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HEARING TO REVIEW THE USDA
ADMINISTRATION OF CONSERVATION
PROGRAM CONTRACTS

WEDNESDAY, MARCH 25, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CONSERVATION, CREDIT, ENERGY, AND
RESEARCH,
COMMITTEE ON AGRICULTURE,
Washington, D.C.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
1300 of the Longworth House Office Building, Hon. Tim Holden
[Chairman of the Subcommittee] presiding.

Members  present: Representatives  Holden, Halvorson,
Dahlkemper, Markey, Schauer, Peterson (ex officio), Boccieri,
Massa, Minnick, Goodlatte, Moran, Pomeroy, Schmidt, Smith,
Luetkemeyer, and Thompson.

Staff present: Nona Darrell, Adam Durand, Tyler Jameson, John
Konya, Robert L. Larew, Anne Simmons, April Slayton, Rebekah
Solem, Kristin Sosanie, Patricia Barr, Tamara Hinton, Josh Max-
well, Pelham Straughn, and Jamie Mitchell.

OPENING STATEMENT OF HON. TIM HOLDEN, A
REPRESENTATIVE IN CONGRESS FROM PENNSYLVANIA

The CHAIRMAN. This hearing of the Subcommittee on Conserva-
tion, Credit, Energy, and Research to review the USDA administra-
tion of conservation program contracts will come to order.

I would like to welcome our witnesses to today’s hearing. In this
hearing, we hope to examine how the U.S. Department of Agri-
culture administers conservation program contracts and whether
USDA has been a good manager. The Inspector General’s recent
audit of the Natural Resources Conservation Service showed that
NRCS was unable to provide sufficient evidence to support certain
transactions and account balances. The agency was not able to fix
the problems before the audit concluded. The agency failed to pro-
vide proper oversight of its contracts and obligations, and the audit
identified weaknesses in accounting and controls in many areas. I
hope the agency can learn from the results and be a better man-
ager of its funding.

There is a question that we heard a lot in the news lately: where
did the money go? The taxpayers are asking for accountability and
responsibility with their dollars. I hope we will hear the answers
to other questions as well: where are the problems, what needs to
be fixed and why did this happen. We must ensure that the NRCS
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and FSA are effective and efficient in the administration of con-
servation programs, and also following through with contract obli-
gations. We must ensure that contracts are completed to receive
the best result for the environment. We must ensure that taxpayer
dollars are used properly to receive the best outcome for the effort.

We made substantial funding increases in the 2008 Farm Bill
and we all worked long and hard to reauthorize and make needed
changes to USDA programs. We know that conservation funds have
allowed many farmers to meet environmental regulations in this
changing industry. Conservation programs assist our farmers and
ranchers in strengthening their environmental stewardship. We
know that USDA has supported farmers in being good stewards of
the land. We know that we need NRCS to be better stewards of the
taxpayers’ money.

I am extremely interested in hearing what our witnesses say
today. I hope we can then move forward to improve administration
of conservation programs and ensure agriculture’s continued role in
conservation.

[The prepared statement of Mr. Holden follows:]

PREPARED STATEMENT OF HON. TiM HOLDEN, A REPRESENTATIVE IN CONGRESS FROM
PENNSYLVANIA

I would like to welcome our witnesses to today’s hearing. In this hearing, we hope
to examine how the U.S. Department of Agriculture administers conservation pro-
gram contracts, and whether USDA has been a good manager.

The Inspector General’s recent audit of the Natural Resources Conservation Serv-
ice showed that NRCS was unable to provide sufficient evidence to support certain
transactions and account balances; the agency was not able to fix the problems be-
fore the audit concluded. The agency failed to provide proper oversight of its con-
tracts and obligations, and the audit identified weaknesses in accounting and con-
trols in many areas.

I hope the agency can learn from the results, and be a better manager of its fund-
ing.

There’s a question we've heard in the news a lot lately: Where did the money go?
The taxpayers are asking for accountability and responsibility with their dollars.

I hope we will hear the answers to other questions, as well: Where are the prob-
lems? What needs to be fixed? Why did this happen?

We must ensure that NRCS and FSA are effective and efficient in the administra-
tion of conservation programs, and also following through with contract obligations.
We must ensure that contracts are completed to receive the best result for the envi-
ronment. We must ensure that taxpayer dollars are used properly to receive the best
outcome for the effort.

We made substantial funding increases in the 2008 Farm Bill, and we all worked
long and hard to reauthorize and make needed changes to USDA programs.

We know that conservation funds have allowed many farms to meet environ-
mental regulations in this changing industry. Conservation programs assist our
farmers and ranchers in strengthening their environmental stewardship.

We know that USDA has supported farmers in being good stewards of the land.
We know that we need NRCS to be better stewards of taxpayer money.

I am extremely interested in hearing what our witnesses say today. I hope we can
then move forward to improve administration of conservation programs, and ensure
agriculture’s continued role in conservation. Thank you for being here today.

The CHAIRMAN. Thank you for being here today, and I now recog-
nize the Ranking Member of the Subcommittee, the gentleman
from Virginia, Mr. Goodlatte.
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OPENING STATEMENT OF HON. BOB GOODLATTE, A
REPRESENTATIVE IN CONGRESS FROM VIRGINIA

Mr. GOODLATTE. Thank you, Mr. Chairman, and I would like to
thank you for calling today’s hearing to review the USDA adminis-
tration of conservation contracts.

Since 1985, farm bills have increased the size and complexity of
conservation programs to meet the needs of individual constitu-
encies. Today there are a number of programs that assist producers
in being good stewards of the land. However, these programs can
also be duplicative in nature and create inefficiencies. Some of the
testimony we will hear today speaks to the fact that we have mul-
tiple programs that have similar or overlapping purposes. In my
district, I have one progressive producer who in an attempt to ad-
dress water quality and quantity needs has used six different pro-
grams on her farm: CRP, CREP, EQIP, GRP, WHIP, and CSP.
Each one of these programs has its own set of rules, its own appli-
cations and its own rankings and evaluations. I believe we missed
a great opportunity in the 2008 Farm Bill to streamline and sim-
plify the delivery of conservation programs. That was a time to look
at the programs as a whole to see if there were any overlapping
missions and goals, to see if programs were working as effectively
as they can, to see if money used for such programs was sent effi-
ciently. We owe it to the producers and landowners to create pro-
grams that work toward on-the-ground conservation. We owe it to
the American taxpayer to manage those programs so every dollar
spent is accounted for and used wisely.

Throughout today’s hearing, I hope to learn more about the im-
plementation of the 2008 Farm Bill. My constituents in Virginia
continue to ask about how programs will operate in their final form
so they can determine what practices they will be doing this year.
It has been 8 months since the enactment of the farm bill and I
still can’t give them an answer.

Again, I thank you, Mr. Chairman, for holding this hearing and
I look forward to hearing the testimony from today’s witnesses.

[The prepared statement of Mr. Goodlatte follows:]

PREPARED STATEMENT OF HON. BOB GOODLATTE, A REPRESENTATIVE IN CONGRESS
FROM VIRGINIA

Mr. Chairman, I would like to thank you for calling today’s hearing to review the
USDA administration of conservation contracts.

