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The USDA 2007 Farm Bill Proposal:
Possible Questions

Summary

On January 31, 2007, the Secretary of Agriculture publicly released a set of
recommendations for a2007 farm bill. The proposal is comprehensive and follows
largely the outline of the current 2002 farm bill, which expiresthisyear. It includes
proposal s regarding commodity support, conservation, trade, nutrition and domestic
food assistance, farm credit, rura development, agricultural research, forestry,
energy, and such miscellaneous items as crop insurance, organic programs, and
Section 32 purchases of fruits and vegetables.

The Administration delivered its report to Congress, not as a bill, but as a
possible focus for debate and a foundation for developing legislation. CRS has
received many questions about the content of and potential issues related to the
Administration proposal. Given the early stage of the debate, thisreport poses some
guestions that may contribute to a better understanding of the proposal.

This report contains a brief description of current policy on each topic, a short
explanation of the Administration’s proposals, and then questions of a policy,
program, and/or budgetary nature. Insome cases proposalsarerepeated in morethan
one title, and where this happens the questions are duplicated.
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The USDA 2007 Farm Bill Proposal:
Possible Questions

Secretary of AgricultureMike Johanns, at apublic meeting on January 31, 2007,
described the Administration’s 65 recommendations for a new farm bill. These
recommendationswere published by the U.S. Department of Agriculture(USDA)in
areport subsequently transmitted to Congresstitled 2007 Farm Bill Proposals. The
report and related USDA materials are available on the Department’s website at
[ http://www.usda.gov/wps/portal/tut/p/_s.7_0_A/7_0 _10B?navid=FARM_BILL _
FORUMS]. In the following pages, Congressional Research Service analysts
summarize current policy and programs, describe the USDA recommendations, and
pose questions related to the policy, program, and/or budgetary impact of the
recommendations. The organization of thisreport parallelsthat of the USDA report.
The USDA report presumes a new five-year farm bill covering the 2008-2012 time
frame. However, consistent with U.S. government annual baseline budgeting, the
spending authority and spending outlay estimates of the Administration’s farm bill
are projected for 10 years.

Title I.: Commodity Programs

The 2002 farm bill mandated support for a group of commodities (grains,
oilseeds, cotton, sugar, and milk) that long have received support, and it added six
more commodities (dry peas, lentils, small chick peas, wool, mohair, and honey) to
the list. The Commaodity Credit Corporation (CCC) pays the costs of commodity
support under a$30 billion line of credit fromthe U.S. Treasury. Congressannually
appropriatesfundsto the CCC that are used to pay down itsloansfrom the Treasury.
Commodity support expenditures are estimated to have averaged about $12.6 billion
per year over the six-year life of the current farm bill (FY2002-FY2007). The
Congressional Budget Office (CBO) forecasts that future spending for commodity
support under current law would amount to about $7 billion per year over the next
fiveyears(FY 2008-FY 2012). Thedeclinefrom past spending levelsisdueto current
and anticipated high market prices for supported crops well into the future.

USDA's proposed 2007 farm bill outlines modifications to the commodity
programsthat are claimed to save $4.494 hillion from the Office of Management
and Budget (OMB) 10-year current services baseline of $74.566 billion for
commodity support. Inadditiontothefinancial savings, the modificationsto current
law, according to the Secretary of Agriculture, are designed to make the programs
“more market-oriented, more predictable, less market distorting and better able to
withstand challenge” in the World Trade Organization.
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Marketing Assistance Loans

Current law specifies support prices for 25 commaodities, including corn and
other feed grains, wheat, cotton, rice, soybeans and other oilseeds, peanuts, dry peas,
lentils, small chickpeas, wool, mohair, honey, and milk.

The Secretary assertsthat crop |oan rates (one of the support price mechanisms)
areset at such highlevel sthat they encourage overproduction and cause lower market
prices. In contrast, according to the Secretary, the USDA proposal would minimize
market distortions and encourage farmers to plant crops based on market prices
instead of subsidy prices. Loan ratesfor each commodity would be set at the lesser
of (a) 85% of the five-year Olympic average of market prices (i.e., the average of
thelast five yearsexcluding the high and low year), or (b) theloan rates specified
in the House-passed version of the 2002 farm bill (which are lower than current
law for feed grains, wheat, cotton, oilseeds, and peanuts). Thisproposal isclaimed
by the Administration to save $4.5 billion over 10 years ($450 million per year)
compared to baseline spending of $8.807 billion ($880.7 million per year) on
marketing assistance loan program operations.

1.  How much higher or lower would federal outlayshavebeenif the proposal had
been in place over the past five crop years?

2. Over the past five years, which commodities have experienced season average
market prices below the levels proposed for the new loan rate formula?

3. How much of adecrease in savings would result if the loan rates specified in
current law were used in the new formula instead of loan rates in the 2002
House-passed farm bill?

4. Hastheideaof replacing nonrecourseloanswith recourseloansbeen considered
as a mechanism to eliminate commodity certificate gains or the forfeiture of
commodities to the government? How much has been paid to farmersin the
form of commodity certificate gains over the past five years? Are certificates
used in order to circumvent payment limits?

Posted County Prices

Under current law, farmers are allowed to sign up for loan deficiency payments
(LDPs) to secure the benefits of the marketing assistance loan program instead of
taking out nonrecourse loans. Farmers can capture LDP gains when posted county
prices (PCPs), which serve as proxies for county market prices, are lower than loan
rates. Thisopportunity isavailable daily.

The Secretary asserts that there are substantial difficulties and inequities in
calculating daily PCPs. Additionally, short-term market price declines create
windfall opportunities for farmers that are costly and inconsistent with the
fundamental income support objectives of the marketing loan program. The
proposed change would replace daily PCPs with monthly PCPs. Additionally,
farmers would receive LDPs based on the monthly PCPs in effect on the days
producerslosebeneficial interestin thecommodities. Currently, farmerscan collect
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L DPsand hold onto commoditiesand market them at alater timewhen market prices
are higher than the loan rates. The USDA proposal is claimed to save $250 million
over 10 years ($25 million per year) compared to an unspecified OMB baseline
spending level.

1. Overthesix-year life of the current farm bill, LDPs are estimated by USDA to
cost an annua average of about $2.547 billion. How much would the new
proposal have saved had it been in place in the current farm bill?

Direct Payments

Direct payments were enacted in the 2002 farm bill as a replacement for
production flexibility contract payments, which were first enacted in the 1996 farm
bill. Direct payments are made on land with a history of production (called base
acres) of feed grains (largely corn), wheat, upland cotton, rice, oilseeds (largely
soybeans), and peanuts. The payment rate for each commodity is specified in the
law. Theannual payment to afarm isits commodity base acrestimes program yield
times the payment rate. The direct payment program is designed to cost about $5
billion per year. The payment is made for each eligible farm based on historic
production and yield, and not on actual production or market prices. Hence, it was
envisioned as not trade-distorting and not subject to WTO spending limits on
subsidies.

The Secretary has proposed to continue the direct payments and, except for
upland cotton, to keep the current payment ratesin place from 2008 through 2009,
and then increase them by about 7% in 2010 for the three-year period through
2012. Uniquely, theupland cotton direct payment ratewouldimmediatelyincrease
about 7% and remain at the higher level.

1. Istheincreasein direct payments for program commodities a mechanism to
maintain paymentsto farmersthat otherwise would decline under conditions of
high market prices and reduced marketing loan program payments? If market
prices do remain high, what would be the economic justification for higher
direct payments? Would these higher payments be capitalized into higher land
prices and rents?

2. A high proportion of the increase in direct payments would be for one
commodity, upland cotton. USDA’srecommendationsreport statesthat “[t] he
combination of increases in upland cotton yields per acre and declining U.S.
upland cotton textile production is expected to limit price gains and result in
substantial cotton program expenditures, compared to other commodities.”
Why would a declining domestic textile industry have a depressing impact on
prices given that in the past, increased exports have offset any decline in
domestic use? Aretheloan rate and target pricefor cotton substantially out of
linewith markets, and the cost of production? Are marketing loan and counter-
cyclica program costs likely to be high in the future compared to other
commodities?

3. Overthepast fiveyears, crop disaster payments amounted to about $1.3 billion
per year, and no payments yet have been made on disaster losses for 2005 and
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2006. Would farmers be better served if the $5.5 billion proposed increase in
direct payments were instead used for crop disaster assistance (or possibly
through crop insurance) over the coming 10 years?

Direct Payments for Beginning Farmers

When it comesto eligibility and payment ratesfor direct payments, current law
makes no distinction among farmerswith regard to age, longevity asfarm operators,
or ownership status. The eligibility requirement is that a person must be actively
engaged in farming on an operation that has program commaodity base acres. The
sharing of direct payments between tenantsand landlordsisamatter agreed to among
the parties in a manner consistent with local custom. The Secretary’s farm bill
proposal would give beginning farmers direct payments at a rate that is 20%
higher than for other farmers for the first five years. The expected cost is $250
million over 10 years.

1. How doesthe USDA intend to define a beginning farmer?
2. How many beginning farmers are expected to benefit from this program?

3. Isitlikely that sellers of farmland will raise the asking price or the beginning
farmers will raise the offer price to acquire cropland by the amount of the
increased direct payment? In other words, could the higher direct payment be
bid into higher cropland prices and higher rental rates, as has been the case with
regular direct payments?

Revenue-Based Counter-Cyclical Payments

Counter-cyclical payments were adopted in the 2002 farm bill as a way of
providing certainty and stability to ad hoc emergency market |oss payments enacted
in years following low market prices. The five-year (FY2003-FY 2007) average
annual cost of counter-cyclical payments is estimated at about $2.5 billion. The
payments are made when the season average farm market price of aprogram crop are
below theeffectivetarget price. Thecounter-cyclical payments, likedirect payments,
are paid on base acres without regard to what or how much of any crop isgrown on
the base acres.

The Secretary has proposed that counter-cyclical paymentsbetriggered by a
shortfall in national crop revenuerather than a shortfall in the national average
price. Thischangewould bring crop yields and production into the equation. There
have been years when priceswere high but yields were low, so farmers werein need
of support but the program made no payments. In contrast, there have been years
when the price was low but yields were high so payments were made even though
farmers did not need the support. This change is estimated to generate savings of
$3.7 billion under the OMB 10-year current services baseline of $11.245 billion.

1. Historicaly, commodity support programs have been designed to absorb risks
onthe priceside of thefarm income equation, while crop insurance and disaster
assistance have addressed yield risks. Doesthe idea of revenue-based counter-
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cyclica payments integrate the two sides of risk management in a way that
could serve asamodel to integrate commodity support with disaster assistance
and crop insurance? What are the risks and benefits of integration?

2. What are the fundamental economic, business, trade agreement, or political
barriers to creating a national counter-cyclical revenue program to replace
commodity support programs, crop insurance, and disaster assistancefor at | east
the subsidized crops?

3. With few exceptions over the past 20 years, Congress has provided disaster
assistanceto the nation’ sfarmersand rancherswhenever weather-rel ated | osses
have been substantial. Some would argue that the Administration’s farm bill
proposal does not appear to offer what the Secretary of Agriculture might call
an “equitable, predictable’ aternative for any farmers not producing program
crops. Could therevenue-based counter-cyclical program containedinthefarm
bill proposal for program crops serve as a starting point for a similar program
for unsupported crops?

Value and Eligibility Limits

In 1970, Congress first enacted annua limits on commodity support program
payments. Currently, there is a per person limit of $40,000 on direct payments,
$65,000 on counter-cyclical payments, and $75,000 on marketing loan gains/loan
deficiency payments. The combined limit of $180,000 can be doubled to $360,000
under the spouse alowance or the three-entity allowance (a person can receive
payments on three farms but at half the value on the second two). Thereisno limit
on commodity certificate gains or marketing loan gains from the forfeiture of
collateral under the nonrecourse loan program. Also, there is an adjusted gross
income (AGI) eligibity cap of $2.5 million.

In practice, according to the 2002 farm bill-authorized Commission on the
Application of Payment Limitationsfor Agriculture, most farmerspushing up against
the limits have devised ways to avoid the limits. In general, cotton and rice farmers
(because of the higher per acre value of their crops and their large size) fee
threatened by payment limits, in contrast to corn, soybean, and wheat farms,
introducing aregional factor (north vs. south) into the debate. For some proponents
of lower and more effective payment limits, it isan issue of equity and aconcern that
large payments accelerate the consolidation of farms into ever larger units.
Opponents argue that the payments are fundamental to the safety net for agriculture
and that large efficient farms are equally subject to risks as smaller farms.

The Secretary has proposed eight changes that would make it difficult to
evade a $360,000 per individual payment limit and would exclude anyone with
more than $200,000 in adjusted gross income from eligibility for commodity
program payments. The proposal is expected to save $1.5 billion under the OMB
current services 10-year baseline of about $75 billion for commodity support.

1. Theprojected savingsof $1.5billionfromtighteningtheeligibility and payment
limitsappearssmall compared to theroughly $75 billion 10-year baseline. How
many farms and how many individuals are expected to be affected?
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2. How much of the savingswould comefrom reduced cotton and sugar payments,
the commodities likely to be most impacted?

3. A large proportion of commercial farms are managed by operators who own
some land, but not even a majority of the acres they farm. In crop share
arrangements, absentee | andlords are receiving commodity program payments.
Towhat extent woul d absenteelandl ords beimpacted by the new $200,000 AGlI
limit? Could thislead to changesin tenant-landl ord | ease contractstoward cash
rent? Would afurther shift to cash rent be good for U.S. agriculture?

Section 1031 Exchanges

Section 1031 isafeature of the federal tax code that allows a seller of income-
producing property to acquire like-kind property and treat the transaction as a tax
deferred exchange. The capital gains on the disposed property are transferred to the
basis of the acquired property, and taxes on the gains are deferred until the acquired
property issold at alater date. Thisfeature of the tax code iswell known and used
by owners of rental housing, but the rule applies to all income producing property,
including farmland.

The Secretary’s proposal would prohibit commodity subsidy benefits to any
farmacquiredthrough a 1031 exchange. Justificationisbased ontheargument that
tax-deferred farmland exchangesare contributing to the escal ation of farmland prices,
making it difficult for new entrants to purchase land and small farms to expand.

1. Do farmers ever use the 1031 exchange to geographically consolidate their
holdings for efficiency purposes? If so, has the Administration considered
exempting these farmers from the proposed new policy?

2. Might there be cases where beginning farmerswould use the 1031 exchange to
acquire farmland? Should an exemption be made to the proposed prohibition
in cases of beginning farmers?

3  Cantheargument that Section 1031 creates economic distortions, contributing
to increased farmland prices, be applied to other parts of the economy that
utilize that feature of the tax code?

4. Severa studies, including work done in the USDA, conclude that commodity
subsidies are substantially capitalized into land prices and higher rental rates.
What has a greater impact on farmland price escal ation, commodity subsidies
or 1031 exchanges? |s redesigning commodity programs to eliminate their
effect on land prices something that should be considered, or not?

5. Havethe Secretary of the Treasury and the Ways and Means Committee been
consulted about changing the tax code to eliminate 1031 exchanges in general
or for farmland in particular?
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Dairy Counter-cyclical Payments and Price Support

The federa government long has mandated that the farm price of milk be
supported. The 2002 farm bill continued the Dairy Price Support Program at the
then-current support price of $9.90 per hundredweight (cwt.) of farm milk. Support
is achieved through a standing offer to purchase cheese, butter, and nonfat dry milk
at prices equivalent to the milk support price.  The Administration proposal
recommends continuation of the program at the current support level of $9.90 per
cwt.

The 2002 farm bill authorized a new counter-cyclical dairy payment program,
called the Milk Income Loss Contract (MILC) program. Under the MILC program,
dairy farmers nationwide are paid whenever the minimum monthly market price for
farmmilk used for fluid consumptionin Boston fallsbelow $16.94/cwt. Asamended
by the FY 2006 Budget Reconciliation Act, farmers receive 34% of the difference
between the $16.94 target price and the lower market price on up to 2.4 million Ibs.
of annual production. The program expires August 31, 2007, so thereisno funding
in the budget baseline. The Administration recommends renewing the MILC
program at the current 34% payment rate for FY2008, and then gradually
reducing the rate to 20% over the coming six years.

1. A July 2004 USDA study on the “Economic Effects of U.S. Dairy Policy and
Alternative Approachesto Milk Pricing” concludesthat “ current dairy programs
are limited in their ability to change the long-term economic viability of dairy
farms’ and that the MILC program contributes to dairy surpluses and reduces
the farm milk price. Some observers would argue that the price support
program (which removes milk from the market) and the MILC program (which
encourages more production) appear to be working at cross-purposes. Why
does USDA recommend a continuation of current dairy policy?

2. Sincethe MILC program’ sinception, largedairy farms have contended that the
2.4 million Ib. payment limit (a herd size of about 125 cows) is biased against
them, given that 2.4 million |bs. represents a small portion of their production.
What is the federal government’ s response to their concerns?

3. Under our current WTO trade obligations, the aggregate measure of support for
dairy is based on how much higher the domestic support price is set above a
fixed world reference price, and thisimputed subsidy is applied to all domestic
milk production. Using thisformula, the WTO viewsthe aggregate measure of
support for the dairy price support program to be more than $4.5 billion
annually (even though federal outlays are well below $1 billion), and classifies
it as “amber box” (the most trade-distorting category). The current U.S.
proposal in the Doha Round is to reduce its total amber box support from the
current $19.1 billion to $7.6 billion. With dairy support contributing so much
toward the proposed new maximum, did the USDA consider proposing an
alternative to current policy that is decoupled from price and production?

4. Since the MILC program’s inception in 2002, it has provided total counter-
cyclical paymentsof $2.4 billion over fivemarketing years (2002-2006). USDA
estimates that the 10-year total cost of extending and revising the MILC
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program under its proposal is$793 million (FY 2008-FY 2017). Why isthe cost
estimate so far below historical expenditures on the program? Is it due to
projections for improved dairy market conditions, or do proposed revisions to
the program significantly reduce expenditures? Why are changes to the other
commodity support programs being proposed that would save money, but the
status quo would be maintained for dairy policy that will cost additional money
over baseline?

