase compared with the

corresponding inflation factor, as measured by the Consumer Price Index. Inflation figures for 1993

and 1994 are Government projections, while the FCA budgets are the amounts authorized by the

Congress, with the exception of FY 1994, which is FCA's proposed budget As the bolded portion

of the chart shows, the overall average rate of increase in the FCA's budget has been less than the

rate of inflation for the period since 1987.

Year
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The balance of the proposed increase will cover general agency operating cost increases associated

with employee relocations, supplies, and other miscellaneous items. The FCA also plans to install

a new accounting system during FY 1993. Through the use of this new system, the agency will

be better able to scrutinize all expenses to ensure improved efficiency in its oversight of the

institutions it regulates and examines

SlafTing Requiremenls

The Office of Resources Management has reduced its staff through the consolidation of the former

Training Division with other personnel functions The FCA determined that its training efTort,

which was expanded in 1986 to develop a large group of entry level employees into a professional

corps of commissioned examiners, could be decreased now that this developmental process has been

largely achieved During FY 1994, FCA stafflevels will continue to decrease in greater proportions

than the recommendations in the Riso-Dempsey study The agency is proposing to reduce the

number of its full-time equivalents (FTEs) from 464 FTEs in FY 1993 to 453 8 FTEs in FY 1994

Subsequent to the approval of the agency's FY 1993 budget. Executive Order 12839, dated Febru-

ary 10, 1993, required the FCA to reduce the level of FTEs from 464 to 459 in FY 1993 and 452 8

in FY 1994 The FY 1994 budget reflects the agency's compliance with this Order

The following charts indicate FTE levels for the agency:

Fiscal

Year
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paralegal assisUnt. The FY 1994 budget proposes a 7.2-perccnt increase in expenses for thai

office; however, ihe number of FTEs remains the same as in FY 1993. Tlie proposed budget
requests that Ihe administrative expense limitation for this office be removed.

(2) $500,000 for the Office of Congressional and Public Affairs—

This office will limit its expenditures to $500,000 in FY 1993. It has reduced its staff from
an approved level of eight to five FTEs. The FY 1994 budget proposes an 8.4-percent
increase in expenses in that office; however, the number of FTEs remains the same as in FY
1993. The proposed budget requests the administrative expense limitation for this office be

removed.

(3) $300,000 for the Office of Secondary Market Oversight—

The office will limit expenditures to $300,000 in FY 1993. It was anticipated this office

would be staffed with a director, an analyst, and a secretary. A director was hired and

reported for duty in August 1992. No other permanent staff will be employed in this office

during FY 1993 and no increase in staff is projected for FY 1994. FCA staff will be used

on a reimbursable basis to complete the annual examination, carry out minimal regulatory

development work, and provide basic support services to the director.

The budget reduction, as well as lack of available data, will make it impossible for OSMO
to carry out its statutory mandate to do a stress study and write regulations implementing

capital standards by the December 31, 1993 deadline. The FY 1994 budget proposes an 8.8-

percent increase in the expenses in that office; however, ilic number of FTEs remains the same
as it is in FY 1993. The proposed budget requests the administrative expense limitation for

this office be removed.

Agency Offices with Administrative Expense Limitations

Following is a chart of the actual and/or authorized FTEs for the Office of General Counsel, the

Office of Congressional and Public Affairs, and the Office of Secondary Market Oversight. Fiscal

years 1987 through 1992 are actual FTE levels. FY 1993 is the current authorized FTE level, and

FY 1994 is the proposed level.
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SYSTEM EARNINGS

Senator BUMPERS. To tell you the truth, you have anticipated
most of the questions I was going to ask you, and I will probably
submit the others in writing.
On page four of your testimony, I want to make sure I under-

stand that graph. Did the Farm Credit System earn $811 million

in 1991? Is that what that graph says?
Mr. Steele. Yes; the Farm Credit System earned $811 million

in 1991.

Senator Bumpers. And in 1992 you upped that to $986 million,
almost $1 billion, is that correct?

Mr. Steele. Yes, sir.

Senator Bumpers. What are your outstanding obligations, I

mean your outstanding loans and so on? I am not sure I under-
stand precisely how you earned that money.
Mr. Steele. Well, we did not earn it, sir. The System earned it.

We are the regulator of the System.
Senator Bumpers. The Farm Credit System.
Mr. Steele. The System earned the money primarily in two

ways. First, the loan volume has remained rather constant, almost

plateaued for the last 4 to 5 years.
Senator Bumpers. That is what I wanted to ask you about, your

loan portfolio.
Mr. Steele. So, Mr. Chairman, earnings are up because farmers

have been in a stronger financial condition over the past few years.
No. 2, the cost of money to the System is down. The spread be-

tween treasuries and what the System pays is very narrow—in

fact, the spread is only about eight basis points. This then has en-

abled the System to add to their reserves.

FARMER MAC

Senator Bumpers. Mr. Steele, there is one thing I do not under-

stand, and I want you to give me a brief explanation of it, and that
is Farmer Mac and Farmer Mac II. Is that a separate agency from
the Farm Credit Administration? Do you regulate that, or is that

something within the Farm Credit Administration?
Mr. Steele. Mr. Chairman, it is a separate entity. It was created

by Congress in 1987, and we are responsible for regulating and ex-

amining it. It is a secondsiry market entity.
Senator Bumpers. Now, does that agency buy Government-guar-

anteed loans that the Farmer's Home Administration makes, for

example? If I am a banker, and I have an 80-percent guaranteed
loan, can I take it and sell it to Farmer Mac?
Mr. Steele. Yes.
Senator Bumpers. What other kinds of loans?
Mr. Steele. Both commercial lenders and the Farm Credit Sys-

tem can sell agricultural real estate loans not guaranteed by
FmHA into pools of loans backing securities guaranteed by Farmer
Mac.
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SYSTEM STRUCTURE

Senator Bumpers. Now, what are the other institutions that the

Farm Credit Administration is made up of now? You have the old

PCA's, the Federal Land Bank. What else?

Mr. Steele. The Farm Credit System structure, includes the

Farm Credit Banks, agricultural credit associations, which are both

long- and short-term lenders. Federal land bank associations and
Federal land credit associations, which are long-term lenders, pro-
duction credit associations, which are short-term lenders, and three
banks for cooperatives.
The FCA is responsible for chartering institutions when we have

been asked to by those banks or those associations, but it is the
stockholders who determine if they want to change those struc-

tures. I believe in the testimony you will see a map of the United
States.

Senator Bumpers. I am looking at it right now. Chart A.

Mr. Steele. There you can see the different kinds of institutions

across the country.
Senator BUMPERS. Yes; what is FLCA?
Mr. Steele. That is a direct long-term lender, a Federal Land

Credit Association.
Senator Bumpers. Well, is that like a Federal Land Bank

loan
Mr. Steele. Yes; it is for long-term loans
Senator Bumpers. On real estate?

Mr. Steele. Yes.

interest rates

Senator Bumpers. What is the going rate on real estate right
now? What do they charge, do you know?
Mr. Steele. That would depend upon each institution. They have

the freedom, the authority
Senator Bumpers. Is that each institution or each region?
Mr. Steele. Each institution.

Senator Bumpers. Each bank can charge what it wants to?

Mr. Steele. That is correct, as long as they stay within the
sound business practices.
Senator Bumpers. As determined by you? As determined by the

Farm Credit Administration?
Mr. Steele. Through existing Federal laws and regulations, as

well as FCA examinations, yes. Also, the associations have that ca-

pacity, too, to set interest rates, depending upon their relationship
with the bank, and what that association is. But ACA's can set

their interest rates, too.

Senator Bumpers. Now, does the Farm Credit Administration
audit these institutions just like the FDIC audits the national
bank?
Mr. Steele. We do, but there are some differences. For example,

we must examine every direct lender every year, which is different

than other regulators.
The indirect lender. Federal land bank associations, we must

audit them every 3 years. Now, when I say audit, it is to examine,
thoroughly examine through our licensed bank examiners.
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FARMER MAC

Senator Bumpers. Well, now, do you audit the Farmer Mac Sys-

tem, too?

Mr. Steele. Yes, we do. We have a separate office in FCA, at the

direction of Congress, and this separate office of one person is re-

sponsible for oversight of examination of Farmer Mac.
The office director utilizes the resources of FCA, such as exam-

ination team, the legal capabilities, and other people to help her in

her task to carry this duty out.

Senator Bumpers. But still, you do not cost the taxpayers any
money, and you are making money, so I do not have any further

questions of you.
Mr. Steele. Thank you, Mr. Chairman.
Senator Bumpers. Senator Cochran.

CHANGES IN THE AGRICULTURE ECONOMY

Senator Cochran. Mr. Chairman, one thing that you examined
in your testimony was the financial condition of American farmers,
and the land value situation, and the prospects for the next few

years.
I noticed that you observed that in real terms, when measured

against the inflation rate, there has been some erosion of both the

land values and net farm income.
When you consider that, and also the fact that the House Agri-

culture Committee reported out a reconciliation bill last week that

would cut $3 billion of farm program payments to farmers over the

next 5 years, that the Ways and Means Committee in the House

reported out a bill that would impose a 50-cent-per-gallon addi-

tional diesel fuel tax on waterway users, and that there are other

new taxes imposed in the bill by the Ways and Means Committee,
is this going to jeopardize the prospects for farmers to continue to

operate profitably? Is this a matter of concern to the Farm Credit

Administration?
Mr. Steele. Senator Cochran, this is a concern. I would like to

answer your question in three different pieces.

First, we do not know yet what the action of the Congress will

be on the proposal of modifying, changing, or lowering the benefits

of the past programs of the farmers and ranchers of the Nation.

Second, historically farmers, particularly the grain farmers over

large sections of the country, have stabilized their income through
participating in the Grovemment programs.
So if that is decreased significantly, that will have quite an effect

upon the stability that has been there in the past. And it could

have an effect upon how farmers will be able to take care of their

outstanding debts.

Third, I would like to answer your question on the energy tax.

I have seen some figures, not our own, but published figures from
other organizations. I cannot swear to their validity.
But on the energy taxes that have been spoken of, that have

been publicly announced, some of these organizations have said

that this will cost a com producer an additional $20 per acre.
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So these are the three basic areas. First, we do not know what
the changes will be; second, what the history has been of the pay-
ments; and third, what may be the case with energy.

USE OF DISCOUNT NOTES

Senator Cochran. I noticed also in your testimony that you men-
tion a concern about the use of discount notes to reduce the Farm
Credit System's earnings if interest rates rise.

How much of a risk is this, and what is being done, if anjrthing,
to prevent this from having any long-term adverse effect on the

System?
Mr. Steele. Senator Cochran, we plan to use part of the $41.6

million budget request for fiscal year 1994 for a risk study of the

System.
There are several risks to the System that, as the System modi-

fies its procedures, as agriculture changes, as our society changes,
we do need, as a regulator, to study these risks very carefully, and
this is an area to which we would be turning our attention in fiscal

year 1994.
Senator CocHRAN. I noticed that you commented about the merg-

er of the Columbia Farm Credit Bank and the Federal Intermedi-
ate Credit Bank of Jackson.

I just want to congratulate you and the other members of the
Board for the efforts that you have made to help resolve situations
that have developed like this. I am glad to see that the expected
merger will be finalized before the extended deadline expires. That
is encouraging news.

I guess this last question I was going to ask
Mr. Steele. Senator Cochran, excuse me. I think Mr. Byrne

wanted to address himself to your previous question.
Senator Cochran. OK
Mr. Byrne. On that previous question having to do with the

asset liability management process, we do oversee that. We mon-
itor it carefully. Right now, basically, in terms of asset liability ma-
turities, they are basically neutral.

So we are fairly comfortable. I think you are aware that back in

the 1980's, the system basically borrowed long, and lent short, and
that was a significant cause of many of their problems. And now
we want to be certain that they are not borrowing short, and lend-

ing long. So we do monitor that very closely.

FARM CREDIT SYSTEM INSURANCE CORPORATION

Senator Cochran. That is good to know. I was going to ask you,
Mr. Byrne, particularly, about the Farm Credit System Insurance

Corporation. I know that you serve as chairman of that, and that
the Farm Credit Assistance Board was terminated on December 31,

1992, and the responsibility for monitoring assisted banks has been
transferred to the Insurance Corporation.
Could you give us a quick summary report on the status of the

insurance fund?
Mr. Byrne. Sure. The insurance fund is currently about $514

million. The total corporate assets are about $680 million. The dif-
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ference is a liability that has been set aside as a reserve for repay-
ment of obligations that will become due in the year 2003.
Last year, the System paid premiums of about $74 million, and

had interest earned on assets of about $36.9 million. The total costs

to the System for the insurance operation were about $1.2 million.

The insurance corporation operates with nine full-time employees.
Senator CocHRAN. My question of Billy Ross Brown is: Are the

crappies still biting at Sardis?
Mr. Brown. I heard last week that they quit biting.
Senator Cochran. That is good to have that information, so we

can plan some of our trips down there around that. Mr. Chairman,
I do not have any other questions.

SUBMITTED QUESTIONS

Senator Bumpers. Thank you very much. Senator Cochran. Gen-
tlemen, thank you very much for being with us. Additional ques-
tions will be submitted for written responses and we ask you to re-

spond to them within 5 days.
[The following questions were not asked at the hearing, but were

submitted to the agency for response subsequent to the hearing:]
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QUESTIONS SUBMITTED BY SENATOR BUMPERS

ADP Computer Costs

Question: What are you spending in FY 1993 for computer and other ADP purchases,

updating and/or modifications?

Answer For FY 1993, we are currently estimating that $821,000 will be spent on

ADP contractual services, ADP equipment maintenance and repair, and software

maintenance. An estimated $364,000 will be spent on ADP hardware and major software,

and $139,000 for manuals and off-the-shelf software.

Question: What is in the FY 1994 budget for these purposes?

Answer: For FY 1994, we are currently estimating that $875,000 will be spent on

ADP contractual services, ADP equipment maintenance and repair, and software

maintenance. We also estimate $328,000 will be spent on ADP hardware and major

software, and $123,000 for manuals and off-the-shelf software.

Refinancing

I note that one of the big factors for the farm economy has been the reduction in interest

rates. I know that much of a farmer's debt is long term.

Question: Is a fanner able to refinance relatively easily through the Farm Credit

System?

Answer Most can. The ease differs, depending on the type of loan the borrower has

chosen and the borrower's past repayment performance and prospective repayment ability.

If a borrower originally chose an adjustable-rate loan contract (either variable or indexed),

no refinancing is generally required to obtain a lower interest rate. Adjustable-rate contracts

constitute about 82 percent of the System loan volume outstanding as of March 31, 1993.

Interest rates adjust on these loans according to terms of the individual loan agreements.

The adjustments may either be tied to a specific index outside the control of the institution,

or may be made at the discretion of the institution's board.

The board, elected by the institution's owner-borrowers, also has the obligation to follow

a business plan which generates adequate earnings at the institution (including funds needed

to maintain capital strength). This requirement for adequate earnings can constrain the

ability of the institution to lower rates unless the institution's costs have declined. In other

circumstances, the adequate earnings standard may require the board to increase rates

charged.

System institutions may also offer fixed-inlercst-rate loans to customers who prefer this

kind of financing. In the case of fixed-rate programs, a refinancing would be required in

order to adjust the interest rate. These refinance requests are treated on a case-by-case

basis, varying with the risk involved in the loan and with the policies of each individual

System institution.

Question: What kind of fees are charged for a refinancing?
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Answer: For adjustable-rate loans, adjustment is provided as part of the loan contract,

and usually does not involve an additional fee. Should the borrower wish to change to a

different adjustable-rate program, a conversion fee may be charged. Section 4.13 of the

Farm Credit Act and FCA regulations require that a borrower be notified each time an

action is taken to adjust interest rates.

If a refinancing is required for a fixed-rate loan, it would generally be treated as a new

loan. FCA regulations permit reasonable charges or fees for loans or services. Tliese are

determined by each institution's board.

Question: Arc the institutions allowed to have prepayment penalties? If so, what is

their range?

Answer: In general, there are no fees for variable-rate loans. For fixed-rate loans,

adjustable-rate mortgages, and for conversion from one loan plan to another, FCA

regulations permit the institution to have reasonable prepayment penalties. Any such

penalties would be a part of the loan program approved by the institution's board and

selected by the borrower, and are described in the disclosures made at the time the loan was

taken out

With regard to both prepayment penalties and refinancing fees, it should be noted that the

farmer-borrowers ovm the institutions and generally constitute their boards of directors.

Assuming an institution is financially sound, this fact works to ensure that fees and

refinancing policies are as reasonable and favorable as is prudent for the institutions.

Farm Credit Banks and Associations Safety and Soundness Act

The Farm Credit Banks and Associations Safety and Soundness Act of 1992 contained

several provisions which might have a direct impact on the FCA's operations. Section 5 12

of the legislation provided FCA greater flexibility in carrying out the exam function.

Question: Please provide the Committee with some details as to how this change in

law will affect the examination function.

Answer: This legislation provided the Farm Credit Administration increased flexibility

to define the scope of an examination. Prior to these amendments the law stipulated that

"examinations shall include, but are not limited to, an analysis of credit and collateral

quality and capitalization of the institution, and appraisals of the effectiveness of the

institution's management and application of policies governing the carrying out of this Act

and regulations of the Farm Credit Administration and servicing all eligible borrowers."

The 1992 amendments substituted the word may for shall , thus permitting the agency to be

more flexible in setting the scope of an examination.

Staff has developed a proposed FCA Board policy statement regarding the scope of an

examination, which requires that examinations be based on the safety and soundness threats

inherent in an institution. This would mandate the assignment of examination resources

based on the financial condition of a Farm Credit institution. The FCA remains constantly

aware of the condition of institutions through its ongoing oversight and examination

processes. The depth of testing during an examination will therefore be based primarily on

the risk in die institution, allowing differential allocation of examination resources. In otiier

words, examiners will focus their efforts on those areas and operations of an institution

where significant risk is identified. Where no concerns exist, little, if any, resources would

be devoted.
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Question: Will these changes result in lower costs? If so, when might we see this

reflected in FCA's budget?

Answer The 1993 examinations have begun to reflect a reduction in staff resources based

on the change in legislation. As an interim step, where we have determined from all

infonnation available to us that certain operational areas are sound, we have reduced the

scope of examination in those areas. Flexibility in the scope of exams, provided by the

1992 Act, will assist the agency in accomplishing its mission to examine and regulate the

System with fewer employees. Already, we believe this new flexibility has contributed to

a preliminary reduction of at least six additional FTEs in FY 1994.

We have asked staff to prepare a formal Board policy describing, in more detail, when and

how reduced-scope examinations could be used and to estimate the savings we might
realize from such a policy. Staff has briefed tlie Board on a frameworic for a new Board

policy. Examinations will emphasize the areas and operations where significant risk is

identified based on the examiners* judgment in consideration of the results of previous

examinations, the CAMEL ratings, oversight between examinations, and guidance provided

by FCA senior management on areas of risk that should be given special emphasis. The

FY 1994 Examination Schedule is under development and the final schedule will

incorporate the Board policy once it is adopted. If this schedule results in a reduction of

more than the six FTEs that we identified in budgeting for FY 1994, we will adjust our

budget so that we do not assess the System for the expenses associated with these FTEs.

Congressional and Public Affairs and General Counsel

Last year the Committee imposed a specific limit on the Office of Congressional and Public

Affairs.

Question: Was the operation of that Office negatively impacted by that limit? If so,

please describe what specific activities had to be curtailed or eliminated as a result of the

limitation.

Answer: The budget limitation placed on the Office of Congressional and Public

Affairs (OCPA) required a staff reduction. This has affected the office's analysis of

legislative issues, support for the agency's mission and general agency communications both

within the agency and with outside publics. Because more than 95 percent of the office's

budget is for salaries and benefits, the OCPA was required to reduce its staff from eight

authorized positions to five. One vacant position was abolished and the incumbent in

another position was terminated. A third position in OCPA, the agency's principal

speechwriter/Freedoni of Information Act Officer, was transferred to the Office of Special

Supervision and Corporate Affairs (OSSCA) because the work performed by that individual

is necessary for the agency.

The OCPA reduced internal communicafions as a result of the budget limitations. Prior to

FY 1993, OCPA published a weekly employee newsletter using in-house duplicating

facilities. Currently, OCPA's reporting effort is limited to mandatory announcements to

employees rather than in-depth reporting on broader activities of the agency which is an

important element of teambuilding. This has resulted in a negative impact on employee
morale as agency employees are not as well-informed this year as they have been in tlie

past. Funding for OCPA staff training has been severely restricted due to the budget
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limitation and if personnel development needs are indefinitely postponed, then both the

individual and the agency will suffer. Our primary concern has been that OCPA staff

reductions have limited analysis of legislative issues and briefings. Staff limitations have

resulted in OCPA's not being able to provide timely responses to Members of Congress and

their staffs regarding FCA and System issues.

In FY 1993, OCPA expects to respond to approximately 500 written inquiries from

Members of Congress and borrowers of System institutions. The majority of these inquiries

are in regard to borrower complaints. In addition, tlie OCPA staff responds to

approximately 500 general information inquiries annually. Although we continue to

respond to these inquiries, turnaround time has increased.

Question: A similar limit was placed on the Office of General Counsel. What was

the impact of that limit on the Office's efforts?

Answer: In order to meet the limit, the Office of General Counsel (OGC)

implemented a reduction in force tliat resulted in the separation of four attorneys and one

paralegal. Another paralegal, who serves as Uie agency Federal Register Liaison Officer

in support of regulation development, and a secretary were transferred to the Regulation

Development Division. These actions reduced the OGC staff by about 25 percent. While

the OGC has conUnued to provide essential core legal services, it reduced the level of legal

assistance in day-to-day operations. For example, attorneys no longer regularly accompany

Enforcement Division staff when enforcement documents are served on System insUtutions.

Negotiations that were conducted face to face are now conducted by telephone. While the

budget limitations were addressed principally by reducing salary and benefit dollars, the

Office of General Counsel cut other expenditures as well. Training was limited as were

other basic administrative expenses.

Question: If these two limitations are continued in FY 1994, what will be the impact

specifically on the Office of Congressional and Public Affairs and the Office of General

Counsel?

Answer While we have requested that tlie caps be removed, you should know that

the proposed FY 1994 budget contemplates only a modest increase for each office beyond

the FY 1993 ceilings.

In the case of OCPA. the Board adopted a budget which would increase the FY 1993 cap

of $500,000 to $532,000 in FY 1994, an increase of 6.4 percent hi the case of OGC, the

adopted budget would increase the FY 1993 cap of $2,000,000 to $2,144,000, an increase

of 7.2 percent.

In both cases, the increases would primarily maintain the FY 1993 status quo relative to

each organization's ability to function. This fact is a source of some concern to the Board,

since the increase assumptions are based on genuinely conservative estimates of travel and

other factors. Even with tliis increase, should tliose assumptions prove incorrect, it may be

necessary to terminate additional employees.

While our objecUve would be to "make do" with the modest increases we have provided

for internally, as outlined in our response to previous questions, we are concerned about

some of those functions which may suffer as a result of the FY 1993 cap as well as our

ability to respond to new challenges that might occur during FY 1994. For example, it is

possible that a credit title will be included in the 1995 Farm Bill. Tliis could impact OCPA
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and OGC functions during FY 1994. Tlie removal of the cap would allow the Board

flexibility to respond to tliis and other contingencies.

Office of Secondary Market Oversight

Question: Is the current limitation on the budget of the Office of Secondary Market

Oversight (OSMO) resulting in that Office's failure to meet statutorily mandated deadlines?

Answer: OSMO has two statutory deadlines for FY 1994. First, OSMO is required

by 12 U.S.C 2279bb-l to establish by regulation, a risk-based capital test for Farmer Mac

no later than December 13, 1993. Second, OSMO is required by section 514 of Public Law
102-552 to develop conflict of interest and disclosure regulations governing Farmer Mac

by October 1993. FCA expects that the risk-based capital test will not be completed by the

statutory deadline, partly due to budget limitations but also due to problems obtaining

needed historical data on the period of agricultural defaults and losses. FCA expects that

the conflict of interest and disclosure regulations will be proposed before the deadline;

however, it is unlikely that these regulations can be finalized by the deadline.

OSMO used FY 1992 funds to address some of the data limitations and regulatory concerns

that must be resolved before these regulations can be completed. For example, OSMO
awarded a contract to the University of Ulinois to assist in the development of agricultural

default and loss information. OSMO also issued a purchase order using FY 1992 funds to

evaluate the policy options available to OSMO should the stress test not be completed by

the statutory deadline. The purchase order also requested evaluation of how FCA and SEC

regulations should be harmonized for Farmer Mac-an issue that is relevant to regulations

on conflict of interest and disclosure where both regulatory agencies have jurisdiction over

Farmer Mac.

FCA is attempting to use the resources that have been made available to accomplish the

requirements of the statute, but the risk-based capital test deadline will not be achieved.

Question: What funding level for OSMO will be necessary for It to carry out fully

what it is charged with doing?

Answer: OSMO has certain responsibilities that are aimual on-going activities and

others that arc much morc difficult to predict with any certainty. The on-going activities

arc rclatively easy to budget. For example, OSMO is required to perform an annual

examination of Farmer Mac. OSMO also monitors the condition (including the evaluation

of capital adequacy and the enforcement level) of the Corporation quarteriy. OSMO is also

required by statute to have a full-time Director. These three statutory requirements will

consume approximately $200,000 in I^ 1994, about two-Uiirds of Uie requested budget.

Certain funds are also budgeted for one-time regulatory development activities. For

example, during FY 1993, FCA has developed new call report requirements for Farmer

Mac. While these might be revised periodically, Uie intensive initial investment in this

activity is completed. Similarly, the research that must be conducted to find the worst case

of agricultural defaults and losses will be a one-time expense for OSMO. Developing the

stress test will also require a high initial investment and then a more modest level of

resources to keep it operational. Other variable costs include regulatory developments.

From year-to-year, different regulations will take priority, depending on statutory deadlines

as well agency priorities and resources, but these can generally be forecast witiiin a

reasonable range of accuracy.
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OSMO's FY 1994 budget is for only the known activities of monitoring and regulatory

development. However, the FY 1994 budget may not be adequate to meet all the

regulatory responsibilities that OSMO might face. For example, in 1991, Farmer Mac and

FCA took different views of Farmer Mac's statutory authority to issue debt in order to fund

the purchase of Farmer Mac guaranteed securities. Farmer Mac informed FCA that it

intended to litigate that matter. Any budget that OSMO might request would normally not

include costs for such non-routine activities as a protracted litigation. Similariy, the costs

of any supervisory activities would only be incurred in case Farmer Mac's condition or

practices were found to be unsafe or unsound. This unknown dimension of certain

regulatory activities makes it difficult to specify a budget that provides OSMO with full

certainty that it can carry out its responsibilities.

Furthermore, FCA would like to avoid wide budgetary swings from year to year even when

the workload might reasonably demand it. FCA does not want to signal the level of risk

at Farmer Mac through its OSMO budget requests. This could cause undesirable market

repercussions. Farmer Mac would also appreciate some level of predictability in its

assessments.

To respond to these uncertainties, FCA's Board would not be adverse to discussing ways

to improve OSMO's funding. For example, a mechanism that would provide some form

of contingency reserve for OSMO, perhaps funded initially by appropriations that were not

obligated in a given year. Such a reserve (which could be capped at some multiple of the

annual budget) would allow assessments to be relatively predictable for Farmer Mac and

would avoid the need for supplemental appropriations or special assessments of Farmer

Mac. Such a mechanism could serve to reinforce the independence of the OSMO
regulatory function firom Fanner Mac.

FCA would be pleased to meet with you further in an effort to discuss improving the

funding approach to OSMO if you so desire.

1992 Amendments, Section 510

Question: A provision of the 1992 Amendments, Section 510, provided a clarification

of the treatment of certain FCA operating expenses. Please provide the Committee with

your interpretation of the impact of this provision on FCA and its budget.

Answer: The FCA's budget and the means by which the agency collects and spends

its funds are independent from the usual appropriations process. However, for many years

the agency has been subject to limitations on its expenditures contained in annual

appropriations laws.

FCA obtains its funds through assessments on institutions tliat arc deposited into the Farm

Credit Administration Administrative Expense Account. FCA is requircd to ensure that the

assessments are adequate to meet the agency's requirements including the maintenance of

a necessary reserve. Prior to the 1992 amendments, the law provided that the funds in tlie

account are not considered appropriated funds and these funds can be spent without regard

to the Balanced Budget and Emergency Deficit Control Act of 1985 (Gramm-Rudman-

Hollings) or any other law. In 1992 this section of the law was amended to provide that

the exemption from Gramm-Rudman-HoUings applies only to the sequestration provisions

of that law and to delete the phrase "or any olher law." The impact of the amendment was

to subject the agency to tliose provisions of Gramm-Rudman-Hollings except as they relate

to sequestration.
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Average Cost Per FTE

Question: Using the figures provided in your FY 1994 Explanatory Notes, it appears

that die cost per FTE of die agency has increased dramadcally since 1988. Could you

provide the Committee with an explanation of this and some insight as to whether diis trend

will continue?

Answer: Several factors have contributed to the increased average cost per FTE over

the years. A significant number of FCA's 240 examiners were hired directly out of college

beginning in 1986. More than three-fourths of the examiners are now commissioned and

experienced, compared with just slightly more than 40 percent 4 years ago. The large

number of trainee examiners hired in 1986 have gained experience and professional

competence through training and on-the-job development. These examiners were hired

under career-ladder position descriptions; i.e., they were hired at the GS-7 equivalent level,

and many are currently at the GS-12-13-14 equivalent level. So, while we are able to carry

out the examinations with fewer examiners, their cost per FTE has increased significantly

due to their promotion in the career ladder.

Another factor contributing to the increase in the average FTE cost is the implementation

of the FIRREA. This Act required that all Federal financial institution regulators seele

comparable compensation. The agency has responded to FIRREA by targeting its staffs

compensation at the average of the compensation of the other regulators. In 1991, FCA
staff compensation was about 9 percent below the average of the other Federal regulators.

After pay increases in FY 1992 and FY 1993, Ok FCA now believes its base salaries are

generally comparable with those of the other Federal financial institution regulators.

Another factor has been the rate of inflation. Between 1988 and 1994, the inflation rate has

averaged or is projected to average about 4 percent a year. The compounded inflationary

effect is in excess of 24 percent for the period.

Now that the FCA pay system is generally comparable and the examination workforce is

largely at the "journeyman" level, the cost per FTE should increase about the same as the

increases of other fmancial regulators.

Revenue

Question: Please provide a schedule of all sources of revenues to FCA for 1992, 1993

and projected for 1994. Such sources may include revenue received from the system

institutions. Farmer Mac, FCSIC, the National Cooperative Bank, interest earnings, and any
others.

Answer: We will present a table showing tlie requested information. [The

information follows]:
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SOURCES OF REVENUE
FISCAL YEARS 1992, 1993 & 1994

(DOLLARS IN THOUSANDS)

Revenue Source:
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FULL-TIME EQUIVALENT LEVELS

Organizational Unit
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FUNDING LEVELS (in thousands)
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its terms, does not apply to the expenses associated with examinations of the NCCB and

the NCBDC. Similarly, tlie limitation does not apply to expenditures that FCA makes for

personnel and resources that arc reimbursed by FCSIC.

The presentation of a "Reimbursable Program" as well as the "FCA Direct Program" more

accurately portrays the agency budget requirements for the fiscal year, and is consistent

witli other Federal agencies' Budget Appendix presentation. These reimbursed expenses

do not count against FCA's annual limitation. This treatment has been endorsed by the

Office of Management and Budget and in an official opinion by the General Accounting

Office (GAO). In an April 21, 1993 response to FCA's Inspector General, the GAO stated,

"The limitation on annual obligations applies specifically to assessments collected from

farm credit institutions and from the Federal Agricultural Mortgage Corporation, not to

funds from other sources. Pub. L. No. 102-142, 105 Stat. 911 (1991). Indeed, to count

such reimbursable receipts against the annual limit would lead to the anomalous result of

FCA having to reduce otherwise budgeted and approved projects and activities."

Unfilled Customer Orders

Question: In the equity portion of the financial condition section of FCA's materials

in the Appendix, it appears that the line for "unfilled customer orders" has increased

dramatically. Please provide an explanation for this.

Answer: The increase in "uafilled customer orders" represents premiums in excess of

claims in the agency's Health and Life Insurance Rate Stabilization Funds. This amount

could increase or decrease from period to period depending on the timing of claims paid

from the funds.

Internal and External Risks and Solutions

Question: You have indicated that your budget assumes $200,000 to undertake an

analysis of possible internal and external risks and possible solutions. Please explain this

study in greater detail and whether this represents Phase I of a multi-year effort.

Answer: FCA is now conducfing a review of risks facing the Farm Credit System.

This review will: (a) identify and describe classes of risks affecting System institutions; (b)

identify previous work, either by FCA or external groups, that could be used as a basis for

assessing each risk area; (c) develop workplan options; and, (d) set priorities for further

analysis. This initial phase will be completed in FY 1993. The second phase of this study

will involve a more extensive analysis of the priority risks idenUfied in Phase I which will

be completed in FY 1993. To the extent possible, this risk assessment will be performed

internally with the requested funds used only to obtain specialized outside expertise needed

to complete this project.

Although the System has made progress in returning to financial health, the environment

in which it operates is not without risks and subject to constant change. Some of these

risks are relatively new to the landscape of financial regulation. The growth in off-balance

sheet transactions (i.e., swaps, derivatives) pose new risks to both financial institutions and

their regulators. The structure of the System we regulate is in a state of flux, and farm

policy appears to be at a cross-roads. The international markets for farm commodities are

rapidly changing complexion as the former Soviet Union, once a major market for farm

commodities, is fading from the picture. These are just a few of the risks being identified

in Phase I of the study. It is crucial that FCA identify and address the most important risks

to the System prior to another potential crisis.
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Priority Regulatory Issues

Question: Please provide the committee with a list of your priority regulatory issues

for FY 1994.

Answer The following is a list of the agency's current priority regulation projects for

the remainder of P^ 1993 and FY 1994. They are not in order of priority.

1. Capital, Funding and Fiscal Affairs, Loan Policies and Operations, and Funding

Operations, 12 CFR Part 615

2. Lending Limits, Loan Policies and Operations, 12 CFR Part 614

3. Investments and Other Funding, Funding and Fiscal Affairs, Loan Policies and

Operations, and Funding Operations, 12 CFH Part 615

4. General Financing Agreement, Loan Policies and Operations, 12 CFR Part 614

5. High Risk Assets, Accounting and Reporting Requirements, 12 CFR Part 621

6. Termination of Large Associations and Banks, Organization, 12 CFR Part 61 1

7. Eligibility and Scope of Financing, 12 CFR Part 613--includes Acquired

Property

8. Financially Related Services, General Provisions, 12 CFR Part 618

9. Report to Investors, Disclosure to Shareholders, 12 CFR Part 620

10. Standards of Conduct, Personnel Administration, 12 CFR Part 612

IL Financial Disclosure and Conflict of Interest Reporting for Farmer Mac, 12

CFR Part (not yet determined)

12. Ethics, Employee Responsibilities and Conduct, 12 CFR Part 601

13. Distressed Borrower Notification, Loan Policies and Operations, 12 CFR Part

614

System Assessment

Mr. Steele, last year you testified about developing a new assessment for System
institutions.

Question: Have you implemented that system? How is it different from (he old

system? What is it?

Answer: The regulation authorizing the new assessment system became effective on

March 25, 1993. It will be implemented on October 1, 1993, the beginning of the new
fiscal year. The regulation sets fortli the method for assessing System institutions to cover

FCA's annual administrative expenses.
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The regulation approved by the FCA Board in February, 1993 was essentially the consensus

agreement of the 20-ineinber FCA Assessment Regulations Negotiated Rulemaking
Committee. The Committee had representatives from each type of Farm Credit institution -

- small and large, flnancially strong and weak, and from all geographic areas. One
committee member represented FCA.

Before the committee began evaluating various assessment options, it established standards

against which all options were measured to detennine an equitable formula. These

standards called for an acceptable assessment option to be simple or easy to apply and easy

to understand, flexible or adaptable to future changes, and in compliance with the law. The

standards also called for the assessment option to have a high level of objectivity and not

cause structural change of System institutions. In addition, the standards provided for some

costs to be allocated on a basis that reflects cost of services and for other costs to be

divided on a basis not related to cost of services.

To reach consensus on an equitable assessment formula, the committee reviewed more than

30 different scenarios, which tested the effects of using various factors to determine the

level of assessment to be charged to institutions.

Key features of the regulation are:

• 30 percent of the assessment will be apportioned among Farm Credit institutions based

on average risk-adjusted assets.

• The remaining 70 percent of the assessment also will be based on the average risk-

adjusted assets of Farm Credit institutions using an eight-tier structure establishing asset-

size ranges.
• All Farm Credit institutions will pay a minimum assessment of $20,000, regardless of

level of risk-adjusted assets.

• Each Farm Credit institution will be assessed and billed at the institution level.

Currently, only the Farm Credit Banks and Banks for Cooperatives are assessed and billed

by FCA. Each district determined how the expenses would be divided between the FCB
and the different types of associations. The old method was criticized as unfair and as not

being flexible enough to adjust to recent structural changes in the System.

In developing the formula and regulation, the committee attempted to allocate some of

FCA's regulatory costs on a basis that generally reflects the cost of services. The

committee determined that FCA can be expected to spend more supervisory time and effort

on institutions that have been identified through the examination process as having a higher
level of risk than other institutions. As a result, the assessment formula requires Farm

Credit institutions with a CAMEL rating of 3 to pay 20 percent more and institutions with

a CAMEL rating of 4 or 5 to pay 40 percent more than institutions with a 1 or 2 rating.

The FCA CAMEL rating is based on a scale of 1 to 5 in ascending order of supervisory

concern, with a 5 representing the poorest, most critically deficient level of performance
and the highest level of FCA concern, and a 1 representing an institution that is basically

sound in every respect.

In addition, the risk-adjusted asset tiers that establish the amounts that institutions will pay

with respect to 70 percent of their assessment are designed to reflect economies of scale

that can affect the examination of larger institutions.
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The committee's proposed fonnula and the final regulation also incorporate the idea that

all Farm Credit institutions should pay some minimum assessment, regardless of size, to

reflect a share of FCA regulatory costs and as a necessary cost of doing business as a

federally chartered System institution. The committee determined that the $20,000
minimum assessment accomplished this goal.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

Question: The FY 1994 budget requests that the administrative expense limitations

currently placed on the Office of General Counsel, the Office on Congressional and Public

Affairs, and the Office of Secondary Market Oversight be removed. The FY 1994 budget

proposes a 7.2 percent increase in expenses for the Office of General Counsel, an 8.4

percent increase in expenses for the Office of Congressional and Public Affairs, and an 8.8

percent increase in expenses for the Office of Secondary Market Oversight; the number of

full-time equivalent positions for each of these offices is proposed to remain the same as

the FY 1993 level.

Would you please justify the FY 1994 funding increase proposed in expenses for each of

these three offices?

Answer The FY 1994 increases for those offices are primarily for increased costs

associated with salaries and benefits. However, the increases also provide modest funding
for expenditure items such as training and supplies, where little or no funding was available

in FY 1993 due to the limitation, hi the case of OSMO, the budget includes funds to

support an increased effort to develop a risk-based capital test As you noted, the FTE
levels remain the same as in FY 1993.

Question: Why not increase the limitation on the expenses of these three FCA offices

to conform with the amounts proposed for FY 1994? Why are you requesting that these

limitations be removed?

Answer: At the outset, the Board has no intention of increasing the staffing levels of

these three offices in the foreseeable future. The reason we are seeking removal of the

funding limitafions is to ensure the agency has the flexibility to allocate its own resources,

subject to an overall budget limit applicable to the agency in a way that best enables it to

respond to changing circumstances.

Our appreciation of the congressional concerns, which originally resulted in the caps being

placed, is evident in the modest increases that are planned.

However, we believe that placing limitations on specific offices within the agency impairs
the agency's flexibility to manage its resources effectively, to respond in a timely way to

potential crises, and to meet unanUcipated contingencies.

Question: The FY 1994 explanatory notes indicate tliat the computer technology study
recommended in the Riso-Dempsey study has been initiated and is expected to take about

six months to complete. By what date do you expect this study to be completed?

Answer The final report from Ogden Government Services is expected to be

delivered in June 1993.
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Question: The FY 1994 budget juslincatioii indicates tliat recommendations of this

study will be implemented, as appropriate, beginning in FY 1994. What funding, if any,

is included in tJie FY 1994 request for implementation of any infonnation system

requirements which may be recommended in this study?

Answer: The FY 1994 budget included $100,000 for implementation of the

recommendations contained in the report Most of the report's recommendations arc

expected to address areas where existing agency resources might be used more effectively

as opposed to significant new initiatives. The recommendations in the final report will be

incorporated into our operating plans for FY 1994 and beyond.

Question: The explanatory notes indicate that the "FCA Board concurs that cost

analysis for equipment purchases is a sound business practice and tlic agency will undertake

the necessary efforts to evaluate all significant expenditures under these guidelines." Have

the written procedures been issued to ensure that the cost of equipment purchases are

property evaluated? What are these procedures?

Answer: Written procedures have been drafted to ensure compliance with this

recommendation and are undergoing internal review and approval. We anticipate the

procedures will be issued by July 1, 1993.

Question: The explanatory notes indicate that the FY 1993 funding reduction, as well

as lack of available data, will make it impossible for the Office of Secondary Maricet

Oversight to carry out its statutory mandate to do a stress study and write regulations

implementing capital standards by the December 13, 1993 deadline. The FY 1994 request

proposes an 8.8 percent increase in expenses for this office; however, no additional tull-

time equivalent positions are requested. Will this provide adequate staffing for the Office

to do the stress study and required regulations? What is being done to obtain the data

needed for this study?

Answer: The Office of Secondary Market Oversight (OSMO) plans to use FCA staff

as well as services of outside vendors rather than hire additional staff during FY 1994. The

Board believes this approach is preferable because at its current state of development, the

Office needs the part-time services of many specialists—such as examiners, attorneys,

financial analysts, and policy analysts—to accomplish its responsibilities. For example, the

analysis involved in developing a stress test will likely require the skills of economists,

financial analysts, and computer programmers. These skills will be heavily in demand to

develop the stress test but will not be needed intensely after the stress test is implemented.
A part of the FY 1994 OSMO budget includes funds to support an increased effort to

develop the risk-based capital test. The ultimate cost of such a test will depend on the cost

to develop historical loss and default data and OSMO's ability to use/modify stress tests

that might be developed by other regulators, such as HUD.

OSMO awarded a contraa in September 1992 to the University of Illinois to research the

availability of data on historical agricultural defaults and losses. OSMO has obtained from

the Texas Farm Credit Bank historical loan records of the quality needed to measure

historical defaults and losses. OSMO is still seeking data from other sources, particularly

within the Farm Credit System. The lack of data has been a difficult and time-consuming

problem to solve. It would be premature for FCA to report that it can obtain data that will

satisfy tlie statutory requirements of the stress test. OSMO has been working diligently

within the limits of its resources toward that goal.

While the risk-based capital test is needed eventually, it is not critical at tliis stage in

Farmer Mac's development Farmer Mac's first challenge is to reach a sufficient business
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volume to report positive income. To date, that challenge has not been successfully met.

The risk-based capital stress test is tied to credit and interest-rate risk of Farmer Mac's

business. For this reason, FCA believes the capital stress test will be more useful as a

regulatory tool after Farmer Mac has a year of sufficient business to generate net income.

Because of this, as well as the fact that the statutory deadlines cannot be met under any

circumstances, along with the previous concern that Farmer Mac assessments appear

excessive, FCA has proposed a modest budget increase for OSMO. FCA would suf^rt

revising the due date for the stress test to a point in time after Fanner Mac has positive

income.

SUBCOMMITTEE RECESS

Senator Bumpers. Our next hearing will be Thursday, May 20,
that is the day after tomorrow, at 2 p.m., in the same room, when
we will hear from the Farmer's Home Administration, the Rural

Development Administration, the Federal Crop Insurance Corpora-
tion, and the Rural Electrification Administration. We stand in re-

cess until that time.

[Whereupon, at 12:30 p.m., Tuesday, May 18, the subcommittee
was recessed, to reconvene at 2:07 p.m., Thursday, May 20.]



AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1994

THURSDAY, MAY 20, 1993

U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.
The subcommittee met at 2:07 p.m., in room SD-138, Dirksen

Senate Office Building, Hon. Dale Bumpers (chairman) presiding.
Present: Senators Bumpers, Harkin, Kerrey, Cochran, and Gor-

ton.

Also present: Senator Stevens.

DEPARTMENT OF AGRICULTURE
statement of bob nash, under secretary, small community

and rural development
accompanied by stephen dewhurst, budget officer

Farmers Home Administration

statement of sharron longino, acting administrator

Federal Crop Insurance Corporation

statement of kathleen connelly, acting manager

Rural Electrification Administration

statement of james huff, administrator

Rural Development Administration

statement of l. glenn bennett, acting administrator

opening REMARKS

Senator Bumpers. Today we continue our hearings on the fiscal

year 1994 budget for Agriculture, Rural Development, and Related

Agencies. We will review the budgets for the Farmers Home Ad-
ministration, the Federal Crop Insurance Corporation, the Rural
Electrification Administration, and the Rural Development Admin-
istration.

Our witnesses are Bob Nash, a truly great American from Arkan-
sas, Under Secretary for Small Community and Rural Develop-
ment; Sharron Longino, Acting Administrator, Farmers Home Ad-
ministration; Kathleen Connelly, Acting Manager, Federal Crop In-

(693)
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surance Corporation; James Huff, Administrator, REA; Glenn Ben-

nett, Acting Administration, Rural Development Administration;
and Stephen Dewhurst, Budget Officer for the Department.

Secretary Nash, it is a real pleasure to have you before us, some-

body, anybody who is not just acting. [Laughter.]
Each of the agencies you oversee has a major impact on rural

America. Farmers and other rural Americans are keenly interested

in the programs administered by these agencies and the budgets
for operating them. We simply never have enough funds to meet
the demand for farm loans, rural housing loans and grants, rural

electric and telephone loans, water and sewer loans and grants,
and rural development loans and grants. Therefore, it becomes vi-

tally important that the programs be administered efficiently, fair-

ly, and timely.

Having said that, I will leave the details of the budget proposals
for you to summarize. We have statements from each of the heads
of the agencies, as well as the Under Secretary. They will be made
a part of the record in full. Secretary Nash, I will ask you to make
your oral statement first, after which we will take questions from
the subcommittee for each of the agencies. It is a genuine pleasure
to have you here.

STATEMENT OF BOB NASH

Mr. Nash. Thank you very much, Mr. Chairman. It is an honor
and a pleasure to be here before the committee, especially before

your committee.
Mr. Chairman and members of the committee, I want to present

today to you the 1994 budgets for the Rural Development Adminis-

tration, Farmers Home Administration, Rural Electrification Ad-

ministration, and the Federal Crop Insurance Corporation.
The presentation of the budget is a little different this year in

that it includes the establishment of the Farm Service Agency. As
you know, the FSA, as we now call it, is a consolidation of the Agri-
cultural Stabilization and Conservation Service, Soil Conservation

Service, and the Farmers Home Administration. The Farmers
Home programs and administrative expenses are included in the
FSA request.
Mr. Chairman, the President's 1994 proposals include long-term

investments in high-priority programs, so my comments on the

budgets for these agencies will begin with those increases.

INVESTMENT PROPOSALS

First, the investment proposals. The budget includes the funding
increases reflected in the President's rural development initiative,
the purpose of which is to increase employment opportunities and
improve the quality of life for residents of rural areas. It will

produce new jobs in the construction trades and lay the foundation
for new economic growth by providing the infrastructure invest-

ment. I see this office as being the advocate for rural people and
rural places in this country.
The investment proposal includes an additional $2 billion in 1994

and $11.3 billion for the period 1994 to 1997 for community and
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industrial development, rural housing, and enhanced telecommuni-
cations.

Specifically included in the request for 1994 are $230 million for

water and waste disposal loans, $140 million for grants; $31 mil-

lion for rural development grants, $140 million tor intermediary
lending where we make loans to nonprofits who, in turn, make
loans to small businesses; $200 million for business and industry
loan guarantees, a regular ongoing program; $300 million for com-

munity facilities loans, $50 million for enhanced telecommuni-

cations, $600 million for direct and guaranteed single-family hous-

ing loans, $75 million for a new housing voucher program, and $75
million for rental assistance pajmients to enable us to meet com-
mitments to renew expiring rental assistance agreements with
landlords.
Let me now move to the Rural Development Administration very

quickly. Including the proposals for the investment package, the

budget requests $876 million for the Rural Development Adminis-
tration's water and waste disposal program, $36 million for water
and waste disposal loan guarantees, and $541 million for water
and waste disposal grants.
As the committee is well aware, small communities and rural

areas rank very high in terms of noncompliance with Federal clean
water standards. The most recent Environmental Protection Agen-
cy needs survey estimates a total cost of $42 billion is necessary
to bring rural communities into compliance with existing waste
water treatment standards and between $5 and $7 billion to meet
the drinking water standards. A significant portion of the latter is

needed for rural areas.
For so-called community facility loans, the budget requests $389

million in direct loans and $75 million in loan guarantees. The pri-

ority for these funds is health related facilities and fire and rescue

equipment. The majority of the applications received for guaran-
teed loans have been for hospitals and health clinics. We expect
this trend to continue as rural areas make every attempt to im-

prove the quality of health related services for rural residents.
The budget requests a total of $300 million for business and in-

dustry loan guarantees. This request represents a very efficient

means of increasing private sector employment in rural areas due
to the fact that the cost to the Grovemment is so low. At present
there is a backlog of over $200 million in applications for this type
of assistance.

The budget also requests $175 million for intermediary relending
and $51 million for the rural development grant program.
The administrative expenses associated proposes a level of $37.7

million and a staff-year total of 402. RDA will continue to operate
through the national and regional office staffs and utilize the
Farmers Home staff in the district offices to administer these pro-
grams at the local level. Funding for the district offices staff is in-

cluded in the budget request for the Farm Services Agency.

RURAL HOUSING PROGRAMS

Now, rural housing programs. For rural housing programs, the
administration is requesting $2.7 billion for housing loans and
$413 million for grants and other assistance payments.
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The 1994 request, including the investment proposals, is signifi-

cantly higher than the levels enacted in 1993. The budget requests
will provide assistance to about 108,000 housing units, which is a

27-percent increase over the number assisted through the appro-
priated levels for 1993.

In addition to the traditional housing programs, we are request-
ing $75 million to implement a new rural housing voucher author-

ity provided by the 1992 Housing Act amendments. We think this

program is critical for areas that have a sufficient supply of ade-

quate housing but no means to assist low-income residents in af-

fording those units. A voucher program adds a much-needed di-

mension to the diversity of housing assistance available through
the Department of Agriculture.

FARM PROGRAMS

The farm programs. The budget request for farm programs con-
tinues the policy of shifting from a direct to a guaranteed farm
lending and targeting direct lending to young and beginning farm-
ers. A stronger emphasis on guaranteed loans, combined with in-

terest assistance on some loans, stimulates lending opportunities
for rural banks.
For operating credit, the budget requests a total of $4.8 billion:

$3.6 billion for unsubsidized guaranteed loans, $426 million for

subsidized guaranteed loans, and $796 million for direct loans. For
ownership loans, we request $643 million. In addition, the budget
requests $10 million in grant funds to expand our outreach and
education efforts for farm borrowers. This authority was provided
by the FACT Act of 1990 and has been funded from appropriations
for salaries and expenses at a $2 million level for the past few

years. In addition, we are requesting $121 million for emergency
loans. Based on our experience of the last few years, this should
be sufficient funding to respond to natural disasters.

REA PROGRAMS

Moving now to the Rural Electrification Administration. Mr.
Chairman, the 1994 budget for the REA proposes to maintain the

program levels enacted for 1993, but proposes to increase the inter-

est rate on direct electric and telephone loans to the cost of Treas-

ury borrowing. The budget also provides $25 million in direct elec-

tric loans at the 5-percent interest rate for those borrowers experi-
encing financial hardship.
The Rural Telephone Bank loans would also be made at the cost

of Treasury borrowing. As I previously stated, the budget proposes,
as part of the investment package, $50 million for enhanced tele-

communications. Of the total, $25 million will be available at 5-per-
cent interest for borrowers experiencing financial hardship, and
$25 million will be available through the Rural Telephone Bank.
These funds will be targeted to distance learning and medical link

projects.
The budget also includes $13 million for rural economic develop-

ment loans, $5 million for rural economic development grants, and
$5 million for grants for the Distance Learning and Medical Link
Program.
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For REA administrative expenses, we are requesting $38.7 mil-

lion, a slight increase over the 1993 level.

FEDERAL CROP INSURANCE

Federal Crop Insurance. For crop insurance, the 1994 budget re-

flects a phase-in of area coverage, as well as a significant restruc-

turing of individual coverage and a substantial reduction in pay-
ments for program delivery. Individual coverage would be contin-

ued without significant change for those county crops that con-

stitute a book of business with a loss ratio of 1.1 based upon the
loss experience as calculated from 1982 to 1991. By 1995 the loss

ratio for this business would be reduced to 1.0, which is generally
regarded as a measure of an actuarially sound program.

Individual coverage would be restructured for about 5,100 county
crop programs mostly by reducing yield guarantees. Each of these

programs has an accumulated loss ratio over the 1982 to 1991 pe-
riod exceeding 2.19. In each case coverage would be restructured to

provide plans of insurance that may be more actuarially sound.
In about 700 counties, we would offer area coverage which we

refer to as group risk plan, or GRP. This coverage provides pay-
ments to insured producers when the yield in their county falls

below a trigger level. Producers select the trigger levels, as well as
the percent of yield and price on which their pa3nnent would be

based, thus providing them an opportunity to tailor the coverage to

their own individual needs. However, the payments would be made
without regard to an individual's production experience.
GRP is being pilot tested this year for soybeans. For 1994, we

plan to extend coverage to additional counties for soybeans and to

offer it for the first time for com, wheat, and grain sorghum. We
are also looking into the possibility of offering it on a limited basis
for cotton, peanuts, and sunflowers.
For 1994, GRP would be offered as an alternative rather than

the only plan available. Individual coverage, although probably at
reduced coverage levels, would remain available in all counties
where the GRP would be offered. By 1998, however, GRP would be
the only plan available. This approach is consistent with the Presi-

dent's proposal for reforming the crop insurance program while

providing more time for developing a new data base that is nec-

essary to implement a new program.
The proposal is expected to save about $1.65 billion over the next

5 years, of which about $1 billion is mandatory savings due to a
reduction in losses, and about $650 million is discretionary savings
in delivery costs. For 1994 there would be $105 million in discre-

tionary savings which would be achieved by a reduction of about
25 to 30 percent in payments made to insurance companies for de-

livery and 15 to 25 percent in overhead for FCIC.
Mr. Chairman, I appreciate the opportunity. This concludes my

opening statement. I and my other staff members would be happy
to answer questions that you might have about my presentation or

any other questions you might have.
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PREPARED STATEMENTS

Senator Bumpers. Thank you very much, Mr. Secretary. As I

mentioned earlier, we have your complete statement and it will be
made part of the record along with the statements of Ms. Longino,
Ms. Connelly, Mr. Huff, and Mr. Bennett.

[The statements follow:]

Statement of Bob Nash

Mr. Chairman, and Members of the Committee, it is a pleasure to be here today
to present to you the fiscal year 1994 Budgets of the Rural Development Adminis-

tration, Farmers Home Administration, Rural Electrification Administration, and
the Federal Crop Insurance Corporation.
The presentation of the budget is a little different this year in that it includes

the establishment of the Farm Service Agency (FSA). As you know, the FSA is a
consolidation of the Agricultural Stabilization and Conservation Service. (ASCS),
Soil Conservation Service (SCS), and the Farmers Home Administration (FmHA).
The FmHA programs and administrative expenses are included in the request for

the FSA.
Mr. Chairman, the President's 1994 proposals include long-term investments in

high priority programs so my comments on the budgets for these agencies will begin
with those increases.

INVESTMENT INCREASES

The budget includes the funding increases reflected in the President's Rural De-

velopment Initiative, the purpose of which is to increase employment opportunities
and improve the quality of life for residents of rural areas. It will produce new jobs
in the construction trades and lay the foundation for new economic growth by pro-

viding the infi-astructure investment.
The Investment Proposal includes an additional $2.0 billion in 1994 and $11.3 bil-

lion for the period 1994-1997 for community and industrial development, rural

housing, and enhanced telecommunications.

Specifically, the increases requested for 1994 are:

—$230 milion for water and waste disposal loans and $140 million for grants,
tSl million for Rural Development Grants,
U40 million for Intermediary Relending,

poo million for business and industnr loan guarantees,
b300 million for community facilities loans,
b50 million for enhanced telecommunications,
b600 million for direct and ^aranteed single-family housing loans,
b75 million for a rural housing voucher program, and
>75 million for rental assistance payments to enable us to meet our commit-
ments to renew expiring rental assistance agreements.

RURAL DEVELOPMENT ADMINISTRATION

Including the
proposals

for the Investment Package, the budget requests $876
million for RDA's Water and Waste Disposal direct loan program, $36 million for

Water and Waste Disposal loan guarantees and $541 million for Water and Waste
Disposal grants.
As the Committee is aware, small commvmities and rural areas rank highest in

terms of noncompliance witii Federal Clean Water Standards. The most recent Envi-
ronmental Protection Agency NEEDS survey estimates a total cost of $42 billion is

necessary to bring rural communities into compliance with existing waste water
treatment standards and between $5 billion and $7 billion to meet the Drinking
Water Standards. A significant portion of the latter is needed for rural areas.
For Community Facility loans, the budget requests $389 milUon in direct loans,

and $75 million in loan guarantees. The priority for these funds is health related
facilities and fire and rescue equipment. The m^ority of the applications received
for guaranteed loans has been for nospitals and health clinics. We expect this trend
to continue as rural areas make every attempt to improve the quality of health re-

lated services for rural residents.
The budget requests a total of $300 million for business and industry loan guaran-

tees. This requests represents a very efBcient means of increasing private sector em-
ployment in rural areas due to the fact that the cost to the government is so low.
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At the present time there is a backlog of about $200 million in applications for this
assistance.

The budget also requests $175 million for the Intermediary Relending program
and $51 million for the Rural Development Grant Program.
For administrative expenses the budget proposes a level of $37.7 million and a

staff year total of 402. RDA will continue to operate through the National and Re-
gional Office staffs and utilize the FmHA staff in the state and district offices to
administer the programs at the local level. Funding for these FmHA offices is in-
cluded in the budget request for the Farm Services /^ency.

RURAL HOUSING PROGRAMS

For Rural Housing programs the Administration is requesting a budget of $2.7
billion for housing loans and $413 million for grants and otner payments.
The 1994 request, including the investment proposals, is significantly higher than

the levels enacted in 1993. The budget requests will provide assistance to about
108,000 housing units, a 27 percent increase over the number assisted through the

appropriated levels for 1993.
In addition to the traditional housing programs, we are requesting $75 million to

implement the Rural Housing Voucher authority provided by the 1992 Housing Act
Amendments. We think this program is critical for areas that have a sufficient sup-
ply of adequate housing, but no means to assist low-income families in affording the
units. A voucher program adds a much needed dimension to the diversity of housing
assistance available through USDA.

FARM PROGRAMS

The budget request for the Farm programs continues the policy of shifting from
direct to guaranteed farm lending and targeting direct lending to young and begin-
ning farmers. A stronger emphasis on guaranteed loans combined with interest as-
sistance on some loans, stimmates lending opportunities for rural banks.
For operating credit, the budget requests a total of $4.8 bilUon: $3.6 billion for

unsubsidized guaranteed loans, $426 million for subsidized guaranteed loans; and
$796 million for direct loans. For ownership loans we request $643 million. In ad(U-
tion, the budget requests $10 million in grant ftinds to expand our outreach and
education efforts for farm borrowers. This authority was provided by the FACT ACT
of 1990 and has been funded at $2 million annually for tne past few years. In addi-
tion. We are requesting $121 million for emergency loans. Based on our experience
of the past few years, this should be sufficient funding to respond to natural disas-
ters.

RURAL ELECTRIFICATION ADMINISTRATION

Mr. Chairman, the 1994 budget for the REA proposes to maintain the program
levels enacted for 1993, but proposes to increase the interest rate on direct electric
and telephone loans to the cost of Treasury borrowing. The budget also provides $25
million in direct electric loans at the 5 percent interest rate for those borrowers ex-

periencing financial hardship.
Rural Telephone Bank loans would also be made at the cost of Treasury borrow-

ing. As I previously stated, the budget proposes, as part of the Investment Package,
$50 million of enhanced telecommunications, $25 million of this will be available at
the 5 percent interest rate for borrowers experiencing financial hardship and $25
million will be available through the RTB. These funds will be targeted to Distance
Learning and Medical Link type projects.
The budget also includes $13 million for Economic Development loans, $5 million

for Economic Development grants, and $5 million for grants for the Distance Learn-
ing and Medical Link program.
For REA administrative expenses, the budget requests $38.7 million, a slight in-

crease over the 1993 level.

FEDERAL CROP INSURANCE CORPORATION

For Crop Insurance, the 1994 budget reflects a phase-in of area coverage, as well
as a significant restructuring of individual coverage and substantial reductions in

pajnnents for program delivery. Individual coverage would be continued, without
significant change for those county crop programs that constitute a "Book of Busi-
ness" with a loss ratio of 1.1 based on loss experience fi-om 1982-1991. By 1995,
the loss ratio for this business would be reduced to 1.0, which is generally regarded
as a measure of an "actuarially sound" program.
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Individual coverage would be restructured for about 5,100 county crop programs,
mostly by reducing jdeld guarantees. Each of these programs has an accvunulated
loss ratio over the 1982-1991 period exceeding 2.19. In each case coverage would
be restructured to provide plans of insurance tiiat may be more actuarially sound.

In about 700 counties, we would offer area coverage, which we refer to as the

Group Risk Plan (GRP). This coverage provides for payments to insured producers
when the yield in their county falls below a "Trigger' level. Producers select the

"Trigger" level as well as the percent of yield and price on which their pa3mcient
would be based, thus providing them an opportiinity to tailor the coverage to their
individual needs. However, the payments would be made without regard to an indi-

vidual producer's production experience.
GRP is being pilot tested this year for soybeans. For 1994, we plan to extend this

coverage to additional counties for soybeans and offer it for the first time for com,
wheat, and grain sorghvun. We are also looking into the possibility of offering it on
a limited basis for cotton, peanuts, and svinflowers.
For 1994, GRP would be offered as an alternative, rather than the only plan avail-

able. Individual coverage although probably at reduced coverage levels, would re-

main available in all counties where GRP would be offered. By 1998, however, GRP
would be the only plan available. This approach is consistent with the President's

proposal for reforming the crop insurance program, while it provides more time for

developing a new data base that is necessaiy to implement the program.
The proposal is expected to save about $1.65 billion over the next five years, of

which about $1.0 billion is mandatory savings due to a reduction in losses, and
about $650 million is discretionary savings in

delivery
costs. For 1994, there would

be $105 million in discretionary savings, which would be achieved by a reduction
of about 25 to 30 percent in pa5mients made to reinsurance companies for delivery
costs and 15 to 25

percent
in FCIC's overhead expenses.

Mr. Chairman, tnat concludes my opening statement. We will be happy to answer
any questions that you and other Members of the Committee might have.

Statement of Sharron S. Longing

Mr. Chairman, and Committee members, I am pleased to present the Farmers
Home Administration fiscal year 1994 appropriation request.
FmHA continues to respond to rural families, just

as we did in the troubled
1930's. Then, our loans and other assistance gave hope to hard-working rural peo-

ple, allowing them to
stay

on their farms. Shortly after World War II, our loans

began making it possible for thousands of rural families to own their homes. Later,
Congress gave us additional tools to respond to water, sewer, community facility,
and business development needs of rural areas. Those programs are now in tiie care
of the Rural Development Administration.
We still find many rural areas caught in poverty. In response. Farmers Home will

strengthen its mission of providing economic empowerment through a compas-
sionate, supervised lending program. Our pledge to you is to manage the resources

you appropriate to us by putting people first. The Secretary early last month dem-
onstrated nis concern when he suspended farm foreclosures not already in court in
order to give borrowers a chance to ask for a review of their case.
Our pledge to taxpayers is to administer oxir programs efficiently and to make

sure our borrowers are treated fairly and equitably in every way. The State, district,
and county structure of FmHA and the labors of hard-working FmHA employees be-

long to the American people. As we move to the creation of a new Farm Service
Agency we will make every effort, I assure you, to handle tiiese assets witii care.
The organization and structure of the Farm Service A|;ency will serve customers
and taxpayers. We know that service to farm and housing customers will improve
and efficiencies brought by consolidation will reduce operating costs—^a benefit for
all taxpayers.

CURRENT PROGRAM STATUS

Farmers Home ended fiscal year 1992 with almost one million borrowers. Total

outstaiiding direct and guaranteed loans were $51 billion. Farm loans accounted for

$21 billion or 41 percent of the Farmers Home loan
portfolio, including approxi-

mately $5 billion in guaranteed loans. We made $2.3 billion in farm loans miring
fiscal year 1992, and guaranteed loans were 68 percent of this total. This marks the
sixth consecutive year in which guaranteed farm loans have accounted for more
than half the total dollars loaned. We are continuing to implement the Agricultural
Credit Act of 1987 to assist our financially distressed farm borrowers who seek to
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have their debt restructured. We will make every effort to help as many of the bor-

rowers as possible stay in business and bring their loans current.

In fiscal year 1992, we made nearly $2.6 billion in loans to finance improved hous-

ing for rural families. Over $1.2 billion was for subsidized single family loans for

low-income people in rural areas, while $574 million was for multi-family housing
loans to assist persons with very low, low and moderate incomes and for those age
62 and older in small communities. We ended fiscal 1992 with $30 billion in rural

housing loans outstanding to over 714,000 borrowers, which is 59 percent of our
loan portfolio.

GUARANTEED LOANS

The FmHA program budget request for fiscal year 1994 is in harmony with the
Administration's belief that Government is a partner with the private sector work-

ing for growth. Nowhere is this partnership for development clearer than in the role

of guaranteed loans in our fiscal year 1994 request. Everyone gains through guaran-
tees. Because of government guarantees, private lenders assist borrowers who other-

wise might be considered not creditworthy. Because private lenders service the

loans, FmHA, while carefully monitoring the guarantee process, is freed up to make
and service its direct loans. Recently, we have been able to add interest assistance
to guaranteed farm loans, qualifying some borrowers for private credit for the first

time and allowing other borrowers to move from direct to private sector loans. In
line with this trend toward guarantees, we are proposing a slight reduction in direct

farm operating loans in favor of subsidized guaranteed operating loans.

The fiscal year 1994 budget calls for more guaranteed single family housing loans
that will meet a ready demand. This program is successful from our standpoint and
is well received by private lenders.

FARM PROGRAMS

Supervised direct farm lending programs show how government can empower peo-

ple who are left out of private credit markets because they are considered to be too

great a risk. Subsidized credit extended by FmHA helps these farm families to be-

come productive members of their communities. Our credit programs are a cost-ef-

fective option for government because most of the program funding extended to bor-

rowers is ultimately repaid. The 1994 budget request for the cost of operating loans
is $162 million, which will support a loan level of $4.8 billion. Of this amount, the
loan cost request for guaranteed operating loans is $69 million, which will support
a loan level of $4 bUlion, consisting of $3.6 billion in guarantees without interest

assistance, and $426 million in interest-assisted guarantees. The loan cost request
for direct operating loans is $94 million which will support a loan level of $796 mil-
lion.

The 1994 budget request for the cost of farm ownership loans is $35 million,
which will support a loan level of $643 million. This includes $564 million in farm
ownership guarantees without interest assistance. The $79 million in direct owner-

ship loans will be targeted to beginning farmers and socially disadvantaged appli-
cants.

In addition, the Administration is requesting funding for the first time in the
amount of $10 million for grants to community based organizations and to colleges
to reach out and assist socially disadvantaged farmers to own and operate farms.

Minority farmers, women farmers, or beginning farmers should not feel that FmiHA
has a deaf ear to their hopes and plans.

Also, Farmers Home is hard at work gearing up for the new program for be^n-
ning farmers and ranchers passed by the Congress at the end oi your last session.

Qualifying beginning farmers will be eligible for down payment, ownership, and op-
erating loans. In addition, the law reserves 55 percent of direct farm ownership
loans, 25 percent of farm ownership guarantees, and 30 percent of direct operating
loans for beginning farmers in fiscal year 1994. Regulations have been developed for

the act's provision for simplified applications for guaranteed loans of $50,000 or less

and for the certified lenders program. Regulations for the remaining provisions of
the act have been drafted and are in the Agency clearance process.
Loans for sale of inventory property in 1994 are estimated at $149 million, a sub-

stantial increase over the current appropriation, reflecting the major effort we will

make in fiscal year 1994 to make inventory properties available to socially disadvan-

taged, young, and beginning farmers.
The program level request for emergency loans of $121 million should be adequate

for expected demand. Demand in 1992 was $75 million.

68-610 0-93-23
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HOUSING PROGRAMS

Our single family housing credit programs empower thousands of rural families

by giving them a chance to own modest homes and build eqviity, just like their

neighbors who have access to private lending. The people served by our Agency,
even though they are considered the highest credit risk, pay their bUls. Borrowers
are able to experience the pride of home ownership.
The typical family being served through the direct single family housing program

has an annual income of about $15,900. Interest rates for these loans can be sub-

sidized to as low as one percent and the average interest rate for subsidized loans

in our portfolio is about 3.5 percent. Our request for the cost of direct and guaran-
teed single family housing loans is $386 million, which will support a $932 million

increase in loan program level, totalling $2.6 billion. Of that amount, $1.9 billion

will be available for direct loans, and $682 million for guaranteed loans for mod-
erate-income families who can afford to pay market interest rates but require a

guarantee to obtain private sector credit.

Our repair loans and grants help
low-income people, particvilarly the elderly, fix

their dwellings so that they are safe, sanitary, and weatner-tight. Even in 1993, we
are still helping people install indoor plumbing for the first tune in their Uves. For
a cost of $16 imlfion, we will provide $42 million in housing repair loans. Our hous-

ing repair grant request is $31 million for 1994.
For those whose incomes cannot support repayment of a housing purchase, we fi-

nance the construction of multi-family housing and provide rental assistance to ten-

ants. Eighty-five percent of those served by the rental housing program have in-

comes below fifty percent of the area median. Our request for the cost of rental

housing loans is $314 million, which will support a loan level of $547 million, pro-

viding about 13,280 families with rental housing. Our reauest for the rental assist-

ance program, which makes rural rental housing affordable, is $422 million. We are

asking for changes in appropriation language to give us more flexibility in allocating
between renewal of expiring rental assistance contracts and servicing needs, and
rental assistance provided for new construction. This flexibility would allow us to

adapt to changes in the demand for new construction as well as the number of re-

newals and additional units of rental assistance required to keep existing projects
viable and prevent tenants from being evicted.

In our portfolio alone, we have 80,000 families pajdng more than 30 percent of

their incomes for rent and 20,000 vacant units. For example, in Friars Point, Mis-

sissippi, 30 applicants are waiting for 10 vacancies and in Rosedale, Mississippi, one

apartment complex has 25 families on a wedting list for 6 vacancies. Without rental

assistance, none of the families would be able to move in and the units would re-

main vacant, a loss to the community and to the government. In addition, several

of the 10 existing tenants in Rosedale are paying up to 75 percent of their income
in rent, far above the 30 percent that would be possible under rental assistance.

This year we are requesting $75 million for housing vouchers for use in commu-
nities where an adequate supply of rental houses or apartments are available. This
is a modest request that would assist about 3,750 families. We have information
that demonstrates a ready demand for voucher assistance. In addition, because
vouchers could be used in FmHA rental housing, they will help relieve some of the
rent burden I have just discussed.
Under Secretary Espy's direction, we are already at work to make existing appro-

priations serve more people. For example, in response to single family housing de-

mand, we moved up third and fourth quarter apportionments so that funds would
be available as peak construction times arrive.

Also, we are increasing by $10 million the amount of Section 502 single family
housing funds that we are mrecting for self-help housing. Since 1971, about 20,000
homes have been built by groups of six or more families working together with a
construction supervisor provided by a Farmers Home grant. Low-income families av-

erage 1,000 hours in sweat equity while performing 65 percent or more of the labor

required to build their homes. The self-help approach lowers the final cost of the

house, making it a bargain for the owner and for the government. Self-help borrow-
ers gain tremendous pride in their achievement which is reflected in a delinquency
rate one to four percent less than regular single family housing borrowers. The $10
million, as a match to $5 million contributed by States fix)m their single family allo-

cation, will make it possible for an additional 1,000 people to move into decent hous-

ing.

Finally, we plan to make some of our inventory housing available to public hous-

ing authorities and community based nonprofit groups for rent, with an option to

purchase, to needy rural people. This means the government instead of spending
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money to care for empty houses will earn some money while placing families in de-

cent homes.

INVESTMENT BUDGET

The fiscal year 1994 housing requests just described include amounts that are

part of the President's investment package. The FmHA investment in rural commu-

nity
infrastructure is targeted to new housing construction and housing repairs. The

additional funding will enhance construction opportunities and skills of current and
future workers, leading to higher-wage jobs, and will expand rural America's capac-
ity to produce.

ADMINISTRATIVE EXPENSES

The Salaries and Expenses to administer our programs are budgeted within the

request of the Farm Service Agency. In order to reach our program goals, we will

need highly-motivated, careful work fi-om current FmHA employees, superb coopera-
tion from private lenders, and an automation system that is fast, accurate, thor-

ough, and flexible. We believe that USDA reorganization, including creation of the
new Farm Service Agency will enable us to achieve these goals.

It has been my privilege to present the first Clinton Administration budget re-

quest for the Farmers Home Administration. We look forward to contributing our
snare to the economic empowerment of rural America. We will make sure that funds

you appropriate to our care reach the people you intend to help. We are proud of
our borrowers and of their pa3mtient record, and we need to make sure that FmHA
does everything we can so that

they can succeed, as farmers and as homeowners.
We must operate an agency that is lean, efficient, and, most importantly, customer
friendly. We promise to taxpayers that we will provide cost-effective programs that

help stimulate and stabilize tne rural economy. By working in partnership, we can
help realize the vision of an economically and sociaJly dynamic rural America.
"rhank you. I will be happy to answer questions you might have.

Statement of Louis G. Bennett

Mr. Chairman, and members of the Committee, I am pleased to present the 1994
budget for the Rural Development Administration (ROA).
RDA's mission is to improve the quality of life in rural America by financing com-

munity facilities and businesses, providing technical assistance, and working with
state and local governments to create more effective strategies for rural develop-
ment. RDA, which began operations fi*om the base of pro-ams transferred to it

from the Farmers Home Administration, will help meet tms need by focusing its

programs in several priority areas: helping state and local governments to buUd new
industries to supplement rural America's traditional strengths; developing the ca-

pacity for high-value marketing to bring higher returns to rural producers and
workers; and providing community facilities and services that are safe, affordable,
and that provide a basis for future rural growth.
RDA's Programs are managed througn seven Regional Offices located in rural

America with implementation in the field conducted by FmHA staff" located at the
State and District Offices.

PROGRAM STATUS AND HISTORY

The Rviral Development Administration ended fiscal year 1992 with approxi-
mately 16,700 loans outstanding. The loan portfolio for direct and guaranteed loans
totalled $5.8 billion. Historically, RDA has used virtually all the funds that have
been appropriated to it.

As of September 30, 1992, 33,760 Water and Waste Disposal loans have been
made since the inception of the program for $11.6 billion, including $5.3 million in

guaranteed Water and Waste Disposal loans.
Since its inception, 6,587 Community Facilities loans have been obligated, total-

ling $2.9 billion, including $64 million for guaranteed Community Facility loans.
Since 1974, 7,702 Business and Industry loans have been made, totalling $6.4 bil-

lion.

INVESTMENT BUDGET

The budget request includes the President's Rural Development Initiative for

long-term investment for rural development. The additional Water and Waste Dis-

posal loan and grant funding will provide increased assistance to rural communities
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to meet compliance with such standards as the Federal Clean Water Act environ-
mental standards. Many rural communities are unable to meet these standards
without Federal assistance. The investment initiative will provide additional fund-

ing for direct and guaranteed Community Facility loans wr construction of rural
health care facilities, fire stations and equipment, and other vital facilities. Guaran-
teed Business and Industry loans and Rural Business Enterprise grants will assist

rural businesses in securing start-up capital and financing for expansion, creating
jobs and helping diversify the rural economy. Increases for tne Intermediary
Relending program will be devoted to small businesses, including "micro-enter-

prises."
The investment proposal will upgrade infi-astructure, stimulate rural economic de-

velopment, improve the quality of rural life, and increase emplo3rment opportunities
in rural areas.

FISCAL 1994 BUDGET REQUEST

Rural America continues to face many pressing challenges in providing needed
rural public services and facilities and improving its economy. RDA is prepared to

assist rural America in meeting these challenges.
RDA programs bring enhanced public services and expanded employment opportu-

nities to rural citizens across America. Rural commumties and businesses face the

continuing need to upgrade their abUity to meet changing environmental standards,

provide effective public services, and meet the challenges of economic change. As a

consequence, the demand for RDA's programs continues to be strong. The policy and
investment budgets we are presenting reflect our commitment to respond effectively
to those demands.

WATER AND WASTE DISPOSAL PROGRAMS

RDA Water and Waste Disposal programs help small, rural commumties provide
basic human amenities, alleviate health hazards, and promote the orderly growth
of rural £u-eas. RDA assists by providing both fiinding and technical assistance for

water and waste disposal and for solid waste management. RDA loans and grants
for rural water supply and wastewater disposal projects are a principal national
source of funding for this purpose. As of March 12, 1993, RDA had on hand 1,279
loan preapplications and applications totalling $1.3 billion and 702 preapplications
and applications totalling $589.1 million for grants. In addition, we had 5o applica-
tions on hand, totalling $7.3 million for solid waste management grants, and 19 ap-
plications totalling $4.0 million for emergency community water assistance grants.
RDA's programs help small, low income rural commumties meet Federal and state

mandated service standards, including the Safe Drinking Water Act, the Clean
Water Act, and EPA's Subtitle D regulations pertaining to solid waste disposal. EPA
estimates that $42.2 billion will be needed by the year 2010 to bring rural

wastewater treatment facilities into compliance with tne Clean Water Act. Esti-

mates by EPA, the American Water Works Association, the Congressional Budget
Office, and the National Council on Public Works Improvement estimate the need
for national investments in public water supply in the range of $4.5 billion to $6.3
billion annually during the next twenty years. The exact rural portion of this total

is not known, but is considerable.
The President's budget for 1994 includes $876.4 million in direct Water and

Waste Disposal Loans, an increase of $276.4 million over the amount available in

1993. The request for loans is accompanied by a request for $540.5 million in Water
and Waste

Disposal Grants, of wWch $25 million is directed at benefiting the
colonias along the U.S.-Mexican border. The President's budget also includes $10.3
million for Emergency Community Water Assistance Grants and $3.1 million for

Solid Waste Management Grants.

COMMUNITY FACILITIES PROGRAMS

RDA Community Facility programs assist rural communities to modernize their

public infi-astructure in such areas as rural health care, fire stations and equipment,
schools, libraries, and other facilities, enabling them to maintain and enhance their

ability to provide high quality public services, and positioning them to develop their
economic oases. These programs continue to be in high demand by rural commu-
nities. As of March 12, 1993, RDA had on hand 262 preapplications and applica-
tions, totalhng $207.1 million, for direct Community Facility loans, and 37

preapplications and applications, totalling $38.6 million, for guaranteed community
Facility loans. A substantial portion of these Community Facility loans will be di-

rected toward assisting rural America in meeting its health care needs. In addition,
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160 preapplications and applications were on hand, totalling $38.2 million, for the
RuraJ Business Enterprise Grant program.
The President's budget for 1994 includes $389.4 million for direct and $75 million

for guaranteed Community Facility loans. In addition, $51.3 mdlUon is requested for

Rural Business Enterprise Grants, and $3.6 million for Rural Community Fire Pro-
tection Grants.

BUSINESS AND INDUSTRIAL DEVELOPMENT PROGRAMS

RDA makes an important contribution to building a stronger rural economy
through its financial assistance for businesses and industries. The Business and In-

dustry loan guarantee program provides larger businesses, already critical to the
rural economy, with government-backed private funding for industrial conversions
and expansions that enable them to maintain and enhance their competitiveness.
The

Intermediary Relending Program targets smaller, emerging firms with tailored
assistance provided through "intermediaries," usually regional or local private non-

profit organizations or public agencies, that are able to work closely with newer
firms to oetter assure survival during the critical early years. RDA supports these
intermediaries by making long-term loans to capitalize revolving funds.
As of March 12, 1993, RDA had on hand 125 preapplications and applications, to-

talling $197.8 million, for the guaranteed Business and Industry loan program, and
38

applications, totalling $32 million, for the Intermediary Relending Program. His-

torically, demand for these programs has been strong. As a result, f5)A wll be able
to make effective use of all the funds appropriated to it.

The President's budget for 1994 includes $300 million for guaranteed Business
and Industry loans, and $174.6 million for the direct Intermediary Relending Pro-

gram.

ADMINISTRATIVE EXPENSES

The request for salaries and expenses is $37.7 million with $916,000 additional
for non-reimbursable program loan costs. The $37.7 million will be derived fi-om a
transfer of $27 million fi-om the Rural Development Insurance Fund, a transfer of

$2.5 million from the Rural Development Loan Fund, and $8.2 million in a direct

appropriation to the Rural Development Administration. The budget request will

support 402 ceiling staff-years.
In addition, the Farm Services Agency request contains a total of $37.1 million

and 523 staff years for the support of Rural Development Administration programs
by the Farm Services Agency field ofBce personnel. This $37.1 million plus the $37.7
million direct RDA request will support 925 ceiling staff years for executing loan

making and servicing activities associated with Rural Development Administration
loan and grant programs.

COLONIAS PROJECT

In the appropriations bill for fiscal year 1993, the Congress directed RDA to use
$25 million of its fiscal year 1993 water and waste disposal grant fiands for colonias.

Together ^yith
other funding agencies, RDA has responded actively to make its pro-

grams available in these areas, and has approximately $21 million in ^ant appfica-
tions. The Conference Report accompanying the Agriculture, Rural Development,
Food and Drug Administration and Related Agencies Appropriations Act, 1993, also

requested a report to Congress outlining a comprehensive strategy for successful

program delivery in the colonias. RDA is taking the lead in preparing this report,
along with the Department of Health and Human Services, the Department of

Housing and Urban Development, and the Environmental Protection Agency. The
report is due to Congress on July 1, 1993.
This concludes my formal statement on the Rural Development Administration.

I will be happy to answer any of yovir questions.

Statement of Kathleen Connelly

Thank you for this opportunity to appear before the Subcommittee to discuss the
fiscal year (FY) 1994 Budget for the Federal Crop Insurance Corporation (FCIC).
Stabilizing rural communities through an actuarially sound system of crop insur-
ance has been an important public policy of the United States for over half a cen-

tury. When weather perils cause loss of production, the crop insurance indemnities

provide insured persons with income for payment of loans and other operating costs
of the farm, as well as family living expenses.
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Agriculture is a risky business as the weather of the 1980's has reminded us.