Since 1985, farm bills have increased the size and complexity of conservation pro-
grams to meet the needs of individual constituencies. Today, there are a number of
programs that assist producers in being good stewards of the land. However, these
programs can also be duplicative in nature and create inefficiencies.

Some of the testimony we will hear today speaks to the fact that we have multiple
programs that have similar or overlapping purposes. In my district, I have one pro-
gressive producer who, in an attempt to address water quality and quantity needs,
has used six different programs on her farm (CRP, CREP, EQIP, GRP, WHIP, and
CSP). Each one of these programs has its own set of rules, its own applications, and
its own rankings and evaluations.

I believe we missed a great opportunity in the 2008 Farm Bill to streamline and
simplify the delivery of conservation programs. That was a time to look at the pro-
grams as a whole to see if there were any overlapping missions and goals, to see
if programs were working as effectively as they can, to see if money used for such
programs was spent efficiently.
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We owe it to the producers and landowners to create programs that work toward
on-the-ground conservation. We owe it to the American taxpayer to manage those
programs so every dollar spent is accounted for and used wisely.

Throughout today’s hearing, I hope to learn more about the implementation of the
2008 Farm Bill. My constituents in Virginia continue to ask about how programs
will operate in their final form so they can determine what practices they will be
doing this year. It has been 8 months since the enactment of the farm bill and I
still can’t give them an answer.

Again, thank you Mr. Chairman for holding this hearing. I look forward to hear-
ing the testimony from today’s witnesses.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the Chairman of the full Committee, Mr. Peterson.

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A
REPRESENTATIVE IN CONGRESS FROM MINNESOTA

Mr. PETERSON. I thank the Chairman and the Ranking Member
for their hard work in leading this Subcommittee, and thank you
for calling today’s hearing.

Today’s hearing is an important look at the effectiveness of the
major part of USDA’s mission. Today’s witnesses conducted sepa-
rate reviews and focused on different parts of USDA’s conservation
mission, yet all of them call into question the effectiveness of NRCS
and FSA conservation program management. The OIG’s audit con-
ducted last year concluded that the NRCS lacks the proper controls
in place to consistently monitor programs and contracts. Auditors
found problems with obligations, state reimbursements, accruals,
leases, financial reporting and overall lack of documentation for
many contracts. In some cases, documentation was so poor that
auditors did not have enough information with which to complete
the audit. Although NRCS has begun to review their policies and
procedures in response to this audit, we will be keeping a close eye
on their management practices.

A recent GAO report found that USDA lacks the necessary con-
trols to provide Federal farm program payments to individuals who
exceed income eligibility limits. However, USDA has recently ad-
dressed this by announcing last week that they would request
waivers from producers, which will grant the IRS the authority to
provide the USDA with income verification for program eligibility.
While it is early in the process, this could be a step in the right
direction when it comes to making sure that program payments go
only to those who are eligible.

With these reports in mind, I asked our Committee Investigator
to look at Wetlands Reserve and Wildlife Habitat Incentive Pro-
grams project files over the past 10 years, with an emphasis on the
largest easements and restoration agreements both in terms of
acreage and dollar amount. I asked him to review the eligibility re-
quirements both for land and for income, whether the land and the
owners met the basic requirements for participation in these con-
servation programs. In many cases he found the adjusted gross in-
come requirements and 12 month ownership requirements were not
followed, or if they were, they were not properly accounted for in
the program files. His findings also echo OIG’s findings regarding
poor documentation and tracking of contracts including annual
monitoring of easements and restoration projects required by both
programs. Spotty billing and accounting were also prevalent in
many of the files. Some of the program files make it difficult to tell



5

what, if any, restoration work has been done on many of these pro-
gram sites. The lack of follow-up from NRCS or FSA once an ease-
ment is filed, or a restoration agreement is made, raises questions
of what actually happens to the sites after the money is obligated.

While there may not be a smoking gun of improper payments or
outright fraud in any of these examinations, the perception that an
agency with such an important mission cannot do its job effectively
is not acceptable. Those of us who still have fresh memories of ne-
gotiating the farm bill remember the tough choices all of us had to
make on the conservation title. That explains why today’s hearing
is so important, and why this Committee will make sure that those
eligible for conservation programs will be the ones getting them.

So I thank today’s witnesses for being here and look forward to
the testimony, and again I thank the Chairman and the Ranking
Member for their hard work.

[The prepared statement of Mr. Peterson follows:]

PREPARED STATEMENT OF HON. COLLIN C. PETERSON, A REPRESENTATIVE IN
CONGRESS FROM MINNESOTA

Thank you, Chairman Holden for calling today’s hearing and for the work you
have done on farm and conservation programs for this Committee.

Today’s hearing is an important look at the effectiveness of a major part of
USDA’s mission: to assist farmers, ranchers and landowners with the conservation
of soil, water, and other natural resources.

Today’s witnesses conducted separate reviews and focused on different parts of
USDA’s conservation mission. Yet all of them call into question the effectiveness of
NRCS and FSA conservation program management.

OIG’s audit, conducted last year, concluded that NRCS lacks the proper controls
in place to consistently monitor programs and contracts. Auditors found problems
with open obligations, state reimbursements, accruals, leases, financial reporting,
and overall lack of documentation for many contracts. In some cases, documentation
was so poor that the auditors did not have enough information with which to com-
plete the audit. Although NRCS has begun to review their policies and procedures
in response to this audit, we will be keeping a close eye on their management prac-
tices.

A recent GAO report found that USDA lacks the necessary controls to prevent
Federal farm program payments to individuals who exceed income eligibility limits.
However, USDA has recently addressed this by announcing last week that they will
request waivers from producers which will grant the IRS the authority to provide
the USDA with income verification for program eligibility. While it is early in the
process, this could be a step in the right direction when it comes to making sure
program payments go only to those who are eligible.

With these reports in mind, I asked our Committee Investigator to look at Wet-
land Reserve and Wildlife Habitat Incentives Programs project files over the past
10 years, with an emphasis on the largest easements and restoration agreements,
both in terms of acreage and dollar amount. I asked him to review eligibility re-
quirements both for the land and for income—whether the land and the owners met
the basic requirements for participation in these two conservation programs. In
many cases, he found the adjusted gross income requirements and 12 month owner-
ship requirements were not followed, or if they were, they were not properly ac-
counted for in the program files.

His findings also echo OIG’s regarding poor documentation and tracking of con-
tracts, including annual monitoring of the easements and restoration projects re-
quired by both programs. Spotty billing and accounting were also prevalent in many
of the files. Some of the program files make it difficult to tell what, if any, restora-
tion work had been done on many of these program sites. The lack of follow-up from
NRCS or FSA once an easement is filed or a restoration agreement is made raises
the question of what actually happens to the sites after the money is obligated.

While there may not be a smoking gun of improper payments or outright fraud
in any of these examinations, the perception that an agency with such an important
mission cannot do its job effectively is not acceptable.

Those of us who still have fresh memories of negotiating the farm bill remember
the tough choices all of us had to make on the conservation title. That explains why
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today’s hearing is so important and why this Committee will make sure that only
those eligible for conservation programs will be the ones getting them.

I thank today’s witnesses for being here and I look forward to their testimony.
Thank you, Chairman Holden, and I yield back.

The CHAIRMAN. The chair thanks the Chairman for his state-
ment and I will remind all our Members, they are welcome to sub-
mit opening statements for the record.