5. The current MILC program calculates payments based on current monthly
production levels. The Administration’s farm bill proposal would base
payments on 85% of the three-year average of milk marketed during FY 2004-
FY 2006, instead of on current production. The proposal states that such a
change would make the MILC program consistent with other farm bill counter-
cyclical programs. What is the rationale for making this change to the MILC
program? What arethetradeimplications of making thischange (i.e., will it be
enough to consider the program decoupled and the payment categorized as
“green box”)?

Sugar

Support for raw cane sugar and refined beet sugar are mandatory under the 2002
farm bill at $0.18 and $0.229 per pound respectively. The prices are guaranteed by
nonrecourse loans available to cane processors and beet refiners. However, because
the United Statesisanet importer of sugar, market prices usually can be maintained
above the mandatory support levels by limiting supplies through import barriers.

The United Statesis authorized aglobal tariff rate quota of 1.256 million short
tons under WTO rulesthat is allocated among sugar exporting countries around the
world. Mexico separately islimited to shipping 276,000 short tons through calendar
year 2007, and then has open access to the U.S. market under the North American
Free Trade Agreement (NAFTA). An additional supply control feature of the law
allowsfor imposition of domestic marketing allotmentson U.S. sugar, but only when
imports are less than 1.532 million short tons. The suspension of allotments when
imports increase was adopted in the 2002 farm bill at the urging of the domestic
sugar industry.

With no limit on Mexican sugar imports after 2007, and several bilateral free
trade agreements adopted or in process that would allow in more sugar, the United
States is faced with the likelihood of imports exceeding 1.532 million short tons.
Theimportsin excess of 1.532 million short tons likely will go under price support
loan and eventual forfeiture to the CCC at an estimated cost of $1.107 billion over
the next 10 years, according to USDA.

The farm bill proposal would continue the sugar support program and the
current nonrecourseloan rates, but would eliminate the provision in current law
requiring the Secretary to suspend marketing allotments when sugar importsare
projected to exceed 1.532 million short tons. This changeinthelaw isprojected to
save $1.107 billion over 10 years.
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1. If current law isextended, how much sugar would the CCC likely acquire under
the loan program and what would be the disposal outlets?

2. If the government savings of $1.107 billion from the imposition of sugar
allotmentsweretranslated into reduced revenuesfor sugar farmers, what would
that amount to?

3. Has USDA examined a direct payments program on sugar base acres as an
alternativeto current policy? What would adirect payment program likely cost
if it were designed to leave sugar producers in an equivaent net cash income
situation, assuming they have flexibility to earn revenue from other crops?

Special Cotton Competitiveness Provisions

The 2002 farm bill included three provisions to enhance cotton export
competitiveness but protect domestic textile millsfrom high prices. Step 1 alowed
for adownward adjustment under specific circumstancesin the adjusted world price
(AWP, which is analogous to the posted county price for grains) for upland cotton,
which increases the loan deficiency payment (LDP) to producers. Step 2 mandated
offsetting paymentsto exporters and domestic users of cotton when U.S. priceswere
higher than world prices so that the buyers were not disadvantaged by buying U.S.
cotton. The Step 2 provision for upland cotton was repealed by Congress following
aruling that it violated the WTO Agreement on Agriculture. Step 3 allowed for a
special additional import quota for upland cotton when high world prices for U.S.
cotton and Step 2 export subsidies created tight supplies for domestic mills.

The USDA’sfarm bill proposesto eliminate Step 1 because it has been used
infrequently. When it has been used the result hasbeen increased costsfor cotton
LDPs. Step 3 would be eliminated because its purpose has disappeared with the
elimination of Step 2. Additionally, Step 2 for extra long staple (ELS) cotton
would beeliminated becauseitisanalogousto Step 2 for upland cotton, which was
eliminated after being found in violation of WTO rules.

1. How much has been spent (in total and per pound) on Step 2 for ELS cotton
under the current farm bill?

2. Would éimination of Step 1 and Step 3 have any adverse consequences for
upland cotton producers or domestic textile mills?

Planting Flexibility Limitations

Current law (first adopted in the 1996 farm bill and continued by the 2002 farm
bill) prohibits, except in certain limited circumstances, the planting of fruits,
vegetables, and wild rice on program crop base acres. Violation of this restriction
resultsin the loss of direct and counter-cyclical payments. With the exception of
these commodities, farmers do have planting flexibility on base acres. Practically,
this meansthat corn base acres can be planted to any other subsidized crop and vice
versa, but not to fruits or vegetables. The limitation was put in place because
producers of unsubsidized, but high value, speciaty crops objected to likely
competition from subsidized land.
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For purposes of meeting itsWTO obligations, the United States has considered
direct payments on base acres to be minimally production- and trade-distorting
because they are decoupled from production decisions and market prices.
Consequently, direct payments have been reported to the WTO as “ green box” and
not counted against the $19.1 billionlimit on*amber box” trade-distorting subsidies.
A WTO ruling on the U.S. cotton program reasoned that the planting flexibility
restriction doesnot meet criteriafor decoupled incomesupport. The USDA farm hill
proposal would eliminate the restriction on planting fruits, vegetables, and wild
riceon baseacresin order to make direct paymentsfully compliant with the WTO
green box rules.

1. What impact would elimination of the base acre planting restriction have on
fruit, vegetable, or wild rice producers? If there are impacts, where would they
be most severe?

2. Doesthissituation demonstratethat U.S. agricultureisan integrated sector that
cannot be divided up easily into independent componentsfor special treatment,
or not?

3. Doesthisinteraction between farms and commodities lend support to a policy
of wholefarm revenue insurance instead of a patchwork of subsidies and rules
that generate inefficiencies and inequities?

Crop Base Retirement

Under current law, cropland that is converted to nonagricultural uses does not
retain digibility for commodity program subsidies. However, it is possible to
convert cropland to nonagricultural uses without losing base acre benefits that were
tied to the converted cropland. USDA points out that an owner of two farms can
transfer the base acreage benefits from a farm being sold to another farm being
retained so long asthe farm receiving the transferred baseis sufficiently largein size
to accommodate the increased base. Another example is the retention of al of the
base even though part of the farm is sold. The USDA’s farm bill proposal would
proportionally reduce base acreage whenever all or part of a farm is sold for
nonagricultural uses.

1. Was the base acreage retirement provison made to achieve equity among
farmers or as a disincentive to convert cropland to nonagricultural uses?

2. Could it be argued that the proposal encourage farmersto sell entire farmsto
developers instead of small parts of the farm and thereby accelerate the
conversion of cropland to nonagricultural uses?

Conservation Enhanced Payment Option

The currently operating Conservation Security Program (CSP) provides
technical and financial assistance to participants who address, at a minimum, water
and soil resources concerns, through conservation, protection, and improvement.
Larger payments are made to participants who address additional resource concerns
ontheir entireoperation. All farmersareeligibleto apply for the program. However,
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limited funding of $502 million (between FY 2004 and FY 2006) has constrained the
program to 14% of the nation’ s 2,119 watersheds, and many farmers have found the
administrative burden to be excessive. To date, 19,291 contracts have enrolled
15,411,134 acresinto CSP in 298 watersheds.

The Secretary proposes that farms with program crop base acres be offered
a “conservation enhanced payment” equal to 10% of the commodity program
direct payment for adopting conservation and environmental practices equivalent
totheProgressive Tier requirement of the Conservation Security Program (CSP).
Farmers electing this option would forgo their counter-cyclical payments and
marketing loan benefits for the duration of the 2007 farm hill.

1. Isthis Conservation Enhanced Payment Option effectively a pilot effort to
convert “amber box” commodity programsinto “green box” payments?

2. Some farms with commodity base acres now have CSP contracts, plusthey
receivedirect and counter-cyclical paymentsaswell as marketing |oan benefits.
Would the Conservation Enhanced Payment Option create two categories of
CSP participants with substantially different benefits?

3. Some observers may ask why would afarmer give up the commodity program
safety net of potentially large counter-cyclical payments and marketing loan
benefitsfor the certainty of only a10% increasein the direct payment. What is
the federal government’ s response?

4. Are any farmer costs associated with achieving the Progressive Tier
requirement, and, if so, would those costs be more than covered by the 10%
“enhancement” or would there be other federal assistance for those expenses?

Continuing WTO Compliance

The 2002 farm bill includes “circuit breaker” authority for the Secretary of
Agricultureto make adjustmentsin domestic commodity support expenditureswhen
needed to comply with Uruguay Round Agreements. TheU.S. annual limit on trade
distorting (amber box) subsidiesis $19.1 billion. The Secretary has proposed that
the circuit breaker authority be modified to accommodate any new agreements
from the Doha round of negotiations or other agreements concluded under the
auspices of the World Trade Organization (WTO).

1. Hasthecircuit breaker authority ever been invoked by the Secretary in order to
avoid exceeding the $19.1 billion U.S. amber box limit?

2. Hasthe United States ever exceeded its amber box limit? What has been the
size of U.S. amber box subsidies each year since the Uruguay Round
Agreements were adopted?
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Title Il: Conservation

Beforethe 1985 farm bill, few conservation programs existed and only two, the
Agricultural Conservation Program and Watershed and Flood Prevention Operations,
would beconsideredlarge by today’ sstandards. Intotal, conservation programswere
funded at lessthan $1 billion annually. The current conservation portfolio includes
more than 20 distinct programswith annual spending of about $5.2 billion. Most are
enacted through recent farm bills with mandatory funding supplied by USDA’s
Commodity Credit Corporation (CCC). The 2002 farm bill authorized large
increases in mandatory funding for several agricultural conservation programs. The
two largest, the Conservation Reserve Program (CRP) and the Environmental Quality
Incentives Program (EQIP), make up amost 55% of the $5.2 billion in current annual
spending.

The Administration’s proposed 2007 farm bill has outlined an overall
increase in funding for agricultural conservation programs, which the
Administration estimates is $7.825 billion over the 10-year current services
baseline of $48.698 hillion. Much of this additiona funding is attributed to an
increase in the proposed consolidated Environmental Quality Incentives Program
(EQIP) and an increase in the acreage limit for the Wetlands Reserve Program
(WRP). Many of the Administration’ sproposed changeswould consolidate existing
programs, with the goa of increasing administrative efficiencies and reducing
participant confusion.

1. Severa program consolidation changesareproposed. What level of savings can
be expected by these consolidations and are there any specific plans for using
those “ savings?’

2. Given the continued growth of the conservation effort, what additional
evaluation measures, if any, are planned to keep Congress informed about
accomplishments and spending efficiencies?

3. Basedonthe Administration’ sbudget plan and thefarm bill proposal, there may
appear to some to be inconsistencies within working lands conservation
programs. The Administration proposed increasing funding for CSP and EQIP
by a combined $475 million annually in the farm bill proposal. The FY 2008
budget proposal, meanwhile, proposesto reduce both CSP and EQIP. EQIPis
authorized at $1.27 billion and the President’ s budget requests $1.0 billion (a
$270 million reduction). CSPisestimated by the CBO at $451 million and the
President’ s budget requests $316 million (a $135 million difference). Would
the proposed increases in mandatory conservation programs authorized by the
farm bill supersede the cuts in those same programs if the Administration’s
budget were adopted? How should the differences betweenthefarmbill and the
budget proposal be interpreted?
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Environmental Quality Incentives Program (EQIP)

EQIP offers agricultural producers cost-share payments, technical assistance,
and incentive payments to implement conservation practices on private working-
lands. Three sub-programsareimplemented through EQIP: the Ground and Surface
Water Conservation Program (GSWC), the Klamath Basin Program, and
Conservation Innovation Grants (CIG). The GSWC program targets areas with
extensive agricultural water needs to achieve a net savings in water consumption.
While the Klamath Basin program is similar in nature, it islimited to asingle basin
that straddles the California-Oregon border. CIG, a grant program, is intended to
foster the devel opment and adaptation of innovative conservation approaches.

Other conservation programs utilize cost-sharing mechanisms similar to EQIP,
including the Wildlife Habitat Incentives Program (WHIP), which focuses on
developing and restoring wildlife habitat on al l1and; the Agricultural Management
Assistance (AMA) Program, which seeks to mitigate risks through diversification
and resource conservation practices; and the Forest Land Enhancement Program,
which addresses resource concerns on private forest lands.

Citingduplicationin€ligibility requirements, regulations, policies, applications,
and administrative actions, the Secretary recommends consolidating existing cost-
share programs (EQIP, GSWC, WHIP, AMA, Forest Land Enhancement
Program, and the Klamath Basin Program) into a newly designed EQI P program.
Theproposal alsowould createa Regional Water Enhancement Program (RWEP)
toaddresswater quality and quantity issueson aregional scale. TheCI G program
would receive additional funding. Thisnewly constructed program would receive
an increase of $4.25 billion over the OMB 10-year current services baseline.

1. Interest in participating in many conservation programs has been high, leading
to a large backlog of unfunded applications. EQIP aone reported 32,633
unfunded applications, worth more than $636 million, in FY 2006. With such
alarge application backlog in EQIP along with the other proposed programsfor
consolidation, would the additional authorized funding be used primarily in
addressing the application backlog? Would USDA havetheworkforce capacity
to handle the workload added by thisincrease in funding?

2. USDA’sfarm bill spending estimates show that EQIP grows modestly until it
reachesits full spending authority in 2014. Thiswould occur after anew five-
year farm bill has expired. |sthere an explanation asto why EQIP, a program
with astanding backlog of applicationswould require seven yearsto “ramp up”
to its fully authorized spending level?

3. Some of the programs proposed for consolidation have very specific
programmatic purposesand eligibility requirementstargeted at specificresource
concerns on different components of the landscape (WHIP focuses on wildlife
habitat on all lands, while GSWC focuseson water quantity on only agricultural
lands). How would specific resource problems be targeted in the absence of
specialized programs? If the consolidation of these programsrequiresasingle
definition of eligible lands, what definition would the Department prefer?
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Conservation Security Program (CSP)

The Conservation Security Program (CSP) provides technical and financial
assistance to participants who address, at a minimum, water and soil resources
concerns, through conservation, protection, and improvement. It waswidely touted
as the first conservation entitlement and the first “green payments’ program when
enacted in 2002. The program operates with three conservation and funding tiers,
Tier 11l being the highest. Larger payments are made to participants who address
additional resource concerns on their entire operation (Tier 111). Thereare currently
four components to CSP financial assistance payments. (1) stewardship, or base
payments for the number of acres enrolled, (2) maintenance payments for existing
conservation practices, (3) cost-share payments for new practices, and (4)
enhancement payments for conservation effort and additional activities beyond a
prescribed level. All farmers in eligible watersheds may apply for the program.
Limited funding of $502 million (between FY 2004 and FY 2006) has constrained the
program to 298 of the nation’s 2,119 watersheds, and many farmers state that they
have found the administrative burden to be excessive. To date, more than 19,000
contracts (averaging 800 acres) have enrolled 15.4 million acresinto CSP.

The Secretary proposes the following adjustments. elimination of
stewardship, maintenance, and cost-share financial assistance payments;
consolidation of threetiersinto two tiers; creation of a ranking system in place of
the current water shed approach; and expansion of funding to $8.5 billion during
FY2008-FY2017.

1. How would the proposed changes ater the pattern and scale of participation?

2. Will the proposed Conservation Enhancement Option in the commodity
provisions of Title | overlap or replace CSP for producers of program crops?

3. Current law limits technical assistance spending in conjunction with CSP to
15% of the program cost. Some observers claim this level isinadequate. No
recommendation was madeto repeal the 15% limitation on technical assistance
in current law. How can CSP be successfully implemented with what some
would argue is such asmall level of technical assistance?

Private Lands Protection Program

The proposed Private Lands Protection Program would consolidate three
existing programs. The Farmland Protection Program (FPP) purchases conservation
easements to limit nonagricultural uses of land. The Grasslands Reserve Program
(GRP) seeksto restore and protect rangeland, pastureland, and other grassland while
continuing grazing sustainability. The Healthy Forest Reserve Program (HFRP)
addresses forest land that provides habitat for threatened and endangered species.

Citing common goalsand uniqueeligibility requirements, regulations, policies,
applications, and administrative actions, the Secretary recommends consolidating
these three existing easement programs (FRPP, GRP, and HFRP) into a new
private lands protection program. This proposal also would increase funding by
an additional $900 million over the 10-year baseline for this new program.
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1. Some consider FPP aworking lands program that keeps farming viable, while
GRP is more closely related to a land restoration program. How would these
fundamental differences be resolved in a consolidated program?

Conservation Reserve Program (CRP)*

The Conservation Reserve Program (CRP) and Conservation Reserve
Enhancement Program (CREP) remove active cropland into conservation uses,
typically for 10 years, and provide annual rental payments (based on the agricultural
rental value of theland) and cost-share assistance. Conversion of theland mustyield
adequate levels of environmental improvement to qualify (environmental benefits
index). CRPisthelargest land retirement program, with spending of $1.828 billion
in FY2005. The total program acreageislimited to 39.2 million.

The Secretary recommends reauthorization of CRP with an enhanced focus
on landsthat providethemost benefit for environmentally sensitivelands. Priority
would be given to whole-field enrollment for lands utilized for energy-related
biomass production. Biomass would be harvested after nesting season and rental
paymentswould be limited to income forgone or costsincurred by the participant to
meet conservation requirements in those years biomass was harvested for energy
production.

1. Withcelluloseconversiontechnology initsinfancy, what istherationale behind
subsidizing cellulose production at thistime?

2. Theproposa may appear to someobserversto havetwo conflicting components
withregardto CRP. If itisdesirableto focus CRP on multi-year idling of more
environmentally sensitive lands, some may inquire why the harvesting of
biomass on those lands is being imposed. Could this harvesting conflict with
the conservation purpose of the program?

3. Ifitisdecided that high demand for commodities dictatesthat less land should
be in the CRP, how would priorities be set for land to be released?

Wetlands Reserve Program (WRP)

The Wetlands Reserve Program (WRP) and Wetlands Reserve Enhancement
Program (WREP) provide technical and financial assistance to private landowners
to restore and protect wetlands. WRP has a current enrollment of 1.89 million acres
with an annual authorized new enrollment cap of 250,000 acres. The 2002 farm bill
authorized atotal enrollment cap of 2.275 million acres.