Events of that decade have left farmers, lenders, and the Federal Government more
aware of the need to consciously manage risk.

The ability to react to the changing risk environment of the 1990's, to manage
risk, will determine which farmers most likely survive and prosper in the 21st cen-

tury. Risk management tools like crop insurance are tailor-made for the new risk
environment.

ORGANIZATION, SIZE AND LOCATION, AND FIELD STRUCTURE

FCIC is a Government chartered corporation established under the authority of
the Federal Crop Insurance Act, as amended. FCIC is statutorily limited to 760 per-
manent full-time employees. For fiscal year 1994, FCIC will not exceed tiie author-
ized level of 845 full time equivalent staff years.
Over 90 percent of the total premiums are written by commercial insurance com-

panies who operate under a financial arrangement called the Standard Reinsurance

Agreement (SRA). These companies sell crop insurance, adjust losses, guarantee
pajmient of the premiums to the Government, and share in any gains or losses on
a state-by-state basis. For the balance of premiums, most are written by contractors
under the Sales and Service Contract (SSC). These contractors are responsible for

the sale of the crop insurance and collection of the acreage report from the insured

person. Losses on sales by the SSC's are a4justed by independent contractors hired

by FCIC.
As authorized by the FCIC Act of 1990, operating expenses of commercial insurers

and the sales and service contractors are reimbursed by FCIC. The premium costs

of insured persons are subsidized under the terms of the FCIC Act.

FCIC is headquartered in Washington, D.C. This office provides overall policy,

program, and general management leadership for establishing and administering
the insurance and reinsurance policies for the farmer and the industry. These serv-

ices are provided in support of the overall program as it is delivered through the
various field offices to our delivery system partners.
The Kansas City, Missouri, office provides operational support for the administra-

tive and program functions of the direct insurance business and the reinsurance

program. This includes analyzing productivity and risk in the determination of pre-
mium rates; analyzing changes in crop insurance terms of contracts; exploring ex-

pansion of program coverage; developing and mtdntaining underwriting standards
to ensure uniform risk management strategies and applications; and the collection

of all crop and financial data required for policy determinations, underwriting deci-

sions and financial management.
Six Compliance Field Offices provide assurance by conducting recurring and un-

announced random reviews and audits to assure that mandates, policies, and proce-
dures are effective and are followed by persons involved in delivering crop insur-
ance. This ensures fair and equitable treatment of the farmer, taxpayer, and FCIC.
Ten Regional Service Offices formulate and recommend policy that is specific to

the needs of the region for which each is responsible. These offices provide customer
service, problem identification, resolution and/or referral Services, as well as assist-

ance on program issues related to underwriting and claims administration.
Four Direct Services Offices oversee loss adjustment and the processing of claims

for the direct sales through the SSC's. Associated with these offices are 54 small
Area Claims Offices which generally are co-located with ASCS offices for easy access

by farmers. The Area Claims Offices contract with loss adjusters and assign these

persons to work specific claims.
The fiscal year 1994 Budget for the Administrative and Operating Appropriation

reflects a net reduction of $105.1 million fix)m the prior year level in delivery costs.

This reduction reflects a decrease of about 25-30 percent in payments made to pri-
vate reinsurance companies for program delivery and a decrease of about 15-20 per-
cent for FCIC's overhead expenses.
Administrative overhead expenses have decreased by a net total of $18.3 million

from the 1993 appropriation level.

This net decrease includes $7.9 million reduction to implement the President's Ex-
ecutive Order to reduce overhead type expenses by 3 percent in fiscal year 1994;
$18.2 million redirected to delivery expenses; $.4 million for 20 reduced staff years
as part of a 5-year plan to reduce Federal civilian employment in accordance with
the President's Executive Order; increases of $986,000 for the annualization of the
fiscal year 1993 pay raise; and $7.2 million increase for non-salary inflation of items
such as supplies, contractual and support services.
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GOALS AND INITIATIVES

Following direction provided by the 1990 Farm Act, FCIC has aggressively pur-
sued several initiatives to improve actuarial soundness and contain costs within the

multiple peril crop insurance (MPCI) program. FCIC has steadily increased the
share of risk to private insurance companies while also gradually reducing adminis-
trative expense reimbursements. Since 1991, FCIC has realized an administrative
cost savings of about $14 million each year. FCIC continues to reduce administra-
tive costs for delivery of crop insurance through better identification of activities

that are required for effective delivery of the product and the costs involved.
FCIC has continually increased the risk to the private sector in each year's rein-

surance agreement since passage of the Farm Act of 1990. The amount of potential
underwriting loss that private insurance companies absorb in loss years is much
greater today. For example, in 1988, commercial insurers absorbed about $8 million
in losses. Had the 1992 reinsurance agreement been in effect that year, FCIC esti-

mates the losses to the private insurance industry would have been $41 million.

FCIC has continued this trend in subsequent agreements to assure meaningful in-

dustry participation in years of loss. Under the agreement for fiscal year 1994, FCIC
estimates underwriting losses for the 1988 crop year would have been about $58
million.

These comparisons are based on the actusd amount of business for each year. In
1987 and 1988, the business was about one-half of toda3^s current premium level;
At the current estimated premium level of $750 million, the industry^ potential un-

derwriting losses in a year such as 1988 likely would exceed $100 million under the
1994 reinsurance agreement.
Because a greater share of risk is transferred to private insurance companies, the

average underwriting gain has been reduced. Had the new reinsurance agreements
been in effect during 1987-1991, FCIC estimates that the total underwriting gain
retained by the insurance companies would have been reduced by nearly 38 percent.
The systematic adjustment of rates and coverages by FCIC is producing admtional

cost savings for the Federal Government by reducing crop losses and placing the
MPCI program on a more financially sound basis. These annual adjustments were
initiated beginning with the 1991 crop year and have begun to stabilize the financial

performance of the crop insurance program. Annual rate increases are limited by
the 1990 Farm Act to no more than 20 percent. Although premium rates in many
areas will be fully adequate in fiscal year 1994, there are still some areas that are
not adequate. FCIC intends to increase premium rates as needed. Our experience
has been that total participation level remains relatively constant, despite system-
atic rate adjustments.
In addition, FCIC continues to expand the Nonstandard Classification System

(NCS) to identify and adjust the rates and coverages of high risk farming operations
that consistently receive indemnities well in excess of premium. Use of the NCS sys-
tem allows FCIC to reduce the pressure for across-the-board rate increases to ac-

commodate the loss histories of a small percentage of insured farmers.

Intelligent rate adjustments are critical to a properly managed crop insurance
program.

CHANGING CONDITIONS OF THE NEW RISK ENVIRONMENT-AREA YIELD INITIATIVES

For
crop year 1993, FCIC has offered producers another new insurance alter-

native. All producers may now purchase a 35 percent coverage level under the exist-

ing MPCI program. This provides an extremely low cost alternative for those farm-
ers who want protection against the most catastrophic of losses. The premium for
this coverage level is about 16 percent as expensive as the premium amount for the
75 percent coverage level.

To better meet soybean farmers' needs and reduce excess losses, FCIC created a
new soybean insurance plan that is being pilot

tested beginning in the 1993 crop
year. This alternative is called the Group Risk Plan or GRP. Under this

plan
farm-

ers are paid based on the area yield
—not their individual yield, and will receive a

payment any time the county yield drops below a trigger yield that the individual
farmer chooses. In the 96 counties where GRP is currently being tested on soybeans,
losses exceeded premiums by $170 million during the 1980's. Had this same acreage
been insured under GRP at the maximum levels, losses would have been less than
$10 million over the same time period. Over a longer period of time, GRP would
eliminate such losses. GRP is a risk management tool most useful for farmers whose
yields closely correspond to the county's yield. The GRP, coupled with well designed
commercial products, may provide a more complete risk management product for in-

dividual farmers.
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FCIC's 1994 Budget supports a phase-in of an area yield concept in more areas

and crops, beginning with the 1994 crop year, similar to FCIC's pilot GRP of insur-

ance. The proposal provides for a transition from the current insurance program to

the new initiative by offering alternative plans of insurance. Based upon loss experi-
ence from 1982-1991, county crop programs that have an accumulated loss ratio ex-

ceeding 2.19 would be restructured to combine substantially reduced individual

yield coverage and expanded GRP to the maximum extent possible. The accumu-
lated loss ratio for the county crop programs that are not restructured is 1.10. About
5,100 county crop programs must be restructured to provide plans of insurance that

may be more actuaritdly sound. FCIC will expand GRP to approximately 700 coun-

ties for com, wheat, and grain sorghum and some additional counties of soybeans.
A limited number of additional counties for cotton, peanuts, and sunflowers may
prove feasible. For now, individual yield coverage will continue to be offered for all

county crop programs, as required by the FCIC statute. However, we have proposed
appropriation language and a change in the FCIC statute, so that GRP can eventu-

ally be offered without a simultaneous offer of individual coverage. GRP requires
data on 3delds for many years so that an actuarially sound program can be deter-

mined. For all counties where data is not available that would be restructured or

that FCIC presently offers insurance, FCIC will offer a substantially reduced indi-

vidual yiela offer with limited unit division options. In addition, FUlC will offer a
modified Actual Production Histonr (APH) program for those county crop programs
that do not need restructuring. This will miprove the overall performance of the

crop insurance program. FCIC has found that producers who fail to provide previous

production histoiy collect proportionally more losses than producers who do provide
information. FCIC intends to modify the current APH program in these counties to

offer a lesser amount of coverage to the producers that have less than 4 years of

production history.
Producers in all counties who do provide 4 or more years of

records will be allowed to use a simple average of their production history to estab-

lish insurance coverage.
These alternative insurance plans will be adjusted over the five year transition

period so that most crops and counties will be under a county area yield plan by
1998. FCIC will be working closely with the National Agricultural Statistics Service

on county average yield loss adjustment and actuarial data.

BUILD A SOUD PROGRAM INFRASTRUCTURE

During 1991 and 1992, FCIC recognized the shifl in direct business volume to

that of a risk sharing environment by beginning plans to strategically downsize the
direct delivery operations and realign FCIC personnel

and resources. This will en-
hance FCIC's regulatory and oversight role. As the field office structure is reduced,

employees are being retrained and educated to assist in critical areas of the organi-
zation, such as staffing compUance offices, performing underwriting, claims and
marketing specialist duties in field offices and in providing better data processing
services to enhance customer relations with farmers, taxpayers and companies.
FCIC has continued to strengthen its oversight of program delivery by increasing

random, routine performance audits of reinsured companies and sales and service

contractors. This includes claims reinspection, policy servicing, program administra-

tion, underwriting, financial and quality control reviews. FCIC initiates action to re-

cover funds from companies that may have been overpaid as a result of non-compli-
ance with policies and regulations.
Through these efforts the overpajmient error rate has declined from 16 percent

during the mid- to late 1980's to 4 percent during the early 1990's. This reduction
is directly attributable to FCIC's increased emphasis in

performing systematic rou-
tine random policy reviews of company service and loss adjustment activities.

SUMMARY

In closing, I appreciate the opportunity to outiine the many positive initiatives

FCIC has been implementing to improve the crop insurance program and to discuss
the alternative insurance proposals that FCIC has submitted to cut program costs.

Mr. Chairman, this concludes my testimony. I will be happy to answer any ques-
tions.

Statement of James B. Huff, Sr.

Mr. Chairman and members of the committee, it is a pleasure for me to be here
to discuss the Rural Electrification Administration's (REA) fiscal year 1994 Budget



709

proposal, the Agency mission, and our current work. I have a statement to submit
and I will be pleased to answer any questions.
REA has played a major role as the financial catalyst in providing loans for elec-

tric and telephone service throughout rural America. Today, nearly all rural areas
have reliable electric and telephone service. Many rural electric and telephone bor-

rowers are financially successful and stable. Rural America is changing, and REA
is also changing.

In the past year, the Agencv has started the process of modernizing and stream-

lining service to borrowers. An Agency task force has been organized to process
ideas and solve problems that in the

past
have hampered our ability to efiBciently

deliver program services. In August, all REA employees were asked for suggestions
on improving program delivery. Since then the task force has been working with
these ideas to implement them.

Secretary Espy and I agree that if a Government agency isn't first and foremost
service oriented, it isn't doing its job. When I started at REA, the programs had

begun the process of identifying problem areas and developing recommendations to

improve procedures and rules which will enable staff to deliver services more efiB-

ciently. Agency staff is working with the trade associations, lenders, and other inter-

ested parties in an effort to increase the Agency's responsiveness.
In a parallel effort, REA has published a proposed regulation on lien accommoda-

tions under the current mortgage. This regvuation updates and streamlines our pro-
cedures and requirements and will assist many borrowers in the process of obtain-

ing a lien accommodation.
The Agency is working toward becoming "user friendly" to its borrowers. REA has

been working to develop one or more standard mortgage forms to meet the needs
of the Agency as well as those of the distribution and power supply borrowers. We
expect the new mortgage forms to incorporate up-to-date provisions and a modem
structure, and to provide greater freedom of action for borrowers that meet certain

financial requirements. The Agency anticipates that the new mortgage forms will

enable financially healthy borrowers to manage their operations with less day-to-day
oversight from REA. It will also assist those borrowers who wish to obtain secured

financing from other lenders.

REA recently entered into an information systems project with an outside contrac-

tor. Numerous interviews and workshops were conducted with Agencv management,
stfiff, and users of Agency information. Several goals were identified. The first was
responsive program services. Also identified were improved information systems,
staff expertise, and stakeholder communications. The Agency's goals, strategies, and
problems were used to identify high priority applications that should be

imple-
mented. As a result of this effort, REA now has an implementation plan which iden-

tifies and prioritizes for development a number of automated information system
projects over a five-year period.
REA is continuing to process the repricing of Federal Financing Bank (FFB) bor-

rowers' high-interest loans. Many of the generation and transmission (G&T) borrow-
ers obtained FFB financing in the late '70s and early '80s when interest rates were
very high. The term of the notes allow G&T borrowers to prepay FFB after 12 years
by paying a premium of one year's interest at the note's interest rate. This signifi-

cantly reduces the interest rate to the borrower on the unpaid loan balance. Almost
$900 million of FFB loans have been repriced, resulting in millions of dollars in in-

terest savings for rural electric systems and their consumers.
In addition to the traditional electric and telephone programs, REA is administer-

ing a Rural Economic Development Program. The Agency has successfully imple-
mented this program because our borrower network is intricately connected to rural
America. These borrowers clearly see the day-to-day needs in the communities
around them. They know what the community is lacking because they live and work
within the communities and among their institutions. Because we maintain close
contact with our borrowers through our field staff, REA is aware of the needs in

rural communities as well.

I would also like to mention the Distance Learning and Medical Link Grant Pro-

gram. It was created to help rural communities take advantage of educational and
health services through advanced telecommunications and technology. For example,
this program will £illow a small rural hospital to communicate with large uroan
medical centers, providing rural communities access to the latest diagnostics. These
are the types of services that are needed and will enable rural residents access to

health care services whUe maintaining reasonable costs. "The final rule for this new
program was published in late February. Educational and health services facilities

in rural areas will now be able to apply for $10 million in grant funds that are
available this fiscal year.
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I would like to summarize for you the current status of the fiscal year 1993 loan
and grant funds. In the electric program, direct loan authority for fiscal year 1993
is $625,035,000. We will obligate all the loan funds available for this program. In
the direct FFB program, there is $813,450,000 available. No new direct FFB loans
have been made so far this fiscal year. It is anticipated that demand for new FFB
direct loans this fiscal year will be approximately $200 million. With the remaining
authority, we will continue with FFB repricings and expect to use the full $813 mil-

lion that is available.

The telephone program makes loan funds available through the Rural Telephone
Bank (RTB), the REA direct loan program, and the Federal Financing Bank (FFB).
All of the available RTB Funds for fiscal year 1993 will be utilized. There is

$239,250,000 available in direct loan funds this fiscal year. One new FFB loan has
been made to date; however, we £ire advising our borrowers of the availability of the

$119,625,000 and expect to make additional loans from this authorization dvuing
1993. One FFB telephone loan has been repriced.
The Rural Economic Development Loan and Grant Program has $12,389,000

available in loan funds and $14,098,000 in grant funds. The newly established Dis-

tance Learning and Medical Link Grant Program, which I mentioned earlier, has

$5,000,000 available for this fiscal year and $5,000,000 available fi"om fiscal year
1992 funds.
REA'S most important resource is its employees and we must continue to use

their talents wisely. Without the knowledge, skills and dedication of the REA staff

and the borrowers, we would not have achieved the notable success associated with
tills program.
The 413 headquarters personnel, located in Washington, D.C., consult with bor-

rowers on a regular basis, monitor financial conditions, process electric, telephone,
and rural development loans and grants, and draft regulations that establish loan
and grant procedxires for borrowers. Our 110 field personnel work with the borrow-
ers and the community and are our direct link to rural America. These highly mo-
bile field representatives work out of their homes, driving to the borrower's location

to provide service.

Many of the projects we have underway are making great progress. The Adminis-
tration s budget proposal continues the REA programs and proposes some changes
such as increasing the interest rate of direct programs from 5 percent to Treasury's
cost of money. However, the budget maintains the availability of capital which is

important to REA borrowers.

FISCAL YEAR 1994 BUDGET PROPOSAL

ELECTRIC PROGRAM

For the direct electric loan program, the budget proposes a total of $625 million.

This includes $25 million for mrect loans at 5 percent interest rate and $600 million

at Treasury interest rate. The 5 percent program will be established for borrowers
who are financially unable to pay the Treasury interest rate. A subsidy appropria-
tion of $4.6 million is estimated, $4.1 million for the 5 percent program and
$540,000 for the Treasury rate loan program.
REA is also proposing a total oi $813 million for FFB financed direct electric

loans. This includes $513 million for repriced loans and $300 million for new loans.

No subsidy appropriation is requested for FEB financed electric loan program. Be-

ginning in fiscal year 1994, new Federal Financing Bank direct electric loans will

be charged a loan origination fee equal to the amount of the subsidy. This fee, 1.03

{>ercent

in fiscal year 1994, will eliminate the subsidy cost of the loans. Repriced
oans do not require a subsidy.
The total loan authority for the electric loan program would be $1.4 bilUon, which

is the same loan level appropriated in fiscal year 1993. The total subsidv appropria-
tion required for fiscal vear 1994 would be $4.6 million, which is a substantial re-

duction of $148 million from fiscal year 1993.

TELEPHONE PROGRAM

For the telephone program, the budget includes $239 million in direct telephone
loans at Treasury interest rate. A subsidy appropriation of $48,000 is requested for

these loans.

REA is also proposing $120 million for FFB financed telephone loans and $177
million for Rural Telephone Bank loans. No subsidy appropriation is needed for the
FFB financed loan program; however, a subsidy appropriation of $35,409 is required
for the RTB loan program.
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The President's 1994 investment package includes $50 million for the REA tele-

phone program. There is $25 million in direct telephone loans at 5 percent interest

and $25 million in Rxiral Telephone Bank loans at the Treasury interest rate. The
additional funding will provide loans for distance learning and medical link pur-
poses and modern telecommunication equipment. The subsidy appropriation re-

quired for the total investment package of $50 million would be $3.2 million.

The total loan authority for the telephone loan program would be $586 million,
an increase of $50 million, over the level authorized in fiscal year 1993. The total

subsidy appropriation required for fiscal year 1994 is $3.3 million which includes
the subsidy on the $50 million rural telephone loans in the investment package.

RURAL ECONOMIC DEVELOPMENT

The budget request for rural economic development loans is $13 million, which

requires a subsidy appropriation of $3.4 million. This is the same subsidy amount
appropriated in fiscal year 1993.
No direct appropriation is requested for rural economic development grants. These

grants will be funded fi-om the interest differential on cushion of credit payments
made by REA boiTowers. Estimated earnings in fiscal year 1994 is $5.4 million.

DISTANCE LEARNING AND MEDICAL LINK GRANTS

The budget proposals includes $5. 1 million for distance learning and medical link

grants. This reflects a small increase over the fiscal year 1993 enacted level, but
resources for these purposes will be augmented by loans under the investment pro-

posal.

SALARIES AND EXPENSES

A total of $38,716,000 for salaries and expenses, is requested, $29,811,000 to be

appropriated to the Rural Electric and Telephone Loans Program Account and
$8,905,000 to be appropriated to the RTB Program Account. This is an increase of

$678,000 over the 1993 appropriated amount for Salaries and Expenses and will be
used for the annualization of the 1993 pay act. REA's staff'-year allowance for fiscal

year 1994 is 520.

SUMMARY

The budget reduces the cost of the REA programs while maintaining service to

nu'al America. Our management skills will be c^led upon to make the t^st possible
use of the available funds. I am confident that REA will respond to the challenge.

Life in rural America has changed quite a bit over the last 50 years. It has cer-

tainly become more complicated. We cannot afford to do business as usual. We must
prioritize our needs and refocus our efforts. I look forward to working with the Com-
mittee to implement the President's proposals.
This concludes my statement. I will be glad to answer any questions you or the

Committee may have.

Biographical Sketches

BOB J. NASH

Bob J. Nash, a native of Arkansas, was bom in Texarkana, Arkansas, and has
served the State of Arkansas in a number of capacities the most recent of which
was as the President of the Arkansas Development Finance Authority from 1989 to

1992. In this position Mr. Nash served as tne primary policy advisor to the Gov-
ernor in the areas of economic development, development finance, small business de-

velopment, and housing policy.
Mr. Nash also served as the Governor's representa-

tive on the Lower
Mississippi

Delta Development Commission, National Governor's
Association, Economic Development and Technological Innovation Committee, and
the Anthony Commission on lAiblic Finance.

Prior to that Mr. Nash served in tJie Office of the Governor of Arkansas as the
Senior Executive Assistant for Economic Development, a position he held fi-om 1983
to 1989. In this position, Mr. Nash sdso served as the Governor's liaison to a number
of organizations involved in community and economic development including: the
Southern Development Bancorporation, the Arkansas Homebuilders Association, the
ad hoc Agricultural Council, and private non-profit economic development organiza-
tions.
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From 1975 to 1983 Mr. Nash was the Vice-President of the Winthrop Rockefeller

Foundation in Little Rock. In this position Mr. Nash was responsible tor the Foun-
dation's work in rural economic development. Prior to joining the Foundation, Mr.
Nash was Director of Community and Regional Affairs for the Arkansas Department
of Planning.
From 1970 to 1975 Mr. Nash served as an Assistant to the Deputy Mayor of

Washington, D.C., Assistant to the City Manager of Fairfax, Vireima, and as the

Administrative Officer of the National Training and Development Service.

Mr. Nash earned a B.A. in Sociology from the University of Arkansas and an M.A.
in Urban Studies from Howard University.

SHARRON S. LONGINO

Sharron S. Longino was appointed Associate Administrator of the Farmers Home
Administration by Secretary of Agriculture Mike Espy on February 22, 1993. She
also is currently serving as Acting Administrator of the Agency.
Ms. Longino, a native of Hazlehurst, Miss., has more than 16 years experience

with FmHA programs from several vantage points.
When she worked as a paredegal in central Mississippi between 1976 and 1987

and with a private attorney who handled civil rights cases, some of her clients were
FmHA borrowers.

In 1987, after Mr. Espy was elected to Congress, Ms. Longino joined his district

office staff in Yazoo City, Miss., where she handled cases from constituents with
FmHA concerns. She later became chief caseworker for Mr. Espy and served in that

capacity until her appointment as Associate Administrator.
She and her husband Jeff have three daughters.

LOUIS GLENN BENNETT

Glenn Bennett began his career with Farmers Home Administration in 1964,

serving in Kentucky as an Assistant County Supervisor and later as a County Su-

pervisor. In 1972, he transferred to the National Office as Loan Officer in the Water
and Waste Disposal Loan Division. He was named Director of the division in 1976,
and served until 1985, when he became Director of the Farm Real Estate and Pro-

duction Division. In July 1986 he was named Assistant Administrator for Commu-
nity and Business Programs, and in May 1992 was assigned as Assistant Adminis-
trator of Financial Programs for the Rural Development Administration. In March
1993 he was named the Acting Administrator for the Ruriil Development Adminis-
tration.

A native of Kentucky, Mr. Bennett is a graduate of the University of Kentucky
with a degree in agriculture.

KATHLEEN CONNELLY

Kathleen Connelly is the Assistant Manager for Administration with the Depart-
ment of Agriculture (USDA), Federal Crop Insurance Corporation (FCIC). Ms.

Connelly joined FCIC in 1991. In this capacity^ Ms. Connelly has the responsibility
for overseeing several FCIC Divisions: The Office of Personnel, Office of the Comp-
troller, Management Support Division, and Information Resovu-ces Management Di-

vision. These Divisions provide all the administrative support for FCIC at Head-

quarters and in the field, including the financial audits oi^the reinsured companies
and disbursement of administrative pasonents to the sales and service contractors,
loss adjuster contractors, and reinsured companies.

Before coming to FCIC, she served as the Deputy Director of Personnel for USDA
and has served 4 years in the Department.
Ms. Connelly served as the Director of Compensation for the Department of Navy

prior to her work at USDA, and was responsible for all policy pertaining to direct

and indirect compensation for civilian employees.
Her assignment at the Department of Navy was preceded by several positions.

She served in the Office of Personnel Management (0PM) as Chief of the Research
and Demonstration Staff for several years.

Previous to this assignment, Ms. Connelly managed the evaluation of the Navy
Demonstration

Project,
and a collection of task forces to develop and draft statute

and pursuant regulations. As the agency officer for all the economics and Govern-
ment agencies, she developed policies and procedures for each of the 90 agencies to

implement various systems in compensation and related subjects.



713

JAMES B. HUFF, SR.

James B. Huff. Sr., was appointed Administrator, Rural Electrification Adminis-
tration (REA), on June 30, 1992.
As Administrator, Mr. Huff manages an agency which has approved about $63 bil-

lion in loans to 2,116 rural electric and telephone utilities located in 47 States,
Guam, the Federated States of Micronesia, the Marshall Islands, the Northern Mar-
iana Islands, the Virgin Islands and Puerto Rico.

Mr. Huff also serves as governor of the Rural Telephone Bank. In addition, Mr.
Huff oversees a rural development program, started in 1989, which makes loans and
grants to promote economic development and creation ofjobs in rural areas.
Mr. Hun previously served as state director for the Farmers Home Administration

in his native Mississippi. Prior to becoming a federal official, Mr. Huff had a 32-

year career with Masonite Corporation, a wood products manufacturer based in

Laurel, Mississippi.
Mr. Huff manages a 600-acre tree and cattle farm in Taylorsville, Mississippi, and

holds a bachelors degree in agriculture from Mississippi State University. He and
his wife, Mariljoi, have two children, Jim, Jr., and a married daughter, Melanie
Hubbard, and three grandchildren.

EXPANSION OF PARTICIPATION IN PROGRAM

Senator Bumpers. One of the first questions I want to ask you
deals with crop insurance. One of the perennial complaints is lack
of participation, and farmers say that the program is either too ex-

pensive or that it does not provide adequate coverage. Are you
doing anything to expand participation on the crop insurance pro-
gram?
Mr. Nash. Mr. Chairman, I would be the first one to say, as I

understand the crop insurance program, not many people are satis-

fied with it. We have to fix it. I have been working with Ms.
Connelly, who is the Acting Manager of the Federal Crop Insurance

Corporation, to try to figure out things we can do. It is on the top
of my agenda, and very frankly it is one of the programs that I

have the least amount of experience with. Therefore, it is the one
that I am spending the most amount of time on. There has to be
a fix.

The area yield approach is one that we think has some potential
given the fiscal constraints that we all know about. We have to do
something about the administrative expenses I think, on the part
of the deliverers, to make sure that we are getting what we are

paying for. I think we simply do not know at this point.
If you don't mind, I would like for Ms. Connelly to talk more spe-

cifically about some of the things that she is proposing to us to do.

PHASE-IN OF AREA YIELD PROGRAM

Senator Bumpers. Thank you, Mr. Secretary.
Ms. Connelly, let me ask you something. Are you proposing to in-

stitute area yield criteria on the crop insurance program?
Ms. Connelly. I'm sorry?
Senator Bumpers. Is your organization planning to institute an

area yield program, and if so, is that not likely to further reduce
participation?
Ms. Connelly. We are proposing to phase in an area yield pro-

gram for the first year in 700 to 800 counties across the Nation.
Senator Bumpers. Tell us, if you will, how will that work?
Ms. Connelly. We have to operate right now according to the

statute under which we are covered, and that statute requires that
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we offer an individual insurance plan as well as a pilot GRP pro-
gram. We currently have this area yield or group risk program
available in 96 counties in the Nation for the soybean crop only.
What we would propose to do to meet the intent of the President's

proposal is to expand that pilot crop program to between 700 and
800 county crop programs across the Nation and at the same time
offer them an alternative that is an individual coverage. In that

way, we can further test that pilot and make sure it does behave
or perform the way we intend for it to perform and at the same
time cover the other producers who would be better suited to an
individual offer.

LOSS PAYMENTS UNDER AREA YIELD PROGRAM

Senator Bumpers. I am still not sure of the answer to my ques-
tion. My question is on this so-called area yield, I just wanted to

know in layman's language, are you saying that in order for your
crop insurance to kick in that if you have an individual loss tor a
natural disaster, you still would not be eligible unless a certain
area also suffered that same kind of loss?

Ms. Connelly. It is all based on a county yield. That is exactly
right.
Senator Bumpers. You want to do it on a county basis?
Ms. Connelly. It is on a county basis. If a county experiences

a loss, you as a farmer or as a producer can select a coverage. If

the county yield goes below that coverage, you are eligible for pay-
ment.
Senator Bumpers. How big a loss would the county have to suf-

fer?

Ms. Connelly. It would depend on the trigger that is selected.
If the county yield is 30 bushels, as an example, per acre, and you
have selected a trigger yield of 27 bushels, if the county performs
in such a way that it goes below that 27 bushels, then you would
receive a payment.
Senator Bumpers. You would get your deficiency?
Ms. Connelly. That is right. However, if the county yield were

to be 30 bushels and your individual farm would go below to 25 or

24, then you would not receive a payment.
Senator Bumpers. How does that differ from the way the system

works now?
Ms. Connelly. Now your payments are totally dependent upon

your actual production history or your transition yields and your
individual performance according to that yield. So, if your farm is

not producing according to what your history would have proven
and according to the coverage that you have selected, then you
would receive payment.
Senator Bumpers. The answer to my next question probably de-

pends on what I bought, the kind of coverage I got. Say I tradition-

ally make 40 bushels of soybeans per acre, but the county yield is

30 bushels per acre. If the county yield is 27 bushels, do I get 13
bushels or 3 bushels? Let me restate it.

Ms. Connelly. What you are saying, I believe, is if your 5deld
is ordinarily above the county yield
Senator Bumpers. Above the county level.

Ms. Connelly. Would you receive a pa5rment.
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Senator Bumpers. Yes.
Ms. Connelly. It would depend on the coverage that you se-

lected. Obviously, this program is better suited to those farmers
who are right on the mean, but you can receive a payment.
Senator Bumpers. I assume that in buying this insurance, if I

knew the county yield was 30 bushels and I have been customarily
making 40 bushels, if I insured myself for 40 bushels, could I do

that, first of all?

Ms. Connelly. You could do that. This pilot is more targeted to-

ward the farmer who is producing pretty much on the mean of the

county. It was intended for that niche market that would be pretty
much the county mean. There is debate upon how effective it would
be for the producer who would exceed that mean.
Senator Bumpers. Let me restate this. I am not knowledgeable

on farm—I have an aide vrho knows more about this than anybody
I know, but I have never really understood crop insurance very
well. Let me ask you this question.

Let's assume that you have a county now that has a 30-percent
average yield on soybeans. Let's assume that the county yield this

year is 27 bushels or a net loss of 3. Now, if I had insured myself
for 40 bushels, could I do that?
Ms. Connelly. Yes.
Senator Bumpers. Ten bushels in excess of the county yield?
Ms. Connelly. Yes.
Senator Bumpers. Then let's assume further that I have a 30-

bushel yield. Now, what do I get paid? Do I get paid the difference
between 40, which is what I insured myself for, and 30, or do I get
paid the difference between 40, which is my normal yield, and the
3-bushel shortage on the areawide yield, the countywide yield?
Which one do I get paid on?
Ms. Connelly. You would get paid on the 30.

Senator Bumpers. So, I would get paid for 10 bushels that I lost.

Ms. Connelly. Yes.
Senator Bumpers. I am not going to pursue this because we

could be here all afternoon, and I probably still would not be
Ms. Connelly. Well, it is a very complex issue and it is still a

pilot. Questions that need to be addressed are how well will it per-
form, how much participation will we have it in who does it work
the best for, and how can we improve it.

crop insurance program in HAWAII

Senator Bumpers. Why is Hawaii not included in the crop insur-
ance program?
Ms. Connelly. Why is Hawaii not included?
Senator Bumpers. Farmers came to town recently from Hawaii,

and we were talking about Hurricane Iniki, and we said how did

crop insurance work there. They said we do not have it. We are not

eligible.
Ms. Connelly. I believe we have sugarcane covered in Hawaii.

I would have to double check that and I will submit it for the
record happily, but I believe we do. I believe that is the only crop.
Senator Bumpers. Staff tells me that macadamia nuts and sug-

arcane probably are covered. They were talking about guava I
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guess and other maybe more fruit crops and so on. We will submit
this to you for the record and you can report back to us on that.

Ms. Connelly. OK.
Senator Bumpers. Do you use ASCS personnel in trying to pro-

mote and sell crop insurance or not?
Ms. Connelly. We have attempted to do that. As a result of the

1990 farm bill and the encouragement to use ASCS personnel, we
have gone through an extensive training period. We have trained

people in each State office to offer crop insurance. We have pro-
vided as much assistance as we believed possible. However, last

year to my knowledge, only two policies were sold by ASCS person-
nel.

COMMENTS ON A PROPOSAL FOR REA

Senator Bumpers. Mr. Huff, let me turn to you. Do you know
what the House Agriculture Committee did to you? [Laughter.]
Mr. Huff. I am still trying to figure it out, but vaguely.
Senator Bumpers. Based on what you know, how happy or how

sad are you?
Mr. Huff. Mr. Chairman, the best way I can answer you is that

we are in the process of analyzing it. The Secretary has a commit-
tee working on reorganization, and I would really prefer to hold up
on any comments until we are further along with the study.

Senator Bumpers. They authorized $125 million for 5 percent
hardship loans, and if you recall, our budget resolution only had
$25 million. So, you benefited from that, didn't you?
Mr. Huff. Yes; that is right.
Senator Bumpers. They authorized $600 million for a new loan

program, and this is something that Bob Bergland, I thought in my
office, had said that you were seeking and that was the ability to

borrow money at municipal rates. The House gave you $600 million
to borrow at municipal rates and capped it at 7 percent. So, if mu-
nicipal rates went aoove that, you would still be able to borrow at
7 percent. That is not a bad deal, is it?

Mr. Huff. Well, no, sir.

Senator Bumpers. Bad is a relative term I understand.
Mr. Huff. Like I said, we have not really analyzed the proposal

thoroughly, Mr. Chairman, so I would like to reserve comment.
Senator Bumpers. You just ain't going to talk about it. [Laugh-

ter.]

Mr. Secretary.
Mr. Nash. Thank you. Mr. Chairman, the budget, as submitted

by the President, is the one that we are going with until there has
been some agreement between the administration, 0MB, and the

Department. That proposal lists a number of issues. It is different

again than the one that was in the budget. What we want to do
is to make sure that we are all singing out of the same hymnbook
before we say what we like or do not like about the proposal. I real-

ize there are a lot of people involved in it, and we want to wait and
see and also participate.
Senator Bumpers. I understand that. When I was Governor, I

used to find my own employees up in the legislature lobbjdng
against my bills, and I took a very dim view of that. [Laughter.]
Mr. Nash. I clearly understand that, Mr. Chairman.
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Senator BUMPERS. You have worked around the Governor's office

long enough to understand that, haven't you?
Mr. Nash. Yes, sir; I have.

Senator Bumpers. Ms. Connelly, one other thing. If we change
the crop insurance program in reconciliation, which I think is a

possibility, would that give you time? Let's assume that we get rec-

onciliation out of here by the end of July. Would that give you time

to implement any major change, particularly in the production his-

tory, for the 1994 crop year?
Ms. Co>fNELLY. We anticipate that in 2 to 3 months we will have

to provide some stability to the farmer and to the insurance indus-

try. If you came up with a different set of numbers in July or Au-

gust than what we have, we are prepared for that in that what we
are trying to do is offer a product and a vehicle for selling that

product that is flexible enough to be able to accommodate different

numbers. The numbers that we have right now are a bit difficult

to reach. The products that we have agreed so far to offer—and

working with industry, we think we can do it—will allow that flexi-

bility to reach new numbers.
Senator Bumpers. Ms. Connelly, one of these days, if I ever get

the time, I would like to have a hearing just on crop insurance.

Ms. Connelly. I would totally enjoy that, sir.

Mr. Nash. That would be great.
Senator Bumpers. It is an area that just never seems to ^york

out. We have been into the crop insurance business for a long time,
and nobody ever seems to be happy with it. Maybe that is just the

nature of the beast. Maybe it is always going to be that way. But
before I do that, I will try to get boned up on exactly what has hap-

pened during the history of crop insurance and see if I can add

anjrthing to it.

demand for three-bedroom units

Mr. Secretary, I guess I ought to address this question to you.
You are familiar with section 515 housing?

Mr. Nash. Yes, sir.

Senator Bumpers. I understand that the vast majority of houses
built under section 515 are two-bedroom. Is that because of budget
constraints or because that is the demand? Aren't three-bedroom
homes much more saleable for resale purposes? Don't you have a

bigger demand than that for three-bedroom homes?
Mr. Nash. Mr. Chairman, the 515 program is the multifamily

housing program. Are you referring to the multifamily program or

the single-family program?
Senator Bumpers. This is a Department program. Do you want

to defer to Ms. Longino?
Mr. Nash. Yes; let me do that. I am not familiar with the de-

mand for two as opposed to three bedrooms, but I know in rural

areas, you do have significant numbers of large families, although
not as many as we have had historically. I remember when I was

growing up, we had to have a lot of kids to work on the farm. But
I am not sure we still have that many, but let me let Mrs. Longino
respond to that question, if I could.

Senator Bumpers. Go ahead, Ms. Longino.
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Ms. Longing. Based upon the feasibility studies that have been
submitted along with the preapplications, there has been a signifi-

cant demand for two-bedroom units.

Senator Bumpers. So, you are building what your applications
are for? Is that what you are telling me?
Ms. Lgnging. Yes, sir.

Senator Bumpers. How many units did you build last year?
Ms. Lgnging. The total number of 515 units?

Senator Bumpers. Yes.

Ms. Lgnging. 14,787.
Senator BUMPERS. How does that relate to the demand?
Ms. Lgnging. To the demand?
Senator Bumpers. Yes; do you have a bigger demand than that?

Ms. Lgnging. Yes, sir; we had a bigger demand. We had applica-
tions that could not be funded because of our funding constraints.

SCGRING GF HGUSING APPRGPRIATIGN REQUEST

Senator Bumpers. The Secretary has testified that for rural

housing programs, the administration is requesting a budget of

$2.7 billion for housing loans and $413 million for grants and other

payments. Now, that budget of $2.7 billion, you are not actually

asking for $2.7 billion, are you or aren't you?
For example, in the Small Business Administration, 0MB re-

quires us to score $2.5 billion loans at about between 4.5 and 5 per-
cent. For example, we only have to appropriate $140 million in

order to make 2.5 billion dollars' worth of loans. Now, does this

program work the same way?
Ms. Lgnging. The fiscal year 1994 budget is based on credit re-

form requirements. Budget authority and outlays reflect the esti-

mated cost to the Gk)vernment of loan programs over the life of the

loans. These subsidy costs include interest subsidy, and the costs

of estimated delinquency and default. Appropriations for loan sub-

sidy costs can have a dramatic leveraging effect on loan program
levels. For example, at a loan cost of $751 million, our fiscal year
1994 requested program level for housing loans is over $3.3 billion.

Senator Bumpers. Well, staff tells me and I am looking at a page
here of documentation where you are asking for $750-plus million

which would give you $3,330,000,000 in loans. Is that correct?

Ms. Lgnging. Yes, sir.

Senator Bumpers. So, it works the same way only yours is just
scored a lot higher than SBA's is.

Ms. Lgnging. Yes, sir.

census data and water and sewer grants

Senator Bumpers. Mr. Secretary, one final question and we
touched on this once before in a hearing here about the water and
sewer programs. As you know, this new census is causing Senator
Cochran and me a lot of heartburn because we have an awful lot

of water and sewer grants that are ready to go, but just to give you
some information, if we use the 1990 census, we get killed. Under
the 1980 census, we have 72 of our 75 counties that are eligible for

full grant assistance, but if we use the 1990 figures, that is reduced
to 13. So, we go from 72 eligible counties to 13 eligible counties.

I
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As a matter of fact, the 1990 figures make 20 counties ineligible
for any level of grant assistance.

RDA, for example, has under consideration 84 applications for

assistance, and using the 1990 information, 24 of those are no

longer eligible.
I would like very much to be able to go through a transition pe-

riod without that much trauma because I can tell you we have
some projects that people have been waiting for for years that just

go right out the window.
I might also say the President's stimulus program got killed. The

two gentlemen on my left don't know about this yet, but it did.

[Laughter.]
When it comes to stimulus, we have all these water and sewer

programs ready to go. If we change this method, everybody is going
to have to go back to square one. I can tell you that these water
and sewer grant applications are big job producers. There is where

you do the Lord's work in two ways. You provide water and sewer

grants and you put people to work. Would you comment on that?

Mr. Nash. Yes, sir; by regulation we are required to use the most
recent census, which is the 1990 census. However, I know that
there are a number of projects that were in the pipeline before the
census figures came out for 1990. I know the applications were pre-

pared based upon the 1980 census.
I would like to look at some ways we can do something about

those projects that are ready to go without breaking any rule that

has been established, and there are some options that are adminis-
trative or regulatory. One example might be adjusting the median
income, which now is 100 percent of median income. Anything
above that, you don't qualify. That is one option.
As it relates to the stimulus package, we were hoping that be-

cause that stimulus package was related to job creation, that we
might be able to find a way to make an exception there. But for

the projects that are ready to go that support job creation, we
ought to try to find some way to try to make them happen. I am
very sensitive to that issue and will be talking with your staff and
others who have an interest about it.

Senator Bumpers. That is a good answer, Mr. Secretary, Thank
you very much.

Senator Cochran.
Senator CoCHRAN. Mr. Chairman, I am going to

yield
to my

friend from the State of Washington because I know he has been
here a long time waiting. I will follow him.

POOLING OF SECTION 502 GUARANTEED LOANS

Senator GtORTON. Thank you and I thank you, Mr. Chairman.
I have a question on the 502 program, and I do not know wheth-

er that would be Ms. Longino or Secretary Nash, whichever one of

you wishes to deal with it.

As you all know, on April 21 the Farmers Home Administration
502 single-family housing guaranteed loan program ran out of

money.
Mr. Nash. Yes, sir.

Senator Gorton. In early April when the funds were low, FmHA
repooled the remaining funds nationwide and redistributed them.
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At that time my State, Washington, which was originally allocated

$5.5 million for this fiscal year, had only spent just barely over 50

percent of its allocation. The other 50 percent was revoked and re-

distributed to other States that had gone over their initial alloca-

tion. This repooling left nearly 60 families in Washington State, de-

pending on loans from FmHA, literally homeless. It also is forcing
some local developers into bankruptcy because they developed
housing specifically for that use based on full funding to the State.

Now, as I understand it, many of the States that went over their

allocation did so because the national office of FmHA told them
that they were going to get $234 million from the so-called stimu-
lus package which was defeated. It seems to me that this is sort

of like, Secretary Nash, your having two college age children on an
allowance. One of them spends his whole allowance in the first se-

mester of the year, and so you take the money from the other
child's allowance and give it to the one who has been spendthrift.
Why did you tell them to go ahead and engage in this activity,

and what in the world can you do to save people who were
respon-

sible, who did not overspend their allocation, and who now are hav-

ing people homeless and builders bankrupt as a result of its being
taken away?
Mr. Nash. Senator, as I understand the concept of the term

called pooling, in the past as funds were allocated to each State,
in some cases you would get toward the end of the year and find

States that had not spent their allocation when there were still

needs somewhere in the United States of America. That money
would be lost. So, the concept of pooling, I think, was to try to

make sure that money got out to where the need was.
Senator Gorton. I don't think anyone would have an objection

to that at the end of the year when the State on the lower end of
the scale obviously was not going to spend the money, but that was
not true in April.
Mr. Nash. One of the things that happened is that we started

earlier in making money available, which is one of the reasons the

money ran out sooner.
One of the things that I think we have to do is to make sure that

we work with those States that are getting close to having their

money pulled back in and pooled, we need to get with them earlier
and do more to encourage them to get the money out. I think the

pooling concept is good, but maybe we ought to make sure that
those States that look like they have one-half of their money left—
again, we have some responsibility there. That is one thing.
The second thing is for those families who are truly in a hard-

ship mode, there is somewhat less than $1 million now for hard-

ship cases not for just the average borrower, but hardship cases.

So, there is still something available for that.

If we told people to continue to make applications when we knew
money was not available, I will make sure that that does not hap-
pen. I am not sure that we did. Those are some of the things that
I think we can do to avoid this situation in the future.

FISCAL YEAR 1993 ALLOCATION OF 502 GUARANTEED

Senator Gorton. Well, is there anything specifically you can do
for the balance of this fiscal year to take care of the situation you
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have created in Washington State and I assume in a number of

other States as well?

Mr. Nash. Is there anything we can do the rest of this year?
Senator GtoRTON. Yes.
Mr. Nash. Outside of the hardship cases, the only thing that we

can do is to hope for money that is in the supplemental package
for the 502 program for this year.

Senator, may Ms. Longino make a statement please?
Senator Gorton. Sure, I would love to hear from her.

Ms. Longino. I would like to explain how we went about notify-

ing our State office and our lenders.

First, the total allocation was released in the first quarter. In De-

cember, we notified all of our States that due to the release of the

early allocations they were receiving, that there would be a pooling
in April, around April 1. We pooled around April 6. So we notified

them in Decem.ber this pooling would be coming in April. We noti-

fied them in February that the money was rapidly being utilized,
and they were to notify their lenders as well. We notified them
again in April when we pooled the money. We notified them on

April 21 as we neared the end of the utilization of the money. So,
Mr. Senator, we did inform them in early December that there
would be a pooling in April.

Senator Gorton. So, the lesson to any of your State offices is

spend the money fast and furiously as early as it comes out be-

cause if you plan for a whole year, you are going to lose it.

Mr. Nash. Well, we want them to be diligent, but we also want
them to make sure they make good loans. We do not want them
to just push loans out the door just to push them out, no, sir. Abso-

lutely not.

SALE OF FARM INVENTORY PROPERTY

Senator Gorton. On another subject, but connected with this

one, I understand that under laws and regulations in being at the

present time, default property under the FmHA can only be sold

to farmers who qualify for FmHA, which means that financially
sound farmers do not have an opportunity to bid for and acquire
the land, that the result is that land is often held for many years
by the administration which could be in use, could be on the tax

rolls, and the like.

Is there any way to speed up the sale of property currently on
the books, and are you looking into any changes either to be rec-

ommended to us or to be implemented administratively that would
allow financially sound farmers to have access to some of the prop-
erties that are held by FmHA?
Ms. Longino. Mr. Senator, first of all, the inventory property can

be leased or sold. If we cannot find a sale for it, we can then lease
it. The Beginning Farmers Act also requires us to work with the

beginning farmer. So, we have priority steps that we would go
through to try and sell inventory property looking first at the be-

ginning farmer, the socially disadvantaged farmer, and then we
open it up to any of the borrowers.
Senator Gorton. But they still have to be FmHA qualified to

bid. Someone above that level can never bid?
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Ms. Longing. Can bid on the inventory property? After 12

months, anyone can apply but we have the priority procedure we
go through first. We give priority in the sale of suitable farmland
first to beginning farmers or ranchers who are in need of FmHA
credit assistance and are socially disadvantaged applicants. Second

priority is for beginning farmers or ranchers who are in need of

FmHA credit assistance. Third priority is for operators of not larger
than family-size farms who are in need of FmHA credit assistance

and are socially disadvantaged applicants. Fourth priority is for op-
erators of not larger than family-size farms, who are in need of

FmHA credit assistance. Finally, priority is given to operators of

not larger than family-size farms who are not in need of FmHA
credit assistance, based on eligible rates and terms. Then after 12

months, it is open.

FFB PREPAYMENT

Senator Ggrtgn. One question for you, Mr. Huff. I am, of course,
familiar in general terms with the reform package that you are la-

boring under, but I have one very specific question with respect to

some generating co-ops in my State. Many of them have higher
cost-to-debt payments and cannot refinance their loans through the

FFB without paying tremendous interest penalties, but other FFB
borrowers, like student loans, less developed countries even over-

seas, either get the prepayment penalty waived or sometimes the

debt forgiven altogether. We are not looking for that, but why
should co-ops

—and I have two of them in this position
—be treated

differently from other borrowers? Is there a way or should they be

given a statutory right to prepay without penalty if they can get
a better deal elsewhere?
Mr. Huff. The Secretary and I have discussed this. Do you want

to answer that?
Mr. Nash. I see my job and the office that I supervise to be advo-

cates for rural areas. I know the interest rates being paid by the

co-ops are much higher than current rates. I think that we ought
to look at ways to help reduce the amount of money going out of

rural areas in the form of interest payments. We are currently

looking at ways to do that. I realize we have to look at it in the

context of the total Federal Government financial picture, but I

think that, again, our job is to be an advocate for rural areas. We
ought to look at ways to do that. Senator.
Senator GtGRTGN. I am encouraged by that answer. It is a

thoughtful answer and I hope you will do so. They feel really penal-
ized and put to the wall by this present system when other people
do not have to suffer the same disabilities.

Thank you. I have a couple of other questions, Mr. Chairman,
which I will submit in writing.

Senator Cgchran. Mr. Chairman, thank you very much.
Mr. Bennett, I was going to ask you a couple of questions about

the Rural Development Administration. I did not want you to feel

left out here. [Laughter.]
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BACKLOG FOR WATER AND WASTE LOANS AND GRANTS

We are interested in knowing how the backlog of rural water and
waste disposal loans and grants for this year will be handled and
whether or not there has been a growth in the backlog over the

past 5 years. Is this something that is being handled more expedi-

tiously now under the new organization, with the RDA in charge
of it rather than Farmers Home? Give us an update on what the
outlook is.

Mr. Bennett. Senator, in the water and waste disposal program,
we carry a fairly substantial number and dollar amount of both
loan and grant applications. Those are preapplications, ones just

coming into the system, as well as those ready to fund. So, all of

those are not ready to fund today.
But we do have a continuing demand for the water and sewer

program. We think we are utilizing the funds and handling rather
well the greatest demand, the more urgent applications. We do uti-

lize all the funds that we have each year, and we continue to have
a lot of applications on hand. Applications have been rather stable

over the last few years. There is not a large increase in the number
on hand.

ADMINISTRATION OF WATER AND WASTE LOANS AND GRANTS

Senator CoCHRAN. Has the reorganization served to make the

handling of loan applications more efficient or has it slowed down
the process?
Mr. Bennett. When you get into the States where the applica-

tions are actually processed, we have an organizational structure
that is very much as we have had in past years. We are operating
with the Farmers Home Administration through a memorandum of

understanding that provides for the State office and the District

Office staffs that have handled those applications in past years to

do that this year. So, in response to your question, there is not a

great change in the way we are operating our programs.

REGIONAL RDA OFFICES

Senator CoCHRAN. You have some district offices already estab-
lished. I know in Vicksburg, MS, we have a regional office that cov-

ers Mississippi and Arkansas and Louisiana. Are there any other

regional offices up and running like we have down in our area?
Mr. Bennett. This year we are operating with a national office.

We have seven regional offices such as the one you referred to in

Vicksburg. From that level, we operate in the States under the
memorandum of understanding with the Farmers Home Adminis-
tration.

Senator Cochran. So, you are not organized down to a level

lower than the regional offices. Is that what I understand?
Mr. Bennett. Yes, sir; that is correct.

USDA REORGANIZATION

Senator CoCHRAN. Ms. Longino, do you have any impressions or
reactions to the new organization and what do you think of it? Is
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it going to be changed before it gets further along, or what are the

plans?
Ms. LONGINO. Regarding the RDA structure?

Senator Cochran. Yes.
Ms. Longing. At the present time, that structure is being stud-

ied. I would like to submit for the record information on the USDA
structure as it is developed from the Secretary's level. Basically we
are working under the memorandum of understanding. The main
focus for Mr. Bennett at RDA and for me at Farmers Home and
for the Secretary is to maintain quality service at the local level as

much as possible and in as efficient a manner as possible even

though the reorganizational structure is being assessed.

Senator Cochran. I hope you will keep this committee closely
advised. I do not know whether the budget request provides funds
to undertake a reorganization or whether you have the authority
to reorganize without the express consent of the Congress, but we
do want to be kept closely advised about it.

Mr. Nash. Senator, may I respond?
Senator Cochran. Yes.
Mr. Nash. The Secretary does plan to keep the Congress closely

advised and I anticipate that the changes being contemplated will

require congressional approval. I think it is safe to say that the

Secretary's primary concern is that services are being delivered in

an efficient manner and, as he says, farmer friendly and rural resi-

dent friendly. That is the major criteria. So, we will be working
very closely with you on his reorganization effort.

Senator Cochran. We appreciate that.

Mr. Nash. Thank you, sir.

distance learning medical link program

Senator Cochran. Mr. Huff, welcome to the committee. I think
this is your first Appropriations Committee hearing where you
have been here to present a budget for the REA. We welcome you
and commend you for the outstanding work you are doing at REA.
Mr. Huff. Thank you.
Senator Cochran. One thing I would like to ask about is the

grant program that is administered by REA in connection with
communications activities. It is called the REA Distance Learning
and Medical Link Grants Program. The reason I am asking about
this is I understand there is a minimum of a $10,000 amount and
a maximum of $500,000 permitted to grantees under this program.
Down in our State, they are hoping to be able to develop a pro-

gram so that communication is permitted through the Mississippi

community college network involving the Extension Service and the
rural health corps program. That is a new program that is just

starting up. They are wondering whether or not they might be eli-

gible for successive grants if this maximum of $500,000 is not

enough to complete the program that they have in mind. Is that
a legislatively imposed maximum, or is that administratively im-

posed?
Mr. Huff. The maximum amount is in the regulations. It is ad-

ministratively imposed.
Senator Cochran. So, it's a regulation.
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I wonder maybe if it isn't in order to take another look at that.
I don't know whether you have had any questions raised by other
States, but at least in our State, they are beginning to ask about

vyhether that might not be an arbitrary amount, whether addi-
tional grant funds could be obtained in subsequent fiscal years. For
example, if they could get a $500,000 in 1 year, would they be ineli-

gible under the regulations to apply for additional funds later?
Mr. Huff. Let me give you a little background. Senator, on

where we are on this program. Our first application period for re-

ceipt of grants ended on April 30. We have 182 applications total-

ing $56.9 million. We have a total of only $10 million available and
$5 million of that came from the carryover of last year's funds. So,
we are dealing with a program that is very popular with very little

money. That is the best way I can answer you. So, that is the situ-
ation we are in. I am aware of the group from down your way be-
cause they have met with us.
Senator Cochran. Well, thank you very much.
I also understand that with the request for the interest rate in-

crease the President has proposed, there are some who are wonder-
ing whether or not this is going to create an unfair relationship be-
tween the level of subsidies that are made available to investor-
owned or stock company utilities and public utilities, in comparison
with the level of Grovemment support for rural electric co-ops.

I had not realized before this came up in a recent meeting in my
office that because of tax writeoffs and other provisions of the tax
code, that the Government does support to some level the other
utilities and there is a suggestion that because of the interest rate
increases the President is requesting, this will put rural electric co-

ops at a disadvantage in terms of level of Government support to
the other utilities.

What is your reaction to that? Have you had any conversations
with people on that subject? What is your impression of it?

Mr. Huff. It is of great concern out in the rural areas. As they
refer to it, the playing field is not level based on the numbers that
have been published by one of the trade associations. I cannot real-

ly speak to those numbers.
I will tell you this, that 0MB, Treasury, and REA are in the

process of doing a study to determine how much discrepancy—not
necessarily discrepancy—variation there is between the three dif-
ferent entities, the public utilities, the lOU's, and REA. But it is

a concern and I really can't discuss the differences.

PUBLIC ANNOUNCEME>rr OF 1994 PROGRAM CHANGES

Senator Cochran. In connection with the Federal crop insurance
program, I know that there are going to be some pressures building
to announce any schedule adjustments for the 1994 crop program
because the sales season is approaching for some crops, as early as
July in California, and people are going to want to know what
changes are intended in the program, if any, for the 1994 season.
Could you tell us when we might be able to expect some an-

nouncement of any changes that are contemplated or adjustments
which are scheduled in the program?
Ms. Connelly. We are working right now to make public what

we have been studying, what we have been trying to do to meet
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the President's budget, and at the same time provide a product for

the folks in California. We have some others that are coming up
close on behind raisins in California. We have tentatively decided
to go forward with the 1994 SRA with some amendment to allow

flexibility because of the numbers with which we have been pre-
sented. So, the vehicle for selling the crop insurance will be out
there and it will be public. The industry and the farmers will have
it.

Their product itself, that is the insurance product, we are pretty
close to being able to announce, but we think we will compose the

phase-in for fiscal year 1994 that will enable us to get toward the
area 3deld plan that is in the President's budget, but at the same
time allow some crop insurance for the farmers this year. I would

expect that would be able to be made public within the next several

weeks. It is a combination of an expanded pilot of a group risk pro-

gram, as well as a modified APH program.
Senator Cochran. Thank you very much. I know that those who

realize that the crop insurance program's funding levels siffect the
sales would like very much to Imow what the appropriations level

may be so that can be worked out. Any support that you can pro-
vide to give an early indication of a decision to move forward with
the program in the meantime would be appreciated I know.

RENTAL ASSISTANCE PROGRAMS

Ms. Longino, I have a number of questions about the rental as-

sistance program of the Farmers Home Administration that you
and Mr. Nash have already talked about a good deal. Particularly
in Mississippi we have been having a running communications ex-

ercise with the State Farmers Home Administration office there
about shortfalls in funding of the amount required to renew exist-

ing contracts, relieve tenant overburden, and service existing units.

There are no funds available for servicing needs, as I understand
it. The vacancy rate is going up. It sounds like a real mess.

It is not just in Mississippi that this is happening. I understand
now that here are other States with higher vacancy rates and long
waiting lists because of the shortfalls in the appropriation available
for rental assistance. I am told that there is a $68 million shortfall

just in the amount required to renew existing contracts. We prob-
ably are not going to solve it today, but I do want you to know of

my serious and continuing concerns about this. I am going to sub-
mit these questions and you can provide answers for the record,
unless you have a magic answer to it that you can tell us about

today.
Ms. Longino. I think it would be a lot easier to try to explain

it when we respond to your submitted questions.

EQUAL OPPORTUNITY AT FMHA

Senator Cochran. I figured that. I understand and I sympathize.
My final question is one that relates to an Associated Press story

that was done analyzing Farmers Home lending activities, saying
that there has been discrimination in the program, that black
farmers receive less assistance than white farmers under the pro-

gram. Secretary Espy indicated that he would use the full force of



727

his new office to fight to ensure equal opportunity for all Ameri-
cans in the Farmers Home Administration.

My question is, What is being done to carry out the Secretary's
commitment to ensure equal opportunity for all individuals seeking
Farmers Home assistance?
Ms. LoNGiNO. The Secretary has recently issued a very strong

EEO statement reiterating that every borrower will be treated fair-

ly and equally when applying for a loan with Farmers Home. Every
employee in Farmers Home has been sent a copy of that statement.

In addition, the petition we received from the community based
farm groups regarding the issues of how black farmers have been
treated by Farmers Home has now been forwarded to our EEOC
office and the Office of Advocacy and Enterprise. They will look
into all of those allegations and make recommendations back to the

Secretary and myself as to how we can correct those problems and
recommend things that we can do to eliminate those problems from

happening in the future.

Senator CocHRAN. Thank you, Mr. Chairman.
Senator Bumpers. Thank you.
Senator Harkin.
Senator Harkin. Thank you very much, Mr. Chairman.
Mr. Chairman, I had a statement. I just want to make it a part

of the record in the beginning. I will not bother going through it.

Senator BUMPERS. Without objection.
Senator Harkin. I just have a couple, three questions.

FUNDING FOR REA

First of all, Mr. Huff, regarding the REA, I am pleased that a

compromise is nearly completed that will resolve a number of is-

sues concerning funding for the REA. Even under the compromise,
the REC's will be making a significant sacrifice for deficit reduc-
tion. However, the compromise that is being worked out appears to

me and my staff to be a way to reduce the cost of the program, but
still to maintain the vital role of REA in rural communities.

I am especially pleased that the compromise would allow the
REC's to receive grants and loans for rural water and waste water
projects from the RDA. I included these provisions in the 1990
farm bill authorizing funding for the REC's to carry out water and
waste water projects. But so far we have not been able to fund that

program. At least now it appears the REC's will have access to

funding for these projects that are so important to rural economic

development.
We keep hearing the claim all the time that the REA has done

its business. There are electric wires to every farm and so we
might as well just go out of existence. But the reason behind in-

cluding this in the 1990 farm bill is because a number of us recog-
nize the long history that the REC's have in providing utilities.

They know how to build them. They know how to run them and
manage them. When. you talk about water and waste water, those
are utilities. So, why not utilize the resources that we have to get
that out there? So, I am pleased to see that that is in the com-

promise being worked out, and I am hopeful that we will be able
to fund that.
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REA APPLICATION PROCESS

One other thing, though, and the question I have for you is the
need for faster decisions on applications to REA from the co-ops.
I hear about this all the time that they make these applications,
it takes months, years to get this turnaround time. Have you devel-

oped any plans to improve the turnaround time on the applications
from the co-ops to REA?
Mr. Huff. Senator, we have plans and we are working on that.

We are aware of the problem, along with communications. We cre-

ated a task force within REA to deal with input from the trade as-

sociations and the co-ops and examine ways that we can streamline

loanmaking. This has been ongoing since October, and we are mak-
ing some definite improvements. We are working very closely with
a committee that was appointed by the NRECA and they meet
every 2 months. We are paying attention to that. There are a num-
ber of things we feel we can do. We have a tendency to review a
loan to death, and we are paying attention to that. I think you will

see some improvements in that in the near future.

Senator Harkin. I sure hope so. I appreciate that.

The Farmers Home Administration, Ms. Longino, good to see

you.

YOUNG AND BEGINNING FARMERS

Young and beginning farmers. In Iowa and nationally there is a

widespread concern about the few young people beginning farming.
So, I am concerned about the efforts of Farmers Home to help
young and beginning farmers. As you know, we have a provision
in the bill that provides for that.

Now, I don't have the exact figures for Iowa. I am trying to get
them. I wish I had them for you, but it is startlingly low how many
of these loans actually go to young and beginning farmers. I would
like to know what the figures are nationally if you could help me
out on that.

Ms. LONGINO. We do not have them with us today. Senator, but
we can submit them.

Senator Harkin. If you would provide that for me, I would like

to know how much of your loan portfolio really has gone to the

young and beginning farmer program. If it is low, I would like to

also have some thoughts from you on how you plan to address that
situation. I know it is low in Iowa. I just do not know what it is

like in the rest of the country.
[The information follows:]

In fiscal year 1992, Iowa made 289 loans to beginning farmers. Nationwide 8,887
loans were made to beginning farmers. In fiscal year 1992, the total insured and
guaranteed farm ownership, farm operating, and credit sale loan obligations totaled

28,761. In Iowa, these loan obligations for fiscal year 1992 totaled 2,561.

TRAINING FOR FARM BORROWERS

Senator Harkin. Now, one of the problems here is the 1990 farm
bill had a provision in it that directed Farmers Home to provide
training in financial and farm management concepts to its borrow-
ers. That was one of the things we wanted to get these young and
beginning farmers, to provide the kind of training and manage-
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ment, financial dealings, that kind of thing. It is critical for young
and beginning farmers. It is important to all farmers, but criticsd

for these young farmers.
I understand that the final regulations have not yet been issued.

It is not your doing. I understand that, but I would just point out
it has now been 3 years since we passed this bill and we still do
not have the regulations. So, I ask to have you look at this and to

get the regulations out. If you have any thoughts on that, if you
could share those with me on how you plan to carry out this train-

ing program and to get it into effect as soon as possible.
Ms. LONGINO. We have submitted regulations for clearance and

we are waiting until they are cleared so we can get the regulations
out this year. That is what we are hoping for. Also, Farmers Home
is in the process of finalizing regulations, to be published mid-
summer, to implement the beginning farmer provisions of the Agri-
cultural Credit Improvement Act of 1992. We believe that these

regulations will increase the number of beginning farmers receivingFmHA assistance.

Senator Harkin. So, you have submitted proposed regulations.
Ms. Longing. We have submitted some of our regulations. The

final regulations are in the process of being drafted. The proposed
regulations have already been published.
Senator Harkin. I appreciate that.

CEILING on direct LOANS

Further, I understand that Farmers Home has a goal of making
no more than 20 percent of its operating loan amounts as direct
loans. Has someone talked about that yet? I did not want to go over
old ground.
Farmers Home has a goal of making no more than 20 percent of

its operating loan amounts as direct loans, that is, at least 80 per-
cent of the level of operating loans is to be guaranteed loans rather
than direct loans. Yet, the appropriations levels coming out of this
subcommittee would support about 37 percent direct loans. That
means that appropriated money for direct loans is not used to help
farmers, but is left idle.

Again, with a lot of the problems that have come to light about
the guaranteed loan program and stuff, why aren't we utilizing the
full amounts that we have put in there for the direct loan program?
Why have we put this 20 percent cap on if there is one? Is there
such a thing?
Ms. Longing. Not anymore. That has now been removed. The 20-

percent cap has been removed.
Senator Harkin. Gk)od. So, you will look at the appropriated

amounts we have here.
Ms. Longing. Yes, sir.

Senator Harkin. Well, we are making great progress. I won't
even ask the other questions here. [Laughter.]
Things are a lot different.

organization of usda

The Rural Development Administration, Mr. Bennett. First of all,

I have several concerns about it I would like to express to you
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today. I have had concerns about RDA since its inception, and my
basic concern from the beginning until right now is that the move
to pull rural development activities out of Farmers Home Adminis-

tration, along with plans now to incorporate Farmers Home with
the Farm Services Agency, because what it seems like we are

doing, Mr. Chairman, is we have the Rural Development Adminis-
tration. We are going to put all these loans out there for business
activities and things like that in rural America for rural economic

development. Then we have something else for farmers. It is almost
like Farmers are not a part of the picture. I submit to you, Mr.
Bennett and Mr. Nash, you are not going to have good economic

development in rural areas unless you have got a strong farming
base out there. That is still the base of the activities out there.

My concern all along is you have RDA off in one direction. You
have Farmers Home and everjrthing else off in the other direction.

You sort of split the farmers off from rural economic development.
So, I urge that we not go too far in dividing up Farmers Home pro-

grams forcing them in separate categories, one for farmers, another
one strictly for rural development. So, again, I hope we do not see

it go any further.

Second, I am concerned about how rural housing—it is not in

yours, it stayed in Farmers Home—will be administered if Farmers
Home is placed under the Farm Services Agency. How is that going
to be handled for rural housing?

Third, I am concerned about the local delivery of rural develop-
ment services to local communities under the present RDA struc-

ture. In particular, I am concerned about the lack of statewide co-

ordination of rural development efforts once the State Farmers
Home directors relinquish their current responsibilities to the RDA.
We have an infrastructure there of Farmers Home. They are in

every county in my State. They know the local populace. In most
cases they have good dedicated people working there. They have a
statewide network and coordination. RDA does not. So, if we move
all this out of Farmers Home to RDA, how are you going to operate
in Iowa when you do not have any kind of a statewide network?
These are my concerns that I have. It is not so much of a pointed

question, but just some concerns I have about how it is going to

operate and what is going to happen to rural housing, for example.
I just yield to Ms. Longino or Mr. Bennett for any response to my
concerns.
Mr. Nash. Senator, may I respond?
Senator Harkin. Mr. Nash, absolutely.
Mr. Nash. I think as we look at rural areas, we should under-

stand that farmers cannot be any stronger than the rural commu-
nities and rural communities cannot be any stronger than their

farmers. So, we have to make sure at USDA that we pay equal at-

tention to both groups because they are in the communities to-

gether and they support each other.

We have not decided finally what the organizational structure is

going to look like, but I can say that whatever we come up with
is not going to divide farming communities and farmers. We cannot
have that because they depend upon each other too much.

Point two on the housing program, particularly the single-family

housing program: We have to figure out how to deliver single-fam-
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ily housing at the county level if it is moved to an RDA. I think
what we have to realize is that we have to continue to deliver sin-

gle-family housing. You really cannot deliver that from the State
office of a Farmers Home Administration or RDA. So, we have to

figure out some way to make sure that is done.

Community facilities loans, and business and industry loans can
be delivered from the State level because they are usually multi-
million-dollar projects from larger-size applicants, but individuals
need service, and I plan to pay particular attention to make sure
that those are delivered.

As it relates to coordination, we have to make sure that it takes

place not only at the USDA Federal level, whether it be ASCS,
SCS, Farmers Home, but also other agencies in the State like De-
partment of Housing and Urban Development, Department of Com-
merce, and those offices. We have to do a better job of making sure
that we are working together and not stepping over each other. I

plan to make sure that happens from our standpoint.
Senator Harkin. I appreciate that very much, Mr. Nash.
I applaud the move toward the rural development activities. We

need to investigate new ways for these small towns to support their
economic base and their infrastructure because we have lost a lot

of farmers in my State and I am sure all the other ones. But again,
to the extent that farmers are carved out of the picture, I have a
concern and you have allayed some of those concerns and I appre-
ciate that very much.
Thank you very much, Mr. Chairman.
Senator Bumpers. Senator Kerrey.

DIRECTION OF THE CROP INSURANCE PROGRAM

Senator Kerrey. Thank you, Mr. Chairman.
Secretary Nash, I would like to talk a little bit about something

I know the Chairman mentioned earlier which is the Federal crop
insurance program and the new direction the administration ap-
parently is going with this group risk proposal. I would quote from
Ms. Connelly's testimony because I believe in two lines her testi-

mony captures precisely what we ought to be trying to do with crop
insurance. She says, "The ability to react to the changing risk envi-
ronment of the 1990's, to manage risk, will determine which farm-
ers most likely survive and prosper in the 21st century. Risk man-
agement tools like crop insurance are tailor-made for this new risk
environment."

In your testimony, Mr. Secretary, in describing how the group
risk plan is going to work, you say, "Producers select the trigger
level as well as the percent of yield and price on which their pay-
ment would be based, thus providing them an opportunity to tailor
the coverage to their individual needs." However, the next sentence
is the revealing one. You say, "However, the payments would be
made without regard to an individual producer's production experi-
ence."

Mr. Secretary, if that is the case, we are creating essentially a

program that is going to provide a benefit to somebody independent
of performance. In fact, it seems to me that the group risk proposal
is saying that even if I do not suffer a loss, if I have a farm that
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is in an area that has been determined to have a sufficient loss,

I am going to get paid. Is that correct?

It seems to me that we are moving away from having the individ-

ual farmer assessing risk, to an environment where the individual

will no longer be managing risk. He will be trying to manage the
risk inside of a group according to new rules that the USDA is

going to be providing. I am very skeptical, I must say, Mr. Sec-

retary, that this is going to work. Can you provide some insight?
Mr. Nash. Senator, a general response is that we are trying to—

the chairman said earlier that no one really seems to be totally sat-

isfied with the crop insurance program and I find that to be true

just in my short tenure in learning about it. This new proposal is,

in fact, just a pilot, an expanded pilot, but it is one that the admin-
istration has proposed.
Senator Kerrey. Excuse me, Mr. Secretary. You say in your tes-

timony here that by 1998 the GRP program would be the only plan
available. I must say to you if that is the conclusion that USt)A
has reached and the direction you are going, I would support pull-

ing the plug on the whole thing right now.
Mr. Nash. Well, I meant for 1994 it is an expanded pilot, but

there is a plan, if the pilot is successful, by 1998 to go fully to the
new proposal. I think we will have to look at it as we go along. If

people continue to be dissatisfied with the new approach, we are

going to have to try to do something that works. We cannot afford

to have it continue like it is.

Senator Kerrey. Well, I agree that we cannot afford to continue
it like it is, but it seems to me that what you should do is take
those areas where it is working and build upon the success. As I

said, I think Ms. Connell/s declaration is precisely the environ-
ment in which the producers ought to understand they are going
to operate.
But as I understand it, you are saying I may not suffer a loss

at all and still I am going to get paid. That is hardly what I would
call managing the risk. I think I am going to have a difficult time

explaining that to taxpayers. I think, as it will, Mr. Secretary, the

message is going to go out that this plan is going to be imple-
mented in 1998. I know lenders are not going to be terribly enthu-
siastic about it.

It seems to me that we are going to be back in a situation where
essentially the Government is managing the risk and we will man-
age the risk according to political considerations rather than mar-
ket considerations. I franldy think the taxpayers will not stand for

it and frankly I do not think it is going to work. I think you picked
precisely the wrong direction to suggest this thing ougnt to go. I

genuinely do.

I appreciate that the chairman wants to hold some hearings on
this because I think it needs to occur, but I think you have to put
the brakes on your proposal. You either put the brakes on this

thing or it will reach a point where there is no point of return. You
just reach a point where the taxpayers discover that they are pay-
ing for losses that frankly have not occurred.
Mr. Nash. Senator, may I let Ms. Connelly make a comment

please?
Senator Kerrey. Sure.
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Ms. Connelly. The proposal to have the area )deld program in

effect by 1998 nationwide is one that is a proposal. It is on the
street and we are proposing to deal with it. It is, however, an ex-

pansion, a very rapid expansion, of one pilot in the country. We are

proposing at FCIC to expand that to 700 or 800 more counties, a
few more crops to see if it will work, but we are proposing to do
that with a simultaneous individual offer. We believe very fully in

risk management, that farmers must manage their risk, and we
need to target the proper insurance product toward each kind of

farmer. The farmer whose production is right on the county aver-

age is not going to do badly with group risk, but other farmers may
not do very well. It is not individual coverage. It will not provide
collateral, as we understand it, at this point in time. If you are

heavily leveraged, it may not provide what you need. So, there will

at this point still be an alternative offer and, in fact, we believe an

improved offer of what has been in the past. Given some time we
will be able to see how this pilot performs and see if it produces
the reduction in payments which this proposal is seeking.
Senator Kerrey. But again, with respect, is USDA saying we

have tried a pilot in one county. We do not have demand in 700
counties to do this? Are you proposing from
Ms. Connelly. From 96 counties

Senator Kerrey. To 700 counties.

Ms. Connelly. To about 700 counties. That is right.
Senator Kerrey. Where is the demand coming from? Have the

counties that you have targeted in Nebraska, for example, indi-

cated that they think this is going to be terrific and want to try
it?

Ms. Connelly. We have selected those counties that have a loss

ratio that is above 1.4, those counties that have at least 15,000
acres of that crop, those counties that have contiguous acres of the
same crop so that we will have a wide enough data base to make
sure that the plan is actuarially sound. We do not know yet what
the participation rate will be. TTiere will be this other offer so that
the farmers will have a choice to make, and that is part of the test

to see what kind of choice they want to make.
Senator Kerrey. Well, I think if you have a proposal out there

that allows someone to be paid even though they have not suffered
a loss—as I understand it, that is what the proposal will do.

Ms. Connelly. And vice versa.

Senator Kerrey. And not to be paid if they have suffered a loss.

In other words, I can suffer a loss, but the area has not been de-

clared a disaster, so I do not get paid. I can suffer no loss, but be-

cause the area has been declared a disaster, I do get paid. That is

essentially what you are saying.
Ms. Connelly. It is possible, yes.
Senator Bumpers. Senator Kerrey, would you yield?
Senator Kerrey. Yes.
Senator Bumpers. It is not necessary for a disaster declaration

for crop insurance to kick in, is it?

Ms. Connelly. I am very sorry. I am having difficulty hearing
you, sir.
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Senator Bumpers. Let me ask you again. It is not necessary for

an area to be declared a disaster in order for crop insurance to kick
in.

Ms. Connelly. No, it is not. Absolutely not.

Senator Kerrey. But under the areawide proposal, the area
would have to qualify.
Ms. Connelly. The area would have to qualify, and what we

have done is look at 30 years of data. We have looked at those

county crop programs—as you recall, the proposal that is before us
that we have to deal with is requesting that we reduce our loss

ratio to 1.1 nationwide and that we meet certain cost savings and
to go to an area yield plan nationwide. We cannot go to an area

yield plan nationwide, and we are not even certain that it will be
what is wanted, or desired.

So, what we have done is we have looked at all the county crop
programs, looked at all of those with a loss ratio of 1.4 and above,
looked at all of those county crop programs that have sufficient

data, that is, are big enough, enough acreage, to give us a wide
base of data to see if they are sufficient grounds for this pilot, to

see if it, in effect, works.
Senator KJERREY. Senator Bumpers question was do we have to

have area damage before it would kick in. The answer is that the

county does have to suffer a certain threshold damage before the
individual producer is determined to be eligible.
Ms. Connelly. It would not have to be a disaster. It would be

below the county yield.
Senator KERREY. You qualify the county in order to qualify the

individual.

Ms. Connelly. That is right.
Senator Kerrey. So under areawide it is possible

—indeed, I

would say that it is likely if you are going to have 700 counties out
there—^that you will have many situations where if I am producing,
I am saying, well, do I buy this product or not. First of all, if the
bank does not recognize it as collateral, it is unlikely that I am
going to have that as an incentive. But I am sitting there saying
now if I buy this product and my county does not qualify, it does
not do me any good. I can get wiped out. I am not really managing
my individual risk.

Ms. Connelly. I do not have control over my own risk manage-
ment.
Senator Kerrey. Right.
Ms. Connelly. Or I have very little control, not as much control

as the individual offer would. That is exactly right.
But with the alternate choice that we are working on and, as I

alluded to earlier, we are trying to come up with a product that
will allow the flexibility that will get us through this crop year
until the numbers are resolved. The alternate product would be im-

g
roved. It would be much more based on actual production history,

o, those farmers who really are intent on managing their risk will

have a very good product to purchase.
Senator Kerrey. Well, I must say, not ignoring the fact that we

have just seen Senators tie up Under Secretaries' nominations so
that they could get their various crops designated as eligible for

disaster payments, I just believe very strongly that we have got to

I
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say, and that, indeed, we should have said to these Senators, if you
want to stand on the floor and ask for a special subsidy for your
particular producers, that goes against the U.S. Government's pol-

icy. I think we send a message out every time we put one of those

special programs out to the producer. That message is: Don't buy
it because all you have to do is get your Senator to go down in the
well and put a hold on somebody's nomination and you can get 50
million bucks. That is a pretty easy transaction. That is better than

being on the Appropriations Committee. [Laughter.]
Ms. Connelly. I think I will defer to Mr. Huffs tack there and

say I would just as soon not comment on that one. [Laughter.]
Senator I^rrey. Well, it is not necessary to comment on it. I just

think I would put in large letters on the wall your excellent two
sentences and say to the producers of America this is how you
should guide your risk management. Don't sit out there and say if

my yield is less than what it ought to be, I had an unexpected dis-

aster, and I did not buy crop insurance, I will call Senator Kerrey
and maybe he can put a hold on a nomination too or maybe he can
work some special deal and get some money to pay for my loss. Un-
less we have a consistent message out there to the producer, we
are not going to give them incentive to look to crop insurance.

I, by the way, think the private people out there who are selling
the product need to come to the table as well. I think they are pre-

pared to do that in order to get this loss ratio down to 1.1.

The problem that I have with the GRP proposal is that it tends
to be in the category of saying to the producer you may have an

opportunity to get paid regardless of whether or not you suffered

a loss and regardless of whether or not you have done a good job
of assessing your risk and trying to manage it. I just think that is

a very unfortunate thing and a big mistake for the Government of

the United States to be saying that to producers because I just
could not agree more with you. I think in order for the producer
to survive in the 21st century, that capacity to manage risk in a

very unpredictable market in a
very unpredictable time will deter-

mine wno survives, and that ought to determine who survives,
rather than who has the ability to influence the Federal Govern-
ment to pass one more thing out.

Ms. Connelly. If you don't mind, I would just like to add to

that, that there are positive points to the GRP program for specific

crops and specific situations. I think what needs to be studied and
we intend to study further within the bounds of this proposal is

what are the best products to offer different kinds of farmers in dif-

ferent situations of different kinds of crops. One product may not
meet everyone's needs.
Senator Kerrey. Yes; I do not object at all to continuation of the

pilot and the GRP examining it closely and figuring out where it

works. If it works, terrific. Let it roll. But what strikes fear into

my heart is the idea that we are going to rush quickly to paint the
whole house. That is particularly true since there appears to be
some elements of GRP that are at odds with what I think we
should be saying to the one-half of a million full-time producers out
there in the country.
Ms. Connelly. Thank you.
Senator Kerrey. Thank you, Mr. Chairman.
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Senator BUMPERS. Thank you very much, Senator Kerrey.
We have with us this afternoon an interloper from Alaska who

is not a member of this committee, but througn my good offices and
good grace and generosity, I have allowed him to come over here
and tell us that the honey buckets in Alaska are leaking. Senator
Stevens.
Senator Stevens. As a matter of fact, some of them are nonexist-

ent, but I did want to take the occasion to thank you for your cour-

tesy.We have in Alaska, according to EPA, 74 percent of the Nation's
Indian and Native needs as far as waste water is concerned in our

villages. Of these 210 of our Native villages, 132 totally lack any
form of water or sewage systems, and they are villages of 300 or
more people usually. We formed the Alaska sanitation task force,
and I am here, as the chairman says, as a member of the full com-
mittee, but asking, as I have asked the full committee, for your
consideration of working with the EPA and other Federal agencies
to see if we can find some way to deal with these problems.
We currently have an epidemic. I do not know if you heard about

it, the hepatitis A outbreak, in Alaska which has killed four chil-

dren so far this year. We have impetigo breaking out now that is

very bad. It is totally coming now we believe because of the lack
of sanitation in these areas.

Our State is asking your agency to participate although there is

absolutely no income from the areas, obviously. They are people
who live on Native lands.
We do have a State budget to try to meet one-half the costs of

a program to extend sanitation facilities to these villages, but it

will take the cooperation of RDA as well as EPA I think. Your na-
tional grant program for 1993 was $390 million. Of that we got for

our State as a whole .02 percent of the money notwithstanding the
fact that we have 74 percent of the Indian needs of the country.
I really am here to plead with you to join hands, really to ask the

question isn't there some way that we can make this RDA program
more applicable to the areas of great need in the country?
Let me show you some of that need. The chairman has seen this

before, and I know that the chairman's staff, Mr. Fountain, has
been to Alaska recently. This is what we call a community sewage
bunker. You have to remember this is an area that deals with 100

degrees in the summertime and 65 degrees below in the winter-
time.
The next one is a wintertime concept. That is Quinhagak with

their bunkers frozen shut and they are trying to deal with them
during that period.
A similar one is the third one, a lagoon. The spring came and

with it the thaw. Those bags are floating around and they are soon
to go downstream. They are garbage bags that contain human sew-

age that will contaminate the area.
This is a good picture. It is of children plajdng in the lagoon in

the springtime where the bunker has overflowed.
A similar one. No. 5 here, is a sewage lagoon that has totally

been filled up. That boat you see in the background is out there

fishing for the fish that have come in. They really have no way to

dispose of this sewage.
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In days gone by before the days of the garbage bags, they were

just literally taken out and dumped on the ice and when the spring
came, the ice would carry one village's human refuse down to the
next one for drinking water and washing water in the spring.