We will now welcome our first panel. Mr. Robert Stephenson,
acting Deputy Administrator for Field Operations at the Farm
Service Agency of the U.S. Department of Agriculture, and first of
all, congratulations to Mr. Dave White for being promoted from act-
ing Chief to Chief of the Natural Resources Conservation Service
at the Department of Agriculture. We said that sort of changes the
protocol for today’s hearing but we look forward to a great hearing
today, Mr. White. You have had a great career with the USDA in
all regions of the country and in working with the Agriculture
Committee in the House and the Senate, so we congratulate you
on your promotion and look forward to working with you.

Mr. Stephenson, you may start when you are ready.

STATEMENT OF ROBERT STEPHENSON, ACTING DEPUTY
ADMINISTRATOR FOR FIELD OPERATIONS, FARM SERVICE
AGENCY, U.S. DEPARTMENT OF AGRICULTURE,
WASHINGTON, D.C.; ACCOMPANIED BY CANDY THOMPSON,
ACTING DEPUTY ADMINISTRATOR FOR FARM PROGRAMS,
FARM  SERVICE AGENCY, U.S. DEPARTMENT OF
AGRICULTURE

Mr. STEPHENSON. Thank you, Mr. Chairman. We appreciate the
opportunity to review the conservation programs delivered by the
Farm Service Agency.

In addition to conservation, FSA delivers commodity, credit and
emergency programs for the nation’s farmers and ranchers. Most
FSA programs are delivered through a network of state and county
offices that are located in over 2,200 rural counties. FSA’s con-
servation programs include the Conservation Reserve Program, the
Emergency Conservation Program, the Grass Roots Source Water
Program, Voluntary Public Access and Habitat Incentive Program,
and the Emergency Forestry Restoration Program. We also share
with NRCS delivery of the Grassland Reserve Program.

At the contract level under CRP, FSA assists farmers and ranch-
ers with: enrolling the land; ensuring compliance with program
goals and requirements; managing the contract; making payments
and obtaining the technical assistance, which is generally provided
by NRCS, local conservation districts or state and local foresters
and includes practice eligibility determinations; conservation plan
development; and practice certification. Chief among those agree-
ments to provide technical assistance is FSA’s relationship with
NRCS. Since the Dust Bowl days of the 1930s, FSA and NRCS
have been partners in delivering financial and technical assistance
in helping to conserve and improve the nation’s natural resources.
At the national level, the agencies jointly work in the development
of program policies such as CRP. The agencies also meet regularly
to discuss resource allocation issues and ways to improve program
performance.
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America’s farmers and ranchers have made significant strides to
lessen the impact to our nation’s environment over the last 20
years. As of February 2009, this past February, CRP participants
have restored more than 2 million acres of wetlands and installed
about 2 million acres of buffers. Land enrolled in CRP will also re-
duce soil erosion by 400 million tons each year, and has the poten-
tial to be one of the nation’s largest carbon sequestration programs
on private lands. Last fall FSA issued over 900,000 checks to CRP
participants. FSA also maintains many of the databases that are
essential including average adjusted gross income, conservation
compliance, and financial offset.

In an environment of increasing public service demands, scrutiny
and decreasing resources, FSA has improved program integrity and
fiscal stewardship by enhancing internal controls, transparency
and accountability in USDA’s financial management programs. By
recognizing that internal controls and solid financial management
practices are the cornerstones, FSA has focused much of this effort
on working to address weaknesses. Commitment to continuous im-
provement to strengthening internal controls and accountability
has resulted in the achievement in seven consecutive Commodity
Credit Corporation unqualified or clean financial statement audit
opinions.

Further improvements in financial integrity are planned. Under
CRP, software to record financial obligations at the contract level
is scheduled for release within the year.

The recently enacted stimulus bill provided $50 million to assist
with the stabilization and modernization of FSA’s information tech-
nology systems. This funding will be used to continue essential in-
vestments to stabilize the infrastructure and performance of the
web-based systems, and to initiate the modernization program to
provide a modern-day IT system architecture supporting farm pro-
gram delivery and moving away from the 1980s-era technologies
used today.

Geospatial Information Systems, or GIS, is an innovative tech-
nology that FSA and NRCS have been working with over the last
decade to change the way the agencies manage conservation pro-
grams and enable more efficient management of conservation pro-
grams. The agencies, FSA and NRCS, have developed a substantial
collection of computerized map assets such as the soil survey, aer-
ial imagery and farm field boundaries that describe the agricul-
tural activities nationwide. Integration of these powerful resources
into everyday business processes is an ongoing challenge, but sig-
nificant progress has been made in laying the foundation for imple-
menting cost-effective and commonsense solutions to better support
FSA conservation efforts and conservation program delivery.

Conservation programs have provided notable achievements in
both conserving and protecting our natural resources. The strong
working relationships between FSA and NRCS have led to the effi-
cient and effective delivery of conservation programs. The agencies
will continue to work to improve the delivery of program services
and to ensure the environmental benefits are achieved in a sound
fiduciary manner.

Thank you, Mr. Chairman, and we would be happy to respond
to any questions.
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[The joint prepared statement of Mr. Stephenson and Mr. White
follows:]

JOINT PREPARED STATEMENT OF ROBERT STEPHENSON, ACTING DEPUTY
ADMINISTRATOR FOR FIELD OPERATIONS, FARM SERVICE AGENCY, U.S.
DEPARTMENT OF AGRICULTURE; AND DAVE WHITE, CHIEF, NATURAL RESOURCES
CONSERVATION SERVICE, U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Mr. Chairman and Members of the Subcommittee, we appreciate the opportunity
to review conservation programs delivered by the U.S. Department of Agriculture
(USDA). We are pleased to share our experiences in implementing the Conservation
Title. We will also offer our observations on the changing business environment in
which programs operate, the working relationships with our USDA conservation
partners, and the opportunities and challenges we face in implementing the 2008
Farm Bill.

Farm Service Agency

Background and Programs

The Farm Service Agency (FSA) delivers conservation, commodity, credit, and
emergency programs. Program level funding varies depending upon market and
weather conditions and new legislation. For Fiscal Years (FYs) 2007 and 2008, the
program level was $30.8 billion and $25.0 billion, respectively. We estimate the level
to be $23.7 billion for FY 2009. FSA has a staffing level of just under 14,700 staff
years and an annual salaries and expenses budget of about $1.5 billion.

FSA’s conservation programs include the Conservation Reserve Program (CRP),
Emergency Conservation Program (ECP), Grass Roots Source Water Program
(Source Water), Voluntary Public Access and Habitat Incentive Program (Public Ac-
cess), and the Emergency Forestry Restoration Program. FSA also shares program
delivery with the Natural Resources Conservation Service (NRCS) of the Grassland
Reserve Program.

Implementation Model

Most FSA programs are delivered through a network of state and county offices
that are located in over 2,200 rural counties. Other programs, such as Source Water,
are implemented through the National Rural Water Association and Public Access
is implemented as grants to state and Tribal governments.

At the contract level, under CRP, FSA assists farmers and ranchers with enrolling
land, ensuring compliance with program goals and requirements, managing the con-
tract, making payments, and obtaining technical assistance which is generally pro-
vided by NRCS or local conservation districts. In some cases, non-government pro-
viders may also offer technical assistance which includes practice eligibility deter-
minations and conservation plan development.