The Secretary recommends the consolidation of WRP with the floodplain
easement program of the Emergency Watershed Program and an increasein the
enrollment cap to 3.5 million acres. This increase in acreage would equal an

! This proposal is repeated in the Energy title of the USDA recommendations and the
guestions posed here are repeated under the CRP Biomass Reserve heading in the energy
section.
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estimated $2.125 hillion increase over the current services 10-year baseline of $455
million.

1. By increasing the acreage cap for WRP and proposing a continuation of the
CRP acreage cap, what consideration is given to the 25% county cropland
enrollment cap on CRP and WRP?

2. Similar to CRP, what effect would increased enrollment of wetlands have on
local economies? Would it be possible to achieve the objectives of wetlands
conservation under aworking-lands program rather than a cropland retirement
program?

3. How would these changes affect the President’ s no-net-loss goal ?
Sod Saver

The 1985 farm bill included the first conservation compliance requirement for
farmers to participate in certain USDA programs. The conservation compliance
provision for highly erodibleland, also known as Sodbuster, created disincentivesto
farmers who produced annually tilled agricultural commaodities on highly erodible
cropland without adequate erosion protection. Conservation compliancefor wetlands,
also known as Swampbuster, created disincentivesto farmerswho produced annually
tilled agricultura commodities or made possible the production of agricultural
commodities on land classified as wetlands.

The Administration recommends broadening the conservation compliance
provisions to include new “Sod Saver” rules that would create a disincentive to
converting grassland (rangeland, and native grasslands, not previously in crop
production) into crop production. Sod Saver would make all newly converted
grasslands permanently ineligible for commodity support and other USDA
programs (including other conservation programs). The suggested date for this
provision to go into effect is not stated in the Administration’s proposal. The
Administration scores this proposal at zero budgetary impact.

1. Whatisthebasisforthe Sod Saver recommendation? Is Sodbuster not working
aswell as anticipated? Isthe concern of some conservationists that Sodbuster
has not been aggressively enforced avalid concern or not?

2. Wasandternative considered in the Sod Saver provisionto allow for approved
conservation systemsthat could provide for areduction in soil erosion, similar
totheconservation compliancefor highly erodibleland (Sodbuster) and wetland
conservation compliance (Swampbuster)?

3. Sod Saver may not prevent the conversion of grasslandsto cropland when crop
prices are high. Once cultivated, there could be some off-site damages. Yet
Sod Saver will preclude any federal assistanceto address these problems. What
isthe rational e behind permanently prohibiting conservation assistance on this
converted land?
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4. Presumably therewill bemonitoring and enforcement costsassoci ated with Sod
Saver. What agency would have the administrative responsibility and what
would be the estimated costs?

Conservation Access for Beginning
and Limited-Resource Farmers

First recognized as requiring special attention in the 2002 farm bill, beginning
and limited-resourcefarmersare provided with additional incentivesin conservation
programs through various funding mechanisms and targeted initiatives. The largest
incentive directed toward beginning and limited-resource farmersisthe increasein
cost-share payments (up to 90% of the cost to implement the practice can be paid by
NRCS) in EQIP. Other programs such as the Conservation Innovation Grants and
Farm Protection Program al so haveinitiativesdirected toward beginning and limited-
resource farmers.

The Administration is recommending that 10% of farm bill conservation
financial assistance be reserved for beginning farmers and ranchers, as well as
socially disadvantaged producers. Flexibility is also recommended to allow the
Secretary to reallocate the reserve funds if the money goes unused. The
Administration states that this proposal would have no effect on the current services
baseline.

1. What portion of current conservation program participants meet the description
of beginning and limited-resource farmers?

2. How much is currently spent on beginning and limited-resource farmers, and
how does that relate to the 10% of financial assistance being proposed?

3. Would implementation of this provision mean that some commercial farmers
would then be unable to participate in conservation programs? If so, to what
extent would this occur?

Market-Based Funding

The Secretary recommends that $50 million, over a 10-year period, be
availableto devel op uniform standardsfor environmental services, establish credit
registries, and offer credit audit certification services to encourage new private
sector environmental markets to supplement existing conservation programs.

1. Aredetailsavailable on how the market-based approach would work and what
the return on this public investment would be? What are some models or
examples?

2. How was $50 million determined to be an appropriate 10-year budget?
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Emergency Landscape Restoration Program

Both the Emergency Watershed Protection Program (EWP) and the Emergency
Conservation Program (ECP) provide disaster assistance to private landowners
through discretionary technical and financial assistance appropriated by Congress.
The EWP, administered by the Natural Resource Conservation Service (NRCS),
focuses on impairments to watersheds caused by natural disasters. It worksthrough
local sponsors such as neighborhood associations, cities, counties, and conservation
districts. The ECP, administered by the Farm Service Agency (FSA), focuses on
emergency water conservation measures in periods of severe drought on farmland,
and also providesassi stanceto rehabilitatefarmland damaged by all natural disasters.

Citing confusion and frustration by citizens responding to natural disasters, the
Secretary is recommending that the EWP and ECP be consolidated into a new
Emergency Landscape Restoration Program. Funding for thisnew program would
be discretionary, asis the current funding stream for EWP and ECP.

1. SincetheEmergency Watershed Protection (EWP) program and the Emergency
Conservation Program (ECP) areadministered by two different agencies, which
agency would administer the new consolidated Emergency Landscape
Restoration Program?

2. Currently, land digibility is very different between the two programs. Should
the consolidation of these programsinclude asingledefinition of eligiblelands;
if so, what should be the definition? If different definitions of eligibleland are
maintained, does this affect the goal's of consolidation?
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Title lll: Trade

Farm bills typically authorize multi-year funding for USDA agricultural trade
programs (direct export subsidies, export credit guarantees, foreign food aid, and
export market development) and address new issues that have arisen as U.S.
agricultural exporters seek to sell their products overseas.

Technical Assistance for Specialty Crops

USDA'’sForeign Agricultural Service (FAS) isresponsiblefor promoting U.S.
agricultura exports, including advocating on behalf of U.S. agricultural interestsin
foreign capitals and in international organizations as disputes arise. Funding for
FAS staff and expensesto accomplish thisand related objectivesis provided through
the annual appropriations process. In addition, the 2002 farm bill authorized an
initiative — Technical Assistance for Specialty Crops Program (TASC) — to fund
projects that address sanitary and phytosanitary (SPS) and technical barriers related
to specialty crops. TASC is a mandatory program, meaning that it is funded by
tapping the Commaodity Credit Corporation’s (CCC'’s) borrowing authority. The
2002 farm bill authorized a funding level of $2 million each year for FY2002-
FY 2007 ($12 million total).

The Administration’s farm bill proposals seek to expand funding for TASC.
Funding would be phased in at $4 million in FY2008, $6 million in FY2009, $8
millionin FY2010, and $10 million in each subsequent year through FY2015 (for
amulti-year total of $68 million). USDA also proposesto increase the maximum
allowable annual project award from $250,000 to $500,000 and allow more
flexibility to allow project timeline extensions. USDA argues that additional
flexibility would allow for the acceptance of larger, multi-disciplinary projects that
result in better quality proposals from eligible participants and improved assistance
to specialty crop growers.

1. Why does USDA request that this new initiative be funded on a mandatory
basis, using CCC'’s borrowing authority? Is the appropriations mechanism a
more suitable approach for funding this?

2. What evidenceistherethat TASC projects have resulted in the elimination of
SPS and/or technical barriers to trade in speciaty crops and that they have
contributed to increased U.S. agricultural exports?

Market Access Program

The Market Access Program (MAP) assists in the creation, expansion, and
maintenance of foreign markets for primarily U.S. agriculture high-value products.
This program funds the U.S. government’ s share of the cost of overseas marketing
and promotional activitieswith non-profit U.S. agricultural trade associations, U.S.
agricultural cooperatives, nonprofit state-regional trade groups, and small U.S.
businesses. Activitiesinclude consumer promotions, market research, trade shows,
and trade servicing. About 60% of MAP funds typically support generic promotion
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activities (i.e., non-brand name commodities or products), and about 40% support
brand-name promotion (i.e., a specific company product).

The 2002 farm bill authorized MAP's six-year funding level at $875 million
(FY 2002-FY 2007), rising from $100 million in FY 2002 to $200 million in each of
FY 2006 and FY2007. MAP isamandatory program, funded by the CCC.

The Administration recommends increasing annual MAP funding by $25
million each year ($250 million over 10 years). The additional funding would be
used to “ address the inequity between farm bill program crops and non-program
commodities,” and represents one of several recommendations offered in USDA’s
farm bill proposal to assist specialty crop producers.

1. Whyisthe Administration considering anincreasein MAP funding, when past
(FY 2006 and FY 2007) budget proposals called for cutting the authorized level
in half, from $200 million to $100 million?

2. How much of MAP sfunding already assists specialty product producers and
firms, and how much of adifferencewould a$25 million annual increase make?

3. How does USDA gauge the impact of MAP? What evidence is there that
discrete MAP promotion activitiesin particular country markets have resulted
inanincreasein U.S. agricultural exports?

Sanitary and Phytosanitary (SPS) Issues Grant Program

Reportedly, developing and developed countries are increasingly using
unscientific SPS standards as non-tariff barriersto U.S. agricultural products. These
take the form of plant and anima health restrictions to protect their domestic
agricultural sectors against outside competition. Examples often cited include
bi otechnol ogy restrictions, maximum residue standards, and restrictionson U.S. beef
(such as those imposed by South Korea and Japan) due to BSE (mad cow disease).

The Administration’sfarm bill proposesto establish a new grant program to
address SPS issues for all commodities (mandatorily funded by the CCC at $2
million each year, or $20 million over 10years). Thisprogramwould alow for new
or expanded focus on such issues as foreign governments acceptance of
antimicrobial treatments;, wood packaging material; irradiation; biotechnology;
science-based maximum residuelevel standards; and testing proceduresand controls
for mycotoxins. Grants would fund projects that address SPS barriers that threaten
U.S. agricultural exports, by reducing the need to hire technical staff on apermanent
basis, involving the private sector in assisting USDA in solving technical problems,
commissioning scientific reports on targeted i ssues, and making more use of outside
technical experts to address these types of barriers.

1. What arethemost significant SPSbarriersthat currently affect U.S. agricultural
exports? What is the status of U.S. efforts to address these specific barriers?

2. How much of Foreign Agricultural Service (FAS) resources aready are tapped
to address SPS issues?
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3. How would an SPS Grant Program reinforce U.S. efforts to eliminate SPS
barriersininternational standard setting forumsor in WTO dispute settlement?

4. Why does USDA request that this new initiative be funded on a mandatory
basis, using CCC'’s borrowing authority? |s the appropriations mechanism a
more suitable approach for funding this?

International Trade Standard Setting Activities

Reportedly, countries have increasingly resorted to technical trade barriersthat
have no scientific basisin order torestrict imports of U.S. agricultural products. One
U.S. effort to counter thistrend is to become more involved in international bodies
that establish and harmonize multilateral food, plant, and animal safety standards—
frequently referred to as sanitary and phytosanitary (SPS) rules. Such organizations
include the Food and Agriculture Organization (FAQO), the Codex Alimentarius, the
International Plant Protection Convention, and the World Anima Heath
Organization (known by its French acronym of OIE).

Acknowledging that the U.S. government lacks sufficient resources to ensure
that its views on SPS issues are fully heard, USDA is requesting authority and
mandatory funding of $15 million over 10 years ($1.5 million annually) to
enhance USDA staff support at international standard setting organizations.
Funding would be used to close the compensation gap for senior level U.S. staff
placed inthese organi zati onsto i nfluence decision making (e.g., ensurethat standards
are properly designed and implemented to avoid unwarranted trade barriers), and to
cover the cost of up to four professional officers who would specifically focus on
supporting U.S. SPS priorities.

1. How many USDA staff already serveto represent U.S. interestsand perspective
at the FAO and these three international bodies? How long has this function
been carried out?

2. The Administration’s proposa notes that the lack of U.S. funding for staff
support has led the FAO to take a “more Eurocentric approach” in its work,
“which may be in conflict with U.S. objectives.” Can the Administration
elaborate on what this approach means, and comment on how that perspective
affects U.S. efforts to reduce or eliminate technical trade barriers?

Technical Assistance for Trade Disputes

The number of U.S. agricultural trade disputes has increased in recent years.
This has prompted commodity groups and agribusiness firmsto seek recourse under
U.S. trade remedy lawsto address potential unfair competition in the domestic U.S.
market, and to work with USDA and the U.S. Trade Representative (USTR) to try
to resolve cases considered under the World Trade Organization’s trade dispute
process. The process of pursuing a dispute case is usually complex, lengthy, and
costly, particularly for smaller groups and agricultural industries with limited
resources.
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The Administration’s farm bill requests broad discretionary authority to
provide enhanced monitoring, technical assistance, and analytical support to
agriculture groups with limited resources, if the Secretary of Agriculture
determinesthiswould benefit U.S. agriculture. Thiswould enable USDA to direct
available resources to assist smaller agricultural groups and industries affected by
unfair foreign trade practices and to pursue trade dispute cases on their behalf.

1. Whyisthisauthority needed, inlight of USDA’ s statement that it already helps
out in trade dispute cases by providing legal and analytical support, often
working with USTR?

2. In what instances would a program of technical assistance for trade disputes
have enabled small groups or agricultural industries to pursue acasein WTO
dispute settlement or have affected the outcome of cases that have been
pursued?

3. What criteriawould USDA usein exercising such broad authority to determine
which groups should be deemed eligible for this type of assistance?

Trade Capacity Building and Agricultural Extension
Programs in Strategically Important Countries

In recent years, USDA has worked with the Departments of State and Defense,
and the National Security Council, in Afghanistan and Iraq to provide technical
assistancein support of effortsto revitalize the agriculture sectors of both countries.
Such assistance was provided through existing agricultural extension programs, but
USDA did not receive direct funding for such activities.

The Administration proposes providing $20 million in mandatory funding
over 10 years ($2 million annually), through CCC’'s borrowing authority, to
expand agricultural extension and food safety programsin fragilecountries. This
would bepart of theU.S. government’ seffortsto meet future devel opment assi stance
needsin unstable areas, such as Sudan or Somalia. USDA’ srolewould beto engage
in agricultural reconstruction and extension efforts, targeted towards those who are
dependent upon agriculture for food and employment.

1. Would funding agricultural extension effortsinfragile countriesfacilitate U.S.
agricultura trade with them? How would trade capacity building function in
very unstable circumstances?

2.  What are USDA's efforts in trade capacity building elsewhere in the world?
What level of existing resources does USDA already tap for such activities?

Export Credit Programs and Facility Guarantee Programs

USDA administers four export credit guarantee programs to facilitate sales of
U.S. agricultural exports. Under these programs, private U.S. financial institutions
extend financing to foreign buyers of agricultural products, with the Commodity
Credit Corporation (CCC) guaranteeing repayment in case of borrower default. The
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CCC guarantee facilitates a more favorable interest rate and a longer repayment
period. Eligible countriesarethosethat USDA determines can servicethe debt. Use
of guarantees for foreign aid, foreign policy, or debt rescheduling purposes is
prohibited.

The Short-Term Export Credit Guarantee Program (GSM-102) guarantees
short-term financing (up to three years). Separately, the Intermediate-Term Export
Credit Guarantee Program (GSM-103) guarantees intermediate-term financing (up
to 10 years). The Supplier Credit Guarantee Program (SCGP) guarantees deferred
payment sales (usually up to 180 days). The Facilities Guarantee Program (FGP) is
toimprove or establish the handling, marketing, storage, or distribution facilitiesfor
U.S. commodities in emerging markets.

The 2002 farm bill authorized up to $6.5 billion annually for the FY 2002-
FY 2007 period for these guarantee programs. Of thisamount, $1.0 billionistargeted
to “emerging markets’ — countriesin the process of becoming commercial markets
for U.S. agricultural products. The statute gives USDA’s Foreign Agricultural
Service (FAS) the flexibility to determine the allocation between short and
intermediate term programs. The actual level of guarantees approved each year
depends on market conditions and on the demand for financing by eligible countries.
Program activity has declined over the last three years because of less demand for
guarantees and administrative steps taken in July 2005 to bring the programs into
conformity with a World Trade Organization (WTO) ruling that found them to be
prohibited export subsidies. In FY2006, USDA approved amost $1.4 billion in
guarantees, down from $2.6 billion in FY 2005 and $3.7 billion in FY2004. The
budget outlay impact of guarantees ($142 million in FY 2006) is small because it
reflectsonly administrative costs and the subsidy associated with the loans approved
each year.

The Administration proposes statutory changes to reform these guarantee
programsin light of the WTO ruling and to ensure they remain WTO-compliant.
Theseinclude (1) removing the current 1% cap on fees collected under the GSM-
102 program, (2) eliminating the specific authority for the GSM-103 program, (3)
terminating the SCGP (because of thelarge number of loan defaults(totaling $227
million) and evidence of fraud), and (4) revising the FGP to attract additional
userswho commit to purchaseU.S. agricultural products. Thefirst three proposed
changes are not expected to have any budgetary impact, according to USDA. The
cost of changes to the FGP would be minor (almost $2 million each year).

1. Towhat degreewould higher loan guarantee fees diminish user participation in
the short-term GSM-102 program?

2. What impact on program activity is anticipated with the proposed lifting of the
current 1% fee?

3. What is the prospect for USDA collecting on the more than $200 million in
SCGP |oan defaults?

4. What explains declining interest among countries in using USDA loan
guarantees to finance their agricultural imports?



CRS-24

5. What fundamental changes are occurring in worldwide commodity financing
that may warrant revisiting therolethat credit guarantees can play infacilitating
U.S. agricultural exports?

EEP and Trade Strategy Report

USDA established the Export Enhancement Program (EEP) in1985tohelp U.S.
commodities compete with other countries, primarily the European Union, that
subsidized their exports. Used extensively through thelate 1990sto challengeunfair
trade practices and maintain market share in targeted countries, EEP has been
inactive in recent years. The 2002 farm bill established an annual program level of
$478 million, the maximum allowed under the Uruguay Round export subsidy
reduction commitments.