No. 6 is a typical honey bucket bunker. Some people say, well,

how does that happen. Some places are overrun with bears and
other animals that get in, as you have seen them in the dumpsters
around other places. They come into these villages and just tear

the devil out of them.
I think No. 7 is another bunker. That was just totally devastated

primarily because it overflowed and animals got to it.

I think this last one is the one that really gets me, though. That
is a woman just as the spring came still hauling bags to a honey
bucket, but she is going over the gravel with a sled. That is the

only means of transportation, of course, up there. When the sum-
mertime comes, it is very difficult to even get to the bunker.
Those are not pretty. I showed them to the full committee once

and some people did not like it too much.
We have again $390 million. We are not asking for a lot of

money. What we are planning is to try to see if we can get a Fed-
eral/State program with a set of goals to totally eliminate this prob-
lem in 10 years. I would urge you to see if you and your people
can form some sort of a group that will work with EPA and we can

get a Federal task force to work with our State task force.

I have traveled to almost every place in the world now as a Sen-
ator. I have never seen a water and sewer situation as bad as it

is in our Eskimo country in particular, but the Native country in

general.
Could we make a special effort to see if we can get some sort of

a task force, Mr. Nash, Mr. Bennett, out of the RDA fund and get
some increase in contribution? It is going to take more than

$618,000 a year.
Mr. Nash. Senator, the pictures are very graphic, and I can per-

sonally appreciate the need for water and sewer. I grew up in a
house without running water and sewer. One of the happiest days
of my life is when we got running water and sewer.
Senator Stevens. You do not look that old. I did that too.

Mr. Nash. It was truly an important day for us.

I think the answer is, yes, we will do that. Secretary Espy, when
he first brought me on board, talked about his priorities, and one
is water and sewer. He believes that every human being needs to

have adequate water and sewer. That should not be the case any-
where in our great country. Yes; we will work with you.

Senator Stevens. Let me interrupt you just a minute. One of the

highest costs for medical care in the country is in that area, pri-

marily growing out of all of the diseases that are carried by fouled

water and by the conditions that we have just seen. Many of these

children have inner ear infections at a very early time. They have
all kinds of rashes. They have bacteria and they have the various

types of salmonella diseases that don't come from salmon. I hasten
to add that.

But I did interrupt you and I apologize. I want to see if I can

get a commitment that you will authorize some of your people to

work with Ms. Browner's people at EPA. I think we have a similar
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commitment already from them and see if we can't get a task force

from here working with a task force in Alaska. The Department of
Environmental Conservation of the State under Mr, Sandor, who
worked for years for the Forest Service in Alaska, is heading up
this project in Alaska, but I think it is going to take a joint task
force to accomplish this and to get some agreement. I think if it

is stretched out, it is not going to take that much more monev, but
it is going to take more money than has been made available in

the past to deal with the issues.

Mr. Nash. Senator, we will do that. We will work with EPA and
the Alaska Department of Environmental Conservation. We will do
it.

Senator Stevens. We would invite you to come up and bring
your people and travel to some of those areas and see first hand.

They are wonderful people, but they have horrible living conditions.

Mr. Nash. I will do that also.

Senator Stevens. Thank you very much.
Thank you, Mr. Chairman.
Senator Bumpers. Senator Stevens, just for my own edification

and maybe that of the audience, I think the North Slope financed
a sewer system for Barrow. Do you remember what the cost of that
was?
Senator Stevens. I remember one young man figured out it cost

$17 every time the toilet flushed, though. I do remember that. I

don't remember the total cost.

Senator Bumpers. I think it was well over $100 million.

Senator Stevens. We are not asking for that kind of total sys-
tem.

Senator Bumpers. What do you have in mind?
Senator Stevens. We have in mind innovative concepts of pro-

viding fresh water and sewage disposal where the population is

large enough to have a normal system, to have what we would call

safe water facilities in every village and have some concept of peo-
ple trained to maintain the sanitation and maintain the purity of
the water supply and probably some form of house-to-house deliv-

ery of fresh water and pickup of this stuff rather than have it

spread all over the area by people who are trying to be sanitation

conscious, but not having the capability of doing it.

I think there are some unique systems, Mr. Chairman, that have
come out of some of the studies, new technology that we use on
boats, for instance. We bum human sewage on a boat with elec-

tricity. Many of these villages have electricity now, but they do not
have sewage disposal nor fresh water.
Senator Bumpers. Well, you certainly make a very eloquent plea,

and it is one that I am sure, knowing Secretary Nash as I do, you
will get a response.

Senator Stevens. Thank you very much and thank you, Mr.
Chairman.

RURAL HOMELESSNESS ACT

Senator Bumpers. Thank you. Senator Stevens.
Just a

couple
of quick questions. Last year I got a bill through

here called the Rural Homelessness Act. Have you had an oppor-
tunity to familiarize yourself with that, Ms. Longino?
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Ms. Longing. Yes, sir; I am familiar with the Rural Homeless
Act. As a matter of fact, we recently put forth a directive to our
State directors to be more aggressive in providing inventory prop-

erty to nonprofits to house the homeless. I will be revisiting their

efforts at the end of June. I will see how active we are in getting
inventory property that can be used for the homeless to the non-

profits and I will work with State directors to get people in housing
rather than maintaining and boarding up housing.
Senator Bumpers. Well, you anticipated my question. That is

precisely what I wanted to ask you. I would like to know what the
results of that are.

Ms. Longing. Yes, sir; I would be happy to provide you with
that.

SINGLE-FAMILY HOUSING

Senator Bumpers. Finally, on 502 housing, 502 is the single-fam-

ily housing project.
Ms. Longing. Yes, sir.

Senator BUMPERS. In my little hometown up in western Arkan-

sas, I bet 25 percent of the people live in 502 housing. But I was
a little shocked in looking at the documentation here that you have
a 15-percent delinquency rate in that program which seems a little

high to me. I am not sure, but I think I am looking at $45,543,000
in delinquencies. Does that sound right?
Ms. LONGINO. The actual nationwide delinquency rate is 12.3

percent, totaling $182 million.

Senator Bumpers. Now, anyway it is a good program. How many
units do you have empty right now? Do you know the answer to

that?
Ms. LONGINO. We have about 4,200 nationwide.
Senator Bumpers. Out of how many?
Ms. Longing. 661,000.
Senator Bumpers. That does not sound like so much in light of

661,000 units, but I tell you that is a program I heartily champion.
For rural America it is a great program.

housing for rural elderly

Now, do you have a multifamily housing program for the elderly?
Ms. Longing. Our 515 units can be designed for the elderly or

families, or for mixed use. Also, Mr. Chairman, we have the con-

gregate housing for the elderly and the handicapped.

HOME repair loans AND GRANTS

Senator Bumpers. What is the 504 program?
Ms. Longing. The section 504 program is our program for hous-

ing repairs. We have the 504 grant program that will provide a

grant for homeowner repair for the elderly. We also provide loans
with the interest rate at 1 percent.

Senator Bumpers. This program for the elderly, is that where

they pay a certain percentage of their income? That is not a loan

program, is it?
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Ms. LoNGEsro. We do have a 504 loan program. We have a 504

grant program as well. They can be used in conjunction with each
other.

Senator Bumpers. Do you have a program that is sort of similar
to the ETUD 202 program for the elderly where you build—^it is not

condominiums, but like townhouses that join each other and the el-

derly pay a percentage of their income to live there?
Ms. Longing. That is the 515.
Senator Bumpers. Is that the 515?
Ms. Longing. Right, and tenants pay up to 30 percent of their

incomes for rent.

Senator Bumpers. Now, you have a delinquency rate of 3 per-
cent. Is that correct?

Ms. Longing. On our 515 program, yes, sir.

Senator Bumpers. Is that right?
Ms. Longing. Yes, sir.

Senator Bumpers. Well, that is not a bad record.

We have several questions that I will submit to you in writing.
Ms. Connelly, I still want to possibly hold a hearing on crop in-

surance. It would not be very long, but I think it would be helpful
to all the members.

Bob, thank you and thank all of you very much for being here.

submitted questions

Thank you for your testimony. Additional questions will be sub-
mitted for written answers and we ask that you respond to them
within 5 days.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
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FARM SERVICE AGENCY

QUESTIONS SUBMITTED BY SENATOR BUMPERS

Question. Last year, Secretary Madigan proposed reorganizing

the Department, but did not expect any immediate savings. Your budget
also proposes reorganizing, but generates considerable savings the first

year.

How specifically do you expect to achieve the $59 million in

savings by creating the Farm Service Agency?

Answer. An outlay savings of $59 million is projected in the

President's budget request through the creation of a Farm Service

Agency. This savings projection is based on an across-the-board

savings target assigned to each of the three agencies which are

proposed for incorporation in a Farm Service Agency. We do not have

specific proposals for achieving the savings; but expect the savings to be

achieved through reductions in staff, administrative costs and other

expenses.

Question. Will the savings be attributed to RIFs or just through

attrition? What is the timetable for such savings?

Answer. Our plan is to achieve the savings through attrition which

is expected to occur at a somewhat higher rate than normal as a result

of the relocations and other changes related to the formation of a new

agency. The timetable for the savings is stated in the budget. A $59
million outlay savings is scheduled for fiscal year 1994 with a total of

$723 million scheduled to be saved between 1994 and 1997.

Question. The fiscal year 1994 budget proposes to consolidate

the Soil Conservation Service, the Agricultural Stabilization and
Conservation Service, along with the Farmers Home Administration, into

a new Farm Service Agency. The fiscal year 1 994 budget reflects

savings of $61 million resulting from this consolidation. I understand that

this savings results from reductions in staff-year requirements. Is this

correct?

Answer. The savings are primarily the result of staff-year
reductioris. However, it is also expected that savings will also be

achieved'through reductions in operation and maintenance costs for the

three agencies in terms of space requirements, equipment purchases,

supplies, and many other administrative costs or other expenses.

Question. Although I understand that the new Farm Service

Agency is still in the planning stages, what staff-year reductions are

assumed in the fiscal year 1994 budget for both ASCS and SCS?
Please indicate both the headquarters and county office staff year
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reductions proposed as compared to the current FY 93 ASCS and SCS
staffing levels. How will these proposed reductions in staff years be

achieved?

Answer. Separate staff-year ceilings were not established for

ASCS and SCS for 1994. One consolidated ceiling is reflected for the

Farm Service Agency. Headquarters staffing for the Farm Service

Agency would decrease from 1,918 in 1993 to 1,840 in 1994. Field

office staffing would decrease from 27,659 in 1993 to 26,341 in 1994.

Staff years from ASCS county offices would also decrease from 1 5,476

in 1993 to 14,746 in 1994. We assume that all these reductions will be

achieved through attrition.

Question. How will the formation of a new Farm Service Agency
to carryout the farm and conservation programs of ASCS and SCS result

in improved service to farmers?

Answer. While we are at the early stage of planning for the Farm

Service Agency, we see potential service improvements in the following

areas. First, there will be a common management structure in

Washington and in the States that should result in more coordinated

services to farmers. Second, while there will be fewer field offices, the

offices in the new agency will be larger, offer a wider range of program
services, and with modern equipment offer services not now available

such as farm planning and recordkeeping. Third, a single agency will

facilitate coordination of commodity, conservation and farm lending

programs. We will be able to resolve problems at the lower levels and

integrate commodity and conservation factors into decisionmaking at all

levels. Fourth, the new agency will enable us to move towards a

common appeals system. Finally, a single agency will facilitate the

design, procurement, and management of a common computer system
and development of a common set of data requirements to reduce

paperwork for the clientele and to more efficiently process program

applications and services.

Question. The Department indicates that planning for the new

Farm Service Agency is underway and its detailed structure has not

been formulated. When will this proposal be finalized?

Answer. We are looking at the total headquarters structure, along

with plans for restructuring field services. Once a number of appointees

for the Department are confirmed, I will enlist their assistance in

designing a final plan for the headquarters and reach a decision as to

whether modifications to the proposed programmatic structure of the

Farm Service Agency are appropriate. I expect to have a plan in place

by this Fall.
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FARMERS HOME ADMINISTRATION

QUESTIONS SUBMITTED BY SENATOR BUMPERS

RENTAL ASSISTANCE

Question. Last year, this Committee did its best to provide
adequate rental assistance to cover expiring contracts, servicing
of existing units, as well as covering new construction. While
the funding was reduced somewhat from the Senate provision, even
the estimates we received from the Department were off.

How many of each of these three categories for which rental
assistance is used will your budget request cover?

Answer. For FY 1994, we are requesting the following levels
of rental assistance units; 22,870 for renewals, 9,804 for new
construction, 1,137 for servicing troubled projects and 487 for
preservation activities.

Question. The budget requests $75 million for rural housing
vouchers for Fiscal Year 1994. Some 80,000 residents of Section
515 have rent-overburden -- that is, they are paying more than 30
percent of income for rent.

Will these families receive assistance through vouchers?

Answer. Some of these families would surely be assisted
through a rural housing voucher program as we envision it. The
object of the program is to assure housing affordabil ity with
existing, decent, rental units. Where Section 515 units comprise
the decent, available housing that needs to be made affordable,
vouchers can be used.

Question. How many existing units will your housing voucher
proposal cover?

Answer. The ^75 million will provide assistance for an
estimated 3,750 eligible families or persons. However, we do not
intend housing voucher use to be limited to Section 515 existing
units. An equally important use is making other rental units
affordable in communities in lieu of the more costly new
construction of Section 515. Also, housing vouchers may be needed
to assure the affordability of rental units rehabilitated under
the Section 533 Housing Preservation Grants; that aspect of the
program would begin in FY 1994.

Question. I understand that the dollar value of expiring
rental assistance contracts increases quite rapidly in tne next
few years. Could you provide details on the funding requirements
for the next five years and what plans the Administration has to
deal With this increase?

Answer. The details you request are provided below. FmHA
will request funds to replace the rental assistance units
anticipated to expire over the next five years.
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RENTAL ASSISTANCE RENEWAL NEEDS

FISCAL ANTICIPATED UNIT VALUE TOTAL
YEAR EXPIRATIONS

1994 22,870 $12,617 $288,544,000
1995 26,467 12,945 342,615,315
1996 29,240 13,269 387,985,560
1997 29,735 13,601 404,425,735
1998 38,843 13,941 541,510,263

The 1994 estimate is a prediction based on actual contract
use. The potential for rent increases and changes in utility
costs, taxes and tenant incomes reduce the reliability of these

projections into future years. Consequently, 1995 through 1998

figures are based on the scheduled expiration of contracts entered
into five years earlier during 1990 through 1993. We will
consider the projected renewal needs, as they evolve, in

developing future appropriation requests.

HOUSING PROGRAMS

Question. I understand that plans for the new Farm Service

Agency are not finalized and that a plan is under consideration to
transfer the rural housing programs administered by the Farmers
Home Administration (FmHA) to the Rural Development Administration
(RDA). The 1992 Housing Act included a provision prohibiting the
transfer of rural housing programs authorized under Title V of the

Housing Act of 1949 to the RDA. However, the committee is willing
to work with you to come up with the best way to provide housing
assistance. A chief concern in transferring programs to RDA, is

the delivery system. FmHA has an extensive field structure

through which single family housing programs are delivered.
Currently, RDA has only regional offices.

If RDA administers rural housing programs, what will be the

delivery system for rural housing?

Answer. If RDA administers rural housing programs, an

adequate organization will be provided so that the rural housing
programs will be efficiently delivered to the public. This will
include loan making and loan servicing capabilities, as well as
the capacity for handling defaulted loans. This will require the

ability to reach into the rural communities for these functions
with some form of local office system. What that organization
will be called, and the locations and number of offices necessary
to administer the rural housing programs will be included in the

plans for reorganization.

Question. Is there a schedule for reorganization?

Answer. No schedule has been released for the completion of
the reorganization, however, discussions and planning continues.

•Question. Do you anticipate that RDA will implement a state
office system similar to that of FmHA?

Answer. The RDA organization will be adequate to complete
the mission and assignments given to RDA. The FmHA field office
system is a key element in the discussions on reorganization and
the future delivery of RDA and RH services.
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LOAN ALLOCATIONS

Question. The appropriations bill for this year stipulates
that you are to allocate all the funds to States in the first two

quarters of the year. Have you done that for all of the loans
under the Agricultural Credit Insurance Fund?

Answer. All loan funds from the Agricultural Credit
Insurance fund were allocated to the States in the first two

quarters of fiscal year 1993 with the exception of three programs.
Due to the limited funding in the Indian land acquisition loan

program the FmHA National Office retained control of the funds and
individual state funding requests as the loans were approved. The
direct and guaranteed soil and water programs and the emergency
disaster loan program were each held as one large loan fund with
each state having direct access to the entire allocation. This

operated as if the money was allocated to the state.

Question. Are you holding any reserve in Washington for any
loan program?

Answer. Yes Sir. We are currently holding national office
reserves for pooled guaranteed farm ownership and guaranteed farm

operating loan funds.

Question. Do you plan to pool any of these funds this year.
If so, for which programs, and when?

Answer. Guaranteed farm ownership and subsidized seven year
guaranteed operating funds were pooled in April. We anticipate
pooling direct farm ownership and all guaranteed operating funds
and to re-pool guaranteed farm ownership funds in July.

Question. Is it true that you also allocated all of the
section 502 guarantee funds in the first two quarters? If so,

why?

Answer. The previous Administration made all of the funds
for Section 502 Guaranteed loans available in the first quarter of
the fiscal year.

SECTION 515

Question. There are anecdotes and I believe even a letter
from the former Administrator stated that in some areas we are

building new Section 515 units when there are vacant units in the
same place. Is this true and how widespread is it?

Answer. It has always been our policy to develop new units

only in areas where there is a need for housing. In a limited
number of cases, market studies have reflected a need for
additional subsidized housing even though there may have been
vacant units in the market area. We appreciate and share your
concern and are actively promulgating regulations to address this
issue.

Question. Isn't there a method of allocating the funds so
that this doesn't happen?
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Answer. As I have previously mentioned, FmHA has already
developed new regulations to address this situation. The
regulations will preclude development of new units in areas where
there are vacant FmHA or HUD units, or the need exists for
affordable but not additional units. These regulations are in the
final stages of Departmental clearance and will be forwarded to
the Office of Management and Budget for review prior to

publication in the Federal Register as a Final Rule. We expect
publication in time for use in the program during next fiscal
year.

PRESERVATION GRANT PROGRAM

Question. The 1983 Housing Act authorized the Housing
Preservation Grant program. The program provides rehabilitation
assistance to single and multi-family units in rural areas.

Although the program has been in existence for several years, FmHA
has yet to issue final regulations for multi-family
rehabilitation. Why is this, and when will you get the

regulations moving?

Answer. I'm pleased to advise you that the final regulations
were published on April 26, 1993, and will take effect September
1, in time for next fiscal year's funding.

HOUSING REAUTHORIZATION

Question. As part of the 1992 Housing and Community
Development Act, a number of changes were made in the section 515

program. These include modifications to the non-profit set aside
program as well as improvements in identity of interests,
coordination with the Comprehensive Housing Affordabil ity Service
and independent cost certifications. Can you provide the
Subcommittee with a schedule for implementation of these changes?

Answer. The regulation regarding changes to the non-profit
set-aside program have been developed and are in the final stages
of Departmental clearance. The regulations will be forwarded to
the Office of Management and Budget shortly for review prior to

publication in the Federal Register as an Interim Final Rule. We
expect publication in time for use in the program during next
fiscal year.

The regulation regarding identity of interests and

independent cost certifications is in Agency clearance. We

anticipate publication of the Final Rule in approximately 6

months. We are currently developing regulations regarding
Comprehensive Housing Affordabil ity Service, and expect
publication of a proposed rule in approximately 6 months.

STATE MEDIATION GRANTS

Question. Please provide a list of state mediation grants
for 1992 and 1993 and the amount per state.

t

Answer. The following information is provided for the
record.
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QUESTIONS SUBMITTED BY SENATOR HARKIN

PREFERENCES FOR FORECLOSURES

Question. I have heard complaints that FmHA is too eager to

pursue foreclosure sales instead of reaching compromises through
which land would be taken back into FmHA inventory under a

voluntary arrangement. Avoiding foreclosure could save money for

the borrower and FmHA, not to mention the hardship and trauma of a

foreclosure sale. In fact, it has been suggested to me that if

land was taken back into FmHA inventory, rather than go through a

contested foreclosure, the number of FmHA cases under appeal could
be cut in half. That would save a lot of money and a lot of

grief.

Also, by taking land into FmHA inventory there would be an

opportunity for the previous owner to lease or buy back the land

or for the land to go to another FmHA borrower, rather than just
be sold to the highest bidder.

I understand that FmHA has had a specific policy favoring
foreclosure sales over voluntary transfers of land into FmHA

inventory. What is that policy?

Answer. FmHA has no such policy which states that

foreclosures will be favored over voluntary conveyances. FmHA's
loan servicing program is a linear process whereby all options
must be considered in the order set forth in the statute. In

certain cases, FmHA cannot accept voluntary conveyances if there
are judgements or other liens which cloud the title of the

property serving as security. In these cases, foreclosure is the

only method by which FmHA can secure clear title to the property.

Question. Will you be taking another look at that policy to

see whether it can be changed?

Answer. Since FmHA has no such policy, there is nothing to

review. During fiscal year 1993 to date, FmHA has accepted 92

voluntary conveyances compared with 71 foreclosures. This is a

clear indication that FmHA utilizes the voluntary conveyance
program whenever allowed.

SALES OF INVENTORY PROPERTIES

Question. I understand the President's budget requests $149
million for credit sales of FmHA inventory property. As I

mentioned earlier, these inventory properties represent a very

important opportunity for young, beginning and minority farmers.

What number of farms and total acreage is now in FmHA inventory?

Answer. FmHA currently has 2,979 inventory farm properties
comprised of 795,556 acres.

Question. How many inventory properties have been sold to

date in FY 93, and how many are expected to be sold by the end of

the fiscal year?

Answer. FmHA has sold 675 inventory farm properties to date

in fiscal year 1993. It is estimated that another 340 inventory

properties will be sold before the end of the fiscal year.
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Question. How many farms, and what percentage of FY 93

inventory sales have been made to beginning farmers or to socially
disadvantaged farmers?

Answer. There have been 18 inventory farm properties sold
to socially disadvantaged farmers in fiscal year 1993 to date. No
data is available to indicate how many sales have occurred to

beginning farmers.

Question. How many sales of inventory properties are

expected in FY 1994 under the proposed funding level?

Answer. FmHA estimates that 1,080 inventory farm properties
will be sold during fiscal year 1994. Some of these farm

properties, especially surplus units, will be sold for cash on a

sealed bid or auction basis.

Question. What steps is FmHA taking advertise the

availability of inventory properties, and at what times of the

year are the properties advertised?

Answer. All of FmHA's inventory farm properties are
advertised for sale by publishing, as a minimum, three consecutive
weekly announcements at least twice annually, in at least one

newspaper that is widely circulated in the county in which the
farm is located. Also, FmHA will post sale posters in the county
office to advertise inventory properties. Properties are
advertised as they become available for sale and as often as

necessary to dispose of them.

Question. How much inventory land is being leased with an

option to purchase? How much is being leased to beginning farmers
and to social ly-disadvantaged farmers?

Answer. Since the beginning of fiscal year 1991, FmHA has
leased 719 inventory farm properties under the leaseback/buyback
program. All leaseback/buyback agreements contain an option to

purchase. Also, FmHA recently issued an Administrative notice to

encourage the use of leases containing an option to purchase when

leasing properties outside of the leaseback/buyback program. This
administrative notice also instructed FmHA's field offices to

provide socially disadvantaged and beginning farmers with a

preference when leasing inventory farm properties. Since this
administrative notice was just recently issued, there is no data
available to show how many properties have been leased to socially
disadvantaged and beginning farmers.

QUESTIONS SUBMITTED BY SENATOR KOHL

.Question. Mr. Nash, my office has received a number of

complaints recently from potential FmHA borrowers, as well as
bankers and home builders, regarding the FmHA moderate- income

guaranteed home loan program. The problem that they are facing is

that many potential borrowers have gone all the way through the
loan process only to find that the money for the FmHA guarantee
program was gone. In some cases, the borrowers were within weeks
of a closing date on a house or lot on which they were to build
when they were told at the last minute that they had to wait until
next year.
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I've been told that in April, $7 million that had been
earlier allocated to Wisconsin to service the loans was taken away
from Wisconsin and redistributed. We all know that the home loan

application process is grueling. It seems almost cruel to let
folks go all that way through the process only to learn that
there's no money. What was the rationale for removing that money
from Wisconsin, and leaving these borrowers standing at the altar?

Answer. Under the Guaranteed Rural Housing regulations
lenders are required to submit a request to FmHA to review a

borrower's eligibility for the program before the loan can be

approved. Also, the National Office repeatedly advised its field
offices to assure funds were available before notification was
made to the lender of the approval of the request for a loan

guarantee.

This year's program was operated without regard to state
allocations as long as funds were available. All funds were made
available during the first quarter of the fiscal year. FmHA State
Offices were notified in writing on February 4, 1993, that the

Agency planned to continue operation of the program on a

nationwide basis and that funds were not expected to last until
the end of the fiscal year. On April 8, 1993, the National Office
advised State Offices that funds were not expected to last through
April. It was emphasized at that time that it was important to
assure that funds were successfully obligated before issuance of a

conditional commitment.

With regard to the $7 million you mentioned, Wisconsin's
initial allocation was $7,340,000. The State actually obligated
$10,823,605 or 147.5 percent of their allocation. As the fiscal

year progressed. States requested and were granted access to
additional funds as long as funds were availabls nationwide.
There was no guarantee that the funds would be available for any
particular length of time.

Question. In April of 1992, FmHA published Interim
regulations for debt restructuring. Since that time FmHA has
received many comments from farm advocacy groups and others. Will
FmHA be issuing new regulations based on those comments, and if so
when?

Answer. FmHA Instruction 1951-S, which governs loan

servicing, is being revised based on the Food, Agriculture,
Conservation, and Trade Act of 1990 and all comments received. We

anticipate it will be published in final form by January 1994.

Question. I would like to commend the Secretary for his

decision to suspend FmHA farm foreclosures, and providing farmers

with the opportunity to have their cases individually reviewed.

Of the notices sent to borrowers offering them the opportunity for

this one time credit review, how many have responded? Has

information been sent to borrowers describing the types of

situations that would make them eligible for a review?

Answer. As of May 25, 1993, 857 borrowers have requested a

review. A letter has not gone to all borrowers. Only those who

were in imminent danger of foreclosure have received the

Secretary's letter offering a review. These borrowers have been

advised that if for any reason they feel they were not treated

fairly, they may request a review.
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QUESTIONS SUBMITTED BY SENATOR COCHRAN

FmHA RENTAL ASSISTANCE

Question. There appears to be a critical need for additional
rental assistance in my State of Mississippi. I am informed by
the Mississippi Farmers Home Administration office that of the

15,643 apartment units financed in the State, there are presently
4,697 families living in these apartment units paying over 30% of
their income for housing and utilities. In addition, there are

presently 716 apartments vacant, mostly due to the fact that very
low and low-income tenants cannot afford to pay the rents required
without rental assistance. Also, most of the complexes that do
not have full rental assistance are in financial trouble because
of the high vacancy rates they are experiencing. Approximately
5,400 rental assistance units are estimated to be needed in

Mississippi to assist tenants now paying rent overburden, and to

enable families to move into vacant units at rents they could
afford to pay. Is Farmers Home Administration doing anything to
address Mississippi's needs?

Answer. We currently have 80,000 tenants paying over 30% of
income for rent, and 20,000 vacant units that could use rental
assistance nationwide. To address this need nationwide would

require an additional $1.2 billion in subsidy. While the lack of
rental assistance has limited the Agency's options, we are

pursuing other approaches to resolve the types of problems you
describe. Nationwide we are routinely transferring unused rental
assistance to projects in need and pursuing deep tenant subsidy
from other sources such as the Department of Housing and Urban

Development, State funding or private developers. Beginning with
the FY 1994 budget request, we are asking for 1,137 rental
assistance units to help service the most troubled projects in our

portfolio. In addition, we are requesting 3750 voucher units that
can be used in multi-family projects to alleviate rent overburden.

Question. It is my understanding that the fiscal year 1993

appropriation for rental assistance is short of the amount

required to renew existing contracts, leaving no funds available
for servicing. At the time this Committee acted on the

appropriation's bill, it was our understanding that the funding
made available would be sufficient to cover contract renewal and

servicing needs. What is the extent of the fiscal year 1993

funding shortfall required to meet both renewal and servicing
requirements?

Answer. We face a $68 million or 5,472 unit shortfall for
the renewal of expiring rental assistance contracts. We have
written requests from field offices for 5,917 units of rental
assistance to address essential servicing needs, of which 3,885
units- are considered hardship requests. Currently, we are forced
to reject these requests.

Question. Why has the contract renewal requirement exceeded
the initial fiscal year 1993 estimate.

Answer. The funding provided for rental assistance in fiscal

year 1993 was insufficient to meet our renewal requirements for
several reasons. First, after our projections were made and
transmitted to the Congress, a field office survey indicated an

increased need for renewals above what was first anticipated.
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Second, the Senate Bill provided for sufficient funding in the
amount of $223,286,000 to cover our anticipated rental assistance
contract renewals and for additional servicing units. But the
House Bill provided only $174,728,000 for renewals and servicing,
which did not cover our anticipated renewal needs at that time of
$216,480,000. The Conference Action appeared to compromise
between the two with its provision of $199,034,000. This level
was further reduced by $881,000, since the sum of the individual
rental assistance provisions in the language exceeded the total

funding level provided of $337,699,000 for the Rental Assistance
Program.

Question. Why hasn't a fiscal year 1993 supplemental
appropriation been requested by the Administration for rental
assistance.

Answer. In order to address the most critical needs--

expiring renewals, hardships and emergencies- -we are considering
other solutions at this time for the FY 1993 shortfalls, but no
final determination has been made as of yet.

Question. What will be the impact of not providing the
additional rental assistance funds required for fiscal year 1993?

Answer. If rental assistance is not provided, 5,500 families
currently receiving RA will lose this assistance in 1993, and over
200 Section 515 Rural Rental Housing projects may face default.

Question. Another problem which has been brought to my
attention is the fact that new projects are being constructed in

Mississippi in markets where vacant units exist without access to
rental assistance.

Answer. It is our Agency policy to develop new units only in
areas where there is a need for housing. However, in a limited
number of cases, market studies have reflected a need for
additional subsidized housing even though there may have been
vacant units in the market area.

Question. Building new projects where there is available
existing housing does not appear to make a great deal of sense.
How extensive is this problem and what, if anything, does Farmers
Home do to prevent this?

Answer. The situation you have mentioned has occurred on a

very limited basis. FmHA has already developed new regulations to
address this matter. These regulations will preclude development
of new units in areas where there are vacant FmHA or HUD units, or
where the need exists for affordable but not additional units.
The regulations are in the final stages of Departmental clearance
and will be forwarded to the Office of Management and Budget for
review prior to publication as a Final Rule in the Federal

Register. We expect publication in time for use in the program
during the next fiscal year.

Question. For fiscal year 1994, Farmers Home is requesting
elimination of the appropriations' earmarks on rental assistance
funding so that it has the flexibility to allocate these funds
between contract renewals, servicing needs and new construction.
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Would such flexibility have prevented the current shortfall in
fiscal year 1993 funds available to meet contract renewal and

servicing requirements? How?

Answer. Because of the extent of the $75 million shortfall,
it is doubtful that the elimination of appropriations' earmarks on
rental assistance would have been sufficient to allow the agency
to address the shortfall in its entirety. However, such

flexibility would be most beneficial in providing for less

significant adjustments to meet fluctuations in program
requirements. For example, with flexibility, rental assistance
needed to facilitate transfers with subsequent loans could come
from new construction rental assistance rather than servicing
units.

Question. The fiscal year 1993 Appropriations Act
establishes a floor of $122,532 million on rental assistance

provided for new construction. Without this statutory floor, what
level of fiscal year 1993 funding would have been allocated for

new construction?

Answer. Absent any indication of the committee's intent, the

Agency would start with the working premise that historically the
section 515 loan program can be delivered successfully with 70

percent or so of the units developed being further assisted

through rental assistance. For domestic farm labor, the program
works well with about 50 percent rental assistance coverage.
These tentative new construction requirements would then be added
to the Agency's most current assessment of rental assistance
contract renewal needs. At the same time the Agency establishes
the value per unit it will use for rental assistance obligation

purposes for the year based on the Agency's data on monthly rental
assistance costs on expiring units. After these items are
assembled and it becomes evident that rental assistance funding is

insufficient to meet our assorted programmatic needs, the Agency
would pursue alternatives to lessen any adverse consequences
arising from the anticipated shortfalls through incremental

changes between categories.

Question. The fiscal year 1994 budget requests an increase
of ^84 million for rental assistance payments to cover the cost of

expirinq contracts. Will this additional amount be adequate to
fund all contract renewal requirements for fiscal year 1994? What
assurance can you provide this Committee that this estimate is

accurate? What amount is assumed in the fiscal year 1994 request
for servicing needs? What amount is assumed for rental assistance
for new construction?

Answer. For FY 1994, we are requesting the following levels
of rental assistance units; 22,870 for renewals, 9,804 for new

construction, 1,137 for servicing troubled projects and 487 for

preservation activities. We feel that the amount requested for
renewals will prove sufficient to meet our replacement need. Our
confidence is based on recent improvements to our automated

projections and our internal policies related to requesting and

obligating replacement units. However, if some contracts planned
for renewal in FY 1993 are carried forward into FY 1994 we will

face shortages again next year.

Question. Farmers Home indicates that it has 80,000 families

paying more than 30% of their incomes for rent and 20,000 vacant
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units. Which states are experiencing the most severe problems?
How does the fiscal year 1994 budget address these problems?

Answer. Based on information collected on fiscal year 1991

occupancy, the following States have the highest percentage of

overburdened tenants: Kentucky, Louisiana, Texas, Tennessee, and

Virginia. The States with the highest percentage of vacant units
are: Texas, Oklahoma, Kansas, Wyoming, and North Dakota.

Our fiscal year 1994 budget request includes 1,137 servicing
rental assistance units to help address a portion of this need.

Also, it is expected that some portion of the 3,750 units proposed
under Rural Housing Vouchers will benefit rent overburdened
Section 515 rental housing tenants.

RURAL HOUSING VOUCHERS

Question. The fiscal year 1994 budget proposes an investment
of $75 million to implement the rural housing voucher program.
Could you please tell us how this housing voucher program will
work and what you see its benefits to be, as compared with our
current rural housing assistance programs?

Answer. Briefly, we see the need for an alternative to new
construction to provide affordable rental housing in areas with

declining populations; we see also the need to make existing
rental housing units affordable where they are both available and

adequate. Finally, we need more flexible delivery systems than

housing authorities that often have little interest or concern for

rural communities.

FmHA housing vouchers would do the same basic thing that
HUD'S vouchers do with several key differences. First, market
rents would be set at the local level and be lower than state or

county-wide rents and, thus, the program would be less costly.
Also, some housing vouchers would be set aside to complement the
rental housing aspect of the Housing Preservation Grant Program
where needed to make those units affordable after rehabilitation.

The balance of the program would be made available in markets
with declining populations and high need of affordable rental

housing. Every effort would be made to use the community's
existing housing stock, which could include FmHA's Section 515

existing loan portfolio which has over 100,000 units currently
vacant or occupied by rent overburdened tenants. FmHA's voucher

program would be delivered through any eligible nonprofit group
that could manage the program. We feel it critical to create

program ownership as locally as possible to enhance local housing
commitment.

FmHA ADMINISTRATION EXPENSES

Question. The salaries and expenses of administering the
Farmers Home Administration programs are presented in the fiscal
year '1994 request of the newly proposed Farm Service Agency. What
amount is included in that request for these costs and how does
this compare with the amount appropriated for Farmers Home
Administration salaries and expenses for fiscal year 1993?

Answer. The fiscal year 1994 Budget request for FmHA
salaries and expenses is $676,394,000. The comparable amount for
fiscal year 1993 is $684,408,000.
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Question. What level of full-time equivalent positions,
both headquarters and field employees, associated with Farmers
Home Administration programs are included in the fiscal year 1994

request for the Farm Service Agency. How does this compare with
the Farmers Home Administration's current fiscal year 1993 staff-
year levels?

Answer. The fiscal year 1994 request for FmHA full-time
equivalent positions is 12,023. This is a decrease of 537 from
the comparable amount of 12,560 for fiscal year 1993.

QUESTIONS SUBMITTED BY SENATOR GORTON

FmHA 502 SINGLE FAMILY HOUSING PROGRAM - GUARANTEED LOANS

Question. As you are aware, on April 21st the Farmer's Home
Administration 502 Single Family Housing Guaranteed Loan Program
ran out of funds. In early April, when funds were low, FmHA
repooled the remaining funds nationwide and redistributed. At
this time, Washington State, which was originally allocated $5.5
million for FY93, had only spent 50.9% of its allocation. The
remaining funds were revoked and redistributed to other states
that had gone over their initial allocation. In some cases, I am
told, the "repooling" left nearly 60 families in Washington State,
that were depending on loans from FmHA, homeless. It also is

forcing some local developers into bankruptcy because they
developed housing specifically for FmHA 502 use based on the full

funding allocated to Washington State for this program.

I understand that many states ignored their allocated 502

program limits, primarily because of a notice they received from
the FmHA National Office advising that there was an expected
increase of $234 million in program funds through the President's
stimulus package. When the stimulus package failed, they found
themselves overdrawn, thus forcing other states to give up their
unspent funds. Administrator Longino, why did the FmHA National
Office advise its district offices to base its loan approval
decisions on funds that not only had not yet been allocated,
neither had they begun the arduous and unpredictable path of
Congressional debate and approval?

Answer. The Guaranteed Rural Housing regulations require
lenders to submit a request to FmHA for a review of the borrower's

eligibility for the program before the loan can be approved. The
National Office consistently advised its field offices to assure
funds were available before notification of the lender of approval
of the request for a loan guarantee.

All funds appropriated for 1993 were made available during
the first quarter of the fiscal year. FmHA State Offices were
notified in writing on February 4, 1993 that the Agency planned to
continue operation of the program on a nationwide basis and that
funds were not expected to last until the end of the fiscal year.
On April 8, 1993, the National Office advised State Offices that
funds were expected to last only until April 23. It was
emphasized at that time that it was important to assure that funds
were successfully obligated before issuance of a conditional
commitment.

Question. Why are states that managed their 502 allocations
wisely forced to pay for the mismanagement of other states?
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Answer. Since the program involved many lenders that operate
in more than one state, it was felt that the way to keep lenders
interested in using the program was to keep it available
nationwide.

Question. What does FmHA plan to do to help those
individuals and families in Washington state who are now homeless
or facing bankruptcy because of this program's mismanagement?

Answer. It is our understanding that some families have
already made alternative arrangements for Federal Housing or
Veterans Affairs mortgage loans. FmHA is willing to consider
direct loans to families that meet the eligibility requirements
for those loans.

Question. Will you urge Secretary Espy to use his authority
to transfer funds to the 502 Single Family Housing Loan Guarantee

program to alleviate this situation?

Answer. It is my understanding that the Secretary's office
is looking at all possibilities pertaining to future funding of
the program.

FARMER'S HOME ADMINISTRATION PROPERTY HOLDINGS

Question. I understand that currently, property in default
under FmHA can only be sold to farmers who qualify for FmHA. This
means that financially sound farmers do not have the opportunity
to acquire these lands. Often this land will be held by FmHA for

many years. This is land that, if sold, would make the government
money and would return property to the tax base, benefitting all

citizens of the area. Administrator Longino, is FmHA looking into

ways to speed up the sale of FmHA property currently on the Books?

Answer. FmHA is currently disposing of its inventory farm

properties as quickly as possible and has noticed an improvement
in its sales process. A good illustration of this improvement is

evidenced by the fact that 76 inventory farms were sold during the
month of March 1993, compared to only 29 inventory farms sold

during the month of January 1993. If inventory farm property
classified as suitable is not sold within 12 months from date of

acquisition, it is reclassified as surplus and sold by sealed bid
or public auction.

Question. The fact that this property remains accessible
only to financially unstable farmers at lower rates, makes it more
difficult for other struggling, yet financially sound, farmers to

compete. Is FmHA also looking into ways to encourage financially
sound farmers by allowing them access to some of the property held
by FmHA?

Answer. The Food, Agriculture, Conservation, and Trade Act
of 1990 set forth the procedures by which FmHA currently disposes
of its suitable inventory farm properties. This Act requires that

beginning farmers be given a preference in purchasing its

inventory farm property. Even though preference is given to

beginning farmers, they still must present a feasible plan of

operation. Due to these statutory requirements, FmHA cannot offer
its suitable farms for sale to the highest bidder. FmHA does

dispose of its surplus inventory farm properties by either sealed
bids or public auction which allows everyone an opportunity to

purchase them.
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RURAL DEVELOPMENT ADMINISTRATION

QUESTIONS SUBMITTED BY SENATOR BUMPERS

RURAL DEVELOPMENT GRANTS

Question. Please provide a list of all applications received
for rural development grants for fiscal year 1992. Show the
applicants, the amount applied for, and the disposition of the
application Including the amount awarded.

Answer. As of September 30, 1992, there were 114 grants
totalling $16,899,550 awarded. This reflects the grants that were
awarded during Fiscal Year 1992 based on the preappl ications and
applications received during Fiscal Year 1992. A list of the
applicants/grantees and amounts applied for and awarded during FY
1992 follows:

RURAL BUSINESS ENTERPRISE GRANTS
Fiscal Year 1992

State Applicant/Grantee

AK Oinyee Corp
AK St. George Tanaq Corp.
AK Valdez Fisheries
AR AR Enterprise Group
AR Greengard
AR Ozark Table Grape
AZ Town of Benson
CA Areata Economic Dev. Corp.
CA Calif. Statewide Dev.
CA City of Fortuna
CT Town of Pomfret
CT Town of Stonington
DE Town of SelbyviUe
FL Apalachee Regional Plan Coun
FL Apalachee Regional Plan Coun
GA Chattahoochee County
GA Chestatee-Chattahoo
GA Coastal Area Dev.
GA Crawford County
GA Dawson County
GA City of Hoschton
GA Jasper Co. Economic Dev Auth
GA Lumpkin Co. Dev. Auth.
GA Middle Flint Area
GA City of Riceboro
GA Taylor County Board
HI Self Help of People, Inc.
D ', Ecipda /E Cen Idaho
D IDA-ORE Planning
D Panhandle Area

City of Abingdon
City of Aledo
City of Duquoin
City of Harrisburg
City of Lincoln
City of Mt. Carmel
Prairie Hill Res.

Disposition*

2

3

3

1

1

3

2
2

2

2

2

2

1

1

2

3

3

3
2

2

3

2

2

2

2
2
2

2

2

2

1

3

2

2

1

1

3

Amount *^

$77,000
100,000
118,860
196.500
50,000

1,000,000
76,000
26,200
103,500
209,900
119,000
98,000
30,000
100,000
400,000
55,000

425,000
150,000
25,000
70,000
94,000
50,000
50,000
25,000
70,000
25,000

250,000
93,000
100,000
23,000

462,819
500,000
102,500
100,000
800,000
62,500

300,000
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IL
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NO
MS
NS
MS
NC
NC
NC
NC
NC
NC
NC
NC
NC
NC
NO
NO
NO
NO
NO
NE
NH
NH
NH
NH
NH
NJ
NJ
NJ
NM
NV
NY
OH
OH
OH
OH
OH
OK
OK
OK
OK
OR
OR
OR
PA
PA
PA
PA
PA
PR
PR
SC
SO
SC
SC
SC

'

SC
SC
SC
SC
SC
SO

Rural Missouri Inc
C 4 G Railroad Bridge
City of Okolona
Yellow Creek Port
Bladen County
City of Claremont
Dunn Area Conunittee
Town of Gibsonville
Johnston County
Town of Marshall
North Wilkesboro
Town of Rolesville

Sampson County
Smoky Mountain
Bagg Bonanza Farm
North Dakota AG
Prairie Public Broadcasting
Theodore Roosevelt Medora Found
University of ND
Southeast Nebraska Dev. Dist.
Town of Farmington
Keene Industrial
Mt. Washington Valley Econ
North Country Council, Inc.
North Country Council, Inc.
Cedarville Co-Op
Township of Hamilton
Landisville Co-Op
Zuni Entrepreneur i a

City of Yerington
Chenango County IDA
Village of Ansonia
Buckeye Hills
Morco Water Co. Inc
Village of Put-In-Bay
Twin City Water & Sewer Dist
Central OK Business & Job Dev
City of Seminole
City of Seninole
Southwest Area Vo
City of Milton-Freewater
Port of Morrow
Umatilla Indian Reservation
GROW
Moshannon Valley Econ. Dev.
Northern Cambria
Pike Cty Econ Dev
Smedcorp
Escuela Alfarera
Las Piedras
Town of Aynor
Georgetown County
Hampton County
City of Loris
City of Manning
McCormick County
Town of Pel ion
Town of Pel ion
City of Seneca
Trico Water Company
Aberdeen Development

Corp.

2
3

2
2

1

2
3

1

2

2
2
1

2

3
1

2

2

3

1

2

3

2

3

3
2
2

2
3

3

2

2

2

2

2

2

2
2

3
2

1

3

3

1

3

2

1

1

3

2

2
2
2

2
3
2

2
3
2
2
2
3

80,000
293,524
204,500
204,500
250,000
120,000
250,000
100,000
100,000
110,000
50,000

100,000
178,000
82,470

211,000
250,000
500,000
500,000
323,104
114,000
7,500

35,000
25,000
37,500
16,000

205,600
125,000
300,000
202,800
21,000
62,500
85,000
162,700
150,000
180,000
150,000
50,800
50,000

500,000
500,000
171.000
500,000
500,000
500,000
100,000
194,000
500,000
100,000
290,000
400.000
50,000
49,000
70,000
54,000
80.000
50,000
50,000
78,000
65,000
50,000

150,000
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SD Faulkton Dev.
SD Gettysburg Chamber of Comm
SD NESDECC **

SD On Hand Dev. Corp.
SD SD Public Broadcast
SD City of Tyndall
SD Veblen
TN City of Caryville
TN City of Dunlap
TN City of Etowah
TN McLemoresvime
TX Brenham Industrial Foundation
TX City of Ladonia
TX TX Dept. of Agriculture
UT Emery County Ec Dev
UT Six County Economic Dev Dist
VA Carroll County
VA MBC Development
VA Town of Wytheville
VI VI Industrial Park
VT Vermont ETV, Inc
WA Port Townsend
WI City of Abbotsford
WI Berlin Com Dev Auth
WI City of Greenwood
WI Village of Palmyra
WI Village of Stratford
WV Cabin Creek Quilts Coop Assn
WV Center for Economic Options
WV Jackson Co. Dev. Auth.
WV Randolph Co. Dev.
WV City of Ravenswood
WV Regional Contract
WV City of Spencer
WY City of Kemmerer
WY Prairieview/Champio I&S Dist

*
Disposition Codes
1 - In Process
2 -

Obligated/Approved/Closed
3 -

Rejected/Witndrawn/Suspense

** The amount requested by the applicant and the amount awarded
to grantees (disposition code 2) is the same, except for NESDECC
in South Dakota (the amount requested was $73,000 and the amount
awarded was $75,000).

EMERGENCY COMMUNITY WATER ASSISTANCE GRANTS

Question. Please provide for the record a list of the
applications and amounts funded in 1992 and those funded and on
hand for 1993.

Answer. [The information follows:]

3
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Emergency Community Water Assistance Grants

Applications and Amount Funded
Fiscal Year 1992

STATE
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GA
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Nebraskans for Public Television, Inc., in the amount of
$198,500 for production of a new public television series which
will tie news and public policy issues together and inform all
areas of the State;

Maine Public Broadcasting Corporation in the amount of
$500,000 to enhance knowledge of social, cultural, and medical
issues of importance to the predominantly rural State of Maine;

Vermont ETV, Inc., in the amount of $1,000,000 for research,
production, and broadcast of a series of 10 television programs on
education in Vermont; and

Prairie Public Broadcasting, Inc., of North Dakota, in the
amount of $1,000,000 for technical assistance training seminars
via satellite.

Question. What applications have you funded, in what amount,
and for what purpose? If no funds have been provided yet, why
not?

Answer. No grants have been funded to date. RDA currently
has four applications on hand for $2,698,500. Eligibility
determinations are now being made. As soon as the eligibility
determinations are made, funds will be allocated for projects.

WATER AND SEWER GRANTS AND LOANS

Question. It has come to my attention that one of the
concerns with an infusion of funds into the water and sewer

program--particularly a large infusion--is that money may go to

large projects at the expense of small projects. I understand
that this is partially due to the fact that the engineers who must
plan and design system tend to do the larger projects for obvious
financial reasons. Is this truly a concern, and what is RDA doing
to make sure that small communities are getting a fair share of
the funds?

Answer. I do not believe this will be a problem. It is true
that increases in available funds will present an opportunity to
finance some larger projects. However, small communities will
continue to receive priority for water and waste disposal
financing.

Question. One of the problems with rural water and waste
systems is that the local people are not trained to manage them.
The systems are not maintained adequately, no cash reserve is

built up for repairs, and suddenly there's a repair problem, or a

safety violation, and the community has no resources or know-how
to deal with it. What are you doing in this regard?

Answer. Rural water and waste systems do experience
operational and maintenance problems from time to time. RDA has
several programs in place that provide managers and operators of

these, systems technical assistance and training to overcome the

problems you have mentioned. RDA's field staff also provides some
assistance with management and operations of the systems financed.
RDA has entered into a contract with the National Rural Water
Association

(NRWAJ to provide Rural Water Circuit Riders in 48
States. The Rural Water Circuit Rider works directly with
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operators and managers of rural water systems to assist in the
operational, maintenance, management and financial problems.

RDA also has the Technical Assistance and Training (TAT)
Grant Program that makes grants to nonprofit organizations to

provide technical assistance and training to small, rural
communities to assist with problems in the operation, management,
and maintenance of rural water and waste disposal facilities.

In fiscal year 1992, RDA made four TAT grants for a total of
$5,367,000 to NRWA, Oklahoma Rural Water Association (ORWAJ, Rural
Community Assistance Program, Inc. (RCAP), and West Virginia
University Research Corporation (WVURC) to assist in this area.
NRWA provides operation, maintenance, and management assistance to
waste disposal systems in 39 States and water and waste disposal
systems in Puerto Rico through its Wastewater Technician Program.
ORWA received a TAT grant to design, construct and operate a

portable water treatment plan to assist water supply systems in
Oklahoma develop cost effective treatment for nitrate
contamination. RCAP provides assistance to rural water and waste

disposal systems in such areas as finance, management, application
packaging, and problem identification and resolution in 270
communities in 45 States. WVURC operates the National Drinking
Water Clearinghouse which addresses informational needs of small
communities across the nation by collecting and disseminating
information on drinking water topics.

RDA also administers a Solid Waste Management (SWM) Grant
Program that makes grants to nonprofit organizations to assist
rural communities to evaluate current landfill conditions to
determine threats to water resources, to enhance operator skills
in the maintenance and operation of active landfills, to help
reduce the solid waste stream, and to provide technical assistance
and training for operators of landfills with closure planning, and
future land use plans, safety, and maintenance planning.

In fiscal year 1992, RDA made SWM grants to 26 organizations
for $3 million to provide a variety of technical assistance and

training to small, rural communities for such purposes as

recycling and composting programs, public education and awareness
programs, operator training, and implementation of solid waste
management planning.

Question. Do you provide any training for maintaining a

system after you furnish the funds to install it?

Answer. Training is provided through the contract with the
National Rural Water Association, and the technical assistance and

training grant program, and the Solid Waste Management Grant

program. Also, RDA staff provides assistance to rural communities
who encounter operation, maintenance, or management problems.
There are also State operated programs that provide assistance in

this area to operators and managers.

FIELD STRUCTURE

Question. One of the main concerns about setting up the
Rural Development Administration regards the provision of services
in the field. RDA has seven regional offices for the entire
country. Mr. Nash, you state the agency will utilize the Farmers
Home Administration staff in the state and district offices to
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administer the programs at the local level? I don't fully
understand how this will work, or if it works, why we have two
different agencies administering the same program. Are FmHA staff
taking applications and answering questions about the programs on
the local level?

Answer. Yes, there are FmHA employees in each State that are
detailed or designated to RDA. These employees are located at the
FmHA State Office or in an FmHA District Office. These FmHA
employees are responsible for taking applications and answering
questions about RDA programs. For the most part, this is the same
staff who delivered these programs when they were the
responsibility of FmHA. This is a temporary situation and will be
reviewed.

Question. If so, and these
information, do they go to their
RDA regional staff?

local staff need to get more
FmHA superiors or do they go to

Answer. The FmHA District Office staff that delivers RDA

programs would qo to the FmHA State Office staff which has

responsibility for the RDA programs. The FmHA State Office staff
would go to RDA Regional staff for information and assistance.

Question,
performing? Do

approval?

Exactly what functions are the regional offices
all applications go to the regional office for

Answer. The Regional Offices are responsible for providing
supervision and assistance to the FmHA field staff that has

responsibility for delivery of RDA programs. Most applications
are approved at the State Office level. Applications that exceed
a State's approval authority go to the Regional or National Office
for concurrence prior to approval by the State staff.

Question. Do any applications have to come to the national
office for approval?

Answer. RDA National Office has to concur in certain loans
before they can be approved by the State staff. National Office
review is dictated by the amount of the loan and/or type of
security upon which the loan is based. The amount of the loan
varies by program, but it is generally large loans that must be
concurred in by the National Office.

Question. How many staff are there in each regional office?

Answer. The following numbers of staff are assigned to

Regional Offices. Note that some staff assigned to the Regional
Offices are actually located in FmHA state offices.

Reg i oh

Northeast
Mideast
Southeast
Delta
Southwest
North Central
West

Staff in
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Question. To whom should a Member of Congress turn if he or

she has a problem with administration of RDA programs in the state
or district?

Answer. RDA's Regional Directors are responsible for the

management of RDA programs within their regions. The Regional
Office may be contacted concerning any problems.

Question. How would the structure change with REA being
folded into RDA like the House reconciliation bill proposes?

' Answer. It appears that section 1202 would provide
significant direction to the internal management structure of the

agency. It gives primary emphasis to the utility-oriented
programs by requiring a new position of Deputy Administrator for

Rural Utilities with responsibility for administering telephone,
electric, and water and waste disposal programs. It also
authorizes the RDA Administrator to appoint Assistant
Administrators for each of these programs and for rural utility
technical engineering standards and other utility management and

accounting functions.

QUESTIONS SUBMITTED BY SENATOR JOHNSTON

BUSINESS AND INDUSTRY PROGRAM

Question. The Rural Development Administration's Business
and Industry loan program is of utmost importance to the state of
Louisiana. What level of funding was included for this program in
the stimulus package? Has your FY 1994 baseline budget been

adjusted to reflect these funds? What is the current total budget
for this program? How much is targeted for Louisiana?

Answer. The Business and Industry loan program was not
included in the stimulus package. The FY 1994 baseline budget was
not adjusted to reflect stimulus package funds. The current FY
1993 budget for the program is $100 million dollars. Louisiana
received an allocation of $2,307,000. However, the FY 1994

proposed budget for the program is $300 million dollars.
Louisiana will have an allocation of approximately $7,000,000.

Question. Louisiana is ranked among the top 3 states and the
District of Columbia where every parish/county is classified as

medically underserved by national standards in part because of the

inadequate infrastructure in these areas. This problem is

exacerbated particularly in our rural areas. What programs do you
have that respond to such needs?

Answer. The Community Facilities direct and guaranteed
programs make loan funds available in rural areas for health care
facilities. Loans may be made to municipalities, counties,
special purpose districts, nonprofit corporations, and Indian
Tribes. Loan funds can be used for facilities such as hospitals,
nursing homes, medical clinics, dental clinics, ambulances, and
rehabilitation centers. Funds may also be used for equipment
needed for operating these facilities and other necessary costs
connected with them. Also, the Business and Industry guaranteed
loan program may be available in rural areas for medical
facilities in response to such needs.
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Question. For the record, please provide a list of all

programs that relate to rural development and the funding level of
these programs in the state.

Answer. Following is the 1993 fiscal year allocation for
Louisiana:

Community Facilities Direct Loans -
$ 2,142,000; Community

Facilities Guaranteed Loans -$2,025,000; Business and Industry
Guaranteed Loans -$2,307,000; Water and Waste Disposal Direct
Loans - $13,079,000; Water and Waste Disposal Development Grants -

$7,816,000; and Rural Business Enterprise Grants -$284,000.

Louisiana may request additional funds for the above programs
from their Regional Office and the National Office after tney have
used all their allocated funds.

Funds are also available to Louisiana for the following
programs on a case-by-case basis:

Watershed Loans and Flood Prevention; Resource Conservation
and Development Loans; Solid Waste Management Grants; Emergency
Community Water Assistance Grants and Disaster Grants; Business
and Industry Disaster Loans; Intermediary Relendin^ Program Loans
and Disaster Loans; Technical Assistance and Training Grants;
Water and Waste Guaranteed Loans; Water and Waste Disposal Direct
Loans - Disaster; and Water and Waste Disposal Development Grants
- Disaster.

Question. As you may know, Louisiana has many rural parishes
where unemployment is between 15 and 25 percent. The number of
families living at or below the poverty level is over 50 percent.
We need programs that represent a new approach to the problems of
distressed communities and that move beyond the old debate that
the answer to every problem is top-down bureaucracy on the one
hand or trickle-down economics on the other. Is the Department
considering any new initiatives or programs that go beyond this
old adage and address the new emerging needs of rural communities?

Answer. We recognize that solutions to the problems of
distressed communities must be broadly inclusive of numerous

agencies and levels of government. And they must be organized so

that commitment may be maintained over a considerable period of
time. The RDA is committed to providing leadership within the
Federal government to bring about this shift in focus within rural

development. We are participating in several ideas that appear to

have much promise.

One is to apply Federal technology to the creation of new
rural products and businesses. RDA is holding discussions with
the Forest Service and the Alternative Agriculture Research
Commercialization Center concerning ways USDA research can be used
to support new business development.

RDA has participated in developing the Presidents Empowerment
Zone legislation through which state and local governments would
be granted more flexibility in utilizing a variety of Federal

programs targeted to these designated zones. RDA has also

participated in developing development initiatives for the Pacific
Northwest and the Lower Mississippi Delta.
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Another is to link our programs to community-based plans and

strategies. This is one of the critical missing ingredients in

rural development today. RDA has assigned rural development
coordinators to work with state, regional, and local agencies to

develop and implement forward-looking, innovative development
strategies. Our goal is to work very closely with these agencies
to assure that our programs support well-thought-out local goals.

Question. The introduction of the Empowerment Act of 1993

discusses, among other things, independent evaluations of the
different programs that would be implemented through this act.

These evaluations would be conducted on selected rural communities
to evaluate what works and what doesn't before expanding to

include other communities. Are there any communities in Louisiana

being considered for these independent evaluations.

Answer. Specific locations will not be identified until

after the bill become law.

Question. Please provide for the record a summary of the
different criteria for which communities will be considered.

Answer. Section 1392 of the bill provides that rural areas
must have a maximum population of 30,000, a maximum size of 1,000
square miles, consist of census tracts with poverty rates of at
least 20 percent, and higher in most cases, and they must have
submitted an effective strategic plan. Eligible areas must have
continuous boundaries, except for areas that cross State lines,
which may be in as many as 3 contiguous States and may contain up
to 3 noncontiguous parcels.
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RURAL ELECTRIFICATION ADMINISTRATION

QUESTIONS SUBMITTED BY SENATOR BUMPERS

Question: How much money is available for grants through
the rural development subaccount in 1993?

Answer: Currently there is $14.1 million available for
rural development grants.

Question: Do you require that these grants be provided
in conjunction with rural economic development loans?

Answer: A regulation to implement the grant program is

under development. A proposed rule will be published this
summer. REA will then receive and evaluate public comments.

Two general uses for grant funds are under consideration.
First, there are grants to be passed through REA borrowers and
used exclusively in conjunction with zero-interest loans.
Grants made in conjunction with loans will result in the

greatest chance for successful rural development projects.

Second, REA is proposing to make grants, independent of
loans, to REA borrowers to establish and maintain revolving
loan programs in their local areas. However, these proposed
regulations are in the process of departmental clearance and
are subject to change.

Question: Please provide a list of grantees, amounts and

purposes for 1992 and 1993.

Answer: No grants have been made in FY 1992 and 1993 to
date. We anticipate the awarding of grants in late 1993 after
the grant regulation is finalized.

Question: You propose, in the investment package, $50
million in telephone loans for the Distance Learning and
Medical Link Program. Are loan funds authorized for this
purpose?

Answer: Yes, presently under provisions of the RE Act
the Agency can make loans to telephone companies for purposes
which include distance learning and medical link.

Question: Will you require that applicants for grants
under this program take a portion of their funds in loans?

Answer: The Distance Learning and Medical Link Grant

Program is exclusively a grant program. There is no

requirement for an applicant to also apply for a loan.

Question: Why haven't you used the 1992 funds provided
for this program?
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Answer: This grant program is very complex and required
thorough planning to draft an effective and workable

regulation. A proposed rule was published in May 1992 and REA
received numerous public comments which needed to be evaluated.
The final regulation was published on February 26, 1993. The
$10 million in available funds are expected to be awarded by
the end of fiscal year 1993.

Question: Please provide a list of grantees, amounts,
and purposes for 1992 and 1993.

Answer: No grants have been awarded to date. REA will

pubTish a notification of applications which have been received
for funding in the Federal Register during June. We expect to
use all the available funds by September 30, 1993.

Question: What is the current backlog of insured loan

applications at REA for both the electric and telephone
programs and how long does that mean an applicant under each

program has to wait for a loan approval?

Answer: The electric program currently has a backlog of
191 insured loan applications totaling $701 million.
Borrower's typically wait from 14 to 15 months for loan

approval but can shorten the delay if they elect guaranteed
loans.

Current funding levels in the telephone program are
sufficient to process all loan applications if borrowers who

qualify for guaranteed loans elect to request these funds. The

average processing time for telephone loans is 87 working days.

Question: What can you do to reduce that backlog?

Answer: Electric distribution borrowers have the option
of applying for a guaranteed FFB loan. The funds for this type
loan are available. If the Agency was authorized to implement
a prioritizing system, the waiting time for insured loans would
be reduced for borrowers most in need of immediate financing.

There is no current backlog of loans in the telephone
program.

Question: You mention in your testimony that you expect
to obligate all of the electric loans this year--both direct
and through the FFB. However, you do not say the same for the

telephone program. Do you expect to use all of the direct

telephone loan authority? If not, why not? Do you have a

shortage of applications?

Answer: We do not expect to use all of the direct or

guaranteed lending authority in the telephone program due to a

lack of loan applications.
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Question: You mention the issue of repricing REA loans
in your testimony. These loans must have been made prior to

1983 and must be at least 12 years old. A penalty equal to one

year of interest is charged for the refinancing. In addition,
new loan authority must be used so repricing has the effect of

lowering the amount of new loans that can be made. Has

repricing served to force you to deny new loans due to a lack
of loan authority?

Answer: Priority is given to applications for new loan

guarantees and the remaining authority is used for repricing.
Consequently, no new loan guarantees have been denied due to a

lack of loan authority.

Question: Please provide for the record the amount of

repricing in each program for 1992 and 1993 and show how that
has affected the availability of new loans.

Answer: In the electric program, $603 million of

repricing were approved during fiscal year 1992 and $551
million to date in fiscal year 1993. We expect to reprice a

total of approximately $700 million during this fiscal year.
As previously noted, this did not affect the availability of

authority for new loans.

The telephone program did not have any requests for loan

repricing in fiscal year 1992. One loan in the amount of

$1,549,310 has been repriced in fiscal year 1993. Adequate
loan funds are available for new loan requests.

Question: The issue of refinancing without a penalty or

prepayment without a penalty for REA borrowers has been around
for a long time. I understand that it is still a very hot

issue with the REA borrowers and that the Administration is

taking a good look at it. What is the status?

Answer: Premium-free FFB prepayments have been discussed
at recent meetings with various representatives of the

Administration and interested parties such as the REA borrowers
and various trade associations. These discussions are

continuing and no final decision has been reached at this time.

Question: What amount of loans do you expect would be

refinanced or prepaid if allowed?

Answer: Based on March 31, 1993, data, $16.6 billion of

FFB electric loans are outstanding at rates exceeding 7

percetit. If the prepayment penalty is waived, some or all of
these borrowers may choose to prepay their loan.

Question: How much interest would this save the REA

borrowers?
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Answer: If all FFB electric loans in excess of 7 percent
are refinanced without penalty and the new rate is 6.8 percent,
rural electric cooperatives will save an estimated $304 million
in interest the first year and a total of $3.3 billion over the
remaining life of the loans. The cumulative saving is based on
the assumption that outstanding balances will be amortized over
the next 22 years, the average remaining repayment period.

QUESTIONS SUBMITTED BY SENATOR JOHNSTON

Question: What level of funding is included in the
Fiscal Year 1994 Budget for the "Distant Learning and Medical
Link Program" administered by Rural Electrification
Administration?

Answer: The budget proposal requests $5.1 million for
this program. In addition the President has submitted an
investment proposal of $50 million in loans for uses including
distance learning and medical link.

Question: Is Louisiana being considered for a grant
under this program?

Answer: During the first application period three
applications were received from Louisiana totalling $1,148,405,

QUESTIONS SUBMITTED BY SENATOR COCHRAN

Question: Could you please give us a report on REA's
five-year strategic plan.

Answer: REA has begun to develop a long-range plan to
continue providing high-quality service to the 2,000 REA-
financed electric and telephone systems. We needed to examine
our business and arrive at new and more efficient ways of
operating our programs. This is necessary because in the past
few years REA has been given new authorities in rural economic
development, in addition to the basic electric and telephone
programs, which has required reorganization and reassignment of
staff resources.

A team of approximately 20 staffers from within REA,
representing all program and administrative areas, including
policy officials, was established. Many of these staffers are
career employees with long experience in the Agency. Work is

continuing on this project and I am encouraged by the
suggestions received and the employee participation. We expect
the plan to be completed in the near future with implementation
following immediately.

Question: Beginning in fiscal year 1994, a 1.03 percent
loan origination fee is being proposed on all Federal Financing
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Bank direct electric loans equal to the amount of the subsidy.
How much do you estimate to collect from these fees?

Answer: Fiscal year 1994 estimated obligations of
$300,450,000 for new FFB financed electric loans would result
in REA collecting $3,094,635 in fees.

Question: I understand REA distance learning and medical
link grants are limited to a minimum of $10,000 and a maximum
of $500,000. Are these annual limitations?

Answer: The maximum grant for fiscal year 1993 is

$500,000. This amount is based on the regulation which limits
the maximum grant to 10 percent of appropriated funds available
each year. Therefore, the maximum limit may change based on

appropriated funds available each year. The minimum grant of
$10,000 will remain unchanged.

Question: Can a project requiring an amount in excess of
the $500,000 limitation seek additional grant funds in

subsequent fiscal years?

Answer: An applicant may apply for additional funding in

subsequent years. However, each application's funding request
should be sufficient to complete a portion of a project without
having to rely on subsequent years of funding.

QUESTIONS SUBMITTED BY SENATOR GORTON

Question: I am familiar in general terms with the REA

reform package included in the House reconciliation bill. Do

you feel the proposed changes in the REA program will be

beneficial to the rural electric co-ops and will they be able

to receive adequate capital financing in the long-term?

Answer: Our preliminary analysis of the proposed
legislation has raised various questions as to the intent of a

number of the provisions. Until these issues are clarified, we

cannot speculate on the long-term implications of the proposal.

Question: Do you have any insight as to whether this

plan might affect cooperatives in the State of Washington in

any particular way?

Answer: We do not note anything in the proposed
legislation that would have a particular impact on cooperatives
in the State of Washington.

Question: Generating co-ops that have higher cost debt

are unable to refinance those loans through the FFB without

paying a tremendous interest penalty. Yet other FFB borrowers-

-student loans, less developed countries--either have had the

prepayment penalty waived or the debt forgiven altogether. In

my state, for example, two rural electric systems are paying
these high costs for their involvement with the Boardman power
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plant which was financed in the late 1970s. Why are the co-ops
treated differently than other borrowers? Shouldn't they be
given the right to prepay without penalty to lower their cost
of doing business?

Answer: The terms and conditions of the note borrowers
execute with the Federal Financing Bank require the payment of
a price which reflects the then current value of the note, if
prepaid. However, in those cases of 1982 or older notes that
are at least 12 years old, the terms of the FFB notes do permit
borrowers to modify the interest rate on their loans. In these
cases, borrowers can obtain the current lower interest rate on
FFB financing of these notes if the borrower pays a premium of
1 year's interest. This option has been used by several REA
borrowers in fiscal years 1992 and 1993.

Question: As a member of the Senate Rural Health Care
Caucus, programs which support access to and coordination of
health services in rural areas have my full support. I was
delighted to learn that the REA recently announced RFP's for
its telecommunications health program grant. How soon will
applicants receive notice of their status and when will grant
awards be announced?

Answer: A list of applications which have been received
for consideration for fiscal year 1993 funding will be
published in the Federal Register in June 1993. We expect
grant awards to be announced during September 1993.
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FEDERAL CROP INSURANCE CORPORATION

QUESTIONS SUBMITTED BY SENATOR BUMPERS

Full Costs - Federal Crop Insurance Corporation

Question. If no changes are made to the program, what funding
would be required to run a full program--both for the FCIC fund and
the administrative and operating expenses.

Answer. If no changes are made to the program, the estimated

premium level is $800 million with an estimated loss ratio of 1.40.

Crop losses at the $800 million premium level would be approximately
$1,120 million.

Subsidy appropriation in the amount of $201 million would be necessary
for the FCIC Fund, and $47 million is needed to reimburse the FCIC
Fund for prior year administrative expenses.

Administrative reimbursement for delivery system expenses will be

approximately $226 million. The estimated appropriation level for
total administrative and operating (A&O) expenses is $319.4 million.

Nonstandard Classification System

Question. What has been your experience so far in implementing
the Nonstandard Classification System?

Answer. The Nonstandard Classification System (NCS) was

implemented for soybeans beginning with the 1991 crop year.
Additional crops were added in the 1992 and 1993 crop years. A total

of 11 crops are now covered by the NCS program. Table 1 provides a

listing of these crops.

Question. How many policy holders were subjected to it?

Answer. The number of insureds assigned NCS classifications

through the 1993 crop year for all 11 NCS crops is 22,551. Table 2

shows the combined total for the 1991-1993 crop years, by crop.

Questions. How many remained with the program?

Answer. Complete data which indicate the insurance activity of
insureds after assignment of a NCS classification is available only
for soybeans for the 1991 crop year. The total number of active

soybean insureds assigned NCS classifications for the 1991 crop year
was 1,777 of which 1,140 continued their insurance contract for the

1991 crop year. These totals do not include insureds who canceled
their insurance contract prior to selection for NCS purposes or

individual entities with a substantial beneficial interest (more than
10 percent) in the farming operation for the selected insured. Data
for 1992 crop year NCS crops will be available October 1993.

Question. How were their loss ratios altered?
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Answer. The loss experience of crops and insureds is highly

dependent on weather conditions and other risks which affect crop

production. It is, therefore, difficult to accurately identify

changes in loss ratio on a short base period of 1-2 years as being

caused by a specific program action such as the assignment of a NCS

classification.

Question. Do you have any estimate of the ongoing cost savings
the NCS will generate?

Answer. Since the 1991 crop year was the first year for NCS

implementation, only limited data is available to assess the impact
of the NCS program. The tracking of NCS policies from year to year
has been difficult. However, FCIC is implementing methods to track

policies under NCS through the use of Social Security Numbers and

Employer Identification Numbers, as authorized by the Farm Act of

1990. In October 1992, FCIC published a Final Rule in the Federal

Register regarding collection, use, and storage of Social Security
Numbers and Employer Identification Numbers. This tracking system
will provide FCIC the means to conduct necessary cost studies and

analyses.

Question. What are FCIC's plans for refinement and further

application of NCS?

Answer, Further expansion of NCS to other crops in the near

future is not anticipated. Those crops presently under the NCS

program represent the major agricultural crops grown in the United

States and are the principal crops producers insure under the FCIC

insurance program. FCIC believes it is necessary that NCS procedures,

guidelines, and regulations are fully tested and refined on these

crops before making NCS applicable to other regional or highly

specialized crops.

Studies are being conducted to determine necessary changes in NCS

regulations which foster efforts to select only insureds who are

clearly high risk producers. The collection of Social Security and

Employer Identification Numbers for the 1994 crop year will enhance

our ability to monitor NCS insureds and assess the performance and

benefits of the NCS program.

NONSTANDARD CLASSIFICATION SYSTEM Table 1

LISTING OF CROPS

Barley
Corn

Cotton
Grain Sorghum

Hybrid Seed Corn
Oats

Peanuts
Rice

Soybeans
Tobacco
Wheat
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NONSTANDARD CLASSIFICATION SYSTEM Table 2

COUNTS OF SELECTED INSUREDS
ALL CROPS

CROP YEARS 1991-1993

CROP Contracts Selected

Barley 1,347
Corn 5,192
Cotton 1,524
Grain Sorghum 1,973
Hybrid Seed Corn 47
Oats 1,082
Peanuts 469
Rice 127

Soybeans 4,897
Tobacco 339
Wheat 5,554

QUESTIONS SUBMITTED BY SENATOR HARKIN

Federal Crop Insurance Corporation

Question. The 1994 crop insurance season is about to begin
for some crops, making it imperative that the 1994 Standard
Reinsurance Agreement be signed, by FCIC and returned very soon to
those companies who have submitted an agreement along with their plans
of operation. What is FCIC's intention regarding the time for

finalizing the 1994 Standard Reinsurance Agreement?

Answer. The 1994 Standard Reinsurance Agreements will be

finalized, signed and returned to the reinsured companies by July 1,

1993, which is the beginning of the 1994 reinsurance year.

Question. Does FCIC plan to have in place by this fall's

crop insurance season the Social Security Number (SSN)/Employer
Identification Number (EIN) tracking svstem contained in the 1990 farm
bill?

Answer. Yes, on October 8, 1992, FCIC published in the
Federal Register the final regulations providing for the collection,
use and storage of SSN's and EIN's of federal crop insurance
policyholders. FCIC Manager's Bulletin MGR-93-016, dated April 27,
1993, implemented these regulations. The bulletin was effective

immediately and its provisions are required for the 1994 crop year,
beginning with crops seeded in the fall of 1993. Reinsured companies,
agency sales and service contractors, FCIC, and Agricultural
Stabilization and Conservation Service (ASCS) offices involved in

program delivery are required to implement the SSN/EIN regulation.

Question. How will the system work?

Answer. ALL producers are required to provide their SSN/EIN
numbers to the insurer to be eligible to participate in the federal
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crop insurance program. All entities involved in FCIC program
delivery are required to collect, use and store SSN/EIN information.

The identification of information by SSN/EIN will be used in the

automated validation of individual insurance experience, Actual
Production History (yields on which insurance guarantees are based),
nonstandard classifications and determinations of producers ineligible
for USDA benefits. Use of the SSN/EIN provides a "cross reference"
to identify individual insurance experience when insureds change their

names, addresses, entities, or transfer to different insurance

companies.

SSN and EIN records may be used by authorized parties to: 1)
determine the correct parties to the insurance contract, 2) collect

premiums, 3) determine the amount of indemnities and other benefits,
4) establish actuarial data on a policyholder basis, 5) determine

eligibility for program benefits, and 6) report to the Internal
Revenue Service.

Question. Do you have an estimate of the cost savings that
this system might generate either in dollar or loss ratio terms?

Answer. FCIC has not estimated potential cost savings which
may result from the implementation of SSN/EIN tracking. However, FCIC
believes the use of SSN/EIN tracking will improve administrative and
program operations that increase accuracy of insurance coverage and
benefits provided to insureds at reduced costs.

SUBCOMMITTEE RECESS

Senator Bumpers. This concludes today's hearing. Our next hear-

ing will be held on Monday, May 24, in this same room at 2 p.m.
The subcommittee will receive testimony from the Animal and
Plant Health Inspection Service, the Food Safety and Inspection
Service, and the Agricultural Marketing Service.
The subcommittee stands in recess.

[Whereupon, at 3:54 p.m., Thursday, May 20, the subcommittee
was recessed, to reconvene at 1:58 p.m., Monday, May 24.]



AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1994

MONDAY, MAY 24, 1993

U.S. Senate,
Subcommittee of the Committee on Appropriations,

Washington, DC.
The subcommittee met at 1:58 p.m., in room SD-138, Dirksen

Senate Office Building, Hon. Dale Bumpers (chairman) presiding.
Present: Senators Bumpers, Kohl, Feinstein, and Cochran.

DEPARTMENT OF AGRICULTURE

statement of eugene branstool, assistant secretary, mar-
keting and inspection services

accompanied by stephen b. dewhurst, budget officer

Animal and Plant Health Inspection Service

statement of lonnie j. king, acting administrator

Agricultural Marketing Service

statement of kenneth c. clayton, acting administrator

Food Safety and Inspection Service

statement of h. russell cross, administrator

opening remarks

Senator Bumpers. Today we hold our last hearing on the fiscal

year 1994 budget for Agriculture, Rural Development, and Related

Agencies.
Today we will review the budgets for the Animal and Plant

Health Inspection Service, the Food Safety and Inspection Service,
and the Agricultural Marketing Service.
Our witnesses are Eugene Branstool, Assistant Secretary for

Marketing and Inspection Services; Lonnie King, Acting Adminis-
trator, Animal and Plant Health Inspection Service; Russell Cross,
Administrator, Food Safety and Inspection Service; Kenneth Clay-
ton, Acting Administrator, Agricultural Marketing Service; and
Stephen Dewhurst, Budget Officer, USDA.
As a broad overview, in comparison to 1993 funding, the budget

for APHIS is increased by $5 million, the appropriated budget for

FSIS is down by $76 million, while user fees are proposed to gen-

(779)
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erate $104 million. And the Agriculture Marketing Service budget
is decreased by $5 million, but proposes to raise $6.2 million in

user fees.

We have statements from each of the agencies and the assistant

secretary. They will be made a part of the record in full.

Mr. Branstool, I will ask you to make your oral statement after

which we will entertain questions from the subcommittee for each
of the agencies. You may proceed, and welcome to the committee.

ASSISTANT SECETARY BRANSTOOL'S REMARKS

Mr. Branstool. Mr. Chairman, members of the committee, I am
pleased to appear before you to discuss the Marketing and Inspec-
tion Services programs of the U.S. Department of Agriculture, and
their fiscal year 1994 budget proposals.
We have prepared statements for the record and will answer

questions regarding the budget proposals for specific programs.
For fiscal year 1994, the discretionary appropriations request is

$936 million which is $94 million less than the amount appro-
priated in 1993. I will use the remainder of my time to highlight
the Department's budget request for Marketing and Inspection
Services.

In fiscal year 1994, the additional $18 million is proposed to con-
tinue efforts to staff the meat and poultry inspection program and
to initiate additional research to bring about overall improvement
in the meat and poultry inspection system. It would fund the re-

cently hired 160 inspectors and an additional 40, for a total of 200

inspectors.
These inspectors will not eliminate the limitations of the current

system, which is based on visual examination. However, the admin-
istration is determined to make the existing system work as well
as possible while we seek longer term solutions.

Fees already exist to recover the cost of many marketing and in-

spection services, thus reducing the burden on taxpayers. For 1994,
the President's budget proposes to expand user fees to recover all

of the costs of inspecting meat, poultry and egg products beyond
the first scheduled shift. The budget also proposes to shift the costs

of developing commodity standards to the users rather than con-

tinuing to support them with taxpayer funds.
It is further proposed that fees be charged to recover the cost of

providing technical assistance to large profitable cooperatives. Au-
thorization is also sought to recover the Federal Government's cost

of administering marketing agreements and market orders.

Throughout the past year, the Food Safety and Inspection Serv-
ice has assessed current program operations to develop a strategic

plan that will lead to a modernized inspection program. FSIS has

developed a two-track approach. Under Track I, FSIS will evaluate

existing systems to determine immediate steps that can be taken
to maximize the performance of the current inspection system.

In contrast to the evolutionary approach of Track I, FSIS expects
Track II to be revolutionary. From this process an inspection pro-

gram will be developed that is based on public health risk and de-

veloped through an open process based on total quality manage-
ment principles.
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In response to the outbreak of E. coli 0157:H7 in Washington
State, FSIS accelerated development of a pathogen reduction pro-

gram. The pathogen reduction program is a key part of Track I and
overlaps into Track II. The control of pathogenic microorganisms
has always been an implicit goal of the Federal meat and poultry
inspection program. The current program has worked to achieve
this through such activities as organoleptic inspection of slaughter-
houses, daily inspection in processing plants, inspection of imported
products, laboratory analysis, and consumer education.
The pathogen reduction program will be a significant step in re-

ducing the likelihood that harmful pathogens will enter the food

supply at key points in the production, processing, distribution, and
consumption chain.

FSIS BUDGET

For 1994, we are requesting an appropriation of $413.6 million,
and expanded user fees of $104 million derived by recovering 100

percent of the cost of inspection service provided beyond a primary
approved shift, as authorized by the Federal Meat Inspection Act
and the Poultry Products Inspection Act, and new user fees for lab-

oratory accreditation as authorized by the 1990 FACT Act.

This request reflects increased activity of $28 million, but a re-

duction in the discretionary appropriation of $76.3 million from
1993.
While USDA is committed to decreasing the employment within

the Department, an exception has been made in the meat and poul-
try inspection area. The 1994 budget includes an increase of $10
million for an additional 200 inspectors over the level in early
1993. The 1994 budget also includes an increase of $8 million to

conduct scientific investigations and study methods that can be uti-

lized under the pathogen reduction program.

ANIMAL AND PLANT HEALTH INSPECTION SERVICE

Nearly 45 million passengers at U.S. airports and other ports of

entry were inspected by the agricultural quarantine inspection offi-

cers in fiscal year 1992; an increase of almost 5 million from fiscal

year 1991. Nearly 80 percent of these activities were financed by
user fees.

With improved foreign collection of biocontrolled organisms,
quarantine screening, mass rearing, and evaluation of exotic en-

emies, parasites are being developed for such pests as the Russian
wheat aphid and the sweetpotato whitefly.

Cooperative partnerships with producers, accredited veterinar-

ians, allied industry representatives, and State agricultural health
officials are important features of the disease and pest control pro-
grams. Examples are the scrapie voluntary flock certification pro-

gram which resulted from negotiated rulemaking, and the boll wee-
vil program where APHIS pays 30 percent of the program costs

and cooperators pay 70 percent.
Last year, APHIS conducted nearly 19,000 inspections to ensure

the proper care of animals under the Animal Welfare Act. The ani-

mal damage control program strives to alleviate damage caused by
wildlife through an integrated pest management approach.
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We are requesting budget authority for $448.4 million, of which
$91.5 million is funded by user fees for agricultural quarantine in-

spection at ports of entry and $10.3 million is for buildings and fa-

cilities. No new user fees are proposed.