In delivering its conservation programs, FSA has entered into agreements with
some of its partners to provide technical support. Chief among those agreements is
FSA’s relationship with NRCS. Since the 1930’s, FSA and NRCS employees have
worked closely together to assist farmers and ranchers in conserving and improving
our nation’s natural resources.

The NRCS role included developing technical standards and providing technical
assistance. Over time, NRCS’ role has expanded in the area of program delivery as
this Committee has added a number of important conservation programs to the
NRCS portfolio including the Environmental Quality Incentives Program (EQIP),
Conservation Security Program, and Wetlands Reserve Program (WRP).

FSA’s agreement with NRCS for CRP includes providing technical assistance.
Other government partners include USDA’s Forest Service (FS) and Cooperative
State Research, Education, and Extension Service; state forestry agencies, and local
soil and water conservation districts.

FSA, NRCS, and FS have a long history of delivering conservation programs to
farm and ranch community. Since the Dust Bowl days of the 1930’s, FSA and NRCS
have been partners in delivering conservation programs’ financial and technical as-
sistance. The success of our efforts is seen across the landscape in windbreaks, wa-
terways, filterstrips, and wetlands implemented through programs such as con-
servation compliance, ACP, EQIP and CRP.

Both agencies are committed to the delivery of conservation program that will “get
conservation on the ground” in an efficient and effective manner. We take our fidu-
ciary responsibilities seriously and want to be accountable to the public for our per-
formance. These common goals require the agencies to work together and with our
partners.
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At the national level, the agencies jointly work in the development of program
policies such as CRP. The agencies meet on a regular basis to discuss resource allo-
cation issues and ways to improve program performance. In the case of CRP, FSA
administers the program but utilizes the strength of agencies such as NRCS and
FS for providing technical assistance.

NRCS and FS are recognized as leaders in developing conservation practice tech-
nical standards and conservation plans and providing conservation technical assist-
ance. Also, soil surveys and natural resource and forest inventories are critical com-
ponents of designing effective conservation programs.

FSA has been delivering conservation programs since the 1930’s. Since the 1980’s,
FSA and its partners, including NRCS, transformed the CRP program from pri-
marily an erosion control program to a multi-dimensional conservation program that
now addresses water quality, wildlife, water quantity, threatened and endangered
species, and carbon sequestration issues.

2008 Farm Bill Implementation

The 2008 Farm Bill responded to a broad range of ongoing conservation chal-
lenges including soil erosion, wetlands conservation, water quality, wildlife habitat,
and potential markets for sequestered carbon and other environmental services.

The 2008 Farm Bill re-authorized CRP and Source Water and authorized, for the
first time, Public Access and the Emergency Forestry Restoration Program.

The CRP-related provisions will be implemented in two parts. We are working
diligently on Part one, which includes the Farmable Wetland Program (i.e., aqua-
culture restoration, constructed wetlands, flooded prairie wetlands, and wetland res-
toration), tree thinning, and the conservation exception under the new Average Ad-
justed Gross Income provisions.

The other CRP-related provisions of the 2008 Farm Bill which includes cropping
history requirements, transition payment to beginning and socially disadvantaged
farmers and ranchers, and routine grazing are scheduled to be implemented after
completion of an Environmental Impact Statement.

Public Access provides grants to state governments and Tribes to expand public
access opportunities on private land and is scheduled to be implemented later this
year.

The Emergency Forestry Restoration Program will assist in the restoration of for-
ests damaged due to natural disasters including replanting. An appropriation of
funds is necessary to implement.

Program Accomplishments

America’s farmers and ranchers have made significantly strides to lessen the im-
pact on our nation’s environment over the last 20 years. Under all USDA conserva-
tion programs, soil erosion on cropland has been reduced by over 1.2 billion tons
per year. As of February 2009, CRP participants have restored more than 2 million
acres of wetlands and about 2 million acres of buffers. Land enrolled in CRP will
also reduce soil erosion by 400 million tons each year and has the potential to be
one of nation’s largest carbon sequestration programs on private lands.

During October 2008, FSA issued over 900,000 checks to CRP participants and
most of the participants received their payment with a few days after they were eli-
gible. FSA maintains many of the databases that are essential including Average
Adjusted Gross Income, conservation compliance, financial offset. FSA also works
extensively with NRCS to integrate our databases to assist them in implementing
programs such as Environmental Quality Incentive Program, Grassland Reserve
Program, and other programs.

Program Performance—Financial

In an environment of increasing public service demands, scrutiny and decreasing
resources, FSA has improved program integrity and fiscal stewardship by enhancing
internal controls, transparency, and accountability in USDA’s financial management
programs. By recognizing that strong internal controls and solid financial manage-
ment practices are the cornerstones of effective Federal stewardship, FSA has fo-
cused much of this effort on working to address weaknesses.

By developing and implementing corrective action plans that ensured a correct
measurement of improper paperwork and improper payments, FSA was able to re-
duce its improper payments reported from $2.9 billion (11.2 percent) to $187 million
(1.3 percent) between FYs 2006 and 2008. In addition, commitment to continuous
improvement to strengthening internal controls and accountability has resulted in
the achievement in seven consecutive Commodity Credit Corporation (CCC) unquali-
fied or “clean” financial statement audit opinions, testimony that the CCC’s finan-
cial statement data is reliable, accurate, and complete.
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FSA continues to work on improving our financial controls for our program. From
FY 2006 through FY 2008, we conducted reviews under the Improper Payments In-
formation Act (IPIA) to determine the potential extent of improper payments and
ways to improve our business process.

These statistical surveys indicated that the error rate for improper payments for
CRP was 3.53 percent for FY 2006 which was reduced to 1.25 percent for FY 2008.
For CRP and other programs, this reduction was achieved through an aggressive
commitment by the Agency which included: (1) direct senior management involve-
ment; (2) agency-wide training; (3) increased accountability at levels; (4) develop-
ment and use of checklists; (5) enhanced program eligibility verification; (6) elimi-
nation of automatic rollover of eligibility determinations; (7) improved documenta-
tion control; (8) a comprehensive re-examination of payment files; and (9) increased
internal controls and external audits.

Future Outlook

Further improvements in financial integrity are planned. Under CRP, software to
record financial obligations at the contract level is scheduled for release within the
year.

The recently enacted Stimulus Bill provided $50 million to assist with the sta-
bilization and modernization of FSA’s Information Technology systems. This funding
will be used to continue essential investments to stabilize the infrastructure and
performance of the web-based systems and to initiate the modernization program to
provide a modern-day IT system architecture supporting Farm Program delivery
and moving away from the 1980’s era technologies used today.

We also have ongoing efforts to: (1) improve data quality and develop a data ware-
house; (2) improve the governance and the quality of user requirements; and (3) to
improve and standardize common business process. These efforts all require signifi-
cant staff and financial resources.

Geospatial Information Systems (GIS) is an innovative technology that FSA and
NRCS have been working with over the last decade to change the way the agencies
manage conservation programs. GIS provides an intuitive solution for managing,
visualizing, and understanding land information that enables more efficient man-
agement of conservation programs.