The 2002 farm bill requires the Secretary of Agriculture to consult with
Congress every two years and to prepare a Global Market Strategy report that
identifies growth opportunities overseas for U.S. agricultural exports. The
administrative costsof preparing onereport are about $250,000. USDA further notes
that this requirement duplicates its existing United Export Strategy and Country
Strategy programs, which use real-time market analysis and global intelligence, and
are more timely.

USDA proposes to repeal EEP and the Global Market Strategy report
mandate, pointing to program inactivity and the report’s redundancy. It argues
that because both no longer serve valuable purposes, the proposed changes would
allow USDA to focus staff and financia resources to priority issues. USDA notes
that EEP’ s repeal would also be consistent with the U.S. objective to eliminate the
use of export subsidies worldwide.

1. How doesthe Administration estimate no budgetary impact from this proposal
whileit justifies the change in terms of financial savings?

2. If thereis not a successful conclusion this year to the Doha Round of WTO
trade negotiations, is the United States placed at a disadvantage (i.e., would it
loseatool to assist agricultural exportsinthefuture) if it unilaterally repeal sthe
law authorizing an export subsidy program?

3. What are examples of how USDA'’s existing United Export Strategy and
Country Strategy programsaremoreuseful to U.S. exportersand policymakers?

Cash Authority for Emergency Food Aid

USDA provides food aid abroad through the P.L. 480 program, also known as
Food for Peace; the Food for Progress Program; the McGovern-Dole International
Food for Education and Child Nutrition Program; and Section 416(b) of the
Agricultural Act of 1949. The 2002 farm bill authorized al of these programs
through FY 2007, except for Section 416(b), which is permanently authorized by the
Agricultural Act of 1949. The 2002 farm bill also reauthorized acommodity reserve
of wheat and other commodities typicaly used as food aid (renamed the Bill
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Emerson Humanitarian Trust), which can be used, under certain circumstances, to
provide P.L. 480 food aid; and created the McGovern-Dole program as a new food
aid program.

Funding for the P.L. 480 programs (Title | direct credits, and Title Il grants) is
provided through the annual appropriations process. Title | providesfor long-term,
low interest loans to developing and transition countries and private entities to
purchase U.S. agricultural commodities. Theuseof Titlel credits has declined over
time, and totaled $123 million in FY 2006. Titlell providesfor the donation of U.S.
agricultural commodities to meet emergency and non-emergency food needs. The
law mandates an annual minimum tonnagelevel of 2.5 million metrictons. Inrecent
years, appropriators have set the funding level between $1.6 and $1.7 billion. The
Food for Progress Program, funded directly by the CCC ($131 million in FY 2006),
provides commodities to support countries that have made commitments to expand
free enterprise in their agricultural economies. The McGovern-Dole program uses
commoditiesand financial and technical assistanceto carry out preschool and school
food for education programs and maternal, infant and child nutrition programs in
foreign countries. The 2002 farm bill mandated CCC funding of $100 million in
FY 2003 and authorizes appropriations of “ such sumsas necessary” from FY 2004 to
FY2007. The FY2006 program level was $97 million. Donations through the
Section 416(b) program are entirely dependent on the availability of commodities
acquired by the CCC in its price support operations. The Emerson Trust provides
emergency food relief when U.S. supplies are short or to meet unanticipated need.

Under current law, Title 1l of P.L. 480 may only be used to purchase and ship
U.S. agricultural commodities to meet food needs overseas. The Administration
points out that this stipulation has precluded the use of Title Il to procure food
quickly enough, or resulted in the United States not being able to provide food or
provideit late. It argues that authority is needed to quickly meet emergency needs
in the most effective way possible, such as using cash to provide immediate relief
until U.S. commoditiesarrive or tofill in gapsin thefood aid pipeline. It notesthat
U.S.-sourced food aid typically takes four months or longer to arrive where needed,
compared to days or weeks when commodities can be purchased locally. The same
case has been made by the Administration in the FY2006 and FY 2007 budget
proposals, but Congresshasrejected theideabothtimes. The Administration’sfarm
bill proposes to authorize the use of up to 25% of P.L. 480 Title Il fundsfor the
local or regional purchase and distribution of emergency food to respond more
quickly to assist people threatened by a food security crisis. There is no direct
budgetary impact associated with this proposal.

1. Arethere examplesfrom the past where the proposed food aid authority could
have been used to more quickly provide assistance and thereby hel ped alleviate
tragic food emergencies?

2. HasUSDA identified developing countries where food could be purchased to
help with any currently existing emergencies?

3. Are current U.S. food aid program resources sufficient to meet outstanding
needs in trouble spots around the world?
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Has the Administration considered proposing additional funding for the
McGovern-Dole program — providing food aid to youngsters in schools,
particularly girls, in order to also meet broader objectives of fighting poverty?

How will the Administration’s focus on emergency food aid affect the
availability of food aid for development purposes?

How will using U.S. funds to purchase overseas commaodities rather than U.S.
commodities affect the willingness of U.S. groups (private voluntary
organizations, farm organizations, commodity groups, maritime industry) to
support the U.S. food aid program? Could the Administration’s proposed
approach result in alower availability of U.S. food aid to meet humanitarian
needs?
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Title IV: Nutrition

Food Stamp Program: Working Poor and Elderly

Retirement Savings. Under standard federa rules, “defined benefit”
retirement plans, “401(k)” plans, and several other types of retirement savings
arrangements are now excluded as assets when determining food stamp eligibility.
But other retirement/savings planslike Individual Retirement Accounts (IRASs) and
Simplified Employer Pension (SEP) plans are not disregarded. Also under current
law, states exercising an option to conform food stamp rules to those of their
Temporary Assistancefor Needy Families(TANF) program can expand the standard
federal disregard to match their TANF rules, and TANF and Supplemental Security
Income (SSI) recipients are automatically eligible for food stamps (essentially
making food stamp asset eligibility rulesirrelevant for them). Effectively, current
rules governing the treatment of retirement savings/plans vary noticeably by state,
type of applicant, and type of plan.

Retirement/education savings that are counted are included, with other
countable assets, under the Food Stamp program’ sgeneral limit on assets— $2,000,
or $3,000 if the household includes an elderly or disabled member. Other countable
assetsgenerally includeliquid resources like cash or assets readily converted to cash
(but not household belongings/furnishings), some illiquid resources (e.g., red
property not producing income, but not ahousehold’ shome), and, to varying degrees
(by state and type of vehicle), the value of household-owned vehicles.

The Administration proposesto disregard all retirement savingsand plansas
assets when judging food stamp eligibility. Its stated purposes are to reinforce
federal policy encouraging retirement savings and to end the penalty that counting
them imposes on those experiencing a temporary need for food assistance. Some
criticsarguethat theinitiatives should go further toward liberalizing the treatment of
assets (e.g., raising or abolishing dollar limits on assets, standardizing the disregard
for vehicles). Others contend that the current system of state TANF-based options
and automatic food stamp eligibility for TANF/SSI recipients provides enough
flexibility to address any need to liberalize the food stamp asset eligibility test.

The Administration estimates costs for its retirement savings proposal at $548
million over five years and $1.305 hillion over 10 years. The proposal aso is
included in the Administration’s FY 2008 budget package.

1. How many food stamp applicants doesthe Administration estimateits proposed
disregard for retirement savings will affect?

2. The Administration’s proposal for retirement savings appears to deal with
formal, tax-recognized situations. What about money put aside by poor
households for retirement that is not part of aformal plan?

3. In generd, dligible food stamp households must have countable assets not
exceeding $2,000 (or $3,000 for the elderly or disabled). Although thesedollar
limitsapply to fewer types of assetsthan when they were established, they have
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not been changed in over 20 years. Hasthe Administration considered raising
(or indexing) the dollar limits on countabl e assets?

4. Food stamp €ligibility rules governing counting vehicles as assets are complex
andvary significantly by stateand vehicletype (e.g., whether itiswork-rel ated),
similar to rules for retirement savings. Has the Administration considered
standardizing and simplifying theserules, asit proposesfor retirement savings?

5. With fewer types of assets being counted in judging eligibility for food stamps
(and other programs) and more flexibility being given to states, is keeping a
food stamp asset test administratively cost-effective? Isit true that anumber of
states already effectively eliminated asset tests for TANF benefits?

Reimbursement for Work-Related Expenses (Pilot Project). Current
food stamp rulesprovidefederal 50% matching for state support for thework-related
expenses of food stamp recipients in work/training programs; states choose who is
covered, what expenses will be reimbursed, and generally what the reimbursement
will be. Employed recipients receive no similar support — although they may
increase their benefits by claiming a “deduction” for work-related dependent care
costs (see the separate proposal on the treatment of dependent care expenses) and a
“deduction” for 20% of any earnings to cover taxes and work expenses and can, in
some cases, get separate aid through state child careand TANF programsand income
tax provisions.

The Administration proposesto establish athree-year, three-state, $3 million
pilot project under which states would be allowed to pay (with 50% federal
matching) for work-related expenses (other than dependent care costs) of
households with earnings from employment. The stated purpose isto test anidea
that might further strengthen the Food Stamp program’ srolein supporting work and
moving individuals and families to self-sufficiency. USDA would define what
expenses would be covered (child care costs would not be allowed) and could place
alimit on the timerecipients could be aided in the project. Critics question whether
thedollar and covered-expense restrictions placed on the project effectively limit the
usefulness of any results.

1. How can a pilot program that pays a limited range of work expenses for
employed food stamp recipients, and is restricted to $3 million, produce
meaningful results? Does the $3 million include evaluation costs? Will there
be control groups? Is there experience from comparable TANF initiatives to
indicate whether this type of support is potentially productive?

2. Isit the Administration’s intention to propose that this type of work-expense
support for the employed be made aregular feature of the Food Stamp program
if the pilot proves a success?

Dependent-Care Expenses. Food stamp law takes dependent care costs
related to work or education into account when determining eligibility and benefits.
It does this by allowing households to “deduct” these costs from countable income
— uptocertainlimits. Asaresult, householdswith these costsare morelikely to be
eligible, and moreimportant, aregiven alarger food stamp benefit; benefitsgenerally
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increase by 30 cents for each dollar of disregarded income. Dependent care cost
deductions are “capped” at $200 a month for each child under age two and $175 a
month for all other dependents, thereby limiting the extent to which these costs affect
food stamp eligibility and benefits.

The Administration proposes to eliminate the current caps on expense
deductionsfor dependent care costs used when calculating food stamp eligibility
and benefits. The stated purpose is to help working families. Critics argue for the
need to go further in recognizing the effect high non-food living expenses — like
shelter costs — have in eroding the value of food stamp benefits.

The Administration estimates costs for this proposal at $20 million over five
years and $42 million over 10 years.

1. How many households does the Administration expect to be affected by its
proposal to lift the dollar caps on dependent-care expense deductions?

2. Adollar cap, abeit an indexed one, also exists for shelter-expense deductions.
Has the Administration considered lifting it to increase benefits for those with
very high shelter expenses?

College Savings Plans. Current food stamp policy allows a disregard of
college (postsecondary education) savings plans as assets to the extent that they are
determined to be “inaccessible.” It also permits states to exclude college savings
plans when conforming their food stamp rules to their TANF or Medicaid policies.
Asaresult, stateagenciesmust makeindividual determinationsasto theaccessibility
of education savingsin order to judge whether to disregard them — unlessthey have
aTANF or Medicaid rulethat disregards them and have chosen to apply that rule to
food stamps.

Education savings that are counted are included, with other countable assets,
under the Food Stamp program’ s general limit on assets — $2,000, or $3,000 if the
household includes an elderly or disabled member. Other countabl e assetsgenerally
include liquid resources like cash or assets readily converted to cash (but not
household belongings/furnishings), some illiquid resources (e.g., real property not
producingincome, but not ahousehold’ shome), and, to varying degrees (by stateand
type of vehicle), the value of household-owned vehicles.

The Administration proposes to disregard I nternal Revenue Service (I RS)-
approved postsecondary/college education savings plans as assets when judging
food stamp eligibility. Thestated purposesareto reinforcefederal policy encouraging
savings for education, to end the penalty that counting them imposes on those
experiencing a temporary need for food assistance, and to simplify program
administration. Some critics argue that the initiatives should go further toward
liberalizing the treatment of assets (e.g., raising or abolishing dollar limits on assets,
standardizing thetreatment of vehicles). Othersmaintain that the current ruleallows
for a disregard where the savings have been set aside for education and are truly
inaccessible for living expenses.
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The Administration estimates costs for its education savings proposal at $8
million over five years and $18 million over 10 years. The proposal asoisincluded
in the Administration’s FY 2008 budget proposal.

1. How many food stamp applicantsdoesthe Administration estimateits proposed
disregard for education savings will affect?

2. The Administration’s proposal for education savings appears to dea with
formal, tax-recognized situations. What about money put aside by poor
households for education that is not part of aformal plan?

3. In generd, €eligible food stamp households must have countable assets not
exceeding $2,000 (or $3,000 for the elderly or disabled). Although thesedollar
limitsapply to fewer types of assetsthan when they were established, they have
not been changed in over 20 years. Has the Administration considered raising
(or indexing) the dollar limits on countable assets?

4. Food stamp eligibility rules governing counting vehicles as assets are complex
and difficult to administer, similar to rules for education savings. Has the
Administration considered standardizing and simplifying rulesfor disregarding
vehicles as assets, as it proposes for education savings?

5. With fewer types of assets being counted in judging eligibility for food stamps
(and other programs) and more flexibility being given to states, is keeping a
food stamp asset test administratively cost-effective? Isit true that anumber of
states already effectively eliminated asset tests for TANF benefits?

Combat-Related Military Pay. Combat-related military pay has been
disregarded as income in the Food Stamp program through provisions of
appropriations laws since the FY 2005 agriculture appropriations act. This proposal
would make the disregard part of permanent food stamp law.

For anumber of years, the Defense Department has offered aFamily Assistance
Supplemental Allowanceto military familieswho might qualify for food stamps. Its
purpose is to increase their income and make participation in the Food Stamp
program unnecessary; however, very few families have chosen to take this option.

The Administration proposesto disregard, in permanent law, combat-related
military pay asincome when determining food stamp eligibility and benefits. The
stated purpose is to permanently remove a potential penalty on military families.
Critics might contend that use of the Defense Department’s special alowance
program would be a better way to deal with thisissue.

The Administration estimates costs for its military pay proposal at $5 million
over fiveyears and $10 million over 10 years. This proposal aso isincluded in the
Administration’s FY 2008 budget package.

1. How many military familiesdoesthe Administration estimatewoul d be affected
by the proposed disregard of combat-related pay for food stamp purposes?
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2. Should these families be participating in the Defense Department’ s Family
Assistance Supplemental Allowance program instead of the Food Stamp
program? How big is the supplemental allowance program?

3. Has the Administration considered similar treatment for civilian employees
deployed in combat areas?

Food Stamp Program:
Streamlining and Modernizing Proposals

Rename the Food Stamp Program. The Food Stamp program got its
name when it was originally established in 1939. At thetime, actual “stamps’ were
used. Blueand orange stampswereissued to reci pients— one color representing the
recipient’ sdollar contribution and the other thefederal government’ ssubsidy (which
was usable only for surplus commodities). When used, the stamps were actually
pasted into booklets by the participating grocer, and the booklets (when full) were
then redeemed by the retailer for cash. The original program was closed down in
1943, after World War |1 had effectively eliminated surplus food production.

When the program was revived in the 1960s, the old name also was revived —
even though stamps were not used. Instead, participants received paper “coupons’
of various denominationsthat were used like cash to purchasefood. Thislasted until
the recent switch to the use of debit-card-like electronic benefit transfer (EBT) cards
to deliver benefits.

The Administration recommends changing the program’ snameto the Food
and Nutrition program in recognition of the changesin how food stamp benefits
are delivered and the program’srole in improving nutrition.

1. USDA opened up renaming of the program for public comment afew years ago
and received many ideas. Could a compendium of those ideas be provided?

2. What isthe estimated cost of switching to a new name for the program?

3. How many states now use a name other than Food Stamp program to identify
their EBT-based program?

4. “Stamps’ havenot been used sincethe early 1940s, yet the program haskept the
name. Isit an option to keep the existing name and let states call the program
what they wish?

“De-Obligate” Food Stamp Coupons as Legal Tender. Food stamp
benefits are now delivered using debit-card-like electronic benefit transfer (EBT)
cards, not paper food stamp coupons. The EBT system has been in place nationwide
for two years. However, some couponsissued before the transition to EBT systems
have still not been redeemed, and the Administration would like to “ get them off the
books,” saving redemption costs (both the value of the coupons themselves and the
cost of handling them). The Administration proposesto “ de-obligate” food stamp
coupons still in circulation, making them no longer usable (redeemable). It
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estimates net savings from this proposal at $2 million over five yearsand $7 million
over 10 years.

1. What isthe dollar value of unredeemed coupons still outstanding?

2. What timedeadlinefor redeeming outstanding couponsdoesthe Administration
envision?

Prohibit Certain State Claims Against Recipients; Collect Over-
issuances from States. Current law requires statesto pursue collection of over-
issued food stamp benefitsfrom recipientsand former reci pients— however they are
caused. Any collections generally are turned over to the federal government (which
pays the cost of program benefits), but states may keep a portion of collections in
cases where the over-issuance was not caused by the state agency’s actions. To an
extent, states themselves also are liable to the federa government for over-issued
benefits and losses caused by cases of state agency negligence or fraud.

The Administration proposes to (1) prohibit states from pursuing claims
against recipients for over-issued food stamp benefits in the case of “widespread
systemicerrors’ (e.g., computer system failures/flaws) and (2) requirestatesto pay
the USDA for over-issuancesin such cases. The stated purposes for advancing its
proposals are to promote program integrity and fair treatment of recipients and to
encourage caution and careful planning when implementing new computer-related
administrative systems. However, a number of states are pursuing initiatives that
encompass the expanded use of computers and online interaction between
applicants/recipients and state agencies, and some critics are concerned over how
extensively any new authority to require state payments might be used and its
potential “chilling effect” on state efforts to improve administration.