AGRICULTURAL MARKETING SERVICE

The Agricultural Marketing Service's fundamental mission is to

improve the efficiency of the marketing of agricultural products,
ensure fair trading practices, and assure consumers of a food sup-
ply that is abundant and of high quality.
To accomplish this, the Agricultural Marketing Service admin-

isters a variety of programs that enhance the marketing and dis-

tribution of agricultural products. Activities include the dissemina-
tion of market information, inspection of egg products, development
of grade standards, protection of producers, random testing of com-
modities for pesticide residues, oversight of agricultural research
and promotion programs, and research and technical assistance

aimed at improving the efficiency of food marketing and distribu-

tion.

The Agricultural Marketing Service also administers marketing
agreements and marketing orders at the national level, and pur-
chases commodities that support domestic feeding programs such
as the National School Lunch ProCTam.
For 1994, the budget requests $52.1 million for marketing serv-

ices and payments to States, a reduction of $5.1 million from 1993.

This reduction reflects a proposal to recover $6.2 million in ex-

panded user fees for the development of commodity grade stand-
ards and the costs associated with providing egg products inspec-
tion service for anything beyond the first shift.

The budget also proposes authority to recover $10.7 million,
which is the Federal Government's cost of administering marketing
agreements and marketing orders previously funded by section 32.

I want to thank you, Senator, for this opportunity to present the

budget for these Marketing and Inspection Services programs. I be-

lieve it proposes funding amounts and sources that will assure the
successful accomplishment of the Department of Agriculture's mis-
sion to serve the industry, consumers, and the general public.

PREPARED STATEMENTS

Senator Bumpers. Thank you very much, Mr. Branstool. We
have your complete statement and it will be made part of the
record along with the statements of Dr. King, Mr. Cla)rton, and Dr.
Cross.

[The statements follow:]

Statement of Eugene Branstool

Mr. Chairman and members of the Committee, I am pleased to appear before you
to discuss the Marketing and Inspection Services programs of the U.S. Department
of Agriculture and their fiscal year 1994 budget proposals. With me today are Dr.

H. Russell Cross, Administrator of the Food Safety and Inspection Service (FSIS),
Dr. Lonnie J. King, Acting Administrator of the Animal and Plant Health Inspection
Service (APHIS) and Dr. Kenneth C. Clayton, Acting Administrator of the Agricul-
tural Marketing Service (AMS).
They have prepared statements for the record and will answer questions regard-

ing the budget proposals for their specific programs.
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MARKETING AND INSPECTION PROGRAMS

The Food Safety and Inspection Service, Animal and Plant Health Inspection
Service, ACTicultural Marketing Service, and Federal Grain Inspection Service pro-

grsuns facilitate the swift movement of safe, high quality commodities from the farm
to ^e consumer. Also the Agricultural Marketing Service and Packers and Stock-

yards Administration help create fair and competitive markets. The Agricultural Co-

operative Service conducts research on the economics of cooperatives and provides
technical assistance to individual cooperatives.

BUDGET AND PROGRAM POLICY CHANGES

Fiscal Year 1994 Budget
For fiscal year 1994, the discretionary appropriations request is $936 million,

which is $94 million less than the amount appropriated
for 1993. I will use the re-

mainder of my time to highlight the Department s budget requests for the Market-

ing and Inspection Services area.

Investment

In fiscal year 1994, the additional $18 million is proposed to continue efforts to

stafT the meat and poultry inspection program and to initiate additional research
to bring about overall improvement in the meat and

poultry inspection system. It

would fund the recently hired 160 inspectors and an additional 40 for a total of 200

inspectors. These inspectors will not eliminate the limitetions of the current system
which is based on visual examination. However, the Administration is determined
to make the existing system work as well as possible while we seek longer term so-

lutions.

Savings
Fees already exist to recover the cost of many marketing and

inspection services,
thus reducing the burden on

taxpayers.
For 1994, the President's budget proposes

to expand user fees to recover all of the cost of inspecting meat, poultry ana egg
products beyond the first scheduled shift. The budget also proposes to shift the costs

of developing commodity standards to the users rather than continuing to support
them with taxpayer funds. It is further proposed that fees be cheirged to recover the
costs of providing technical assistance to large, profitable cooperatives. Authoriza-
tion is also sought to recover the Federal government's cost of administering mar-

keting agreements and orders.

FOOD SAFETY AND INSPECTION SERVICE

The mission of the Food Safety and Inspection Service (FSIS) is to ensvire the Na-
tion's meat and poultry supply is safe, wholesome, unadulterated and properly
packaged and labeled. FSIS provides in-plant inspection to all domestic esteblish-

ments preparing meat and poultry products
for sale or distribution in commerce.

This includes providing technical and financial assistance to States which maintain

inspection programs equal to that of the Federal inspection program for products
travelling in intrastete commerce. FSIS also reviews foreign inspection systems and
establishments and inspects products imported to the Umted States to ensure that

product quality and safety is equal to that provided by the Federal system of inspec-
tion.

Program Accomplishments and Plans

Throughout the past year, FSIS has assessed current program operations to de-

velop a strategic plan that will lead to a modernized inspection program. During
this

process,
FSIS received over 500 comments fi-om its own employees and the pub-

lic. With the approval of Secretary Espy, FSIS has developed a two-track approach
for continued planning. Under Track I, FSIS will evaluate existing systems to deter-

mine immediate steps that can be taken to maximize the performance of the current

inspection svstem. In contrast to the evolutionary approacn of Track I, FSIS emects
Track II to be revolutionary. From this process an inspection program will be devel-

oped that is based on
public

health risks and developed through an open process
based on Total Quality Management Principles.

Shortly after we proposed this two-track strategy, FSIS was faced with a food

safety crisis—the outbreak of E. coli 0157:H7 in Washington State. In
response

to

this outbreak, FSIS accelerated development of a Pathogen Reduction Program,
which was recently approved by Secretary Espy. The Pathogen Reduction Program
is a key part of Track I and overlaps into Track II. The control of pathogenic micro-

organisms has always been an implicit goal of the Federal meat and poultry inspec-
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tion program. The current program has worked to achieve this through such activi-

ties as organoleptic inspection in slaughterhouses, daily inspection in processing
plants, inspection of imported products, laboratory analyses, and consumer edu-
cation. The Pathogen Reduction Program will be a significant step in reducing the
likelihood that harmful pathogens will enter the food supply at key points in the

production, processing, distribution, and consumption chain.

FSIS Funding
For 1994, we are requesting an appropriation of $413.6 million and expanded user

fees of $104.0 million derived by recovering 100 percent of the cost of inspection
service provided beyond a primary approved shift, as authorized by the Federal
Meat Inspection Act and the Poultry Products Inspection Act, and new user fees for

laboratory accreditation, as authorized by the 1990 FACT Act. This request reflects

increased activity of $28 million, but a reduction in the discretionary appropriation
of $76.3 million from 1993.
While USDA is committed to decreasing the emplo3mtient within the Department,

an exception has been made in the meat and poultry inspection area. The 1994
budget includes an increase of $10.0 million for an additional 200 inspectors over
the level in early 1993. These

inspectors
will fill critical vacancies and allow for

growth in the industry. The 1994 budget also includes an increase of $8.0 million
to conduct scientific investigations and study methods that can be utilized under the

Pathogen Reduction Program.

ANIMAL AND PLANT HEALTH INSPECTION SERVICE

APHIS protects American agriculture by preventing the introduction of destruc-
tive foreign plant and animal pests and diseases; monitoring plant and animal
health; conducting Programs to prevent, detect, and eradicate harmful pests and
diseases; and, developing methods to control animals and pests which threaten agri-
culture or constitutes a public health or safety hazard. It administers the Animal
Welfare Act to ensure the humane care and treatment of warm blooded animals
used for research, exhibition, or sold wholesale as pets.

Program Accomplishments and Plans

Nearly 45 million passengers at U.S. airports and other ports of entry were in-

spected by Agricultural Quarantine Inspection officers in fiscal year 1992, an in-

crease of almost 5 million from fiscal year 1991. Nearly 80 percent of these activities

were financed by user fees.

APHIS plays an important role in negotiating phytosanitary and sanitary matters
that facilitate international trade. They have been exploring the concept of "region-
alization" which recognizes pest or disease-free zones within countries to allow safe
trade of agricultural products from those areas.

Biological control methods suppress pest infestations in a more environmentally
conscious way. With improved foreign collection, quarantine screening, mass rearing
and evaluation of exotic enemies, they are developing parasites for such pests as the
Russian Wheat Aphid and Sweetpotato Whitefly.
The agency has recently reached a stage where it can adjust its focus from eradi-

cation of selected diseases toward monitoring animal health for economic signifi-
cance and food safety. Animal health will become the major focus helping to directly
and indirectly ensure food safety by helping keep animals healthier in production,
and by providing

vital traceback capabilities which would have been oi assistance

during tne tragic E. coli outbreak in the Northwest.

Cooperative partnerships with
producers,

accredited veterinarians, allied industry
representatives, and State agricultural health officials are important features of the
disease and pest control programs. Examples are the Scrapie Voluntary Flock Cer-
tification program which resulted from negotiated rulemaking and the boll weevil

program where APHIS pays 30 percent of program costs and cooperators pay 70 per-
cent.

In the area of Federal oversight for biotechnology products, APHIS recently pub-
lished a final rule amending the regulations for the introduction of certain geneti-
cally engineered organisms and products. The amendments supplement existing per-
mitting requirements. The alternatives enable innovators to notify APHIS that they
are introducing certain regulated articles in accordance with eligibility criteria and
performance standards or to request APHIS to determine whether the plant has
nonregulated status. These amendments are based on SVz years of Agency experi-
ence in issuing permits which protect agriculture through controlled field testing of
certain transgenic plants.
Last year APHIS conducted nearly 19,000 inspections to ensure the proper care

of animals under the Animal Welfare Act. The horse show industry is momtored to
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eliminate the soring of horses and to penalize violators. The Animal Damage Con-
trol program strives to alleviate damage caused by wildlife through an integrated
pest management approach.

APHIS Funding
We are requesting Budget Authority of $448.4 million, of which $91.5 million is

funded by user fees for Agricultural Quarantine Inspection at ports of entry and
$10.3 million is for buildings and facilities. No new user fees are proposed.

AGMCULTURAL MARKETING SERVICE

The Agricultural Marketing Service's (AMS) fundamental mission is to improve
the efficiency of the marketing of agricultural products, ensure fair trading prac-
tices, and assure consumers of a food supply that is abundant and of a high quality.
To accomplish this, AMS administers a variety of programs that enhance the mar-

keting and distribution of agricultural products. Activities include the dissemination
of market information, inspection of egg products, development of grade standards,

protection of producers random testing of commodities for pesticide residues, over-

sight of agricultural research and promotion programs, and research and technical

assistance aimed at improving the efficiency of food marketing and distribution.

AMS also administers marketing agreements and orders at the national level and
purchases commodities that support domestic feeding programs, such as the Na-
tional School Lunch Program.

Program Accomplishments and Plans

AMS programs play an important role in creating fair and competitive markets,
many at no expense to the taxpayer. User funded grading and inspection programs
provide assurance of the quality of products in the marketplace; agricultural pro-
motion programs give producers the means to improve the marketing of their prod-
ucts; marketing agreements and orders help maintain adequate quantities of com-
modities for consumers at stable prices; and perishable agricultural commodity li-

censes assure prompt payment for fruits and vegetable marketers. Programs funded

by appropriations provide market information and technical assistance that en-
hances competition and protects agriculture from unfair trade practices in the seed

industry.

Beyond the marketing aspects of these programs, they provide rural America with
the ability to compete nationally and globally. In addition to domestic market news
reports, AMS has reached agreements with Canada and Mexico to share available

market information. The success of these operations will indicate whether agree-
ments should be made with other countries. AMS has also been involved in discus-

sions to improve international trade by harmonizing grade standards and in co-

operation with the Foreign Agricultural Service, AMS employees have been working
with eastern European countries to facilitate the move to market oriented econo-
mies.

AMS administers a wide variety of programs that effects numerous commodities.
To effectively administer these programs AMS has entered into 311 cooperative
agreements with the States. Through Federal/State cooperation, AMS is able to re-

duce Federal employment and costs by sharing State-owned office space, adminis-
trative costs, and personnel. By working with the States and improving administra-
tive efficiency, AMS has been able to close 147 offices, a 40 percent reduction in field

offices over the last ten years.

AMS Funding
For 1994, the budget requests $52.1 million for marketing services and payments

to states; a reduction of $5.1 million from 1993. This reduction reflects a proposal
to recover $6.2 million in expanded user fees for the development of commodity
grade standards and the costs associated with providing egg products inspection
service for anjrthing beyond the first shifl. The budget also proposes authority to re-

cover $10.7 nullion which is the Federal government's cost of administering market-

ing agreements and orders previously funded by Section 32.

CONCLUSION

Thank you for this opportunity to present the budget for these Marketing and In-

spection Services programs. I believe it proposes funding amounts and sources that
will assure the successful accomplishment of the Department of Agriculture's mis-
sion to serve the industry, consumers and the general public.
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Statement of Dr. Lonnie J. King

Mr. Chairman and members of the Committee, I appreciate the opportunity to re-

port on our continuing efforts to protect American agriculture and its ability
to

affordably and safely feed Americans and others, and ite contribution as part of the

largest industry in our economy. I would like to report briefly on our Agency's mis-

sion, organization, accomplishments, and the challenges we face.

First, let me introduce some members of our management team with me today.

They are Deputy Administrators, Dr. Billy G. Johnson for Veterinary Services; Mr.

Bobby R. Acord for Animal Dtunage Control; Dr. Dale F. Schwindaman for Regu-
latory Enforcement and Animal Care; Mr. B. Glen Lee for Plant Protection and
Quarantine; Dr. Alex B. Thiermann for International services; Mr. Terry L. Medley,
Director of Biotechnolo^, Biologies, and Environmental Protection (and, currently.

Acting Associate Admimstrator of APHIS); and Mr. Kevin Shea, Acting Director of
the Budget and Accounting Division.

AGENCY MISSION

The mission of the Animal and Plant Health Inspection Service (APHIS) is to pro-
tect American agriculture by providing leadership in ensuring the health and care
of animals and plants, and thus improve agricultural productivity and competitive-
ness. This helps to keep food safe, better, and cheaper. It helps to keep our agricul-
tural industry more efficient and thus more economically sound and successful,

thereby contributing to our national economy and the public health. APHIS accom-

pUshes this mission by: excluding exotic agricultural pests and diseases; detecting
and monitoring incursions of agricultural pests and diseases; managing endemic ag-
ricultural pests, diseases, and predators; providing scientific and technical services;

regulating veterinary biologies, plants, and other organisms developed through bio-

technology; facilitating agncultursd exports; protecting the welfare of animals; pro-

tecting endangered species; ensuring that our activities safeguard the environment;
and collecting, analyzing, and disseminating information.

AGENCY ORGANIZATION

APHIS was established as the Animal and Plant Health service in 1971. The
name was changed to Animal and Plant Health Inspection Service when other func-

tions were added the following year. The Agency headquarters are located in Wash-
ington, D.C., and Hyattsville, Maryland. Veterinarians, inspectors, plant patholo-

gists, entomologists, wildlife biologists, and other scientists and experts are located

throughout the United States, and in several foreign countries. For fiscal year 1994,
we request $438.1 million for salaries and expenses, of which $91.5 million would
be fi-om user fees, and $10.3 million for buildings and facilities. We have a staff-

year ceiling for fiscal year 1994 of 6,470. Six program delivery units, each represent-
ing unique scientific and regulatory disciplines, cany out the Agency's mission:

Veterinary services employs veterinarians, animal health technicians, epidemiolo-
gists and other animal health professionals. It conducts programs to ensure and pro-
tect the health of the Nation's livestock and poultry resources; prevents the entry
of dangerous animal diseases; enhances the export of livestock and poultry; cooper-
ates in disease control and eradication programs; and conducts national animal
health monitoring and surveillance activities.

Plant Protection and Quarantine employs entomologists, plant pathologists, and
others with various scientific backgrounds. It conducts programs to protect the Na-
tion's agricultural resources from the entry of plant pests and animal diseases; co-

operates in plant pest survey, control, and eradication; and certifies U.S. agricul-
tural products for export.
Animal Damage Control (ADC) provides Federal leadership in managing problems

caused by wildlife. The program employs wildlife management specialists
whose re-

sponsibility is to protect America's agricultural, industrial, and natural resources

and to safeguard public health and safety, while taking into account a wide range
of legitimate public interests which may conflict with one another. These interests

include wildlife conservation, biological diversity, and the welfare of animals as well

as the use of wildlife for purposes of enjoyment, recreation, and livelihood.

Biotechnology, Biologies, and Environmental Protection employs scientists with

training in multiple disciplines such as chemistry, molecular biology, ecology, veteri-

nary medicine, microbiology, and genetics. This unit coordinates the development
and execution of biotechnology regulatory policy

within APHIS and other USDA reg-

ulatory agencies; issues licenses for veterinary biological products and production es-

tablishments; analyzes the environmental impact of all APHIS programs; and,
where necessary, prepares environmental assessments or impact statements to en-
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sure compliance with all applicable environmental laws and regulations. This pro-

gram is also responsible for securing and maintaining pesticide registrations for

agency programs. We also conduct pesticide residue analyses on fruits and vegeta-
bles for food safety purposes for the Agricultural Marketing Service and conduct en-

vironmental momtoring as part of APHIS' "Circle of Environmental Protection

Program."
International services conducts activities outside the United States which support

the primary goals of protecting our nation's agriculture and enhancing U.S. agncul-
tural exports by establishing an information network on the world animal and plant
pest and disease situation; negotiating with foreign officials concerning entry re-

quirements for this country's agricultural products; cooperatively conducting agricul-
tural pest and disease prevention, control, and eradication programs in foreign loca-

tions; and conducting preclearance programs of agricultural products destined for

the United States.

Regulatory Enforcement and Animal Care employs veterinarians and other spe-

cially trained personnel to direct and coordinate investigations of alleged violations

of law or Departmental rules and regulations, and conducts animal welfare inspec-
tions to ensure the proper stewardship of animals, whether they are destined for

research, exhibition, or other regulated industries.

APHIS, through innovative and aggressive recruitment, has been able to attract

the best qualified and most representative work force possible. This past year, the

under-representation of women and minorities that existed in the veterinary profes-
sion was eliminated. A highly skilled work force and a working environment that
stimulates and challenges our people are key to maintaining internationally recog-
nized laboratories and support systems that provide technology, research, scientific

information, and technical support services for APHIS programs, agricultural pro-

ducers, and the public.

ACCOMPLISHMENTS AND CHALLENGES

APHIS is proud of its past. We have eradicated many threats to American agri-

culture, including screwworm. Avian influenza, hog cholera, exotic Newcastle dis-

ease, and on multiple occasions, Mediterranean fimit fly (Medfly). Currently, we are

working successfully to eradicate Medfly in a cooperative effort with the State of
California. But we see our challenges as changing. For example, we are moving in

the 1990's toward an increasingly global economy. We will have to be more vigilant
than ever if we are to prevent uie entry of pests and diseases which are harmful
to our country's agriculture. Maintaining the favorable health status of our national
food animal populations and plant commodities is key to our international competi-
tiveness in agriculture and enables us to export almost one-third of our agricultural
production.

MANAGING OUR INSPECTION PROGRAMS TO KEEP PACE WITH THE INCREASED TRAFFIC
OF PEOPLE AND GOODS

In fiscal year 1992, 45 million passengers arrived at U.S. ports, an increase of al-

most 5 million over fiscal year 1991. Passenger arrivals are projected to steadily in-

crease through the year 2000. To meet this increased demand, over 1,500 scientif-

ically trained APHIS inspectors continue to work with the U.S. Customs Service to

expedite the clearance of psissengers while maintaining adequate protection for

American agricultvu*e from exotic pests and diseases. We constantly explore ways to

improve our inspection process. For example, in fiscal year 1992, we added nine new
detector dog teams to complement 74 x-ray machines at maior airports and land
border stations. Most of these program activities are financed by user fees. We have
tight management controls on these user fees and recently reduced several fees. The
fiscal yeau" 1994 budget proposes $91.5 million in the AQI user fee account and $24.6
million in the AQI appropriated account. The increased funding would enable
APHIS to continue improving and implementing innovative techniques, such as x-

ray machines and detector oogs, and increase staffing and support on the Mexico
border to handle the escalating workload.
Current and impending international trade agreements involving free trade and

regionalization have challenged APHIS' traditional import/export strategies. We ex-

pect increased trade in agricultural goods to mirror the increase in international

gassengers.
Under the proposed North American Free Trade Agreement, the United

tates, Canada, and Mexico have agreed to administer sanitaiy and phytosanitary
standards in a forthright and expemtious manner to further ensure that any trade
would be safe trade for American agriculture. APHIS will continue to apply sanitary
and

phytosanitary measures necessary to protect the Nation's plant and animal
healtii based on sound science and risk assessment procedures.
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At the same time we are concerned with increased imports, APHIS reco^zes the
need to facilitate U.S. agricultural exports worldwide through bilateral discussions
with many countries including Canada, Mexico, Japan, Australia, Chile, New Zea-

land, Korea, and Taiwan. APHIS participated in the Uru^av Round of the General

Agreement on Trade and Tariffs negotiations and the Umted States/European Com-
munity Working Groups on phjrtosanitary and sanitary matters to explore the con-

cept of "regionalization," the recognition of pest or disease-free zones within coun-
tries to allow safe trade in agricultural products from those areas to occur. We are

learning to cooperate and compete at the same time for the mutual benefit of U.S.
and foreign agriculture.
The fiscal year 1994 budget proposes $5.9 million for international programs ac-

tivities to increase technical information exchange with emerging and developing
eastern block countries, including Russia, which will benefit worldwide phyto- and
zoo-sanitary conditions.

DOING BUSINESS TN A MORE ENVIRONMENTALLY CONSCIOUS WAY

This year we initiated our "Circle of Environmental Protection" concept which
helps the agency comply with its environmental requirements—the National Envi-
ronmental Policy Act and other environmental laws, legislation, and executive or-

ders in a proactive fashion. This is accomplished through planning, environmental
documentation, and environmental monitoring. We understand and share the con-
cern with issues such as the use of pesticides and their impact on the environment
and food safety. Issues like these underscore the critical need for sound risk assess-
ment and risk management techniques. Our National Monitoring and Residue Anal-

ysis laboratory in Gulf Port, Mississippi, plays an important role for the Agricul-
tural Marketing Service and Food and Drug Administration pesticide data program
in ensuring pesticide residues on agricultural commodities do not exceed established
standards. Nationally and globally, there is an increased demand for ready access
to scientific data which can be used to assess risks, forecast disease trends, and
evaluate the costs versus the benefits of various disease prevention, control, and
eradication methods.
Our fiscal vear 1994 budget request includes $8.2 million for biological control ac-

tivities which reflects increases in foreign collection, quarantine screening, mass

Production,
and evaluation of exotic natural enemies in many projects, including

Russian wheat aphid. We have increasingly advocated and used biological control
alternatives to chemicals for controlling plant pests. The concern with water and air

quality, the potential carcinogenic effects of certain pesticides, and increasing pest
resistance to pesticides have made it imperative for APHIS to continue to develop
and improve upon biological control methods. For example, a new strain of

sweetpotato whiteflv has developed a resistance to most registered pesticides. This

{)est

is believed to be widely established across the South, and is especially preva-
ent in California, Arizona, Texas, and Florida. It attacks over 500 different plants,
including vegetables, melons, and non-crop plants, causing significant economic
damage. Control efforts have concentrated on the development of biological control

methods, including the use of exotic parasitic wasps, fungal pathogens, and certain
natural compounds.
We are making our long standing programs ever more sound environmentally,

and we are completing environmental impact statements (EIS) on three of our major
program areas. A comprehensive review of our Medfly eradication and suppression
programs is nearing completion after 2 years of intensive effort. The EIS analyzes
alternatives for Medfly eradication and suppression, both with and without pes-
ticides, and addresses the expected effects if no action were taken against the pest.
We published the draft EIS in April. With the large number of public comments ex-

pected to follow, we expect to issue the final EIS in September.
We are also very close to completing a comprehensive environmental review of our

ADC program. A draft EIS analyzing the impact of current ADC activities as well
as possible alternatives was published in July 1990. Over 1,500 public comments
were received, prompting a risk assessment to be undertaken that will be included
in the final EIS. Because of this and numerous other revisions in response to the
comments received, APHIS prepared a supplement to the draft EIS and made it

available to the public in January 1993.
We have begun the process of preparing an EIS for our animal health programs,

which will not only examine current program activities with a potential for affecting
the environment but will also establish procedures for dealing with future site-spe-
cific needs for services, many of which are of an emergency nature and would re-

quire immediate attention. Issues that have been identified for analysis are the use
of pesticides, depopulation, future emergency site-specific activities, laboratory and
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operational facilities, transmission of diseases between domestic animals and wild-

life, mitigation, and the compatibility of available technologies with environmental

quality objectives.

ADJUSTING THE AGENCY'S FOCUS FROM ERADICATION OF SELECTED DISEASES TOWARD
MONITORING OF ANIMAL HEALTH FOR ECONOMIC SIGNIFICANCE AND FOOD SAFETY

In the past, the APHIS budget structure reflected the Agency's focus on eradicat-

ing certain diseases. While still important, such eradication campaigns do not to-

tally reflect APHIS' general mission of protecting animal health and, ultimately,
human health. APHIS now plans to ensure, and will adjust its budget to reflect, its

capability for consistent disease surveillance and detection, emergency disease pre-

paredness and response, animal health monitoring, and epidemiological delivery
without direct ties to traditional animal disease eradication programs. The emphasis
is on overall animal health rather than disease, thus helping directly and indirectly
to ensure food safety both by helping make animals healthier in production, and by
providing vital traceback capabUities—the need for which was demonstrated re-

cently by the tragic E. coli outbreak in the Northwest. However, as we make the

transition to a focus on animal health, we will remain as dedicated as ever to com-

pleting successfully our brucellosis, tuberculosis, and pseudorabies programs. These

cooperative Federal-State-industry efforts have achieved great success and we fully
intend to finish the job. The fiscal year 1994 budget proposes $31.4 million for bru-

cellosis, $5.6 million for tuberculosis, and $3.5 nullion for pseudorabies eradication

programs. The monitoring and surveillance activities for these programs were shift-

ed into the animal health monitoring and surveillance line item.

Our work to control Salmonella enteritidis (SE), a povdtry disease and a serious

public health concern, is an example of how APHIS has a key role in food safety.
SE has been found in many domestic commercial egg-la5dng chicken flocks and has
infected commercial table eggs, causing human illness and death. Our SE traceback

program is helping to reduce the spread of the disease as well as reducing the

human illnesses and deaths caused by egg-related SE. Through the combined efforts

of APHIS, egg producers, restaurants, consumers, industry representatives, and
other government agencies, it should be possible to decrease human SE outbreaks
from the current 60 per year to 25 by the year 2000, which is the agreed upon Food
and Drug Administration/Centers for Disease Control target level. Our fiscal year
1994 budget request of $3.5 million for SE will maintain current efforts to reach
this goal.

ESTABLISHING COOPERATIVE PARTNERSHIPS RATHER THAN FEDERALLY MANDATED AND
FUNDED PROGRAMS

In many APHIS programs, there has been close cooperation among producers, in-

dustry groups, and government. The latest example is the scrapie voluntary flock

certification program that took effect on October 1, 1992. This program, which rep-
resents a clear change for the better from the earlier unsatisfactory program, re-

sulted from negotiated rulemaking—a cooperative effort among producers, accred-

ited veterinarians, allied industry representatives. State animal health officials, and
APHIS. The budget proposes $3.5 million, representing increased ftinding for contin-

ued setup and implementation of the scrapie voluntary flock certification program.
Another prime example is the cooperative Federal-State-industry pseudorabies

eradication program. Program standards were developed by APHIS, State officials,

and industry leaders. To participate, a State must establish a State pseudorabies
committee consisting of swine producers, animal scientists, veterinarians. State and
Federal regulatory officials, and other swine industry representatives. Pseudorabies
eradication offers producers alternatives to eliminate the disease without requiring
costly slaughter and indemnity. It also leverages new biotech diagnostic and vaccine

products.
The boll weevil program serves as another example of a highly successful coopera-

tive eradication program that has yielded enormous economic benefits to producers.
In this case, APHIS pays 30 percent of program costs and cooperators pay 70 per-
cent. The fiscal year 1994 budget proposes fiinding of $9.9 million to monitor eradi-

cated areas and to continue eradication areas begun in fiscal year 1993.

Cooperators also help fund field operations of 5ie animal damage control program.
These agricultural groups pay, on average, 50 percent of program costs in the west-

em States and up to 100 percent of the direct costs on special projects. We request
$26.2 million to maintain fiie Federal share of the funding needs.
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FACILITATING THE SAFE DEVELOPMENT OF BIOTECHNOLOGY IN AGRICULTURE

In todays world of rapidly evolving technologies and continual scientific break-

throughs, APHIS is constantly challenged to keep pace with the growing awareness
of the economic and social implications of biotechnology. Our challenge is to safe-

guard American agriculture and provide a regulatory framework which removes un-

certainty and establishes appropriate regulatory oversight. In October 1992, the

Agency granted a petition by Calgene, Inc., to remove from regulatory restrictions

the company's genetically modified tomato, the FLAVR SAVR. The decision marked
the first release of a transgenic agricultural product from special permitting con-

straints. Our determination was based on data fi-om eight field tests of the tomato

along with other information showing that it poses no plant or environmental health
risk. Calgene is now awaiting Food and Drug Administration decisions on two peti-
tions relating to the tomato's food safety.
On March 31, 1993, APHIS published a final rule amending the regulations per-

taining to the introduction of certain genetically engineered organisms and products.
"The amendments supplement the existing permitting requirements by adding two
alternatives for the introduction of certain genetically engineered plants with which
APHIS has had considerable experience. The alternatives are (1) a

provision
for no-

tification of the introduction of certain regulated articles in accordance with eligi-

bility criteria and performance standards, and (2) a petition for the determination
of nonregulated status. The notification and petition amendments became effective

April 30, 1993. These amendments are based upon SViz years of Agency experience
in issuing over 400 permits for the field testing of transgenic plants, and they are
a logical

evolution of the regulations. The rules were published in final form after

consideration of comments, which generally favored an experience-based adjustment
of regulation for some transgenic plants.
Under the notification provisions, an applicant must notify APHIS 10 davs before

interstate movement and 30 days before importation or release. In turn, APHIS will

provide this information to the respective State regulatory officials for review and

input. APHIS will then notify the applicant as to whether the movement or release

can proceed under notification. Regulated articles not appropriate for introduction
under notification would continue to require a permit for introduction. Under the

petition provisions,
an applicant must submit, in accordance with APHIS require-

ments, all relevant information and data necessary to support a determination that
the transgenic plant should no longer be regulated under the regulations in 7 CFR
part 340. This includes any information known to the petitioner which is unfavor-
able to the petition. APHIS then has 180 davs in which to approve or deny the peti-
tion. During this 180-day period, APHIS will publish notice in the Federal Register
of the petition request for a mandatory 60-day public comment period.

Biotechnology offers the potential to revolutionize global agriculture, add value to

our exports, ensure safer, more environmentally sensitive products, and provide
some hope of feeding the 10 billion people expected on Earth by 2025. Our budget
proposal contains $7.7 million to carry out biotechnology and environmental protec-
tion work.

WORKING WITH OTHER COUNTRIES FOR MUTUAL BENEFITS

We have often cooperated with other countries to protect our agricultural health
and help others to develop their industries. Such cooperation will be even more cru-

cial in the future. For example, APHIS works with international organizations,
other Federal agencies, the States, and universities in conducting a number of bio-

logical control projects. This activity is crucial because often
pests

and diseases
enter the United states from other countries unaccompanied by tne natural enemies
that mitigate their damage in their native countries. An example is the Asian gypsy
moth, a primary pest in Russia. APHIS and the U.S. Forest Service (FS) worked
closely with Stete agencies in Washington and Oregon te eradicate the infestetions
in fiscal year 1992. In addition, APHIS worked with Canadian and Commonwealth
of Independent States officials to assess the situation in Russia and evaluate the
risk of further introductions into Canada and this country. Along with the FS we
are continuing to work with our Russian counterparts to conduct critical entomo-

logical research and population monitoring at ports and the surrounding areas in

Russia. The results oi this work will help us to develop procedures for reducing and
eliminating the risk of exotic pest movement on cargo, containers, and carriers.

As mentioned, we have a record of outstanding cooperation with other countries.

The screwworm program is an example of successful biocontrol and international co-

operation, one that was well ahead of its time. Screwworm eradication began as an

experimental project in Florida during the 1950's. The program was so successful

using sterile flies that by 1966 the United States was declared screwworm-free.
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APHIS continues to successfully prevent screwworm reintroduction into the United
States. In fiscal year 1992, an outbreak of screwworm occurred in Mexico after that

country had been declared screwworm-free in February 1991. In response to this

outbreak, the United states and Mexico initiated an emergency eradication effort in-

volving intensive field svuveillance and sterile fly dispersal in the affected areas. No
new specimens have been collected since September 30, 1992. The initiative has
been successful and was terminated March 31, 1993. In addition to Mexico, the

eradication program is active in Guatemala, Belize, El Salvador, Honduras, and

Nicaragua. We are on target to push the screwworm to Panama before the end of

the century. We propose $34.9 million to fund these screwworm eradication activi-

ties.

SUCCESSFULLY FULFILLING OUR ROLE IN THE STEWARDSHIP OF ANIMALS

As an Agency of many veterinarians and wildlife biologists, we have a special un-

derstanding of animals, as well as a legal mandate. We pledge to fulfill our man-
date. Last year we conducted 18,595 inspections across the U.S. to ensure the prop-
er care of animals under the Animal Welfare Act (AWA). A number of animal wel-

fare organizations and individuals have raised concerns recently over the use of ani-

mals in bear wrestling, photography sessions, and other exhibition activities that in-

volve contact with humans, citing the risks to both the people and the animals in-

volved. The AWA does not prohibit such activities. However, our standards specifi-

cally require that, in addition to being provided proper housing, sanitation, food,

water, transportation, and veterinary care, exhibit animals must be handled so they
do not pose a danger to the public or experience unnecessary discomfort or physical
harm.
Under the Horse Protection Act (HPA), APHIS works closely with the horse show

industry to eliminate the soring of horses, to prevent sored horses from being
shown, and to ensure that violators of the HPA are penalized. APHIS has developed
a system of industry self-regulation known as the Designated Qualified Person

(DQP) program, whereby we certify horse industry organizations and associations

to train and license individuals to detect sored horses. Over the past year, we have
received some criticism fi"om individuals who own or show horses and who believe

that HPA enforcement is subjective and unfair. In an additional effort to ensure
that the HPA is administered effectively and fairly, we recently published amend-
ments to the HPA regulations to further standardize DQP inspection procedures.
The ADC program works to protect livestock and crops from depredating mam-

mals and birds. In carrying out this responsibility, the program strives to alleviate

damage caused by wildlife to agricultural, natural resources, and airports through
an integrated pest management approach. Nonlethal methods of control are used
whenever practicable. At least 50 percent of the ADC research budget, which is pro-

posed for $9.5 million, is devoted to hastening the development and implementation
of non-lethal alternative methods. Although most program activities are conducted
on private land, ADC operates on approximately 10 percent of the federally man-
aged lands in the Unitea States where Federal laws mandate multiple-use manage-
ment of public lands. For a fee, ranchers and farmers can obtain permits from land

management agencies to graze their livestock on public rangelands. The ADC pro-

gram conducts control activities on public lands for livestock protection only when
requested and authorized to do so by the responsible land management agency, and

onfy as stipulated in a written agreement containing specific gviidelines. These re-

strictions ensure that control efforts pose no significant risks to the environment,
wildlife populations, or public safety.

BUDGET DECREASES

We propose program decreases totaling $23.1 million. These cuts represent pro-

gram successes and our intention to direct resources to priority program areas. For

example, we propose a $1.3 million decrease in the witchweed program. From 1991
to 1993, a reduction of 67 percent in witchweed infested acreage was accomplished,
leaving about 40,000 acres for eradication. As less acres remain to be eradicated,
fewer personnel will be needed to operate the program. We propose to eliminate the

imported fire ant (IFA) Une item because no registered control substance is effective

against IFA on most agricultural lands. We would continue, with plant methods de-

velopment funding, to evaluate the efficacy of regulatory treatments to prevent fur-

ther artificial spread of the IFA. These and other cuts were not easy decisions to

make, but were necessary considering other program priorities and the current Fed-
eral budget constraints.
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CONCLUSION

For over 100 years, APHIS and its predecessor organizations have played a cru-

cial role in protecting American agriculture. Yet this mission connotes a broader

perspective in today's fast changing and complex world. Protecting American agri-
culture means protecting the economic viability of food and fiber systems in a com-

petitive global marketplace. In this role, APHIS will continue to meet the many
challenges relating to animal and plant pest and disease conditions including tradi-

tional, exotic, and emerging issues. We will promote and facilitate optimal produc-
tion systems and new trade opportunities. Finally we will deliver efficient and effec-

tive programs and activities in concert with a stronger partnership with U.S. agri-
culture and with the respect and consideration for food safety and public health, en-
vironmental quality, and the humane treatment of animals.
We appreciate the Committee's strong support of our programs in the past, and

look forward to meeting the challenge of protecting and strengthening American ag-
riculture in the future. We will be happy to answer any questions.

Statement of Kenneth C. Clayton

Mr. Chairman and Members of the Committee, I appreciate this opportunity to

brief you on the activities of the Agricultural Marketing Service—^AMS. With me
today is Joseph A. Roeder, Director of our Financial Management Division.

MISSION

The mission of the Agricultural Marketing Service is to facilitate the marketing
and distribution of agricultural products, ensure fair trading practices, and assure
consumers of a food supply that is abundant and of high quality.
We continually adapt our services to changing domestic and international market-

ing practices and technologies. In cooperation with other USDA agencies and agri-
cultural industries, we promote a strategic marketing perspective that adapts prod-
uct and marketing decisions to consumer demands. AMS' wide range of programs
makes the private sector marketing system for food and agricultural products more
efficient, dependable, economical and equitable.

Before I present our budget proposals, Mr. Chairman, I would like to briefly de-

scribe our agency, outline our prop*am activities, and highlight a few recent accom-

plishments.

AGENCY PROFILE

AMS activities are authorized under some 50 statutes. Our agency is organized
along commodity lines. This design enables us to address the specific requirements
of each agricultural industry we serve. We employ 5,600 full and part-time Federal

personnel and supervise an additional 6,000 State employees. These State employ-
ees perform program activities under 311 cooperative agreements involving all 50
states. Federal/State cooperation improves operational efficiency and reduces Fed-
eral emplo5Tnent and costs. Often, we share State-owned office space and adminis-
trative costs with the State. We have located our field offices strategically near

grading, inspection, and market sites. These locations allow us to minimize tne cost

of providing services at plant or market locations. We have consistently strived to

minimize our field office structure. Over the last 10 years, we reduced the number
of our offices by 147, or 40 percent.

AMS FUNDING

AMS activities are funded from several sources. The Marketing Services account

supports market news reporting, egg products inspection, quality standards, market

protection and promotion, wholesale market development, and transportation serv-

ices. For fiscal year 1994, we are requesting an appropriation of $50.9 million for

this account. Our request this year is $5.1 million less than Congress provided for

fiscal year 1993. The reduction is based on our proposal to recover $6.2 million by
charging user fees for standardization activities and second shift inspection of egg
products. For Payments to States matching grants, we request appropriated funding
equal to this year's $1.25 million. Our current law request from Section 32 funds
is $16.8 million. Section 32 funds support our administrative expenses relating to

commodity purchase services and marketing agreements and orders. We expect to

recover another $10.7 million in new user fees for Federal administration of market-

ing orders if the legislative proposal is approved. The rest of AMS' programs are
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user-funded activities. Ongoing AMS user-funded programs total $159.1 million. I

will elaborate on the details of our budget requests shortly.

ACCOMPLISHMENTS—MARKET NEWS

AMS' Market News program provides equal access to trading information on agri-
cultural products. All Duyers and sellers in the marketplace benefit from the avail-

ability 01 the information we
publish. Buyers and sellers have a critical need for

timely, accurate, and unbiased information on price, supply, inventory, and other
market data. By providing todajr's market information, AMS reports improve the ef-

ficiency of marketing and help provide consumers with a reliable ana reasonably
priced food supplv. Federal and State market news reporters cover more than 800
commodities in almost 2,000 markets. We report market information on cotton and
cottonseed, dairy products, fruits, vegetables, livestock, meat, grains, poultry, eggs,
and tobacco.

EGG PRODUCTS INSPECTION

Our Egg FVoducts Inspection program protects the health of consumers by provid-
ing legislatively mandated inspection of egg breaking and processing plants. We con-

tinuously inspect
81 egg processing plants throughout the U.S. with a combined vol-

ume of 2.3 billion pounds. Egg product inspections involve sensory examination and
laboratory analyses such as looa chemistry, microbiology and chemical residue tests.

AMS works with the Animal and Plant Health
Inspection

Service and the Food and
Drug Administration to reduce the risk of salmonella enteritidis.

In cooperation with State Departments of Agriculture, we also make approxi-
mately 7,000 shell egg surveillance visits each year. The purpose of these unsched-
uled visits is to verity that shell egg packers and distributors are properly disposing
of restricted eggs. These are eggs that are cracked, dirty, incubator rejects, inedible,

leaking, or otherwise unfit for human consumption.

STANDARDS

AMS standards aid in the marketing of agricultural commodities by providing a
means of measuring and communicating value so that buyers and sellers can freely
and knowledgeably establish prices. Currently, we maintain nearly 600 standards
for 236 commodities. AMS updates an existing standard or develops a new one when
the industry needs the standard for trading.

FEDERAL SEED

We protect the agricultural seed user by enforcing the Federal Seed Act. The Act

prohibits interstate transportation of unlabeled or mislabeled seed. Factors critical

to the seed user include variety, purity, germination, and noxious weed content.
This year, we expect to

complete
650 case investigations. U.S. farmers spend an es-

timated $4 billion annually for seeds to produce crops with a farm value of over $80
billion. The loss from planting defective seeds can be many times the value of the
seed.

PESTICIDE DATA PROGRAM

We operate the Pesticide Date program in cooperation with the Stetes of Califor-

nia, Colorado, Florida, Michigan, North Carolina, New York, Ohio, Texas, and
Washington. AMS provides tecnnical direction, funding, and administrative support
to the participating Stete agencies. The Stetes collect random samples on a range
of fresh fruit and vegetebles, and test them for pesticide residues. To discover the
actual exposure of consumers to pesticide residues, the seunples are gatiiered

at

marketing pointe as close to the consumer as practical. Our objective is to create
a date base of pesticide residue levels in food. This year we expect the program to

collect 8,650 samples on 350 commodity/pesticide pairs.
This program does not duplicate the activities of other agencies, but is designed

to enhance their operations while improving the information available for decision-

making across government. We recognize the FDA's responsibility for the regulation
of pesticides on food, and the EPA's responsibility for the regulation of pesticide ap-
phcation. We are coordinating our program activities with these other agencies, but
the orientetion of AMS' program is not regulatory. Once AMS assembles the find-

ings of the PDP program, we provide our information to the Environmental Protec-

tion Agency for consideration m risk assessment and establishing residue tolerance

levels. Any samples collected tiiat violate the current tolerance are reported to the
Food and Drug Administration for their action.
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PESTICIDE RECORDKEEPING

The Food, Agriculture, Conservation and Trade Act of 1990 requires that we set

up and oversee a Pesticide Recordkeeping program at the Federal level. The objec-
tive of the program is to ensure that certified private applicators maintain records
of Federally restricted-use pesticides. We have developed the program in cooperation
with the Environmental Protection Agency. AMS will work with State programs to

monitor compliance.

ORGANIC CERTIFICATION

The Organic Foods Production Act of 1990 requires that we set up a program to

establish national minimum standards for production and handling of organic agri-
cultural products. We are cooperating with the National Organic Standards Board
to develop an Organic Certification program. At the direction of Congress, the Sec-

retary created the National organic Standards Board. The Board is responsible for

developing a national list of approved and prohibited substances for organic produc-
tion. The Board is also charged with providing recommendations to the Secretary
concerning the certification program. Six committees created by the Board are devel-

oping recommendations on carrying out the program. Once the program is under-

way, State agencies or private individuals will be Federally accredited to assure that

participating producers and handlers are complying with organic standards.

WHOLESALE MARKET DEVELOPMENT

Our Wholesale Market Development program provides technical advice and assist-

ance to cities and States interested in improving current wholesale market facilities

or in creating new ones. State and local governments and the agriculture industry
recognize AMS as an authority in planning wholesale food market facilities. We also

undertake specialized research to improve the agricultural marketing system and

help control marketing costs. Our cooperative studies with government agencies and
the private sector evaluate the handling and marketing of agricultural commodities
and suggest improvements.
Wholesale food markets can play an important role in stimulating local economies.

In addition, the cost savings accruing to both consumers and localities fi*om whole-
sale market improvements can be significant. For example, new facilities planned
for Chicago will provide room for expansion, improve shipping routes, increase oper-

ating efficiency by at least 40 percent over present facilities, and keep 2,000 jobs
in the city. We also provide technical assistance and guidance that would otherwise
be unavailable to farmers' markets. Farmers' markets are vital alternative outlets

for smaller growers. Recent projects in Toledo, Ohio; Springfield, Missouri; Colum-
bia, South Carolina; Montgomery, Alabama; Jackson, Mississippi; and Atlanta,

Georgia are ejcpected to generate income opportunities totaling nearly $18 million

per year. Another alternative is collection/assembly markets, which serve small to

medium-sized growers. Projects in Benton Harbor, Michigan and Thomasville, Geor-

gia are expected to offer additional income opportunities of $21 million over five

years. Finally, urban retail centers under study in Columbus, Ohio and Asheville,
North Carolina could save consumers $5 million annually. Such centers would bring
fresh fruits and vegetables produced by small and medium-sized growers to inner-

city consumers.

TRANSPORTATION SERVICES

Through our Transportation Services program, AMS represents the interests of
the agriculture industry and rural communities. To ensure that an adequate and ec-

onomical transportation system is available, we conduct technical research and eco-

nomic studies of domestic and international transportation systems. In addition, we
provide information and technical assistance on agricultural transportation to pro-
ducers, shippers and carriers, rural communities, and other government agencies.
Recommendations from one AMS study would reduce the estimated $30 million in

annual losses of dry goods in warehouse storage. Another study found ways to cut

industry losses by reducing vibration damage in transit and distribution. Such dam-
age was estimated at 6 percent or more of product value for delicate finiits such as
strawberries. We have also worked to reduce losses occurring in transit on export
shipments of livestock, estimated at $23 million per year; and live fish, estimated
at $28 million a year. Our studies on rail line abandonment and technical assistance
to shippers in Kansas produced cost savings of over $2 million annually. AMS also

holds transportation workshops and prepares handbooks for agricultural exporters.
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Over the last six years, we have distributed 35,000 handbooks on the transportation
and handling of perishables to the public.

INTERNATIONAL MARKET DEVELOPMENT

Besides our ongoing activities, we also support the
Department's emerging democ-

racies initiatives. We are helping Eastern European and former Soviet republics es-

tablish wholesale market facilities and agricultural market information systems.

FEDERAL-STATE MARKETING IMPROVEMENT PROGRAM

Our Federal-State Marketing Improvement program, FSMIP, provides matching
grants for state and local agricultural marketing improvement projects. State agen-
cies propose projects that involve innovative marketing techniques, ways to improve
export marketing, testing study findings in the marketplace, and developing State

expertise in agricultural marketing. Last year, we provided matching funds for 30

projects
in 25 states. The goal of the FSMIP program is to reduce the cost of mar-

keting for both producers and consumers. For example, a project with the Federa-
tion of Southern Cooperatives increased producer sales in Mississippi and Georgia
by more than $1 million the first year. The goal of the project was to help organize
direct marketing efforts to inner city markets. Another project identified and devel-

oped a potential $25 million market for fruits, vegetables, and alternative crops in

Iowa. Other projects include testing of a portable hydrocooler that can handle 2,000

pounds of produce, development of an electronic bulletin board in Montana, and an
Alternative Enterprises IrSbrmation Center in Missouri.

MARKETING AGREEMENTS AND ORDERS

We oversee activities conducted under more than 80 milk, fiiiit, and vegetable

marketing orders. Although Federal oversight activities for these programs are fi-

nanced fi-om appropriations, all other marketing order operational costs are financed

by producers. Industry assessments collected to fund marketing order activities total

$37 million for milk and $31 million for fruits and vegetables. The total value of

products subject to marketing orders is $13 billion for milk and nearly $6 billion

for fruit and vegetables.
Milk marketing orders assist farmers in developing steady, dependable markets

by helping to correct conditions that result in price instability and disorderly mar-

keting. MUk orders include provisions for determining the minimum prices that

handlers are required to pay producers. They also include provisions for verifying

weights and tests of milk shipped by producers, and provisions for auditing handler

reports to verify milk usage and assure payments to producers. Fruit and vegetable
marketing order programs include provisions for research and development projects,
container and pack requirements, and minimum standards for quality and maturity.
These and otiier programs help maintain a stable flow of commodities to curtail un-
reasonable fluctuations in supplies and prices.

USER FUNDED MARKETING PROGRAMS

The rest of our marketing programs are user funded. This year, user funded ac-

tivities constitute 69 percent of AMS' marketing programs. These activities involve
several types of services.

GRADING SERVICES

AMS Grading programs facilitate commerce by inspecting, identifying, and impar-
tially certifying the

c|uality
of agricultiu*al products according to official standards

or contract specifications. We grade cotton, dairy products, fruits and vegetables,
livestock and meat, poultry and

egjgs,
and tobacco. We also offer inspection of agri-

cultural product processing facilities, and an acceptance service. The acceptance
service certifies that large volume purchases made by schools, hospitals, and govern-
ment agencies such as tJie Department of Defense, meet contract specifications.

Grading services furnish an objective representation of the
quality

of the commod-

ity. Therefore, AMS grading services are a quality control tool and a way for those
who buy and sell the commodities to agree on the commercial value of a shipment.
The shipment's value is a critical factor for agreement on prices, for obtaining loans,
or for settling claims. We offer grading services on a voluntary, fee-for-service basis.

In 1992, we graded: 17 milhon bales of cotton; 16 billion pounds of poultn^ products;
one billion dozen eggs; 18 billion pounds of meat; 92 billion pounds of fresh and

processed fruit, vegetables, and nuts; 2 billion pounds of dairy products, and 2 bil-
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lion pounds of tobacco. We estimate the farm value of the products graded at $50
billion.

PERISHABLE AGRICULTURAL COMMODITIES ACT

The Perishable Agricultural Commodities Act, or PACA, protects producers, ship-

pers, distributors, retailers and consumers of fresh and frozen fi-uits and vegetables
from unfair marketing practices. The Act prohibits the misbranding or misrepresen-
tation of finjits and vegetables, and penalizes violators.

We enforce the provisions of Act to promote a fair and efficient market. This year,
we expect to arbitrate 50,000 reparation disputes, file 1,000 disciplinary and mis-

branding actions, and conduct 3,000 personal investigations. Under the statutory
trust provisions of the Act, we provide a forum for resolving reparation complaints
dealing with contract disputes. We expect perishable commodity sellers to file

140,000 statutory trust notices this year, resulting in refunds of $750 million. An-
nual license fees finance our PACA activities. All dealers in the produce industry
operating under the Act must be licensed. Approximately 15,000 PACA licenses are
in effect.

PLANT VARIETY PROTECTION

The Plant Variety Protection program encourages the development of novel vari-

eties of sexually-reproduced plants and makes them available to the public. We ac-

complish this objective by providing legal, ''patent-like" protection for breeders, de-

velopers, or discoverers of new varieties. We expect to issue 325 certificates this

year. At the end of fiscal year 1992, nearly 3,000 certificates were in force. We
charge user fees to recover the costs of verifying applications and issuing certificates

of protection.

NATIONAL LABORATORY ACCREDITATION PROGRAM

The objective of our Nationsd
Laboratory

Accreditation program is to provide ac-

creditation for private and commercial laooratories that conduct pesticide residue
tests on agricultural products intended for human consumption. Currently, the pro-

gram is in the developmental stage. The Food and Drug Administration is promul-

gating regulations that will set the standards for the program. Once the program
is initiated, buyers and the public can be assured that accredited pesticide residue

testing laboratories meet national standards for proficiency and acceptable meth-

odology. They can also regard as accurate any claims based on analyses from these
laboratories. The program will be fee-supported when operational.

COMMODITY PURCHASE PROGRAM

Besides our appropriated and user-funded marketing programs, we purchase non-

price supported commodities to remove excess commodities fi"om the market and
supply domestic feeding programs. The commodities we purchase include meat,
poultry and eggs, fhiits and vegetables, and fish. Funding for Section 32 commodity
purchases is appropriated from U.S. customs receipts. These funds are also used to

purchase commodities for disaster feeding and to support sunflower and cottonseed
oil exports. In total, AMS expects to purchase commodities valued at approximately
$450 million this year. In addition to our purchases, we act as contracting agent
for the Food and Nutrition Service. Combining food purchase activities improves
government efficiency. This year we expect to purchase commodities valued at $377
million for FNS feeding programs. FNS uses the commodities acquired by AMS to

meet the needs of the School Lunch and other domestic feeding programs.
In support of our commodity purchasing effort, AMS annually solicits and receives

more than 2,000 bids and aw£U"ds over 1,000 contracts. We purchase over 700 mil-

lion pounds of commodities each year. AMS administrative costs for commodity pur-
chase services are only 1 percent of program funds.

RESEARCH AND PROMOTION PROGRAMS

Finally, AMS is responsible for oversight of 11 Research and Promotion programs.
Congress has separately authorized eacn of these industry-developed and industry-
funded programs. The industry boards responsible for operating the programs reim-
burse us for our oversight costs. The boards collect assessments from producers and
handlers to carry out self-help programs. Research and promotion programs are de-

signed to strengthen demand and improve the quality of beef, cotton, dairy products,
eggs, honey, pecans, pork, potatoes, soybeans, watermelons, and wool. A mushroom
program will begin later this year. Congress has also authorized research and pro-

I
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motion programs for limes and fluid milk, but these programs are not yet estab-

lished.

FISCAL YEAR 1994 BUDGET REQUEST

In fiscal year 1994, we plan to continue our efforts to make the marketing of food

and other farm products more efficient and also ensure fair-trading practices. Our
activities benefit everyone, from the producer to the consumer. For nscal year 1994,
we propose two major changes to our budget under existing law, both involving new
user fees.

First, we propose to transfer the costs of developing and maintaining commodity
standards to industry beneficiaries. Because the recipients of AMS grading services

benefit from up-to-date, commonly-utilized quality standards, we plan to incorporate
standardization costs into the fees charged for AMS grading services. Recovery of

costs for standardization activities reduces our appropriation request by $4.5 mil-

lion.

Our second user fee proposal is to recover the overtime cost of providing manda-
tory egg products inspection after the first shift. It is inequitable to continue to

charge overtime fees to egg processing plants that do not have enough production
to warrant an additional complete shift while we provide inspection at no cost to

larger plants that have more than one regiilarly scheduled shift. This proposal re-

duces our appropriation request by $1.7 million.

Finally, we have submitted a change to the authorizing legislation that would
allow us to begin charging user fees for our oversight and administration of market-

ing agreements and orders. Federal oversight of marketing orders directly supports
local activities, and the beneficiaries of marketing orders are clearly identifiable. We
propose to recover the cost of Federal oversight from those in the industry who ben-
efit. Marketing agreements and orders are administered locally by marketing order
committees and market administrators. All costs for local administration and pro-

gram activities are funded from assessments paid by regulated producers and han-
dlers. These assessments can be increased to reimburse AMS costs. We will bill the
local market administrator or committee for their portion of Federal costs, with pay-
ments credited to the account incurring the cost. This proposal is estimated to gen-
erate savings of $10.3 million in fiscal year 1994, ana $10.7 million the following

year.
All other adjustments to our budget request involve increases in non-salary costs,

the remaining three months of the fiscal year 1993 pay raise, and decreases in ad-
ministrative expenses and FTS 2000 costs.

CONCLUSION

With these changes, our total fiscal year 1994 budget request under existing law
is $68.9 million. This amount includes $50.9 million in our Marketing Services ac-

count, $1.25 million for Payments to States and Possessions, and $16.8 million in
our Section 32 Administrative account. This concludes my statement, Mr. Chairman.
At this time, I would be pleased to answer any questions relating to our program
activities.

Statement of Dr. H. Russell Cross

Mr. Chairman and Members of the Subcommittee, I am
pleased

to have this op-

portunity to discuss the programs and issues of the Food Safety and Inspection
Service (FSIS).

Before I discuss our budget request for fiscal year 1994, I would like to briefly
summarize the responsibilities and activities of FSIS. I would also like to bring you
up to date on the steps that we have taken to strengthen our program to ensure
that we are doing everything possible to provide the American people with the
safest supply of meat and poultry as is possible today.
FSIS carries out its inspection responsibilities under the authority of the Federal

Meat Inspection Act (FMIA) and the Poultry Products Inspection Act (PPIA). It is

the mission of FSIS to ensure that meat and poultry products are safe, wholesome,
and accurately labeled.

Federal inspection activities are carried out by approximately 7,400 food inspec-
tors and veterinarians located throughout the United States in over 6,400 meat and
poultry plants. During the past fiscal year, our domestic product inspectors have ex-

amined 127 million red meat animals, and 6.9 billion birds, yielding 74 billion

pounds of meat and poultry for public consumption.

68-610 0-93-26
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While the inspection of domestic meat and poultry is a priority, we also recognize
the vital importance of inspecting imported products. To ensure the safety of im-

ported meat and poultry, FSIS maintains a coniplex and comprehensive system of

import controls to carry out the requirements of the Federal meat and poultry in-

spection laws. In 1992, approximately 2.5 billion pounds of imported meat and poul-
try were passed for entry into the United States.
Another part of our food safety program involves laboratory analysis, which pro-

vides scientific and technical support. One of the foremost functions of the program
is ensuring that meat and poultry products are safe from disease, harmful chemi-
cals, and toxins. Our inspectors in the field are provided support through laboratory
testing for chemical and antibiotic residues, microbiologicsu contamination, pathol-
ogy diagnostics, processed product composition, and economic adulteration.
FSIS currently operates three multioisciplinary laboratories, supplemented by two

contract laboratories, and accredits approximately 200 private laboratories to carry
out food safety tests. During fiscal year 1992, over 2.1 million analyses were per-
formed on meat and poultry samples by Federally operated or contracted labora-
tories.

The Agencv also performs rapid in-plant screening tests, to assist inspectors in

making rapid, food safety determinations about the product. These tests include the
Sulfa-On-Site (SOS) test, used to detect the presence of unacceptable levels of the
antibiotic sulfamethazine; the Swab Test on Premises (STOP), used to detect the

presence of various antibiotics; and the Calf Antibiotic Sulfa Test (CAST), used to

detect the presence of antibiotics and sulfa drugs in veal calves. In fiscal vear 1992,
FSIS conducted 106,133 SOS tests, 117,858 STOP tests, and 79,666 CAST analyses.
We have also continued to monitor the effectiveness of the Fast Antimicrobial

Screen Test (FAST) as compared to the STOP and CAST tests. The FAST test is

able to detect both antibiotics and sulfonamide drug residues in the Uver and kid-

neys and can provide test results in as little as 5 hours, compared with the over-

night incubation required for STOP and CAST tests. Preliminary reports indicate
that the FAST test is at least as accurate as the STOP and CAST tests. From this

information, we are formulating a plan we hope will allow us to begin using the
FAST system by January of 1994.

In addition to its other activities, FSIS also investigates cases of administrative,
civil, or criminal violation of meat and poultry regulations and works in conjunction
with the USDA Office of the General Counsel and the Department of Justice to cor-

rect violative problems and prosecute offenders, if necessary. In fiscal year 1992,
57,000 compliance reviews were conducted resulting in over 85 million pounds of
meat and poultry being detained for noncompliance with meat and poultry laws.
There were 38 recalls conducted involving over 5 million pounds of product. In addi-

tion, 51 convictions were obtained against firms and individuals for violations of
meat and poultry laws.

FSIS PRIORITIES

Mr. Chairman, I would now like to turn to the priorities of FSIS in the coming
year, as well as detail some of our activities over the current fiscal year.

MODERNIZING INSPECTION

The first area, which you've probably heard about, involves modernizing our meat
and poultry inspection program. The past year was a year of assessment and plan-
ning at FSIS. During 1992, FSIS took a good, hard look at where we have been—
all the way back to the inception of inspection. And we have positioned ourselves
to make some tough decisions about where the Agency will go as we approach the
21st century. We must take FSIS fix)m the organoleptic inspection system that has
evolved since 1906 to a science and risk-based system.

Since early 1992, FSIS has been engaged in a comprehensive revision of its strate-
ric plan. Last summer, FSIS published its revised planning principles in the Federal

Register and invited public comment. Individual employees were also asked to com-
ment.
Out of this process, FSIS received over 500 comments covering a range of general

and specific ideas. As a result of this activity, FSIS is now developing draft, strategic
objectives and will again seek public comments before developing a final strategic
plan.
Two developments altered the original assumptions about how to go about the

strategic planning process. First, FSIS has recognized for a number of years that
efforts to bring about substantial and fimdamental changes in the inspection pro-

f-am
have had little or no success. Consequently, FSIS has developed and Secretary

spy has approved a two-track approach to continue tJie planning of improvements.
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The Track I process will involve proposed changes to the existing program that
will make maximum use of our resources and knowledge within the confines of the
current system. The Track II process will generate creative ideas for the kind of reg-

ulatory and inspection pro-am the country will need as it enters the next century.
FSIS intends to proceed with its strategic planning on these separate, but parallel
tracks.
The second development that altered our strategic planning approach was the E.

coli 0157:H7 outbreaK in the State of Washington. Secretary Espy asked us to accel-

erate the program of change, particularly as it related to the reduction of patho-
gens—a major component of the current and any future inspection program.

Secretary Espy has recently endorsed an Agency Pathogen Reduction Program
(PRP) to ensure that our pafliogen reduction goals receive the attention and re-

sources that they deserve. The plan includes elements of improvements in the cur-

rent program (Track I) as well as elements that wUl most certainly lay the ground-
work for the future (Track II).

MAXIMIZING THE PERFORMANCE OF THE CURRENT INSPECTION SYSTEM—TRACK I

As I mentioned. Track I focuses on maximizing the performance of our current
meat and poultry inspection system. We cannot simply plan for the future and dis-

regard needed changes that we can make in our existing program. We must make
it as strong as possible within our current constraints.

Our planning is currently centered around six elements. However, we expect that
the strategic plan we develop in the coming months will be even broader.
The first element of Track I is public ownership. Public ownership means actively

involving all our constituents—consumers, the industry, scientists, other govern-
ment agencies, and our own workforce—in an open, participatory decision-making
process.
For instance, we are planning to seek out public comment on our strategic plans

through regional hearings scheduled for this spring and summer. These Hearings
are being scheduled at various sites throughout the country. We will be actively

seeking grass roots information and reactions at these hearings.
A second way that FSIS will maximize the current program through Track I will

be to ensure tnat Agency staff and structure are aligned so they can be fully uti-

lized. Our current program is resource intensive. Eighty percent of our budget goes
to pay for in-plant personnel, and we cannot keep up with industry growth umess
we taJce other measures.
As we discuss staffing, I recognize there will be those that wish to debate whether

or not we need the additional 160 inspectors that President Clinton proposed be
funded immediately in his Economic Stimulus package. With all the discussion that
has recently focused on problems with pathogenic organisms, I am afraid that some
are losing sight of the fact that our inspection personnel serve other valuable func-
tions in the plant. They inspect animals before and after slaughter to detect disease
and product deficiencies. They monitor the plant's quality control programs and in-

spect facilities and equipment for sanitation before operations can begin.
Furthermore, our inspectors examine carcasses for visible contamination, includ-

ing fecal matter and ingesta which may carry bacteria. They also conduct on-site

rapid testing for chemical residues and collect samples to send to the laboratories.

Processing plant inspectors also check refrigeration and cooking temperatures and
monitor such vital steps as thermal processing in order to prevent botulism in
canned foods.

A third important component of Track I is Labor Relations. We have established
and will continue to support the efforts of a Trust-building Committee and an Inter-
nal Communications Committee. Additionally, we are eliciting more input from em-
ployees, at all levels, so that they are involved in major initiatives from the begin-
ning.
We recognize that employees who are stationed in plants have practical knowl-

edge of how our programs work or don't work. We are committed to the principles
of Total Quality Management (TQM) and we will ensure all our employees are given
the opportunity to participate in making decisions about changes to our inspection
program now and in the future.
A fourth key element in Track I is our goal to reduce pathogens. We have already

begun our nationwide study to determine the microbiological baseline of the nation's

meat and poultry supply. These baseline studies will be the "yardstick" by which
we assess progress in our "war on pathogens." These data will determine whether
future prevention and inspection systems can reduce microbiological contamination.
Another feature of our goal to reduce pathogens is our encouragement to industry

in the voluntary use of prevention systems. In 1992, FSIS took action in three areas
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as examples of this. We approved the use of irradiation of poultry; we moved to
'

allow the use of Trisodium Phosphate in poultry slaughter operations; and we ap-
proved the use of organic acid sprays on cattle and swine. If our baseline studies
do not show sufficient progress in reducing pathogens, these voluntary systems may
cease to be voluntary.

I will elaborate on future activities in this area when I discuss our Pathogen Re-
duction Program.
A fifth key component of Track I is Consumer Service. FSIS is proposing to inten-

sify its health and education programs that positively influence food industry em-

ployee behavior to reduce foodbome illness. We plan to expand our efforts to provide
consumers with information on food handling practices. As one key tool, we are pro-

posing to mandate safe-handling and cooking instructions on meat and poultry la-

bels.

Science and technology is element 6 of ovu* Track I program. We will make deci-

sions based on science when it is available; however, this will not hamper our efforts

in developing effective methods to enhance our current inspection service. We plan
to incorporate all new, proven scientific findings into our program to keep it on the

cutting edge.
First, we propose to continue to prepare a list of research and development prior-

ities and encourage research in those areas. We would also work closely with our

counterparts in the Animal and Plant Health Inspection Service (APHIS), the Agri-
cultural Research Service (ARS), the Food and Drug Administration (FDA), the Cen-
ters for Disease Control and Prevention (CDC) and other federal agencies to make
certain we are on target and to coordinate the development of date on the relative

risk of various pathogens.
Second, FSIS has accelerated its attention to the use of risk analysis in its deci-

sion making process. The National Academy of Sciences (NAS) has repeatedly rec-

ommended that the Agency consider the risk of public health as a major objective
in the design of new inspection systems.
To achieve this objective, we propose to use risk analysis, which includes risk as-

sessment, management, and comjnunication. I have appointed a team charged with

identifying and quantifying risks through structured risk assessment. With help
from our advisory committees and others, we propose to develop quantitetive risk

analysis models tiiat will allow us to identify risks and provide the scientific ration-

ale tor policy development and resource allocation. Detailed economic analyses will

be an important element of our risk management.
We have recently met with the CDC to discuss our future plans to reduce patho-

gens in the meat and poultry supply. FSIS and CDC both agree that research to

determine the infectious dose of patiiogens needs to be performed, and that CDC
is the proper organization to perform this research. On April 5, 1993, FSIS formally
requested that the CDC initiate this pathogen research in order to assist with our

Pathogen Reduction Program.
The final element in the science and technology area is the proposed establish-

ment of specific procedures for obtaining the advice of recognized experts on issues

affecting the scientific and technical basis of our regulatory activities.

THE REGULATORY PROGRAM FOR THE FUTURE—TRACK U

In contrast to our evolutionary approach in Track I, we expect Track II to be revo-

lutionary. If this proposal sounds vague, it's supposed to. It would be wrong for us
to have too much of a preconceived notion about what this new regulatory program
should be. Of course, we do have a few general principles in mind to guide us.

First, we know that any new system must be based on risk. Second, we know that
this must be an open process and that we must solicit ideas from within and from
outside the Agency. And we must let the public know what we are thinking and
why. Third, we know that we cannot take forever to complete this process. The time-
table must be realistic, but we can't wait 10 years, either. In order to develop this

timeteble, we will need to further explore how the project will be conducted.
Our objectives are clear. We must provide a vision of a public health risk-based

inspection program that is not constrained by the configuration of the current pro-

gram. We also must identify what would be needed to support implementetion of

a new system of inspection, including program mechanisms, necessary changes in

the law and resources, including people and money. We plan to evaluate all ele-

ments of Track II to ensure tlie cost effectiveness of the strategy. Regulatory
changes will be thoroughly reviewed to be sure that they pose the least possible bur-
den on the public. We also plan to identify what researcn and developmental work
still needs to be done.
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As a starting point, we will host, in October, the International Symposium on
Meat Hygiene. Tnis symposium will include food safety inspection experts from 25
countries around the world. We want to hear how other countries manage the ele-

ments of their inspection programs—particularly those involving microbiological
pathogens.

PATHOGEN REDUCTION PROGRAM

Secretary Espy has approved our strategy for the Pathogen Reduction Program
(PRP) and FSIS is taking immediate steps to strengthen public health protection by
squarely facing the risks posed by microbial pathogens in the food supply. These ac-

tions will be coordinated in a program that will in effect be a "war on pathogens."
The control of pathogenic microorganisms is and always has been an implicit goal

of the Federal meat and poultry inspection program. The Agency has worked to
achieve this goal through such activities as continuous organoleptic inspection in

slaughterhouses, the daily monitoring of operations in further processing plants,
laboratory analyses and scientific research, and consumer education.

In recent years, FSIS has been laying the groundwork for a future inspection sys-
tem that would be based on the most up-to-date scientific knowledge and methods;
employ criteria derived from quantitative risk assessments and epidemiological and
micro-biological surveys; focus on enhanced public health protection at critical points
from the farm to the dinner table through a hazard analysis critical control points
[HACCP] approach; incorporate the latest rapid detection and screening methodolo-

gies; and, use animal identification and traceoack methods to determine the sources
of potential or actual infections.

An integral feature of the future inspection system wovild be a pathogen reduction

program to reduce the likelihood that harmful microorganisms—such as Salmonella,
Listeria monocytogenes, or E. coli 0157:H7—will enter the food supply at key points
in the production, distribution, and consumption chain. The plan the Department
is now proposing is based on HACCP principles and incorporates the essential ele-

ments of a pathogen reduction approach. This includes critical "pre-harvest" produc-
tion activities, research on rapid detection methods, "post-harvest" research, in

slaughter and processing plants, food service and retfiil activities, and even more ag-
gressive consumer education than has been undertaken in the past.
Additional actions will include such innovations as pre-evisceration organic-acid

carcass sprays and rapid in-plant detection methods for microbiological monitoring.
Meat and poultry inspectors would eventually be equipped with microbiological
swab kits or other tools to enhance the work they already perform to ensure that
facilities and equipment are sanitary. Meanwhile, FSIS will carry out

microbiological monitoring using existing methods.
In pursuing its new strategy, FSIS wfll be making a decisive break with the past.

Under Secretary Espys direction, the Department will not wait for an outbreak of
illness to alert us that a pathogen has become a problem. Nor will it be satisfied
with holding the line against contamination. USDA will strive to reduce contamina-
tion at the source. This means the examination of on-the-farm practices and condi-
tions. We propose to initiate an effort that will send USDA personnel out to herds
and flocks to find places where pathogens lodge so as to be better prepared to enu-
merate and eliminate them.
Thus, under the rubric of "pre-harvest production activities," FSIS, working with

APHIS and other government agencies, would carry out on-farm investigations and
epidemiological studies of foodbome enteric pathogens. Although FSIS intends even-

tually to deal with all serious pathogens through detection and eradication, it is be-

ginning this effort—
appropriately—with a study of E. coli 0157:H7 characteristics

and risk factors in cattle herds. The Department may seek, if necessary, legislative
changes to mandate animal identification and traceback in order to determine the
herds of origin of infected animals arriving at the slaughterhouse.

Further, to be truly proactive, USDA proposes to develop pathogen prevention

Erograins
to help producers keep their livestock from becoming carriers of dangerous

acteria. The resources of government agencies and professional associations would
be marshalled in this effort.

FSIS is also proposing to accelerate the development of new methods—especially
rugged, reliable tests that can yield results quickly

—and make them available to in-

plant inspectors. Efforts are now underway to apply new advances in molecular biol-

ogy, bioluminescence, and biosensors that are capable of detecting low numbers of

disease-causing bacteria on food products. Even in highly technical areas, it will not
be business as usual.

In the slaughter plant environment, I mentioned earlier in mv testimony that a

microbiological baseline study that covers steers and heifers—the chief sources of
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the steaks and roasts familiar to consumers—^is already underway. The baseline

study would be expanded to include cows, poultry, and swine. More must be learned

about the health of cows coming to slaughter, including information on the public
health significance of stressed or disabled cows compared with that of normal or

healthy cows. Questions about the relative prevalence of disease-causing bacteria in

these cattle populations must also be answered.
In the area of further processing, FSIS wovild propose stricter requirements for

boneless beef reinspection by establishments and for the conditions under which

hamburger patties are processed commercially. The Agency is also moving to pub-
lish a final regulation establishing time and temperature minimums for the process-

ing of partially cooked hamburger patties to prevent the recvurence of E. coli

0157:H7 and other outbreaks in which such products have been impUcated. FSIS
and FDA will strongly encourage preventive actions across the whole range of proc-

essed foods, and will recommend and support industry initiatives to establish cer-

tified HACCP programs. In-plant microbiological monitoring would be a key feature

of such programs.
Finally, FSIS is proposing to take the initiative in strengthening protection at

food service establishments and in the homes of consumers. For example, the agency
will propose to mandate the use of safe-handling and cooking labels on raw meat
and poultry products sold at the food service and retail level, and the use of safe-

handling and cooking inserts to accompany shipments of meat and poultry products
used in such purchase programs as the National School Lunch program. FSIS is

also committed to increased cooperative efforts with FDA, CDC, and other agencies
and organizations that share roles as food safety educators.

The Pathogen Reduction Program incorporates actions that could be taken imme-

diately at key points along the route fi-om the farm to the table. Other preventive

activities, such as those based on epidemiological research concerning infectious

doses of pathogens we've asked CDC to perform would also be integrated into the

program.
Some improvements will be difficult. But USDA believes that the people of this

country want and deserve an up-to-date inspection system that is focused on protec-

tion fi"om foodbome diseases and is the most efficient use of taxpayers dollars. The
time is ripe for a comprehensive, cooperative effort engaging the Department of Ag-
riculture, Health and Human Services, Congress, consumers, the scientific commu-

nity, and the meat and poultry industry.

INCREASED COMPLIANCE ACTIVITIES

As we improve our current inspection program, another priority for FSIS in the

current fiscal year and the next is to increase compliance activities. As an example,
we have begun a special review of beef slaughter plants to identify, for appropriate
corrective action, plants that may be failing to consistently produce clean, unadul-

terated products. We will not tolerate plant operations that present a threat to pub-
lic health.

Plants identified as presenting public health "problems'* have been subjected to

Progressive Enforcement Action or withdrawal of inspection. Until all problems are

corrected, FSIS will take any action necessary to ensure that no adulterated prod-
ucts are being shipped.

NUTRITION LABELING

One of our most important activities in the current fiscal year concerns nutrition

labeling. In January of this year, FSIS and FDA issued final rules reqviiring nutri-

tion labeling on processed foods—including meat and poultry. Labels for raw, single-

ingredient meat and poultry products are voluntary. These new rules for meat and

poultry go into effect in July of 1994.

As part of this new regulation, we provided an exemption for products produced
by small businesses. A processed, consumer product will be exempt fi"om nutrition

labeling if the firm producing it has 500 or fewer employees and produces less than

100,000 pounds of that product a year. The exemption is not available if a nutrition

claim is made on the product.

By implementing these rules, we believe that the consumer will be able to make
informed purchasing decisions in regard to the nutritional contents of foods with

much less confusion than in the past. We also expect the labels will provide food

companies with an incentive to improve the nutritional quality of their products.
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RESIDUE TESTING

The reduction of residues from antibiotics, pesticides and other chemicals contin-

ues to be a priority of FSIS. In recent years, we have had our greatest success in

this area—especially in reducing sulfamethazine residues in hogs. Last year, FSIS
inspectors tested over 106,000 hog carcasses for sulfamethazine. Of this number,
laboratory testing confirmed 222 violations.

In August of 1991, FSIS began intensified testing of dairy and beef cows for sul-

fonamide and antibiotic residues. This program was completed last September and
we are currently reviewing the results. In general, violations are lower than they
were in 1979.

PUBLIC INFORMATION AND CONSUMER EDUCATION

Public information and consumer education also continues to be a high priority
for FSIS. The recent outbreak of £. coli 0157:H7 in several Western States has high-

lighted the need for intensifying these efforts. As a result, consumer services are an

integral part of our Track I, Track II and Pathogen Reduction Program, as I've ex-

plained earlier in my testimony.
FSIS started its food safety education program in 1973 to teach consumers about

the safe handling of meat and poultry. Today, the objective of FSIS's food handling
education programs is to positively influence food handler behavior, thereby pre-

venting foodbome illness.

Recently, FSIS has joined forces with the FDA and the CDC in order to dissemi-

nate accurate and up-to-date information on the prevention of food poisoning.

1994 BUDGET REQUEST

The Secretary and I recognize that the program that I have just outlined is an
ambitious one, and one that will require a great deal of care in planning and imple-
menting. We are also conscious of the imperative need to make sure that whatever
we do is cost effective in providing the public with the maximum level of health pro-
tection without imposing an unreasonable burden in the form of unacceptable costs.

For fiscal year 1994, we are requesting a total of $517.7 million, of which $104
million would be offset by new fees to be charged for certain services provided by
the Agency. This represents a requested increase in our operating budget of $28 mil-

lion. In summary, this requested increase will provide:—$18 million included as part of the President's proposed investments to improve
the Nation's health care, of which $10 million will be used to hire an additional

200 staff years to address critical shortages of in-plant inspection personnel;
and $8 million to support additional scientific investigation in controlling the

threat of microbiological contamination of meat and poultry products. Activities

supported with this funding will also be instrumental in implementing the

pathogen reduction program.—$10 million in additional funds to offset the increasing costs of the current level

of services. This includes $9.1 million for mandated employee compensation, in-

creases of $2.4 million for inflation related costs of goods and services, and a
reduction of $1.5 million for assumed efficiencies in tiie delivery of administra-
tive support.

Taken together these proposed changes will enable us to both improve the safety
assurances of the current inspection system, under present statutes and regulations,
and to begin developing the scientific basis for future changes.

I would like to discuss the first of these budget items in greater detail.

It consists of two parts, the first of which provides for the hiring of additional in-

spectors. In fiscal year 1994, FSIS is proposing to hire 200 additional inspectors, at
a full year cost of $10 million.

Equally important, fi-om the long term point of view, is a request for $8 million
in funding for increased applied research to support the modernization of the meat
and poultry inspection system. We are proposing the Pathogen Reduction Program
as the strategy to begin to move inspection on to a more science-based, risk-based

system.
The Pathogen Reduction Program would expand our efforts to develop a scientif-

ically sound microbiological baseline for cows, poultry, and swine, while maintaining
our present levels of inspection coverage. The data contained in the baseline study
will provide us with an average microbial profile" against which future inspection
changes can be evaluated to measure their effectiveness in improving the safety of

the product. Of the $8 million requested for this initiative, $2.5 million will be tar-

geted for the expansion of our microbiological baseline data survey.



804

We will also develop and test a microbiologic monitoring program for beef slaugh-
ter and processing operations employing Hazard Analysis Critical Control Points

(HACCP) sampling in selected plants. Another $2.5 million will enable us to develop
and test microbiological monitoring programs for implementing HACCP procedures
in slaughter and processing operations.
Also included in this initiative is the expansion of our research eflForts to find

rapid, on-site detection tests for pathogens. We are requesting an increase in this

area of $1 million. Another $1 million will be dedicated to research to elicit further

knowledge about the characteristics of foodbome pathogens in meat and poultry

products and potential interventions aimed at reducing contamination during pro-
duction.

Finally, the balance of this request will provide $100,000 for the planning and co-

ordinating of on-farm investigations, $150,000 for the development of a mandatory
animal ID and traceback program, $150,000 for the examination of irradiation as

a sterilization process of meat products, $150,000 for the adaption of quantitative
risk assessment principles to our inspection activities, and $450,000 for the edu-
cation of food handlers, fast food chain employees, and consumers in the require-
ments of safe food handling and cooking.
To minimize the burden of the coste of the inspection program on the Nation's

taxpayers, we are proposing to collect $1 million in user fees, as authorized in the

1991 amendments to the 1990 Farm Bill, for the accreditation of private labora-

tories that perform residue and other tests on meat and poultry products.
We are mso proposing to collect $103 million in user fees for all inspection per-

formed beyond a single, primary shift. Establishments with more than one regularly
scheduled and approved shift are generally large plants with sizeable production. If

these establishments have enough production for more than one shift, inspection
services are presently provided free of charge. To contrast, estabUshments that do
not have enough production to warrant an additional complete shift must pay in-

spection overtime for the few hours a day of occasional extra production.
To put these large and small establishments on a more equal footing, all estab-

lishments that operate outside of a single approved shift, will be required to pay
for the cost of the additional inspection service.

CONCLUSION

Mr. Chairman, today I have briefly outlined our plans for the future of FSIS. It

is my intent to see that these plans are carried out and result in ever safer products
through a scientifically based meat and poultry inspection program.
This concludes my prepared statement. Thank you for the opportunity to testify

on the priorities of our Agency. I will be happy to answer any questions that you
or otiher subcommittee members may have.

Biographical Sketches

EUGENE BRANSTOOL

Eugene Branstool was nominated by President Bill Clinton to be Assistant Sec-

retary of Agriculture for Marketing and Inspection Services on March 17, 1993. He
was confirmed for that position by the U.S. Senate on May 11, and was sworn in

on May 12.

As Assistant Secretary of Agriculture for Marketing and Inspection Services,
Branstool oversees six USDA agencies with regulatory responsibilities for many as-

pects of the quadity, marketing, transportation, and safety of the nation's food sup-

Ely.

Those agencies are the Agricultural Cooperative Service, the Agricultural Mar-

eting Service, the Animal and Plant Health Inspection Service, the Federal Grain

Inspection Service, the Food Safety and Inspection Service, and the Packers &
Stockyards Administration.

Before joining USDA, Branstool had been a family farmer since 1962, operating
a 700-acre grain farm near Utica, Ohio, with his brother. In addition, he spent 16

years in the Ohio legislature, 1974-90. He was first elected to the Ohio House of

Representatives in 1974, where he remained until being elected to the Ohio Senate
in 1982. His activities as a state senator from 1982 to 1990 included serving as the

Senate Minority Whip for four years, 1987-90. He was a member of the respective

agriculture committees in both houses, serving as vice-chair of the House Agri-
culture Committee and ranking minority member of the Senate Agriculture Com-
mittee. In January 1991 he was elected chair of the Ohio Democratic Party and held

that position until April 1993. He was an explosive ordnance disposal officer in the

U.S. Navy, 1959-62.



805

A native of Utica, Branstool holds a B.S. degree in agricultural education from
Ohio State University in Columbus.