FSA and NRCS have acquired and developed a substantial collection of computer-
ized map assets such as soil survey, aerial imagery (NAIP), farm field boundaries
(Common Land Unit that describes the agricultural activities nationwide), and oth-
ers that are used both internal to USDA and are available to the wide range of cus-
tomers via data centers and data warehouses.

Integration of these powerful resources into everyday business processes is an on-
going challenge to the agencies but significant progress has been made in laying the
foundation for implementing cost-effective and common sense solutions to better
support FSA conservation efforts and conservation program delivery. GIS has the
capability to support and enable better decision-making and effective solutions to
the wide range of conservation issues that FSA faces in the coming years.

While environmental indicators clearly show progress in resource conservation is
being made, many challenges remain and new issues continue to emerge. For exam-
ple, excess nutrients impair water quality in many rivers, streams, and lakes, and
hypoxia is a significant problem in the Gulf of Mexico, Chesapeake Bay, and other
waters. In addition, conflicts over water availability for agriculture, environmental,
and urban use are increasing as water demands increase. As one of the largest
water users, agriculture has a vital interest in securing water quality and quantity.
Conservation is bringing about important achievements, but more can be done, par-
ticularly for wetland and aquatic systems.

In the near term, CRP contracts enrolling about 3.9 million acres are scheduled
to expire on September 30, 2009. Taking into account the reduced enrollment au-
thority of 32.0 million acres and ongoing enrollment for continuous signup practices,
there is some room under the cap to enroll more acres, though there is insufficient
authority to re-enroll all of these acres. The lost conservation benefit could result
in increases in water and air pollution and could exacerbate recovery of the Lesser
Prairie Chicken in the southern Great Plains.

Natural Resources Conservation Service

Conservation Investments and Trends

Before getting into the operational mechanics of the NRCS conservation pro-
grams, I would like to take just a moment to put the Federal investment in agricul-
tural conservation programs into perspective. Consider for a moment the following
trends in conservation program investments just in the past 12 years:
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e In 1996, many of the conservation programs that are so familiar today were just
in their infancy. Congress created and authorized EQIP at $200 million per
year, but it was regularly limited to nearly $170 million per year.

e In 1996, new programs such as the Farm and Ranch Lands Protection Program
(FRPP) and Wildlife Habitat Incentives Program (WHIP) were funded at $35
million and $50 million total over the life of that farm bill.

e From the 1996 to 2002 Farm Bills, conservation program investments were in-
creased by more than $17 billion over the previous baseline of spending, with
programs such as EQIP receiving over a billion in annual spending. FRPP and
WHIP greatly expanded in scope and ambitious new programs such as the Con-
servation Security Program were created.

e The 2008 Farm Bill continued this support with an additional increase of more
than $4 billion over the previous baseline.

e Today, NRCS implements more than 20 conservation programs and initiatives,
with an annual budget of more than $3 billion.

2008 Accomplishments

The significant investments made by this Subcommittee in farm bill conservation
programs, combined with the complete range of conservation authorities and initia-
tives are generating impressive results. USDA appreciates the ongoing support of
this Subcommittee to ensure that farmers and ranchers have the financial and tech-
nical resources they need to realize their conservation goals. Consider for a moment
the conservation accomplishments from last year:

e During FY 2008, NRCS employees helped develop conservation plans covering
more than 42 million acres of privately owned farm, ranch, and forestland. We
also assisted producers and other land managers to voluntarily implement con-
servation practices on nearly 50 million acres. These actions on private lands
yield public benefits we all enjoy in the form of cleaner and more abundant
water, cleaner air, improved wildlife habitat and healthier soils.

e NRCS provided more than $2 billion in financial assistance to landowners and
communities to encourage participation in programs such as EQIP, WHIP, CSP,
FRPP and others, resulting in tens of thousands of cost share and incentive con-
tracts and easements.

e Volunteers contributed over 810,000 hours to NRCS efforts—valued at over $15
million. The agency also expanded conservation implementation capacity
through the certification and re-certification of several hundred Technical Serv-
ice Providers.

e Beyond delivering planning and technical assistance, NRCS influenced the ac-
celeration and adoption of new technologies, standards and approaches through
Conservation Innovation Grants and our National Technology Support Centers.

e The NRCS Snow Survey and Water Supply Forecasting program issued 12,500
water supply forecasts and we mapped or updated soil surveys for over 35 mil-
lion acres.

Cumulative Results

Looking at the implementation of conservation programs just since the beginning
of this decade, NRCS has worked with farmers, ranchers, and landowners to:

e Apply conservation plans and systems on 328 million acres.

e Apply conservation practices through the Environmental Quality Incentives
Program (EQIP) on 145 million acres.

Enter into nearly 313,000 (EQIP) contracts.

Create or restore wetlands on 2.7 million acres.

Apply comprehensive nutrient management plans on almost 40 million acres.
Develop new or updated soil maps on 260 million acres.

Deploy a new Web Soil Survey Program with more than 3.5 million website vis-
its by the public.

These accomplishments are a testament to the continued trust and relationship
that we maintain at the local level with farmers, ranchers, Conservation Districts,
and other partners. As we initiate implementation of the 2008 Farm Bill, with its
increased investment in conservation programs, NRCS looks forward building on
these accomplishments.
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Growing Conservation and Some Growing Pains—the NRCS Financial Audit

While the results of conservation programs and investments have reshaped the
landscape, it is clear that just getting conservation on the ground is not the full
measure of program success. With the change in the scope of conservation programs
and expenditures, it has come a realization that we need to better assess and main-
tain excellence in accounting procedures and execution, and to ensure that our rec-
ordkeeping systems are robust.

In FY 2008, NRCS contracted with an external audit firm to conduct our first
stand-alone financial audit, under the supervision of the USDA Office of Inspector
General and the USDA Office of the Chief Financial Officer. At the end of the FY
2008 audit, the auditors issued a disclaimer of opinion. The auditors found problems
with the accuracy and completeness of the FY 2008 financial information. In some
measure, this was due to inadequate recordkeeping in NRCS offices. During the
timeframe of the audit period, NRCS was unable to provide the auditors adequate
support to verify our financial information as presented for FY 2008. In other words,
we could not prove the validity of our numbers.

The auditors found five material weaknesses: accounting and controls for (1) un-
delivered orders, (2) unfilled customer orders, (3) accrued expenses, (4) property,
plant and equipment, and (5) controls over financial reporting. They also identified
deficiencies in our internal controls over purchase and fleet card transactions, and
the general controls environment for our information systems.

NRCS understands the seriousness of these findings and is moving aggressively
to correct them. When informed of the auditors’ preliminary findings, NRCS began
developing a corrective action plan and initiated a massive undertaking—a review
of over 160,000 open obligations. To our knowledge, a review of this size and scope
is unprecedented in the Federal Government. The agency developed and delivered
training to over 330 NRCS personnel in mid-November, 2008 and continues to ag-
gressively review open obligations. So far NRCS has deobligated over $1.3 billion
since the review started in FY 2007. To help prevent this from reoccurring, NRCS
now mandates that all line officers formally certify on a quarterly basis the accu-
racy, reliability, and completeness of information in 21 separate areas of financial
management.