1.  Howwill the Administration define*widespread systemic errors’ and calculate
over-issued benefits for the purpose of holding recipients harmless and
mandating that states pay the cost of the over-issuancesthey might cause? What
about under-issuances and improper denials caused by these “widespread
systemic errors?’

2. What type of new authority to collect from states is the Administration asking
for? Does USDA not have enough authority already to collect from statesin
cases of over-issued benefits? Isthis authority not being used in the Colorado
case that the Administration cites in the rationale for its proposal ?

3. Will thethreat of anew requirement that states pay over-issuance costsin cases
of computer system flawsand other systemic problemsdampen thecurrent trend
toward state innovation in administering food stamps by increasing the use of
computers and online interactions between applicants/recipients and state
agencies, or not?
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Food Stamp Program: Improve Program Integrity

Limit Categorical Eligibility. Under current food stamp law, states may
grant categorical (automatic) food stamp eligibility to households receiving
Temporary Assistance for Needy Families (TANF) cash aid, services, or both —
effectively accepting TANF eligibility decisions as to financial eligibility for food
stamps. In some cases, particularly where only services are provided, the household
may have financial resources (income/assets) significantly above those normally
allowed for food stamps.

The Administration is concerned that states can, in effect, “game” the
categorical eligibility option and make househol dseligiblefor food stampsby simply
providing minimal servicesfinanced with TANF funds. |tsproposal would restrict
categorical (automatic) eligibility for food stamps to those who receive cash
benefits under state Temporary Assistancefor Needy Families (TANF) programs
(on the premise that they are subject to stricter digibility tests than those getting
TANF-funded services).? On the other hand, critics point out that, among those
categorically eligible, it is most often working households with relatively high non-
food expenses(for shelter, dependent care) who actually qualify for asignificant food
stamp benefit, and that many of the households that would be penalized are those
who have worked their way off cash welfare and are only receiving child care
services to help them keep their job. They also note that there would be added
administrative costs and a significant side effect — some households losing their
categorical food stamp eligibility would, as a result, lose their food-stamp-
participation-based categorical eligibility for free school meals for their children.

The Administration estimates savings from this proposal at $611 million over
five years and $1.360 billion over 10 years. It aso is included in the
Administration’s FY 2008 budget package and was advanced as part of the FY 2007
budget presentation.

1. IsittheAdministration’ sintent to excludeany householdreceivingonly TANF-
funded services from categorical eligibility for food stamps? Would the
proposal exclude working households getting child careaid? Those getting job
training? What TANF-funded services do those excluded by the
Administration’s recommendation receive?

2. How many householdswould beaffected by the categorical eligibility limitation
proposal? Is this proposal the primary source of budget savings in the
Administration’s package of farm bill proposals for nutrition assistance
programs? Without thiscost-saving change, would the Administration continue
to support the recommendations it has made that have significant projected
Costs?

2The Administration al so proposes applying afood stamp “ cash-only” categorical eligibility
rule to recipients of Supplemental Security Income (SSI) benefits. However, it isunlikely
that a“ cash-only” food stamp rule would have any effect on SSI recipientsbecausevirtually
al, if not all, SSI recipients get cash SSI payments (or are authorized to receive them).
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3. Inhow many statesisoverly expansive categorical eligibility aproblem? What
types of services are provided in these states to confer categorical food stamp
eligibility?

4. Could a state “get around” the Administration’s proposal by providing a
minimal cash payment instead of a service?

5. Has the Administration estimated the added administrative costs that states
(with a 50% federal match) would bear for conducting regular food stamp
eligibility determinations for those losing categorical eligibility who chooseto
apply through regular program rules, particularly checking on assets held by
applicants?

Imposing Fines on Retailers. Under current policy, the use of fines as
penaltieson retailersviolating food stamp rules(e.g., selling non-food itemsfor food
stamp benefits) isrestricted to certain instanceswheretheretail er can show extensive
effortsto educate employees (and the owner was unaware of the violation) or where
disqualification would cause hardship to food stamp recipients. In most cases, itis
USDA policy toimpose disgqualification (for varying periods), whether the violation
is minor or mgjor. The Administration argues that it needs more flexibility to
respond to the seriousness of aretailer’sviolation and would like more authority
to impose finesin lieu of disqualification for minor violations and new authority
to impose fines in addition to disqualification for major violations. Critics are
concerned that the extent of the problem (beyond anecdotal cases) is not clear, that
USDA has not aggressively used its existing authority to substitute fines in minor
cases, and that authority to imposefinesin addition to disqualificationin major cases
might clash with separate provisions of law that impose court-ordered monetary
penalties on retailers convicted of felonies/misdemeanors.

The Administration estimates savings from these proposals at $5 million over
five years and $10 million over 10 years.

1. How many, and what types of, cases point to the need for new authority to
impose fines instead of disqualification in cases of relatively minor retailer
violations of food stamp rules?

2. Why, specificaly, arecurrent authoritiesfor theuse of finesonretailersin cases
of minor violations not sufficient?

Seizure of Retailers’ Food Stamp Receipts. Under current law, retailers
accused of trafficking violations can continueto operate (and potential ly continueany
fraudulent activities) while enforcement actions are taking place — “even if those
violations are particularly egregious.” The Administration proposes to allow the
USDA, in “certain egregious trafficking cases,” to seize retailers food stamp
receipts prior to settlement in cases where expedited action is warranted. The
stated purpose is to increase the effectiveness of USDA enforcement actions. As
stated by the Administration, “trafficking retailers [would be] hurt more quickly
where it matters — in their pocketbooks. This proposal increases effectiveness by
immediately stopping the flow of funds that allow retailers to continue to finance
their fraudulent activities.” Critics are worried about how this new authority would
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be framed and used and whether it goes too far and possibly “pre-judges’ accused
retailers.

1. How would the proposed authority to seize retailers’ food stamp receipts be
framed? What protections for accused retailersis envisioned?

2. What type of “egregious’ cases would the new seizure authority be designed
and used for? Inwhat types of cases (and how many) would it have been used
in recent years?

Recipient Disqualification for Selling Food. Food stamp law requires
disqualificationfor thosewho trafficinfood stamp benefits(i.e., thosewho exchange
the value of benefits on their food stamp EBT card for cash or ineligible items).
However, selling/trading the actual food purchased with food stamp benefitsfor cash
or other considerationisnot causefor disqualification. The Administration proposes
to disgualify those who exchange food purchased with food stamp benefits for
cash.

1. How will the Administration enforce a rule disqualifying those who exchange
food purchased with food stamp benefits for cash? |Is this proposal only
intended to deal with egregious cases? What about cases where food obtained
with food stamp benefits is exchanged for something other than cash?

2. Doesthe Administrationenvisionitsproposal also making theexchangeof food
purchased with food stamp benefits afel ony or misdemeanor subject to finesor
imprisonment — like trafficking under current law — or only cause for
disqualification?

Penalties on States for High Negative Action Error Rates. The Food
Stamp program hasa* quality control” (QC) system under which state administration
of the program is measured for the extent of erroneous determinations — that is,
annua “error rates’ are computed for overpayments to eligible and ineligible
recipients and underpayments to eligible recipients. For FY 2005 (the most recent
year for which QC figures are available), the national overpayment rate was 4.53%
of food stamp benefit dollars, and underpayments were valued at 1.31% of food
stamp benefitspaid out. Stateswith consistently (over three consecutive years) high
error rates may be assessed fiscal sanctions. These sanctions are calculated as a
portion of the cost of improper payments and the value of proper payments not made
— above certain allowable thresholds. At present, eight states are at risk of a
sanction or have a sanction liability; current actual liabilities total $3.6 million.
States also may receive payment accuracy bonus payments for overpayment and
underpayment error ratesthat arevery low or greatly improved; for FY 2005, 10 states
received bonus payments totaling $24 million.?

3 States also are eligible for atotal of $18 million in bonus payments for high performance
in providing program access and processing applications in atimely manner. In FY 2005,
13 states received these bonuses.
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In addition to overpayments and underpayments, the food stamp QC system
measures the extent to which states improperly deny, suspend, or terminate food
stamp applicants/recipients (i.e., annual negative action error rates are calculated for
each state). In FY 2005 (the most recent year for which these figures are available),
the national average negative action error rate was 6.91%, and nine states had rates
50% or more above the nationa average (six of them were in their second
consecutive year). States with high negative action error rates are not subject to
fiscal sanctions. However, they may receive bonus paymentsfor very low or greatly
improved negative action rates; for FY 2005, six states received bonuses totaling $6
million.

Overpayment and underpayment error rates have been droppingin recent years;
in FY 2005, they were at ahistoric low. Onthe other hand, negative action error rates
have beenrising. The Administration proposesto assess statesa financial penalty
if the state has a negative action error rate above the national average for two
consecutive years. |t appears that the penalty would be a dollar amount equal to
5% of the federal share (normally 50%) of a state's food stamp administrative
costs. The Administration’s stated purposes in advancing its proposal to impose
penalties for high negative action error rates are to promote program integrity and
correct eligibility determinationsfor applicants. Criticsareconcernedthat it re-opens
the extensively negotiated 2002 farm bill agreement with states and advocates that
reformed the QC system and imposesan overly large penalty for high negative action
error rates, without adequate grounds for doing so. The Administration estimates
savings from this proposal at $57 million over five years and $166 million over 10
years.

1.  When compared to fiscal sanctions assessed for food stamp overpayments and
underpayments, the proposed sanction for high rates of improper negative
actions, likemistaken eligibility denials, isverylarge. Administration estimates
indicate they will average over $15 million a year. Is there areason for this
substantial difference?

2. Inthe2002farmbill, the previous practice of assessing sanctionsasa reduction
in the federal share of state administrative costs was abandoned in favor of
sanctions as a proportion of the dollar value of improperly paid or unpaid
benefits. Why has the Administration chosen to use this sanction method for
high rates of negative actions? Isit possible that a cut based on administrative
spending could exacerbate the problem? Does the Administration intend to
include cutsinfederal matching paymentsfor state costslikenutrition education
and work and training programs in the proposed sanction?

State Financial Liability for High Error Rates. Statesat risk of afiscal
sanction for consistently high error rates as measured by the food stamp QC system
(see the discussion above of the Administration’s proposal for penalties for high
negative action error rates) may meet a portion of the sanction by investing (using
unmatched state funds) in federally approved improvementsto the administration of
the Food Stamp program. Citing a need to boost program integrity and strengthen
the QC system, the Administration proposes to eliminate the option permitting
statesto invest in administrative improvements as an alternative to paying part of
their QCfiscal sanction. Aswith the proposal for penaltiesfor high negative action
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error rates, criticscontend that thisrecommendation unnecessarily re-opensthe 2002
agreement that revamped the QC system without a sufficient rationale. The
Administration estimates minimal cost savings from this proposal.

1. Hasthe USDA had any problemswith states' use of the current option to invest
in administrative improvementsin lieu of paying fiscal sanctions? Have states
not fulfilled their administrative improvement promises? Has administration
been significantly enhanced by these efforts?

2. How many states have taken advantage of the option to pay for administrative
improvements instead of paying the USDA? How much money was involved
and what types of enhancements were made?

Food Stamps: Improving Health Through Nutrition Education

Recognize Nutrition Education as a Component of the Program.
Current policy authorizes federal 50% matching payments for state nutrition
education efforts for food stamp recipients and the potentially eligible low-income
population — as an alowable administrative cost. USDA also funds the cost of
providing nutrition education materials and technical assistance related to nutrition
education. The Administration proposes to add specific language to the Food
Stamp Act referring to nutrition education asan approved activity under the Food
Stamp program.

1. Doesthe Administration’s proposal envision funding any nutrition education
activities not now supported?

Pilot Obesity Initiative. The Administration is concerned over substantial
indications that obesity among Americansisrising. At present, the USDA nutrition
programs support nutrition education activities and have a few features directed at
combating obesity. For example, the Food Stamp program pays half the cost of state
nutrition education efforts among food stamp recipients and other low-income
households; the USDA provides nutrition education materials and makes grants for
nutrition education initiatives directed at school children; school meal program meal
patterns are being revised and schoolsarerequired to design “wellness policies’ that
address obesity concerns; and the WIC program includes a major, mandatory
nutrition education component.

Inadditiontotheseefforts, the Administration’ s proposal callsfor competitive
grantsto devel op and test ways of addressing obesity in thelow-income population
— with evaluations of the results. Thiswould be accomplished with a five-year,
$20 million per year “USDA Initiative to Address Obesity among Low-I ncome
Americans.” According to the USDA, ideas that might be tested include point-of-
sale incentives for the purchase of fruit and vegetables by food stamp recipients,
grants to connect food stamp shoppers with farmers markets, and integrated
communication and education programs to promote healthy diets and physical
activity.
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1. How would the pilot obesity initiative be coordinated with existing child
nutrition and WIC program efforts and projects supported by the Department of
Health and Human Services?

2. What are the reasons given for USDA to embark on a separate new grant
initiative?

The Emergency Food Assistance Program (TEFAP)

Permanent State TEFAP Plans. Under current law, states must submit
plans of operation and administration for USDA approval every four years; plans
may be amended at any time with USDA approval. State plans designate the state
agency responsiblefor distributing TEFAP commaodities, set out the state’ splansfor
distributing commodities, and set forth eligibility standardsfor participating agencies
and individual recipients. The Administration proposes to make all TEFAP state
plans effectively permanent and require that states only submit revisionsthat are
warranted by changesin state TEFAP operationsor rules. Thisisvery closetothe
pattern for state plans in other USDA nutrition programs, and the Administration
argues that the current once-every-four-years rule is burdensome on state TEFAP
agencies. Critics, on the other hand, question whether a requirement to resubmit a
state plan once every four yearsis really that burdensome on states (as opposed to
USDA officials) and note that TEFAP state plans are more important than those in
other USDA nutrition programs because states have almost total control over
program rules and operations. They also point out that a complete plan review and
re-submission every four years (if done conscientiously by the state and the USDA)
can result in important program improvements and that other programs’ state plan
regquirements were changed to revisions-as-warranted from previous once-a-year
reguirements (not once every four years).

1. Have states called for a change in the rules governing submission of state
TEFAP plans? Isthe current requirement for new state plans every four years
more of a burden on the USDA or state agencies?

2. If the problem is a burden on USDA plan reviewers, would staggering
submission of state plans be an appropriate solution?

Selecting TEFAP Local Organizations. Under current policies, states
have complete control over the selection of local organizations that receive and
distribute the TEFAP foods allocated to each state (including those groups that act
as conduitsto end providerslike food pantries and soup kitchens, and end providers
themselves). The Administration is concerned that this situation can lead to many
of the same organizations participating year after year with little concern over how
efficiently or effectively they aredelivering services, unlesssignificant administrative
problems occur. In order to encourage the entry of new distributing organizations
that might operate more efficiently and could charge lower feesto end providers, the
Administration proposes to require that states re-compete contracts with TEFAP
distributing organizations at least once every three years. It contends that failure
to haveaperiodic competitive solicitation processresultsinabarrier to“ certainlocal
organizations, including faith-based organizations, that wish to participate in
TEFAP.” Critics are concerned over how a requirement for competitive selection
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would work given the widely varying nature of state TEFAP programs. They also
guestion why all contracts need to be renewed (re-competed) so often, whether there
are potentially enough serious competitors to make the three-year competition
process worthwhile, and the cost of running competitive solicitations and changing
distributing organizations. And they point to the potential for confusion among
recipients when distribution systems change.

1. Does the Administration’s proposal for re-competing contracts for TEFAP
distributing agencies mean that all contracts will potentially be subject to
termination and reassignment at the sametime every threeyears? Will therebe
some staggering of contract renewals?

2. What federa rulesfor competitive solicitations are envisioned?

3. Have local organizations that are not now part of the TEFAP distribution
network asked for competitive solicitations?

Food Distribution Program on Indian Reservations (FDPIR)

Increased Administrative Funding. The Administration, in consultation
with participating Indian tribal organizations, is in the process of substantially
revising the method for allocating federal payments for administrative costs for
FDPIR. The new method would be more closely tied to participants served. The
dollar amount to be spent on administrative costs and the allocation of federal
payments for them are not specified in the underlying law governing the FDPIR.

To speed and support implementation of a revised allocation (i.e., ease the
negative effects for tribal organizations that would lose money under a new
allocation), the Administration is asking for increased FDPIR administrative
funding of $26-$27 million over 10 years. Critics question whether thisinitiative
belongsin the farm bill and how it would be crafted given that it deals with matters
not now covered in FDPIR law.

1. Hasadecision onanew method for alocating FDPIR administrative payments
been made? If not, does the Administration know the amount of new funding
needed (and the yearsin which it will be needed)?

2. Thenew funding the Administration is asking for is described as ensuring that
there would be sufficient money so that any change in the current allocation
method would allow all tribal organizationsto“ continueto receivetheir current
allotments or a modest increase depending on their level of participation.”
What would it cost to ensure that, under the new allocations, al tribal
organizations are held harmless (including inflation increases)? Will the
Administration’s proposal include the details of the new allocation method?
Should this be placed into law?

3. Couldthe Administration’ sgoal be achieved through theregular appropriations
process?
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Food Stamp/FDPIR Disqualification Policies. TheFDPIRisaprogram
distributing federally donated foodsthat is operated in lieu of food stamps on Indian
reservations where the tribal organization optsfor it. Individuals cannot participate
in both food stamps and the FDPIR at the same time. Under current policy, those
disgualified (e.g., for fraud) from the Food Stamp program are automatically
disqualified from participation in the FDPIR (following the food stamp
disqualification rules). Ontheother hand, thosedisqualified fromthe FDPIR are not
similarly disqualified from food stamps.

The Administration proposes to change food stamp law to specifically
disqualify from food stamps those disqualified from the FDPIR in order to
promote program integrity and consistent eigibility/disqualification rules. Critics
guestion whether new provisions of law are needed to accomplish this.

1. Why can’tfood stamp disqualification of those disqualified fromthe FDPIR be
accomplished by achange in food stamp regulations using the disqualification
authorities provided in Section 6(b) and Section 6(h) of the Food Stamp Act?