LONNIE J. KING

Dr. Lonnie J. King is the Associate Administrator for the Animal and Plant
Health Inspection Service (APHIS) and is currently Acting Administrator. Prior to

serving in this position, he was the Deputy Administrator for APHIS' Veterinary
Services (VS). Dr. King is a native of Wooster, Ohio, and received his B.S. (1966)
and D.V.M. (1970) degrees from the Ohio State University. He has also earned a
M.S. degree in epidemiology from the University of Minnesota while on a special
USDA assignment in 1980. Dr. King is a diplomate of the American College of Vet-

erinary Preventive Medicine and has recently completed the Senior Executive Fel-

lowship program at Harvard University.
Dr. King was engaged in private veterinary practice for 7 years in Dayton, Ohio,

and Atlanta, Greorgia. He served in a variety of positions in APHIS-VS from 1977-
1987. Those positions included field Veterinary Medical Officer (Georgia) and Sta-
tion Epidemiologist (Texas). He spent 5 years in Hyattsville, Maryland, in staff as-

signments both in Emergency Programs and Animal Health Information. During
this time. Dr. King directed the development of the Agency's National Health Mon-
itoring System.
For a year prior to his appointment as Deputy Administrator for VS, Dr. King

served in Washington, D.C., as Director of the Governmental Relations Division for

the American Veterinary Medical Association. He has extensive contacts with a

large segment of the veterinary profession through his work with other govern-
mental agencies, universities, major livestock and poultry industry groups, and pri-
vate practitioners. He maintains a high level of interest in public veterinary medi-
cine tnrough his experience and program initiatives.

Dr. King resides in Columbia, Maryland, with his wife Sylvia and their two chil-

dren.

KEVmSHEA

Mr. Kevin Shea is the Acting Director of the Budget and Accounting Division of
the Animal and Plant Health Inspection Service (M*HIS). Mr. Shea was bom in

Washington, DC, on October 16, 1954. He earned a Bachelor of Arts degree in gov-
ernment and politics from the University of Maryland and a Juris Doctorate from
the University of Baltimore School of Law.
Mr. Shea has served APHIS as a budget analyst, policy analyst, and supervisor.

He was chief of Policy Analysis and Assistant Director of Policy and Program Devel-

opment before becoming Acting Budget Director. He alao completed a tour of duty
with the Budget Review Division of the Office of Management and Budget.
Mr. Shea also served as an intern for the Court of Appeals of Maryland and was

an associate with the law firm of Frank, Bernstein, Conaway, and Goldman in Balti-

more, Maryland. He is a member of the Maryland State Bar Association and is ad-
mitted to practice before Maryland and Federal courts.
Mr. Shea resides in University Hills, Maryland, with his wife Teresa and their

children. Shannon, Brendan, and Kaitlin.

BILLY G. JOHNSON

Dr. Bill G. Johnson is the Deputy Administrator for the Veterinary Services (VS)
unit. Prior to serving in this position, Dr. Johnson was the Associate Deputy Admin-
istrator for VS since June 5, 1986. He was bom in San Saba, Texas, on June 30,
1935. Dr. Johnson earned a Doctorate Degree in Veterinary Medicine from Texas
A&M University in 1959.

Upon earning his doctorate degree, Dr. Johnson began his Federal career with the

Agricultural Research Service (ARS), serving for a short time with the Animal Dis-
ease Eradication Division in Arkansas before entering the Air Force for 2 years.
After his departure from the military service in 1962, Dr. Johnson returned to ARS
in Arkansas as a field veterinarian. From 1964 to 1967, he assumed the duties of
brucellosis epidemiologist. He then entered the ARS Veterinary Administrative De-

velopment Program and upon completion in 1968, Dr. Johnson served on the Emer-
gency Diseases Staff in Hyattsville, Maryland, for 3 years. From 1971 to 1973, he
served as APHIS Assistant Veterinarian-in-Charge in Washington State. He then
served 1 year respectively as District Veterinarian-in-Charge for California and Ha-



806

waii and Chief Staff Veterinarian for the Import-EIxport Staff in Hyattsville, Mary-
land. From 1975 to 1980, he was Chief StaffVeterinarian for the Brucellosis Eradi-
cation Program. In 1980, Dr. Johnson was the Senior Staff Veterinarian for the Cat-
tle Diseases Staff. In 1983, he was appointed Director of the National Brucellosis

Eradication Program and was appointed Associate Deputy Administrator of VS in

1986.
Dr. Johnson currently resides in Glenn Dale, Maryland, with his wife Anita. They

have two grown children.

DALE F. SCHWINDAMAN

Dr. Dale F. Schwindaman is the Deputy Administrator of the
Regulatory

Enforce-
ment and Animal Care (REAC) unit. Previously, he served as the Regional Director,
Western Region, Veterinary Services (VS) from December 1989 to October 1992. He
was bom and raised on a farm in Kansas. Dr. Schwindaman graduated from Kansas
State University in 1953 with Bachelor of Science and Doctor of Veterinary Medi-
cine degrees. He has also finished all academic work toward a Master of Science
in Animal Science at the University of Delaware.

Before coming to APHIS, Dr. Schwindaman had a dairy practice
in Wisconsin be-

fore entering the Air Force Veterinary corps for 2 years. He also worked as a field

veterinarian with the Minnesota Livestock Sanitary Board working with the acceler-

ated brucellosis program. His first assignment witn APHIS was as the District Vet-
erinarian in Michigan for 2 vears. He was also the Area Veterinarian in Illinois for

2 years. After completion of the Veterinary Administrative Development Program,
he was the Assistant Veterinarian in Charge of New Jersey for 2 years. He was
then assigned as the Veterinarian in Charge of Delaware for 2 years before being
transferred to the Headquarters Animal Welfare Staff as Chief Staff Veterinarian.
Dr. Schwindaman was named the Senior Staff Veterinarian of the Animal Care
Staff in 1975. In 1982, he was assigned as Senior Staff Veterinarian, Technical As-
sessment Staff. He also served on several temporary assignments of 30 days or more
to the Deputy Administrator's Office, VS, and as Acting Director, National Program
Planning Staffs (NPPS), VS. He participated in the first Senior Management Prepa-
ration Program in 1981-1982. Dr. Schwindaman served 1 year (1985-1986) as the

Acting Assistant Director, NPPS, VS, and was named the Chief Staff Veterinarian
of the Domestic Programs Support Staff in April 1986. In January of 1989, he was
named as the Assistant Deputy Administrator for Animal Care, REAC, and he
served in this position until December 1989.

ADDITIONAL INSPECTORS

Senator BUMPERS. Let me ask you, first of all, how you hired 160
new food inspectors, plant and meat and poultry inspectors?
Mr. Branstool, Senator Bumpers, if you recall in January of

this year, in early or mid-January or thereafter, there was a seri-

ous outbreak of E. coli in Washington State, and it called attention
to the fact that we need to make improvements in our meat inspec-
tion program.

It was anticipated at one time that the Senate would pass an ap-

propriation with President Clinton's economic recovery package.
That was not to be. It is not an easy thing for the Department of

Agriculture to deal with that.

I understand that on the House side there is a measure pending
now that would fund the additional 160 inspectors. We are hoping
that is the case. If that is not the case, it will cause us great dif-

ficulty, and it would cause a reduction.
Senator Bumpers. You have all that 160 on board right now, do

you not?
Mr. Branstool. I believe nearly all. And by the end of May, I

understand that that 160 should be on board and undergoing train-

ing.
Senator Bumpers. Dr. Cross, how many plants do you have in-

spectors in?
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Dr. Cross. Senator, 6,400 plants.
Senator Bumpers. 6,400?
Dr. Cross. Yes.
Senator Bumpers. What in name of all that is good and holy is

160 additional inspectors going to do in that many plants?
Dr. Cross. Senator, it will do a tremendous amount given the

shortage that we have been dealing with over the last few years.
We actually were down over 500 inspectors. The 160 inspectors will

go a long way toward resolving the extreme hardship that we were

placing on our employees to try to do double and triple shifts to

meet the statutory requirements of the meat and poultry inspection
acts. So, it will go a long way.
Senator Bumpers. What is an average number of inspectors in

a plant? You have 6,400 plants. What is the average number of in-

spectors in a plant?
Dr. Cross. We have about 7,400 inspectors, so the average is

slightly more than 1 per plant. However, staffing varies tremen-

dously, it could range anywhere from 1 to 50, depending on the size

of the plant, whether it is a slaughter plant or a processing plant,
the line speeds, the number of animals you are killing, et cetera.

Senator Bumpers. How do you decide where to put those 160 in-

spectors?
Dr. Cross. Basically, we have laws that we have to comply with.

For example, in a slaughter plant we have to have inspectors to

look at every carcass and every bird. If an industry grows, like the

poultry industry, of course, is growing over the last 15 years, we
have to supply those inspectors. The law requires that, and so we
do not have a choice.

IMPROVED INSPECTION SYSTEM

Senator Bumpers. Dr. Cross, I know it is your long-term ambi-
tion is quality food inspection, but let me ask you this question.
Track I is to evaluate the existing system, as I understood Mr.
Branstool's testimony. And Track II, of course, is to bring what he
calls total quality management to the food inspection service.

Now, just a horseback guess right now, how do you intend to do
that? "What do you foresee as the ultimate total quality manage-
ment of meat and poultry in this country especially?

Dr. Cross. Senator, I think the inspection system of the future,

hopefully the one that is going to be designed in Track II and
agreed upon nationally, and perhaps worldwide, is going to be
based on a strong foundation of risk—risks that we have data to

support, and the risk judgments that we make, particularly in

quantitative risk assessment. It will be based on a strong founda-
tion of HACCP, hazard analysis critical control point.
As we design Track II, Senator, and try to determine the track

that it is going to take, we are not going to set any preliminary pa-
rameters because we want to get all the input possible from all in-

terested parties throughout the world. We want to use that input
to design the most appropriate system possible. Even then our job
is just one-half done because then we have to give credibility to

that product.
In a few weeks I hope to go forward to Assistant Secretary

Branstool to propose to him a mechanism for accomplishing Track
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II. The proposal is going to have a foundation of risk and a founda-
tion of HACCP.

Senator Bumpers. And cost?
Dr. Cross. Cost could be less, or it could be more, it is difficult

to say. But we are going to be putting our money where it is going
to be addressing public health more effectively than it is today.

IRRADIATION

Senator Bumpers. I talked to one of my big poultry processors
the other day, and I just pointed out—I said, you know, if some-

thing is going to happen, I do not know how it is going to happen
or when it is going to happen, but it is going to happen. You will

be happy to know he said, well, whatever is good for the country
is good for us.

Of course, we are not just bigger in poultry, we are bigger by far

than any other State in the country in poultry production. But I

have always maintained when, you know, "60 Minutes" and all

those people like to show those shows about how terrible the in-

spection service is, who do you think has the greatest interest in

a good, clean product on the market? It is the industry. If you do
not believe that, go ask Jack-In-The-Box. I promise you, they would
have spent millions to avoid the catastrophe that befell them in the
Northwestern part of the country, and that is true of most people
in this business.
But I am sure it has been reported back to you, Dr. Cross, that

this subcommittee has asked questions to USDA and the Food and
Drug Administration about irradiating food and the considerable

uproar that is causing among some environmentalists. But we have
also been led to believe that irradiation may be the ultimate poten-
tial destroyer of all bacteria, particularly on meat and poultry, that
would give us 100 percent assurance that the food is sanitary and
safe. Is there anything to that?

Dr. Cross. Yes, sir; the research on irradiation, as you know, is

overwhelming. Almost 40 countries have approved it. Over 15 coun-
tries use it for meat and poultry. The data that has been collected

in this country says that around 3 kilograys will kill 99.9 percent
of the pathogenic organisms.
Senator BUMPERS. Say that again just for the record. At 3

kilograys you will kill 99.9 percent. What is a kilogray?
Dr. Cross. It is a level of measurement for the amount of radi-

ation that we expose the product to. It is a very low level, that is

why we call it low-dose irradiation.

Senator Bumpers. That is not the one the doctors jump behind
the lead shield when they do?

Dr. Cross. Absolutely not. As you know, we approved this level

of irradiation for poultry last year on a voluntary basis. And as you
also know, the poultry industry has elected not to use irradiation

because they are concerned about the consumer reaction.

Our encouragement to the poultry industry has been along the
lines of, giving the consumers a chance to decide. The product will

be labeled as being irradiated, so let the consumer decide if they
want that product or not.

Senator Bumpers. Let me just say this. Until we put to bed the
American people's concern about irradiated foods, we cannot start

I
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down the road of using that as an inspection method. Now, I may
be sold on it, and I would be sold on almost any method that I

knew would guarantee the American people a perfect product. But
I can tell you, there is still—I do not know anything about it. I did
not even have high school chemistry, so I do not understand it. But
I can tell you that there are a lot of people in the country that are

genuinely and legitimately concerned about irradiation of foods.

Now, you do not have a dog in that fight. FDA is the one that
has to decide whether or not a product may be irradiated or not,
do they not?

Dr. Cross. They approve the irradiation on certain types of prod-
ucts, and then we develop the regulation within FSIS as to ap-
proval for use on that product. But the initial approval of the peti-
tion for irradiating poultry had to come through Food and Drug.

RESIDUE MONITORING

Senator Bumpers. I want to come back to that in just a moment.
But Dr. Branstool, in his testimony, said that you test residues. Do
you do that in FSIS? Do you test residues in food, pesticide resi-

dues?
Dr. Cross. Yes, sir; the EPA and Food and Drug set levels for

chemical residues and pharmaceuticals that are used in the indus-

try, and we monitor the level of those residues in meat and poultry.
We look at a little less than 2 million analyses per year for over
61 different residues.

Senator Bumpers. How do you coordinate that with the Food and
Drug Administration? Do they not do that?

Dr. Cross. No; we have exclusive jurisdiction over meat and
poultry products as far as residue monitoring is concerned. It is

their jurisdiction to set the level of a particular pharmaceutical.
Senator Bumpers. What if you found an excess of penicillin in

carcasses of beef, what do you do?
Dr. Cross. We would take appropriate action, retaining that

product and increasing the monitoring of that particular establish-

ment, and tracing it back to the herd. We have had good success,
Senator, on residue monitoring over the years because, as you
know, 10 years ago we had a serious problem with certain types
of antibiotics in our food supply.
And last year when we reported, as we do annually, the residue

violation level in meat and poultry was less than three-tenths of 1

percent. It is getting closer to zero every year. We have had good
success in chemical residues. I hope I can come back to you next
year, and every year thereafter, and report the same kind of suc-
cess in reducing pathogenic organisms.
Senator Bumpers. My father-in-law, who is a dairjnnan, every

time a calf or a cow sneezed he used to say, well, give him a shot
of Combiotic. And it used to drive me up the wall because I knew
that was coming out in the food chain. But back in those days ev-

erybody was doing it.

Now, you are telling me that that has been greatly reduced, I

hope?
Dr. Cross. Absolutely, Senator. I think we can point to a success

story that is a combination of industry actions and regulation in

Government. The industry knew what they had to do, we knew
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what we had to do, and we worked together to get to where we are

today.
And the same thing has to happen with pathogens, starting on

the farm and working all the way back through the system. It can-
not be done just by pure regulation. The industry has to get in-

volved. The innovators in the industry know that food safety is

good business, and so they work with us.

MEAT AND POULTRY PLANTS

Senator Bumpers. A couple of other questions. Dr. Cross. How
many meat and poultry plants do you inspect?

Dr. Cross. 6,400 total plants.
Senator Bumpers. Do you not inspect canning plants, for exam-

ple?
Dr. Cross. If they are dealing with meat or poultry, yes.
Senator Bumpers. But only meat and poultry?
Dr. Cross. Only meat and poultry.
Senator Bumpers. So, if Cambell Soup is making chicken noodle

soup, do you inspect that plant?
Dr. Cross. If it has chicken in it, we will have inspection in that

plant.

user fees

Senator Bumpers. And finally, Mr. Branstool, I am just talking
about FSIS for the time being, I do not know how you are going
to do this user fee. This committee has always pretty much resisted

user fees. There is considerable resistance right now. I do not know
where I am going to come down on it. But you are anticipating
$104 million from user fees?

Mr. Branstool. Yes; if that is what the Congress authorizes.

Senator Bumpers. That is a big if, but we are so desperate to

raise money—^nobody likes a user fee, but if you ask us for another
$104 million just to raise your budget out of general revenues, you
would have gotten almost as much reaction to that, too.

Mr. Branstool. Yes.
Senator Bumpers. That is the way everything is around here.

But in any event, the House reconciliation bill did not give it to

you, did they?
Mr. Branstool. It did not.

Senator Bumpers. Did they—^well, you do not know the answer
to the rest of the question. Neither do I. But in any event, let me
just ask you this. What is the rationale for charging user fees for

the second shift in meat and poultry plants? I mean, if it is a good
policy, why not just charge them a user fee period?
Mr. Branstool. I suppose one could set forth a public policy that

would indicate the user should be the payer of the cost if they, in

fact, are the beneficiaries. It is a major hurdle and there will be

major resistance even to the direction that we are suggesting.
We can start dealing with our fiscal problems by requiring user

fees for second shifts. We thought that would be one way to gradu-
ally deal with the fiscal problem that we face, knowing that it is

not a perfect solution either.
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In some regards, the public in general are the beneficiaries of the
user fees, whether it is for establishment of weights and measures
or grain standards or any other standards that the Government as-

sumes responsibility for, because we all benefit. But in these dif-

ficult times when we are already short on the number of meat in-

spectors that we need, this is the approach that we are going to

recommend to the Senate and the Congress.
Senator Bumpers. It is a nose under the tent approach, is it not?

You know, I am not being pejorative about it, but that is what it

is.

Mr. Branstool. I would say if our $4.2 trillion deficit still looms
over our heads, and if each of us has to assume a realm of respon-
sibility to deal with that, that may be what we have to do. It is

bitter medicine, and it will not be easy for us to administer or the
Senate or the Congress to so vote.

Senator Bumpers. Staff says that since you are proposing this to

the Appropriations Committee and we are the ones who have to

give you the money, I guess that comes under our jurisdiction. I

was hoping they had to do it.

Senator Feinstein.

WHITEFLY AND MEDFLY

Senator Feinstein. Thank you, Mr. Chairman, I have two ques-
tions. They pertain to pests

—the whitefly and the Medfly. Would
now be the time to ask them?
Senator Bumpers. Absolutely.
Senator Feinstein. Gentlemen, in 1991, as you know, a new

whitefly strain invaded southern California. I am told that it has
caused crop losses of about $130 million, and related economic
losses of about $170 million to date. Between May 1992 and Janu-

ary 1993, the silver leaf whitefly caused additional crop damage
and lost production amounted to another $100 million. So, the

whitefly continues to be a major pest problem in southern Califor-

nia, placing crops like cotton, alfalfa, fruit, and vegetables at risk.

The 1994 budget request for APHIS includes $3.5 million for pest
and disease management of the sweetpotato whitefly. How much of
this money will be focused on the silver leaf whitefly, and what
steps is APHIS taking to develop biological controls for this new
whitefly strain?

Mr. Branstool. Mr. Chairman, Senator Feinstein, I met with a
delegation of people from your State 3 weeks ago that brought me
up to date on the severity of that insect. I would call upon Dr. Lon-
nie King, who is the Acting Administrator of APHIS, to give you
some details on your question.
Senator Feinstein. Thank you, Mr. Branstool.
Dr. King. Senator, you are absolutely right about the

sweetpotato whitefly and the variations. APHIS is asking for an in-

crease in the line item for sweetpotato whitefly,
and that increase

will go for further trapping, further control, and additional methods
development.
As you know, the integrated pest management concept is where

we are placing emphasis in our efforts to control sweetpotato
whitefly

—the idea of using natural pests, in particular a wasp spe-
cies, a native species. We are rearing those wasps, then taking
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them and putting them out into the field as applications. It is dif-

ficult to keep up with the spread of that pest because it is moving
so quickly.
We are also asking for a $1.2 million increase in another

biocontrol initiative in cooperation with the Agriculture Research
Service, the CSRS, the Forest Service, and the Extension Service
that will help us to look in a coordinated way at integrated pest
management techniques for controlling sweetpotato whitefly.
Senator Feinstein. Do you believe that amount will be adequate,

because it is a very important problem? It needs to be addressed
fast and hard.

Dr. King. As nearly as we can tell, it will be sufficient. Those in-

creases, if we could get them, would be very helpful. It is hard to

project ahead, but with the States' help up and down the South-

west, I think that amount would be adequate.

MEDFLY

Senator Feinstein. Thank you. The second question, the Medfly,
known to you, I guess, as the Mediterranean fruit fly, probably has
been one of the most destructive pests and also one of the most dif-

ficult. As you know, there has been aerial spraying which has
caused enormous problems in California urban communities and
huge public protests. I know that currently you are combating lo-

calized outbreaks in Los Angeles, San Diego, and Santa Clara
Counties.

Earlier this year the Department announced that it did not have

adequate funds to assist the State in carrying out the Medfly eradi-

cation program. What assurances can you give me that the 1994

funding is adequate to cover the costs of Medfly eradication next

year?
The Medfly is now indigenous, I suspect, in California, and so it

is going to have to be a constant barrage to get ahead of it. So, I

am concerned that this budget really reflect the enormity of that

priority.
Dr. King. I am very empathetic for you, coming from California,

and I know how difficult the problem is. We do not think that it

is an endemic pest. We think that there have continued to be

reinfestations, and the evidence that there are localized or focal

points of activity in the Medfly would suggest that it is not en-

demic, that it is entering from outside the United States.

We do have adequate funding to carry out the program for the
rest of 1993 through CCC funds, emergency funding that the De-

partment and APHIS received. So, we are in good shape for this

year.
The good news is, with a lot of ongoing trapping and survey de-

limitations, we are finding no new focal points of outbreaks. So, it

appears that we are closing in. We are using, as you said, pes-

ticides, in combination with the release of sterile flies.

Based on the way things are going right now, I think that what
we have right now in the way of emergency funds should carry us

through nicely to the end of the year. And hopefully, without any
nasty surprises, the funds will be sufficient for the end of this year
and perhaps even the start of next year.
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STERILE FLY PROGRAM

Senator Feinstein. Could we talk a little bit about the sterile fly

program? I think the last time I looked there was a lot of breeding
going on in Hawaii and then bringing the flies back. But I think
there were like 500,000 flies a week. Has that been increased in

size?

Dr. King. Yes; it has been. That has always been one of the is-

sues, namely, how quickly can we increase supplies in response to

sudden increases in demand. The facility in Hawaii is now in good
shape to increase the number of fly releases and the production of

those flies as needed.
I think that if we got into more of a major problem, consideration

would be given to increasing production of steriles raised in Ha-
waii, since the Medfly is already established there, or obtaining ad-

ditional flies from other sources.

Senator Feinstein. And how many are you breeding a week?
What is the goal there?

Dr. King. 500 million flies per week.
Senator Feinstein. 500 million. Was it 500 million last year?

Was that the same amount? I know it was 500 something.
Dr. King. We started out at about 50 million, and it takes a

month and a half to get the colonies up and going. So, we have in-

creased it substantially since the facility began operation.
Senator Feinstein. My concern is that there be enough steriles

that they be able to be introduced promptly, and that the State not
have to go to aerial spraying. Can you tell me with specificity that
will be the case?

Dr. King. I would hate to make that kind of projection. Where
we are right now, we are in good shape. If we would have some
other major outbreaks in other parts of California, we could have
a real problem producing sufficient flies to take care of all of the
new outbreaks.
Senator Feinstein. Mr. Chairman, I might just say that these

two pests are kind of, you know, top priorities for the State. It

would be very important, I think, that the Department really be
able to cope with them both with the sterile program or the APHIS
program, or else Califom^ has big problems with pests coming up
this year. /

Senator Bumpers. What was the last outbreak of fruitfly you
had. Senator

Feinstein^/^
Senator FEINSTEIN. Just a week or so ago, it seems to me, I read

about a small outbreak in southern California. You see, it is crop-

ping up in the inner-city areas. And if it is bad, if the traps reveal

enough of them, then they go to a stripping program or they go to

an aerial spraying program. The aerial spraying program—there is

hell to pay for it because you spray everything.
Senator Bumpers. Mayor Brown found out about that.

Senator Feinstein. Yes; anybody would. So, the key to it really
is an aggressive sterile program, I think. Do you not agree?

Dr. King. Yes; and the outbreak you were talking about. Senator,
was the Mexican fruit fly, as opposed to the Mediterranean fruit

fly. It is a different variety. The eradication techniques are similar,
but there are more fruit flies than just the Mediterranean.
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Senator Feinstein. But you would use that. You would use the
sterile program there, too?

Dr. King. There are several techniques, and we are really trying
to emphasize the use of sterile in the Mexican fruit fly program,
actually taking care of that problem in Mexico before it comes
across the border. So, we are increasing our surveillance along the

border, and also increasing activities in Mexico in cooperation with
the Mexican Government to take care of the problem there so that
it does not enter the United States across the border.

Senator Feinstein. Thank you. Mr. Chairman, the point I want-
ed to make is that these are my priorities, to see that those are
met. Thank you.

BOLL WEEVIL FUNDING

Senator Bumpers. Thank you, Senator Feinstein. Dr. King, what
is the funding level for all of your boll weevil programs?

Dr. King. The figure we are proposing for fiscal year 1994 is $9.9

million, Senator Bumpers.
Senator Bumpers. $9 million. You are asking for a $4 million in-

crease in that? It was $14 million. It was $13 million, now you are

asking for $9 million for next year.
Dr. King. It has been reduced from last year.
Senator Bumpers. Can you justify the cut? I am happy to give

you the cut you were asking for, but coming from a cotton State,
I worry about it a little.

Dr. King. We do too, and let me explain that if I might. When
we were developing the 1994 budget for boll weevil, having freed

Virginia, North Carolina, South Carolina, moving into parts of Ala-
bama and Georgia, it looked like there would be decreasing activ-

ity. However, since we developed our budget figures and sent them
forward, two things have happened. No. 1, Alabama cotton produc-
ers went ahead and passed two referenda that would enable them
to initiate boll weevil eradication programs in mid-Alabama and
north Alabama. At the same time, Texas recently passed a law that
will enable their cotton growers to begin participating in boll weevil
eradication through referenda.

Unfortunately, both of these activities happened after we devel-

oped our budget. And you are right, it has been a very productive
program. We have moved along very well, and we are excited about
these other States wanting to be involved. When we developed the

budget, we did not yet have that information.
Senator Bumpers. Last year we had by far the biggest crop of

cotton in Arkansas we have ever had. There was just one problem
with it that kept our farmers from making enough to retire. And
do you know what that was? They had to spray about three times
more than they normally would have. It just killed them. And I

talked to one farmer who told me he had 1,600 acres of cotton, was
going to make 3,500 bales, which is well over 2 bales to the acre.

That is just unprecedented. And planned to lose $250,000. There
was a time when if you made two bales of cotton to the acre you
could retire.

And that is the reason I ask you about the boll weevil is because

they had to spray so much last year. We had a fairly wet summer.
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Of course, boll weevils seem to thrive in wetter weather. I wish we
could irradiate cotton, [Laughter.]

PESTICIDE USE

Let me ask you another question which I think everybody thinks

about, and that is I really enjoy fresh fruit. I buy every plum know-

ing it probably is not going to be fit to eat because they picked it

3 weeks before it was ripe, and I have to let it sit around the house
until it ripens. It just drives me crazy. And I know by that time
it probably has gone about half-rot and it will not be good, but I

cannot resist this, but that is not my point.
That did not cost you anything, incidentally. It just irritates me

that everything is picked so long before it ripens. You know, I keep
buying cantaloupes. I am just like Charlie Brown with Lucy hold-

ing the ball for him every fall. I know it is not going to be fit to

eat, but I cannot resist it. And I know there are going to be about
2 months in the summer when they are fit to eat.

But how can I be sure, as I wash a peach or a plum and eat the

peeling as my mother taught me to do—she told me that is where
the nutrition was. I do not know whether that is true or not. But
be that as it may, what assurance do I have that that is free of

pesticides?
Mr. Branstool. Senator Bumpers, my oldest son, Marshall,

raises peaches and apples, and it is important that he spray. Oth-

erwise, there would be no peaches and apples, at least in my State
of Ohio. I know invariably that his customers—he sells retail, tree-

ripened. And they will say, do you use chemicals? And the answer
is yes, that he does, but he follows the label as is set forth by the
Food and Drug Administration.

And, you know, it is one of those things that there are those who
believe that no insecticide should ever be used on any fruit or vege-
table ever. But the fact is, if they are to grow, and as you indicated
with vour cotton crop, last year without a spray program it would
have been a disaster I would assume.
And so we have to trust the best science that we know and the

best science that is available. And so the assurances—I do not
know what assurances an honest person can state other than we
trust that the research that has been done by the Food and Drug
Administration when they approve labels for materials that will

help us cross this bridge until we learn more about biological con-
trol and other possibilities that will alleviate the need for addi-
tional continued spraying.
Senator Bumpers. The Plant Health Inspection Service can. No.

1, almost assure me that, yes, there are insecticide residues on that

plum or peach or
apple,

and they cannot assure me that those are
not damaging to my health. Is that correct?

pesticide data program

Mr. Branstool. Within the Agricultural Marketing Service, we
are doing random sampling and testing for pesticide residue in

fruits and vegetables. Dr. cTa)rton, I believe, could give you a more
definitive answer.
Senator Bumpers. Dr. Clayton.
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Dr. Clayton. Senator, I think your question concerns our pes-
ticide data program which is carried out in the Department by the

Agricultural Marketing Service. That program has been up and
running now for a couple of years. However, last year was the first

year we were running close to full speed.
We expect this year to collect close to 9,000 samples in 9 States

across the country. These States represent about one-half of the
U.S. population. Through this process we are developing nationally
representative, statistically valid results which portray actual in-

formation on the levels of residues which remain on fruits and
vegetables in this country.
One important aspect of the program is that it gathers samples

as close to the retail level as possible. Obviously, we do not want
to be in grocery stores disrupting shoppers in the produce depart-
ment, but we do take samples at wholesale level and at warehouses
of major grocery chains, as close as we can get to consumption.
The results we have obtained thus far demonstrate that while

residues appear to some degree on perhaps one-half of the fruits

and vegetables we are testing, those residue levels are exceedingly
low. We are using testing equipment that allows us to find residues
in parts per billion—^these are very minute fractions.

In the first half of last year we gathered several thousand sam-

ples, and found only a few instances where the residues were at

violative levels. For the most part, those cases involved a pesticide
that was not registered for use on the tested commodity, but was
registered for use on some other commodity.
Only very rarely do we find a residue which exceeds a tolerance

as established by the Environmental Protection Agency.
As you may recall from discussions in previous years, our rea-

sons for advocating this program were twofold. One was a concern
that EPA, in its process of tolerance setting, lacked actual residue

data, and was forced to deal only with theoretical maximums of ex-

posures. There was a need for some actual residue data which
could be used by EPA in their residue tolerance setting.
Senator Bumpers. Dr. Clayton, let me interrupt you at that

point. Whose call is this? No. 1, I assume that unless EPA has

signed off on it, this insecticide would not have been used. In other

words, it would not be on the market and the fruit growers and the

vegetable growers would not be using it if EPA had not signed off

on it.

And you are doing these inspections. Do you work hand-in-glove
with EPA about what a permissible residue is on fruits and vegeta-
bles?

Dr. Clayton. The point of this data gathering project is to gen-
erate unbiased data for EPA to use in setting tolerances.

Senator Bumpers. What do you do when you find an excess of
tolerable limits that have been sent out by EPA?

Dr. Clayton. That becomes a regulatory issue. We turn those

findings immediately over to the Food and Drug Administration
which is charged with the responsibility of pursuing violations of
established tolerances.
Senator Bumpers. Did you see the article this morning in the

Post on EPA?
Dr. Clayton. I am sorry, I did not see the article.



817

Senator Bumpers. Twenty years after the environmental move-
ment began to take hold in this country, there are still literally
thousands of products and foods and so on which EPA does not
know precisely what is going on so far as chemicals are concerned.

They cannot guarantee the American people that the food chain is

safe and so on. Now, that is one of the things that sort of piqued
my curiosity about this. And I suppose that this country is left.

Congress is left and therefore the people are left, with this decision:

Either you accept some limit of pesticides, insecticides, herbicides,

you allow some limit, even though it may be debilitating to one's

health or to the Nation's health, or the fruit and vegetable shelves
are going to get mighty scanty?

Dr. Clayton. Certainly there is a tradeoff* of the sort you de-

scribe. I am not sure whether it is quite as dire as you suggest.
Senator Bumpers. But there is a tradeoff of some degree going

on, is there not?
Dr. Clayton. Yes, there is a tradeoff. However, there is one addi-

tional point I would have to raise. There is a tremendous amount
of work underway to find alternatives to the use of pesticides,
whether it be through genetics and plant breeding, or through bio-

logical controls such as Dr. King has talked about. It seems to me
that the production industry has begun looking very seriously at al-

ternatives to chemicals.
Chemicals are expensive, as you pointed out in your discussion

of cotton growers. Producers are looking for alternatives.

ALAR

Senator Bumpers. Now we made a decision on Alar. How was
that decision made? Was it just decided that that has been defini-

tively determined to be injurious to the health and therefore should
not be used? In other words it is an impermissible problem for

one's health? Were you around with Alar?
Dr. Clayton. Yes, I was. The decision on Alar was a combination

of science and public hysteria, if I may characterize it that way.
There was a lot of misrepresentation of the situation, and there
was also some element of science. I am not sure that it was strictly
a reasoned decision. Certainly, it was exceedingly disruptive to the

apple industry.
Senator Bumpers. We had testimony last week from another

agency or service from the Agriculture Department dealing with a
sort of hormone that you give cows. You are familiar with that? I

think the point was made it was something that was not detectable
in milk. Now, you can detect an antibiotic in milk. But apparently,
this hormone which is designed to provide considerable beef in-

creases, growth in cattle as a hormone cannot be detected in milk.

So the question then became is it worth requiring labeling? If a
store is going to sell milk from cows that have been treated with
this hormone, should there be a sign up there? Should there be?
Mr. Branstool. I think the question of BST or any other ad-

vancement we make in agricultural science, you know, this science

should indicate how it is used, providing it is good science. Now,
with the BST question, BST is produced naturally in the body of

a mammal, and this is a synthetically produced BST that can be
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injected, and records and studies indicate that there is possibly a

10- to 20-percent increase in milk production per cow.

As you say, the information I have read and received is that you
cannot tell the milk that has been produced by a cow receiving the

synthetic hormone compared to one that has not. So the labeling

thing will get extremely difficult if it is something that cannot be

detected, whereas antibiotics in milk can be very easily and very
accurately identified and detected, as to source, as well.

And so I think science needs to rule on whether the BST should
be used. Some within the dairy industry are concerned about the

increase in milk production that could affect the price of milk and
the disruption of milk marketing if there would be a huge increase

if it is widely accepted by milk producers. You know, it seems to

me that rather than deny the science, if we are concerned about

overproduction, I mean, try another approach than that.

You know, 40 and 50 years ago we could have been concerned
about the development of hybrid seed corn, something unheard of

50 years ago, s5Tithetic nitrogen, artificial insemination in dairy
cattle. You know, those things have allowed our country to feed our

people with an abundance at a reasonably priced cost of food.

Senator Bumpers. Mr. Branstool, what we are talking about

though is a little different. I think with hybrid com, for example,
that was not accomplished with a chemical, was it?

Mr. Branstool. It was not.

FOOD ADDITIVES

Senator Bumpers. We are talking about food additives. And we
have discussed this with the Food and Drug Administration, we
talked about this with ASCS and the Agricultural Research Service

the other day, we talked to FDA about labeling. If we are going to

put calories, fat content, and everything else on foods, I am curious

as to what the justification is for not also saying this has had a
certain—this fruit, for example, has been sprayed with insecticides,
and what EPA and whoever—^APHIS—has determined to be ac-

ceptable levels. But people would at least have a choice.

I forgot to ask the Food and Drug Administration the other day,
as they allow more irradiation of foods—I am not saying this is a

good idea or bad idea, I am just saying it is still controversial in

the minds of people. It may just be people who are raising Cain
about it and it may be perfectly safe. I do not know. But I know
it has a nuclear content which worries me. And so the question
comes up at such times we start licensing the selling of irradiated

fruit and vegetables, should we put up a sign saying it has been
and let people make their own choice.

But the question I was going to say I forgot to ask, we allow irra-

diation of strawberries now, but do we—for example, is there any-

thing that would require anybody to label a strawberry that went
into a can or jar or whatever, a tin of Dannon yogurt? You could

be eating yogurt and it would have irradiated strawberries in it.

You would not know it under today's labeling laws, is that not cor-

rect?

[No response.]
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Senator Bumpers. I probably do not have the time to go into this

as in-depth as I would like to. We will probably submit some addi-
tional questions on this issue.

PROCESSED POULTRY

Now, there is one other thing, Dr. Cross, that I wanted to ask

you. Testimony today is that you will propose to mandate the use
of safe handling and cooking labels on raw meat and poultry prod-
ucts sold at food service and retail level. My first question, before
we get to that, is what percentage of poultry, for example, is fur-

ther processed and what percentage is sold on the fresh market, if

you know?
Dr. Cross. I would be guessing. Senator, but I would say a high

percentage of the poultry is sold fresh—probably 40 to 50 percent.
But that is a guess. We do not maintain records on percentages
sold as fresh and cooked.
Senator Bumpers. There is virtually no threat in further proc-

essed—for example, if you see a Purdue's roasted chicken or chick-

en wings and so on, that has all been cooked, and therefore the
chances of that having a salmonella on it are minimal, are they
not?

Dr. Cross. The threat is perhaps even more significant on a fur-

ther processed product. Senator, because if it is sold as ready to eat
then pathogens could be on that product and would not be killed

through followup cooking. That is the reason we have a strong
monitoring program with a zero tolerance on pathogens on any
ready-to-eat product of meat and poultry.

irradiated foods

Senator Bumpers. OK. Incidentally, I was thinking about radi-

ation, irradiating foods again. Would it be practical to irradiate
foods after they have been cooked?

Dr. Cross. Yes, sir; if they are in their final consumer package.
And that is what we require for poultry for irradiation. It has to

be in its final consumer package. In other words, it has to be in

the package that is going to be placed in the meat case, because
if we did not do that the product could become recontaminated at
some other point in the marketing chain and have new pathogens
on the product. There would not be any organisms on that product
that would be so-called competitors of those pathogens, so they
could even grow faster.

Senator Bumpers. One of the things this subcommittee is

charged with is finding out what everything costs. What is it going
to cost to label raw meat and poultry products insofar as safe han-
dling is concerned?

Dr. Cross. We do not yet know, Senator, because we do not know
how we are going to ask the industry to label. We have an agree-
ment with Food and Drug as to what we should say, cooking tem-

peratures, refrigeration, holding, et cetera, and we have a lot of di-

alog going on now with industry and the consumer groups.
We will be doing focus group research this summer to determine

just how we should deliver the message to the consumer. Whether
it should be on the package, at point of purchase, on video, or a
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combination thereof? So we really cannot give you a definitive an-

swer today as to what it would cost, but we think the cost would
be relatively low.

Basicallv, I think the industry is quite anxious to put safe han-

dling labels on meat and poultry. Not warning labels, safe handling
labels.

Senator Bumpers. As I work my way through this and sift my
own thoughts about irradiating foods, I have always maintained—
and of course, I have defended the poultry industry maybe at times
when I should not have. Of course, as I say, 1 out of every 12 peo-

ple in my State are involved in this industry. But I have always
said if you cook this food you do not have a thing to worry about.

If you wash it and cook it you certainly do not have anything to

worry about, and that is the rule at our house, if you are dealing
with fresh poultry or fresh meat—I am sorry

—fresh fish.

Very little fish is inspected in this country, right?
Dr. Cross. Correct.
Senator Bumpers. I have been sick on fish a lot of times. I have

never been sick on poultry that I know of.

Senator Feinstein. Would you yield on that one question?
Senator Bumpers. Yes; I woula be happy to. Yes; or more, if you

prefer.

contaminated food

Senator Feinstein. I have been trying to remember. I was cam-

paigning last year in the Central Valley. And I ate chicken at a
chicken dinner. And the chicken was contaminated with something
that was reportable to the Health Department with a long name.
And I was really laid low. I was told when I looked into it that this

is a fairly common occurrence with chicken. Do you happen to

know? It is a very long word.
Dr. Cross. Was it Campylobacter?
Senator Feinstein. That is exactly what it was.
And it really knocked me for a

loop.
But is it that common?

Senator Bumpers. I wish you nad not come this afternoon.

[Laughter.]
Dr. Cross. That is a common pathogen on meat and poultry, but

more so on poultry than meat. But it is one that is easily killed

during cooking.
Senator Feinstein. If it is cooked enough?
Dr. Cross. That is right. In our pathogen reduction plan we are

not going to totally rely on the final cooking step to do the job. We
are going to put a plan in place that starts on the farm and goes
to the table. But let me make one comment that the chairman
mentioned. Mr. Chairman, your generation and mine probably
knows that we should not take that chicken off the grill and put
it back on the same plate. But I am afraid some of the younger
generations do not realize that.

We have a lot of educating to do to define the consumer's role

in safety. It has to be evident to them. They have to know that

they have a role.

Senator Feinstein. So in other words you are saying cooking
things at the right temperature for long enough is really extraor-

dinarily important?
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Dr. Cross. It is probably our most important critical control

point.
Senator Feinstein. Both, I guess, with the E. coli from the

hamburger
Dr. Cross. Absolutely.
Senator Feinstein. If it is cooked at, what? 155 degrees?
Dr. Cross. If it had been cooked to 155 degrees, we would not

be talking about the outbreak today.
Senator FEINSTEIN. And the chicken should be cooked for?

Dr. Cross. About 160 degrees for chicken.

Senator FEINSTEIN. Thank you, Mr. Chairman.
Senator KOHL. Senator Feinstein, was that a Republican cook-

out?
Senator FEINSTEIN. Actually, it was a nonpartisan cookout.

[Laughter.]
Senator Bumpers. Dr. Cross, that brings me to my next question.

I understand that you have still not been able to find the slaugh-
terhouse that the contaminated beef in Washington came from, is

that correct?

Dr. Cross. We found the supplier to Jack-in-the-Box, and of

course, that particular supplier had numerous suppliers, 30 or 40

suppliers. But no, we have not been able to track it back to the in-

dividual slaughter plant or to the individual herd, which is not

very surprising given the rarity of this particular organism.

COOKING REGULATION

Senator Bumpers. Along Senator Feinstein's questioning, have

you not also raised the level that you say beef should be cooked at

in these fast food hamburger places from what was originally 150
to 165 or some such thing?

Dr. Cross. The Food and Drug Administration raised their model
code from 140 to 155 just following the outbreak. We have a regula-
tion in clearance that will raise it to 155 degrees for precooked and
fully cooked patties in Federal establishments. But our rec-

ommendation to the consumer in the home is 160 degrees, and the
Food and Drug recommendation to fast food establishments is 155.

PIZZA

Senator BUMPERS. Did you see the pizza story this morning?
Dr. Cross. No; I missed that.

Senator Bumpers. In Florida?
Dr. Cross. Bad?
Senator Bumpers. Gro home and read that one.

Senator Feinstein. What happened?
Senator Bumpers. 300 people, four hospitalized, from eating

pizza, and they think contaminated meat on the pizza. It seems to

me that that is becoming more prevalent. Or maybe the press is

just doing a better job of reporting those things.
I will conclude by asking a question, and then I will submit the

rest of my questions for the record and defer them to Senator Kohl.
This is a sort of a convoluted story, but on May 17—Dr. Cross, did

you watch that series of shows that CBS did?
Dr. Cross. Yes, sir; I did.
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KELLY MEMO

Senator Bumpers. On the Evening News? Erin Hayes, on that

show, talked to a Dr. W.S. Home, Deputy Administrator of FSIS,

inspection operations, about slaughterhouse inspections. Dr. Home
was asked about a memo presumably sent by a regional supervisor
to his inspectors last March directing them to, quote, slow down
the lines, stop operations if you have to, to keep meat clean, un-

quote. It was reported that after industry officials complained
about this slowing down of the lines, the memo was yanked back

by Washington.
Let me just stop right there, there is more to the question, and

ask you to comment on that.

Dr. Cross. I am glad you asked that question. Senator, because
the Kelly memo gets more famous every month.
Senator Bumpers. What did you call it?

Dr. Cross. The Kelly memo.
Senator Bumpers. Kelly?
Dr. Cross. Dr. Kelly wrote the memo.
Senator BUMPERS. OK
Dr. Cross. He is an area supervisor in Topeka.
Let me start back, if I can, a couple weeks and months prior to

that. After the E. coli outbreak, I decided that I wanted to send out

special review teams to make unannounced visits to maybe 90 to

100 plants. I asked all five of our regional directors to go to Law-
rence, KS, so they could agree on how these review teams were

going to function and what they were going to be looking for, pri-

marily fecal contamination.
Dr. MacDougal, who is a deputy to Dr. Home, was at that meet-

ing. When they came back from the meeting. Dr. Home, who is the

Deputy Administrator for all inspection operations, wrote a memo
summarizing what was agreed upon in the Lawrence meeting.

In the meantime, the five regional directors came back and called

the area supervisors. Dr. Kelly took it upon himself to write a
memo based on what he thought his regional director had told him.
And so two memos were tracldng to the field at the same time, one
to 1 area out of 27 and Dr. Home's memo to the entire country.
As soon as Dr. Home and I found out that those two memos were

tracking we immediately asked Dr. Kelly to rescind his memo, be-

cause he was just one area supervisor sending a memo which re-

flected what his regional director told him over the phone. Dr.

Home was sending a memo that reflected national policy. That was
very simply why that memo was rescinded. I did not want two
memos on the street.

If any other regional director or any other area supervisor had
sent a memo, I would have immediately had that one rescinded,
too. Because we have to have one policy.
Senator Bumpers. Well, when he was asked, apparently, I guess

referring to Dr. Home, why—there was something—there was a
later oral order that came down was there not? Let me see, just
a minute. This order that came down rescinding that first order
was oral, was it not?
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Dr. Cross. That is right. Dr. Home will have to tell you for sure.

He is here. But I would assume he picked up the phone and told

Dr. Kelly to rescind his memo.
Senator Bumpers. And did what?
Dr. Cross. To rescind his memo. Just called him on the phone,

or called the regional director on the phone.
Senator Bumpers. According to the CBS story, it said when

asked why this could not be done in writing rather than orally, he
said we prefer that he not do so so it does not conflict with national

policy. Where is Dr. Home?
[Dr. Home raises his hand.]
Senator Bumpers. Dr. Home, why do you not tell me your ver-

sion of it? Just stand where you are and let the record show that
this is the Deputy Administrator of the Food Safety Inspection
Service. And his name is W.S. Home. Is it Mr. Home or Dr.
Home?

Dr. Horne. Dr. Home.
Senator Bumpers. Dr. Home, why do you not just tell us.

Dr. Horne. I think Dr. Cross described it very well. We had two
memos that coincidentally went out on the same date, March 2. I

wrote one of the memos, which was a nationwide instruction to all

inspectors in the field and all supervisors in the field.

Coincidentally, Dr. Kelly wrote a memo the same day. His memo
was faxed out to several of the plants because they had fax ma-
chines in his limited area of responsibility, which is two States, Ne-
braska and Kansas. So the information went out to many of the

plants and several of the inspectors before my memo got out to the
rest of the plants.
When I heard about the original memo from Dr. Kelly, I con-

sulted with Dr. Cross, and we decided the best thing to do was ask
him to rescind that memo because without a doubt it was going to

result in some inconsistency in the way it is applied.
So I called the regional director, who was the supervisor of Dr.

Kelly, and asked him to rescind the memo, which he did.

Senator Bumpers. What was the gist of what Mr. Kelly's memo
said?

Dr. Horne. First of all, the memo was addressing the special re-

views that Dr. Cross had ordered. It was asking his people to be

prepared for these special reviews. The zero tolerance which has

gotten so much publicity is somewhat of an incidental part of that
memo. He was saying, for instance, if the udders of cows were not

properly trimmed off, certain actions should be taken.
The problem came about then in assuming that if the plant did

not respond, then you should take a further stronger action, and
if they still did not respond, you should take an even stronger ac-

tion. The assumption was that the plants were not going to prop-
erly respond to this requirement, and that was part of the objection
to the memo.
Senator BUMPERS. I tell you, I am not at all sure yet just exactly

what all happened here. We will submit a question in writing on
this. Your explanation sounds plausible. Dr. Home, but let us sub-

mit this to you in writing and you respond to it, if you please.
Senator Kohl.
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MILK MARKETING ORDERS

Senator Kohl. Thank you very much, Mr. Chairman. It is good
to be here with you and Senator Feinstein this afternoon.

I would like to ask Mr. Branstool several questions. Mr.

Branstool, I know that you are well aware of the problems of the

upper Midwest concerning milk marketing orders. The system is

based, as you know, on an outmoded notion that it makes sense to

require a higher price to be paid for fluid milk based on the dis-

tance from Eu Claire, WI.

Many, many years ago, earlier in this century, before modem
transportation, it might have made sense in order to encourage
growth in dairy production in milk deficit areas far from Wisconsin,
but it no longer makes sense at all, and the CBO estimates that

it costs the American taxpayer about $1 billion over 5 years to con-

tinue the system the way it is.

Because it is such an outmoded system, Mr. Branstool, this is

one of those programs that gives agricultural programs a bad name
in the eye of the American taxpayer. So I would like your personal
assurance, if you could give it to me, that you will take a fresh look

at the milk marketing order system and will consider making some
necessary changes in that system. Would you be prepared to tell

me that?
Mr. Branstool. Mr. Chairman, Senator Kohl, I do not know if

I would be prepared to tell you that exactly in so many words, but
I could give you a philosophical view of what I think as I am in

the process of learning about milk marketing orders as well as the
other marketing orders.

You know, there was a reason originally for milk marketing or-

ders. You are dealing with a perishable farm product. The produc-
tion will fluctuate, depending to some degree on the season of the

year in different regions and parts of the country. And so in order

for milk to reach its destination, whether it is to be used as fluid

milk or processed milk as cheese or powdered milk or whatever, it

seems to me there has to be a system in place to facilitate the

movement of this perishable product.
Now, I know that in certain parts of the country there seems to

be some—or at least some elements in certain regions of the coun-

try that feel that the milk marketing orders are not working as

best as they possibly could. I would say to you that I want to work
with the people in the agricultural marketing service to make sure

that we are being as fair and reasonable as possible.
You know, the commodity groups, they themselves submit to the

Department of Agriculture what they believe is a mechanism to or-

derly market their milk. A good share of the suggestions come from

producers and their cooperatives themselves. And so I know that
some feel there are some inequities, some feel that certain parts of

the country are placed at a disadvantage, but it is a very complex
system.
And even if you make certain adjustments, then it can cause, for

the increased production of milk in States like Texas and Florida

where you have high population centers and if—if the milk market-

ing pricing structure can get too high in one region then it would
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be inducement then to produce milk in other areas which then can

aggravate the problem of over production.
So it is very complex. I have a great deal to learn about it. But

I would sav to you that I believe they should be as fair as possible
and that tne consumers—or that the producers themselves have a

great deal at stake as to how they are formed.
Senator Kohl. Well, I want to just follow up on what I think is

the constructive position you are taking, that there is a good deal
that we, and you, need to learn about this so we can be as equi-
table as possible in making whatever changes need to be made.

I have spoken to Secretary Espy on a number of occasions, and
he has expressed his intention to specifically include the issue of

milk marketing and milk pricing as part of the series of agricul-
tural issues forums that are being planned. Can you tell us if the
USDA is still planning to include milk marketing order issues in

its series of agricultural forums, and if so, do you have any idea
as to when they might be occurring?
Mr. Branstool. Well, Mr. Chairman, Senator Kohl, right now

going on is the meat and poultry inspection hearings. The first one
was held in Dallas, There will be hearings on nutrition and hunger
in our country. I cannot tell you with any degree of certainty if

milk marketing orders will be a subject individually for forums, but
I know Secretary Espy is concemea about farm income. Milk mar-

keting orders greatly affect farm income.
I would also say to you that I know from Ohio many large num-

bers of dairymen are struggling financially, and my own view is

that we need to take a look at this. They work 7 days a week, long
days, they work hard, huge investments, and many of them are

just getting by.
Senator KoHL. I represent the largest dairy State in the country

so I have a particular interest in this. People in the dairy industry
are hurting. I think that we owe it to them to have at least this

issues forum on milk marketing orders. I think I heard you say
something like that yourself.
Could you get back to me just as soon as possible and indicate

to me, whether we are going to have that forum at some time,

hopefully as early as possible? Could I hear from you on that?
Mr. Branstool. I believe the answer is yes. Now—and I just

think out loud with you—as milk marketing orders are worthy of

discussion, there may be other elements concerning farm income
that might be included in that. You know, are you asking me for

specifically forums only on milk marketing?
Senator Kohl, I just want to be certain that at some point in the

reasonably near future the milk marketing order system is going
to be reviewed in a public forum with the endorsement of the
USDA.

Secretary Espy said that this was going to happen. I would just
like for you to go back and confirm that and get back to me, and

hopefully with some indication as to when.
Mr. Branstool, If Secretary Espy has indicated that that will

happen, I will do my part to see that it does.

DAIRY PLANT INSPECTIONS

Senator Kohl, All right. Thank you.
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Mr. Branstool, over the past couple of years there have been back
and forth discussions between the State of Wisconsin and USDA
regarding duplication of dairy plant inspection efforts in Wisconsin.
We wrote you a letter earlier. At this time, both the State and the
USDA inspect dairy plants in Wisconsin.
We would like to believe that some headway is going to be made

on the concept of allowing the State to perform the Federal inspec-
tion responsibilities for dairy plants, at least on a trial basis so as
to eliminate unnecessary duplication, both USDA and the State in-

specting the same plants.
Can you tell me whether you have given this issue any consider-

ation and what your opinion is as to the possibility of making some
progress on resolving this duplication?
Mr. Branstool. Senator Kohl, I am aware of the concern which

you have raised very clearly. If you would allow me to defer to Dr.

Clayton, I believe he can shed more light on that.

Senator Kohl. All right.
Dr. Clayton. Senator, you are quite right. The issue has been

around for the last couple of years. As a starting point, I believe

we share with the folks in Wisconsin the view that we ought to

place as little burden on industry as possible. There is no argument
about that.

Our difference of view involves exactly how to resolve the issue.

As you may recall, we did some preliminary work on this issue late

last summer. We conducted an initial survey of milk producing
States including Wisconsin and others, to gauge their interest in

becoming involved in either plant inspection or dairy grading.
The results of that survey were mixed. In hindsight, we learned

that we did not ask all the right questions. We are now in the proc-
ess of conducting an expanded survey to get the information we
need to resolve this issue once and for all.

We hesitate to transfer the function because dairy plant inspec-
tion is kind of a filler activity for our dairy graders. Dairy grading
tends to be very active on Mondays and Tuesdays, Thursdays and

Fridays. Wednesdays are a slow day. Dairy grading is a user-fund-
ed program, so we

try
to be efficient.

I have got to pay tnose inspectors whether they are grading dairy

product or not. Plant inspection allows us to keep our dairy graders
fully occupied. If graders have downtime, there will have to be a

higher grading fee.

To round out the story, we are gun-shy on this program and
want to be very careful in doing the analysis. As you may recall

2 years ago we had to ask Congress for $1.25 million to overcome
a deficit in our dairy grading program. We were very uncomfortable
in having to do that.

Therefore, we are concerned about any change we might make in

plant inspection, because it is so closely tied to dairy grading. Any
changes must be well reasoned and something which we can sup-
port financially over time. We are developing the information that
will let us make an informed decision. I have kept the State of Wis-
consin advised as to the status of their proposal, and we intend to

work with them in resolving this issue.

Senator KoHL. I appreciate that, and I appreciate your desire to

work it out carefully and prudently. I think that is fine.
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As you know, oftentimes in government that means that things

go on forever. So at the risk of encouraging you to say something
you do not want to say, we hope that within some reasonable pe-
riod of time—say 3 months, perhaps 6 months—to come to resolu-

tion of this issue?

Dr. Clayton. Yes; we can.

Senator KOHL. Is that reasonable?
Dr. Clayton. Yes; it is reasonable.

Senator Kohl. Sometime between 3 and 6 months, is that fair?

Dr. Clayton. Yes; that is fair.

Senator Kohl. All right. I do appreciate that very much.

USER FEES

One final question in followup of what Senator Bumpers asked
about earlier, Mr. Branstool, and that is user fees on meat inspec-
tion plants. The President's budget proposes, as you know, that

user fees be charged for meat inspection and that that fee be paid

by the slaughterhouse and packing plants that are being inspected.
I am not convinced that this would be good public policy.

I have always understood there to be a general rule of thumb
that if an activity such as inspection is for the benefit of the con-

suming public, then the costs ought to be borne by that public.

However, if the activity is primarily for the benefit of the industry,
then it ought to be borne by the industry.
Now, it seems very clear to me that in the case of meat inspec-

tion the primary beneficiary is the public. I know this was before

your time, but can you tell us on what basis the decision was made
to propose user fees for meat inspection and whether you believe

that that needs to be reviewed.
Mr. Branstool. Senator Kohl, I was asked earlier a similar

question. And one of the overmounting concerns is the huge Fed-
eral deficit and indebtedness that this country has, $4.2 trillion.

The President and the Office of Management and Budget have
asked us to do everything we can to reduce our costs of government
and the cost to the taxpayer. When you are dealing in the area of

food inspection and therefore public safety and public health, I

agree with you that the public is the beneficiary. So aire those who
make their living in producing and processing and marketing. They
are part of that, as well.

I would say to you that if there was another way to fund meat
inspection and the other services that we are charged to provide,
that we would be glad to do that. But in view of the serious con-

cern over trying to hold the line on spending and still trying to pro-
vide the services and the inspection that is needed, this is how we
are coming to the Congress. That is our request.

I know it is not going to be easy for us to administer, and cer-

tainly, it will not be easy for the Senate and the Congress to vote

for. But it is part of this quagmire we are in on delivering services

and how are we going to pay and who is going to pay.
Senator Kohl. Well, thank you very much, Mr. Branstool, gentle-

men. I thank you very much, Mr. Chairman.
Senator Bumpers. Thank you. Senator Kohl.
Senator Cochran.
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BOLL WEEVIL

Senator Cochran. Thank you, Mr. Chairman.

Secretary Branstool, I am interested in knowing the status of the

boll weevil eradication program and the funding that is requested
in this budget to continue the program until we have eradication

complete. The reason I bring this up is I notice that the budget re-

quest proposes a $3.38 million decrease below the fiscal year 1993
level. Why is the program being cut by that substantial amount?
Do you know?
Mr. Branstool. Mr. Chairman, Senator Cochran, that question

was asked by the chairman earlier.

Senator Cochran. Well, I will withdraw that. If that is on the

record already I will read the transcript of the record. Do not worry
about it.

Mr. Branstool. OK, Dr. King would be glad to respond.

animal damage control

Senator Cochran. No; that is all right, if you have been asked
that question and answered it. I may ask some additional questions
for the record to get more specific information about the expansion
of the program to other affected areas and related information on
the subject.
You have worked for several years with other agencies to try to

do something about the problem of the depredation of fish-eating
birds that have caused damage and losses in our catfish producing
areas of the Mississippi Delta. I wonder what the status is of your
efforts to deal with that problem, whether you continue to work on

it, and the level of support the budget provides for these important
activities.

Mr. Branstool. Senator Cochran, if you would allow me to defer

to Dr. Lonnie King from the Animal and Plant Health Inspection
Service.

Dr. King. Senator, the animal damage control program is doing
quite well. We find we have more services to render than we do re-

sources. It seems like depredation is increasing. Not only are we
experiencing an increase now in numbers of coyotes and demand
for services from people in the Western States, but we are also

finding that we have problems with white-tailed deer in the East,

blackbirds, gulls at Kennedy Airport, et cetera.

The depredation of catfish in particular is getting to be a serious

problem, and our animal damage control program continues to

work with producers to try scaring tactics and other ways of

thwarting off the cormorants.
Under the proposed budget, our funding would be the same in

fiscal year 1994 as we have this year, and it is a matter of trying
to balance those services desired with the resources at hand.

fire ant eradication

Senator CoCHRAN. Another substantial decrease in funding, I no-

tice, is a zeroing out of support for the imported fire ant eradi-

cation program. I know there has been a difficulty in developing an

acceptable control or eradication method that is environmentally
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safe. What efforts are being made to develop new and effective fire

ant control methods and treatments?
Dr. King. Yes, sir; we are proposing to eliminate that line item

because there really is not an EPA product that has been cleared
for pastureland and for farmland since Mirex went off the market.
Consequently, we are left with no tools for eradication, so our ef-

forts have been directed toward surveillance and also trying to
make sure that the fire ant is not introduced into new States

through transportation of infested nursery stock.
Our methods development laboratory continues to test new prod-

ucts to see if they are efficacious for use on fire ants and also to
see if they can be cleared for general use. The Agricultural Re-
search Service and others are also working in that area, but right
now I see nothing on the horizon, unfortunately, that could b^ con-
sidered a breakthrough.
Senator Cochran. I have some additional questions dealing with

other specific areas which I will submit and ask you to respond to
them for the record. In connection with the Agricultural Marketing
Service, I understand some questions have been raised about the

pesticide data program for detecting residues in fruits and vegeta-
bles that was implemented in fiscal year 1991. I have a list of ques-
tions that I would like to submit, Mr. Branstool, to you or Dr. Clay-
ton for your response.
We were doing some testing down at Gulfport Laboratory on pes-

ticide residues in baby foods and other foods, trying to see if we
could develop some testing down there. What is the status of that
research program, if you know? Is that something that is under
contract with you from EPA or some other agency? Maybe APHIS
is doing that.

Dr. King. Yes, Senator Cochran; it is an APHIS laboratory. That
particular program in Gulfport now has been stabilized. We have
two contracts with Agricultural Marketing Service. One is in their
data pesticide program and the other pertains to implementation
of the National Laboratory Accreditation Program. We also have a
contract with the ASCS to look at pesticides in tobacco. Our work
that we have done with the FDA no longer continues, but the two
contracts we have with the AMS, the ASCS contract, and the sup-
port in the APHIS programs makes that a very stable program
right now. It is staffed with good people, and we have good equip-
ment to perform those analyses.
Senator Cochran. And there is funding in this budget to con-

tinue the work down there?
Dr. King. Yes, sir.

AMS USER FEES

Senator Cochran. In further connection with the Agricultural
Marketing Service, I notice that there is a request for collections
from new user fees for standardization activities and a second shift

inspection of egg products. I have several questions on that subject
which I will just submit to you for the record and you can give me
full and complete answers, if you will, for the record.

68-610 0-93-27
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FEDERAL-STATE MARKETING IMPROVEMENT

Also, I am interested in your marketing improvement project
with the Federation of Southern Cooperatives, which I understand
increased producer sales in Mississippi and Greorgia by more than
$1 million in its first year. Can you give us a little brief report on
that program?

Dr. Clayton. Senator, I would be happy to. It will have to be
brief because I do not have much detail at my disposal today. Fun-

damentally, the purpose of that project was to organize direct mar-
keting efforts in inner-city areas. The idea was to link up small
farmers who were producing fresh produce with marketing oppor-
tunities in inner-city areas. The small farmer benefits from in-

creased marketing opportunity and residents of inner cities benefit
from having access to a supply of fresh produce.

Senator Cochran. These are mainly produce and fruits and
vegetables of that kind?

Dr. Clayton. Yes, that is correct.

HIRING NEW INSPECTORS

Senator Cochran. I have a number of questions about the Food
Safety and Inspection Service. You will be relieved to know I am
not going to try to ask them all today, Mr. Chairman. I know you
probably touched on a number of them, but I have a continuing
suspicion that we are acting as if we are solving the problems in

the Food Safety and Inspection Service by hiring more people to do
visual inspections of carcasses when that does not do an3^hing
about the problems that we have.

I do not have any problem with trying to make sure that we have
the right number of people out there to do the work that the law

requires you to do, and I know the law does require this. I am not

saying that ought to be ignored, but for instance, it is my under-

standing that the Department of Agriculture's immediate response
to the recent problem out in the State of Washington, for example,
with hamburger meat that was contaminated with bacteria, was to

hire some new inspectors, and I wonder whether or not that gets
to the problem.

I probably made the mistake of reading a Newsweek article the
other day which talked about how safe is our food supply. It said
that if you buy a fast food hamburger, you might be buying ham-
burger meat from four different countries in the one patty, and it

occurred to me, if we are requiring visual inspection of a carcass,
we are not going to have the same success no matter how many
people we put looking at carcasses here, if that ground hamburger
meat comes from three or four different countries. Is there a better

way to deal with this problem than just hiring more people to in-

spect visually the carcasses of poultry and meat?
Dr. Cross. Let me. Senator, answer your question coming from

a couple of different directions. Half the beef we eat in this country
is hamburger, and only a small fraction of that comes from im-

ported product. The overwhelming majority comes from domestic

product, so it is just a fraction that comes from imported product.
From the beginning. Secretary Espy never intended to link the

hiring of inspectors to fill vacancies that have been vacant for 4 or
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5 years with our pathogen reduction strategy. We have said repeat-
edly that our inspectors cannot see pathogens, but these inspectors
are needed to do numerous jobs which have nothing to do, in many
cases, with public health protection. In some cases they do.
But we have got a serious vacancy problem in our inspection

work force to the point where we are not obeying the law in some
cases. That to us is separate from what we are proposing in our
pathogen reduction plan.
We want to continue to do our current inspection system as it

was designed to do, make it better, at the same time move into the
era of microbiology, and that takes us into the end of Track I, into
Track II inspection.
Senator Cochran. Do you have a specific request in the budget

to deal with that?
Dr. Cross. Yes, sir; we have two key items in our budget. One

is, of course, the $10 million for the 200 inspectors. We are also re-

questing $8 million for the pathogen reduction plan, and that is a
farm-to-table plan that involves many other agencies in addition to
FSIS. APHIS will be leading the preharvest portion.
Senator Cochran. Will the new program bring to bear some of

the vital technologies that are available to us to try to detect micro-
bial contamination?

Dr. Cross. Yes, sir; it will. Rapid methods for detecting bacteria
are one of our highest priorities, so we can conduct more testing
in the plant. We will continue to encourage research to look at
what we call intervention systems such as organic acids, irradia-
tion of meat and poultry, and trisodium phosphate, which are

things we think can help us reduce pathogenic organisms.
Senator Cochran. The other day the chairman mentioned that

he might very well schedule a hearing or hearings just on the sub-

ject of food safety inspections and try to figure out what is being
done and what needs to be done. I certainly support that. I think
that is an excellent idea. I promise to show up and try to be helpful
if we are able to schedule hearings of that kind.

I am going to defer at this point, Mr. Chairman, to you for any
other questions you have. I have a few more, but I do not want to
take up all of your time.

FIRE ants

Senator Bumpers. Senator Cochran, you are not. I just have one
or two questions before we close this hearing.

First of all, the University of Arkansas at Monticello is involved
in fire ant control research, and the people in south Arkansas are

really badgering me about how the fire ant just continues to

progress further and further north.
I was just reading a letter here from a researcher. Professor

Lynne C. Thompson, University of Arkansas at Monticello, and I

think it would be interesting just to read this. I will put it in the

record, but just for the benefit of everybody present, he lists about
six things.

[The letter follows:]
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UNivERsrry of Arkansas at Monticello,
Department of Forest Resources,

Monticello, AR, April 28, 1993.

Mr. Gaylon Fountain,
Senate Small Business Committee,
428A Russell Building, Washington, DC.

Dear Gaylon: Thanks for calling yesterday about fire ants. I have included sev-

eral reports on fire ants as well as the title pages (with abstracts) of some articles

to help you assess the breadth of the fire ant problem. Because I have been in the

fire ant business less than one year, my Uterature files are not as robust as they
should be. The mtgor areas where fire ants are problems include:

1. Homes Mainly problems in yards fix)m stings and mounds, including damage
to gardens, ornamentals and turf, and the cost of control using the multitude of

av^able pesticides.
2. Horticultural Damage to gardens, ornamentals and turf, and the cost of control.

In addition, shipping plants out of quarantine areas requires considerable expense
to keep "crops" fire-ant free.

3. Agricultural Severe damage to some crops have been documented (com and sor-

ghum). Losses also include pesticides for ant control during production, and to con-

trol ants when shipping produce to markets out of quarantine areas, such as to Cali-

fornia. Especially vulnerable are livestock producers because their low profit margin
limits investments in pest control.

4. Medical Although most people simply get welts fix)m stings, some people are

allergic and may die fix)m these reactions (in 1988 the American Academy of Allergy
and Immunology estimated that 21,000 people were stung, 413 were treated for life-

tiireatening reactions and 32 died). Most fire ant related medical problems require
some kind of treatment, and in severe cases perhaps temporary loss of income may
result. Deaths of course have medical and burial costs. The elderly and the very
young are most susceptible to fire ants (children under 6 receive almost 25 percent
of all reported stings).

5. Recreational Ants certainly detract from recreational experiences. Some people

completely avoid infested areas. Of course, control of ants is warranted if rec-

reational use is desired.

6. Electrical For some reason fire ants love electrical devices. They get into such

things as motors, air conditioners, traffic controls, and phone and utilitv boxes. As
you might suspect, control is difficult around electrical contraptions. Poultry produc-
ers are especially vulnerable to electrical failures.

7. Mechanical Ants tunnel under roads and foundations. It has been suggested
that fire ant tunnelling and mound building along highways opens water courses
in the roadbeds which start deterioration proolems. (Road reptiir can be very expen-
sive.)

8. Biodiversity The primary food of fire ants is anything living and soft;. The ant's

favorite food is other insects, but they will eat any defenseless animal encountered,

including hatching bird and reptile eggs, and the immatures of anything else that
cannot get away. Because fire ants are relentless in their search for food, I suspect
that fire ants will eventually be implicated in annihilating more biological diversity
in the South than

pesticide
use. This could be the most costly result of the fire ant's

assault of the Soutn.
9. Beneficial As described under biodiversity, the ant will kill anything edible.

This may include pest insects such as cotton bollworms, tomato homworms, and po-
tato beetles. Unfortunately, the ant will also protect aphids and other honeydew
producing insects from natural enemies, so these insects may increase in numbers
under ant "care."

As you know, the fire ant problem is very complex. Therefore, the more knowledge
we can acauire about the ant's economic, ecological, and social effects, the better off"

society will be in dealing with this insect. If I can be of ftirther help, please contact
me.

Sincerely,
Lynne C. Thompson, Professor.

P.S. Homer Collins at the APHIS Fire Ant Lab in Gulfport, MS, has been verv

helpfiil to me in my fire ant project and has supported Senator Bumpers' research
initiatives in Arkansas.

Senator Bumpers. Fire ants: homes, mainly in yards, from stings
and mounds, including damage to gardens, ornamentals and turf,

and the cost of control using a multitude of available pesticides.
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Horticultural, damage to gardens, ornamentals and turf, and the
cost of control. In addition, shipping plants out of quarantine areas

requires considerable expense to keep crops fire ant free.

Agricultural, severe damage to some crops have been docu-
mented—com and sorghum. Losses also include pesticides for ant
control during production and to control ants when shipping
produce to markets out of quarantine areas such as in California.

Especially vulnerable are livestock producers, because their low

profit margin limits investments in pest control.

Here is a good one—medical. Although most people simply get
welts from stings

—Senator Cochran, I was running for reelection
last fall. I was down in South Arkansas and I stepped on a fire ant
mound. I do not recommend that to anybody.
Although most people simply get welts from stings, some people

are allergic and may die from these reactions. (In 1988, the Amer-
ican Academy of Allergy and Immunology estimated that 21,000
were stung, 413 were treated for life-threatening reactions, and 32
died.)
Most fire ant-related medical problems require some kind of

treatment, and in severe cases perhaps temporary loss of income
may result. Deaths, of course, have medical burial costs.

Recreational, it goes without saying that ants certainly detract
from recreational experiences.

Listen to this. For some reason fire ants love electrical devices.
Did you know that, Dr. Cross?

Dr. Cross. No.
Senator CoCHRAN. They get a charge out of it.

Senator Bumpers. Senator Cochran says they get a charge out
of it. [Laughter.]
They get into such things as motors, air conditioners, traffic con-

trollers, and phone and utility boxes. As you might suspect, control
is difficult around electrical contraptions. Poultry producers are es-

pecially vulnerable to electrical failures.

Ants tunnel under roads and foundations. It has been suggested
that fire ant tunneling and mound-building along highways, open
watercourses, and the road bed would start deterioration problems.
The primary food of fire ants is anything living and soft. The

ants* favorite food is other insects—maybe we can teach them to

eat boll weevils—^but they will eat any defenseless animal encoun-
tered, including hatching bird and reptile eggs and the immature
of anything else that cannot get away. Because they are relentless
in their search for food, I suspect that fire ants will eventually be

implicated in annihilating more biological diversity in the South
than pesticide use.

Well, how much money are you asking for for fire ant control?

Nothing, is there? Why is that. Dr. King?
Dr. King. I agree with where you are coming from. We have not

had a good pesticide to use. We are just very limited in what we
can do. We can go ahead and trace the expansion of the fire ant.

One thing we have done is obtain permission to use an insecti-

cide called Telstar that we use under quarantine circumstances to

prevent the spread of fire ants in nursery stock, so that has been
one helpful proponent, but without the ability to really stop the fire

ant, we are very limited in what we can do.
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Senator Bumpers. There is just no pesticide that you can use
that EPA will approve that has any effect on this ant.

Dr. King. Not in a large pastureland and farmland setting. Peo-

ple use things in their backyards, but nothing has been approved
for that kind of agricultural setting.
Senator Bumpers. Well, why are we not experimenting with

something like you do with the Medfly, developing a sterile ant?

Dr. King. Good question. I do not Imow the answer to that.

Senator BUMPERS. I am telling you something, the people in Mis-

sissippi and Arkansas and all across the South are getting really
alarmed about the damage this thing is doing. It is incredible how
thick they are in my State.

You know, we are not in the habit of imposing money on the De-

partment of Agriculture or your sector, but I am telling you, you
know, the University of Arkansas at Monticello, what do they get,

$200,000 for this research project?
Dr. King. Right.
Senator Bumpers. It is just peanuts. We are talking about a

problem that is probably costing $V2 billion to $1 billion a year in

damage right now. We just cannot keep ignoring that. You need to

go back to the drawing board, I think. Dr. King, and start thinking
about other methods, other than insecticides.

INSPECTION OF FOREIGN MEAT AND POULTRY

One other question, does Food and Drug Administration inspect

imported meat? Do you?
Dr. Cross. Yes; we inspect all imported meat and poultry prod-

ucts.

Senator Bumpers. Do you inspect all meat?
Dr. Cross. We inspect samples. Any country that imports into

this country, and there are 33 countries that do, has to have an in-

spection system at least equivalent to ours. We make random
checks of plants within those countries to make sure that their sys-
tems are equivalent, and we also do random checks of products en-

tering into this country. So yes, we have a fairly intensive inspec-
tion system.
Senator Bumpers. We do not subject them to anything like the

poultry inspection standcirds that we have though, do we?
Dr. Cross. Oh, yes.
Senator Bumpers. Do we?
Dr. Cross. Yes.
Senator Bumpers. Do you actually inspect plants in Venezuela,

for example?
Dr. Cross, No; we review the country's inspection program, and

then we do a random sample of the plants to make sure that their

inspection program is equivalent to our domestic program. In other

words, we do not have inspectors in plants in other countries, but
those other countries have to have the same tjrpe system that we
have, an equivalent system, or they cannot export to this country.
Senator Bumpers. That is true of canned food too, canned meats.
Dr. Cross. Yes; all meat and poultry.
Senator Bumpers. Does the Food and Drug Administration in-

spect fruits and vegetables?
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Dr. Cross. They have an inspection program, yes, for imported
foods. I cannot give you much detail on it, but yes, they do have
one.

Senator Bumpers. Did not the Food and Drug Administration
discover those grapes from Chile recently?

Dr. Cross. Yes; I believe they did.

Senator Bumpers. I have one other question on the Organic
Fruit Production Act which I will submit for the record.
Senator Cochran, did you have some additional questions?

USER FEES

Senator Cochran. I have several more on food safety inspection,
but I will just submit them, Mr. Chairman. One deals, of course,
with this $104 million request in collections from new user fees on
meat and pouUry inspection services which I think goes way too

far, and raises questions in my mind as to whether we have the
authority: to do that in this committee without legislative language.
The budget suggests that we can just put some language in our

appropriations bill and take care of everything. I am not sure with
something as far-reaching as this authority that we ought to under-
take to do that. You can put me down as leaning against that pro-
posal.
Senator Bumpers. I told them I was hoping the authorizing com-

mittee had to deal with that so we would not have to.

Senator C0CHR/«N. Well, that is where it probably should be.

Senator Bumpers. It probably ought to be, but we have the re-

sponsibility.
Senator Cochran. Well, we do have to appropriate, but if we get

into the business of trying to change the law in meat and poultry
inspection and how it is paid for, that is a legislative responsibility,
and I will urge that we defer to the Agriculture Committee on that.

They may want to do something in reconciliation on it, I do not
know.

Anyway, I do have some other questions, but I will be happy to
submit them, and thank you very much for being here today and
cooperating with our committee.
Senator Bumpers. Gentlemen, thank you.

FIRE ANTS

Mr. Branstool. Dr. King has another thought on the fire ants.
Dr. King. Just very quickly, ARS has spent $2.1 million in re-

search to look at pheromones, ecological settings, and biocontrol
mechanisms to control fire ants, and we are working with them.
The other thing is, we have spent a lot of effort overseas looking

for natural predators of fire ants, and continue to conduct that
search. We have an established data base in the United States that
is supporting that. I just wanted to bring that to your attention.

SUBMITTED QUESTIONS

Senator Bumpers. Thank you. Dr. King. Additional questions
will be submitted for written answers and we ask that you respond
to them within 5 days.
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[The following Questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
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AGRICULTURAL MARKETING SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

ORGANIC FOOD PRODUCTION ACT

Question. I note you have not proposed an amount in your budget request
to carry out the activities of the Organic Food Production Act. Why have you not

requested a specific amount?

Answer. AMS has not requested a specific amount to carry out the

activities of the Organic Food Production Act because of spending constraints.

Many programs that have merit cannot be funded. We did not receive funding to

support the program, and have to fund our activities based on relative priority.

AMS has provided some support for the activities of the National Organic
Standards Board from current resources. Funding for the costs incurred by the

Board is provided from the USDA Federal Advisory Committee account.

Question. What amount did you provide for these activities in 1992 and

1993? What do you expect to provide in 1994?

Answer. In fiscal year 1992 AMS provided approximately $135,000 which

funded salaries and benefits for nearly three staff years, and associated supplies.

In fiscal year 1993 we provided $195,000 and about four staff years. We do not

have funding available for organic standards activities in fiscal year 1994.

The Department provides the National Organic Standards Board with

funding under the Federal Advisory Committee Act. That allocation was

$120,000 in fiscal year 1992 and $45,646 in fiscal year 1993. Funding for the

Board in 1994 will depend on the amount appropriated to the Federal Advisory
Committee account.

Question. What activities currently take place in this program?

Answer. The National Organic Standards Board has held four full Board

meetings and 1 1 subcommittee meetings to develop position papers and draft

recommendations for various parts of the program. The Board is soliciting public

input on all aspects of the recommendations as they are being developed. The
Board is also working to develop the National List of approved and prohibited
materials for use in organic production. The Department has also been working to

get the United States on an approved country list for the importation of organic

products into the Eastern European Community, and working with the Codex

Alimentarius Commission to develop guidelines for the Production, Processing,

Labelling and Marketing of Organically Produced Foods.

Question. In the conference report accompanying the fiscal 1993

agriculture appropriations bill, the conferees stated their belief that all costs

related to the Organic Foods Production Act, including Federal administrative

costs, should be recovered from producers participating in the program. Have

you taken any action in this regard?
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Answer. No, we have not begun charging fees because we are still

developing the regulations required for implementation. We also need to develop
a base of information on the organic community so that we can assess the effects

of proposed regulations and to establish a fee structure.

Question. Are you talking to the producers about this proposal? If so,

what is their reaction?

Answer. There is much concern about the impact of user fees on some of

the certifying organizations, both private and public. A director of a state

department of agriculture has expressed concern that an assessment at the

estimated $2,000 would be too costly to maintain their state program that certifies

80 organic producers. Historically, much of the organic certification work has

been conducted by volunteer peer panels, and there is considerable concern that

user fees will cause them to label their production as something other than

organic, or cause them to go out of business. There have been requests to have

appropriations cover the first round of accreditation, with user fees covering later

rounds, and also, to have administrative costs such as support for the National

Organic Standards Board, ongoing reviews of materials, and negotiations with

foreign countries funded by appropriations.

PESTICIDE DATA PROGRAM

Question. AMS operates the pesticide data program in cooperation with

nine states. The States collect random samples on a range of fresh fruit and

vegetables, and test them for pesticide residues to discover the actual exposure to

consumers. What is your budget request for this program for 1994?

Answer. The fiscal year 1994 proposed budget for the residue monitoring

portion of the Pesticide Data Program is $11,618 million.

Question. What amount of funding have you used for this program in

1992 and 1993?

Answer. The amount appropriated for fiscal years 1992 and 1993 were

$11,527 million and $11,563 million respectively.

Question. What significance can you draw from this work? What does the

information show?

Answer. One of the objectives in implementing the Pesticide Data

program (PDP) is to increase residue detection sensitivity. Analyses of samples

containing specific pesticides of interest previously reported as non-detected now
more closely reflect actual residues present. At least two years of data

representing different agricultural cycles is needed to acquire sufficient data for a

complete assessment.

The semiannual report for January through June 1992 is in departmental

clearance and will be available shortly. The pesticide data program's state-of-the-

art technology has detected residues in approximately 58 percent of the 2,859
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samples from the 10 commodities tested from January through June 1992. For
five of the commodities tested, pesticide residues were detected in 75 to 82

percent of the samples. In total, residues were detected in 2,969 samples for 42

different pesticides. However, quantitative findings in most cases were,

substantially below established tolerances. Because we now have the capability of

detecting residues at very low concentrations, more than one residue was found in

many samples. In the January through June 1992 data, one sample had eight

different pesticide residues. Some of these residues have the same or similar

pharmacological effect and will provide invaluable information for the

Environmental Protection Agency in their risk assessment process.

Violative residue detections are reported to the Food and Drug
Administration. Sampling is based on product consumption; samples are collected

close to the consumer and without bias as to origin or variety. These samples

represent actual availability of produce in the marketplace from different sources.

The data collected to date present one of the most scientifically defensible data

bases ever assembled on pesticide residue data for fresh produce.

Question. Are you continuing to provide information to the EPA?

Answer. Yes, the EPA receives information from the Pesticide Data

program. In three specific areas, complete data profiles of residue results were

forwarded to the EPA. These were for benomyl, chlorothalonil, and captan.

Question. What have they done with the information?

Answer. A letter from the EPA to AMS dated April 22, 1993 explains the

EPA's use of the data for dietary risk assessments and acknowledges their use of

data forwarded for pesticide evaluation issues.

(A copy of the letter follows.)