During this file-by-file, transaction-by-transaction evaluation, we learned a great
deal about our existing contracts, easements, and other open obligations. As a result
of the audit and our aggressive approach, we have outlined a comprehensive correc-
tive action plan necessary to establish a firm foundation for going forward. NRCS
is analyzing and rewriting policy and procedures for program, administrative, and
financial aspects of our business to ensure that all responsible parties understand
what is required. In addition, we have begun an initiative to redesign and stream-
line our business processes. I am confident this initiative will lead to the develop-
ment of new strategies for delivering conservation assistance that are more efficient
and effective.

The external auditor is currently performing a special review of corrective actions
taken to date for the FY 2008 audit. The results of this review will be available in
April. In addition, the audit firm has started work on the FY 2009 financial audit.
Our goal is to have a clean audit in the near future.

Clarifying the Term, “Deobligation of Funds”

Prior to the stand-alone audit, a limited scope review in FY 2007 showed a high
number of fund deobligations within our agricultural conservation programs.
Deobligation of funding occurs when funding that was previously obligated—either
through a contract or agreement—is released because of cancellation, termination,
modification or spending adjustments.

A key point to remember is that whenever funds are deobligated, they are not lost
to the taxpayer nor are the funds necessarily lost to a prospective farmer or rancher.
Funds deobligated in our discretionary programs—Conservation Technical Assist-
ance, Emergency Watershed Protection, Watershed Rehabilitation, for example—are
generally shifted to other priority projects within the respective program. Funds
deobligated in mandatory farm bill programs, if not used for contract modifications
or cost overruns, are eventually returned to the Treasury.

There are a number of reasons why funds may be deobligated out of contracts.
These reasons vary across the diverse suite of programs delivered by NRCS. Some
deobligations historically have occurred because of how NRCS delivered its pro-
grams. Here are some examples:

(1) A WHIP contract included a plan for a field border, including the number
of acres and the costs associated with creating the border. Both the number of
acres and the costs were estimates at the time of obligation. Two years later,
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when the producer went to install the field border, the costs both came in less
than estimated. The excess funding in the contract resulted in a deobligation
of the difference between the estimate and the actual cost.

(2) For a WRP contract, restoration costs were estimated based on a preliminary
restoration plan. When the wetland restoration was actually completed some
time later, it was found that the restoration costs were overestimated, leading
to deobligation of some funds.

Deobligations also routinely occur because of noncompliance caused by the sale or
transfer of property, changes in agricultural operations, death or serious illness of
participants, natural disasters, bankruptcies, and personal hardships. These factors
cannot be anticipated at the time a contract is signed. Here are a few examples:

o EQIP contracts can be up to 10 years in length. A producer signed up in year
1 with a commitment to install a grassed waterway in year 5 of the contract.
Funding was obligated for all of the practices in the contract at the time the
contract was signed at the beginning of year 1. In year 3, the producer passed
away and the family decided to sell the farm. The funds for the grassed water-
way had to be deobligated.

e In 2004, a producer signed a contract that included an animal waste structure
to be built in 2006. After Hurricane Katrina, the cost of construction materials
skyrocketed. The producer was unable to afford his or her share of the cost to
build the structure in 2006, and the funds were deobligated.

Again, deobligations due to these types of producer noncompliance cannot be an-
ticipated at the time a contract is signed. We have a keen interest in answering the
question—what is an acceptable rate of deobligation for the types of programs
NRCS administers? A 2005 Economic Research Service analysis estimated that the
average annual exit rate for farms is nine to ten percent per year. Our latest esti-
mated exit rate for EQIP contracts is thirteen percent annually. The constantly
shifting mosaic of conditions in the agricultural economy and industry as a whole
and at the individual farm scale indicates that some level of deobligation is ex-
pected. That is not to say, however, that NRCS is not committed to reducing
deobligations. We have embarked on a number of efforts to do just that, to reduce
to the greatest extent possible the number and amount of deobligations due to
NRCS business practices and program policies.

A key point to remember is that farm bill conservation program contracts are dis-
tinctive agreements. These contracts are a product of an individual farmer or ranch-
er voluntarily offering his or her own financial resources toward a benefit not just
for themselves but for the public writ large. NRCS manages hundreds of thousands
of conservation program contracts. It is inevitable that, with some frequency, a pro-
ducer’s personal or financial situation will change over the lifetime of a contract.
Our objective is to ensure that farmers can be good conservation stewards while
maintaining productivity and profitability. Cancellation of conservation projects are
a reality and, given the emerging economic climate, may increase in the near term.

Moving Forward

Looking ahead, we believe we are better positioned to handle the issues raised
by the audit and fund deobligation statistics. Starting 2 years ago, NRCS began de-
veloping a number of new business tools and practices that will improve our finan-
cial management controls. This fall, we will introduce a business tool that will inte-
grate easement contracts into our financial management system. Currently, we are
reviewing every policy document produced by the agency to find ways to improve
program delivery, tighten financial controls, and reduce fund deobligations. In 2008,
the agency implemented a new WRP business model that will result in improved
payment controls and fewer deobligations. Two other program policy changes—pay-
ment schedules and a payment inflation index—should also help reduce future
deobligations. Finally, as I mentioned earlier, we have launched an initiative to es-
tablish a new vision for delivering our programs and carrying out the agency’s core
activities—conservation planning and the application of conservation practices—
through a new business model and modernized workforce.

The audit has been a positive experience for NRCS in that it pointed out ways
that the agency can achieve a higher standard in implementation of its programs.
The issues that the audit raised are solvable and we have taken aggressive action
to immediately address the deficiencies and weaknesses in our financial system.
However, we recognize that these issues will not be solved overnight. Our corrective
action plan details actions that will be implemented over the next year and beyond.
NRCS leadership is evaluating options to address accounting expertise across the
Agency and issuing strengthened policies and procedures governing business and fi-
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nancial management processes. In February 2009, the USDA Office of Inspector
General concurred, without exception, to our planned actions.

We believe we are on the right track to be better equipped for success in financial
management for the future. NRCS has evolved greatly over the last 2 years in our
understanding of proper accounting for our financial resources. We have embraced
the financial audit as a way to improve achieving our mission and stewardship of
taxpayer assets. I want to reinforce that the audit did not show any instances of
funds being misused or improper payments. We recognize that there are three crit-
ical aspects of the situation: human capital, processes, and systems. Our planned
remedies to the problems revealed by the audit will address each of these critical
areas.

Conclusion

Conservation programs have provided notable achievements in both conserving
and protecting our natural resources. However, several existing and emerging envi-
ronmental challenges will require needed attention. Efficient and effective delivery
of USDA conservation programs could not occur without a strong working relation-
ship between FSA and NRCS. The agencies will continue to work to improve the
delivery of program services and to ensure the environmental benefits are achieved
in a sound fiduciary manner. We thank the Chairman and Members of the Sub-
ﬁommittee and would be happy to respond to any questions that Members might

ave.

The CHAIRMAN. Thank you, Mr. Stephenson.
Mr. White.

STATEMENT OF DAVE WHITE, CHIEF, NATURAL RESOURCES
CONSERVATION SERVICE, U.S. DEPARTMENT OF
AGRICULTURE, WASHINGTON, D.C.

Mr. WHITE. Greetings, Mr. Chairman, Members of the Sub-
committee. It is an honor to be here to discuss with you some of
the conservation activities of the Natural Resources Conservation
Service.