Senior Farmers’ Market Nutrition Program (SFMNP)

Disregarding SFMNP Benefits in Other Assistance Programs. The
SFMNP provides once-a-year vouchers (typically worth $20-$30) to low-income
seniors, thesevouchersare used at participating farmers’ marketsand roadsi de stands
to buy fresh produce. The Administration proposes to require that the value of
SFMNP vouchers be disregarded in federal and state means-tested public
assistance programs. This change is intended to make treatment of SFMNP
vouchersconsistent with the treatment of other nutrition assistance benefits (e.g., the
WIC Farmers Market Nutrition program, child nutrition program benefits, food
stamps).

1. Doany public assistance programs now count the value of SFMNP vouchers as
income or financial resources — specifically, other nutrition assistance
programs like food stamps?

Prohibiting Sales Taxes on SFMNP Purchases. The Administration
proposesto prohibit states from participating in the SFMNP if state or local sales
taxes are charged on food purchased with SFMNP vouchers. This
recommendation isintended to make treatment of SFM NP vouchers consi stent with
the treatment accorded other nutrition assistance benefits (e.g., the WIC Farmers
Market Nutrition program, food stamps).

1. Do any states or localities now charge sales taxes on SFMNP voucher

purchases? Doesthe Administration expect any stateto pull out of (or not apply
for) the program if sales taxes on vouchers are barred?

Promoting Healthful Diets in Schools

School Food Purchase Survey. The most recent data on school food
purchases are a decade old. The Administration proposes to require a $6 million
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survey of foods purchased by schoolsfor their meal services, onceeveryfiveyears.
It maintainsthat, in addition to getting information on fruit and vegetabl e purchases,
its proposed periodic surveys would help USDA effortsto (1) provide guidance to
schools in implementation of upcoming new rules intended to conform school meal
patterns to the most recent Dietary Guidelinesfor Americans, (2) better manage the
commodities procured by the USDA for distribution to schools, and (3) assess the
economic effect of school food purchases on various commodity sectors. Criticsask
whether this belongs in the farm bill.

1. Couldthe Administration’ sgoal be achieved throughtheregular appropriations
process?

New Funds for Fruit and Vegetable Purchases for Schools. Inrecent
years, USDA has acquired an average of over $300 million a year in fruit and
vegetables for schools. About $50 million is purchased and distributed through the
“Department of Defense Fresh Program,” which supplies fresh fruit and vegetables
to schools under contract with the USDA. Inresponseto callsfor anincreasein the
quality of USDA-provided commodities, the Administration proposesto providean
additional $50 million a year for the purchase of fruit and vegetables specifically
for the School Lunch program — above acquisitions under any other authority.
Some of this new spending could be through added dollars for the Defense
Department Fresh Program. Critics are concerned that the Administration may not
be asking for a large enough increase in fruit and vegetable purchases and that its
farm bill proposalsare silent on potential expansion of asmall ($15 million) existing
fresh fruit and vegetabl e program operating in some 400 schoolslocated in 14 states
and on 3 Indian reservations.

1. What is the Administration’s position on expansion of the fresh fruit and
vegetable program initiated in the 2002 farm bill and later expanded?

2. How would the $50 million a year in new fruit and vegetable purchases
requested by the Administration be distributed among schools?

3. Will the proposed $50 million for fruit and vegetable purchases be mandatory
funding? Could the Administration’s goal be reached through the regular
appropriations process?

Section 32 Fruit and Vegetable Purchases.* “ Section 32" isapermanent
appropriation that since 1935 hasearmarked the equival ent of 30% of annual customs
receiptsto support the farm sector through avariety of activities. Today, most of this
appropriation (now approximately $7 billion yearly) is transferred to the U.S.
Department of Agriculture (USDA) account that funds child nutrition programs.
However, a smaller — but still significant — amount of Section 32 money is set
aside each year to purchase non-price-supported commodities directly and provide
them to schools and other feeding sites. Some of these purchases are “ entitlement”

* This Section 32 farm bill recommendation is listed in the USDA report in the Nutrition
title and in the Miscellaneous title. The questions posed here are duplicated again in the
Miscellaneoustitle.
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commodities that are required to be made under school lunch law. Others are
“bonus’ commodities, acquired by USDA through emergency surplus removal
activities. Thetotal value of both types of commodities now exceeds $900 million
per year. The purchases are made by USDA’s Agricultural Marketing Service
(AMS). Included within these combined (“mandated” and “bonus’) Section 32
totals, fruit and vegetable purchases over the last five years have averaged $308
million per year, according to USDA.

In order to promote healthy diets, USDA proposes to increase purchases of
fruits and vegetables using Section 32 authority by at least $200 million per year,
and $2.75 billion over 10 years. However, critics are concerned over actua extent
of any new fruit and vegetable purchases and their effect on Section 32 support for
other commodities.

1. Documents detailing the budget effect of the Administration’s farm bill
proposals indicate no score (no new spending) for its Section 32
recommendation. How does the Administration propose to cover the cost of
these increased fruit and vegetabl e purchases?

2. If new spending would not be created, which activities or food purchases would
bereduced to pay for theseincreases? For example, Section 32 isnow also used
to purchase animal products including meats, poultry, and seafood. Would the
Administration’s proposal result in fewer purchases of these products? If not,
why?

3. USDA routinely has funds remaining in the Section 32 account at the end of
each fiscal year, which are* carried over” into the next fiscal year to beused in
Section 32. What isthislevel of unobligated funds, on average, andisthere any
intent to reduce the size of this carryover to pay for new fruit and vegetable
purchases? If so, could that leave less carryover in future years?

4. Doesthis proposal cal for any new legidative authority, and if not, how can
Congress be assured that the initiative would be carried out by future
Administrations?

5. How does USDA currently determine what proportions of its Section 32
commodity acquisitions go to various domestic nutrition programs, and how
would it do so for the proposed increases?

6. How does this proposal differ from the separate Administration initiative
providing for $50 million yearly in other new fruit and vegetable purchases for
domestic nutrition programs? How would it be funded?

7. Doesthe Department need broad legidlative authority to administer Section 32
programs, particularly “bonus’ surplus removals?
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Title V: Credit

The Administration proposesthreerevisionsto the permanently authorized farm
loan programs of the USDA’s Farm Service Agency (FSA). FSA isalender of last
resort, providing direct and guaranteed loans to farmers unable to secure credit
elsawhere. The genera intention of the farm bill proposal is to enhance loan
availability for beginning and socially disadvantaged classesof farmersand ranchers,
and to increase the maximum size of individual direct loans, which effectively have
been reduced by inflation. The cost of these changes against the budget baselineis
zero because the programs are funded by annual discretionary appropriations. The
statutory changesin eligibility and loan size may affect the distribution of program
benefits and how far adollar of appropriation goes, but appropriators will continue
to control the actual level of spending.

First, the Administration proposes to target more of the FSA direct loan
portfolio to beginning and socially disadvantaged farmers. Currently, the law
requires a certain percentage of the loan authority to be reserved for beginning
farmers and ranchers for a specific length of the fiscal year, and funds are disbursed
across states by expected need. After thetargeting period ends, any remaining funds
arepooled acrossstatesand allocated to other qualified farmers. The Administration
proposes to double the targeting percentage for direct operating loans from 35%
to 70%, and increase the targeting of direct farm ownership loans from 70% to
100%. New re-pooling procedures at the end of the targeting period would
redistribute funds first to targeted groups of farmersin other states before other
farmers.

Second, the Administration proposesto enhancethe beginning farmer down
payment program to make it easier for beginning and socially disadvantaged
farmersto buy property. It would (a) lower theinterest rate charged from 4% to 2%,
(b) eliminate the $250,000 cap on the value of property that may be acquired, (c)
decrease the producer contribution from 10% to 5%, (d) defer paymentsfor thefirst
year, and (e) add socially disadvantaged farmersto the list of eligible applicants.

Third, the Administration proposes to raise the current $200,000 borrower
[imit on direct farm ownership loans and $200,000 limit on direct farm operating
loansto a combined $500,000 limit on both types of loans. Thecurrent limitswere
established in 1984 and 1978, respectively, and have been eroded in terms of
purchasing power by inflation in the price of land and inputs. Limits on guaranteed
loanswereincreased in 1998, indexed for inflation, and combined across ownership
and operating loans.

1. The proposed $500,000 combined limit on direct farm operating and farm
ownership loansisnot indexed for inflation. However, thelimit on guaranteed
loans dating from 1998 is indexed for inflation. What is the rationale for
indexing guaranteed loans and not direct loans?

2. Farmers may have more flexibility with the combined $500,000 cap, but the
total is nonetheless only dightly higher than the current $400,000 total across
the two types of loans. Given the increase in land prices and input costs since
the mid 1980's, is a 25% increase in the combined |oan cap sufficient?



CRS-44

The 2002 farm bill required a study of the effectiveness of the delivery of
USDA '’ sdirect and guaranteed |oan program. Theissue waswhether the direct
loan program was still needed, given shiftsin many different government loan
programs toward guaranteed loans, including at FSA. The Administration’s
FY 2008 budget for rural development callsfor cutting direct loansin the rura
housing program. Why does the USDA believe direct farm loans are still
necessary but not direct rural housing loans?

What hasbeen USDA'’ sexperiencewiththepil ot program to guarantee contract
land sales as established under the 2002 farm bill (7 U.S.C. 1936)? The
program was authorized as a pilot through FY 2007, and was to guarantee loans
made by aprivate seller of afarm to aqualified beginning farmer on acontract
land sale basis. How would USDA rate the success of this program? Why is
USDA not requesting its reauthorization?

Doesthe Administration have a position on expanding the lending authority of
the Farm Credit System (FCS), apolicy FCS supports but commercial bankers
oppose?
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Title VI: Rural Development

Three agenciesestablished by the Agricultural Reorganization Act of 1994 (P.L.
103-354) are responsible for USDA’s Rural Development mission area: the Rural
Housing Service (RHS), the Rural Business-Cooperative Service (RBS), and the
Rural Utilities Service (RUS). An Office of Community Development provides
community development support through Rural Development’s field offices. The
mission area also administers the rural portion of the Empowerment Zones and
Enterprise Communities Initiative, the Rural Economic Partnership Zones, and the
National Rural Development Partnership.

Rural Critical Access Hospitals

TheCritical AccessHospital Program wascreated by the 1997 Balanced Budget
Act (P. L. 105-33) as a safety net device, to assure Medicare beneficiaries access to
health care servicesinrural areas, and to createincentivesto develop local integrated
health delivery systems, including acute, primary, emergency and long-term care.
Assistance for medical care facilities and other essential community facilities has
been provided under USDA Rural Development’s Community Facilities program.
The Administration proposes mandatory funding of $1.6 billion in guaranteed
loansand $5 million in grantsto complete reconstruction and rehabilitation of all
1,283 currently certified Rural Critical Access Hospitals. The budgetary impact
amounts to $80 million to support the loan guarantees and $5 million for the
grants over 10 years. In contrast, since FY 2004, USDA has supported 53 critical
access hospitals with $260 million in loans and guarantees.

1. In FY2007, total loan guarantee budget authority for the entire Community
Facilities program amounts to $208 million. Is the staff of the Community
Facilities program prepared to handle as many as 1,283 new loan and grant
projects?

2. Will this level of targeted funding for critical access hospitals avoid leaving
loan applications for other essential community facilities at a disadvantage?

Enhance Rural Infrastructure

Inthe 2002 farm bill, $360 million was authorized for abacklog of applications
for rural development loansand grants. Thisfunding wasused exclusively for waste
and waste water treatment. The Administration is proposing $500 million in the
2007 farm bill for backlogged loan and grant applications to further the
development of sound infrastructure and “ provide the basic services required to
ensure a good quality of life or encourage sustainable economic devel opment.”

1.  Will the proposed $500 million eliminate the entire backlog of infrastructure
projects? If not, how will the funds be alocated among communities and
projects?

2. The Administration’s 2008 budget proposes terminating the Community
Facilities Grant program and “ Community Connect” Broadband Grants. Inthe
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explanation of its farm bill proposals, the Administration notes that the unmet
need for the kinds of services provided by the Community Facilities program
issubstantial. Also, farm bill reauthorizationisproposed for broadband access,
distance learning, and telemedicine programs. If the next farm bill doesindeed
reauthorize these programs, what level of funding will the Administration put
in future budget requests? Are the farm bill proposal for an additional $500
million for the infrastructure backlog and the FY 2008 budget proposal to
terminate the programs consistent with one another?

Streamline Rural Development Programs

Loans and grants for business development and expansion are long-standing
programsto assist rural areas with economic diversification and new opportunities
for rura residents. The programs are targeted to existing rural businesses and start-
ups, public bodies, nonprofit corporationsand cooperatives, and they offer assistance
in business planning, labor training, and technical assistance. Similarly, loans and
grants for infrastructure (e.g., water treatment, technical assistance, broadband
development) are also magor foci of USDA Rura Development. The
Administration’s farm bill proposes creating a new “Business Grants Platform,” a
new “Community Programs Platform,” and a “Multi-Departmental Energy Grants
Platform” that would consolidate the authorities for many of these programs into
single entities.

Multi-Department Energy Grants Platform.> The Administration
proposes to consolidate USDA energy grant and research program authorities
under the Biomass Research and Development Act of 2000. The key Renewable
Energy Systems and Energy Efficiency | mprovements grant programs would be
consolidated under thisact with proposed mandatory funding of $500 million over
10 years. In addition, competitive grants under the consolidated authority would
beincreased to $150 million over 10 years.

1. Inthepast, Renewable Energy System funds have assisted arange of renewable
energy activities including anaerobic digesters and wind energy systems from
across diverse of geographic areas. Will the expanded funding continue to be
broadly targeted across different renewable energy types and geographic
locations, or will it focus more directly on establishing aviable, self-sustaining
cellulosic ethanol industry?

2. The Department of Energy (DOE) recently announced it would be investing
$385 millionin six biorefinery projects using cellulosic feedstocks.® Istherea
need for additional USDA energy grants funding? How will the requested
funding in the Administration’ s energy grants proposal be coordinated with the
DOE effort?

®> This proposal is repeated in the Energy title of the USDA recommendations and the
guestions posed here are repeated under the heading “ Create a Multi-Department Energy
Grants Program” in the energy section.

¢ Department of Energy, Officeof Public Affairs, DOE Selects Sx Cellulosic Ethanol Plants
for Up to $385 Million in Federal Funding, press rel ease dated February 28, 2007.
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3. What kinds of quality employment and economic development potential for
rural Americawould a multi-department energy grants platform provide?

Business Loan and Loan Guarantee Platform.” The Administration
proposes to consolidate into existing Business and Industry Loan Program
authority several other loan program authorities, prioritizefundingfor biorefinery
construction, and raise the loan guarantee limit on cellulosic plants to $100
million. The Renewable Energy Systems and Energy Efficiency | mprovements
Loan Guarantee Program would be consolidated under this platform. Proposed
increased funding to $210 million would support $2.17 billion of guaranteedloans
over 10 years. For cellulosic ethanol projects, the Administration would raisethe
loan cap to $100 million and eliminate the cap on loan guarantee fees. Finally,
the Administration proposes prioritizing funding for the construction of
biorefinery projects.

1. Thisplatformwould emphasize energy development inrura areas, particularly
cellulosic ethanol production. Although this may be a promising technology,
it has yet to be developed commercially, and there remain significant technical
obstacles. Based on current technology, and the government’ s best-educated
projections, corn based ethanol will have to account for 34 billion of the
Administration’ sproposed 35 billion gallons of renewableand alternativefuels
target for 2017. What istherationalefor the proposed level of funding for such
a primitive technology?

2. What support will be given to other renewable energy technologies (e.g., wind
power, solar power)? Isthereany concern about crowding out the devel opment
of other potentialy viable long-run energy solutions by intensifying federal
funds on cellulosic ethanol ?

3. While building cellulosic ethanol facilities over the next five years will create
some local construction employment, how likely are cellulosic facilities to
create new rural competitive advantage for the long term?

Business Grants Platform. The Administration proposes to consolidate
the separate legal authoritiesfor five rural grants programsinto a single law.

1. How wouldthisproposed streamlining effort enhance assistanceto rural areas?
What current obstacles exist within the USDA Rural Development’s mission
agencies that impede efficient and effective business assistance to rural areas?

2. The Administration’s 2008 budget request cals for terminating two of the
programs that might have been included in the business grants platform (e.g.,
Rural Business Enterprise Grants, Rural Business Opportunity Grants). These
programs target smaller rural businesses and are important sources of funding

" This proposal is repeated in the Energy title of the USDA recommendations and the
guestions posed here are repeated under the heading “ Consolidate Energy Business Loan
Authorities” under the Biomass Research and Development Act in the energy section.
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for entrepreneurial business activitiesin rural areas. What is the rationale for
eliminating these grants? Will their termination limit the capacity to support
more entrepreneuria efforts in rural areas? How would elimination of these
programs enhance the efficiency and effectiveness of the remaining programs
proposed for consolidation?

Many rural development programs were created in part because rural areas
tended to be underserved by the economic devel opment programs administered
by other federal agencies (e.g., Department of Commerce, Department of
Housing and Urban Development). The Administration’s FY 2008 budget
request considers the Rural Business Enterprise Grants Program and Rural
Business Opportunity Grants Program as dupli cating programs administered by
other federal agencies and proposestheir termination. What assurances can be
given that rural areas will not be neglected by these other federal agencies?

Will funding for similar programs administered by these other federal agencies
beincreased, or not, to target rural areasfor economic devel opment assistance?

Community Programs Platform. This platform would consolidate

authoritiesfor water and waste water loans, guarantees, and grantsinto a single
entity. Assorted supplemental authorities would also be consolidated under this
platform.

1.