LETTER FROM DOUGLAS D. CAMPT, DIRECTOR, OFFICE
OF PESTICIDE PROGRAMS

Dr. Craig Reed
Science Division Director

Agricultural Marketing Service APR 2 2 1593

U.S. Department of Agriculture
P.O. Box 96456

Washington, D.C. 20090 6456

Dear Dr. Reed;

I am writing to express my continuing support (or the Pesticide Data

Program (PDP) The food monitoring data generated by P^P are extremely useful

to the Office of Pesticides Program at EPA. By monitoring foods collected "closer"

to the consumer and emulating consumer practices during the sample preparation

process (e.g , peeling of bananas and oranges), PDP provides data that enable us

to more realistically estimate actual exposure to pesticide residues. These data

differ from those from the majority of other government monitoring programs that

are primarily designed for interstate commerce tolerance enforcement purposes and
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registrant generated field trials which may yield overestimates of residues in food
at the consumer level.

An essential part of our mission at EPA is to ensure food safety in the area

of pesticide use and to present our risk findings in a way that will engender public
confidence in that safety. Thus, we must be able to prepare dietary risk

assessments that are realistic and reliable. We are able to present risk estimates

using PDP data to the public with confidence, since the program has been

objectively and statistically designed, samples are collected and analyzed in a

consistent fashion based on EPA's Good Laboratory Practice standards, and

analytical methods used for sample analysis are selected to provide good
sensitivity to any residues present. PDP's accomplishments are particularly

impressive in view of the fact that they have been achieved largely through
Cooperative Agreements with existing State sampling operations and laboratory
facilities, thus keeping costs to a minimum.

The data generated by PDP in the coming years will play a key role in the

dietary risk assessments that we must complete for high priority pesticide program
areas, such as FIFRA 88's reregistration mandates and any Special Reviews that

involve a dietary risk concern. We appreciate the responsiveness and cooperation

you have shown to date in our requests to include specific chemical/food

combinations in your current monitoring programs. You have provided us with

data and information on benomyl and captan which we are utilizing in our dietary

exposure assessment. In addition, we have been pleased with the rapid

turnaround you and your staff have shown in responding to specific requests for

up to date monitoring information. In a recent example, a request for monitoring

data on chlorothalonil was responded to within a matter of hours. We often have

a very limited time period in which to make decisions on risks associated with

pesticide use, and your rapid response can be key in assuring that a good decision

is made.

in closing, let me thank you again for your quality and cooperation. By

working together, we can better ensure the safety of our food supply.

Sincerely yours,

Douglas 0^/ Campt, Director '

Office oflffesticide Programs

Questiofi. Have you reported to FDA any samples collected that violate

the current tolerance level? If so, what were they?

Answer. We submit violations to FDA when verification is received. The
state that finds the violation notifies the local FDA office, and AMS formally
informs the FDA Center for Food Safety and Applied Nutrition. In 1992, from
the approximately 5,600 samples tested, there were 55 violations in 52 samples.
In 1993, from the estimated 800 samples reported to date, there were 20 violations

in 17 samples reported to the FDA. Some samples contained two violations.

(A list of violations follows.)
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Question. Do you plan to expand the program to other states and

commodities in 1994?

Answer. The proposed funding for fiscal year 1994 does not allow us to

increase the number of states participating in the Pesticide Data program.

However, at the EPA's request, the program is planning to add two additional

commodities in calendar year 1994, for a total of 14 commodities. In addition,

the EPA has requested that the program consider sampling processed products,

such as juices and frozen vegetables. To do so, modifications in the sampling

process may be required. We will need to study the requirements before

implementation.

Question. When do you exjject completion of this program?

Answer. The Pesticide Data program was designed to provide the EPA
with data for risk assessment of pesticide tolerances under the Federal, Insecticide,

Fungicide, and Rodenticide Act (FIFRA). AMS will reevaluate this program

during fiscal year 1994 to determine whether it should continue in the future.

INTERNATIONAL MARKET DEVELOPMENT

Question. Mr. Clayton, I note in your testimony that AMS supports the

USDA's emerging democracies initiatives in the Eastern European and the former

Soviet republics. What are some of these activities and in what countries?

Answer. The Agricultural Marketing Service provides technical assistance

involving wholesale market development, market news, commodity standards,

grading, and port development in Bulgaria, Czech Republic, Kazahkstan, Poland,

Russia, and Ukraine. The projects assist in economic development through better

agricultural marketing, and should ultimately enhance trade for U.S. food

producers, processors, exporters, and investors. A listing of the projects and

countries follows.

Bulgaria : (1) Grade Standards and Quality Control—Provides assistance to fruit

and vegetable research institutes for the development of grade standards for fresh

and processed fruits and vegetables; (2) Fruit and Vegetable Market News—A
market news project development team traveled to Bulgaria in May 1993 to assess

the feasibility of a market news program.

Czech Republic : Agricultural Wholesale Marketing Project for the Czech

Republic—A wholesale center demonstration, evaluation, and conceptual design

study will help provide a technical focus for developing modem marketing
facilities.

Poland : (1) Agricultural Wholesale Marketing Project for Poland-The project is

evaluating shipments to Poland of U.S. agricultural products, using the latest

postharvest and transport technology; (2) Market Information System and

Commodity Standards—Assistance is being provided to the Polish Ministry of

Agriculture for the development of a nationwide market information system.
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Russia : (1) Market Information System—Fruit and vegetable market news

specialists spent eight weeks in Russia, and Russian specialists came to the United

States for training as part of a project to implement a market news service.

(2) Wholesale Market Follow-up, Moscow—U.S. Government and private sector

representatives will consult on storage, handling, and procurement changes, and

will help to develop workplans for implementation of recommended strategies;

(3) Wholesale Market Development II, Moscow Oblast, Belgorod Oblast-This

project represents a continuation of efforts to introduce employees and managers
to modem methods of food distribution which can be adapted to local conditions;

(4) Market Information Project, Alma Ata, Kazahkstan—This project would

incorporate elements of an earlier successful market information project in

Moscow, and provide technical assistance to local food producers, distributors,

and processors in Kazahkstan in order to further their understanding and adoption
of free-market mechanisms; (5) Marketing Internships, Moscow-This project will

support 3- to 4-month internships at U.S. wholesale market operations for key
individuals in the development of Russian agricultural wholesale markets; (6)

Marketing Short Course, Kiev—This short course will address problems arising

from the absence of alternative food distribution channels in Ukraine, and

insufficient knowledge in the local agricultural community regarding ways to

create new links in the food distribution chain; (7) Handbooks on Marketing,

Storage, and Handling—The USDA has three references to be published in English
and Russian for use in seminars and other activities to help solve problems in the

areas of marketing, storage, and handling; (8) St. Petersburg Port Study-The
project will prepare a detailed technical appraisal of bulk and container cargo

handling problems at the port of St. Petersburg.

Question. What is the funding level for these efforts?

Answer. AMS has signed reimbursable agreements with the Foreign

Agricultural Service totaling $1,893,000 through fiscal year 1993.

TRANSPORTATION ISSUES

Question. What transportation issues are currently being studied by AMS?

Answer. The Agricultural Marketing Service is currently studying a

number of transportation issues. A representative list includes:

Implementation of the Intermodal Surface Transportation Efficiency Act of 1991

(ISTEA) in rural areas. ISTEA provides the states with flexibility to design and

plan transportation systems responsive to their needs, but requires the states to

involve the public in the transportation planning process. During fiscal year 1993,

AMS CO-sponsored eight workshops for rural and small urban areas to inform

them of the opportunities offered by ISTEA to shape rural transportation systems,
and to facilitate their participation in the statewide transportation planning process

required under ISTEA. The workshops drew 1,000 participants representing state

and local government, regional and trade associations, providers and users of

transportation.
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Impact of ISTEA on rural areas. A research project is underway to examine the

impact of ISTEA on the transportation available to rural areas. Funding
allocations will be examined, along with condition data to ascertain whether rural

areas receive sufficient funding to maintain a viable transportation infrastructure.

Status of rural bridges. Using data collected by the U.S. Department of

Transportation, AMS is examining the status and condition of bridges located in

rural areas. The National Bridge Inventory contains data on all bridges over 20

feet in length, providing information on structural condition, functional adequacy,

traffic volume, and other information on bridge type and use.

Impact of rail restructuring on agriculture and rural areas. Since deregulation of

the rail system, railroads have been abandoning track to streamline the overall

system. AMS is conducting a comprehensive overview of the impact of this

restructuring on rural areas, including its impact on agriculture, the economies of

rural communities, and the rural road system that now accommodates increased

truck traffic. The report also will review the role of short line railroads in serving

agriculture.

Other Issues. AMS is studying many different railroad, truck, waterway, and

maritime issues as they affect agriculture and rural America. Some of these issues

include: (1) adequacy of railcar supply for grain shipment; (2) railroad capacity

of Pacific Northwest ports to accommodate increased grain exports;

(3) institutional differences between the U.S. and Canada in grain marketing and

transportation; (4) logistical considerations in moving U.S. grain to Mexico; (5)

economic effects of increased waterway user charges; (6) economic effects of

changes in the operation and maintenance of the Missouri River system;

(7) analysis of ocean liner shipping freight rates and flows for agricultural exports;

and, (8) analysis of freight rates on bulk agricultural exports.

Question. How is AMS assisting agricultural shippers and other rural

residents in analyzing and dealing with railroad line abandonment requests?

Answer. AMS assists agricultural shippers and other rural residents on

railroad line abandonments by: (I) providing information and technical assistance

to rural shippers faced with a loss of rail service; (2) monitoring changes in the

rural rail infrastructure and providing information on these changes to policy

makers at the national, state, and local levels; and, (3) by participation in selected

rail abandonment proceedings before the Interstate Commerce Commission in the

form of oral or written testimony in support of agricultural shippers, local

residents, and rural communities facing the loss of rail service.

WHOLESALE MARKET DEVELOPMENT

Question. What is the status of the South Carolina, Maine, and Chicago

wholesale market development centers?

Answer. We have completed the first phase of activity for the Chicago

market. The first phase, involving surveys and collection of data, resulted in the

development of site plans for the construction of a replacement for the antiquated
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South Water Street market. We have provided these plans to the City of Chicago.

The City is now working with developers on various financial plans to start

construction. Phase II of the project, the study of the Randolf and Fulton Streets

market, is now underway. City personnel are interviewing operators on that

facility to develop preliminary data needed to define the project. AMS is working

with the City of Chicago's Department of Planning to define the third and final

phase of the project.

AMS has developed a preliminary design for a multi-purpose agricultural

marketing center in Maine. Initial project concepts foresee the development of

centralized marketing facilities, probably in the southern part of the state. This

center, or agricultural marketing services park, is intended to help Maine become

more competitive in national and international markets. The park may include

truck transfer/brokerage facilities, repacking facilities, commercial perishable

storage, wholesale facilities, a farmers' and auction market, and a food processing

building for "start-up" firms. We have also initiated a cooperative study with the

University of Maine to assess the economic potential of such a facility and the

potential participation by the State's agricultural interests.

In cooperation with the South Carolina Department of Agriculture, AMS is

assessing the feasibility of developing revitalized farmers' market facilities in

Columbia, South Carolina. We have completed all survey work and developed a

generic site plan. Work on this project will continue once a specific site is

identified by the cooperator.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

NEW USER FEES

Question. The fiscal year 1994 AMS request includes $6.2 million in

collections from new user fees for standardization activities and second shift

inspection of egg products. Are these fees currently authorized?

Answer. The Egg Products Inspection Act authorizes user fees for all

overtime and holiday inspection activities. Approval of the appropriations

language would authorize user fees for all insf)ection services other than during an

approved primary shift. AMS has authority under the U.S. Cotton Standards Act

and the Tobacco Inspection Act to recover standards costs for these two

commodities.

Question. How long would it take to establish and start collecting these

fees? . ..

Answer. From the time we begin to establish regulations, it will take

approximately six months to begin collecting user fees for egg products inspection.

We will incorporate user fees for standardization activities into the fees AMS
charges for grading services at the beginning of the fiscal year.
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Question. How did you calculate that these fees would generate $6.2

million in collections in fiscal year 1994?

Answer. AMS costs for second shift egg products inspection are

approximately $1.7 million. Fees will be based on recovery of these costs, which

are largely for pay and benefits to inspectors and supervisors. AMS' costs for the

commodity standards program total $4.5 million, representing mostly salaries and

benefits for development, review, and maintenance of standards.

PESTICIDE DATA PROGRAM

Question. A program to detect pesticide residues in fruits and vegetables

was implemented in fiscal year 1991. What reports have been made on the

progress of the program, and is it fulfilling any needs of EPA, FDA, consumers,

and industry?

Answer. A report was issued in March 1992 for the data collected in

calendar year 1991. The semiannual report for calendar year 1992 is being
cleared and will be issued shortly. A complete 1992 report will be issued in

September 1993.

The EPA has stated its need for the data and acknowledged the importance
Pesticide Data program data played in assessment of benomyl, chlorothalonil, and

captan. The FDA is assessing the violations reported by program in regard to

their enforcement activities. A brochure on the data collection program entitled,

"The Pesticide Data Program-Designed for Risk Evaluations" and a 4-page
November 1992 progress report was widely circulated.

We have worked closely with industry groups, such as the National Food
Processors Association and the National Agricultural Chemicals Association, to

explain the Pesticide Data program's goals and objectives. The data base has been

specifically designed for risk assessment evaluations of pesticide residues in food.

Agency personnel have made numerous presentations to groups and at scientific

meetings to provide interested parties with a working knowledge of PDP
principles. Some of these presentations were made before meetings of the

American Chemical Society, American Food and Drug Officials and several state

and Federal meetings where consumers and industry were represented.

The Agricultural Marketing Service is working with other USDA agencies-
-National Agricultural Statistics Service and Economic Research Service--and the

participating states to assess occurrences of pesticide residues based on PDP
generated data for production and marketing practices of particular crops. These

studies will provide recommendations to modify pesticide use in agriculture while

sustaining the same level of food production. Furthermore, these activities will

help integrate the PDP related activities within USDA.

Question. A GAO audit of the Pesticide Data Program identified some
serious problems. Do you know if anything has been done to correct those

problems?
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Answer. All of the recommendations listed in the GAO report were

implemented.

(A copy of the response to GAO follows.)

STATEMENT OF ACTION ON
GAO FINAL REPORT IMTEC-92-11, DATED JANUARY 31, 1992, ENTITLED

"FOOD SAFETY: USDA DATA PROGRAM NOT SUPPORTING CRITICAL
PESTICIDE DECISIONS"

General ConuDents

The General Accounting Office (GAO) acknowledged in the exit
meetings that the audit between November 1990 and January 1992
was conducted when the Pesticide Data Program (PDP) was in its
formative stages, and when many of the policy and operational
procedures were being finalized. PDP was funded initially in
December 1990, and State administrative procedures to approve the
cooperative agreements were completed by May 1991, concurrent
with the first commodities sampled for residue testing. The U.S.
Department of Agriculture (USDA) staff made available to GAO
investigators all documents pertaining to the agreed upon
procedures; however, the information was not fully represented in
GAO's final report. The GAO report does not represent the
current status of the program, nor does it acknowledge PDP
achievements to date which include: (1) harmonizing State testing
capabilities; (2) providing comprehensive, objective residue
data; and (3) introducing new analytical technologies to provide
increased sensitivity for residue detection needed for risk
assessment studies.

GAO's assertions regarding program plans, timeliness, and data
information systems are no longer applicable because of the
progress made in achieving a comprehensive system to provide
residue data to meet risk assessment needs of the Environmental
Protection Agency (EPA). In March 1992, the "Calendar Year 1991
Report" was published and distributed.

Specific comments on a draft of the GAO report were made by the
Administrator of the Agricultural Marketing Service (AMS) and
were presented in the final report. In addition, the
Administrator of the National Agricultural Statistics Service
(NASS) finds one area, described below, which he believes is

misleading concerning the section entitled "New Data Base for
Pesticide Usage Survey has been Delayed" on page 9.

The implication from the GAO report is that the delay of a new
data base has hampered management of the data and slowed
dissemination. This is not true. NASS' existing information
management and dissemination system is known to be very
efficient. Exact times and dates for release of survey results
to data users are established 6 months to a year in advance.
Results of pesticide surveys are published within 6 months of
data collection.

The purpose of the "new" pesticide data base is to develop a data
base system where micro data can be stored and shared without

violating individual confidentiality requirements. Micro data
are currently being given to the Economic Research Service (ERS)
for research purposes.
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The USDA Working Group on Water Quality has asked the different
agencies and departments to assist NASS and ERS by providing a
general description of their micro data needs. We are awaiting
information regarding those micro data needs, and intend to
direct the NASS/ERS pesticide usage data base committee
accordingly.

GAP Recommendation

"To help establish a better foundation for the success of USDA's
Coordinated Pesticide Data Program, we recommend that, after
completing the current data collection effort with the existingsix states, seven commodities, and eleven pesticides, the
Secretary of Agriculture not proceed with further residue data
collection activities until the Administrator of Agricultural
Marketing Service:"

"Evaluates, in conjunction with EPA and FDA officials, the
results of current data collection efforts;"

Departmental Response

AMS serves as the lead agency for the program. PDP coordination
is, and has been, a multi-departmental effort with planning,
policy, and procedural efforts coordinated between USDA, EPA,
and the Food and Drug Administration (FDA) . However, this
coordination is based on the data needs of the individual
agencies. The pesticide data being generated is designed to
meet EPA's risk assessment requirements, whereas with FDA our
cooperative effort is to minimize replication of resources and
harmonize data nomenclature systems. To accomplish this, USDA
has signed a Memorandum of Understanding (MOU) with EPA and is
clearing the MOU with FDA. The MOU provides for the coordination
of the PDP by USDA and EPA. USDA maintains its commitment to
evaluate data collection needs with appropriate EPA and FDA
officials as frequently as warranted.

From the start, AMS has continuously worked with EPA to develop
program plans and prioritize both commodities and pesticides to
be included in the program, based on an initial list provided by
EPA in July 1990. AMS provides these plans to the participating
States and holds periodic meetings with all agencies concerned
to discuss planning activities and address outstanding program
issues. The present information management system is compatible
with EPA's software for data transmittal, and we. have established
a liaison with EPA's data base contractor. AMS has also
coordinated efforts with EPA to establish a "Good Laboratory
Practices" guideline to supplement the rigorous quality control
and recordkeeping procedures in effect in the participating
States' laboratories. Records of individual sample sets will be
made available to EPA, if requested.

AMS reports to FDA any violative sample information disclosed in
the course of the PDP to supplement FDA's compliance information.
USDA adopted FDA's nomenclature system for pesticide data
recording and commodity coding systems, and worked with FDA to
develop information profiles which would be more responsive to
risk assessment needs.

We look forward to receiving EPA's and FDA's comments on the
"Calendar Year 1991 Report," and working closely with both of
these agencies to continuously improve PDP.
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GAP Recommendation

"Reaches agreement with EPA and FDA on how the Pesticide Data
Program can most efficiently provide statistically reliable data,
meet users' needs, and support interagency pesticide
responsibilities: "

Departmental Response

A statistically-valid sampling plan is one of the goals of the
program, but it was never a prerequisite for beginning operations
to collect useful and meaningful data. To our knowledge, PDP is
the only residue testing program for fresh produce that is based
on random selection procedures for sampling sites and days, as
well as commodity units. As such, the program is providing some
of the most comprehensive and objective data ever obtained for
pesticide residues in fresh fruits and vegetables. This approach
has been acceptable to EPA.

To further strengthen the program, AMS has enlisted the
assistance of NASS to evaluate statistically-defensible sampling
plans for PDP, to assist us in identifying the costs necessary
to implement these plans, and to provide long-term maintenance
support for the plans that are implemented. EPA and USDA
will determine the extent to which it is feasible to use

statistically-based sampling to meet the data needs of EPA,
and the acceptability of using non-statistical procedures.
Because the current sampling procedures use random selection
processes and allocate samples across major sources of sampling
variability in the distribution chain for fresh produce,
refinements and not a major overhaul of these procedures by NASS
are anticipated. At a minimum, PDP will continue to provide
pesticide residue data to EPA that is useful and meaningful in
its risk assessment process. NASS will begin its evaluation of

sampling plans in April 1992, and this effort is expected to

carry through to FY 1993. AMS and NASS will also review other

pesticide residue sampling programs in place, including the new
FDA procedures frr sampling tomatoes and pears.

GAP Recommendation

"Documents these agreements with EPA and FDA."

Departmental Response

Early in the program, AMS began taking minutes of meetings which
include all procedural arrangements agreed upon by the
participants, as well as comments from the participants. The
current operating procedures and direction for PDP are multi-
departmental. We request EPA's review of our program plans and

require their acknowledgement for any changes. We are also
responsive to FDA's needs, and established reporting procedures
for violative sample information which may impact FDA's
enforcement decisions. The MPU with EPA and the pending addition
of FDA to the MPU clearly defines these roles and establishes an
Executive Level Steering Committee to provide direction for
future program activities.

GAP Recommendation

"We also recommend that the Secretary of Agriculture direct the

Department's Pffice of Information Resources Management (PIRM) ,

worXing with the USDA components involved in the program, to

develop and implement an information technology strategy, plan,
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and implementation schedule that details how the Department will
manage, process, and disseminate all pesticide data being
compiled under the Pesticide Data Program."

Departmental Response

AMS agrees with the need for a coordinated information strategy.
AMS has been working with an outside contractor with expertise in
this field to develop a mission analysis, concept definition, and
an automated data processing (ADP) plan for the system. The
contractor has interviewed appropriate personnel from FDA, EPA
and other USDA agencies on PDP. The mission analysis and concept
definitions have been completed and the ADP plan is under devel-
opment. AMS is providing copies of the documentation pertaining
to the technology strategy, plan, and implementation schedule to
OIRM for review and oversight as they become available.

Concurrent with this effort, a prototype data base system was
developed by in-house experts which allows residue data
information to be entered and summarized. As designed, the
system will accept data on samples, such as origin and product
type, and weight. This information is then matched with data

reflecting the laboratory results.

Question. How many samples does the Pesticide Data Program collect in a

year?

Answer. In calendar year 1991, the program collected 1,963 samples and

performed 2,691 analyses. In 1992, the program collected 5,640 samples and

performed 14,400 analyses. For 1993, we expect to collect 9,360 samples and

perform 37,440 analyses.

Question. How does all this residue data help anyone?

Answer. The data generated by PDP is designed to provide the public

with actual pesticide residue data in fresh fruits and vegetables near the point of

consumption. The program is also designed to help EPA conduct risk assessment

studies needed for the reregistration of pesticides.

Question. Do you think it is a good idea to have USDA producing

pesticide residue data, or should it be done elsewhere?

Answer. USDA represents the interests of both the producer and the

consumer. We are conducting this program in an unbiased and neutral manner

and are working closely with all interested parties. AMS forwards the residue

data to EPA as it is reported from participating State and Federal laboratories and

subsequently releases the same information to the public.
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FOOD SAFETY AND INSPECTION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

ACCREDITED LABORATORY PROGRAM

Question. I note in your testimony that you are
proposing to collect $1 million in user fees, as
authorized in the 1991 amendments to the 1990 Farm
Bill, for the accreditation of private laboratories
that perform residue and other tests on meat and
poultry. My information is that many meat and poultry
plants will simply cease having their labs accredited
for these particular official tests, which comprise
only a small part of the testing which these labs do,
and instead farm them out to a very limited number of
commercial labs. Those commercial labs may pay your
user fee, but I question whether anything even
approaching $1 million can be raised with so many labs
simply dropping out of the accreditation process. The
alternative is to inundate FSIS laboratory facilities
with these tests. I wonder how FSIS could possibly
handle all these tests in a timely fashion. What is

your reaction?

Answer. Participation in the FSIS Accredited
Laboratory Program is voluntary, and the primary
beneficiaries of the program are the Accredited
Laboratories. The program was created to meet the meat
and poultry industry's need for more rapid analytical
results on official test samples. FSIS believes that a

significant number of laboratories affiliated with the
meat and poultry industry would choose to continue
their accreditation under the User Fee Program because
of the Accredited Laboratory Program's well-recognized
usefulness to the industry of shortened times for test
results on official samples. We experienced a net
increase of 26 laboratories after the user fee

legislation was enacted by the U.S. Congress in late
1991. The user fees are to be established to offset
the Agency costs in conducting accreditation efforts.
If the number of laboratory accreditations decreases,
our total costs will also decrease.

Question. How many private laboratories do you
currently inspect for accreditation?

Answer. As of May 1993, there were 241 non-
Federal laboratories in the FSIS Accredited Laboratory
Program. Several of these laboratories have more than
one accreditation.

Question. How many private labs?

Answer. The total population of private
laboratories is unknown. Information concerning the
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forthcoming implementation of user fees is provided to
laboratories expressing interest in FSIS accreditation.
We continue to receive and process new applications for
accreditation in the Accredited Laboratory Program.

IRRADIATION

Question. I understand FSIS issued a rule to
permit irradiation on packages of fresh or frozen,
uncooked poultry to control Salmonella and other
bacteria that cause foodborne illness, on September 21,
1992. In your testimony, you mention a request of
$150,000 for the examination of irradiation as a
sterilization process of meat products. How did you
arrive at your initial decision on irradiation last
September?

Answer. On October 24, 1986, the Food Safety and
Inspection Service petitioned the Food and Drug
Administration to permit the irradiation of poultry to
reduce the potential for food-borne hazards. The
petition included reference to a large body of research
documenting the safety and efficacy of the irradiation
process. However, FDA was responsible for reviewing
the toxicity, efficacy, and nutritional adequacy
studies. FDA amended its food additive regulations to
permit poultry irradiation on May 2, 1990. On May 6,

1992, FSIS issued a proposed rule to allow poultry
irradiation based on the May 1990 FDA rule. In the May
1992 FSIS proposed rule, FSIS explained that
irradiation could reduce the health costs associated
with food-borne illness, particularly from Salmonella,
Campylobacter, and Listeria monocytogenes. The Centers
for Disease Control estimated that approximately 2

million Salmonella related illnesses in humans occur
annually and the number of Campylobacter related cases
would be larger. The Economic Research Service then
estimated that poultry irradiation could have a

benefit/cost ratio greater than one; that is, for every
dollar expended on irradiation, there would be more
than a dollar of medical and productivity costs
avoided. In addition, ERS estimated net public health
benefits would range from 35 to 50 million dollars
annually. After analyzing the comments on the May 1992
FSIS proposed rule, FSIS issued a final rule on

September 21, 1992, allowing poultry to be irradiated.

Question. Did you conduct studies? If so, how
does this new study differ?

Answer. No. However, FSIS supports research on

irradiation, which is related to specific Agency
concerns that would not otherwise be studied or

designed. USDA's Agricultural Research Service
conducts this research for FSIS. When FSIS petitioned
FDA in 1986, FSIS accumulated the available research —
including research conducted by ARS. Past FSIS-

supported research has included identification of
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irradiation markers, which can be used to establish if
meat or poultry has been irradiated, and nutritional
degradation of vitamins such as thiamine in pork.

The funding requested is not for a new research
study. In meetings with other government agencies and
industry trade groups, FSIS has determined that all
research needed to support a petition to the FDA to
amend their regulations to permit irradiation of red
meats is currently funded and underway. The $150,000
is needed for the administrative costs of coordinating
the development of the petition with other government
agencies and industry trade groups and to assure that
the petition is complete and correct, thereby
facilitating its review by FDA and increasing the
probability that FDA regulations will be amended as
soon as possible.

Question. Have you approved other meat products
for irradiation? If not, do you plan to do so in the
near future?

Answer. Yes. In January 1986, FSIS amended its
food additive regulations to permit irradiation of pork
to control Trichinella spiralis.

FSIS does intend to pursue rulemaking to permit
the irradiation of beef and other red meats if FDA
regulations are amended to permit such use of
irradiation.

Question. Are there currently any irradiated
poultry products on the market?

Answer. No. Currently there are no irradiated
poultry on the market.

Question. What about imports?

Answer. No. However, FSIS regulations do permit
irradiated poultry to be imported.

Question. What are the labeling requirements?

Answer. All irradiated poultry must bear the
international radiation logo along with a statement
such as, "Treated with radiation" or "Treated by
irradiation." In addition, the product label must bear
the handling statement "Keep Refrigerated" or "Keep
Frozen," as appropriate.

SALMONELLA AND LISTERIA

Question. Dr. Cross, I note in your testimony
that you are continuing the monitoring programs for
salmonella and listeria. Are we making any progress in
these areas?
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Answer. FSIS is continuing its monitoring
programs for the presence of Listeria monocytogenes and
Salmonella in cooked, ready-to-eat products such as
cooked beef, sliced ham and luncheon meats, cooked
sausage, beef jerky, cooked poultry, and meat and
poultry salads and spreads. These programs have been
recognized by CDC researchers, in papers published in
1990, 1991, and 1992, as effective in reducing human
illness due to listeriosis and salmonellosis.

Question. In particular for salmonella, is the
incidence decreasing, about the same, or increasing?

Answer. The purpose of these monitoring programs
has been, and continues to be, to identify plants whose
operating practices are not adequately controlling the
presence of these pathogens. As such, the programs
have not been designed for the purpose of assessing
change. However, during calendar year 1991, 6,160
samples were analyzed for Salmonella and positive
findings were detected in six plants. During calendar
year 1992, 4,637 samples yielded positive samples in
two plants.

USER FEE PROPOSAL

Question. How does this proposal differ from the
one submitted last year? The estimated savings of

$104,000,000 is twice the amount projected last year.

Answer. In fiscal year 1993, FSIS proposed to

charge user fees of $1,000,000 for laboratory
accreditation and user fees of $50,954,000 for one-half
of the cost of inspection service performed beyond
eight hours in a day. In fiscal year 1994, the Agency
proposes the same user fees of $1,000,000 for

laboratory accreditation and user fees of $103,000,000
for the full cost of inspection service performed
outside of a single scheduled and approved primary
shift. Therefore, the most significant difference
between the two proposals is that in the 1993 Budget we

proposed a 50/50 industry/ Federal sharing of the cost
of second shift inspection, and in the 1994 Budget we
are proposing that plants receiving the service pay the
full cost.

Question. What is your estimate of the actual fee
to be .charged?

Answer. The fee has not yet been established. We
would expect the second shift fee to be in the range of

$29 to $30 per hour, the same as our current fee.

Question. Why do I keep hearing this proposal is

going to hurt smaller companies?
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Answer. Establishments that operate beyond
approved regularly scheduled shifts currently pay
overtime costs for inspection. Establishments with
more than one regularly scheduled and approved shift
are generally large plants with sizable production.
Those establishments do not pay overtime costs for
their regularly scheduled shifts beyond eight hours a

day, whereas establishments that do not have sufficient
production to warrant an additional complete shift must
pay overtime. These establishments tend to be smaller
plants.

Under the current proposal, all establishments
that operate outside a single approved primary shift
will be required to pay for the costs of the additional
inspection. Rather than hurting smaller companies,
this proposal would help put inspection services for
large and small plants on a more equal footing by
eliminating the free second shift inspection for the
larger operations, and giving all plants one shift of
free inspection.

MICROBIOLOGICAL BASELINE STUDY

Question. In fiscal year 1992, FSIS announced and
began a study to collect microbiological data on beef
carcasses. I note in your testimony that you are now

expanding the baseline study to include cows, poultry
and swine. What is the total cost of this survey?

Answer. The Nationwide Beef Microbiological
Baseline Data Collection Program for steers and heifers
began in October 1992. At the end of the fiscal year,
we will be able to provide you with the actual cost of
the first year of the survey.

Question, What was the budget for this survey in

1992, 1993, and proposed for 1994?

Answer. No funds were budgeted for the baseline
survey in 1992. In fiscal year 1993, we estimate that
$400,000 will be required for the survey. In fiscal
year 1994, we are proposing a budget of $2,500,000 for
the expanded baseline studies.

Question. How many plants are currently inspected
by FSIS and how many will be part of this survey?

Answer. There are about 6,400 plants inspected by
FSIS, of which about 1,500 slaughter animals for human
food. Of the plants that slaughter under FSIS
inspection, about 970 slaughter steers and/or heifers.
Of this number, 94 plants, representing 99 percent of

steers/heifers slaughtered in the U.S., are in the
baseline beef sampling program. Of the approximately
860 plants that slaughter cows/bulls, it has been
proposed that 185 plants, representing 99 percent of
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cows/bulls slaughtered, be included in the baseline
cow/bull study.

Question. What is the time frame for the expanded
survey, and when do you expect to issue a final report?

Answer. Information regarding baseline surveys
for other species or market classes of animals is not
available at this time because the surveys have not yet
been designed. When they have been designed, they will
be made available for comment. Once comments have been
made and the surveys are finalized, we will be able to
provide you with more information concerning the time
frame and the final report.

Question. Will interim reports be filed?

Answer. Currently, there are no plans to issue
interim reports. However, when the baseline studies
are designed, we will be better able to address
reporting schedules.

STATE INSPECTION PROGRAMS

Question. How many states currently operate
inspection programs for meat and/or poultry products?

Answer. Currently, 27 States are conducting
cooperative inspection programs.

Question. What is the percent of the federal
match for these programs?

Answer. The Federal program provides
reimbursements of 50 percent of the total cost of each
State program.

Question. Does that include funding for
administration?

Answer. Yes, the 50 percent Federal matching
funds does include all direct and indirect expenses.

Question. How often is a comprehensive review of
state programs conducted?

Answer. Once every three to five years, based on
results of the last review. Additional Federal
oversight is provided by review and approval of the
State Performance Plan, special reviews, and annual
reports.

Question. Due to state budget constraints, have

you noted any states discontinuing inspection programs?

Answer. In the past ten years, only one state --

Maryland in 1991 — discontinued its inspection
program.

AR—^in r> _ Q-a _ OQ
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Question. What happens if a state discontinues
their program?

Answer. The law requires all plants shipping in
interstate commerce to be inspected by Federal
employees; plants that do not ship products across
State lines must be inspected by either Federal or by
State employees under a cooperative inspection program
equal to the Federal program. When a State
discontinues its inspection program, the plants
formerly inspected by the State are mandated by law to
come under Federal inspection.

Question. Please list the states with whom you
have cooperative programs and the amount of grants
going to each state in 1992 and 1993.

[The information follows:]

Grants to States
(Dollars in thousands)

State 1992 1993

Alabama 1,222 1,143
Alaska 345 359
Arizona 471 494
Delaware 301 214
Florida 1,930 1,852
Georgia 2 ,

307 2 , 380
Hawaii 1,396 1,278
Illinois 3,824 3,776
Indiana 1,669 1,620
Iowa 992 977
Kansas 1,183 1,232
Louisiana 1,579 1,461
Mississippi 947 900
Montana 312 318
New Mexico 374 396
North Carolina 2,580 2,687
Ohio 4,224 4,3 36

Oklahoma 1,570 1 ,
568

South Carolina 1,013 1,081
South Dakota 367 369
Texas 4,311 4,692
Utah 600 617
Vermont 258 267

Virginia 1,259 1,255
West Virginia 474 563

Wisconsin 2,281 2,446
Wyoming 192 241

Total 37,981 38,522

CBS EVENING NEWS REPORT

Question. On the May 17 CBS Evening News Report
on meat safety, Erin Hayes of CBS News talked to Dr. W.

S. Home, Deputy Administrator of FSIS Inspection
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Operations, about slaughterhouse inspections. Dr.
Home was asked about a memo sent by a FSIS regional
supervisor to his inspectors last March, directing them
to "slow the lines down, stop operations if you have to

keep meat clean". It was reported that after industry
officials complained the memo was yanked by Washington.
When Dr. Home was asked about this matter, he stated
that the inspector "can give his people the direction,
the same as everyone else. That's what we're striving
for, is uniformity." When asked if it can't be done in
writing, he responded, "we prefer that he not so it
doesn't conflict with the national policy." Is this an
accurate accounting of what occurred regarding this
memorandum?

Answer. Two memos were issued on March 2, 1993.
One memo originated with Dr. W. S. Home, Deputy
Administrator, Inspection Operations, and was sent to
FSIS Inspectors-In-Charge and industry Plant Operators.
It restated the Agency's policy of zero tolerance on
fecal matter, and included a change in the location in
the plant where we were reguiring the removal of fecal
material as well as insisting that fecal material be
trimmed prior to any washing of the carcass. Dr.
Home's memo indicated the concerns associated with E.
coli and other pathogenic bacterial contamination in
beef slaughter and boning plants, reaffirmed and
tightened the zero tolerance policy, and directed
Agency in-plant inspectors to notify plant management
of the standards, closely monitor plant operations, and
take appropriate action to assure compliance.

The other memo originated with Dr. Kelly, an FSIS
Area Supervisor, and was sent to his immediate in-plant
inspector subordinates, located in Nebraska and Kansas,
as a way of alerting them to the forthcoming reviews.
He reaffirmed the zero tolerance policy and also
highlighted a variety of possible actions or activities
which might occur. This memo was an advisory and a

reminder for local staff. It specifically indicated
that Dr. Home was sending a letter specifying the zero
tolerance criteria and indicated that Dr. Home's
letter should be shared with industry.

Once it was determined that two memos had been
written. Dr. Kelly, who is one of 26 Area Supervisors,
was asked to withdraw his memo in order to alleviate
the chance that any inconsistency might result in the
way the policy was to be implemented or applied.

Question. What is the national policy referred to

by Dr. Home?

Answer. The policy is that all fecal, ingesta and
milk contamination, from any source, must be trimmed
prior to any washing of the carcass, and no
contamination, however slight, is acceptable.
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Question. Haven't inspectors always had the

ability to slow or stop a line if they had a reason?

Answer. Yes, inspectors have always had the

authority to slow or stop a line if they had a reason.
This is true when an Inspector-In-Charge believes that
conditions warrant more time for inspection or more
time for carcass preparation by the establishment.

Question. In another segment of this report. Dr.
Home stated that he seriously doubted that USDA would
ever know what slaughterhouse was involved in the E.

coli outbreak. Is that correct? If so, are you taking
steps to remedy this situation?

Answer. Yes, it is highly unlikely that USDA will
ever know exactly what slaughterhouse was involved with
the E. coli outbreak. The Federal investigation of the
January 1993 outbreak led USDA to conclude that
although the processor was a modern and automated
plant, there were aspects of the operation and record
keeping that were more suitable for tracking in-plant
operations than for conducting an epidemiological
investigation .

Two significant items are important in

understanding why it is unlikely that the specific
source of the meat will be identified. First, finished
product is recorded according to lot numbers. Lot
numbers, which are stamped on each box by a labeling
machine, change automatically every hour, on the hour.

Second, production records capture data representing
the supplier or suppliers of raw product used in

batches, which are based on weight. A batch begins
when the grinding machinery is loaded; it ends when the
grinding machinery is low on raw material as indicated
by scales; and a new batch begins when the machinery is
reloaded. The time at which raw material added to a

formulation batch becomes part of an outgoing lot of
finished product is not precise. Thus, it becomes very
difficult to match a given box of product in a lot of
finished product with raw material from a specific
source.

Yes, FSIS is taking steps to remedy this
situation. These steps include the recently announced
two track approach towards refining the present
inspection system and developing the inspection program
of the future. More specific to this situation, the

Agency's Pathogen Reduction Program includes a proposal
to issue a regulation that would mandate plant record

keeping which would facilitate traceback and

epidemiological investigations.
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QUESTIONS SUBMITTED BY SENATOR COCHRAN

UNFILLED INSPECTOR POSITIONS

Question. The fiscal year 1994 budget requests an
additional $10 million to enable FSIS to increase its
inspection staffing by an additional 200 inspectors by
the end of fiscal year 1994. FSIS testified earlier
this year that there were 550 unfilled inspector
positions. Why did you determine that only 200 of
these positions needed to be filled?

Answer. All inspector positions need to be
filled. The hiring of 200 additional inspectors in
1993-94 is a significant step in addressing full
inspection coverage and an important part of the
Administration's proposal to improve meat and poultry
inspection.

INSPECTION PROGRAM

Question. You indicate in your testimony. Dr.

Cross, that FSIS plans to incorporate all new, proven
scientific findings into the inspection program to keep
it on the cutting edge. How fast can this be done?

Answer. Because this is a multi-year project, as

findings become available, they will be implemented.

Question. Do you plan to use any of the $8
million investment requested for the Pathogen Reduction
Program for this purpose or is this funding entirely
for research?

Answer. The $8 million will be used for a variety
of activities — some of which involve putting
microbiological analysis into in-plant inspection
activity. The two projects in the Pathogen Reduction
Program in which this is most visible are the HACCP
micro monitoring projects — one in ground beef and one
in beef slaughter. In both of these projects. Critical
Control Points which are amenable to micro monitoring
will be identified, critical limits established, and
random analyses performed by inspectors. It is

expected that these inspection analyses will stimulate
and supplement company micro monitoring activities.

Question. GAO testified last month that the
current system suffers from its lack of flexibility in
that FSIS is required by law to perform continuous
inspection at slaughter plants regardless of risk,
examining every carcass and visiting each processing
plant daily. As a result, it is unable to adjust
inspection frequencies. To what extent do you believe
this is a problem and do you intend to propose
statutory changes that will allow you to slow down line
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speeds, when necessary to provide more time for
inspection?

Answer. As indicated, FSIS is bound by the
Federal Meat Inspection Act and the Poultry Products
Inspection Act to perform continuous carcass inspection
in all slaughter plants, and daily inspections in
processing plants. The research will provide the
information necessary to develop an inspection system
that will allocate resources based on risk.

The Agency's present regulations establish maximum
rates of slaughter under optimum conditions for all
classes of amenable species. The Inspector-In-Charge
assigned at each slaughter plant is authorized to
require linespeed reductions when, in his judgement,
conditions warrant more time for inspection or more
time for carcass preparation by the establishment. We
are reviewing the need to submit legislative
amendments.

MICROBIAL TESTING

Question. GAO has also indicated that FSIS does
not routinely perform microbial tests of equipment,
surfaces or raw products, nor does it require the
industry to perform such tests. Since microbial
pathogens pose the most serious public health risk
associated with meat and poultry, what is FSIS doing to
promote microbial testing?

Answer. In addition to putting microbiological
analysis into in-plant inspection activity, as
discussed earlier, the Agency has recently determined
that it will modernize its pre-operations sanitation
program to include micro monitoring techniques. The
change will be piloted this year and implementation
will begin early in 1994.

ANIMAL IDENTIFICATION AND TRACEBACK

Question. Dr. Cross, your testimony indicates
that the groundwork for a future inspection system must
include the use of animal identification and traceback
methods to determine the sources of potential or actual
infections. What are our current traceback
capabilities and what further improvements need to be
made in this area?

Answer. Currently, swine represent the only
slaughter class with identification mandated by
regulation. The APHIS-regulated Swine ID — tatoos —
and owner traceback are highly successful for market
hogs — young hogs making up the bulk of slaughtered
animals. Mature hogs are ordinarily identified by
APHIS-approved back tags which, even under the best of
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circumstances, tend to fall off. APHIS and industry
are studying improved means of ID's suitable for mature
swine. Identification and traceback are generally good
for mature cattle — cows, bulls — through the
application of Market Cattle Testing Program back tags
used for APHIS programs.

No Federal identification systems are in place for
other slaughter classes of livestock or poultry.'
Success in tracing ownership is variable. It is more
successful for large lots sent directly to slaughter
from one owner compared to animals disbursed through
auction markets and commingled. It is also influenced
by packers' individual need to maintain identity of
animals by source as part of their purchasing and
quality control practices. Integrated firms,
especially common for poultry, raise and slaughter
their own animals. These firms maintain flock ID
throughout the slaughter process. A "snapshot" of
recent active residue violation cases revealed the
following percentages of cases that could be traced to
the owner — farm, ranch, feedlot: cattle - 95

percent, calves - i90 percent, sheep - 71 percent, swine
-81 percent, horses - 81 percent. This "snapshot" may
not accurately reflect the traceback capability on a

continuing basis.

ROLE OF PRODUCERS

Question. What role do you see producers playing
in assuring that meat and poultry products are safe?

Answer. The producers of animals and birds that
are presented for slaughter and further processing are

responsible for ensuring the safety and wholesomeness
of their products. This includes safe use of
antibiotics and growth hormones, keeping the animals
and birds free of disease, and delivering them to the
shipper or slaughter establishment in a healthy
condition. FSIS is responsible for overseeing the
slaughter and processing operations and enforcing food
safety laws.

IMPORTS

Question. What is the risk of contaminated meat
imports given the fact that only a small percentage of

imports are actually inspected and there is no way to

police food handling outside the United States?

Answer. The Federal inspection laws require
countries exporting to the United States to establish
and maintain inspection systems equivalent to those of
the United States. Countries must undergo a rigorous
review process including their laws, regulations, and

inspection operations before they can export to the
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United States, and only about 40 countries are
currently eligible to do so. FSIS relies on the
exporting country to carry out daily inspection; FSIS
monitors the effectiveness of the foreign inspection
systems through on-site reviews of the systems in
countries exporting to the U.S. and through
reinspection of meat and poultry on a sample basis as
it enters the United States. Reinspection is

performance based and is directed by an automated
system, which stores inspection results for each
country and plant thereby assuring that poorer
performing plants have their products reinspected more
frequently.

Question. Do free trade agreements, such as the
North American Free Trade Agreement now under
consideration, increase or reduce this risk?

Answer. NAFTA will encourage freer commerce, but
it will neither dictate inspection procedures nor
supersede U.S. laws, which require imported meat and
poultry to meet the same safety standards as domestic
product .

USER FEES

Question. Secretary Branstool, you indicate in

your testimony that recovering 100 percent of the cost
of inspection service provided beyond a primary
approved shift, as proposed, is authorized by the
Federal Meat Inspection Act; and the proposed new user
fees for laboratory accreditation are authorized by the
1990 FACT Act. The fiscal year 1994 budget requests
appropriations bill language which is described as

being needed to allow FSIS to charge and retain such
fees for laboratory accreditation, and for the full
cost of inspection services performed at times other
than during an approved primary shift, as established
by regulation. Why is this language necessary if these
user fees are already authorized by law?

Answer. FSIS is authorized to charge and retain
user fees for laboratory accreditation under P.L. 102-
237. However, the statute is not as clear as to the
authority to credit such fees to FSIS. The proposed
appropriations language would assure an offset of fees
collected to our appropriations rather than simply
credited to the general receipts of the U.S. Treasury.
The appropriations language to charge and retain user
fees for the full cost of inspection services performed
outside of a single scheduled and approved primary
shift is also necessary to clarify the authority for
the fees and the disposition of collected funds.

Question. What is the definition of "primary
approved shift" for the purpose of the new user fees
proposed?
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Answer. An approved shift is defined as a

regularly scheduled designated operating period, as
established by regulations prescribed by the Secretary.
A shift is usually eight hours, although it may be nine
or ten hours in some plants operating a shorter work
week that have received approval for the longer shifts
from USDA. If user fees are extended to secondary
shifts, "primary" approved shifts will be defined in

implementing regulations, and will be subject to public
comment and review.

Question. How did you calculate the $97.7 million
that would be collected from the proposed new
inspection fees and $6.4 million from new laboratory
accreditation fees in fiscal year 1994? Please specify
how many second shifts were assumed; how many positions
were estimated to be required; and the rate per hour to
be charged for second shift inspections.

Answer. The Agency has calculated that $103
million would be collected from the new second shift
inspection fees and $1 million from new laboratory
accreditation fees in fiscal year 1994.

The laboratory accreditation fee was based on
approximately 300 accreditations per year at the
current cost of about $3,500 per accreditation.

The new second shift inspection fees of
$103,000,000 is based on a survey of all plants, which
found that approximately 1,150 plants were operating
more than one shift which required nearly 1,850
inspector positions. Although the second shift rate
per hour has not yet been established, it should be
close to the current rates of $29.00 to $30.00 per
hour. Costs of supervisory, administrative,
laboratory, and other technical support are also
included in the $103,000,000.

Question. You indicate these fees would be
established by regulation. How long would it take to
establish and start collecting these fees, if approved?

Answer. Upon indication that these fees will be
approved by Congress for fiscal year 1994, the Agency
will immediately prepare proposed regulations for
collecting the fees. It is anticipated that it may
require several months to complete the process to
establish the final regulation. The estimate of
$104,000,000 in user fees in the fiscal year 1994
Budget is based on the assumption that the collection
of those fees will begin on October 1, 1993.

SEAFOOD INSPECTION

Question. In the 101st and 102nd Congresses, I

introduced legislation to allow the Department of

Agriculture to take the lead role in inspection of our
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nation's fish and seafood products. The bill I

introduced in the last Congress, which passed the
Senate, allowed the Food and Drug Administration to set
standards and tolerances and the Commerce Department to
monitor restricted fishing waters. What are your views
on publicly-funded inspection of fish and seafood
products by the Department of Agriculture?

Answer. The Department of Agriculture supports a
public health inspection system for fish and seafood
products that incorporates risk-based principles and
employs Hazard Analysis and Critical Control Point
methods. Such a program must include research and
industry studies necessary to put the program on a
sound scientific footing. Standards and procedures
must be developed and personnel hired and trained in
inspection and enforcement, import inspection,
laboratory support, and other support activities. When
public debate is concluded, USDA would accept the
challenge of providing the defined support or
leadership role necessary to assure the success of the
program.

QUESTIONS SUBMITTED BY SENATOR GORTON

COOKED HAMBURGER PATTIES

Question. At last February's food safety hearing,
I submitted questions on the E.coli bacteria for
response by the Centers for Disease Control. In

response to one question, CDC cited a 1991 study in
which researchers reached several important
conclusions. Of particular interest to me was the CDC
recommendation of the need for regulations which
require that "cooked hamburger patties and other meats
be sufficiently precooked to kill pathogens."

I note in your prepared testimony you indicate
that "USDA is moving to publish a final regulation
establishing time and temperature minimums for the
processing of partially cooked hamburger patties." My
question is this, what kinds of food products are we
talking about and where do consumers come into contact
with these products?

Answer. There are three classes of cooked patties
addressed in the proposed regulation: fully-cooked,
partially-cooked, and char-marked. The fully-cooked
patties will be treated sufficiently to destroy all
food-borne pathogens which may be present. The
partially-cooked patties will be labeled as partially-
cooked and will require the end-user to further cook
the product. The char-marked patties are raw and
provide the consumer with a product that appears char-
broiled. Both the partially-cooked and the char-marked
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patties will be labeled with handling statements to
ensure proper cooking and destruction of food-borne
pathogens.

The kinds of food products included in these
classes include the following uncured meat products:
hamburgers, Salisbury steaks, breaded and battered
chopped veal steaks, beef patties, and pork sausage
patties.

Consumers could purchase the products in the

grocery store as separate items or in pre-prepared
entrees such as "TV" dinners and heat-and-serve
packages. In addition, the products could be purchased
in vending machines, requiring minimal hearing before

consumption.

Question. What regulations govern these precooked
foods right now?

Answer. We do not, at this time, have any
regulations which specify minimum cooking temperatures
or times for patties.

Question. Were you aware of the 1991 CDC
recommendation of the need for cooking regulations on
these food products?

Answer. Yes, we were aware of it.

Question. Is the FDA "model food code for
states," which gives the states suggested cooking and
temperature guidelines, insufficient — in this
instance — to assure food safety?

Answer. No, it is a proper first step. The
guidelines are effective, and the compliance rate is
expected to be quite high. The "guidelines" are
intended to be adopted by state and local governments
as requirements to be followed by retail and food
service handlers of potentially hazardous foods. State
and local food regulatory agencies across the country
enforce either the current "guidelines" or prior
versions of them, all of which require proper cold
storage and cooking of potentially hazardous foods.

MANDATORY REPORTING OF E.COLI CASES

Question. Recently, Dr. Besser, a CDC researcher,
made the recommendation that states be required to
report E.coli bacteria infections to public health
departments. Currently only 11 states — of which one
is Washington state — report cases of E.coli bacteria
infection. CDC stated that mandatory reporting of
E.coli infections would enable a better understanding
of some basic questions associated with the bacteria —
in particular how many people are sickened by the
bacteria each year and is this number rising? As
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stated by CDC, "national data is not available because
few clinical laboratories look for [the E.coli]
organism routinely, and few state health departments
require laboratories that identify it in patient
specimens to report it to the public health
department. "

It seems to me that CDC views "mandatory
reporting" as a cornerstone of understanding more about
the occurrence and prevention of the E. coli bacteria.
In light of this, will your food safety reform
proposals consider this recommendation made by CDC?

Answer. The Food Safety and Inspection Service
relies on outbreak and statistical information received
from the Centers for Disease Control in focusing its

programs for control of foodborne pathogens in meat and
poultry products. The Agency views favorably the CDC .

recommendation to require illness reporting by States.
In a similar fashion, the Department is anticipating
expansion of its authority to require identification of
animals entering the slaughterhouse for more effective
trace back from the processing plants to the farm.

SAFE FOOD HANDLING LABELS

Question. I am interested in the recent court
settlement in which USDA agreed to publish proposed
"safe food handling labels" rules for public comment by
August 15 of this year. I would be in strong support
of labels which are used as a tool for better consumer
awareness of the need to thoroughly cook meat and
poultry. I would be concerned, however, if the content
of these labels is construed to be a type of "warning
label."

I realize that FSIS is working on the wording of
these labels, and the cost associated with the labels,
but I wonder if you could share with us what FSIS
considers the purpose of the labels — a consumer
awareness label or a "warning" label?

Answer. FSIS considers the purpose of safe-
handling labeling to be the education of household and
institutional food preparers. These food preparers
must be made aware that certain safe-handling
procedures, such as proper cold storage and cooking,
are essential. If these preparers can be made aware of
the need for such preventive measures through consumer
awareness labels, warning labels will not be necessary.

Question. Will you be working closely with
industry and consumer groups on the content of the
label?

Answer. FSIS will be conducting focus group
studies to determine what ways of presenting safe-



873

handling information through labeling are most
effective. These studies will help shape a proposed
rule. Industry and consumer groups will be able to
participate through this notice and comment as part of
the rulemaking procedure.

Question. Do you need any legislative authority
to mandate these labels or can it be done
administratively?

Answer. No additional statutory authority will be
needed to require safe-handling labeling.

FDA MODEL FOOD CODE

Question. As I previously stated, the Food and
Drug Administration publishes a "model food code for
states" which provides states with suggested cooling
and temperature guidelines. After the E.coli epidemic
in Washington state, the FDA issued an "emergency
modification" which revised its model code for cooking
of hamburger from 140 degrees to 155 degrees.

Although this question could also be directed to

FDA, what is your assessment of the effectiveness of
these "suggested" guidelines? Specifically, does a

"suggested" guideline bring about the necessary
compliance in order to assure consumer safety?

Answer. The suggested guidelines are intended to
be adopted by State and local governments as
requirements to be followed by retail and food service
handlers of potentially hazardous foods. State and
local food regulatory agencies across the country
enforce either the current suggested guidelines or
prior versions of them, all of which require proper
cold storage and cooking of potentially hazardous
foods.

Adoption of the requirements in local codes is

only a first step. Proper enforcement of state and
local codes are essential to ensure compliance with
them.

LEGISLATIVE PROPOSAL

Question. I am somewhat familiar with USDA's
food safety reform proposals and am particularly
interested in the status of the "Track I" proposal
which, it would appear, would be ready to go more
quickly than "Track II." What is your time line for
Track I? Will you need Congressional authorization for
all or part of the proposals contained within Track I?
If so, do you intend on submitting your proposal to
Congress this session?

Answer. Our goal in Track I is to modernize the

inspection program and make it as effective as possible
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within the limitations of present legislative authority
and scientific methodology. Therefore, we do not
anticipate changes in legislation to accomplish this
part of our program.

We are already proceeding to implement Track I.

Regional meetings are now being held to solicit public
comment on our strategic plans and to elicit additional
ideas for program improvement. We have also included
in our 1994 budget a request for additional inspectors
to improve our ability to detect potentially
threatening food handling conditions in plants. We are
also undertaking studies to develop a microbiological
baseline against which we can evaluate the
effectiveness of future changes in inspection methods.
We have included in our 1994 budget, a request for
funds that will enable us to develop more scientific
means of evaluating the safety of products presented
for inspection.

These efforts to maximize the effectiveness of the

present program will continue until the Track II
studies are completed, and any necessary legislative
changes are presented to Congress and enacted into law.
It is still much too early in the Track II program to
predict when these legislative requests will reach
Congress. Our 1994 Budget request does not contain
funding for any legislative proposals associated with
either Track I or Track II.

We are, however, conducting a series of public
hearings to receive input on needed changes in

inspection procedures and laws. Thirty days after the
last hearing on June 18, we will present a series of

proposed changes in our statutory authority to the
Secretary. To permit more effective traceback from the
plant to the producer, it is anticipated that the
proposals will include expansion of the Department's
authority to require identification of animals entering
the slaughter plant. It is our intent to present these
proposals to Congress by the end of the year.

INCREASED INSPECTION STAFFING

Question. Within your written testimony, Dr.

Cross, you highlight that there has been some debate
over the need for an additional 160 meat inspectors, as

requested within the President's ill-fated stimulus
package. It is argued by some that visual inspection
is an important component of ensuring the safety of our
meat supply. I am undecided as to whether or not the
additional meat inspectors are entirely necessary and
would like to hear from you — as an expert in the
field — a justification of the request of an
additional 160 meat inspectors?

Answer. It is certainly true that an inspector
cannot see bacteria on the product. But what the
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inspector can see are the conditions under which
bacteria can grow and contaminate the product. The
inspector can see fecal contamination of meat. The
inspector can see dirty machinery, or signs of rodent
infestation. The inspector can see unsanitary product
handling, and whether the product is being heated to a
temperature sufficient to kill bacteria. While there
are limitations on what an inspector in the plant can
do, there is no doubt that his presence is a major
factor in assuring the safety of the product.

In order to determine the number of inspectors
necessary for this program, we have evaluated every
plant to determine what inspection tasks must be
accomplished, and how frequently they must be
accomplished to assure the safety of the product. We
have determined how much time the inspector should
spend on each task. From this information we have
determined the staffing necessary to do the job
properly. When employment is less than sufficient to
meet these requirements, some jobs do not get done.
The request for 160 additional inspectors will enable
us to begin filling the roost critical of these
vacancies.
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ANIMAL AND PLANT HEALTH INSPECTION SERVICE

QUESTIONS SUBMITTED BY SENATOR BUMPERS

]USER FEES[

Question. Is it true that you believe you should have about
a 25-percent operating reserve in the user fee account for

agriculture quarantine inspection.

Answer. When the original agricultural quarantine inspection
(AQI) user fees were developed, we determined a reasonable balance,
or reserve, in the AQI Account to be approximately one quarter of
our annual operating expenses. The reserve is intended to ensure
that the Agency has access to sufficient operating funds in cases
of bad debt, carrier insolvency, and fluctuations in activity
volumes .

During the rate revision process for the international air

passenger, commercial aircraft, and commercial vessel user fees, we
re -evaluated the reserve requirements for these fees. Each

category must, through user fee receipts, return sufficient funds
to APHIS to cover the cost of providing AQI services to that

particular category. We determined that our reserve requirement
must be based on the collection pattern of each AQI user fee. The
reserve is now based on the collection pattern for each fee type,
rather than an amount equal to 3 months operating expenses.

Collections of the international air passenger user fees are
remitted on a quarterly basis and are due to APHIS 31 days after
the end of the calendar quarter. The commercial aircraft user fees
are also due to APHIS 31 days after the end of the calendar quarter
during which they were incurred. On the other hand, the commercial
vessel user fee is collected for APHIS by the United States Customs
Service and forwarded to APHIS monthly. While the collection

patterns of the international air passenger and commercial aircraft
user fees dictate a 3 month operating reserve, the collection

pattern for the commercial vessel user fee dictates a 1 month

operating reserve.

APHIS plans to use the same rationale for a reserve for the

commercial truck and loaded railroad car user fees during our
review of these fees. The commercial truck user fee is also
collected by Customs. For this fee, a 1 month operating reserve
would be appropriate. However, the loaded railroad car user fee is

remitted by the railroad companies 60 days after the month of
service. For this fee, a 2 month operating reserve would be

appropriate .

Question. That reserve should be about $20-25 million?

Answer. During our original fee calculations, we included

$20.5 million in the fees for an operating reserve. This

represented approximately three months of costs for services

provided to international air passengers, commercial aircraft,
commercial vessels, commercial trucks, and loaded railroad cars.
For FY 1993, our reserve requirement, based on collection patterns,
is $17.1 million.
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At the end of Fiscal Year (FY) 1992, the International air

passenger user fee had a reserve of approximately $15.9 million and
the commercial vessel user fee had a reserve of approximately
$6.8 million. These amounts exceed the reserve requirements based
on collection patterns. For this reason, we re-calculated both
fees without an amount for a reserve.

The commercial aircraft, commercial truck, and loaded
railroad car user fee costs either matched or exceeded revenue in

FY 1992. For this reason, these fees must be calculated at an
amount that would return sufficient funds to the Agency to cover
the cost of the program plus the reserve requirement.

Question. Your reserve at the end of 1992 is $35 million.
What is your projected reserve for the end of 1993?

Answer. At the end of FY 1993, we project a total reserve of

$50.1 million. This reserve will consist of (in millions):

FY 1991 Capitalized Reserve $18.4
FY 1992 Reserve:

International Air Passenger $15.9
Commercial Vessels 6.8

Total FY 1992 Additions 22.7

FY 1993 Reserve:

International Air Passenger 3.6

Commercial Aircraft 3.6
Commercial Vessel 1.8

Total FY 1993 Additions 9.0

Total Reserve - FY 1993 $50.1

In our November 1992 Report to Congress, APHIS projected
FY 1992 revenue of $101.2 million. Our actual revenue for the

period was $107.6 million. At the same time, we experienced an
additional $1 million in collections for AQI user fees due in FY
1991. The additional revenue for FY 1991 and FY 1992 resulted from
a combination of debt management efforts, formal audits, and

unanticipated increases in the volume of user fee activity.

When APHIS realized that the reserve accounts could grow
disproportionately to the fees

,
we took action to recalculate and

reduce the fees. However, the rate reduction was subject to

regulatory review. As a result, the reduced fees were not

implemented until January 1, 1993. As a result, first quarter
collections were at the higher rates. This resulted in additions
to the reserve in both the international air passenger and
commercial vessel user fees.

At the end of FY 1992, the commercial aircraft user fee

program did not produce enough revenue for a reserve. This was due
to the delay in implementation of that fee until February 9, 1992.
APHIS collected fees for commercial aircraft for only a portion of
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the fiscal year, yet incurred costs for the program for the entire
fiscal year. During our rate revisions, we calculated the
conunercial aircraft user fee to include a reserve amount. As a

result, we project to add $3.6 million in commercial aircraft user
fee reserve to the account during FY 1993.

Question. When do you plan to publish a final rule reducing
the user fees for international air passenger, commercial aircraft
and commercial vessel user fees?

Answer. APHIS published the international passenger,
commercial aircraft, and commercial vessel user fee rate revisions
as an interim rule. Under an interim rule, the reduced rates
became effective immediately upon publication. The interim rule
also allows for a comment period, while at the same time allowing
the public the benefit of the reduced rates. APHIS received six
confflents on the interim rule. We are in the process of evaluating
and responding to these connents. We will publish a final rule as
soon as this process is completed.

QtAestion. How much are the fees now and by how much will the
fees be reduced?

Answer. In Che interim rule, APHIS reduced the international
air passenger user fees from $2.00 to $1.45, the commercial
aircraft user fees from $76.75 to $61.00, and the commercial vessel
user fees from $544.00 to $369.50. These fees became effective on

January 1, 1993.

Question. How much will you propose to increase the fees for
commercial truck and loaded railroad cars?

Answer. APHIS is still in the process of evaluating the cost
of the commercial truck and loaded railroad car user fees. During
1993, APHIS began a joint truck decal program with the Customs
Service. This program allows commercial trucks to purchase the
APHIS and Customs decal in one purchase. Prior to this program,
commercial trucks had to submit two applications for decals. We
are evaluating whether the Joint decal has stimulated sale of the
decals and the effect these sales has had on total commercial truck
user fee revenue. Since most decal sales occur during the first

portion of the calendar year, APHIS will soon have sufficient data
to determine if any fee adjustments are necessary.

APHIS has initiated debt management procedures to identify
and collect past due user fees from companies receiving service,
but not currently paying user fees. In addition, we are reviewing
payment histories to ensure that all fees due to APHIS are

collected. This practice has resulted in additional collections of

FY 1991 and FY 1992 revenue due to APHIS. Several recent payments
of past due loaded railroad car user fees must be evaluated and

compared with cost for service during this period. We are in the

process of determining what, if any, adjustments must be made to

the loaded railroad car user fees.

In addition, we must also determine the effect of the reduced
reserve requirement for both the commercial truck and loaded
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railroad car user fees. APHIS plans to make determinations on both
these fees before the end of FY 1993.

Question. What Is meant when you say that you Intend to use
the reserve "to capitalize the AQI user fee account"?

Answer. APHIS Implemented the first AQI user fee during
FY 1991; at the same time, APHIS had an appropriation to cover the
cost of the AQI program. The funds collected during FY 1991 were
Intended to capitalize the user fee account. These capitalized
funds are intended to cover shortfalls In any AQI user fee program
that does not have a reserve balance. For example, In FY 1992, the
commercial aircraft user fee program experienced a deficit due to
the delay In Implementation of that fee until February 9, 1992. In

addition, the commercial truck and loaded railroad car user fees
also experienced a deficit due to higher than projected costs and
lower than projected volumes of activity and collection. These
deficits, which totaled approximately $3 million, were offset by
the capitalized reserve from FY 1991.

] FRUIT FLIES [

Question. You show that in the no-year and emergency program
for fruit flies, while you had $8 ralllion for 1992, you carried
over more than $1 million into 1993 and that $25,860,000 was

appropriated for 1993 so the total available in 1993 is more than
$27 million.

We didn't actually appropriate the funds for that purpose,
did we? Didn't you transfer funds for this purpose?

Answer. Appropriated funds for FY 1993 fruit fly related
activities Include: $10,213,000 for the Mediterranean fruit fly
exclusion program; $1,700,000 for the Mexican fruit fly exclusion

program: and $3,976,000 for the fruit fly detection program. All
APHIS funding for exotic fruit fly emergency eradication activities
in California was transferred from the Commodity Credit Corporation
(CCC) as a result of an emergency declared by the Secretary of

Agriculture .

Question. How much of that fund do you expect to use this

year?

Answer. APHIS anticipates that the entire $25,860,000 amount
transferred from the CCC for emergency fruit fly eradication
activities will be expended by the end of FY 1993.

Question. Please show the amounts transferred and from
where.

Answer. Fruit fly infestations were detected In California

during the latter part of 1991, and a state of emergency was
declared by the Secretary of Agriculture on January 3, 1992. As a

result of this emergency $9,400,000 was transferred to APHIS from
CCC funds. At the end of FY 1992, a balance of $1,281,926 remained
available and was carried over for use in FY 1993. Because of
continued fruit fly detections and eradication needs, another CCC



880

request was forwarded, and $25,860,000 in CCC funds have been
transferred to APHIS in FY 1993.

JANIMAL DAMAGE CONTROL [

Question. There was a recent news article about your efforts
to control gulls at New York airports. It seems to me that the
Animal Damage Control program should be for the protection of

agriculture.

How is it that you are carrying out these activities?

Answer. The Animal Damage Control (ADC) Act of 1931 not only
authorizes APHIS to control wildlife injurious to agricultural
resources, but also authorizes measures to protect wild game
animals, furbearing animals, and birds. This Act was amended in
1988 to authorize control of nuisance mammals and birds, and those
mammal and bird species that are reseirvoirs of zoonotic diseases.

Also, a number of these activities have been ongoing for years, and
continued after the transfer to USDA. In recent years, the

Congressional appropriations reports have included language
directing ADC to maintain full funding for existing programs.

At the request of the Port Authority of New York and
New Jersey, APHIS is conducting a hazard management program at
John F. Kennedy International Airport to reduce gull -aircraft
collisions and minimize the immediate threat to human health and

safety. This effort includes exhaustive environmental studies and

interagency coordination as well as direct management of local gull
populations. APHIS is directly involved because ADC personnel
possess the technical expertise to identify and mitigate underlying
causes of wildlife hazard problems. This project is fully funded

by the Port Authority of New York and New Jersey.

Question. Isn't the FAA responsible for airport safety?

Answer. The Federal Aviation Administration (FAA) is

responsible for ensuring that airport operations are conducted in a

safe manner. Federal Aviation Regulations, CFR Part 139. 337--
Wildlife Hazard Management- -requires each certified airport to

conduct an ecological study whenever an air carrier experiences a

multiple bird strike or engine ingestion, experiences a damaging
collision with wildlife other than birds, or whenever wildlife of a

size capable of causing damage or strikes have access to any

airport flight pattern. The mandatory ecological study determines
whether or not there is a need for a wildlife hazard management
plan for the airport.

The FAA and APHIS established a cooperative relationship
under a Memorandum of Understanding (MOU) in 1989 for resolving
wildlife hazards to aviation for the benefit of public safety.

According to the terms of the MOU, APHIS is responsible for

providing recommendations, technical or operational assistance, and

training to airport personnel to minimize wildlife hazards.

Question. In what other areas are you involved that is not
for explicit protection of agriculture?
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Answer. Besides preventing wildlife conflicts at airports,
the ADC program also protects human health and safety through the

suppression of serious zoonotic diseases such as rabies, plague,
and histoplasmosis. Activities are also conducted to help protect
property and natural resources, such as endangered species, from
wildlife damage. The bulk of these activities are supported
through cooperative funding.

Question. What resources are you expending on these
activities?

Answer. During FY 1992, ADC expended the following amount
from the Federal appropriation to protect resources listed below:

Agriculture $14 , 789 ,
089

Human Health and Safety $1,349,653
Property $2,122,357
Natural Resoiirces $533 , 558

]PEST ERADICATION [

Question. Your testimony speaks of the eradication of
certain pests. Have we really eradicated avian Influenza? There
is no incidence of it in the country?

Answer. APHIS regularly conducts surveys for AI every year as

part of the poultry diseases program. During FY 1991, AI surveys
were conducted at live -bird markets In Connecticut, Massachusetts,
Rhode Island, New York, New Jersey, Florida, Pennsylvania, and
other States. All markets were negative for the H5N2 AI virus
which caused the 1983-84 outbreak that led to a $63 million

emergency program. In FY 1992, the Agency conducted surveillance
at live-bird markets in these same States, and identified a non-
disease producing AI virus in poultry in New Jersey.

On December 23, 1992, a turkey flock in Pennsylvania was
found to have H5N2 antibodies, which means that they had been
exposed to the virus and may become ill and spread the disease in
the future. Subsequently, birds in backyard flocks or live -bird
markets in Delaware, Florida, Maryland, Michigan, New Jersey,
Pennsylvania, and Virginia were also found to have H5N2 antibodies.
In addition, H5N2 AI virus isolations were made by the National
Veterinary Services Laboratories from specimens collected at live-
poultry markets in New Jersey, New York, and Pennsylvania, as well
as from a backyard flock in New Jersey. Testing is being conducted
in surrounding flocks which have H5N2 antibodies, and those from
which the virus has been Isolated. All isolations continue to be
of a non-disease producing virus. The States of Delaware, Hawaii,
Maryland, New Jersey, New York, Pennsylvania, and Virginia have
placed restrictions on the movement of poultry and/or birds from
affected States.

APHIS has spent approximately $218,000 from the poultry
disease line item on AI surveillance and laboratory work as of
April 30, 1993. Because the H5N2 AI found in the recent outbreaks
has the potential to increase in virulence that could cause
widespread devastation of poultry, $780,385 was released from the

contingency fund on May 24, 1993 to cover costs associated with
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cleaning up infected flocks; to conduct further surveillance,

epidemiological studies, and investigations; and to provide
biosecurity information to State officials and international

counterparts. States and industry will contribute personnel and
make indemnity payments for birds that are depopulated, and conduct
tests for H5N2 AI viruses.

Question. What about the Asian gypsy moth? Just recently,
it was a new and very real threat in the Pacific Northwest. Have
we really eradicated already?

Answer. In the spring of 1992, APHIS, in cooperation with
Forest Service and the States of Washington and Oregon, conducted
treatments using Bacillus thuringiensis (Bt) to eradicate the Asian

gypsy moth (AGM) . After treatment, no AGM's were captured during
the subsequent trapping survey program. APHIS needs to conduct

surveys for two consecutive years without a positive find to

confirm eradication. Currently, APHIS is in the second year of

conducting AGM surveys in Washington and Oregon. These surveys are

funded from carryover funds made available in fiscal year 1992 when
the Secretary of Agriculture declared an emergency and used
transfer authority from the Department's CCC.

]ANIMAL DAMAGE CONTROL [

Question. What amount of your budget is spent on nonlethal
control methods? Please break it down by type of method, for what

pest, and specify whether the funding is for research or actual
control work.

Answer. APHIS 's Animal Damage Control program uses an

Integrated Wildlife Damage Management approach to solving wildlife
conflicts. This strategy consists of a combination of several
methods applied to each problem and may include both lethal and
nonlethal control methods. Because a specific wildlife conflict

may be resolved using a combination of different methods, it is not

possible to measure the separate contribution of each method to

total effectiveness. However, statistics are available on the
current allocation of research funds among lethal and nonlethal
methods. In FY 1993, ADC's Denver Wildlife Research Center will

spend approximately $4.5 million (55 percent) of their total
research budget on nonlethal methods research, as follows:

$1.8 million for bird research, including: varietal
resistance of corn, sunflower, fruits, and other crops to

bird damage; aversive learning compounds; physical and
chemical bird repellents; and habitat manipulation to reduce
habitat suitable for bird pests.

Specific examples include: the evaluation of liquid and

encapsulated formulations to repel gulls at landfills and

airports, and to protect agricultural crops and turf from

damage by grazing waterfowl; evaluation of nontoxic seed

coatings as blackbird repellents to prevent damage on

sprouting and ripening rice; evaluation of preferred winter

roosting habitats as a means of attracting blackbirds away
from areas where they are a nuisance or health hazard; and
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evaluation of nighttime harassment of wintering cormorant
roosts to reduce predatlon losses at aquacultural sites.

$1.7 million for predator and non-predatory mammal research,
including: improvements in baits and delivery systems for
nonlethal compounds; aversive learning studies; mechanical
and electronic capture devices; and impacts of sterilizations
on predator populations.

Specific examples include: surgical sterilization of

coyotes to simulate and evaluate the potential impacts of
sterilization strategies to reduce predatlon on sheep;
evaluation of mechanical and electronic capture devices for
coyotes; examination of land use, husbandry practices, and
guarding animals to improve integrated management strategies
for coyote depredation control; examination of supplemental
feeding for managing bear damage to commercial forests;
evaluation of systemic and natural product repellents for
reducing damage to forest and agricultural crops by deer and
a variety of rodent species; and evaluation of physical,
chemical , and odor barriers for managing rodent damage to

sugarcane and macadamla nut crops .

$1 million for registration of chemical repellents,
stupefying agents, and sedatives; research on mammalian
immunosterilization; population modelling; and electronic
repellent devices for both birds and mammals.

Specific examples include: completion of Food and Drug
Administration requirements to allow operational use of
alpha-chloralose as a stupefying agent for pigeons and
waterfowl; Initial development of a tranquilizer tab to
sedate trapped mammals; continued data development for the
registration of a waterfowl and gull repellent around
airfields and golf courses; development of an electronic
repellent device for beavers; continued development of
immunocontraceptives for white -tailed deer, including oral
delivery systems, continuation of contractual studies on DNA
sequencing and immunocontraceptive deer herd tests; and
development of immunocontraceptive techniques development in
rats.

Question. Please provide for the record the amounts of
funding for the various ADC projects as included in the House and
Senate reports for the last three years. Also show the amounts
Included in the 1994 budget for these projects.

Answer. The Information follows:
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FUNDING FOR ANIMAL DAMAGE CONTROL PROJECTS
AS DIRECTED IN HOUSE AND SENATE REPORTS

FY 1991 - FY 1994

(dollars in thousands)

FY 1991 FY 1992 FY 1993 FY 1994

250

House :

Minnesota Wolf Control Program 250*

Senate:

Alabama State Office

Mississippi Operations
Arkansas State Office
Cattail Management (ND)

Blastomycosis
Delta States Operations

Conference :

Blastomycosis

Total $834 $1,165 $1,165

* Funding specified in Committee report.

250

100*
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Maryland/Delaware/Distrlct of Columbia

Massachusetts/Rhode Island/Connecticut
Michigan
Minnesota

Mississippi
Missouri/Iowa
Montana
Nebraska
Nevada
New Hampshire
New Jersey/Pennsylvania
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma

Oregon
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont

Virginia
Washington
West Virginia
Wisconsin

Wyoming

Total

4,967
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]BOLL WEEVIL [

Question. What are the funding levels for the various boll
weevil programs for 1992, 1993 and 1994?

Answer. The information follows:

Boll Weevil Funding
(dollars in thousands)

Southeast
Southwest
High Plains

Total

FY 1992

$10,636
812
568

FY 1993

$10,624
1,860

651

n?,01^ S13.135

] CATTLE TICKS (

FY 1994

$8,605
661
600

$9.866

Question. What are the funding levels of the cattle tick
prograns in Texas and Puerto Rico for 1992, 1993 and 19947

Answer. The funding levels for the cattle tick program in
Texas and Puerto Rico for 1992, 1993, and 1994 follow:

Cattle Tick Funding - Texas and Puerto Rico 1

($000) 1
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European corn borer

Euonymus scale

National Biological
Control Institute (NBCI)

Leafy spurge
National Biological Control

Program
Sweetpotato whitefly
Cereal leaf beetle

Subtotal

Russian Wheat Aphid
Sweetpotato Whitefly ***

Total

463
515
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Noxious Weeds Funding

Project

Common Crupina
Goatsrue
Mimosa Pigra
Hydrilla
Orobanche ramosa
Salsola vermiculata

Inspection Activities

Survey Activities

(dollars
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in Vermillion Parish in 1992 demonstrated that this method was not
as effective there, probably because of habitat differences.
Further pilot operations are not likely to change this basic
conclusion about DRC-1339 in Vermillion Parish.

Question. What other USOA-sponsored research efforts are
underway to test other means of controlling and mitigating
blackbird damage to rice? What other means of control are now
available to rice producers? Have these been effective in reducing
damage to rice crops? In your opinion, does DRC-1339 hold out
promise for further reducing these damages?

Answer. DWRC recently initiated research to develop chemical
bird repellents that could be applied directly to rice seed and
possibly to headed rice. If successful, this approach should
provide a more consistent means of mitigating blackbird damage to
rice. Also, the Center has initiated research efforts to identify,
evaluate, and establish preferred winter roosting habitats as a
means of concentrating blackbirds in accessible locations so that
other management strategies can be employed. The use of DRC-1339
and other management approaches offers the potential to further
reduce damage in these situations.

Other methods for controlling blackbird damage to rice which
rice growers could consider include delaying rice planting until
later in the spring after the blackbirds have migrated north and
using shooting or propane cannons to frighten the birds from the
fields. The effectiveness of the latter procedure is determined by
the persistence of the grower and the birds.

QUESTIONS SUBMITTED BY SENATOR COCHRAN

]BOLL WEEVIL [

Question. Over the past two years, APHIS has implemented a

pilot Geographical Information System In cooperation with the

Agricultural Research Service (ARS) to analyze the feasibility of
alternatives of expanding the boll weevil eradication program Into
the remaining cotton- growing areas of the cotton belt.

Are you pleased with the results of this program thus far and
do you intend to continue this cooperative project with ARS until
completion?

Answer. The Animal and Plant Health Inspection Service
(APHIS) Is pleased with the results obtained In developing the
Geographical Information System (GIS) . The GIS technology Is

currently used in Mississippi, and Is being applied to portions of
Florida and north Alabama. As the Information compiled In the
system Increases, the GIS will help to determine the best
configuration for future program Increments and will provide a
rationale for varying grower assessments in different parts of the
States. The system will also Include the locations of threatened
and endangered species, which will help APHIS comply with federal
laws that protect these species.

In Florida, APHIS is applying the system in an actual work
unit setting within the eradication program. This will demonstrate
if the dally operations of the program can be Improved by using the
GIS. In Mississippi, the GIS, In conjunction with a statewide
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trapping program, provides information that is helpful in

developing eradication plans. In addition, the system displays

graphically the levels of infestation across the State on computer

generated maps. In north Alabama, the GIS is being used to

identify environmentally sensitive sites and their proximity to

cotton production land.

Question. What level of funding is needed to continue this

pilot project in fiscal year 1994?

Answer. APHIS would need $500,000 to continue the GIS pilot

project in Fiscal Year (FY) 1994.

Question. The fiscal year 1994 request includes a

$3,380 million decrease below the $13,135 million FY 1993 level for

the boll weevil control and eradication programs.

How much funding do you anticipate will be carried over from

fiscal year 1993 and available for these programs in fiscal year
1994?

Answer. APHIS plans to carry over between $1.0 to $1.5
million from FY 1993 to FY 1994.

Question. Of the total funding available for fiscal year
1994, how much will be allocated to each of the three cooperative

programs, i.e., the High Plains control program, and the Southeast

and Southwest eradication programs?

Answer. The information follows:

FY 1994 BOLL WEEVIL PLANNED ALLOCATION BY PROGRAM

Southeast Program $8,605,000
Southwest Program 661,000

High Plains Program 600.000

Total $9,866,000

Question. The budget justification indicates that the

southeast eradication program calls for eradication of the boll

weevil from all cotton growing areas of the United States by the

year 2015. Where do we stand in meeting this goal?

Answer. APHIS is on schedule to complete eradication of the

boll weevil from all cotton growing areas in the United States by
the year 2015. This projection is based on having 7 to 8

additional program increments of acres treated, with each increment

taking about 3 years to complete.

Question. In fiscal year 1994, APHIS does not propose to

expand the program beyond the eradication areas begun in FY 1993.

Why?

Answer. In FY 1994, APHIS does not propose to expand the

program beyond the eradication areas begun in FY 1993 because other

areas do not have producer support and have not met the criteria to

initiate eradication activities. Although five of the seven
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remaining States have passed necessary legislation, they still need
to develop a sound and affordable technical approach, conduct
educational meetings, and have a positive referenda. These
activities should occur during 1993 and 1994. Alabama is the

exception, where with a positive referenda in 1993 the program
might expand in the summer of 1994.

] CATTLE TICK[

Question. The fiscal year 1994 request for APHIS includes a

decrease of $1,647 million for cattle tick eradication. The budget
justification indicates that the Puerto Rico cattle tick
eradication effort will be funded entirely from the FNS transfer in
fiscal year 1994. It Indicates that although APHIS will cease

funding this effort, it will continue to administer the Food and
Nutrition Service (FNS) reimbursement and manage the program, and
will renew its cooperative agreement with Puerto Rico for the

hiring of personnel.

Does the $1,647 million represent the amount APHIS is

spending, above the $10.8 million transferred from the FNS for
fiscal year 1993, for the Puerto Rico effort?

Answer. Yes, the $1,647 million does represent the amount
APHIS is estimating it will spend for the cattle tick eradication
effort in Puerto Rico for FY 1993. These funds allow APHIS to

provide Federal supervisory personnel, equipment, pesticides,
gasoline, and vehicle maintenance for the Puerto Rico effort.

Question. The fiscal year 1994 request for FNS nutrition
assistance for Puerto Rico deletes the current statutory language
earmarking funds for Puerto Rico's cattle tick eradication project.

What level of funding does APHIS expect to be transferred
from FNS to continue this effort in fiscal year 1994?

Answer. The FY 1994 request for FNS nutrition assistance for
Puerto Rico deletes the current statutory language in the Food
Stamp Program earmarking funds for Puerto Rico's cattle tick
eradication project. APHIS expects a $10.8 million reimbursement
from FNS for Nutrition Assistance for Puerto Rico to continue this
effort in
FY 1994.