You said it well, Mr. Holden, Mr. Peterson, and mentioned it as
well, Mr. Goodlatte: There has been a substantial and an incredible
increase in funding for conservation across our nation, particularly
since the 2002 Farm Bill, and these things are transforming our
landscape. In my written testimony, I talk a lot about acres and
number of plans and stuff like that and I am not going to visit with
you about that. In your packet you should have some color photo-
graphs. They show before and afters of what the land looked like
before the conservation practices and what they look like now. You
will see stuff from Chesapeake Bay, from the West, from the South.
I am not going to belabor it but I would like to draw your attention
to the cover picture, which is of two little, baby, girl bear cubs. This
is the Louisiana black bear. It is the only black bear species on the
threatened and endangered list. In 2007, these two little cubs were
born in Mississippi. They were the first Louisiana black bears born
in the delta of Mississippi in something like 40 years, and they
were born on a WRP-restored site.

But while these programs are helping to reshape America, trans-
form our landscape, just getting conservation on the ground is not
enough. With the increased resources we have increased demands,
particularly in the financial category, and Mr. Peterson, when you
were taking about WRP and you said it is not acceptable, I agree
with you: it is not acceptable and we are going to fix it, sir.

In 2008, and this is what brings me here today, we had our first
full stand-alone audit as an agency. We have been in business since
1933. And when we sent out the RFP, the request for proposals,
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the company that won it was KPMG. This is one of the best audit-
ing firms in the nation. For our first-ever audit, we brought in the
A-Team and they found nine deficiencies. Mr. Peterson mentioned
some of them. Five of them were material weaknesses. And as a
result, the audit conclusion was a disclaimer. They couldn’t come
to a conclusion. There wasn’t enough documentation. They couldn’t
reach a final number. I would emphasize again that they did not
find any misuse of funds or improper payments, and I have been
told that other agencies when they have this first stand-alone it is
something like a 3 to 5 year journey to get there. Some agencies
have taken over a decade. So that was November 2008. December
2008, we went and undertook one of the most massive open-obliga-
tion reviews ever. We looked at 160,000 open obligations. We cre-
ated a web-based tool that was transparent that allowed us to mon-
itor so we could see real-time action in that. We also looked at our
leases, the capitalized and the operating leases. Mr. Goodlatte, I
know you mentioned the deobligations, we deobligated something
like $241 million in that effort. On deobligations, let us talk a little
bit about that. They occur for a variety of reasons. Producers often
request contract cancellations, resulting in deobligations. Their fi-
nancial situation changes. Their life changes. We have disasters
like Hurricane Katrina. There are processes internal to NRCS, ac-
tivities that cause them that we have since corrected, particularly
in the Wetlands Reserve Program.

Our goal, Mr. Chairman, we know we have problems. We want
to fix those problems. We want to be absolutely stellar in how we
operate these programs. Let me just give you a few of the steps we
are taking. We now require quarterly financial certifications from
our State Conservationists and our leaders at headquarters. We
have put a stand-alone financial measurement in everyone’s per-
formance appraisal. We have developed a corrective action plan
that tracks those nine deficiencies that KPMG found. We sent it up
here the other day but those nine deficiencies are outlined, what
actions we are going to take, what we have taken. This was sub-
mitted to the Office of Inspector General on January 30. They ac-
cepted it without comment, without any changes, which I was told
was pretty unusual, and we are in progress with that. The key
thing we need to do, and I know we have an auditor, a CPA here,
so I am a little bit nervous; what we need to do is to establish that
agl(ﬂieed-to baseline number so we can move to getting that clean
audit.

We have some problems, Mr. Chairman. I agree with that, but
I hope you will also agree that they are fixable and we are on the
road to fixing them. Mr. Chairman, I have been in agriculture for
a long time and I know that things grow best in the sunshine. I
am going to commit to you that we are going to be open, we are
going to be honest with you and the Members of this Subcommittee
and full Committee, and we are going to be transparent as we go
about fixing this thing. You can see the pictures, how we are trans-
forming the landscape. Our challenge now is to bring our paper-
work stuff up to snuff.

Thank you. I look forward to any questions.

[The joint prepared statement of Mr. Stephenson and Mr. White
is located on p. 8:]
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The CHAIRMAN. Thank you, Mr. White.

The chair would remind Members that they will be recognized for
questioning in order of seniority for Members who were here at the
start of the hearing. After that, Members will be recognized in
order of arrival.

I will ask our panelists if they could explain in more detail how
your agencies share information. Do you use the same computer
system and how does the flow of information between the agencies
work?

Mr. STEPHENSON. Thank you, Mr. Chairman. Information flow
comes from a number of different ways. We do have automated
processes that include name and address files, it includes a lot of
subsidiary information such as the average adjusted gross income,
conservation compliance, financial offset. On a local level where
they have access to that data, we also still have to transfer some
data manually. For CRP, for example, FSA will generally take the
offer even though NRCS is sometimes the first contact, depending
upon who is there to speak with the farmer. After we take the ini-
tial information, NRCS will do some initial eligibility work from a
technical perspective, and then that information is passed back to
us to go ahead and process the contract.

The CHAIRMAN. Mr. White?

Mr. WHITE. Thank you, Mr. Chairman. Bob pretty much said it
all. There are critical intersections between us and probably one of
the greatest is the adjusted gross income. We are completely reli-
ant on FSA and our ProTracts system, which is our main web-
based tool that we do our contracting in. It goes into the FSA sys-
tem to find the adjusted gross income, to look at producer eligi-
bility, so there is a lot of cooperation between us. At NRCS, we also
maintain this thing called the Office Information Profile (OIP). It
is the list of offices. We do that for the Department. But there are
many, many areas that we work together and share data across the
agencies.

The CHAIRMAN. The GAO report indicates that they found $49.4
billion went to ineligible individuals and that six percent of that
was in conservation payments. Can you explain the roles of each
of your agencies in determining payment eligibility for the adjusted
gross income test?

Mr. WHITE. I can address part of that. There was an audit that
found that there was some duplication of payments between the
Conservation Security Program (CSP), EQIP, and the Wildlife
Habitat Incentives Program (WHIP). We have put in place in our
ProTracts system a check that will go back and forth between those
programs to make sure that there aren’t duplicate payments. Now,
we do rely on the adjusted gross income from the database that is
maintained by FSA.

The CHAIRMAN. Mr. Stephenson?

Mr. STEPHENSON. Mr. Chairman, a colleague of mine actually is
versed in the data that is collected with the adjusted gross income
which she can answer.

The CHAIRMAN. Absolutely.

Ms. THOMPSON. Good morning. My name is Candy Thompson. I
am the acting Deputy Administrator for Farm Programs in FSA.
Currently, producers when they come into the county office or the
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service center, they fill out a form 926, which collects information.
They certify to their adjusted gross income. As you know, the farm
bill provided three different adjusted gross income provisions, $1
million for conservation, and there are three questions on that
form, the $500,000 for non-farm, the $750,000 for farm income and
then the $1 million for conservation, and that information is col-
lected and entered into the subsidiary files.

The CHAIRMAN. Thank you.

Mr. White, you mentioned steps that you are taking for improve-
ment at the agency. Can you assure the Subcommittee that the im-
plementation of the 2008 Farm Bill conservation programs will be
smooth and on time?