The proposed community programs platform consolidates approximately nine
community programs, one of which targetsrural areaswith high unemployment
and/or significant outmigration. Y et, the FY 2008 budget proposes terminating
two programs, the Economic Impact Grants and Community Facility Grants,
stating that they are duplicative of programs in other federal agencies. Will
funding be increased in these other federal agencies to target rural areas with
high unemployment and/or out-migration? Will essential rural community
facilities assisted by the Community Facility Grant Program be supported by
other federal agencies?
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Title VII: Research

The 2002 farm bill reauthorized ongoing USDA programs in agricultural
research, education, extension, and agricultural economics through FY 2007, and
extended reforms in this mission area that were enacted in 1998 as part of the
Agricultural Research, Extension, and Education Reform Act (P.L. 105-185). The
agenciesthat comprise USDA’ sResearch, Extension, and Economics (REE) mission
area are the Agricultural Research Service (ARS), the Cooperative State Research,
Education, and Extension Service (CSREES), the Economic Research Service (ERS),
andtheNational Agricultural StatisticsService(NASS). ARSisUSDA’ sintramural
research agency, comprising more than 100 laboratories nationwide. CSREES
distributes annual appropriations to support extramural agricultural research and
extension at the land grant colleges of agriculture in the states and U.S. territories.
ERS conductseconomicresearch, and NA SSistheprimary USDA statistical agency.

Research, Education and Economics (REE)
Mission Area Reorganization

The Administration proposes the consolidation of ARS and CSREES into a
single agency to be called the Research, Education, and Extension Service
(REES). The head of the new agency would hold the title of Chief Scientist. The
current Research, Extension, and Education mission area would be renamed the
Office of Science, with leadership to continue through the Under Secretary and
Deputy Undersecretary.

The land grant universities also have put forward a proposal to reorganize
USDA'’sresearchmissionarea. Their proposal (referredtoas” CREATE-21") would
combine ARS and CSREES into one agency, would keep ERS and NASS in the
research mission area, and would bring the research function of the Forest Service
under the same administrative umbrellaas ARS and CSREES research. In addition,
CREATE-21 proposes the establishment of anational institute for research on food
and agriculture that would support both intra- and extramural science through
competitively awarded grants.

Inthemid-1970s, the Carter Administration merged ARS, the Cooperative State
Research Service (CSRS), and the Extension Service into what was then called the
Science and Education Administration (SEA). The samerationalesin favor of such
amovewere cited then asnow: that therewas costly redundancy at theadministrative
level, that combining intramural and extramural research programs would result in
better coordination, and that more resources should go directly into performing
research. SEA was separated back into itsthree distinct agencies at the beginning of
the Reagan Administration. Although the 1994 USDA reorganization combined
CSRSand the Extension Serviceto form CSREES (and brought ERS and NASSinto
the research mission area), the intramural and extramural research programs have
remained separate for more than 25 years. It iswidely held that the merger in the
1970s never functioned as intended because little attempt was made to work within
and between the previously separate agenciesto create anew, combined structureand
culture.
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1. What are some of the steps anticipated for the proposed Chief Scientist to take
in order to create a well-coordinated single agency that is united behind its
mission?

2. Whatisthe Administration’ sproposal concerning ERSand NASS? Would they
remain under the proposed Office of Science? If not, where would they be
placed?

The Forest Service receives roughly $250 million annualy through the
Department of Interior budget to conduct research related to public and privateforest
lands. The laboratories where this research is conducted are largely located at land
grant institutions, which also receive funds for forestry research through CSREES.
Theland grant universities CREATE-21 document proposesbringing Forest Service
research under the same administrative umbrella as ARS and CSREES.

1. What arethe Department’ sreasonsfor keeping Forest Service research separate
inits 2007 farm bill proposal?

ARSreceivesdirect funding through theannual USDA appropriationsacts. The
states receive federal funds, administered by CSREES, through a variety of block
grants (or formula funds) and competitive grants. For the past severa years, the
Administration has proposed in its annual budget request to cut formula funds to
states, while the proposed ARS appropriation remains the same or increases.

1. Under the proposed merger of ARS and CSREES, how would these different
funding mechanisms be treated?

2. What changes, if any, is the Administration considering to the decades-old
formula funding mechanism?

3. Istheintent of the Administration’ s proposal to increasethe amount of research
funding that would be distributed through competitive grants, and decrease the
amount distributed through the formula programs? If so, why?

Theland grant universities CREATE-21 proposal contains specific suggestions
for how anew, combined funding system could bemanaged. The stated intent of that
proposal is to not disadvantage either ARS or the state research institutions
financially asthe agenciesmerge. Key tothe CREATE-21 proposal isdoubling the
current amount of funding for agricultural research and extension over the next seven
years.

1. Doesthe Administration foresee using mandatory fundsto support a significant
increase in the total amount of funding available for agricultural research and
extension?

2. How would such funding fit into the Administration’ slarger proposal for farm
program reforms?
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Agricultural Bioenergy and Biobased Products
Research Initiative®

The Administration proposes to create an Agricultural Bioenergy and
Biobased Products Research Initiative with mandatory annual funding of $50
million for 10 years. Theinitiativewould use existing Agriculture Research Service
facilitiesand scientistsand provide competitive grantsto universities. These USDA-
funded activities would be coordinated with Department of Energy activities. The
objectives would be to make agricultural biomass a viable alternative to petroleum
and to develop industrial products from the byproducts of bioenergy production.

1. Will current and pending ARS work be displaced when facilities and scientists
shift to the high priority bioenergy topics?

2. Will the Department of Energy have management control over any of this
research funding?

3. Does the proposal envision any collaboration between public and private
research in this area?

Specialty Crop Research Initiative

The Administration proposes to create a new Specialty Crops Research
I nitiative with annual mandatory funding of $100 million.

1. The initiative is said to include both intramura (ARS) and extramura
(CSREES) programs. How would the Administration propose to divide the
funding between thesetwo categories. With regard to intramural research, how
many new scientists might be added to ARS, or would the current staff shift
priorities to specialty crops and away from current activities?

2. Therehasbeenahistory of mandated research programsgoing unfunded. What
reassurance can USDA givethe specialty crop producersthat thisnew initiative
will be implemented?

Foreign Animal Disease Research

The premier U.S. facility for research on foreign animal diseases is the Plum
Island Animal Disease Center, located on an island off the northeastern tip of Long
Island, NY. The property of Plum Island wastransferred from USDA to DHSinthe
Homeland Security Act of 2002, although personnel from both USDA’ sAgricultural
Research Service (ARS) and Animal and Plant Health Inspection Service (APHIS)
still conduct research there alongside DHS personnel. Many experts agree that the
50-year old Plum Idland facility, built inthe 1950s, isnearing theend of itsuseful life
and unable to provide the necessary capacity for current biosecurity research.

8 This proposal is repeated in the Energy title of the USDA recommendations and the
guestions posed here are repeated under the “Mandatory Funding for USDA/University
Collaborative Research” in the energy section.
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The Department of Homeland Security is proceeding with plans to replace the
aging Plum Island Anima Disease Center with a new “National Bio and
Agro-Defense Facility” (NBAF) for research on high consequence foreign animal
diseases. Congress aready has appropriated $46 million over FY 2006-FY 2007 for
planning and site selection, and the estimated design and construction cost is $451
million. DHS has begun the design process, and already has reviewed submissions
from universitiesand other locationsinterested in hosting the new facility. In August
2006, it selected along list of 18 sitesin 11 states for further consideration. A final
location will be chosen early in 2008, and the current timeline callsfor construction
to be completed in 2013.

Plum Island is the only facility in the United States that is currently approved
to study high-consequenceforeign livestock diseases, such asfoot-and-mouth disease
(FMD), because its laboratory has been equipped with a specially designed BSL-3
bio-containment areafor large animal sthat meets specific safety measures. TheU.S.
Code stipul atesthat live FM D virus may be used only at coastal islands such as Plum
Island, unlessthe Secretary of Agriculture specifically authorizesthe use of thevirus
ontheU.S. mainland (21U.S.C. 113a). The Administration proposesto changethe
lawtoallowresearch and diagnosticsfor highlyinfectiousforeign animal diseases
on mainland locationsin the United States.

The Plum Island Animal Disease Center and the USDA National Veterinary
ServicesLaboratories(NVSL) in Ames, A, arethe only BSL-3 agriculturefacilities
in the United States. The United States has no BSL-4 agriculture facilities (the
highest biosecurity level); such facilities are located in Canada and Australia The
intended NBAF islikely to be another BSL-3 facility, although aBSL-4 facility has
not necessarily been ruled out.

1. DHSisunderstood to be already proceeding to build this new laboratory prior
to any change the law about FM D research on the mainland. If Congress does
not change the law and DHS builds the facility on the mainland, will the
Secretary of Agriculture use his regulatory authority to allow such research so
that the presumed new facility can be used? Which action should come first,
statutory authority or building the facility?

2. WasUSDA consulted about the DHS decision to build anew lab? Does USDA
have apreferencefor location, relative to Plum Island and the USDA personnel
who work there?

3. Does USDA have a seat on the DHS site selection committee?

4. Critics are concerned that locating the facility in regions where cattle or other
livestock are raised may pose an unnecessary risk if security features are
breached by terrorism, whichisan unpredictabl e risk compared to accidental or
unintentional risks. GAO found security concerns at Plum Island afew years
ago. What is the advantage of building such afacility in Kansas, for example,
wherethe consequencesof abiosecurity breach could be much moredevastating
to domestic cattle production than if the facility remained at a coastal site such
asPlumlisland? How dotheserisk factorsenter the cost-benefit analysisof site
selection?
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How do the risks compare between animal and human diseases, regarding
operating the Centersfor Disease Control (CDC) BSL-41abin Athens, Georgia,
a mainland location, compared to the Plum Island location for agriculture?
Which diseases are more likely to spread among a population if released?
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Title VIII: Forestry

The USDA'’s Forest Service manages the National Forest System, funds and
conducts forestry research, and provides forestry assistance. Most federal forestry
programs are permanently authorized. Past farm bills have generally addressed
cooperative assi stance programsadministered by the Forest Service' sState & Private
Forestry (S& PF) branch.

The Administration’s 2007 farm bill proposes four new programs. (1)
comprehensivestatewideforest planning; (2) competitivelandscape-scaleforestry
grants; (3) a 10-year, $150 million forest wood-to-energy technology devel opment
program; and (4) financial andtechnical assistanceto communitiesfor acquiring,
planning for, and conserving community forests. The Administration has not
proposed reauthorizing the Forest Land Enhancement Program (FLEP). FLEP
(a combination of two previously existing landowner assistance programs) was
enacted in the 2002 farm bill with mandatory funding of $100 million over the six-
year life of the law. Subsequently, at the request of the Administration, funding
authority was reduced to $49.5 million.

Comprehensive Statewide Planning

The Administration is proposing a new program of financial and technical
assistance to state forestry agencies to develop and implement Statewide Forest
Resource Assessments and Plans to address the increasing public demand for
forest products and amenities, pressure on landownersto convert foreststo other
uses, and risk from wildfire.

1. Would the proposed statewide planning, technology development, and
community forests be more effective at providing for the growth in demand for
forest products and amenitiesthan adirect |landowner assistance program, such
as FLEP?

2. Doesthelack of private landowner assistance in the 2007 proposal constitute
a conclusion that the programs have been ineffective? How many private
landowners have been assisted annually over the past decade by the existing
cost-share assistance programs, and what are the results of these efforts?

3. How can national direction for statewide forest planning best provide the
flexibility to address such diverse forests asthosein lowaand those in Florida?
Are the various state forestry organizations unable or unwilling to undertake
statewide forest planning without federal direction and oversight? How isthis
new planning effort to be funded, given the Administration proposal to cut
FY 2008 forest stewardship funding (for financial and technical assistance to
states) by 41%? How would statewide forestry planning address the identified
growth in demand for forest products and amenities and in low-value biomass
that degrades forests and increases wildfire risk?
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Landscape-Scale Competitive Grant Program

The Administration’s farm bill proposal includes a new landscape-scale
forestry competitive grant program “ to devel op innovative solutions that address
local forest management issues; develop local nontraditional forest product
markets; and stimulate local economies through creation of value-added forest
productindustries.” TheAdministrationidentifiesassignificant problemstheaging
of family forest landowners and the potential fragmentation of forests over the next
two decades.

1. How would “landscapes’ be defined for the grants? Would competitive
landscape-scale grants require cooperative involvement of al or most
landowners within the landscape? If the grants are to foster nontraditional
marketsand value-added industries, would they even berel ated to thelandscape
and the landowners?

2. The proposal states that the program “would ensure acomprehensive,
coordinated approach to forest management and would ensure collaboration
across ownership and jurisdictional boundaries.” What proportion of the
landownersor of the lands need to be involved for alandscapeto be eligiblefor
agrant? How canlandowners, including thefederal government, be enocuraged
to cooperate? How would the landscape grant proposals be assessed and
compared; that is, what criteriawould be used to make the grants competitive?
Doesthe Forest Service have the needed expertise to implement a competitive
landscape-scale grant program? Do landscape-scale grants and community
forests move away from private, individual forestland ownership, and promote
communal forest ownership?

Forest Wood for Energy®

The Administration isproposing anew 10-year, $150 million wood-to-energy
program to accelerate development and use of new technologies to use the
substantial amounts of low-grade woody biomass that degrade forest health and
exacerbate wildfirerisks and are of little commercial value.

1. What are the program goals for this proposal? How will progressand
effectiveness be measured?

2. What isthe potential to convert woody biomass to cellulosic ethanol, and how
does this compare with the potential to burn woody biomass to produce
electricity? What are the costs and the biomass conversion factors for ethanol
conversion and for electricity production? What other factors— capital costs,
infrastructure, collection and hauling opportunities, etc. — might becritical for
improved utilization of low-value woody biomass for energy? Might any of

® This proposal is repeated in the Energy title of the “USDA recommendations’ and the
guestions posed here are repeated under the “Forest Wood for Energy” heading in the
forestry section.
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these factors be more limiting than technology development and deployment?
What programs exist to address these other factors?

Community Forests Working Lands Program

The Administration’s 2007 farm bill proposes a community forests working
landsprogramto providecommunitieswith thefinancial assistancetoacquireand
conserve forests and the technical assistanceto plan for the use and conservation
of thoseforests. Thisprogram would particularly address the problem of producing
goods and services from forest at the urban fringe.

1. How does the proposed community forests program differ from the existing
Forest Legacy program?

2. What is the federal role and federa responsibility in funding and otherwise
assisting communities in acquiring and conserving local forestlands?
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Title IX: Energy

Title IX of the 2002 farm bill (P.L. 107-171) represented the first-ever energy
titte in a farm bill and included nine provisions addressing agriculture-based
renewableenergy systems. USDA'’ sproposed 2007 farm bill outlinesmodifications
to programsthat expand federal research on renewable fuels and bioenergy; and
re-authorizes, revises, and expandsprogramsintended to provideassistancefor the
advancement of renewable energy production and commercialization. However,
several expiring provisionsfromthe2002 farm bill are not mentioned. Theseinclude
the Biorefinery grants(Section 9003), the Biodiesel Fuel Education Program (Section
9004), the Energy Audit and Renewable Energy Development Program (Section
9005), the Memorandum of Understanding between the Secretary of Agricultureand
the Secretary of Energy concerning hydrogen and fuel cell technologies (Section
9007), and Cooperative Research and Development on Carbon Sequestration
(Section 9009). It is also noteworthy that several of these same provisions went
unfunded during the life of the 2002 farm bill.

1. IsitUSDA’sintentionthat expiring provisionsinthe 2002 farm bill be dropped
from future legisation? These provisions were never funded or implemented
during the past five years. Would the USDA support funding these expiring
provisionsif they are reauthorized by Congress?

2. What progress has been made to improve coordination between USDA and the
Department of Energy? Isthere still room for major improvements or are the
two departments already fairly efficient in coordinating energy development
activities?

Cellulosic Bioenergy Program

USDA’senergy proposal callsfor asubstantial increasein funding under the
loan guaranteeand grantsprogram of the Renewable Energy Systemsand Energy
Efficiency | mprovementsprogram (otherwisereferredto asthe Renewable Energy
Program). In addition, these programs are to be managed to provide preference
to projects that focus on cellulosic ethanaol.

1.  What accomplishments can be claimed by the Renewable Energy Program in
furthering the development of renewable energy in general and biofuels in
particular?

Current thinking is that, once the technology is developed, cellulosic ethanol
will expand rapidly to take advantage of cheap feedstocks, such as switchgrass, that
can be produced on marginal lands. The farm bill proposal includes some
incentives to encourage development of a cellulosic-based ethanol industry.
However, there are still many questions surrounding the potential of cellulosic
ethanol and the likely economic implications associated with a major expansion of
cellulosic ethanol production.
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1. Biomass materia is bulky and poses serious challenges for harvesting,
transportation, and storage. How much of USDA’ s research funding would be
targeted to these types of issues?

2. If cellulosic feedstocks are produced on margina lands, would they compete
directly with cattle forage?

3.  Many conservation and wildlife proponents are concerned about the possibility
of degrading Conservation Reserve Program (CRP) acreage for cellulosic
feedstock production. What assurances might be offered in this regard?

4. If thecellulosic ethanol industry takes off, will there still be room for the corn-
based ethanol industry? Would a cellulose-based ethanol industry shift its
geographiclocationtowardsthe cheaper |landsand feedstocks of theprairiesand
forests of America, leaving behind corn-based plants of the Corn Belt? If some
version of this were to develop, what would be the outlook for corn-based
ethanol plants? What would happen to those individuals, many from small
towns across America, that have poured their savings into ethanol plants?

American ethanol blenders receive at least partial protection from foreign
competition by a $0.54 per gallon tariff on imported ethanol. Although the
Caribbean Basin Initiativeallowsfor modest entry of ethanol from several Caribbean
countries, the tariff clearly works against ethanol from Brazil. This tariff was
recently extended through 2008 (by P.L. 109-432). Some ethanol supporters argue
that thistariff preventsthe devel opment of anational distribution network by l[imiting
access to adequate ethanol supplies by ethanol blendersin the major coastal regions
of the United States such as New Y ork, Florida, and California.

1. Does the tariff on ethanol imports create a supply problem for major
metropolitan areas distant from the Corn Belt? If the import tariff can be
justified as providing essential protection for the ethanol industry, why isthere
no similar tariff on either biodiesel or palm oil to protect the more nascent U.S.
biodiesel industry?