Question. What funds will be available to enable APHIS to
administer and manage this program during fiscal year 1994 given
the fact that APHIS' fiscal year 1994 request includes no funds for
this purpose?

Answer. APHIS' ability to administer and manage the program
is based on a $10.8 million reimbursement from FNS in FY 1994.
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PACKERS AND STOCKYARDS ADMINISTRATION

QUESTIONS SUBMITTED BY SENATOR BUMPERS

PACKER CONCENTRATION STUDY

In fiscal year 1992, Congress appropriated $500,000 to the
Packers and Stockyards Administration to study concentration in the
red meat packing industry.

Question. What is the status of the packer concentration

study?

Answer. Six contracts were awarded in September 1992.

Contractors' research methods have been reviewed and communications
have occurred to translate research plans into specific data needs.
Data collection plans for a large portion of the study have been

'

approved by 0MB and data collection will begin in June. Other data
collection plans are being readied for 0MB approval.

Question. What is the project budget for the study, how long
will it take, and when will the report be available?

Answer. Most of the data will be collected in 1993.

Contractors will conduct their analyses and prepare reports by

September 30, 1994. The project is scheduled to be completed at the

end of 1994 when the Packers and Stockyards Administration plans to

complete its summary report. The Agency has redirected resources to

increase its data collection efforts and conduct the study. GAO, in

a 1992 report on the Agency, recommended that P&SA obtain additional
information to define regional markets and monitor competitiveness
in meat packing. Data collected for the packer concentration study
are consistent with data needed to meet the goals identified in the

GAO report. However, the concentration study addresses more

questions more quickly than would otherwise have been possible. The

study has shortened the time frame for methodology development and

data collection, and entails some additional costs associated with

using outside contractors. We estimate that the additional costs

attributed to concentrating our efforts on the study during the

period October 1992 through December 1994, are about $850,000, of

which $500,000 was provided through an additional appropriation to

the Agency in FY 1992.

Question. Please provide for the record a list of groups or

universities you have contracted with for this study and the amount

of their grant.

Answer. Contracts were awarded to Oklahoma State University

(two contracts totaling $203,592); Virginia Polytechnic Institute
and State University ($65,095); Texas A&M Research Foundation

($109,555); Hayenga, Rhodes, Grimes and Lawrence, a partnership
based in Ames, Iowa ($29,900); and University of Nebraska-Lincoln

($83,719).
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CONCLUSION OF HEARINGS

Senator Bumpers. That concludes our regularly scheduled hear-

ings of the subcommittee on the appropriations that we have juris-
diction over, so the subcommittee will recess and reconvene at the
call of the Chair.
Thank you very much, gentlemen.
[Whereupon, at 3:46 p.m., Monday, May 24, the hearings were

concluded and the subcommittee was recessed, to reconvene subject
to the call of the Chair.]

CQ_dr> r\





MATERIAL SUBMITTED BY AGENCIES NOT
APPEARING FOR FORMAL HEARINGS

[Clerk's note.—The following agencies of the Department of Ag-
riculture did not appear before the subcommittee this year. Chair-
man Bumpers requested these agencies to submit testimony in sup-
port of their fiscal year 1994 budget request. Those statements fol-

low:]

DEPARTMENT OF AGRICULTURE

Agricultural Cooperative Service

Statement of Randall E. Torgerson, Administrator

Mr. Chairman and Members of the Committee, I appreciate the opportunity of ap-
pearing before you to present the issues and challenges facing the Agricultural Co-
operative Service. First, I would like to introduce my associates, James E. Haskell,
Deputy Administrator, Agricultural Cooperative Service; and John J. Neesen of the

Budget and Accounting Division, Animal and Plant Health Inspection Service.

mission

The mission of Agricultural Cooperative Service is to promote understanding and
use of the cooperative form of business as a viable option for agricultural producers
and other rural residents.
We strive to help them effectively use cooperatives to improve their economic well-

being and quality of Ufe.

We serve cooperative members, directors, management, educational institutions,
organizations, rural residents, and others with interests in the cooperative form of
business.

Legislative authority for the Agency is found in the Cooperative Marketing Act
of 1926 and the Agricultural Marketing Act of 1946. The legislation directs ACS to:

1. Carry out basic and applied research on various aspects of farmer-owned co-

operatives.
2. Provide technical assistance to existing cooperatives on a variety of marketing,

financial, organizational, and economic problems.
3. Provide assistance and technical support to newly emerging cooperative asso-

ciations in their efforts to organize and establish sound business operations.
4. Collect and disseminate statistics on changes and trends in cooperative organi-

zations, membership, structure, and operations.
5. Fulfill the responsibilities assigned by the Cooperative Marketing Act of 1926

"* * * to promote the knowledge of cooperative principles and practices
and to co-

operate in promoting such knowledge with educational and marketing agencies, co-

operative associations, and others."
6. Make special studies on cooperatives at home and abroad that aid in developing

a knowledge base useful in the development and practice of cooperation.

organization

The Agency is organized into two staff areas and three divisions. Each division
is divided into program areas along commodity or functional lines. Program area
leaders are responsible for developing research agendas, overseeing major research
and technical assistance efforts, and limited administrative duties.
The Cooperative Marketing Division (CMD) is composed of four commodity mar-

keting program areas, Grains and Oilseeds; Dairy, Livestock, and Poultry; Fruits,

Vegetables, and Specialty Crops; and International Trade. CMD provides both re-

search and technical assistance.

(895)
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The Cooperative Services Division (CSD) has a functional orientation with pro-

gram areas in Finance; Legal, Policy, and Taxation; Education and Member Plela-

tions; Strategic Management and Planning; and Farm Supplies and Services. CSD
is research oriented, but also provides technical assistance.

The Cooperative Development Division (CDD) is charged with providing technical

assistance to emerging or developing cooperatives and producer groups desiring to

form new cooperatives. CDD has two program areas: Feasibility and Development
and Field Operations. The three field offices in Columbus, OH; Raleigh, NC; and
Hilo, HI, are the responsibility of the Field Operations Program Area. The Division's

work is primarily oriented to technical assistance.

The Office of the Administrator is composed of the Administrative staff and two

key staff areas. The Information Services Staff (ISS) and Statistics and Technical
Services Staff (STSS) provide agency-wide technical support services.

ISS produces research and educational publications in addition to the Agencj^s
montiily magazine. Farmer Cooperatives. STSS is responsible for the annual collec-

tion, entry, verification, and maintenance of cooperative statistical databases and

provides data processing support to Agency researchers.

Not fully recognized is the rural development implications of these activities—and
in particular the establishment of cooperatives. Cooperatives generate jobs and in-

come in their own right, and that income is generated and expended locally. Their
establishment (and presence) have clear development advantages for areas where
market failure problems exist, and where broad distribution of user-benefits is criti-

cal. These conditions overlap closely, and in some ways even define the needs of

areas with major developmental deficits. Through its manifold missions and prac-

tices, ACS helps improve understanding of the practical concepts of mutual self-help
business activity and the operations of cooperatives, thereby improving member eco-

nomic returns and self empowerment, organizational empowerment, and ultimately
rural development.

SIZE, LOCATION, AND FIELD STRUCTURE

Agriculturfil Cooperative Service (ACS) is an independent Agency of the United
States Department of Agriculture, reporting to the ^sistant Secretary for Market-

ing and Inspection Services. The Agency is headqusirtered in Washington, DC, and
has one-person field offices located in Colvunbus, OH; Raleigh, NC; and Hilo, HI.

The Agency has a staff year ceiling of 69 and is currently staffed at that level.

HOW THE AGENCY IS DOING WITH 1993 FUNDS

Agricultural Cooperative Service is funded almost entirely through appropriations.
A small amount is received from user fees on Agency publications. Appropriations
for fiscal year 1993 is $5,640,000, the same amount as for fiscal year 1992. With
increased pay costs (over 72 percent of the Agency's appropriations are utilized for

payroll purposes), and a level budget, we are closely managing the controUables
such as travel, printing and equipment purchases. Approximately $200,000 will be
available for cooperative research agreements this year.

CURRENT ACTIVITIES

The Agricultural Cooperative Service assists producers in developing efficient and
effective cooperatives to overcome the increasing disparity of marketing power with
food firms with whom they deal. Significant adjustments are occurring of necessity

among the cooperative businesses owned by farmers and ranchers. It is our role to

conduct research and to work with these producer-owned businesses as they adapt
their operations to dynamic changes occurring in the food system. Current rese£irch

Erojects

are addressing such managerial issues as finance, strategic planning, mem-
er governance, education, and cooperative taxation. Other research examines the

role of cooperatives in the dairy industry, fiiiits and vegetables marketing and proc-

essing, grain and livestock marketing, farm supply procurement and sales as well

as international trade opportunities and challenges.
ACS staff participated in 123 technical assistence projects involving 131 coopera-

tives and producer groups in fiscal year 1992. The staff addressed 62 new technical

assistance requests in 1992, a 10 year high. Projects were cfirried out on behalf of

49 established cooperatives, and 80 projects involved emerging and-developing co-

operatives or producer groups. Eight producer ^oups were incorporated as new co-

operatives in 1992. Requests for technical assistance continue to increase as pro-
ducer groups and established cooperatives seek help in solving their diverse eco-

nomic problems.
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As the primary source of information on cooperatives for cooperative organiza-
tions, the educational system, and the general public, ACS maintains an inventory
of nearly 150 research and education titles. In fiscal year 1992, the Agency re-

sponded to over 1,000 requests for information, distributing more than 67,000 publi-
cations. Farmer Cooperatives, a major tool in the

timely dissemination of informa-
tion about cooperatives, is the only national magazine dedicated to agricultural co-

operatives.
Materials distribution and cooperative educational requests are not limited to the

U.S. For example, the Agency hosted foreign visitors from 21 countries (a majority
of them from Eastern Europe and the NIS) this past year, briefing them on USDA
programs and policies as well as various aspects of U.^ agricultural cooperation.

PROBLEMS OR ISSUES

As farmers look through the remainder of the 1990's and beyond they see a world
and a marketplace that is rapidly changing. It is a world shaped by increased global
influence on U.S. markets, growth of larger, more complex business organizations,
greater immediacy of environmental and nutritional concerns, and the budgetary re-

alities forcing adjustments to traditional farm programs. It is a world of increased

opportunities for farmers, but a world fraught with risk.

Accepting risks is nothing new to farmers; they are perhaps the biggest risk tak-
ers of all. But what has characterized farmers is their ability to use all the tools
available to make these risks manageable. In the future, as in the past, one of the
most important and significant of these tools will be the

cooperative business orga-
nization. Cooperatives are one of the tools farmers use to take control of their own
economic lives.

Cooperatives are private investments by farmers in their own futures. It is in sup-
port of this private sector approach that the Federal Government has historically
made its investment in the promotion of knowledge and use of cooperatives. The
Federal Government has attempted to ensure that all farmers and rural residents
tire able to avail themselves of this critical tool for solving their own problems and
meeting the future challenges of the marketplace.The inagnitude of changes inevitably call forth the use of institutional mecha-
nisms, like state and federal marketing orders, that enable farmers and ranchers
to cooperatively market their products m an orderly fashion. Such mechanisms are

necessary to help share the costs of group action from which other market channel
participants benefit. The development of new self-help mechanisms and rules is nec-

essary as new forms of contracting of identity preserved products are used in botJi

crops and livestock industries. Our role is to help identify
the organizational ap-

proaches and market strategy that addresses producer needs and assures a continu-
ation of public goods that cooperative marketing offers.

Another challenge can be viewed in the context of the rural community as a
whole. It is found in the general turn down of the rural economy in the mid-1980s
which left many main street businesses in small towns boarded up and community
infrastructure

greatly
weakened. This development has given more exposure to the

cooperative form of business and the possibilities it represents as a tool for rural

development. The public goods opportunities
for cooperatives have therefore ex-

panded as rural residents look to tnemselves for locally generated solutions and rely
on local resources to generate local options.
Through its programs of "helping others help themselves," the Agricultural Coop-

erative Service has been the point Agency in the Federal Government's effort to pro-
mote and stimulate a strong cooperative infrastructure.
Over the past two decades, cooperative education activities have eroded at all lev-

els. At ACS we are seeking ways to counter this increasingly worrisome trend. We
have iust completed a national education task force study that identifies measures
that ACS and ether cooperative educators can take to address deficiencies in cooper-
ative education. These actions include development of audience specific educational
materials, research on the performance of existing educational programs, increased
education of core cooperative educators, and improvement of national level coordina-
tion and communication.
Of

particular importance is the recommendation that a better job needs to be done
of "educating the educators" and those at the state and local level who work

closely
with farmers and other rural residents. These people need to understand enough
about cooperatives to recognize when a cooperative approach is needed and to get
farmers started on the right track.
Economic research on issues and problems facing cooperatives has been done, over

the years, by ACS and university researchers. The results of this broad and diversi-
fied research effort have been directly appUed by members in their cooperatives,
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thereby making the cooperative system more effective, efficient, and responsive to

member needs and the demands of the marketplace. Benefits have accrued to farm-

ers, rural residents, and consumers alike.

The tandem effort ofACS and the land grant university system(s) has been highly
effective over the years. However, we are seeing cooperative-related research dis-

appearing at many of our universities and with it the teaching and development of

students possessing a strong base of knowledge in cooperatives. This emphasizes the

importance of ACS s continued program of research and educational material devel-

opment at the federal level, as well as collaboration on research initiatives.

BUDGET REQUEST

The fiscal year 1994 budget request for the Agricultural Cooperative Service is

$5,733,000. The request sh5ts $450,000 fi-om appropriations to user fees for tech-

nical assistance provided to larger cooperatives with a positive earnings record in

recent years.
Other changes include an increase of $39,000 for non-salary inflation; an increase

of $94,000 for pay cost adjustments; and a decrease of $40,000 for administrative

efficiency.
The Agency will continue its research and technical assistance programs to exist-

ing cooperatives and our cooperative development activities including field oper-
ations in Hawaii, Ohio, and North Carolina.
Mr. Chairman, I thank you for the opportunity to present this statement. We will

be glad to respond to any questions.

Economic Research Service

Statement of John E. Lee, Jr., Administrator

Mr. Chairman and members of the committee, I am pleased to appear before you
to describe the mission, programs, and activities of the Economic Research Service.

MISSION

The mission of the Economic Research Service is to provide poUcjmiakers, farmers,
and others the economic information they need to make decisions that improve the

performance of agriculture and the rural economy. We do this with a muJtifaceted

program that includes short-term analyses in response to request from the Secretary
of Agriculture and others, analysis of situation and outlook for agricultural markets,
analysis and publication of ongoing indicators of performance and well-being of agri-
culture and the people associated with it, and longer term, problem-oriented re-

search on issues lugh on the public agenda.
ERS is unique. There is no other research organization that has responsibility for

addressing comprehensive economic problems facing agriculture, the food industry,
natural resources, and rural America fi-om a national perspective. Together with our
sister agency, the National Agricultural Statistics Service, we provide economic in-

formation on which the Nation's food and agricultural system operates.
Our small staff is stretched thin across a broad agenda of issues and services that

are critical to national policymaking, management of Federal programs, and the on-

;oing operation of America's food, agricultural, and rural businesses. While the in-

uence of what ERS does is pervasive, the agency is not highly visible to the public.

ORGANIZATION AND STAFFING

ERS currently has 669 full-time employees organized into four program divi-

sions—agriculture and niral economy (134), agriculture and trade analysis (143),

commodity economics (177), and resources and technology (124)—a data services

center (60) and my office (31), which includes a number of miscellaneous agencywide
services such as facilities management, library, EEO counselor, international

pro-
grams staff, information resource management staff, program planning and evalua-
tion staff, and data and staff analysis coordinators. Of the 669 full-time employees,
459 are economists (mostly agricultural economists), 35 are other social scientists,
and the remainder are in various

support occupations, including 55 computer spe-

cialists, 49 clerks, and 42 secretaries/office managers. ERS also has 40 part-time

employees, some in most of the above capacities. 'The ERS appropriation also funds
staff in other USDA agencies: 104 full-time and 4 part-time in the Economics Man-
agement Staff (which provides personnel, procurement, budget, and publication sup-
port to ERS), 5 full-time in the Office of Energy, and 4 full-time in the Economic
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Analysis Staff. All ERS staff and the publications division of the Economics Manage-
ment Staff work at 1301 New York Avenue NW, Washington, D.C., in leased space.

FISCAL YEAR 1993 BUDGET

ERS's fiscal year 1993
appropriation

is $58.9 million, unchanged from fiscal year
1992. In order to absorb the increased salary costs and inflation in nonsalary ex-

penditures, ERS has had to reduce its staff. We are, nevertheless, proceeding with
the high priority programs that we are committed to carry out in fiscal year 1993,
and attempting to minimize the adverse affect of absorbing the increased costs of

doing business by increasing the efficiency of the remaining staff, principally
through increased automation of data bases and work flow processes.

FISCAL YEAR 1994 BUDGET

ERS's fiscal year 1994 budget is $51.5 million, $7.5 million less than the fiscal

year 1993 appropriation, comprised of four proposed decrease items and two in-

crease items.

The major decrease proposal is for an $8.4 million reduction in economic analysis
and research, which represents a 14-percent downsizing of ERS. ERS plans to save
these funds by consolidating its resources on issues most important to USDA in the

1990's, reducing lower priority areas, and reducing data purchases and support
services.

We are also requesting two inflation-related increases of $405,000 for a projected
2.7-percent increase in nonsalary costs and $979,000 for part of the fiscal year 1993

pay raise.

PROGRAMS

ERS DEVELOPS INFORMATION ON CURRENT AND FUTURE MARKET CONDITIONS

ERS's so-called "situation and outlook" program is designed to provide intelligence
and analysis of current conditions and both near- and long-term developments in
food and agricultural markets. This analysis explains what the market situation is,

why the markets are what they are, and what the
prospects

are for the future. More
important than our forecasts are our e^lanations of the supply and demand forces

that drive the outlook, so that users of tiie ERS work are in a better position to

apply their own judgment about potential market developments.
The use of ERS situation and outlook analyses is pervasive:—The Department uses ERS situation and outlook analyses to monitor and adjust

the operation of farm programs. For example, the setting of commodity loan
rates and Acreage Reduction Program percentages begins with ERS analyses of

crop prospects for the year in question.—In every State and nearly every county of the United States, extension agents
use the ERS situation and outlook reports each month, with adjustments to re-

flect State and local conditions to brief farmers and agribusiness people. The
avtiilability of ERS's commodity outlook reports to State extension specialists is

now more critical than ever since most States have been forced by their own
budget cutbacks to eliminate their own analysts.—Many farm magazines have pages that feature analysis of prospects for individ-

ual commodities. Almost always, the underlying analyses for those pages come
from ERS publications.—^Farm and commodity organizations are heavily dependent on ERS's analysis of

production, consumption, price, and export prospects.
The ERS situation and outlook program is unique in another way: the intelligence

and analyses are integrated into a comprehensive view of the agricultural sector—
from wheat prices to farm income to program participation

—ensuring consistency
across the different subject areas.
ERS also has the lead role in USDA's effort to provide longer term analysis of

agricultural prospects and trends. ERS coordinates most of the analysis and con-
ducts underlying research on long-term factors affecting U.S. and global agriculture.
Our data and analysis are used as the Department's benchmark for measuring the

impact of various policy, financial, technological, and resource-use scenarios. For ex-

ample, the many scenarios analyzed during the 1990 Farm Bill debates and as part
of the GATT and NAFTA negotiations were done by ERS staff" using the ERS base-
line. The baseline also provides the basis for the Department's 5-year budget projec-

tions, for evaluating loan applications in the Farmers Home Administration, and for

many other policy purposes.
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Each year, ERS publishes approximately 150 situation and outlook reports on
nearly 30 different topics. These include costs of production, inputs, international

(foreign countries and global), domestic crops, livestock, poultry, specialty products,
productivity, marketing margins, farm income, and macroeconomic data. And a new
effort is underway to develop an annual "State of the Agricultural Environment" re-

port. Paid subscriptions and reprints account for about 220,000 reports annually.

ERS PROVIDES SERVICE TO OTHER AGENCIES

Our analysts are continually participating in and contributing to a significant
number of departmental priority activities or simply providing a service to other

agencies. Last year, for example, ERS was involved in: developing profitable farm

practices that meet the goals of the Water Quality Initiative; conducting a large,

multi^ear study for the Federal Grain Inspection Service to determine the costs and
benefits of improving the quality of grains and oilseeds for export; doing a regu-
latory impact analysis of food labeling proposals; providing analytical backup to im-

plementation of the Endangered Species Act; preparing a series of reports on etha-

nol; doing several research projects for the AgriciilturaT Stabilization and Conserva-
tion Service on commodity progreim operations; and analyzing dozens of regulatory
proposals ranging firom labeling to food inspection. We also produce the estimates
used in setting beef import quotas; and we estimate how much commercial butter
and cheese sales will be displaced by the Food and Nutrition Service's food donation

pro-ams.ERS data and analyses are heavily used by the Congressional Research Service,
General Accounting Cnfice, and Office of Technology Assessment as they respond to

congressional requests.

ERS PROVIDES ESSENTIAL INFORMATION FOR POLICYMAKING AND PROGRAM
MANAGEMENT

ERS provides the Secretary of Agriculture and other policy officials with accurate
and timely information and analysis as inputs to Departmental decisionmaking. The
Department has a broadening £irray of responsibilities covering food assistance, nu-

trition, food safety, international trade, and rural development, as well as continu-

ing to operate tra<Utional farm programs and provide market information. ERS has
the unique responsibility of fulfilling the Department's information needs in all of

these areas. EKS has the capacity to develop basic information and assess impacts
on farmers, agribusiness, consumers, rural people, the environment, and the overall

economy in a comprehensive, objective, and timely manner. For example:
Commodity Market Data and Analysis.—ERS provides data collection and analy-

sis on supply, demand, and price of all major farm commodities. This information
is used to develop the official Departmental outlook estimates that underlie policy
assessment. These activities also provide a "level playing field" for farmers and
other market psuticipants by ensuring that basic information is available to all.

Food Safety.
—ERS

supports
FSIS and APHIS rule making with economic analysis

of benefits and costs ana distributions of effects. It also assists in developing re-

search information to respond to the public's concern about chemical and microbial
contamination. ERS assistance ranges from estimating the economic impact of

changes in poultry inspection to analyzing the impacts and likely effectiveness of

the Secretary's new food safety strategy. ERS is also collaborating with the National

Agricultural Statistics Service and the Agricultural Marketing Service to collect in-

formation on the use of agrochemicals in food production and marketing, and is re-

sponsible for doing foUowup cost/benefit analyses.
Domestic Food Assistance and Nutrition.—ERS played an important role, working

with the Food Safety and Inspection Service, in conducting the cost/benefit analysis
of nutrition labeling. ERS is now

heavily
involved in evaluating alternative nutri-

tion education programs. ERS is the lead agency for major parts of the new USDA
10-year Nutrition Monitoring Plan, and is working closely with the Human Nutri-
tion Information Service to improve food survey data used to support the

Depart-
ment's nutrition and food assistance programs. The agency also provides analyses
for the Food and Nutrition Service of longer term program options such as food

stamp cash-out and electronic benefit transrers.
Rural Development.—^The

Secretary
has statutory authority to lead Federal rural

development efforts. This reauires him to collaborate with many other agencies
whose programs affect the well-being of rural people and viability of rural commu-
nities. The capacity to generate research information to help the Secretary shape
Federal rural development efforts exists mainly within ERS. That capacity has
made ERS research information and staff

support
a critical resource in USDA-led

Federal initiatives; for example, formation and funding of state rural development
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councils, and establishment of a strategy development program in the Rural Devel-
opment Administration. Moreover, ERS plays a Key role for the Secretary in assur-

ing that initiatives undertaken by others—the National Governor's Association;
General Accounting Office, OfBce of Technology Assessment, and the Congressional
Research Service; private foundations; and international organizations—have access
to a factual assessment of current rural conditions and a research-based analysis
of future opportunities and challenges.
Water Quality and Pesticide Use.—ERS plays a critical role in USDA water qual-

ity efforts, performing analyses and evaluating policy options to weigh the potential
costs and benefits to farmers and other citizens. ERS cooperates with National Agri-
cultural Statistics Service to collect national data on current levels and trends in
chemical use. These survey data are the only reliable source of information to assist
the Department in assessing the impact of chemicals on the Nation's water quality
and strategies to improve water quality. Similarly, ERS and National Agricultural
Statistics Service data, and ERS research capacity, underpin USDA assessments of
alternative pest control strategies—especially the likely effects on crop yields, farm-
ers' costs and returns, and food quality and price.
Trade Strategies—GATT and NAFTA.—ERS is the only source in the U.S. Gov-

ernment of in-depth agricultural trade policy and economic information on foreign
countries. As a result, ERS staff have played a key role in providing analyses of

strategic options to U.S. officials involved in trade negotiations. Many of the posi-
tions adopted by the United States were recommended by USDA, and were selected
because of the ERS analyses of potential impacts. As a member of USDA's NAFTA
Task Force, ERS analyzed the effects of alternative trade policy provisions on 31
commodities, assessing the costs and benefits for States and regions, the environ-
ment, farm workers, food safety, and farm income. ERS was the principal contribu-
tor to several major GATT and NAFTA analyses released by USDA during 1991 and
1992. We expect a continued high level of activity as the negotiations continue.
Food Aid and Development Assistance.—^ERS analyses of the agricultural and food

situation in the former U.S.S.R. helped the U.S. Government focus U.S. assistance
on facilitating basic reform in institutions and legal structures, not just food aid.
These analyses formed the basis for coordinated assistance by the industrial na-
tions, meeting real aid needs, while not blocking fundamental restructuring in agri-
culture and other sectors. Similarly, ERS is the main source of information on the
agricultural supply

and demand situation for the Africa Bureau of the U.S. Agency
for International Development, which uses the ERS information to provide bench-
marks required by the Congress for the Development Fund for Africa. In cases of
serious drought and famine, ERS is the agency turned to for reliable information
about the extent and likely scale of food aid needs.
This is

only
a sample of the policy issues where ERS plays a key role in informing

departmental decisionmaking.

ERS-FUNDED SURVEYS PROVIDE IMPORTANT DATA NOT AVAILABLE ELSEWHERE

ERS funds surveys each year on farm costs and returns, farmland values, natural
resources, and water quality. The surveys are conducted in response to mandates
and information requests from different sectors of the government. For example, the
Farm Costs and Returns Survey is congressionally mandated and provides data for

estimating farm income, costs of production of major commodities, and the financial
condition of farm operators. The Post-Farmgate Pesticide and Chemical Use Survey
and Water Quality Survey provide essential data for estimating the impacts of
chemical use and regulations on agriculture. The Land Values Survey provides the
only data on prices of farmland. By providing an unbiased and highly regarded pool
of information, the various surveys further the quality of data available not only to
ERS analysts but agricultural producers, public policymakers, university research-
ers, agribusiness decisionmakers, and associations concerned with rural and envi-
ronmental issues.

ERS DEVELOPS INDICATORS THAT PROVIDE A COMPREHENSIVE PICTURE OF
AGRICULTURAL AND RURAL CONDITIONS

ERS produces a host of economic and social indicators on such diverse topics as

agricultural land values, the costs of production for major crop and livestock enter-

prises, nonmetro earnings, per-capita food expenditures, and world trade in agricul-
tural commodities. In the aggregate, these indicators describe the status and major
trends over time of the food and agricultural system, natural resources, and the
rural economy.
ERS collects a small amount of the data directly; other data £U"e purchased or ac-

quired from other sources, primarily the National Agricultural Statistics Service.



902

Even for data from other sources, ERS adds considerable value to the data through
interpreting them, correcting them, and putting them in publications and electronic

data bases that make them more accessible to public and private decisionmakers.

Major users of the indicators are Congress (which has mandated many of the indi-

cators) and the Administration, which uses the data to help formulate, administer,

implement, and evaluate agricultural and rural programs and policies. However, the
indicators are also used by a wide range of nongovernmental sources, including agri-
cultural and food producers, university researchers, rural bankers, and agribusiness
decisionmakers. By contributing to a better public understanding of ongoing events
in the agricultural sector and rural areas, the indicators serve the interests of do-

mestic and global producers and consumers alike. The indicators constitute much
of what people think they know about U.S. agriculture and the rural economy.

ERS'S RESEARCH PROGRAM SERVES AS THE ANALYTICAL FOUNDATION FOR ALL OTHER
PROGRAM ACTIVITIES

The ERS research program generates the knowledge base for all the other func-

tions—staff analysis, economic and social indicators, and situation and outlook. The
research, which covers a broad range of themes, is designed to gain a better under-

standing of the conditions of different economies, market systems, and sectors, and
the underlying relationships between policies and events and the resulting out-

comes.
For example, the agricultural sector is affected by trade, environmental, and mac-

roeconomic policies. Agricultural producers in the United States use pesticides in

the production of commodities. If pesticide use is restricted to protect the environ-

ment, (i.e., water quality, human and/or wildlife safety), then the producer's cost

structure changes. The mix of commodities and how they are produced, the competi-
tiveness of U.S. commodities in international markets, farm income, consumer

prices, Federal outlays, and rural well-being may or may not be affected, but policy-
makers need to know whichever is the case. Similarly, agricultural and trade poli-
cies have an impact on the environment and the rural community.
ERS attempts to use research produced by universities and other organizations,

and great care is taken to avoid duplication of research done by others.

CLOSING REMARKS

I appreciate the support that this Committee has given ERS and look forward to

continue working witii you and your staffs to ensure that ERS is addressing the

highest priority issues and making the best possible use of the funds entrusted to

it, through you, by the U.S. taxpayer. All members of this Committee will be pro-
vided key ERS publications and otiker available information. Please do not hesitate

to call on us for information and assistance.

Thank you. I will be happy to respond to your questions.

Federal Grain Inspection Service

Statement of David R. Galliart, Acting Administrator

Mr. Chairman and Members of the Committee: I appreciate this opportunity to

acquaint you with the responsibilities and activities of the Federal Grain Inspection
Service (FGIS).

introduction to fgis

FGIS was created by Congress under the U.S. Grain Standtu-ds Act of 1976 (the

Act) to manage the national grain inspection and to institute a national grain
weighing program. The goal of creating a single Federal grain inspection entity was
to ensure the development and maintenance of uniform U.S. standards for grain, to

develop and implement inspection and weighing procedures for grain in domestic
and export trade, and to facUitate grain marketing.
The Agencjr's responsibilities lie in three main areas: (1) Establishing and main-

taining official U.S. grain standards for barley, canola, com, flaxseed, oats, rye, sor-

ghum, soybeans, sunflower seed, triticale, wheat, and mixed grain; (2) Inspecting
and weighing grain and related products for export trade, and making such services

available, upon request, for domestic trade; and (3) Supervising the official grain in-

spection and weiglung system.
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PROVISION OF SERVICES

The official grain inspection and weighing system is a network of FGIS field of-

fices, and Federal, State, and private agencies that are authorized by FGIS to pro-
vide official grain inspection and weighing services. There are approximately 2,900
inspectors in all, of which 489 are FGlS employees.
Under the Act, grain exported from the Umted States must be officially weighed

and inspected, unless it is exported by train or truck to Canada or Mexico. Essen-
tially, it is FGIS'

responsibility
to inspect and weigh grain for the purpose of certify-

ing that grain exported from tne United States meets contract specifications.
In addition, all com exported fi-om the United States must be tested for aflatoxin

prior to shipment, unless the contract stipulates that testing is not required. These
mandatory official inspection and weighing services are provided by FGIS on a fee
basis at 57 export elevators, and by 8 delegated States at an additional 22 export
elevators.

Domestic inspection and weighing services are provided by 72 designated agencies
that employ personnel licensed by FGIS to provide such services. The official inspec-
tion and weighing of U.S. grain in domestic commerce are performed upon request
on a fee basis.

Under the Agricultural Marketing Act of 1946 (AMA), FGIS provides inspection
and standardization services related to rice, pulses, and processed grain prodiicts
such as flour and com meal, and other agricultural commodities. Services under the
AMA are performed upon request, on a fee basis, for both domestic and export ship-
ments, eitner by FGIS employees or individual contractors, or though cooperative
agreements with States.

THE INTEGRITY OF THE SYSTEM

FGIS maintains an extensive compliance program to ensure that the Act, the
AMA, and regulations, procedures, and policies issued under the statutes are imple-
mented properly and uniformly.
A management control program allows FGIS to effectively evaluate procedural

conformance and operational efficiency nationwide. Compliance reviews evaluate
management effectiveness and procedural compliance of FGIS field office circuits
and official agencies.

BUDGET

FGIS is predominantly a user-fee funded operation. The total Agency budget re-

quest for fiscal year 1994 is $54.4 million operating authority. Of tms $54.4 million,
$4.7 million is requested for existing appropriated activities. The fiscal year 1994
appropriated reauest includes funding only for compliance activities, which ensure
the integrity of tne official system.

Standardization activities, estimated to be $6,882,000, in fiscal year 1994, will be
covered by shifting these costs fi*om appropriated to user fee fiinmng. These activi-
ties should be paid for by those who benefit from them, primarily the grain industry.
Standardization activities involve establishing and maintaining the official U.S.

grain standards, developing and implementing standard methods and procedures,
maintaining a quality control program covering all aspects of grading and inspec-
tion, and approving equipment for the official inspection and weighing of grain.

Inspection and weighing activities, funded by user fees in fiscal year 1993, are es-
timated to be $42.8 million in fiscal year 1994.

In fiscal year 1993, the total Agency budget authorization is $54.2 million, of
which $11.4 million is appropriated funding. User fees currently account for over 76
percent of our funding. In fiscal year 1993, standardization and compliance activi-

ties are funded with appropriations.
Because of our reliance on user fees, decreases in the volume of grain exported

from the United States directly affect our revenues. Between fiscal years 1989 to

1991, U.S. agricultural exports dropped fi-om 117.1 to 97.1 million metric tons
(MMT). In 1992, exports increased slightly to 105.7 MMT.

Currently, the number of official inspections performed decreased fi-om 2.8 million
in fiscal year 1988 to 2.4 million in 1992.

During that same time period, user-fee revenue declined by $5.5 million (fi-om

$34.5 to $29.0 million). Economic conditions clearly dictated the need for an efficient

and cost-effective national system. In response, the Agency has cut user-fee funded
obligations by $5.5 million (from $34.8 to $29.3 million). We accomplished this re-

duction by consolidating field offices and suboffices; abolishing several headquarters
positions; strictly limiting monies spent on travel, training, and equipment pur-
chases; and, trimming our staffing levels from 975 in 1982 to 752 in 1990 to 649
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today. Fee increases have been very limited throughout these years. These stringent
cost controls continue into fiscal year 1993.

At the end of this fiscal year, Public Law 100-518, enacted October 24, 1988,
which authorized FGIS programs, will expire. FGIS has recommended legislation to

reauthorize the sunset provisions of the statute to continue the Agency's programs
through September 30, 1998.

PROGRAMS AND INITIATIVES

FGIS remains committed to a "customer-first" orientation. We continue to develop
and implement programs to better meet the needs of the U.S. grain marketing sys-
tem. The OflBcial Commercial Inspection Service is one such program.
This new level of service allows users to tailor ofScial grain inspection services

to fit individual needs. Applicants for this service select specific features from other

"complete" services, or modify the current inspection procedures, without sacrificing

inspection quality.
The new service has served dual purposes. It has made the quality of the oflBcial

system available to those who previously found ofBcial inspection services too costly
or time-consuming. And, it has generated new business for ofBcial inspection agen-
cies.

The Agency cvurently is addressing a variety of issues related to our mission and
the marketing of U.S. grain. Our efforts in the areas of objective testing technology,
food safety, and standardizing the official system are fundamental and ongoing.

Objective Testing
FGIS is continuing to develop and implement improved and more objective testing

methods for the official grain inspection system. For example, FGIS presently is im-

plementing a rapid procedure to determine protein in wheat using near-infrared
transmittance instruments (NIRT). We believe that the official inspection system
and industry will benefit fi*om this change in protein testing technology. The NIRT
saves time, lessens errors caused by operator influence, and improves the reproduc-
ibility of protein measurement.
FGIS also is developing a single kernel hardness tester to objectively classify

wheat, and to provide quality information that will allow the marketplace to better
assess the value of wheat.

Furthermore, we are pursuing objective technologies that measure sprout damage
and enzyme activity in wheat, determine odor in grain, and insect infestation.

Food Safety

Food safety remains a priority. Mycotoxins—^which are naturally occiuring toxins

produced by molds that may be present in grain and oilseeds—continue to be of in-

terest to both foreign and domestic customers. Reports of a delayed com harvest in

the upper Midwest this year prompted renewed interest in mycotoxins on the part
of consumers and the grain industry.

In response to these concerns, FGIS is investigating quick tests that measure var-

ious mycotoxins in grain, including vomitoxin and fiimonisin. FGIS already has ap-

proved and implemented test kits that safely and
rapidlv

measure aflatoxin.

FGIS' efforts in the food safety arena also include the recent implementation of

a program to monitor pesticide residues in domestic and export wheat samples. A
similar program that will monitor com for residues is being developed.

Standardizing the Official System
In recent years, FGIS has increased the uniformity of the grain inspection and

weighing system by strengthening its quality control program. Today, FGIS' exten-
sive monitoring and checktesting programs are formalized into the official proce-
dures for grain inspectors.
FGIS currently is working with the National Institute of Standards and Tech-

nology and the National Conference on Weights and Measures to further improve
the uniformity of the system by developing a standardized equipment evaluation

program for grain moisture meters and near infi-ared testing equipment.
FGIS also continues to work with the grain industry and other Government enti-

ties to develop an objective wheat classification system.

CONCLUSION

Since its inception, FGIS has played a crucial role in the marketing of U.S. grain
both in domestic and international markets. We remain committed to strengthening
and improving the official grain inspection and weighing system and to provide to

our many customers services that are second to none. Thank you.
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National Agricultural Library

Statement of Joseph H. Howard, Director

Mr. Chairman and members of the Subcommittee, it is a pleasure to have this

opportunity to explain the proposed fiscal year 1994 budget for the National Agricul-
tural Library (NAL).

I'd like to begin with a little background on NAL.
With the

Library
of Congress and the National Library of Medicine, NAL is one

of three national libraries of the United States.
In simplest terms, NAL's role is to gather, maintain and make accessible the agri-

cultural information and knowledge that is necessary to assure that the United
States remains the most productive agricultural nation in the world.
NAL provides reference and information assistance to federal, state and local gov-

ernment scientists, researchers and officials; professors, researchers and studente at
universities and colleges; private

scientific and agricultural organizations; business
leaders; the news media; the general public and foreign government agencies.
We are an agency of the IJ.S. Department of Agricmture and also serve as the

departmental library serving USDA employees worldwide. As the Director, I report
to the USDA Assistant Secretary for Science and Education. I am supported by as-

sociate directors for automation, pubUc services and technical services. There are

approximately 200 people working at the Library, including librarians, computer
specialists, information specialists, and support staff. NAL is located on the grounds
01 the Beltsville Agricultural Research Center in Beltsville, Maryland.
The NAL collection numbers over 2 million volumes. We also receive about 26,000

periodicals each year. The NAL collection is contained on 48 miles of bookshelves
located on the 14 floors of the NAL building. The collection dates back to the 17th

century and includes items in 75 different languages. In addition to books and peri-
odicals, the NAL collection contains photographs, slides, film, videotape, theses, pat-
ents, software and artifacts. The NAL collection grows at a rate of several thousand
items a year and we are fast approaching a point where we will have no more space.
We are currently working to develop plans to deal with this problem.
NAL is the coordinator and primary resource for a nationwide network of state

land-grant university libraries and USDA field libraries. These libraries, with NAL,
form a document deliverv service that allows interlibrary loan of agricultural mate-
rials nationwide. NAL also works with land-grant libraries on programs to improve
access to and maintenance of the nation's agricultural knowledge. This is being done
more and more through the application of electronic technologies such as compact
discs, laser discs and text digitizing. I'll address this later in my remarks. Access
to the NAL collection is provided through the Library's bibliographic database
AGRICOLA (AGRICultural OnLine Access), the heart of NAL activities. AGRICOLA
is available online or on compact disc and contmns 3 million citations to agricultural
literature. It is known and respected by agricultural researchers worldwide.
The 11 information centers maintained by NAL are another important aspect of

the Library's operations. These centers provide customized information services in
areas of particular concern to the world agricultural community. Subjects covered
are agricultural trade and marketing, alternative farming systems, animal welfare,
aquaculture, biotechnology, food and nutrition, plant genome, rural development,
technology transfer, water

(quality
and youth development.

This is just a brief overview of NAL and our activities. The nation's agricultural
community looks to the Library as a leader in developing techniques and programs
to improve the flow of agricultural information to those who depend upon it. NAL
makes optimum use of its yearly budget in meeting this important responsibility.
For fiscal year 1994, NAL is requesting a total budget of $17,915,000, an increase

of $200,000 above the current funding level for NAL. Within the total, we propose
reductions in administrative costs in line with the President's Executive Order to

promote greater efficiency in program delivery. We will meet this through the reas-

signment of certain management responsibilities, reductions in supply and furniture

purchases and savings in utility and travel costs. We also propose the elimination
of the grant to the Leflar School of Law. These savings, in addition to the proposed
increase of $200,000, will allow NAL to address critical priorities to continue and
improve our basic library services.

First, we plan to devote $462,000 to journal subscriptions and document delivery
services to meet the escalating costs for library materials, services and equipment.
These escalating costs are continuing to erode NAL's ability to provide basic agricul-
tural information services.

Presently, about 80 percent of NAL's library materials budget is used for subscrip-
tions to agricultural and scientific journals. NAL users rely on these publications
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to obtain resvdts from the most current scientific research. The cost for jovimal sub-

scriptions is increasing at an average rate of 15 percent annually. This figure is

even higher for certain journals covering subjects particularly important to NAL
users. For instance, veterinary medicine journals have gone up an average of 60 per-
cent and animsd science journals 57 percent.

In addition to reinstating lapsed subscriptions, the increase would also allow NAL
to maintain current subscriptions, obtain subscriptions to new electronic journals
and software products, and acquire new titles on subjects directly related to USDA
research efforts.

This increase of $462,000 would also enable NAL to meet the rising costs of docu-

ment delivery services. In fiscal year 1994, the cost of document delivery services,

including the regional document delivery system and interlibrary loan activities,

will increase by approximately 15 percent.
Other increases NAL is seeking are an increase of $241,000 to cover a 2.7 percent

increase in non-salary costs, and a $201,000 increase for the annualization of the

fiscal year 1993 pay raise.

This concludes my remarks related to specific items in the NAL budget request.
Before I close I would like to relate a few examples of NAL activities that illustrate

the importance of the Library to both U.S. agriculture and to the American people.

Following the recent outbreak of food poisoning, in the northwest United States,
caused by the E. coli bacteria, USDA's Food Safety and Inspection Service, which
was spearheading the federal response, contacted NAL requesting as much informa-

tion as possible on tiie bacteria. In minutes, NAL staff had a
comprehensive listing

of E. coU literature and were providing copies of listed materials. Within hours, cop-
ies of 65 articles and books had been provided. NAL followed up on this activity by

producing a complete bibliography of E. coli materials in the collection and provid-
ing copies nationwide, free of charge. NAL routinely responds to such needs, not

ordy from USDA agencies, but from throughout the world's agricultural community.
This type of service is tiie backbone of our operations.
The National ^ricultural Text Digitizing Program (NATDP) is just one example

of many which illustrates how NAL is shaping electronic information
technolo^

so

that agricultural libraries can better serve the nation. Through this prograin, NAL
and land-grsmt university libraries are producing and distributing to libraries na-

tionwide whole sections of the NAL collection on CD-ROMs. The program began in

1986 as an effort by NAL and the land-grant libraries to examine andf develop ways
that technology advances could be applied to increasing access to agricultural infor-

mation.
At the start, only NAL and the University of Vermont were working on the pro-

gram, but under NAL's leadership, the program has grown to include 46 land-grant
libraries. CD-ROM products have been developed covering aquaculture, inter-

national agricultural research. Agent Orange, acid rain, the journals of the Amer-
ican Society of Agronomy and selected papers of George Washington Carver.

Seizing the CD-ROM technology, "NAL, in related projects, has developed and dis-

tributed discs covering food irramation and ornamental horticulture. Also, working
with USDA's Extension Service, NAL has developed a disc of general agricultural
information for use by county extension agents in responding to the millions of agri-
cultural (questions they receive each year.

In addition to maximizing the use of the NAL collection, CD-ROMs and other

t5T)es of information technologies hold great promise for NAL as we wrestle with the

terrible problem of preserving large portions of the collection.

Because of the acid contained in much of the paper on which old books and docu-

ments were printed, the books and documents are literally turning to dust. A pres-
ervation stuay of the NAL collection conducted in 1989 showed that 50 percent of

the monographs and serials were disintegrating and more than one-fourth of the

volumes were brittle and could barely be used.
The National Agricultural Text Digitizing Program will help NAL preserve the

knowledge on these materials. Developing other plans to meet tnis threat to the na-

tional agricultural literature will be a key focus for NAL for the foreseeable future.

NAL's preservation problem may be compounded by something that I mentioned
earlier, ^d tJiat is the fact that NAL is running out of space. Within a few short

years NAL will have no more space in which to store agricultural materials. Again,
putting materials in an electromc form may be one answer.

Fintuly, I'll mention just one other activity which NAL is anxious to continue and
which is aiding the library's ability to provide comprehensive agricultural informa-

tion to U.S. farmers. This is NAL's new-found cooperation with the agricultural li-

braries of Central European countries.

Following the break-up of the Soviet Union, NAL contacted several newly reorga-
nized countries in Central Europe with an eye toward keeping the NAL collection
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as current as possible and developing goodwill and cooperation through an exchange
of library knowledge and agricultural materials. Our offers of cooperation were
greeted with much enthusiasm. Through two "roundtable" discussions and through
exchanges of materials, NAL is improving global access to agricultural information.

All who are participating in this effort stand to benefit and NAL will continue to
focus on this activity in hopes of expanding its scope to other countries. An exchange
of agricultural information between NAL and the countries of the world can omy
serve to improve all systems of agriculture.

I'd like to end my remarks bv saying that I believe that the information gathered,
maintained and provided by tne National Agricultural Library, will be one of the

key reasons that the United States remains in the forefront of world agricultural
affairs. We at NAL will continue to do our best to meet that weighty responsibility.
Thank you. I would be happy to respond to any questions.

National Agricultural Statistics Service

Statement of Donald M. Bay, Acting Administrator

Mr. Chairman and members of the Committee, I appreciate the opportunity to ap-
pear before this Committee to discuss the National Agricultural Statistics Service
(NASS) and the budget request for fiscal year 1994. This Service exists to provide
useful and timely statistics and other information about the Nation's food and agri-
cultural industry.

Especially for the new members of the Committee, I would like to provide a brief
historical background of this Service. In 1862 as the first Commissioner of the newlv
formed Department of Agriculture, Isaac Newton established an initial goal to "col-

lect, arrange, and publish statistical and other useful agricultural information." One
year later, in July, the Department's Division of Statistics issued the Nation's first

official Crop Production report.
The structure of fanning and the agricultural industry has changed dramatically

during the succeeding 130 years. However, the need for having accurate, timely, and
impartial statistical information on the Nation's agriculture has remained essential
for supporting a market economy. The crop, livestock, and other estimates developed
and published throughout the year, in cooperation with State Departments of Agri-
culture, are a major part of the public information available concerning current agri-
cultural conditions.

NASS reports, either directly or indirectly, have an important impact on the en-
tire population since the Nation's food industry affects our nutritional well being
and the quality of the environment in which we live. Because of this importance,
it is essential that NASS does not compromise the quality or integrity of its surveys.

All
reports

are made available to the public at previously announced release
times. These reports are not only used to assess the supply and demand of agricul-
tural commodities but are used wr establishing agricultural policy decisions relating
to farm program and disaster legislation, foreign trade, commodity programs, con-
servation programs, agricultural rese£U"ch, environmental programs, rural develop-
ment, and many other related activities. NASS data are examined very closely and
utilized by farmers, economists, and investors as they make decisions that have con-
siderable economic impact.

Statistical research is conducted to improve the methods and techniques used in

collecting and processing agricultural data. For example. NASS has become a leader
in the development of the use of satellite imagery to improve agricultural statistics.

NASS also performs an expanding number of statistical services for other Federal,
State, and producer organizations on a reimbursable basis.

FISCAL year 1994 BUDGET REQUEST

The fiscal year 1994 budget request is $82,479,000. This request includes a net
increase of $1,475,000: $865,000 for increased nonsalary operating costs; $1,103,000
for pay costs; a decrease of $255,000 for administrative savings; a decrease of

$200,000 for a reduction in staff-years; and a decrease of $38,000 for FTS2000.

MAJOR activities OF THE NATIONAL AGRICULTURAL STATISTICS SERVICE (NASS)

The primary activities of NASS are the collection, summarization, analysis, and
publication of reliable agricultural forecasts and estimates. Farmers, ranchers, and
agribusinesses voluntaruy respond to a series of nationwide surveys about their

crops, livestock, prices, and other agricultural activities each year. Frequent surveys
are required due to the perishable nature of many food products. These surveys are
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supplemented by actual field observations in which various plant counts and meas-
urements are collected. Administrative data from other State and USDA agencies,
as well as Census data, are thoroughly analyzed and utilized as appropriate. NASS
prepares estimates for over 120 crops and 45 livestock items which are published
annually in edmost 400 reports. The World Agricultviral Outlook Board utilizes

NASS data for the U.S. portion of its reports as does the Economic Research Service

(ERS) in its Situation and Outlook reports.
The agricultural production and marketing data that are developed and published

by NASS include: number of farms and land in farms; acreage, jdeld, and production
of grains, hay, oilseeds, cotton, tobacco, most important finiits and vegetables, flori-

culture, and other specialty crops; stocks of grains; inventories and production of

hogs, cattle, sheep and wool, goats, catfish, trout, poultry, eggs, and dairy products;
prices received by farmers; prices paid by farmers for inputs and services; cold stor-

age supplies; agricvdtural labor and wage rates; agricultural chemical usage; and
oQier d!ata related te the agricultural economy.
The NASS agricultural statistics program is conducted through 45 field offices

servicing all 50 States. All field offices operate under cooperative funding and 24
are collocated with their State Departments of Agriculture and/or Land-Grant uni-
versities. The joint State-Federal program helps meet the State and local agricul-
tural data needs while minimizing overall costs by eliminating duplication of efibrt

and reducing the reporting burden on farm and ranch operators.
NASS has developed a Broad environmental statistics program under the Depart-

ment's water quality and food safety programs. Until 1991 there was a complete
void in the availability of recent, relialble pesticide usage data which was brought
to light during the Alar situation. In cooperation with other USDA agencies, the En-
vironmental Protection Agencv, and the Food and Drug Administration, NASS has

implemented comprehensive chemical usage surveys to correct this information void.

In cooperation with ERS, dettiiled economic and cultural practice information is also

collected for the purpose of determining the economics associated with different lev-

els of chemical use.
For the years when a disaster program is authorized, NASS provides the Agricul-

tural Stabilization and Conservation Service (ASCS) detailed data on crop yields
and average market prices for the 120 crops for which estimates are available. Al-

though these crop estimates cover a very high percentage of the cultivated land area
in the United States, over a thousand other (mostly specialty) crops are currently
covered under the disaster program for which there exists no official statistics on

average yield or price.
NASS data on prices received by farmers are currently used by ASCS for the com-

putation of deficiency pajonents provided under the 1990 Farm Bill. A small dif-

ference in price can amount to an over/under payment of millions of dollars. For ex-

ample,
a penny difference in the com price estimate affects the amount paid by $60

million. NASS has instituted survey quality improvements in order to better ensure
the accuracy of these price data.
A stetistical research program is devoted to improving methods and techniques

for obteining agricultural statistics with an acceptable level of accuracy. The grow-
ing diversity and specialization of the Nation's farm universe has greatly com-

plicated procedures to produce the agricultural statistics. The development of so-

phisticated sampling and survey methodology clong with intensive use of computers
nave enabled NASS to keep up with an increasingly complex agricultural economy.
NASS works very closely with the Census Bureau of the Department of Commerce

during the development, collection, and analysis of the Census of Agriculture every
5 years. Key NASS field and headquarters personnel are sworn in as actual Census

employees to meet Census security procedures while they assist with deteiled analy-
sis to nelp make the published census data as accurate as

possible.NASS conducts a number of surveys on a reimbursable basis for USDA and other

Federal, State, and private agencies or organizations. Conducting surveys and pro-
viding other statistical services on a reimbursable basis enables NASS to increase
the productivity of its organization. It enables the cooperator to have access to addi-
tional technical resources and eliminates duplicate effort, thereby increasing effi-

ciency while reducing respondent burden.
NASS provides consulting services for many USDA agencies on survey methodol-

ogy, sample design, information resource management, and statistical analysis. This

consulting may take a few hours or several years and is provided either gratis or
on a fee basis depending on the scope of the project.

Technical assistance in cooperation with other Government agencies is provided
on a cost-reimbursable basis to improve agricultural survey programs in other coun-
tries. Until recently, this program was primarily aimed at developing countries in

Asia, Afi*ica, Middle East and South America. However, a major effort is underway
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to assist Eastern and Central European countries during their transition period and
NASS is prepared to assist the newly independent states of the former Soviet Union
upon request. Having accurate information available as demonstrated in the United
States is an essential ingredient to facilitate the orderly marketing of farm products
in other countries.
NASS annually seeks input on data needs and priorities from the public through

regional data user meetings with commodity groups, special briefings during the re-

lease of major reports, and numerous individual contacts. The Agency has made
many adjustments in its program in response to suggestions by data users. Requests
continue for expanded detail, wider geographic coverage, more frequent reports, new
data series, and restoration of data series discontinued because of budget restric-

tions.

FISCAL YEAR 1994 PLANS

The budget request includes $865,000 for increased operating costs. These re-

sources are needed to maintain the quality and coverage of the NASS estimation

progrtun because of increased costs for data collection, ADP services, staff transfers,

travel, printing, supplies, equipment, and machine maintenance.
The pay cost request of $1,103,000 is to partially offset the January 1993 salary

increase for which no funding was provided. Absorbing the full pay costs during fis-

cal year 1993 caused a reduction in the freauency of a niunber of surveys and re-

ports and the elimination of rice, wheat, and soybean objective yield surveys in se-

lected States.

The reduction of $255,000 for administrative costs is to implement the President's

program for reducing overall administrative costs by 3 percent in fiscal year 1994.
These reductions are to come fi"om nonsalary object classes, such as travel, contrac-
tual services, and supplies.
The decrease of $200,000 is to support the President's program of reducing Fed-

eral full-time eqviivalent emplosmient by 100,000 by fiscal year 1997. These savings
will be spread proportionally between the NASS State Statistical Offices and Head-
quarters.
The FTS2000 reduction of $38,000 is for anticipated reduced charges for long dis-

tance telecommunications.
This concludes my statement, Mr. Chairman, and I will be happy to respond to

your questions.

Office of Inspector General

Statement of Charles R. Gillum, Acting Inspector General

Mr. Chairman, members of the Committee, I am pleased to have the
opportunity

to discuss the activities of the Office of Inspector Cfeneral and to provide you with
our views on some of the major programs and operations of the Department of Agri-
culture.

The Office of Inspector General (OIG) performs audits and investigations for more
than 300 varied and highly complex domestic and foreign programs operated by the

Department's agencies. I currently have the honor of serving as Acting Inspector
General for the agency and have been the Deputy Inspector General for the past
2 years. Dvuing this period, the agency has had some notable accomplishments in

carrjing out its mission to detect and prevent fi'aud, waste, and mismanagement in
the Department's programs and operations, and in working with USDA agencies to

take corrective action.

Fiscal year 1992 was a productive vear, during which we completed over 400 au-
dits and 1,000 investigations. From these we obtained approximately $48 million in

recoveries, collections, fines, restitutions, and administrative penalties. We had over
$135 million in overpayments for which management agreed to seek recovery, and
nearly $1.2 billion was identified for which management made commitments to put
the funds to better use. Criminal indictments and convictions totaled 1,040 and 785

respectively. It is important to point out also, that such achievements are not ac-

complished in isolation, and would not have been possible without the cooperation
and hard work of the department's program managers and the many employees of

the U.S. Department of Justice.
Thus far in fiscal year 1993, we have focused our resources on the Office of Man-

agement and Budget's (0MB) designated "high risk" areas. Included in these are the

Farmers Home Administration's (FmHA) loan programs, the Federal Crop Insur-

ance Corporation's (FCIC) indemnity payment process, and food stamp trafficking
in the Food and Nutrition Service's (FNS) Food Stamp Program. We are also placing
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emphasis on the Department's financial accounting systems, consumer protection is-

sues, large pajonents to farmers, and the guaranteed loan programs.
The focus of this work results fi*om our strategic planning process during which

we review the Department's programs where large dollar losses could occur, or
where public safety and health could be affected. In developing our audit plan we
also consider such issues as new or changed legislation or regulatory requirements,
prior audit and investigative findings, and suggestions and concerns expressed by
departmental management. Our investigative plan is influenced by priorities involv-

ing such matters as threats to public health and safety; employee integrity issues;
and fi-aud in loan, regulatory, and benefit programs. With tiris approach, we have
thus far been able to address, within the availability of our resources, the most criti-

cal issues and priorities affecting the Department.
With this introduction, let me now present some of the highlights of our specific

audit and investigation efforts in the areas of ENTITLEMENT PROGRAMS,
CONSUMER PROTECTION, DIRECT AND GUARANTEED LOANS, NATURAL
RESOURCES, FINANCIAL MANAGEMENT, FEDERAL CROP INSURANCE,
COMMODITY PROGRAMS, MANAGEMENT CONTROL OVER ENVIRON-
MENTAL HAZARDS, MARKET DEVELOPMENT and AUTOMATED DATA PROC-
ESSING. In addition, we would like to share some of our concerns, as well as prob-
lems, which pose challenges for us in the future.

FOOD STAMP PROGRAM

Trafficking

The Food Stamp Program (FSP) represents almost 40 percent of the Department's
budget, and has been designated as a high risk area bv the Department and 0MB.
This year program officials estimate that approximately $23 billion in food stamps
wUl be issued to recipients. This is the largest program activity in the Department
and, due to the ease with which food stamps may be exchanged or used as a second

currency, it is the program most vulnerable to fraud and waste. With 1 in 10 Ameri-
cans and more than 200,000 retail stores currently participating in the program,
OIG must continue to channel substantial resources to FSP fraud prevention and
detection efforts.

During fiscal year 1992, we devoted approximately 40 percent of our investigative
resources to the FSP. We completed and issued 897 reports of investigation. The re-

sults of our work included 827 indictments, 598 convictions, and approximately $4
million in fines, restitutions, recoveries, and other monetary penalties.

In our annual plan for fiscal year 1993, we had anticipated devoting about 35 per-
cent of our available investigative resources to FSP investigations. However,
through the first quarter of this fiscal year, almost 50 percent of our total investiga-
tive resources have been devoted to FSP fraud investigations. These investigations
have concentrated on two areas: (1) food stamp trafficking by authorized retail

stores, especially those retaUers whose food stamp redemptions are greater than
their reported food sales, and (2) cooperative efforts with other agencies to address
street trafficking of food stamps.
A major part of this effort involves our commitment of increased resources to the

investigation of retailers whose food stamp redemptions are consistently and signifi-

cantly larger than their estimated gross food sales that they reported to FNS. For
example, we recently completed an investigation of one of the largest dollar volume
food stamp trafficking cases ever charged in one State. Six grocery store owners,
former owners and employees, and two corporations have been indicted by a federal

grand jury for unlawfully purchasing and redeeming $6.6 million in food stamps
over a 5-year period.

In another investigation, a $120 million civil lawsuit was filed against a grocer,
two corporations, and two affiliated companies, claiming that the grocer fraudu-

lently redeemed more than $40 million worth of food stamps. The Government is

seeking triple damages. This case represents the largest civil lawsuit ever brought
against a grocer since the FSP was established in 1964. The grocer, who operated
a wholesale meat business, had been authorized to participate in the FSP until 1982
when the authorizations for most wholesale firms, including his, were withdrawn to

reduce food stamp fraud. Our investigation found that in 1990 when the grocer was
authorized by FNS to participate in tJie FSP as a retail store, he then accepted food

stamps from retailers at his wholesale meat store and laundered these with his re-

tail store authorization.
Street trafficking of food stamps has received increased media attention, espe-

cially in those areas where traffickers purchase food stamps for cash from recipients
near issuance sites. During the past year we have conducted several investigations.
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usually with local law enforcement agencies, where we targeted traffickers who
openly operated

near issuance sites.

We believe that cooperative Federal, State, and local efforts are the only way to

effectively deal with such street trafficking problems. As an example of such an ef-

fort, we worked with the Los Angeles Police Department (LAPD) to produce a 6
minute video tape to alert its officers to problems and enforcement responsibilities
in handling street trafficking. The success of that effort has resulted in the produc-
tion of a generic version of the LAPD tape that was produced for use in training
State and local law enforcement agencies nationwide.
Another ongoing concern of OIG is the use of food stamps by street traffickers in

drug transactions. For example, a joint investigation in one State resulted in food
stamp and drug trafficking charges against 42 people. During that investigation,
food stamps and cash were found to be used to purchase crack cocaine fi*om drug
dealers. The U.S.

attorney's
office asked OIG to lead the investigation in response

to requests fi-om local authorities and news reports that narcotics dealers were sell-

ing drugs for food stamps. To date, 31 of the people charged have received court sen-
tences ranging from 21 months to 25 years in prison.

In another effort to reduce food stamp trafficking, the Department has approved
and funded pilot projects testing Electronic Benefit Transfer (EBT) as a way of re-

ducing the level of food stamp trafficking, particularly street trafficking. We have
supported the Department's EBT initiatives. We believe that EBT will help to re-
duce the amount of trafficking by eligible recipients and will make trafficking by
retailers easier to detect and investigate.

Recently in the test EBT project in one State two owners of a small sandwich
shop and 175 food stamp recipients were charged with food stamp fi-aud and theft

by deception in connection with their activities involving the EBT system. The in-

vestigation disclosed that the recipients illegally sold some or all of their benefits
to the store owners for 65 to 70 percent of their face value in cash. We estimate
the store owners defrauded the FSP of approximately $122,000. The store owners
have pled guilty to theft, conspiracy, and food stamp trafficking. To date, 132 of the
food stamp recipients have pled guilty and have been suspended from participating
in the FSP for a period of 2 years.

Last year we testified that we were reviewing the FNS retailer tracking system,
which is used to monitor over 200,000 retailers authorized to participate in the FSP.
FNS monitors retailer activity using computer profiles and analyzing food stamp re-

demptions to identify stores that may be violating program requirements. We com-
pleted an audit of FNS procedures for approving stores to accept food stamps and
found that FNS needed to improve its screening of retailer applicants and its ability
to deal with retail stores that continue to accept food stamps when no longer author-
ized to be in the program.
We also found that the information used in FNS' tracking system was not current.

FNS had updated profile data for only about 21 percent of the retailers authorized
as of April 1991. Our visits to the 120 retail stores in our sample disclosed that the
information was not current for 113 of them. Without an effective system, FNS can-
not

identify
and monitor retailers whose activities may indicate food stamp traffick-

ing and other serious violations. For fiscal year 1992, Congress appropriated funds
specifically earmarked for a special retailer integrity program. One of FNS's major
efforts was to reauthorize all stores and to update sales and profile data. This effort
continues in fiscal year 1993 and when completed should prove invaluable as a tool
to analyze and monitor retailer activities. In conjunction with this, we believe that
FNS needs to place a higher priority on visiting retailers and reviewing their oper-
ations before approving them to accept food stamps.
We believe that another tool that could improve FNS' monitoring of retailers is

the expanded use of retailers' Social Security Numbers (SSN). This would allow FNS
to coordinate actions with other

regulatory groups, such as State taxing or licensing
agencies to compare and analyze food sales data reported to these authorities. Al-

though FNS now has limited authority to gather and use these numbers, legislation
would be required before FNS could expand its use of Social Security numbers. Cur-
rent authority is limited to compiling a national data base to prevent disqualified
or sanctioned firms fi"om participating in the program.
FNS officials were aware of ADP system weaknesses and identified retailer mon-

itoring as a vulnerable area in their annual internal control review. FNS has devel-

oped plans for, and begun (1) redesigning the AJDP system, (2) conducting pilot
projects involving EBT systems, and (3) studying amendments to regulations to

strengthen retailer authorization, monitoring, and sanctions.
We have expended considerable audit resources over the years to assess the FNS

quality control process as it relates to the establishment of error rates. Although the
error rates have been reduced over the years, from 9.54 percent in fiscal year 1983
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to 6.96 percent in fiscal year 1991, this still resulted in estimated overpayments of

$1.2 billion in fiscal year 1991. Given the sheer size of these numbers, we believe
that continuing to work to seek ways to reduce error rates is not only necessary but

required.

CONSUMER PROTECTION

OIG continues to place high priority on consvuner protection activities within the

Department. These activities are performed by various inspection agencies within
USDA and are designed to ensure that the food the consumer eats is safe, properly
labeled and graded, and that the Nation's plant and animal resources are safe-

guarded.

Retailer Monitoring
The Agricultural Marketing Service (AMS) is responsible for monitoring retailers

to ensure that USDA grade labels accurately represent meat and povdtry products.
In a recent followup audit, we found that:—^AMS visits to retailers had increased from 108 in 1989 to 694 in 1990, but in

view of the violations disclosed in 12 percent of their monitoring visits, more
visits are still needed;—^AMS had not yet developed appropriate methodology to allow them to statis-

tically sample retailers nationally so that adequate coverage could be provided
with a mimmum of scarce resources; and—^AMS needed to more effectively use its existing authorities to cause labels to

be removed, to impose fines, or to refer for prosecutive consideration, those re-

tailers found to have deceptively labeled or advertised agricultural products.
AMS has taken corrective action by developing a risk based system designed to

identify retailer outlets more prone to commit violations, and by working to estab-

lish meaningful penalties
—up to $100,000—^that can be effectively and quickly ap-

plied.
In a significant investigation in the AMS program area last year, an egg products

processing company, its vice president, and its production manager were convicted
for conspiring to violate the Egg Products

Inspection
Act by concealing the presence

of salmonella bacteria in their product. Both the vice
president

and production man-
ager admitted they directed employees to falsify laboratory reports

submitted to

USDA egg inspectors. The falsified reports failed to show tnat
approximately

500,000 pounds of dried egg product was contaminated with salmonella bacteria.

The contaminated egg product,
valued at about $672,000, was purchased by 20 food

processing companies located in several States. The company and the production
manager pled guilty to the conspiracy charge and paid fines totaling $51,000. The
vice president pled guilty to the felony violation of allowing salmonella contamina-
tion in the egg product, was sentenced to 2-years probation, and fined $2,000. No
reports of illness were received.

A number of investigations involving the mislabeling of meat products and selling
adulterated meat were also productive. For example, meat companies

in 2 States
were found guilty of 14 counts of conspiracy, wire fraud, and violations of the Fed-
eral Meat Inspection Act. Five company officials were also found guilty of 13 counts
associated wim the above-mentioned violations. The guilty verdicte resulted fi^m an
indictment which charged the defendants with selling over 3 million pounds of mis-
branded meat and mislabeling the products to reflect that it had been graded when
it had not. One defendant, wno was a meat processing quality control supervisor,
caused adulterated meat that was tainted, sour, and putrid, and which had been
issued from and returned to the meat plant, to re-enter that establishment and to

be reworked and processed without benefit of examination or reinspection by a
USDA inspector. A sentencing date has not been set.

DIRECT AND GUARANTEED LOANS

The Farmers Home Administration (FmHA) makes loans to family farmers, indi-

viduals for single family housing, and developers for housing projects in rural areas.

As of September 30, 1992, FmHA had over 850,000 borrowers who owed about $46
billion. FmHA £dso had guaranteed more than $5 billion in loans made by private
institutions. As the "lender of last resort," many of FmHA's loans are high risk and,
as a result, loanmaking and loan servicing functions are critical to avoid unneces-

sary losses. Reviews of these loan programs are continuing.

Rural Rental Housing Program
In fiscal year 1991, FmHA obligated over $570 million for loans to developers to

construct rental housing facilities for persons living in rural areas with low to mod-
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erate incomes or who are elderly. Loan terms are for 50 years and are generally
made at a 1 percent interest rate.

We performed an audit of construction activity to determine if FmHA loan funds
were used properly and found a high degree of vulnerability to fraud and abuse. We
reported that borrowers had inflated the costs of the projects by presenting them-
selves as general contractors although they did not perform general contractor du-
ties. Borrowers also required purchases to be made through other borrower-owned
companies which had no office space, equipment, or employees, but existed only to
add a markup to procurements. For example, one nonexistent related party com-
pany purchased windows for a project from a material supplier for $4,217, and then
added fees of $515 and profit of $4,018. As a result, the project was assessed $8,750
for windows actually costing less than half that much.
Of the 20 projects we reviewed in 5 States, we found excessive construction costs

charged to 10 projects that were run by 6 different borrowers. Four of these borrow-
ers inflated construction costs by about $540,000. The other 2 borrowers also in-
flated costs but were referred for criminal investigation before the potential over-

charges were quantified.
Inflated construction costs result in other adverse effects in addition to unneces-

sary outlays by the Government. For example, due to the interest subsidies on Rural
Rental Housing (RRH) loans, the $540,000 in excess costs we identified will cost the
Government about $1.3 million over the life of the loans. Most RRH projects are
syndicated for tax purposes; therefore, inflating the loan amounts results in inflated
tax credits for project owners. To make matters worse, loans make for higher
rents—some of which are subsidized by FmHA, for the tenants, further tending to
erode the programs basic objectives.
To reduce the potential for inflated construction costs, we recommended a series

of regulatory changes to tighten program requirements and FmHA has initiated cor-
rective action. We have another audit now underway to review an additional sample
of RRH contractors.

Debt Restructuring Program
The Agricultural Credit Act of 1987 provides assistance to farm borrowers who

are delinquent on their FmHA loan payments. The law calls for FmHA to restruc-
ture these borrowers' loans to avoid losses to the Government and to allow borrow-
ers to continue farming operations. It reqviires FmHA to modify the loans by lower-

ing interest rates; deferring payments; or consolidating, rescheduling, reamortizing,
or writing down debts. If a borrower cannot pay a loan that is substantially written
down and he or she still wants to avoid foreclosure, the borrower is given the option
of buying out the loan at the net recovery value of the loan coUater^. This is called
a debt "writeoff"."

Borrowers have an incentive to portray the bleakest picture of their operations
when applying for debt restructuring in order to maximize the debt forgiveness. Our
prior audits disclosed numerous problems with borrowers reporting inaccurate infor-
mation to qualify for, or to increase the amount of, the writedown or writeoff. When
applying for a loan, however, borrowers have an incentive to depict the best possible
financial outlook to ensure loan approval.
At the request of FmHA, we conducted an audit of 10 borrowers who had bought

out their FmHA debts at net recovery value and returned to FmHA within 1 year
for subsequent farmer program loans. The 10 borrowers we reviewed had received
writeoffs of over $2.4 million and new loans of about $1.7 million.
Our review disclosed that for 9 of the 10 borrowers reviewed, either the net recov-

ery buyouts or the subsequent loans, or both, were based on inaccurate information.
Six of the borrowers received over $739,000 in excessive writeoffs which resulted in

unnecessary losses to the Grovemment. Five of the borrowers did not qualify for

$811,600 in subsequent loans because repayment margins did not meet the mini-
mum requirement. Two of the 9 borrowers did not qualify for either the writeoffs
or the subsequent loans.
We recommended that FmHA: (1) require counties to reconcile variances between

the borrowers plans for net recovery buyouts and for subsequent loans, and (2) de-

velop procedures for approval of all future loans for net recovery buyout borrowers.
FmHA agreed to review cases cited in the audit and to require other debt write-

offs and subsequent loans to be approved by State directors. FmHA also agreed to

develop procedures for State officials to follow before approving subsequent loans.
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NATURAL RESOURCES

Forest Service

The Forest Service (FS) manages over 191 million acres of land in the National
Forest System. A significant part of this responsibility is the protection of the natu-
ral resources from forest fires. FS owns, operates, and contracts for aircraft; to help
suppress forest fires.

Aircraft Exchanges
In 1987, some airtanker operators under contract to FS were forced to ground

their C-119 piston-engine aircraft for safety reasons. An airtanker industry rep-
resentative then approached the Department of Defense (DOD) with a proposal to

exchange the C-119's for excess C-130A and P-3A turbine-powered aircraft. DOD
refused the offer because the C-119's had little historic or monetary value to the
Air Force and because prior abuses by private firms flying military aircraft had oc-

curred. One company and the industry consultant, who had a prearranged agree-
ment with several contractors to receive one-third of all planes obtained from DOD,
then approached FS for support. FS, working through the General Services Admin-
istration, obtained 28 excess aircraft from DOD with a value of at least $28 million.

FS then gave both the planes and their titles to the airtanker contractors. FS offi-

cials justified the exchanges on the basis that they would obtain historic aircraft

from the contractors, reduce airtanker contract costs, and improve safety.
We determined that the exchanges were not in compliance with Federal property

regulations. The Office of the General Counsel (OGC) also reviewed and advised the

Forest Service that it did not have the authority to make the exchanges or to give
title of the aircraft to the contractors.

Although the exchanges were to be at no cost to the Government, the contractors

incurred $2.2 million in costs by buying back the four C-130A aircraft they had pro-
vided to the consultant and by refurbishing the "historic" aircraft they traded in.

To recover these costs, the contractors may attempt to charge the Government in

the form of higher contract fee rates.

In addition to these problems, we found that initially some contractors registered
the aircraft with the Federal Aviation Administration (FAA) under the consultant's

tvpe certificate, and some under their own FAA certificates. The "type certificate"

describes the purposes for which aircraft can be used. More than a year after the

exchange, FS obtained the consultant's type certificate from the contractor and had
it amended by FAA to provide for additional restrictions. Most contractors volun-

tarily registered their C-130A aircraft under the revised type certificate. Our review
disclosed that one airtanker contractor attempted to sell the aircraft for

nonfirefighting purposes, another sold aircraft parts for profit, and two contractors

used the aircraft for purposes unrelated to firefighting. For example, one contractor

improperly used aircraft to transport cargo in the Persian Guli. (FS, upon being
made aware of this activity, successfully took action to have the aircraft returned
to this country.) However, one contractor is currently attempting to sell C-130A air-

craft to a foreign country for a substantial profit.
FS also stored seven additional excess military aircraft on contractors' facilities

after being notified by OGC that the exchanges were not legal. Although FS still

owns and has title to the seven aircraft, the contractors have improperly removed
parts from four aircraft to use on their private aircraft and converted one Govern-
ment-owned P-3A aircraft into an airtanker. The four aircraft have an estimated
value of at least $4 million as parts.
We recommended that the FS seek OGC legal assistance to recover the aircraft

improperly conveyed to the contractors, and that FS implement additional controls

over both the aircraft and contractor billings to ensure against the Government
being charged for questioned costs. FS has developed an action plan which is being
analyzed within the Department.

Soil Conservation Service

The Soil Conservation Service (SCS) administers programs designed to help pro-
tect and improve land and water resources. SCS carries out two major activities:

conservation operations and watershed and flood prevention operations.

Conservation Compliance
The Food Security Act of 1985 encourages farmers to conserve

highly
erodible

land in areas used for agricultural production. To remain eligible for Federal farm

program payments, producers who want to farm highly erodible land must submit
a plan to SCS for approval and implement approved conservation measures to re-

duce soil erosion.
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This year we continued our coverage of this critical pro-am activity throiigh a
review of producers' compUance with the conservation provisions of the Food Secu-
rity Act and USDA's monitoring of this compliance.
We selected 220 conservation

plans located in 10 States with 65 percent of the
Nation's highly erodible cropland. We reviewed plans that called for at least one
conservation practice to be implemented by 1991. At the time of our field visits,
about 10 percent of the producers in our sample had not implemented required con-
servation practices. We estimated that producers in the 10 States were scheduled
to receive about $20 million in 1991 program pajonents even though they had not

imjplemented
the required conservation practices. Our audit disclosed that when

SCfS personnel found producers who violated conservation requirements they did not
refer them to the Agricultural Stabilization and Conservation Service (ASCS) for a
determination of their eligibility to receive program payments. We also determined
that an estimated 10,000 tracts, from which producers were expected to earn about
$150 million in program pa3mients, had not been reviewed at a time when SCS
could reliably determine the success of the practice. SCS procedures did not provide
adequate controls to assure the reviews were completed at the best time. Further,
we noted that SCS personnel did not identify some deficient plans during their com-

pliance reviews, and they did not require correction of deficient plans tiiat they did

identify. Of the 116 plans that had been reviewed before our audit, 102 had material
deficiencies not identified by the compliance reviewer.
We recommended that SCS improve communications with producers, strengthen

national procedures, improve operational controls, and coordinate interagency activi-
ties. SCS and ASCS concurrea with our findings. SCS is developing corrective ac-

tions, and both agencies have established a task force to improve flieir method of

handling farm reconstitutions.

FINANCIAL MANAGEMENT

Audits ofFinancial Statements

Few legislative initiatives have had as significant an impact on the Federal com-
munity as the Chief Financial Officers (CFO) Act of 1990. The Act seeks to improve
Federal financial management by requiring, among other things, that agencies inte-

grate budget, cost, and financial management information; develop systematic per-
formance measures; and prepare annual financial statements. USDA was des-

ignated as one of several pilot agencies to submit audited agencywide financial
statements beginning with fiscal year 1990 statements. This requirement has sig-
nificantly impacted OIG operations due to the magnitude of these audits and the
resources required to perform them.

In fiscal year 1992, we fulfilled the requirements of the CFO Act by completing
audits of the fiscal year 1991 financial statements for liie Commodity Credit Cor-

poration (CCC), the Rural Electrification Administration (REA), FmHA, FNS, FS,
and FCIC as well as the consolidated agencywide financial statements. We issued

unqualified (clean) opinions for FmHA, CCC, FCIC, and REA. We qualified our
opinion on FNS because of our inability to validate the accounts receivable balance
and the associated provision for loss. FNS reported about $900 million in gross ac-
counts receivable which was reduced to $300 million after allowing for
uncoUectibles. However, because State and local governments did not maintain ac-

counting systems which supported the value of claims reported to FNS, we could
not validate these amounts. We issued an adverse opinion on the financial state-
ments of FS because supporting accounting records were incomplete or insufficient
and did not meet standards for reliability. This was caused in part by tiie lack of
an integrated accounting system which would allow uniform processing of FS trans-
actions. As a result, the financial data for the FS asset balance was unreliable.
Our opinion on the consolidated USDA financial statements also resulted in an

adverse opinion. Accounting standards were applied inconsistently and incorrectly,
accounting records were not always sufficient to support account balances, and ac-
count balances themselves contained errors and omissions. For example, actual out-

lays shown in the budget differed fi-om amounts shown on the financied statements
by $2.6 billion. We are currently performing audits of the fiscal year 1992 financial
statenients for all major USDA agencies and corporations and the fiscal year 1992
consolidated USDA financial statements. The completion of these audits will fulfill

the CFO Act requirements for fiscal year 1992.

General Controls at the National Finance Center

An audit performed under contract by an independent certified public accounting
firm disclosed four material weaknesses in the National Finance (I/enter's (NFC) in-

ternal control structure. The genercd control structure was inadequately documented
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and did not comply with the requirements of 0MB and the General Accounting Of-

fice. Also, documentation for accounting and automated data processing (ADP) con-

trols was inadequate, material adjustments to the general ledger were made without
user authorization or approval, and ADP program changes were not adequately doc-

umented or controlled.

We recommended that NFC develop genersil control objectives and techniques, de-

velop general ADP control policies and procedures, initiate or approve all entries

and adjustments by user agencies, and improve procedures for ADP program
changes.
We are currently conducting an audit of NFC's fiscal year 1992 general controls,

following up on the weaknesses identified in the prior audit.

FEDERAL CROP INSURANCE CORPORATION

Overpayment of FCIC claims has been identified as a "high-risk" area by the De-

partment. Recently, FCIC has expanded its compliance staff" and has initiated a

comprehensive enforcement strategy to combat fi-aud and program abuse by impos-
ing various sanctions. We believe the compliance staff" is vitally important to the

success of the FCIC program. Because of the risk in this area, we have continued
to include claims adjustment as a part of our audit coverage.

In fiscal year 1992, our audits targeted 16 claims that were each in excess of

$90,000. We found that because of incorrect insurance coverage and improper loss

adjustments, insureds received excessive indemnity pajonents totaling $1.5 million.

For example, for a 1990 tomato policy in one State. $859,857 was paid where the

producer failed to report production on an uninsured field. FCIC referred this situa-

tion to OIG and is currently awaiting the outcome of the investigation before taking
further action. Also, on this same policy, $164,358 of indemnities was paid on acre-

age that was ineligible for FCIC insurance coverage since it was susceptible to fi*eez-

ing weather.
We Eire continuing to work with FCIC to recover the overpayment of indemnities

and administrative expenses and to improve insurance servicing and adjustment
procedures. Also, we now have a nationwide review underway to follow up on the

current status of claims adjustment.
In one investigation on false claims, 17 farmers recently pled guilty to defrauding

FCIC of almost $1.5 million for crop years 1987 to 1991. The farmers concealed their

actual production of soybeans, rice, and wheat, and later filed insurance claims for

nonexistent losses. Investigations of other producers are underway with additional

false claims anticipated to total more than a million dollars.

COMMODITY PROGRAMS

In our ongoing reviews of ASCS, we have continued to emphasize abuses of the

payment limitation and disaster program regulations.

Payment Limitation

In 1980, Congress established an annual $50,000 pa3Tnent limitation per person
and, in 1987, tightened eligibility over these requirements by further limiting eligi-

bility. The new requirements allowed the farmers to reorganize their farming oper-
ations in 1989 as long as they did not increase the number of eligible "persons" they
had in 1988. As a result, many large partnerships, with more than enough "persons"
to receive the maximum amount of possible pajrments for their farming operation
merely transferred ownership among the corporate partners to satisfy the new re-

quirements.
In

prior appropriation hearings and semiannual reports to Congress, we reported
that farmers nave been using "shell" corporations to qualify additional "persons" for

payments on their farms. Despite attempts by Congress to tighten controls over pay-
ment limitation provisions, program abuse continues through the use of "shell" cor-

porations. These corporations are often undercapitalized and make no substantive
contribution to farming operations other than management provided by certedn

members of such corporations.
For example, we reviewed 26 farming operations that were reorganized for 1989.

Seventeen of these operations qualified 217 "persons" who received $8.2 million in

pa3Tnents.
We found that 150 of the corporate partners in these operations were

shell" corporations used to qualify additional "persons" for payment. Without the
150 "shells," the farms would have only received $2.6 million or 70 percent less. We
have recommended that ASCS (1) allow an individual's contribution of management
to qualify only one "person" as "actively engaged" in the same farming operation,
(2) require stockholders of corporations to provide active personal labor or manage-
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ment, and (3) require corporate partners in a general partnership to have assets at

risk in proportion to their shares in the farming operation.
ASCS beheves that our recommendations are not consistent with the intent of

Congress. Regarding the use of "shell" corporations to circumvent payment limita-

tion requirements, the Department's OGrC nas advised ASCS that cxirrent payment
limitation regulations fail to contain a restriction of, or reference to, "shell" corpora-
tions that would

justify
a restrictive determination. Therefore, until regtilations can

be changed, it would oe arbitrary and capricious for ASCS to apply a "shell" cor-

poration rule to producers using corporations to qualify additional persons for pay-
ments.
Because of the positions of ASCS and OGC, we believe that the

pajmient
limita-

tion regulations need to be strengthened. Congress expressed similar concerns, in

the House of Representatives' December 1992 Majority Staff Report to the Commit-
tee on Government Operations. This report stated that "Congress needs to enact fur-

ther limitations of payments to prevent this abuse. A more sophisticated and com-

prehensive management effort by ASCS, including more intensive yearend reviews,
could also help save millions of dollars annually."

Disaster Assistance

The Disaster Assistance Act of 1989 expanded disaster assistance to nonprogram
crops such as cucumbers, squash, and tomatoes. This expanded coverage nas also

been authorized in all subsequent disaster assistance legislation including the Sup-
plemental Appropriations, Transfers, and Rescissions Act of 1992.
Our audits have disclosed major problems in administering the nonprogram crop

disaster assistance. The m^or problem areas we have identified are (1) producers
not reporting all of their crop production, (2) producers exceeding the $2 million

gross income limitation for receiving disaster assistance, (3) producers reporting
crop shares that exceed the producer's share of the risk in producing the

crop
as

stated in contracts with such entities as packing sheds, and (4) ASCS establishing
incorrect crop yields for payment purposes. Many of the wesiknesses identified have
resulted from, at least in part, (1) ASCS's lack of historical experience regarding
nonprogram crops, and (2) ASCS's regulations not being specific enough and thereby
allowing significant county committee discretion in admimstering the program.

Also, we currently have an ongoing audit and investigation in one State, which
is the result of a whistleblower complaint, that alleged a second crop was planted
with the intent of getting a disaster payment rather than for harvest of a commer-
cisd crop. In one county in that State about 500 acres of squash were planted annu-

ally prior to the initiation of the disaster programs in 1990. However, in 1992, as

many as 10,000 acres of squash were planted. The County Executive Director attrib-

uted the increases directly to the disaster program. Our work on disaster pajmients
continues.

MANAGEMENT AND CONTROL OVER ENVIRONMENTAL HAZARDS

Our work in this area disclosed that USDA policies dealing with Occupational
Safety and Health Administration's chemical hygiene requirements for hazardous
materials or waste management in laboratories, needed to be improved. Six of the

agency's policies did not provide ways for managers to monitor laboratory practices.
We also found instances of improper labeling ofhazardous chemicals, inadec^uate la-

beling of abandoned materials, and unreported waste disposal sites. Of sigmficance,
in this later category, were 59 of 64 FnmA hazsirdous waste sites, which by going
unreported, caused the Department's estimate for environmental cleanup to be un-
derstated by $2.2 million. Departmental officials agreed with our findings, and have
instituted corrective actions. We are continuing our work in this important area by
implementation of a review of the Department s management of underground stor-

age tanks.

MARKET DEVELOPMENT

Foreign Agricultural Service (FAS)

During the past year, we have continued to direct audit and investigative re-

sources to the Department's General Sales Managers (GSM) 102 and 103 export
credit sales guarantee programs. AdditionaJly, we have testified on several occasions

before the subcommittees of the House AgriculturaJ Committee, the House Banking
Committee, the House Judiciary Committee, and the House Ways and Means Com-
mittee on our continuing audit and investigative activities in the GSM 102 and 103

programs; specifically, tiie investigation of the Atlanta branch of Banca Nazionale
del Lavoro (BNL), tiie audit/investigations relating to Iraq's participation in the

GSM 102 and 103 programs, and FAS' administration of the GSM 102 and 103 pro-
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Erams.
During 1993, we continue with our work in the GSM 102 and 103 programs,

et me summarize our work in these areas.

Banco Nazionale del Lavoro (BNL)
OIG agents continue working as members of the BNL-Iraq investiqative/prose-

cutive taskforce in Atlanta. Of the 14 individuals or firms indicted, 7 have pleaded

guilty,
and 2 of those have been sentenced to a total of approximately $1 million

m fines, $13 million in restitution, plus debarment, while the other 5 await sentenc-

ing. The taskforce is investigating additional subjects, some of whom deal in agricul-
tural commodities.

Other Audits and Investigations

Since 1988 OIG has conducted four audits and several criminal investigations re-

lated to the GSM 102 and 103 export credit sales guarantee programs adniinistered

bv the FAS and the Commodity Credit Corporation (CCC). Our reviews which in-

cluded sales transactions to several countries including Iraq, identified four signifi-

cant areas where improvements were needed in program controls and procedures.

Specifically, we founa that: (1) Commodities of foreign origin were exported under
the program as U.S. goods (some were 100 percent foreign), (2) exporters received

excessive credit guarantees by inflating sales prices for GSM commodities, (3) after-

sales services payments were made to Iraq, and (4) CCC's process for assessing the

credit-worthiness of foreign banks needed strengthening.
In October 1989, December 1990, and March 1991, we issued audit reports which

identified problems with exports of foreign-origin products under the GSM 102 and
103 programs. Specifically, we found that some exporters shipped foreign-origin

products as domestic products and received GSM guarantees. Tne December and
March reports also identified payments of afl^r sales services. The most widespread
of these violations related to tobacco exports where we estimated losses to be ap-

proximately $37.3 million.

In each of these reports, we recommended that the Depsirtment consider suspen-
sion or debarment of exporters who committed program violations, and recover

losses related to any default claims. As a result oi our audit work and subsequent
investigation, eight companies entered guiltv pleas for filing false statements with
the (Government in connection with sales of tobacco to the countries of Egypt and

Iraq. Two of the eight companies pled guilty to making false statements with re-

spect to origin, and six companies pled guilty to making false statements with re-

spect to port values. The eight companies were fined a total of $300,000 and ordered
to pay $625,000 in restitution.

We are currently completing a foUowup audit of the issues we identified in our
March 1991 audit of GSM sales prices. Our work, thus far, indicates that the De-

partment has implemented an effective price review system for the GSM 102 and
103 programs.
Our March 1991 audit report also identified three exporters, in addition to the

tobacco exporters, who had included after sales services payments to Iraq in their

GSM guarantees, and whose sales prices to Iraq appeared to be far in excess of pre-
vailing world prices at the time of sale. We are currently conducting investigations
into these matters.
FAS has made significant improvement in GSM 102 and 103 programs. We plan

additional followup this year to review FAS corrective actions.

AUTOMATED DATA PROCESSING

USDA agencies continue to expand and upgrade their automated systems. Large
mainframe computers are utilized to operate centralized accounting, payroll, and ad-

ministrative type systems. Personal computers have been distributed to thousands
of worksites nationwide. These computers are used both as stand alone units and
as links in local and national networks. This widespread

use of automation requires
effective security and control; however, our audits nave disclosed security problems
involving both mainframe and personal computers.
For example, we were able to gain unauthorized access to the mainframe com-

puter at the USDA's National Finance Center in New Orleans. We accessed sen-

sitive information governed by the Privacy Act and were able to gain access to the

pajn-oU system and to data used to process about $9.5 billion in payments annually
for 32 Federal agencies.
Out of a sample of 300 minicomputers in the SCS, we were able to gain unauthor-

ized access to 36 separate computers located in 21 different States. For some of the

systems we accessed, managers were not aware of the penetration. In addition,
these penetrations were made after security weaknesses had been reported to SCS
in three previous audit reports and after agency managers were notified that audi-
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tors were going to make such attempts. We conducted a review at FmHA's Finance
Office and 38 field offices in 5 States to determine whether FmHA maintained the

integrity of and security over data transmitted from field offices to the mainframe
computers at the National Computer Center (NCC) in Kansas City. We found that

security weaknesses left sensitive files vtilnerable to unauthorized access and en-
abled OIG to penetrate the systems. Automated edit checks were routinely bypassed
without authorization, and inventories of computer equipment were not complete
and accurate.
Our reviews of security at the NCC disclosed that problems identified in prior au-

dits of security continued to exist. For 15 of the 27 audit recommendations we had
made, NCC had either not fully implemented agreed upon corrective action or the
corrective actions were not effective, and the agencies had not initiated or proposed
new corrective actions.
We recommended that FmHA, SCS, NFC, and NCC managers conduct com-

prehensive reviews of security and implement the necessary controls. These man-
agers have already addressed and corrected the most serious security weakness and
are in the process of correcting the remaining weaknesses.

CONCERNS AND PROBLEMS

Requirements Impacting on Daily Work
There are forces impacting on the operations of, or problems confronting, the OIG

which I would like to share with the Committee, so that the Committee's members
can better understand and, if appropriate, work with us to achieve necesssiry solu-
tions. The first of these areas of concerns, but certainly not the most important,
deals with the growing number of requirements being imposed upon the OIG. Many
of these, for example, are congressionally mandated oy statutes requiring audits or
work relating to: Contracted advisory and assistance services; restrictions on lobby-
ing for Federal funds; agency financial statements; financial integrity; peer reviews;
and continuing professional educational requirements. Each of these consume vary-
ing amounts of staff resources. The most staff intensive of these to date has been
the Chief Financial Officers Act. While we are in the early stages of implementation,
it has required a commitment on our part of over 80 staff years and costs of almost
$8 million. It certainly is not our intention to question the need or importance of

any of these requirements. What I want the Committee's members to know is that
we have to deal with these requirements in making decisions as to which audits we
can or cannot do, including work which is often important because of its interest
to this and other Committees of the Congress.

Whistlebower Concerns

Of great concern to us are recent reports we have received suggesting that there
is a perception amongst some that whistleblowers' identities are not being properly
protected and that whistleblowers are being reprised against. A related concern
evolves from perceptions that hotline complaints are treated lightly because many
of the hotline complaints we receive are referred to Departmental managers for re-
view and resolution.
Let me comment on the whistleblower issue that has been raised. In so doing, I

want the Committee to know that we are not aware of any situation in which the
identity of a whistleblower has been improperly compromised, or any situation in
which a whistleblower has been reprised against. EilJier situation would, of course,
be unacceptable; and, while we do not possess evidence that such acts have oc-

curred, we are making efforts to work witli those who have conveyed these concerns
to us, to surface the appropriate facts and take whatever actions may be required.
The troublesome aspect of this is that even if there are no actual misdeeds to be
addressed, the mere perception that whistleblowers do not receive every protection
and consideration provided by law or regulation, must be overcome, and we will
work to that end.

Hotline Referrals and Activities

The concerns raised about the hotline, like those involving whistleblower protec-
tions, are not taken lightly by the OIG, and are deserving of consideration and ex-

planation.
In 1978, OIG began operating a hotline to receive whistleblower complaints from

USDA employees and the public. A staff consisting of three complaints analysts and
two administrative support personnel receive these complaints by way of a toll fi-ee

telephone service, a local telephone line, a post office dox, and on occasions fi-om

interviews in OIG offices. "The complaints involve allegations of fraud, waste, and
mismanagement in the Department's programs or operations.
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One particularly troublesome aspect of our hotline complaint processing oper-
ations is the need to refer some of the complaints to agency managers, rather than

conducting OIG audits or investigations of all complaints. The simple truth is that
we do not have the resources to investigate every complaint that comes in over the
hotline. The number of complaints has increased from 389 in fiscal year 1979 to al-

most 4,000 in fiscal year 1992. We have handled more than 22,000 complaints
through the hotline since 1978.
To deal with this volume we have a senior criminal investigator review each com-

plaint to determine what kind of inquiry will be made. Many of these are referred
to the agency that administers the program or operation that is the subject of the

complaint. We tell the agency, at a level above the suspect individual or office, what
questions or issues we want them to resolve, and generally ask for a written report
of their findings. These actions are then reviewed to determine whether suitable in-

quiry was made and documented, and to ensure that appropriate criminal, civil, or
administrative action can be taken.
The issue of having agencies investigate matters regarding their programs or em-

ployees is not unique to the hotline. Each year we are unable to investigate about

1,000 allegations of wrongdoing or employee misconduct which agency managers
refer to OIG for investigation. Because of the demands on our resources to do other,

higher priority work, only the most serious matters involving top management offi-

cials, substantial program losses, or criminal wrongdoing are investigated by the
OIG. We hold no allusions that these processes are not without shortcomings.

FISCAL YEAR 1994 BUDGET REQUEST

The fiscal year 1994 budget request for the Office of Inspector General is $63.9
million. This request is a net increase of $1.1 million over the fiscal year 1993 budg-
et of $62.8 million. This increase includes funds to cover mandated pay costs in fis-

cal year 1992 and fiscal year 1993. No program or stafiBng increases are requested.
This concludes my statement, Mr. Chairman. I appreciate the opportunity to

present these views, and I hope that my comments are helpful to you and the Com-
mittee.

Office of International Cooperation and Development

Statement of John A, Miranda, Acting Administrator

Mr. Chairman, members of the Subcommittee, thank vou for the opportunity to

share with you the work of USDA's Office of International Cooperation and Develop-
ment. I'll begin with a brief overview of OICD's mission, provide you with back-

ground on our budget, and then tell you about the kind of work we do.

OICD's programs are aimed at strengthening U.S. agriculture's global competi-
tiveness and leadership while, at the same time, supporting economic growth in the

developing countries oi Asia, Africa, and Latin America, and in the emerging democ-
racies of Eastern Europe and the former Soviet Union.
These international efforts lead to medium- and long-term trade benefits for the

United States as we help these countries stabilize, reform, and strengthen their ag-
ricultural sectors. As we know from historical perspective, growing incomes in devel-

oping countries permit people to increase their imports to help meet expanding de-

mands for a larger and more diverse market basket of goods, including food, fiber,
and other products. Again, past experience demonstrates this can lead to a stronger
U.S. agricultural community through increased exports of U.S. agricultural and
other goods and services to nil the needs of our neighoors around the world.
OICD was established in 1978, and was given responsibility for the Department's

programs related to international scientific and technical exchanges, liaison with
international organizations, international technical assistance and training, and
international collaborative research. OICD's establishment was designed to increase

efficiency and improve communication within the Department regarding inter-

national development activities. It also provided a much needed central point of con-
tact for people in USDA, other federal agencies, the university community, and the

private sector who needed information or assistance related to the international de-

velopment activities of the Department.
In fiscal year 1992, OICD carried out its work with a budget of $38.8 million. Less

than 20 percent of this, only $7.2 million, came from direct appropriations. The ap-
propriated funds serve primarily to operate the agency's research and scientific ex-

change programs, liaison with international organizations, the Cochran Fellowship
Program, and the Agribusiness Promotion Program.
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The largest part of the agency's budgets—$28.4 million—came from the reimburs-
able technical assistance, research, and training programs which OICD manages. Of
the reimbursable program funds, 60 percent came from our work with the Agency
for International Development on more than 80 project agreements. The bmance
comes from the Support for East European Democracy, or SEED Act, and non-AID
soiirces, including other USDA agenaes, international organizations, and univer-
sities. An additional $3.2 million was expended in 1992 for technical assistance ac-
tivities managed by OICD on behalf of the World Bank and countries such as Spain
and Saudi Arabia.
OICD has approximately 200 employees, about 135 of whom are permanent staff.

The remainder hold various kinds of non-permanent positions related to specific
fixed-term contracts which the agency manages. Roughly 190 OICD employees are
located in the Washington metropohtan area; the rest are stationed overseas on
long-term assignments.
Throughout the year, in addition to our re^ar staff of about 200, we usually

have as many as 400 to 500 additional individuals working on projects involving
more than 70 countries. To fill these jobs, we tap the resources of the many USDA
agencies, other federal government agencies, the U.S. university system, and the

private sector for the particular expertise required for a project
—anything from bio-

technology to nutrition to the environment. Our job is to manage USDA's inter-
national programs, maximizing the benefits to both the United States and other
countries. We do this by reacning out, identifjring, and using the vast resources
available in the U.S. agricviltural and scientific communities to meet needs identi-
fied by the various organizations who call on us.
Now I'd like to tell you a Uttie about each of our four program divisions, and give

you a very brief overview of the work they do.

Activities in our Research and Scientific Exchange Division are funded through
a combination of all three sources of our funding—appropriated, reimbursable, and
trust funds. There are three major components of the division's work. The first is

the administration of collaborative research. Through long-term research projects,
U.S. researchers collaborate with their international counterparts on high priority
problems for the U.S. agricultural community, such as citrus canker or the
Africanized honeybee. Research is carried out both here and overseas and is funded
either by U.S. dollars or by foreign currencies made available from expired Public
Law 480 agreements or other sources. The research conducted overseas often cannot
be conducted in the United States due to quarantine considerations or the need to

study a particular organism or disease in its natural habitat.
There is also the added benefit that such research is usually done at significantly

lower cost than is possible in the United States. In fiscal year 1992, this division

managed 53 collaborative research projects in 15 different countries, and an addi-
tional 164 projects were ongoing in six countries using foreign currencies.
The second component is our scientific exchange program, where U.S. and foreign

scientists make short-term visits to each other's country to exchange information of
mutual benefit as well as technology, germplasm, and biological materials. In fiscal

year 1992, we managed 111 exchanges involving 25 countries and 216 participants.
These exchanges have proved invaluable over the years in improving U.S. crops, for-

estry, and livestock.

Under the auspices of this program, OICD manages a major long-term scientific

exchange program with China, a country with a vast reservoir of germplasm re-
sources important for the improvement, protection, and continued

diversity
of U.S.

crops. This past year, 21 teams of U.S. and Chinese scientists visited each other's
countries to exchange information on topics of importance to agriculture. Just to

mention a few, scientists exchanged plant germplasm resources and biological con-
trol agents to protect citrus finiits ana stored grains, and a team of U.S. plant quar-
antine officials visited China to discuss U.S. medfly quarantine practices—an obsta-
cle to U.S. fruit exports to China.
Our reimbursable research programs, the third component, operate mainly in

Egypt, India, Thailand, Eastern Europe, and the newly independent states of the
former Soviet Union.
For example, the National Agricultural Research Project in Egypt, a far-reaching

AID-funded project involving the cooperation of OICD and USDA/s Agricultural Re-
search Service, is supporting 28 collaborative research projects.

These projects will

improve the agricultural research system in Egypt, providing Egyptian farmers with

appropriate technology and a supportive policy environment in which to apply that

technology.
Our Food Industries Division's emphasis is on agribusiness and is also funded

from all three sources—appropriated, reimbursable, and trust funds. This division's

Trade and Investment Program helps promote U.S. exports while supporting the de-
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velopment of a healthy, vital, private sector in other countries through marketing
workshops, in-country technical team visits, and trade missions. They are involved
with the Caribbean Basin Initiative and run an Agribusiness Information Center
that provides information regarding export/import regulations and other information
needed by U.S. investors and exporters.
The program's scope of work has grown and diversified recently^ in both content

and geographical breadth. We are now working in the Caribbean, Central American
and Andean countries. Central Europe, Sub-SaJiaran Afiica, and the Near East.

In 1992, we sponsored agribusiness opportunity missions for U.S. business men
and women to Guatemala, the Dominican Republic, and Jamaica, and advance mis-

sions to Belize, Honduras, Hungary, and Nicaragua. Through these missions, U.S.

entrepreneurs gain the opportunity to meet and develop joint partnerships with
their counterparts in countries to which they may not otherwise be exposed. Devel-

oping joint ventures and other business linkages puts American companies in a

stronger position to gain access to markets for U.S. agricultural and other products.
The division's Professional Development Program provides career-related training

for foreign agriculturalists. This training takes place in U.S. universities and insti-

tutions and is funded by an international organization or a foreign government. In
fiscal year 1992, over 200 participants from 56 countries were placed with U.S. in-

stitutions, fostering long-term relationships and future collaboration when the par-

ticipants return home.
The Cochran Fellowship Program trains young professionals from middle-income

countries and emerging (^mocracies and exposes them to U.S. systems, goods, and
services to foster mutual trade and promote development. In fiscal year 1992, 472
Cochran Fellows from the public and private sectors of 21 countries received train-

ing in the United States, and the program has been a resounding success according
to resident USDA agriciiltural counselors. The Cochran Program has played an es-

pecially important role in USDA's efforts to assist Russia and other new republics
in the former Soviet Union.
The Development Resources Division, our largest, is funded completely through

reimbursable projects and trust funds. 'This unit coordinates and provides technical

assistance to developing countries, using the expertise of its own personnel, other

agencies of the Department, and the university community. Its management and

training unit conducts short-term technical training in the United States for foreign

agriculturalists. More recently, the unit is also conducting specially designed in-

country training overseas. We anticipate the demand for this training will grow.
The division's major areas of focus are forestry and natural resources, soil and

water management, plant protection and animal health, information management,
and business management and administration.

In a major undertaking, we are working closely with other USDA agencies to pro-
vide technical assistance to the Agency for International Development's natural re-

source projects worldwide, and policy development and implementation regarding
environment and energy concerns here in Washington. Growing pressure on the

world's natural resources has heightened the importance of efforts such as these.

While the goal of this division is to build sound institutions and to develop indige-
nous technical expertise in developing countries over the medium-to-long-term, our
famine mitigation unit is presently involved in the U.S. response to the emergency
situation in Somalia. Currently, we have a famine mitigation specialist on a 3-

month detail to the Horn of Africa assisting AID's Office of Foreign Disaster Assist-

ance Somalia Response Team. This specialist reviews and selects AID-funded agri-
cultural projects that will be implemented to help alleviate the suffering in Somalia
and throughout the region.
Our fourth division is the International Organizations Division, which has a small

staff, funded entirely through appropriations. This division acts as USDA's liaison

with international organizations concerned with agriculture. These organizations in-

clude the Organization for Economic Cooperation and Development, the Food and

Agriculture Organization of the U.N., the World Food Program, and the Inter-Amer-
ican Institute for Cooperation in Agriculture. All told, we are actively involved with
about 30 different international organizations whose agendas can have an impact
on U.S. agriculture.

Last year's United Nations Conference on the Environment and Development
highlighted the increasing interrelationships between agricultural, environmental,
and trade issues. Decisions in any one of these areas affect all of them. The Organi-
zation for Economic Cooperation and Development has become one of the significant
fora for reviewing the impact of policies in these areas. As the work of OECD is

expanding, it is affecting more USDA agencies and OICD is expanding its coordinat-

ing role vis a vis OECD. At the same time, we are also designating staff to be re-
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sponsible for follow up to UNCED in the U.S. government as well as in inter-
national organizations.
While USDA has a long history of active interaction with the Food and Agri-

culture Organization of the United Nations, this working relationship will also grow
as FAO responds to the agenda set by UNCED. Many USDA agencies, such as the
Forest Service, the Animal and Plant Health Inspection Service, and the Agricul-
tural Research Service, work very closely with FAO on matters of concern to U.S.

agriculture. OICD places high priority on maintaining this productive relationship,
especially in such programs as the Tropical Forestry Action Program, in the Work-
ing Group on Plant Genetic Resources, and in the activities of Codex Alimentarius.
OICD also helps promote U.S. candidates for posts in international organizations

through the Associate Professional Officers Program, which provides international
work experience for junior professionals from the United States. The first seven As-
sociate Professional Officers who had been placed with the Food and Agriculture Or-
ganization and the International Fund for Agricultural Development had all com-
pleted their tours of duty by the summer of 1991. Two new APOs were appointed
and left for their assignments during 1992. Both will be working with FAO, one in

Quito, Ecuador, and the second in JjJtarta, Indonesia. In fiscal year 1993, APOs will

work in the areas of agricultural marketing, natural resources, forestry, nutrition,
and pest management.

In addition to our ongoing activity with the international organizations, this year
the international community must elect new leadership for the Food and Agriculture
Organization and the Inter-American Institute for Cooperation in Agriculture. OICD
works with the Department of State to establish criteria used to identify the best
candidates for the U.S. Government to support in the elections.

I would now like to briefly turn again to the budget situation for OICD. For fiscal

year 1993 OICD's appropriated budget is again $7.2 million. This is a small but very
important component to our total budget, which is projected for this year at $45.7
million. This represents a 22 percent increase in the reimbursable and trust fund
portion of our budget over fiscal year 1992.
For fiscal year 1994, we are requesting $7.3 million for our appropriated pro-

grams. This increase of $96 thousand is the net of an increase commensurate with
a current services level, and a 3 percent cut in administrative costs. We expect our
reimbursable and trust fund programs to operate at roughly the same level in fiscal

year 1994 as in 1993.
As I mentioned earlier, in all of its activities, OICD draws upon the resources of

other USDA agencies, the U.S. land-grant university system, other federal agencies,
the private sector, and in-house expertise. We are actually, in many cases, an agen-
cy that showcases and provides to governments and institutions abroad the signifi-
cant talent and expertise encompassed in these institutions. In fact, we operate
much like a private sector entity within government rules and regulations. We do
not have time to "rest on our laurels" because such a large part of our budget comes
from reimbursable and trust funds—^fiinds we must obtain and maintain through
proven successes.

Mr. Chairman, in closing, I would like to highlight the fact that a major propor-
tion of the world's population—^four billion people—^live in developing countries. The
majority earn their living through agriculture, the number one occupation in most
of these countries. Of those 4 billion people, 2.5 billion live in rural areas, and half
of those live below the poverty line. A recently released study by the International
Fund for Agricultural Development on results of foreign aid program in developing
countries says that well intentioned donors have missed the point of development
assistance. That is, the rural poor are not an obstacle to economic recovery but the

very key to producing it. To quote from the report, "Poverty is less of a failure of
the poor, than a failure of policy makers to grasp their potential."
We at OICD do understand that potential. We well recognize that the world is

a "global village" whether viewed from the perspective of trade, nutrition and
health, or the environment. OICD is proud of the role it plays in helping both U.S.

agriculture and the global village preserve and strengthen a vital agricultural sec-

tor. We continue to be USDA's window to the world and provide a unique service

in the Department for U.S. farmers and their neighbors worldwide.
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Office of Pubuc Affairs

Statement of Ali Webb, Director of Public Affairs

Mr. Chairman and members of the Subcommittee, I am pleased to appear before

you to discuss the fiscal year 1994 request for the Department of Agriculture's OfBce
of Public Affairs.

Our mission is very straightforward. The Office of Public Affairs has the respon-

sibility
to communicate the policies, programs and activities of USDA to the public.

The channels of communication, the medium and methods of information delivery,
the role of media and interest groups are the challenging part of what we do with
our budget dollars.

Under President Clinton's directive to "re-invent government", the OfBce of Public

Affairs is a full participant in Secretary Esp^s reorganization plans for USDA. In

fact, I am confident that the Office of Public Affairs will lead the way to the new
USDA created by Secretary Espy.
The Secretarjr's charge to the Office of Public Affairs is to create an office which

communicates clearly and consistently with our audience in the most cost-effective

way possible.
To that end, we are examining every channel and method of communication we

now use, from the books we publish, like the Yearbook of Agriculture, to the tele-

vision programming we produce three times a week and the range of information

products in between. It is an exciting time of change as we begin to streamline the

Department's communications structure.

In the middle of meeting the challenge of creating a new Office of Public Affairs,

we are performing our mission every day. To coordinate the communications of 42

separate agencies and offices, the Office of Public Affairs has budgeted 156 staff

years. Our staff works out of the main USDA headquarters in Washington, D.C.

The Office of Public Affairs has state of the art, sophisticated communications

ability. In ad^tion to the traditional delivery systems of the printed press release,

we have the AGFAX system which allows us to reach out electronically to news or-

ganizations. We have production facilities for radio and television products which
are competing in today's electronic world and global village.

One of tJie most interesting parts of the Office of Public Affairs is the Video and
Teleconference Division which has pioneered the use of satellite technology in di-

rectly reaching consumer and farmer clientele and field staffs with critical informa-
tion in all 50 states. For example, a national meeting of the Cooperative Extension

system held via satellite originated from USDA's studio and included live guests
from studios in Denver, CO, and Madison, WI. Presenters from all three sites were
linked in the broadcast with live audio questions from viewers throughout the na-

tion. Using satellite technology allows USDA to compete in the time sensitive infor-

mation marketplace.
We have the capacity to send our information Eiround the country and to bring

together people from around the world through our teleconferencing facility. But,
this is only one of the top notch service divisions at the Office of Public Affairs.

We use every medivmi available to communicate to our audiences. I say audiences

because, as you know, the Department touches many people from the farmer in the
field to the food stamp recipient to the child in the school cafeteria. The multiplicity
of audiences require a variety of OPA services. We design our products to reach spe-
cific target audiences.
For example, some may get their news primarily fivm trade publications so we

provide specific information to that information channel. Much of what we do at

USDA is of interest to the general public and we communicate through traditional

general interest sources like newspapers, radio and television news.—With "USDA Radio Newsline," we have a 24-hour radio service which carries

five to ten current news items. Radio stations access the playback machines via

telephone, recording the material for later use in their broadcasts. A niunber
of agricultural networks of up to 150 affiliated stations each are regular users
of the service.—With "USDA Television News Service" we provide news actualities. The items
are distributed by satellite on Thursday evening and Saturday morning, and re-

peated Monday morning. Feature subjects are wide ranging and include topics
such as marketing, consumer interests, rural development, nutrition, conserva-

tion, forestry, environment, economics, production agriculture and international

trade.—In order to keep in step with changes and improvements in
technology,

our Pho-

tography Division can now convert photographs, transparencies, and negatives
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to digital images capable of being stored as digital files, and transmitted via
modem to client agencies, the media, or to a satellite for greater media access.

These examples demonstrate that the Office of Public Affairs clearly has the tech-

nology to fulfill our interactive information mission. With a successfiil reorganiza-
tion, we will use our technology even more effectively.

I invite the members of this Committee to come and visit the teleconferencing stu-

dio, design shop, news or television division to see first-hand the kind of communica-
tion tools we have at USDA. They belong to you, and your constituents. Although
we use the media as a primary channel to reach the public, we also reach out to

particular interest and trade groups as part of our public liaison function. A sepa-
rate and very important unit under Public Affairs is Intergovernmental Affairs
which is charged with coordination of our programs with local, state and tribal gov-
ernments.

FISCAL YEAR 1994 BUDGET REQUEST

The Office of Public Affairs is requesting $9,553 million for fiscal year 1994. This

represents an increase of $160,000, or 1.7 percent over our fiscal year 1993 appro-
pnation.
This increase is composed of $168,000 for annualization of the fiscal year 1993

{)ay

raise and $49,000 for non-pay inflation; partially offset by a decrease of $56,000
or administrative efficiency and $1,000 for the FTS reduction.
We are actively engaged in a process to do more with what we now have. We fiUly

expect that our reorganization efforts will allow us to enhance information delivery
to the American public while reducing total costs. We will keep the Congress in-

formed of these reorganization efforts within USDA.
This concludes my statement, Mr. Chairman. I will be pleased to respond to any

questions.

Office of the General Counsel

Statement of James Michael Kelly, Acting General Counsel

introduction

Mr. Chairman and members of the Subcommittee, I am pleased to appear before

you today to discuss an overview of the Office of the General Counsel and our fiscal

year 1994 appropriation request.
I am joined by Bob Fraiiks, Deputy General Counsel; William Perrelli, Director,

Administration and Resource Management; Charlene Buckner, our Finance and
Budget Analyst; and of course, Mr. Dewhurst.

MISSION OF the agency

The Office of the General Counsel (OGC) is responsible for providing legal advice
and services to the Secretary of Agricxilture and other officisJs of the Department
of Agricultiire and for all programs, operations, and activities of the Department's
42 agencies, staff offices and corporations.
The mission of OGC is to determine legal policy, provide legal services, and direct

the performance of all legal work for the Department throughout its Washington
and field locations. The General Counsel is the principal legal advisor to the Sec-

retary of Amculture and is responsible for providing legal advice and representa-
tion for the Department.

SIZE

As of September 30, 1992, OGC had 406 employees of which 377 were permanent
full-time employees and 29 were other employees. There were 178 permanent full-

time employees and 9 other employees located in Washington, D.C., and 199 perma-
nent full-time employees and 20 other employees in the field. Our fvill staffing levels
are approximately 260 attorneys and 146 support staff.

ORGANIZATION

OGC's services are provided through 11 Divisions in Washington, 22 field offices,
and 8 client host or other special work sites. The headquarters for OGC is located
in Washington, D.C. The Office is directed by a General Counsel, a Deputy General
Counsel, four Associate General Counsels, and 11 Assistant General Counsels, and

fift-fiin n - Q-^ - -^n
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a Director for Administration and Resource Management. We have attached an or-

ganizational chart for your information that shows the overall structvire of the ofBce.

The headquarters legal staff is divided into four areas: (1) Regulatory and Market-

ing; (2) International Affairs, Commodity Programs and Food Assistance Programs;
(3) Community Development and Natural Resources; and (4) Legislation, Litigation,
Research and Operations.

FIELD STRUCTURE

OGC has five regional offices, each headed by a Regional Attomev, and 17 branch
offices headed by an Associate or Assistant Regional Attorney. The locations of these
offices are listed on the attached organizational chart. Currently, OGC has 8 em-

ployees working in the offices of client agencies, U.S.
Attorneys,

or in other loca-

tions. These sites include Fresno and Sacramento, California; Mt. Holly, New Jer-

sey;
St. Paul, Minnesota; Stevens Point, Wisconsin; Gainesville, Florida; Greenwood,

Mississippi; and Indianapolis, Indiana. We also expect shortly to have an attorney
in Boise, Idaho.

OGrC's field offices provide legal advice and services with respect to all matters

arising from the administration of programs by agency field staff. A majority of the

Department's litigation is completed at the field level through direct referrals to

U.S. Attorneys, without involvement of the Washington office. OGC field-level legal
services are provided primarily to the Agricultur£d Stabilization and Conservation

Service, Farmers Home Admimstration, and the Forest Service. Other Departmental
agencies, including the Agricultural Marketing Service, Animal and Plant Health

Inspection Service, Federal Crop Insurance Corporation, Food and Nutrition Service,
Soil Conservation Service, and other agencies, also receive legal services fi"om OGC
field offices.

STATUS OF FISCAL YEAR 1993 FUNDS

In fiscal year 1993, Congress appropriated $24,554,000, which is the same amount
that was appropriated in fiscal year 1992. We also expect to receive approximately
$1,107,000 tor providing legal services to Department user fee programs. As you
may recall, our budget request last year was reduced by this amount, with the re-

duction to be offset by reimbursements from the user fee programs. The amount of

available funds for fiscal year 1993 has necessitated the continuation of certain aus-

terity measures that were implemented in fiscal year 1992 and the implementation
of some new measures. Some of the austerity measures include signiJBcant reduc-

tions in discretionary funding for travel, training, supplies,
and equipment; delaying

promotions for 120 days after approval; except in the case of emergencies, not re-

placing either legal or support staff as positions are vacated; reducing the use of

automated legal research services; cancelling the attorney recruitment program; and

eliminating cash awards and Senior Executive Service bonuses, rank awards and

pay level adjustments. Continued implementation of OGC's database contract has
also been suspended.
Through these initiatives, at the mid-year point in execution, we believe that OGC

will be able to execute a balanced program tor fiscal year 1993 without implement-
ing any additional austerity measures. Every effort is being made to ensure that the

current fiscal crunch will not unduly affect the quality or service we render to the

Department or materially disrupt operations and morale within OGC.

CURRENT ACTIVrnES AND ISSUES

We understand that the Subcommittee would like us to address some of the cur-

rent activities in which we are involved, as well as current issues. Much of OGC's
workload is on-going in the sense that we continue to review regulations, prepare
civil and criminal cases to be filed by the Department of Justice, defend against law-

suits filed against the Department, prosecute administrative cases, provide both for-

mal and informal advice, and draft proposed legislation. While the names and issues

change, the basic legal services we provide are essentially the same over time. How-
ever, I would like to highlight a few areas.

Because of changes in laws and changes required by court decisions, the Depart-
ment is continuously amending its regulations. Some that we have been working on

recently in the natural resources area and that are on-going include regulation

changes relating to appeals of Forest Service decisions, land management planning
regulations, cancellation of timber sales contracts for the protection of sensitive,

threatened or endangered species,
timber exports, and non-commercial use of Na-

tional Forest System lands. In the
regulatory

area some of the significant regulation

changes we have been addressing include those relating to pesticide recordkeeping
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requirements, pine shoot beetles, biotechnology, and various aspects of nutrition la-

belling. Extensive legal advice has been and will continue to be provided in connec-
tion with the Department's reappraisal of the meat and poultry inspection systems.

In the area of agricultural credit, we have been involved in developing regulations
which implement new rural economic development programs, such as the Rural
Electrification Administration's Distance Learning and Medical Link Program, and
which revise existing programs, such as REA's Discounted Prepayment Program.
We are also providing legal assistance in connection with development of the Farm-
ers Home Administration beginning farmer operating loan and farm ownership
downpayment loan programs.
Some pending litigation involves challenges to Department regulations. These

cases involve labelling of mechanically separated meat and poultry, health labelling
of meat, and Animal Welfare Act regulations. Other m£gor litigation includes, of

course, injunctions against timber sales because of the northern spotted owl, water

rights adjudications, food stamp litigation, including the settlement of outstanding
Quality Control claims against the states, and numerous bankruptcy matters.

The office also continues to provide legal services in connection with various inter-

national trade issues. These include questions arising in connection with agricul-
tural provisions of the Uruguay Round of multilateral trade negotiations under the

auspices of the General Agreement on Tariffs and Trade, the proposed North Amer-
ican FYee Trade Agreement—which will also necessitate the drafting of legislation
to implement various aspects of that proposal

—and the United States-Canada Free-
Trade Agreement.
Under the Clinton Administration, there undoubtedly will be new initiatives and

actions that will likewise require OGIO involvement. One example already is the de-

cision by Secretary Espy to suspend foreclosures involving Farmers Home Adminis-
tration farmer program borrowers. OCSrC has spent considerable time advising the

Secretary's office and FmHA on the implementation of that initiative. We also ex-

pect to be heavily involved in Pacific Northwest wildlife and forestry issues.

With our appropriation essentially the same for the last two years and for the

coming year, like most other agencies we have had to find ways to reduce spending.
One of tiie issues arising fi^m that relates to our contract to implement a standsird-

ized nationwide correspondence control and case tracking and reporting system. We
have not been able to proceed beyond the installation of a pilot system in some of

the Washington offices and 2 field offices. Since the current systems that most of
our offices use to track their data have far surpassed their life expectancy, we will

be faced shortly with a decision of replacing these obsolete systems with standalone
database software applications and forgoing further implementation of the nation-
wide pilot system. We will be giving further consideration to this matter in the near
fiiture.

FISCAL YEAR 1994 BUDGET REQXJEST

For fiscal year 1994, OGC is requesting $25,045,000 in direct appropriations. This

request represents a net increase of $491,000 over the fiscal year 1993 appropria-
tion. Of the requested increase, $502,000 is for the annualization of the fiscal year
1993 pay raise. OGC's request was ailso increased by $55,000, which reflects a 2.7

percent increase for non-salary costs; however, that increase was offset by a $59,000
reduction, which reflects a 3 percent decrease for administrative purposes, in keep-
ing with the I*resident's Executive Order to promote the efficient use of resources.
OGC's request was also reduced by $7,000 for FTS2000, due to anticipated lower

price.
Mr. Chairman, we realize that in these times of huge federal deficits and tight

budgets all agencies must tighten their belts and learn to provide more with less.

It goes without sa)dng that we are willing to do our part, and we have in fact adopt-
ed a nimiber of cost-saving measures in both fiscal year 1992 and fiscal year 1993.

However, the overall amount of legal work never seems to decrease, and Depart-
mental agencies are continually seeking new or expanded legal services. We have
worked du-ectly with several of our client agencies to address their additional needs
for more lawyers through reimbursable agreements. However, since OGC is a staff"

agency and 91 percent of our budget consists of funds for personnel compensation,
we have no way to absorb cuts below our request without placing a severe strain

on the office and adversely affecting daily operations. Therefore, the entire amount
of our budget request is essential to maintain our current, existing staff and levels

of service.
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CLOSING

That concludes my statement, Mr. Chairman. We appreciate the support this

Committee has given us in the past. I will be happy to answer any questions you
and the Committee members may have at this time. Thank you.

t
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Office of the Secretary and Departmental Administration

Statement of Charles R. Hilty, Assistant Secretary for Administration

Mr. Chairman and members of the Subcommittee, I am pleased to discuss the fis-

cal 1994 budget request for Department level and Department-wide USDA activi-

ties. I will be covering appropriations requests for Departmental Administration,
GSA Rental Payments and Building Operations, Advisory Committees, Hazardous
Waste Management, the Working Capital Fund, and the OfiBce of the Secretary.
With me today to ensure that you are fully informed and that all your questions
are answered are Irwin T. David, the Deputy Chief Financial Officer, Larnr Wilson,
the Director of the Office of Finance and Management, and Connie Gillam, the

Budget Officer for Departmental Administration, and Steve Dewhurst, the Depart-
ment's Budget Officer.

DEPARTMENTAL MANAGEMENT

The Department is responsible for the broadest range of program activities of tuiy
civilian Federal department. We serve our "customers" through a diverse family of
USDA's programs, touching all citizens—^farmers, ranchers, producers, consumers,
and chUoren—daiW in every state and county. These programs must be managed
in an efficient, effective, and fair manner. It is the responsibility of the Depart-
mental StafF OflBces to help the Secretary, the Under and Assistant Secretaries, and
agency policy officials make sure USDA's administrative management program
meets these goals. The Departmental Administration staff activities are funded

through the Departmental Administration and related appropriations. These activi-

ties cover policy related and operational areas ranging from numan resources, civil

rights, equal opportunitv, financial management, information technology manage-
ment to tne operation of the physical facilities in the USDA headquarters complex.

Before I describe the current activities within Departmental Administration, I

would like to take a moment to share with you some oi the philosophy and emphasis
Secretary Espy has brought to the Department, particularly as it affects Depart-
mental Administration. Secretary Espy is interested in management improvement
and has taken steps outlined in the 1994 budget request to guarantee continued

proficient management at USDA. Secretary Espy is committed to the idea of "one

stop shoppingf' for the customers of USDA. He does not want American farmers

chasing all over the county or the State to obtain vital information from USDA. He
does not want them buried in red tape and paperwork. This belief is reflected in

initiatives such as the Info Share program, under our Office of Information Re-
sources Management, which will consolidate three separate field office information

systems to provide "one stop shopping" to farmers nationwide. Info Sheire is an ex-

ample of programs under development at the Department where innovative new
tecnnologies and ideas are being invested to better serve our program recipients,

provide accurate, timely and concise performance information to empower program
decisionmakers at every level and reduce administrative costs. Departmental Ad-
ministration has a large part to play in achieving those goals for the American
farmer. I would like now to give you some of the details.

CURRENT activities

USDA's central Office of Personnel, or OP, the first personnel office in govern-
ment, was established in 1925. It is the central policy, oversight and guidance office

for all USDA agencies' personnel offices. OP also provides direct personnel support
to the Office of the Secretary, Departmental Staff Offices, the General Counsel, and
the Office of the Inspector General. For fiscal year 1993 about 26 percent of the De-

partmental Administration appropriation is used to fiind OFs activities. OPs plans
for fiscal year 1993 focus on expanding and improving the diversity of the USDA
workforce, developing competent leadership for tiie future, and improving the qual-
ity and effectiveness of Departmental personnel systems and data bases.
The Office of Finance and Management, or OFM, is the central oversight and

guidance activity within the Department for financial management systems, ac-

counting. Federal assistance, management controls audit resolution, management
and productivity improvement, occupational safety and health, and for management
of the National Finance Center (NFC). The Director is the Department's Manage-
ment Improvement Officer and Comptroller of the Working Capital Fund. OFM

pro-
vides support to the Chief Financial Officer in carrying out provisions of the Cnief
Financial Officers Act. In addition, OFM provides budget, accounting and fiscal

services for the Office of the Secretary and departmental staff offices. Our Budget
Officer, Ms. Gillam, at the table with me today, is located in this staff office. Ap-
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proximately 17 percent of the Departmental Administration appropriation funds
OFM activities. Major initiatives for fiscal year 1993 tire the implementation of the

provisions of the Chief Financial Management Officers Act, the improvement of the
central accounting and administrative systems, and strengthening accountability for

USDA financial and management oversight and improvement efforts.

The Office of Operations, or 00, is the housekeeping organization within Depart-
mental Administration. It provides Departmental policy oversight and guidance or

management of real and personal property, procurement, contracts, transportation,
supply, motor vehicles, aircraft, energy conservation and recycling programs. 00
also is responsible for Department-wide information systems that monitor agency
activities in these areas. 00 provides agencies in the Washington, D.C. area with
certain centredized administrative services, including headquarters facilities man-
agement, mail processing, acquisition and procurement services, distribution of sup-
plies, forms, and publications, copy and reproduction services, shipping and receiv-

ing, imprest fiinds, warehouse services, and support of the Office of the Secretary.
Funding OO's activities takes approximately 12 percent of the Departmental Admin-
istration appropriation. A separate appropriation of $25.6 million tiiat finances the

operation and maintenance of the headquarters complex will be discussed later. For
fiscal year 1993, 00 has established initiatives to assist USDA agencies improve
program accessibility to persons with disabilities and recycle reusable materials. In

ad^tion, 00 is working to improve the efficiency and effectiveness of its operations
through improvement in its organization structure and increased automation.
The Office of Information Resources Management, or OIRM, is our central infor-

mation management and information technology systems planning, acquisition, and
oversight arm. Through its data centers, it provides USDA agencies wi^ direct ADP
services. Twenty-three percent of the Departmental Administration appropriation
supports OIRM's fiscal year 1993 activities. Two major efiforts within OIRM merit

special mention. The Agency Liaison Officer or ALO program is designed to improve
Departmental oversight and coordination of agency IRM planning, budgeting, tech-

nology implementation and assessment, to provide a primary point of contact be-
tween the agencies and OIRM, and to provide an interface with 0MB and other ex-
ternal oversight agencies. This critical oversight program is aimed specifically at

guiding the development of USDA information systems to new levels of excellence
in program delivery and cost efifectiveness. The USDA Info Share program I intro-
duced earlier, is designed to simultaneously reduce the eunount of red tape and pa-
perwork farmers face when doing business with USDA and improve public access,

provide more accurate and timely performance data to program decisionmakers, and
reduce the life cycle costs of the next generation of USDA information systems. Info
Share illustrates our commitment to providing responsive "one stop shopping" serv-
ices to program recipients, promoting information sharing to improve program man-
agement, and reduce the life cycle costs of USDA's information systems.
The Office of Advocacy and Enterprise, or OAE, is the Department's central civil

rights and equal opportunity oversight arm. OAE programs and activities account
for approximately 14 percent of the Departmental Administration appropriation.
During fiscal year 1993, OAE will concentrate on eliminating discrimination in the

delivery of USDA programs, improving the employment opportunities for minorities
and women in USDA programs, and improving the Department's minority and small
business procurement performance.

In the administrative law area, the Office of Administrative Law Judges, or
OALJ, holds hearings and renders decisions on appeals of administrative decisions
taken in several USDA agency program operations. The Judicial Officer, or JO, ren-
ders final administrative decisions on appeals to the Secretary. OALJ and JO ac-
count for 6 percent of the Departmental Administration appropriation. Their main
goal for fiscal year 1993 is to render fair and impartial decisions in a timely man-
ner.

Emergency Programs, or EP, formerly part of the Office of Personnel, is a sepa-
rate budget activity beginning in fiscal year 1993 to emphasize its importance as
the Department's central contact point for emergency programs and emergency pre-
paredness both within USDA as well as with other Federal, State and local agen-
cies, and international agencies. This activity accounts for approximately 1 percent
of the Departmental Administration appropriation. During fiscal year 1993, EP will

develop plans and issue necessary guidelines and handbooks that will facilitate

USDA agency planning, preparation for and response to disasters and emergency
situations.
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DEPARTMENTAL ADMINISTRATION BUDGET REQUEST

The budget request for Departmental Administration for fiscal year 1994 is

$27,298,000, an increase of $1.5 million above the fiscal year 1993 current estimate
of $25,798,000. I know that in this era of deficit reduction and down-sizing of Fed-
eral programs it is difBcult for this Committee to support budget increases, espe-

cially for staff organizations. However, I clearly see compelling reasons to support
this increase. Departmental staff offices are small, labor intensive activities. Over
a third of this requested increase, $512,000, is for annualization of 1993 pay costs.

The absorption of pay costs and inflation required in previous years makes it impos-
sible to absorb further pay costs without harm to the oversight and operation of the

Department's administrative management program activities.

The remaining $988,000 are primarily to strengthen financial management and
financial systems to meet the requirements of the CFO Act and to expand Depart-
mental information technology activities supporting farm service, research, natural

resources, food safety and inspection programs, as well as other USDA agency pro-

grams providing direct services to consimiers, farmers, ranchers, and other USDA
clientele through the Info Share program.
The increase for financial management will be invested in improving USDA's fi-

nancial management systems to provide modem, up-to-date systems that have the

internal control mechanisms in place to prevent the manipulation of programs for

fraudulent purposes, to assure that the award of loans, deficiency payments and
other forms of aid go to those that qualify and that program qualifications are

upheld.
Farmers and all other USDA program recipients should be able to deal with a De-

partment that is efficiently managed and responsive to their needs. They should not
be overburdened with government forms and red tape. Other parts of the increase

will be used to design and acquire automated data systems under Info Share that
are user friendly, integrate data bases, support requirements across several agen-
cies, encourage one-stop shopping, and provide the Congress, the oversight agencies,
and USDA management real time data on the cost of our delivery of services, and
measures of program success.

RENTAL PAYMENTS AND BUILDING OPERATIONS

The larger of these two appropriations. Rental Pajrments, finances a portion of the

Department's payment to the Cfeneral Services Administration for space rental and
related costs. In fiscal year 1994, the Department requests $50,503,000 for Rental

Payments to pay for its space. This increase covers GSA rental rate increases in se-

lected geographic regions applied to our existing space inventory. The request also

provides that funds wr non-recurring repairs remain available until expended to ac-

commodate the lengthy contracting process associated with these repairs and the ex-

tent of the work to be performed.
The Building Operations and Maintenance appropriation funds the Departmental

staff and support services to operate and maintain the downtown Headquarters
complex. For fiscal year 1994 the Building Operations and Maintenance request is

$25,581,000, a net decrease of $119,000 fix)m fiscal year 1993 level of $25,700,000.
This change reflects increases of $569,000 for non-salary inflation and $104,000 for

annualization of the fiscal year 1993 pay raise which are offset by a decrease of

$792,000 to meet deficit reduction targets.

ADVISORY COMMITTEES

In the fiscal year 1983 Appropriations Act, the Congress established a single ap-

propriation for USDA Advisory Committees other than those funded from the Forest

Service appropriation or user fees. The fiscal year 1994 USDA Advisory Committee

request of $952,000 is the same level as that appropriated for Advisory Committees
in fiscal year 1993. Executive Order 12838 calls for a one-third decrease in the num-
ber of discretionary advisory committees and justifications for continuation of all

statutory and discretionary committees. We are currently conducting the review
that will accomplish the President's directive. Once the review is completed you will

be provided a revised list of the committees proposed for fiinding during fiscal year
1994.

HAZARDOUS WASTE MANAGEMENT

USDA requests $16,000,000 for the Hazardous Waste Management program in

fiscal year 1994. This level of fiinding will allow USDA's agencies to establish a min-
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imum program level and to initiate cleanup activities at only the most critical

USDA sites with problems caused by past uncontrolled disposal practices.
The safe disposal of hazardous waste materials remains a serious challenge to the

Nation. Past oisposal methods often created serious environmental problems that
now require costly corrective actions to remedy. The fiscal year 1994 budget contin-
ues USDA's program efforts to comply with the Comprehensive Environmental Re-

sponse, Compensation and Liability Act and the Resource Conservation and Recov-

ery Act.

Resources from the central hazardous waste management fund are allocated to

the Departmental agencies according to priority needs. Funds are available until ex-

pended. Although there have been past problems in obligating funds in the year in
which they were made available, we have improved oversight of the account to pre-
vent this from recurring. For fiscal year 1992, we obligated over 95 percent of the
$39 million available. We expect to do even better this fiscal year.
The passage of the Federal Facilities Compliance Act could have a severe impact

on the Department's program. This Act establishes that Federal facilities do not
have sovereign immunity from state enforcement of state environmental laws and
are obUgated to pay fines and penalties assessed by states. This may mean that a

significant portion of our funding could be needed to satisfy state enforcement ac-

tions rather than to complete planned cleanups. Although we understand and accept
the intent of the Congress in enacting this law, it cot^d result in major delays in
the Department's cleanup efforts.

WORKING CAPITAL FUND

Our Departmental Working Capital Fund—^WCF for short—was established in
1943. In the 50 years since its establishment, it has served as a financing mecha-
nism for the acquisition of large-scale assets, such as mainframe computers, and for
the provision of centrally-managed administrative services. The Fund allows users
to take advantage of the economies of scale that come with centralized management.
It also makes affordable to smaller USDA agencies, services that would be much
more expensive if those agencies had to provide them on their own. Further, the
Fund provides the means to acquire and finance large scale procurement, recovering
the costs through depreciation charges to users over the useful life of the asset ac-

quired.
This year, the Fund supports 21 activities located in 6 Departmental staff of-

fices—Finance and Management, Public Affairs, Information Resources Manage-
ment, Operations, Personnel, and Executive Secretariat. Except for the National Fi-

nance Center in New Orleans, Louisiana; the National Computer Center/Mainframe
office in Kansas City, Missouri; the National Computer Center/Network Manage-
ment Services and Applications Design offices in Fort Collins, Colorado; and the
Consolidated Forms and Publications Distribution Center in Landover, Maryland,
which houses Central Supply Stores, Central Supply Forms, and Central Excess
Property Operation warehousing activities, all other WCF activities are located in

Washington, D.C.
The current estimate of fiscal year 1993 operating costs is approximately $173

million. Capital acquisition funds add another $19 million. The total operating cost

figure reflects the growth in the volume of goods and services financed^throu^ the
Fund over the past several years. The true measures of

efficiency
in the Fund—^unit

costs of service—show that this increased volume of service is being provided at a
reduction in unit costs over the same period.
As an example, the payroll/personnel system operated by our National Finance

Center and the IBM system mainfi"ame computing operation in Kansas City are the
two largest services supported by our Working Capital Fund. This year they will ac-
count for approximately 43 percent of estimated total costs. Efficiencies achieved in
these areas, measured in the unit costs that users pay for service, will have a sig-
nificant impact on total Fund productivity. We anticipate that the unit cost of

payrolling an employee through our payroll/personnel system will be more than 13

percent below the fiscal year 1990 level. Unit costs for computer processing services
on IBM equipment at our National Computer Center, measured in dollars per cen-
tral processing unit minute, will be reduced by about 32 percent over the same pe-
riod.

At a time when the President is asking those of us overseeing administrative
services to reduce costs, I am pleased with what has been accomplished through our
WCF. Just as we have programs aimed at providing a responsive menu of services
and "one stop shopping* to better serve farmers, WCF activities provide USDA and
other federal agencies with responsive and extremely cost effective support services.
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I am committed to making further contributions to help achieve the President's cost

reduction goals.

OFFICE OF THE SECRETARY

The offices of the Secretary provide policy oversight and guidance for the Depart-
ment and maintain relationships with agricviltural organizations and others in the

development of farm programs. OSEC also oversees special projects that are con-

ducted at the behest of the Congress. These projects include short-term studies, in-

vestigations, and research on matters affecting agriculture or the agricultural com-

munity.
OSEC currently is made up of the Secretary, Deputy Secretary, two Under and

seven Assistant secretaries and their staffs. OSEC has a total of 86 staff years.

Twenty-two are in the Immediate Office with five each in the Deputy and Under
Secretaries' offices. The Assistsmt Secretaries for Economics, Science and Education,
Natural Resources and Environment, and Food and Consumer Services each have
five staff years. Administration eight, Congressional Relations 15, and Marketing
and Inspection Services six. All are located in Washington, D.C. 'The Office of the

Secretaiys funds for fiscal year 1993 are sufficient to carry out daily operations, due

mainly to the lapse of filling vacancies created by the change in Administration.
Each OSEC ofBce is financed fi-om a separate appropriation—eleven separate ap-

propriation accounts in all—most less than $600,000 and 6 FTE's. The restrictions

placed on the flexibility of the Secretary to assign and redirect resources to meet

top level USDA program oversight and direction needs or to meet an emergency
limit his ability to establish priorities and shift resources necessary to meet the

changing conditions of American agriculture. In the interest of efficiency and flexi-

bility, we again ask that these accounts be combined into a single appropriation.
Thank you for the opportunity to speak today about our plans. I would be pleased

to respond to your questions.

Packers and Stockyards Administration

Statement of Calvin W. Watkins, Acting Administrator

Mr. Chairman and Members of the Subcommittee: I appreciate the
opportunity

to appear before the Subcommittee to discuss the programs of the Packers and

Stockyards Administration (P&SA).

mission of the agency

The Packers and Stockyards Administration is an Agency of the Department of

Agriculture, with primary responsibility for administering the provisions of the
Packers and Stockyards Act. Our mission is to assure fair business practices and

competitive markets for livestock, meat, and poultry. The programs of the Agencv
are designed to foster fair £ind open competition, guard against deceptive and traud-

ulent practices, and provide payment protection in the marketing of livestock, meat,
and poultry.

In addition to its responsibilities under the Packers and Stockyards Act (P&S
Act), the Agency administers the Clear Title provisions contained in Section 1324
of the Food Security Act of 1985.

FISCAL year 1994 BUDGET REQUEST

The budget request of the Packers and Stockyards Administration for fiscal year
1994 is $12,203,000. This includes an increase of $207,000 over fiscal year 1993

funding. It consists of an increase of $203,000 for annualization of fiscal year 1993

pay costs and an increase of $80,000 in non-salary costs. The request reflects a re-

duction of $71,000 in administrative expenses and a decrease of $5,000 for FTS2000
funding.

SCOPE OF OPERATIONS

The production and marketing of livestock, meat, and
poultry

are important to

American agriculture and have a significant impact on tne Nation's economv. In

1992, cash wrm receipts of livestock and poultry were $63 biUion, approximately 37

percent of total receipts. The wholesale value of shipments by the red meat and

poultry industries in 1992 has been estimated by the Department of Commerce to

be approximately $96 billion.
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At the close of fiscal year 1992, there were 1,581 stockyards; 7,296 market agen-
cies/dealers and 2,320 packer buyers registered with the Agency to engage in the

livestock marketing business. There were also approximately 6,500 slaugntering and

processing packers and an estimated 6,900 meat distributors, brokers, and dealers

operating subject to the provisions of the P&S Act. Of the slaughtering packers, 561
were bonded. In addition, packers purchasing over $500,000 worth of livestock were

required to file annual reports with the Agency. There are an estimated 275 poultry
firms subject to the P&S Act.

ORGANIZATION OF THE AGENCY

PROGRAMS UNDER THE P&S ACT

The Agency's programs are divided into two major program areas under the P&S
Act: Livestock Nlarketing and Packer and Poultry. In these areas, the Agency makes

every effort to effectivdy respond to changing conditions and adapt to an ever-

changing industry.
The Agency has 12 regional offices located throughout the United States. These

offices have 12 to 15 employees each and consist mainly of auditors, marketing spe-

cialists, scales and weighing specialists, and clerical support personnel.

CURRENT ACTIVITIES

PAYMENT PROTECTION

One of the major concerns of the Agency is providing payment protection to live-

stock and poultry producers. It is particularly important to the stability of the farm

economy that producers receive full payment when due.

To address mis concern, tiie Agency continues to give special priority to the finan-

cial area. During fiscal year 1992, 11 auction markets failed financially owing
$567,000 for livestock, $512,000 of which was subsequentlv recovered fi-om bonds

and other sovirces. For livestock dealers and order buyers, there is a different story.

During the last fiscal year, 23 dealers/order buyers failed owing $2.1 million for live-

stock, of which only $608,000 was recovered, leaving $1.5 million unpaid. Dealer

failures continue to represent a significant amount of unrecovered losses in the live-

stock marketing chain.

Producers must have assurances of prompt and full payment in the marketing of

their products and a hope of a fair return in an open and competitive market place
to maKe the long-term commitment and investment necessary for raising livestock

and poultry.
The statutory trust provisions of the P&S Act have been very successful in recov-

ering losses as a result of failures by meat packers and live poultry dealers. During
fiscfd year 1992, livestock producers were paid $2.7 million by 15 packers under the

statutory trust provisions, bringing the total received by livestock producers to over

$44.3 million under the trust provisions since the P&S Act was amended in 1976.

In addition, producers received over $260,000 from packer bonds in fiscal year 1992.

During fiscal year 1992, poultry producers were paid $3.1 million by 2 poultry

processors under the statutory trust provisions. Since the P&S Act was amended in

1987, poultry producers have receivea over $3.9 million under the poultry trust pro-
visions.

LIVESTOCK MARKETING

The primary responsibilities under the Agency's livestock marketing programs are

to ensure prompt and fiill payment to livestock producers, prevent unfair trade prac-

tices, and foster open competition by stockyards, market agencies, and dealers. The
bonding, solvency and custodial account requirements are given top priority to pro-
vide maximum payment assurance to livestock producers.
Because of increasing concern about the integrity of custodial funds, the Agency

continues to emphasize fi*equent on-site audits of all custodial accounts. This pro-

gram helps identify market agencies that are misusing custodial funds and those

that are short in the custodial account. Three years ago, we impleinented a custodial

audit program designed to assure all custodial accounts are audited on a regular
basis.

In addition to the payment protection responsibilities, the livestock marketing

pro-am places a high priority on the investigation of fraudulent practices. Empha-
sis is given to investigation of false weighing, weight and price manipulation,

switching of livestock, and misrepresentation of the source, origin, and health of

livestock.
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Competition in livestock marketing continues to be a matter of concern, since com-

petition for livestock should be open and free of restrictions. Any practice, agree-

ment, or understanding that excludes potential buyers from bidmng in open com-

petition is considered a restraint on competition. Examples of such practices include

apportioning of territories, price agreements or arrangements not to compete, and

payoffs or Uckbacks to buyers. Information or complaints that indicate a possible
restriction of competition are investigated on a priority basis.

PACKER AND POULTRY

The primary responsibilities of the packer and poultry program are to assure

prompt and full payment to livestock and poultry producers, foster open and free

competition in the procurement of livestock by packers, and prevent noncompetitive

practices in the marketing of meat and meat products. High priority is given to as-

suring payment for livestock through bonding, solvency tests, and the packer trust,

which has helped reduce losses to producers selling livestock on a cash basis to

slaughtering packers. The poultry amendments to the Act give similar protection to

poultry growers and producers tlm>ugh statutory trust and payment provisions.
The substantial statutory trust payments to poultry producers in fiscal year 1992

demonstrate the importance and effectiveness of this program.

SCALES AND WEIGHING

The msgor emphasis of the Agencjr's scales and weighing program continues to be
directed to weighing investigations. Economic and competitive pressures on individ-

uals and firms engaged in livestock marketing contribute to falsifying weights as

a way to improve income. Dvuing fiscal year 1992, 12 percent of the Agency's 503
formal weighing investigations disclosed false or questionable weighing. The per-

centage of Siese cases has remained relatively constant for the past lew years.
In addition to conducting weighing investigations, the Agency actively participates

witJi the National Conference on Weights and Measures and the National Institute

of Standards and Technology in the development of standards, specifications, and
tolerances for livestock and carcass scales.

The Agency also develops training programs and provides instruction to State

weights and measures officials, private scale testing companies, and scale users.

Diuing fiscal year 1992, the Agenc/s 4 formal scale testing workshops provided

training for 38 weights and measures and industry personnel. Since tnis training

began in fiscal year 1989, 14 formal scale testing workshops have provided training
for 221 weights and measures and industry personnel.

MEAT MARKETING

Meat brokers, dealers and distributors continue to receive attention in the Agen-
c/s investigations of illegal inducements such as commercial bribery and illegal

brokerage.
Payoffs to chainstore meat buyers eliminate competition based on price, quality

and service. P&SA maintains regular contact with industrv members to obtain leads

on illegal conduct. The Agency also works closely with tlie FBI, the IRS, and the
Postal Inspection Service. In tiie area of bait-and-switch selling, the Agency works
with State and local officials. This approach has resulted in fostering good working
relationships as well as preventing consumer losses.

MEAT PACKER CONCENTRATION AND CAPTIVE SUPPUES

Meat packer concentration, feeding, and forward contracting continue to be a mat-
ter of concern, especially among livestock producers. Concentration accelerated dur-

ing 1987 and has continued since tiiat time. The top 10 slaughterers of steers and
heifers dxiring calendar year 1985 merged into 5 by the end of 1987. These develop-
ments, along with the moves on the part of meat packers to gain captive supplies

through feeding and forward contracting, have prompted the Agency to review in-

dustry structure and market performance on a continuing basis.

The four largest firms accounted for 73 percent of total commercial slaughter of

steers and heifers in 1991 according to our preliminary data. In sheep and lambs,
the four largest firms slaughtered 77

percent
of the 1991 commercial slaughter. The

foxir-firm concentration ratio for hog slaughter rose to 42 percent in 1991.

Under the Hart-Scott-Rodino Act, firms, including meat packers, are required to

submit pre-merger notification information to the Department of Justice and the

Federal Trade Commission. P&SA provides analyses, counsel, and information on
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industry structure, concentration, and other factors to the Department of Justice

and the Federal Trade Commission concerning proposed mergers of meat packers.
At the present time, there is a lack of consensus among livestock producers for

the need or advisability of any government involvement to alter the present con-

centration and intonation trends. A 1990 GAO study on meat packer concentration
concluded that empirical studies of market concentration in the beef packing indus-

try did not lead GAO to draw any overall conclusions regarding the impact that
market concentration had on prices packers paid for steers and heifers in the 1980's.

Industry analysts and experts intorviewed during the study said that recent
packer

concentration had not lowered steer and heifer prices in the 1980's. Nevertneless,
future changes in market and industry conditions could result in beef packers en-

hancing their market power.
A recent GAO report on the Packers and Stockyards Administration noted that

concentration in meat packing has increased in recent vears, and marketing prac-
tices in ttie livestock industries have changed significantly

with the decline of termi-
nal markets. GAO reported that higher concentration makes it easier for meat pack-
ers to engage in anticompetitive behavior and depress livestock prices. GAO con-

cluded that livestock procurement markets are regional, and that additional infor-

mation and analysis are needed to define and monitor competitiveness in the rel-

evant markets. GAO recommended that the Secretary of Agriculture determine a
feasible and practical approach for monitoring activity in regional livestock markets.
While we do not agree that defining regional markets is necessary in order to mon-
itor anticompetitive practices, we agree that given the structure of today's livestock

and meat packing industries, effective monitoring for anticompetitive practices re-

quires an expanded effort. For this reason, P&SA is taking steps to expand its role

in dealing with any competitiveness issues that may be associated witn concentra-

tion in the industry. This includes the following in addition to its current activities:—Esteblish an information base sufficient to define and analyze regional markets
and/or to support action.—^Esteblish an information base sufficient to: (1) predict with a reasonable degree
of certainty the effect of industry changes and trends; and, (2) strengthen public
confidence in Agency opinions and positions on structure and performance.—Conduct or coordinate investigative research about concentration/integration
and/or industry structural change.

During the past year, the Packers and Stockyards Administration reviewed data
needs relating to uie goal of defining and analyzing regional cattie procurement
markets, and examining vertical coordination arrangements in hog production. In-

dustry structure and trends in the cattie and hog packing
industries will be exam-

ined. The Agency currentiy is preparing plans to collect the date and conduct analy-
ses. Work on the activity is being coordinated with researchers at universities which
have contracte with the Agency to study concentration in the red meat packing in-

dustry.
We are enhancing our current monitoring activities. It has been this Agency's ex-

perience that the best way to deter involvement in activities that violate the P&S
Act, including anticompetitive practices, is to be visible in the industry.

STUDY OF CONCENTRATION IN THE RED MEAT PACKING INDUSTRY

A svun of $500,000 was included in P&SA's fiscal year 1992
appropriation

to con-

duct a study
and report on concentration in the red meat packing industry, with

at least half the funds to be used to contract with universities ana other organiza-
tions.

An interagency working groiip
was formed including the Packers and Stockyards

Administration as chair, the Economic Research Service, Agriculturtd Marketing
Service, Nationsd Agricultural Statistics Service, and Office of the General Counsel
in the Department of Agriculture plus the Federal Trade Commission, Commodity
Futures Trading Commission, and Department of Justice to advise on all aspects
of the

study.
The Packers and Stockyards Administration solicited public comments on the

study and such things as project selection and methodology through a notice in the

Federal Register. The Agency reviewed the commente with the interagency working

S-oup
and developed a plan for completing the study. The plan was reviewed with

ongressional staff.

Contracts totaling $491,861 were awarded for six projects in September 1992. The
contracts are for 2 years. The contractors and subcontractors are located in Texas,

Oklahoma, Iowa, Kansas, Nebraska, Missouri, and Virginia.
The projecte will define regional cattie procurement markets, assess the effects of

market concentration on prices paid for cattie, examine buyers' pricing and procure-
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ment practices in cattle procurement, examine the extent and implications of verti-

cal coordination in hog production, conduct a thorough review of literature on com-

petition
in the meat packing industry, and examine the role of captive supplies in

beef packing. Captive supphes refer to cattle that packers own or contract to pur-
chase before the cattle are ready for slaughter.
The Afiency is reviewing contractors' data needs and preparing data collection

plans, mich of the data will be collected under P&SA's data collection authority,

including its confidentiality restrictions. Data collection efforts and other work on
the study will require a significant amount of Agency time in fiscal years 1993 and
1994. A final summary report on the study is planned for late 1994.

CARE AND HANDLING OF LIVESTOCK

Recently the handling of nonambulatory animjds at stockyards has received con-

siderable attention in the media. P&SA is currently investigating stockyards to de-

termine whether their services, facilities, and procedures for receiving and handling
livestock are adequate. Proper care and handling means stockyards must handle
livestock in a manner that protects the quality and value of the animal.
Under the provisions of the P&S Act, if it is found that the care and handling

of livestock at a stockyard is in any way unjust, unreasonable, or discriminatory,
then rules, regulations, and practices can be prescribed for the handling of such live-

stock to the extent necessary to protect the quality and value of the animal. The
Agency has a regulation that requires stockyard owners and packers to exercise rea-

sonable care and promptness when handling livestock to prevent shrinkage, iryury,

death, or other avoidable loss. P&SA investigates all complaints received concerning
the care and handling of livestock at stockyards.

CLEAR TITLE

The Agency also has responsibility for administering the clear title provisions of

Section 1324 of the Food Security Act of 1985. As of January 27, 1993, 18 States

have received certification of their central filing systems under these provisions.
The Agency is continuing to review its procedures for

carrying
out its

responsibil-
ities for certification of central filing systems to determine whether it should be pro-

viding additional assistance to States operating the systems or if previously certified

systems should be reviewed.

AGENCYWIDE INFORMATION MANAGEMENT SYSTEMS

The Agency will continue the process of implementing a Wide Area Network
(WAN) of computer systems during fiscal year 1994 to support information manage-
ment systems. The basic WAN is in place throughout the Agency. The WAN is in

the
process of being enhanced by connecting to the outside computer resources that

need to be accessed on a daily basis. These resources include the Department's
Ungerman Bass broadband network, the Animal and Plant Health Inspection Serv-
ice (APHIS) Field Servicing Office (FSO) in Minneapolis, the National Finance Cen-
ter (NFC) in New Orleans and the National Computer Center (NCC) in Kansas

City.
Present data base programs will be enhanced to provide greater access throughout

the Department and Agency. Additional data base requirements are currently being
analyzed for future development. The implementation of the WAN and the increased
data base capabilities will establish a flexible computing base from which P&SA can

keep pace with evolving computer technology and respond to a changing industry.
The main focus of the automation effort wiST be to make the Agency more efficient

and productive in monitoring the industries subject to the P&S Act.

CONCLUDING REMARKS

Mr. Chairman, we appreciate the opportunity to present this statement and wel-

come the opportunity to respond to any questions you and other members of the

Subcommittee may wish to ask.

World Agricultural Outlook Board

Statement of James R. Donald, Chairperson

Mr. Chairman and Members of the Committee, it is my pleasure to appear before

you today to discuss the work of the World Agricultural Outlook Board.
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OVERVIEW

The World Agricultural Outlook Board (WAOB) plays a critical role in the U.S.

Department of Agriculture's (USDA's) ongoing effort to ensure that its commodity
information system responds to today's rapidly changing world. The purpose of the
WAOB is twofold: to ensure that U^A's intelligence on both domestic and foreign

developments which influence U.S. agriculture is timely, accurate, and objective;
and to speed the flow of that information to producers, consumers, policjonakers and
the general public.
WaOB's main function is to coordinate and review for accuracy and consistency

all USDA forecasts and analyses relating to international and domestic commodity
supplv

and demand conditions. As a small agency responsible
for coordinating

USDA's economic intelligence program, the WAOB is hignly-dependent for analyt-
ical support on other agencies, especially the Economic Research Service, the

Department's principal economic research arm.
WAOB is the Department's focal

point
for weather and climate information and

weather-based impact assessments; tnese monitoring and analytical activities within
USDA are coordinated by the WAOB Chairperson. Remote sensing activities in

USDA also are coordinated by the WAOB Chairperson. Weather assessments and
remote sensing activities are directed at improving the accuracy and timeliness of

crop estimates.
USDA representation with respect to economic and meteorological matters is pro-

vided by WAOB staff. WAOB economists maintain liaison with counterparts in the

Commodity Futures Trading Commission (CFTC) regarding developments in com-

modity markets. WAOB agricultural meteorologists participate in various domestic
and international or|;anizations such as: the Department oi Commerce based Office

of the Federal Coordinator for Meteorological Services and Supporting Research* the
National Academy of Science's Board on Atmospheric Sciences and CUmate; ana the
United Nation's World Meteorological Organization and Food and Agricultural
Organization.

SPECIFIC FUNCTIONS AND PROGRESS

WAOB chairs USDA's Interagency Commodity Estimates Committees (ICEC's)
and seeks to assure that sound information from both domestic and international
sources is fully integrated into the analytical process. The ICEC's are composed of

representatives from the Economic Research Service (ERS), Agricultural Stabiliza-

tion and Conservation Service (ASCS), Foreign Agricultural Service (FAS), Agricul-
tural Marketing Service (AMS), and WAOB. All committee members are USDA pro-
fessionals with responsibility for developing official estimates of supply, utilization,
and prices for the maior agricultural commodities. It is through tnese committees
that the various USDA agencies work together in a coordinated effort. Development
and use of new analjrtical tools and evaluation of forecasting performance are ongo-
ing responsibilities of each committee.

Also, WAOB chairs the Interagency Agricultural Projections Committee (lAPC),
created to sharpen the Department's focus on longer term commodity and aggregate
farm sector projections. Macroeconomic and farm program assumptions used by
USDA analysts are cleared through the LAPC to assure uniformity within the De-
partment. Analytical results approved by the lAPC provide the data to USDA agen-
cies charged with responsibilities requiring the use of such projections.
WAOB publishes the World Agricultural Supply and Demand Estimates (WASDE)

report eacn month. WASDE presents aggregated global supply and demand data for
all major agricultural commodities as well as detailed production, trade, utilization
and stocks forecasts for the United States and for principal U.S. competitors and
foreign importers. Release is simultaneous with the U.S. Crop Production report.
Like the domestic Crop Production report, the WASDE report is viewed by U.S. and
international agriculture as a benchmark report.
The Agricultural Statistics Board (ASB) of the National Agricultural Statistics

Service (NASS) and the WAOB are co-located in a single lockup facility to maximize
security conditions for analysis, compilation and release of world crop data and sup-
ply/demand estimates. This physicEU arrangement with the ASB facilitates inter-

action between domestic and international analysts.
USDA provides unbiased commodity supply and demand information to all mar-

ket participants simultaneously and at minimal cost. As commodity prices are im-

pacted less by (Jovemment programs and more by market forces, the need for objec-
tive and current information becomes even more critical. WAOB recognizes the need
for rapid information dissemination and strives to place the WASDE report into the

hands of farmers and other users as quickly and effectively as possible. Increasinj^ly,
improved technologies are being used to speed the flow of information. WASDE is
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ransmitted electronically upon release at 3 p.m. to a central USDA system that can
brward it to all interested users, greatly broadening the potential for report dis-

emination. A summary of the report placed in USDA's AgNewsFAX system gives

eady access to the press and public. Wide advertising of the WASDE report

hrough the Economic Agencies' "Reports" catalog has greatly increased public

lubscriptions.
Each month, WAOB records highlights of the WASDE report for broadcast on

JSDA's radio and television satellite network. Also, the report siunmary is sent

ilectronically to U.S. embassies and trade ofiBces around the world to keep U.S. ag-
icultural attaches, counselors, and trade representatives current with the very
atest information on commodity supplies and prices.

Weatiier, as much as any economic or policy development, continues to be a sig-

lificant variable underlying agricultural production and prices in the Board's cur-

ent year assessment work. Consequently, USDA places a high priority on incor-

>orating weather-based assessment information into all analyses. 'The focal point for

his activity is the Joint Agricultural Weather Facility (JAWF), operated jointly by
he WAOB and the National Oceanic and Atmospheric Administration of the De-

)artment of Commerce. This facility, located in the South Agriculture Building, con-

inually monitors and assesses global weather events and meir probable impact on

igricultural output. JAWF briefings, reports and special alerts are
key inputs to the

levelopment of USDA crop yield estimates for both competitors ana customers in

vorld markets.
The Weekly Weather and Crop Bulletin (WWCB), USDA's electronic dissemina-

ion network, and radio and television are the principal means used by JAWF to

lisseminate meteorological assessments to the public. JAWF's early warning capa-

)ility diminishes the likelihood that policymakers, farmers and other participants
n the agricultural system will be caught unaware of a foreign crop failure or other

lignificant global weather-related event. The WWCB is widely recognized as a prime
lource of reliable domestic and international crop and weather information. Sum-
naries of this report are dispatched electronictdly by FAS to selected foreign posts.

RECENT ACTIVITIES

WAOB improved the monthly World Agricultural Supply and Demand Estimates

•eport, which presents estimates of globed supply
and use for grains, oilseeds, and

;otton and U.S. supply and use estimates for red meat, poultry, eggs, and milk, by
expanding coverage to include sugar and by strengthening the analytical data base

or forecasting all commodities.
In March 1992, WAOB began publishing a monthly U.S. sugar supply and use

)alance sheet in the WASDE report. Also, WAOB assisted ASCS in designing
Sweetener Market Data, a new pubUcation. These reports provide timely informa-

ion to policymakers, producers, processors, and the puDlic.

Since July 1992, more comprehensive coverage of all oilseeds and products have
jeen reported in the WASDE report. This improvement was timely in light of the

jignificant shortfall in rapeseed production, particularly in the EC and Canada.
WAOB continued to develop and implement a forecast evaluation system. The pri-

nary purpose of this project is to improve commodity forecasts by evaluating past

performance. Substantial progress has been made on this project with the support
)f the Department's leadership and technical assistance provided by USDA's Office

)f Information Resources Management. All forecasts published in the WASDE re-

port, numbering about 500,000, fix)m the first issue in September 1973 to the cur-

rent issue have been entered into the evaluation data base. Because of public inter-

est, a portion of the data base on U.S. field crops will be offered for sale under the

iser fee program for USDA economic publications.
The Department's Interagency Agricultural Projections Committee, under leader-

ship of WAOB, continued a concerted effort to improve USDA's longer term com-

modity estimates. These projections are used by the Commodity Credit Corporation
to develop a budget baseline as well as for analyzing farm program alternatives.

The Joint Agricultural Weather Facility, operated by the WAOB and the National

Oceanic and Atmospheric Administration, continued to jointly publish with NASS
the Weekly Weather and Crop Bulletin. The WWCB summarizes global weather

developments and assesses the potential impact on agricultural production.
WAOB monitored weather conditions at home and abroad to provide both the Ex-

ecutive and Legislative Branches with early warnings concerning potential weather

impacts on crop jdelds. For example, as early-season drjTiess developed in the Mid-

west, WAOB evaluated the potential effects on forage availability and on potential

crop prospects for use by USDA polic)Tnaker8, particularly
in disaster assistance de-

cisions. cTonversely, excessive rains in June delayed com planting and cool weather
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slowed crop development raising additional concerns. While worst-case scenarios of

summer drought or an early autumn freeze were predicted throughout the season

by private-sector forecasters, WAOB maintained objective assessments of actual con-

ditions, tempering the predictions of low crop output. As the season further unfolded

during 1992, WAOB's crop assessments proved to be quite accurate.
In uie foreign arena, WAOB meteorologists prepared special statements, reports,

and briefings providing early alerts of weather conditions affecting crop yield poten-
tial in major international crop areas. Notably, weather difficulties in the former So-

viet Union, China, Europe, Morocco, Australia, Brazil, Argentina, and Canada were
documented.

Through interaction and cooperation with U.S. Navy meteorologists, WAOB
gained on-line access to a new source of global weather products for agricultural
areas. This enhances JAWF's agricultural weather assessments by improving the

ability to anticipate significant foreign weather developments that may impact agri-
culture up to 72 hours in advance of the actual event.
As part of WAOB's role in climate activities, the Board's Chief Meteorologist rep-

resents the United States on the North Atlantic Treaty Organization's "Special Pro-

gramme on the Science of Global Environmental Change." The
panel

directs the or-

ganization of scientific workshops bringing together the world's leading scientists on

global climate and environmental change.
The Board coordinates remote sensing activities at the Department level. Seven

USDA agencies depend on remote sensing to assess crop conditions, manage natural

resources, and operate farm programs. USDA is the largest purchaser of Landsat

imagery among civilian Federal agencies. The Board represented the Department at

interagency meetings, provided data to NASA to support negotiations for reduced

imagery costs, and contributed information to NASA's Annual Aeronautics and
Space Report to the President and several surveys on agency remote imagery
requirements.

Consistent with the Board's projections responsibility, WAOB's Chief Meteorolo-

gist participated in two conferences focusing on environmental and climate change.
At present, the work is in the data collection and discovery phase. Much analysis
remains to be done before conclusions can be drawn about weather's impact on

agriculture.
Among long-term significant Board projects of the past year, WAOB worked with

FAS and ERS to identify data needs and develop revised data series for the 12 coun-
tries of the former Soviet Union and the Baltic States. To collect otherwise unavail-
able information regarding the supply and demand for agricultural commodities,
WAOB personnel traveled to the former Soviet Union, China, India, and Indonesia.
These data improved the analytical base for forecasting U.S. cotton, vegetable oil,

and protein meal exports.
WAOB coordinated USDA's participation in Commodity Futures Trading Commis-

sion's weekly closed market surveillance briefings. USDA and the CF'TC shared
market information as part of an ongoing futures price monitoring activity.
WAOB coordinated and directed USDA's 69th Annual Outlook Conference, "Agri-

culture's Changing Horizon" (December 1-3, 1992). The conference featured 31 topi-
cal sessions and prominent speakers from the public and private sectors; it attracted
an on-site audience of 1,000, including a large press contingent. Plenary sessions of
the conference were broadcast nationwide via satellite.

BUDGET REQUEST

Our total budget request for fiscal 1994 is $2,582,000. This represents a net in-

crease of $45,000 from the fiscal year 1993 level of $2,537,000. This includes in-

creases of $14,000 for increased operating costs and $45,000 to fund the January
1993 pay raise increase. These increases are partially offset by a decrease of $14,000
to implement the President's program for reducing overall administrative costs by
3 percent.
This concludes my statement, Mr. Chairman. I will be happy to respond to your

questions.
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