In addition to import protection, the U.S. ethanol sector receives substantial
support from (1) atax credit of $0.51 to fuel blenders for every gallon of ethanol
blended with gasoline, and (2) a Renewable Fuels Standard (RFS) that mandates a
renewable fuels blending requirement for fuel suppliersthat grows annually from 4
billion gallonsin 2006 to 7.5 billion gallonsin 2012. A recent survey of both federal
and state subsidiesin support of ethanol production reported that total annual federal
support issomewherein therange of $5.1 to $6.8 billion.’® USDA’ senergy proposal
continues the trend of strong support to the biofuels sector.

1 Doug K oplow, Biofuels—At What Cost? Gover nment Support for Ethanol and Biodiesel
inthe United States, Global Subsidies|nitiative of theInternational Institute for Sustainable
Devel opment, Geneva, Switzerland, October 2006; availableat [http://www.global subsidies.

org].
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1. Isthere concern that these subsidies for a single technology, in this case the
combustion engine and biofuels, may deter or limit the development of new or
as-yet unknown future technologies that might otherwise provide more
sustainable long-run solutions to the United States' energy situation?

Expand of Biobased Products Markets

The Administration recommends that the law authorizing the Federal
Procurement of Biobased Products program (section 9002 of the 2002 farm bill)
be changed to improve the effectivenessand administration of the program. Also,
additional mandatory funding of $2 million per year isrecommended.

1. Federal law mandates the use of a sizeable amount of renewable fuel and it
appears future growth will not need the help of federal agency procurement. If
renewable fuel is not the focus of the federal procurement program, what will
be the focus?

Consolidate Energy Business Loan Authorities Under the
Biomass Research and Development Act!

The Administration proposes to consolidate into existing Business and
Industry Loan Program authority several other loan program authorities,
prioritize funding for biorefinery construction, and raisetheloan guarantee limit
on cellulosic plantsto $100 million. The Renewable Energy Systemsand Energy
Efficiency |mprovements L oan Guarantee Program would be consolidated under
this platform. Proposed increased funding to $210 million would support $2.17
billion of guaranteed loans over 10 years. For cedlulosic ethanol projects, the
Administration would raise theloan cap to $100 million and eliminate the cap on
loan guaranteefees. Finally, the Administration proposesprioritizingfundingfor
the construction of biorefinery projects.

1. Thisplatformwould emphasize energy development inrural areas, particularly
cellulosic ethanol production. Although this may be a promising technol ogy,
it has yet to be developed commercially, and there remain significant technical
obstacles. Based on current technology, and the government’ s best-educated
projections, corn based ethanol will have to account for 34 billion of the
Administration’ sproposed 35 billion gallons of renewableand alternativefuels
target for 2017. What istherationalefor the proposed level of funding for such
a primitive technology?

2. What support will be given to other renewable energy technologies (e.g., wind
power, solar power)? Isthere any concern about crowding out the devel opment
of other potentialy viable long-run energy solutions by intensifying federal
funds so narrowly on cellulosic ethanol ?

1 This proposal and the questions are repeated from the Rural Development title.
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3. Whilebuilding cellulosic ethanol facilities over the next five years will create
some loca construction employment, how likely are cellulosic facilities to
create new rural competitive advantage for the long term?

Create a Multi-Department Energy Grants Program?*?

TheAdministration proposesto consolidate USDA energy grant and research
program authorities under the Biomass Research and Development Act of 2000.
The key Renewable Energy Systems and Energy Efficiency | mprovements grant
programswould be consolidated under thisact with proposed mandatory funding
of $500 million over 10 years. In addition, competitive grants under the
consolidated authority would be increased to $150 million over 10 years.

1. Inthepast, Renewable Energy System fundshave assisted arange of renewable
energy activities including anaerobic digesters and wind energy systems from
across diverse of geographic areas. Will the expanded funding continue to be
broadly targeted across different renewable energy types and geographic
locations, or will it focus more directly on establishing aviable, self-sustaining
cellulosic ethanol industry?

2. The DOE recently announced it would be investing $385 million in six
biorefinery projects using cellulosic feedstocks.*® Isthere aneed for additional
USDA energy grants funding? How will the requested funding in the
Administration’s energy grants proposal be coordinated with the DOE effort?

3. What kinds of quality employment and economic development potential for
rural Americawould a multi-department energy grants platform provide?

CRP Biomass Reserve®

The Conservation Reserve Program (CRP) and Conservation Reserve
Enhancement Program (CREP) remove active cropland into conservation uses,
typically for 10 years, and provide annual rental payments based on the agricultural
rental value of theland and cost-share assistance. Conversion of theland must yield
adequate levels of environmental improvement to qualify (environmental benefits
index). CRPisthelargest land retirement program with spending of $1.828 billion
in FY2005. The total program acreageislimited to 39.2 million.

The Secretary is recommending reauthorization of this program with an
enhanced focus on lands that provide the most benefit for environmentally
sensitivelands. Prioritywould begiven towhole-fieldenrollment for landsutilized

12 This proposal and the questions are repeated from the Rural Development title.

13 Department of Energy, Office of Public Affairs, DOE Selects Sx Cellulosic Ethanol
Plants for Up to $385 Million in Federal Funding, press release dated February 28, 2007.

1% This biomass reserve recommendation also is listed in the “ Conservation” title as part of
the “ Conservation Reserve Program” recommendation and this entry is a duplicate of the
guestions posed in that section.
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for energy-related biomass production. Biomasswould be harvested after nesting
season and rental payments would be limited to income foregone or costs incurred
by the participant to meet conservation requirements in those years biomass was
harvested for energy production.

1. The proposal may appear to some to have two conflicting components with
regard to CRP. If it is desirable to focus CRP on multi-year idling of more
environmentally sensitive lands, what is the rationale for proposing the
harvesting of biomass on those lands? Could this harvesting conflict with the
purpose of the program?

2. Ifitisdecided that high demand for commodities dictates that less land should
be in the CRP, how would priorities be set for land to be released?

Mandatory Funding for Competitive Grants Under the
Biomass Research and Development Act®

TheAdministration proposesto consolidate USDA energy grant andresearch
program authorities under the Biomass Research and Devel opment Act of 2000.
The key Renewable Energy Systems and Energy Efficiency Improvements grant
programswould be consolidated under this act with proposed mandatory funding of
$500 million over 10 years. In addition, competitive grantsunder the consolidated
authority would be increased to $150 million over 10 years.

See the questions under the previous heading in this chapter titled “Create a
Multi-Department Energy Grants Program.”

Mandatory Funding for
USDA/University Collaborative Research®®

The Administration proposes to create an Agricultural Bioenergy and
Biobased Products Research Initiative with mandatory annual funding of $50
million for 10 years. Theinitiativewould useexisting Agriculture Research Service
facilitiesand scientistsand provide competitivegrantsto universities. These USDA-
funded activities would be coordinated with Department of Energy activities. The
objectives would be to make agricultural biomass a viable aternative to petroleum
and to develop industrial products from the byproducts of bioenergy production.

1. Will current and pending ARS work be displaced when facilities and scientists
shift to the high priority bioenergy topics?

2. Will the Department of Energy have management control over any of this
research funding?

> This proposal and the questions are repeated from the Rural Development title.

16 This biomass reserve recommendation also is listed in the “Research” title as the
“Agriculture Bioenergy and Biobased Products Research Initiative” and this entry is a
duplicate of the questions posed in that section.
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3. Does the proposa envision any collaboration between public and private
research in this area?

Forest Wood for Energy'’

TheAdministration isproposing a new 10-year, $150 million wood-to-energy
program to accelerate development and use of new technologies to use the
substantial amounts of low-grade woody biomass that degrade forest health and
exacerbate wildfirerisks and are of little commercial value.

1. What arethe program goals for this proposal ?

2. What isthe potential to convert woody biomassto cellulosic ethanol, and how
does this compare with the potential to burn woody biomass to produce
electricity? What are the costs and the biomass conversion factors for ethanol
conversion and for electricity production? What other factors— capital costs,
infrastructure, collection and hauling opportunities, etc. — might becritical for
improved utilization of low-value woody biomass for energy? Might any of
these factors be more limiting than technol ogy devel opment and deployment?
What programs exist to address these other factors?

Y This forest wood recommendation also is listed in the “ Forestry” title and thisentry isa
duplicate of the questions posed in that section.
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Title X;: Miscellaneous

Federal Crop Insurance

The federal crop insurance program is permanently authorized so it does not
requirerenewal inthe 2007 farmbill. Mg or enhancementsto the program have been
authorized inlegislation on several occasionssince 1980 (usually outside of thefarm
bill process). Most recently, the Agriculture Risk Protection Act of 2000 (P.L.
106-224) put $8.2 billion in new federa spending measures over afive-year period
into the program primarily through more generous premium subsidies to help make
the program more affordable to farmers and increase farmer participation. Since
2000, the federal subsidy to the crop insurance program has averaged about $3.3
billion per year.

Although the scope of crop insurance haswidened significantly over the past 25
years and premium subsidies have increased, the stated goal of eliminating disaster
payments has not been achieved. Until the 2005 crop, Congress provided ad hoc
disaster payments to farmers in virtualy every year since 1988 that witnessed
substantial weather-related crop losses. The disaster assistance has been made
available regardless of whether a producer had an active crop insurance policy.

The Administration’s farm bill proposal contains several crop insurance
recommendations intended to enhance participation; address issues of waste, fraud
and abuse; reduce costs; and reduce the need for emergency supplemental disaster
payments. Oneof the moresignificant proposed changesto the program would be
to allow participating farmers to purchase insurance for the portion of their
production that is part of their deductible, and not currently covered by crop
insurance. Under thissupplemental deductiblecoverage, aproducer could purchase
an additional policy, and a payment would be made when losses in the producer’s
county exceed a certain threshold. The Administration also recommends several
cost-saving measures to the program including reducing premium subsidies by 2
to 5 percentage points, charging premiumsfor the catastrophic level of coverage
(which currentlyispremium-free), andrequiring theprivateinsurancecompanies
(which now sell and servicethepolicies) to absorb more of the cost of the program.
Finally, farmerswould be required to purchase crop insurance as a prerequisite
for participating in the farm commaodity support programs.

1. Theestimated annual average cost of the supplemental deductible coverage that
the Administration proposes is $35 million. Over the last twenty years,
Congress has provided an average of about $2 billion per year in supplemental
disaster payments. How would this proposed program preclude the pressure for
Congress to enact multi-billion dollar disaster payment programs each year?

2. What effect would the Administration proposal sto reducethefederal cost of the
crop insurance program by increasing farmer-paid premiums have on farmer
participation in the program?

3. A 1994 crop insurance act required the purchase of a crop insurance policy as
aprerequisite for participating in the farm commodity programs. Farm groups
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were strongly opposed to this provision and fought successfully to have it
eliminated in the 1996 farm bill. What reaction might be expected from farm
groups to the current proposal for mandatory linkage?

Section 32 Fruit and Vegetable Purchases
for Nutrition Programs

“Section 32" is a permanent appropriation that since 1935 has earmarked the
equivalent of 30% of annual customs receipts to support the farm sector through a
variety of activities. Today, most of thisappropriation (now approximately $7 billion
yearly) is transferred to the U.S. Department of Agriculture (USDA) account that
fundschild nutrition programs. However, asmaller — but still significant — amount
of Section 32 money is set aside each year to purchase non-price-supported
commodities directly and provide them to schools and other feeding sites. Some of
these purchasesare“ entitlement” commaoditiesthat arerequired to bemadeunder the
school lunch act. Others are “bonus’ commodities, acquired through emergency
surplus removal activities. The total value of both types of commodities now
exceeds $900 million per year. The purchases are made by USDA’s Agricultura
Marketing Service (AMS). Included within these combined (“mandated” and
“bonus’) Section 32 totals, fruit and vegetable purchasesover thelast five yearshave
averaged $308 million per year, according to USDA.

1. USDA proposesto increase purchases of fruits and vegetables using Section
32 authority by at least $200 million per year, but the farm bill budget
indicates no scoreabovethe OMB baseline. Why isthisproposal not reflected
in the Administration’s FY 2008 budget? In other words, how does the
Administration propose to cover the cost of these increased fruit and vegetable
purchases?

2. If new spending would not be created, which activities or food purchases would
bereduced to pay for theseincreases? For example, Section 32isnow also used
to purchase animal productsincluding meats, poultry, and seafood. Would the
Administration proposal result in fewer purchases of these products? If not,
why?

3. TheDepartment routinely has funds remaining in the Section 32 account at the
end of each fiscal year, which are “carried over” into the next fiscal year to be
used in Section 32. What is this level of unobligated funds, on average, and
does USDA intend to reduce the size of this carryover to pay for new fruit and
vegetable purchases? If so, won't that |eave even less carryover infuture years?

4. Does this proposal call for any new legislative authority, and if not, how can
Congress be assured that the initiative would be carried out by future
Administrations?

5. How does the Department currently determine what proportions of its Section
32 commaodity acquisitions go to various domestic nutrition programs, and how
would it do so for the proposed increases?
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How does this proposal differ from the separate Administration initiative
providing for $50 million yearly in other new fruit and vegetable purchases for
domestic nutrition programs? How would it be funded?

Why does the Department need, and use, such broad legidative authority to
administer Section 32 programs, particularly “bonus’ surplus removals?

Organic Agriculture

TheAdministration’s2007 farm bill proposal recommendsconsiderably more

funding for research and marketing programs, to support the continuing growth
of the organic farming sector.

1.

2.

How is the Department proposing to provide this new mandatory funding?

USDA'’sfarm bill initiative statesthat gapsin the organic regul ations may need
to be addressed in order to better support enforcement activity. But more
enforcement would al so require more personnel and resources. How would the
Department provide funding for the increased program oversight and
enforcement that could be necessary as the number of certified operations
increases?
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Appendix. Administration’s Cost Estimate

Administration’s 2007 Farm Bill Proposal
Baseline and Estimated Change from Baseline Budget Authority, FY 2008-2017

Dollarsin Millions

Title and Proposals

Titlel — Commodities
Marketing Assistance Loans

Posted County Price and Loan Repayment Changes

Direct Payment Program
Direct Payment Bonus for Beginning Farmers

Revenue-based Counter-Cyclical Payment Program

Payment Limits and Eligibilty
Section 1031 Farmland 1031 Exchanges

Dairy
Sugar Program

Special Cotton Competitiveness Program
Planting Flexibility Limitations
Retire Crop Basesin Nonagricultural Use

Conservation Enhancement Payment Option

Sodsaver

Continuing WTO Compliance

Total

Titlell — Conservation

Revised Environmental Quality Incentives Prog. (EQIP)

Regional Water Enhancement
Wildlife Habitat Incentives

Ground and Sruface Water Conservation
Agri Management Assistance
Conservation Innovation Grants

Klamath

Conservation Security Program (CSP)
Private Lands Protection Program

Grasdsands Reserve

Farm and Ranch Land Protection

Healthy Forest Reserve

Conservation Reserve Prog. (CRP)
Wetlands Reserve Program

Conservation Access for Beginning/Limited Resource Producers

Current
Services
Basdline

$8,807
na
52,491
na
11,245
na

na

613
1,410

na

13,640
na

600
100
200

7,977
970

970
25,656

455
na

Proposed
Change
from
Baseline

-$4,500
-250
5,500
250
-3,700
-1,500
-30
793
-1,107
na

na

na

50

na

na
-4,494

4,250
1,750
na
na
na
1,000

500
900
na
na
na

2,125
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Market-based Conservation
Merit-based Funding
Emergency Landscape Restoration Program
Total
Titlelll — Trade
Technical Assistance for Specialty Crops (TASC)
Market Access Program (MAP)
SPS Issues Grant Program
Support International Trade Standard Setting Activities
Trade Disputes Technical Assistance
Trade Capacity Building and Post-Conflict Ag. Extension
Export Credit Gurarantee Reforms
Facility Guarantee Program
Repeal of EEP and Trade Strategy Report
Cash Authority for Emergency Food Aid
Total
TitlelV — Nutrition
Food Stamp Program
Working Poor and Elderly
Sreamlining, Modernization & Program Integrity
Nutrition Education
The Emergency Food Assistance Program (TEFAP)
(FDPIR)
Promoting Healthful Diets
School Lunch - Fruit and Vegetable Purchases
School Purchase Sudy
Senior Farmers' Market Program
Total
TitleV — Credit
Loans to Beginning and Socially Disadvantaged Farmers
Beginning farmer and Rancher Downpayment Loan Program
FSA Direct Loan Limits
Total
TitleVI — Rural Development
Rural Critical Access Hospitals
Enhancing Rural Infrastructure
Streamlining Rural Development Programs
Total
TitleVII — Research
REE Mission Area Reorganization
Bio-Energy and Bio-Based Products Research Initiative
Specialty Crop Research Initiative
Foreign Animal Disease Research on U.S. Mainland
Total

na

2,000

436,145
na
na
na

1,400
913

o]

o)

na
na
na

na

389

-66
1,378
-1,544
100

27

506
500

467

o O O o
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TitleVIIl — Forestry
Comprehesive Statewide Forest Planning
Landscape Scale Forestry Competitive Grant Program
Forest Wood to Energy
Community Forests Working Lands Program
Total
TitleI X — Energy
Biomass Research and Development Act Initiative
Renewable Energy Systems and Energy Efficiency — Grants
Renewable Energy Systems and Energy Efficiency — Loans
Commodity Credit Corporation Bioenergy Program
Federal Biobased Product Procurement Program
Total
Title X — Miscellaneous
Crop Insurance Program
Supplemental Deductible Coverage
Expected Loss Ratio
Data Mining Information Sharing
Program Compliance
Research and Devel opment
Renegotiation of Standard Reinsurance Agreement
Increase Participation While Controlling Costs
Dairy Research and Promotion Assessment Fairness
Organic Farming Initiatives
Increase Section 32 Purchases of Fruits and Vegetables
Total

Grand Total

na
na
na
na
na

L o

na

I© O

54,641
na
na
na
na
na
na
na
na
na
na

54,641

$618,513

150
130
150
500
210
100

978

61
0
-2,450

$4,950

Notes: na= not applicable (proposal not in baseline or included in other base or proposed

programs); a = discretionary account; 0 = no mandatory spending.

Source: USDA, 2007 Farm Bill Proposals, Washington, DC, pp. 181-183.