Mr. WHITE. I think only a madman would make that assurance.
I can assure you we are going to do your darnedest to make sure
they run smoothly. We will cooperate with our agencies. We are
putting into effect the electronic computerized systems that will
help us do that, sir.

The CHAIRMAN. Thank you.

The gentleman from Virginia, the Ranking Member, Mr. Good-
latte.

Mr. GOODLATTE. Thank you, Mr. Chairman.

Let me direct this question to both of you. In the Government Ac-
countability Office’s October 2008 report referencing payments to
participants who exceed the adjusted gross income, there was a rec-
ommendation that the USDA work with the IRS to develop a meth-
od to determine whether all recipients of farm program payments
meet income eligibility requirements. Last week the USDA pub-
lished a proposal in the Federal Register that would require all ap-
plicants of farm programs to sign a waiver allowing the Internal
Revenue Service to release tax information to FSA. I want to ask
each of you if you believe that this proposal includes applicants of
conservation programs.

Ms. THOMPSON. That press release that went out on the data-
sharing efforts with IRS addresses all of the adjusted gross income
requirements.

Mr. GOODLATTE. Including conservation programs?

Ms. THOMPSON. Including conservation.

Mr. GOODLATTE. So under what authority are you acting for Title
II programs? And let me just add, we certainly did not discuss any-
thing like this and I don’t know that it was the intent of the Con-
gress. Why are you requiring all applicants for these programs to
do something, sign a waiver of very personal information that I am
sure many people are not going to be very happy about at all to
do something that Congress did not express any intention to have
you do that?

Ms. THOMPSON. In the farm bill, it did have a provision for en-
forcement of the adjusted gross income provision, and we are work-
ing to enforce these provisions and ensure that only eligible per-
sons receive the payments. By teaming with the IRS through this
data-sharing effort, we hope to identify producers who may exceed
the statutory provisions, but we don’t intend to obtain tax informa-
tion from the IRS, just more of an indication from the IRS that pro-
ducers may have exceeded these AGI provisions.
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Mr. GOODLATTE. Do you intend to run that check on every single
applicant for the programs?

Ms. THOMPSON. The intent is to start with our programs where
we collect the AGI form for and ask them to sign this waiver form
to enable the IRS to look at the data for us.

Mr. GOODLATTE. Will this delay the applicant’s processing of
their application for farm payment programs? I know that when we
have had these issues in other areas where one government agency
has to seek information from another, there is sometimes very
lengthy delays in getting the information.

Ms. THOMPSON. It is not our intent to delay the payments. We
are working with the IRS on this provision right now and we do
not have all the details worked out, but it is not our intent to delay
the payments.

Mr. GOODLATTE. Let me switch subjects to another one that I did
mention in my opening statement, and that is the concern of some
of my constituents, some of whom had personal experience with
this, interested in knowing about the status of these conservation
programs. I wonder if you can give us a timeline when the 2008
Farm Bill conservation programs will be fully implemented. Let us
start with you, Mr. Stephenson, and go to Mr. White.

Mr. STEPHENSON. For the Conservation Reserve Program, we are
going to be implementing in two parts. Part one hopefully will be
implemented this spring and part two will be implemented after
completion of the environmental impact statement. That is prob-
ably going to be some time next year, the first half of the year
hopefully. The Voluntary Public Access Program is in the queue. It
is $50 million for states and tribes for public access. It is in the
queue. It is probably going to be this summer. The Emergency For-
est Restoration Program is an appropriated program and we need
funds to be made available so we can do the NEPA work before we
will be able to implement that program.

Mr. GOODLATTE. Mr. White, and by the way I want to also ex-
tend my congratulations to you being named the official head of the
agency and we have always enjoyed working with you and look for-
ward to continuing to do that.

Mr. WHITE. Thanks, Mr. Goodlatte. Mr. Holden mentioned the
rules changes, now that I am permanent, you can pummel away.
The rules cover a lot of different programs here. By the time Janu-
ary 20 had occurred, most of them had been published as interim
final rules. Post that, we had to pull a couple of them back to make
a technical correction. There had to be a technical corrections in
EQIP and Wildlife Habitat Incentives Program, and those have
since been reissued and it dealt with the payments on joint ten-
ants. The rules as initially published had said that a husband and
wife would be treated as one entity instead of two and we had to
make it conform with the rules. So there were some corrections,
but those rules are back out now for public comment. And we took
advantage of the re-publishing to also ask for comment on how
these could be used for climate change within the statutory au-
thorities. I know that is of interest to this Committee and we will
share those comments when we get them. There is one that is
going to go out probably this week on procedures for the State
Technical Advisory Committees, and then there are three others
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that are back in USDA for internal clearance. One is the Wetlands
Reserve Program, then we have the Farmland Protection Program
and the Grassland Reserve Program. Farmland Protection Pro-
gram, Grassland Reserve Program, we have resolved our internal
differences. I think they will go out pretty quick. Wetlands Reserve
Program, I am meeting with the Office of General Counsel this
afternoon to discuss some of our differences. The last big one is the
Conservation Stewardship Program. It is an internal clearance at
USDA. We hope to publish it in April, Mr. Goodlatte. We are on
track to have the sign-ups, do everything in June, hopefully July,
enter into the contracts August, September to have full implemen-
tation of all the programs in the 2008 Farm Bill, sir.

Mr. GOODLATTE. Thank you very much, and Mr. Chairman,
thank you.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the Chairman of the full Committee, Mr. Peterson.

Mr. PETERSON. Thank you.

Just to follow up a little bit, as I understand this process with
the IRS, first of all, producers already have to sign this waiver so
that is not something new. As I understand how this is going to
work, maybe you can confirm this, that the IRS is going to run the

eople that get these payments and if they are in the range of

500,000 or %750,000 or a million, depending on what their situa-
tion is, then that is going to be just given back to you, that these
people potentially are in this range and then you are going to fol-
low up and get verification. So that is kind of how it is going to
work. They are not going to be getting any information from the
IRS. They are just giving them the names so the IRS can run them
against their tax returns to see if their adjusted gross income is
close to $500,000 or to $750,000 or whatever it is, and then if it
is, then they will send the names back and then they look into it
further. So I don’t think it is a very intrusive thing that they are
doing. I think it makes sense and hopefully it will resolve this issue
so we are not embarrassed by getting another report that comes
out that says we are not doing what we should be doing.

The other question I have regarding these payments is how are
you going to track the payments to comply with these new direct
attribution rules and is the FSA computer system set up to do this?

Ms. THOMPSON. You are correct about how the data-sharing ef-
fort will work with IRS, and on the direct attribution, we are work-
ing to implement those provisions on both the old system, on the
system 36, and also on our web-based applications. It will track it
back to the person that has signed up through either our 902 form,
which is our payment eligibility and limitation form, or the 901,
which shows the members’ IDs of that entity, if it is an entity who
is participating in the programs, and the payments will be attrib-
uted to that individual ID number.

Mr. PETERSON. Thank you.

Mr. White, what directions were State Conservationists offices
given in regard to their ability to waive the previous 1 year land
ownership requirement for WRP, and did anybody in the national
office keep track of how many waivers were taking place?

Mr. WHITE. You know, sir, the waivers were in policy and if you
felt that it met certain criteria, and I can’t recall those right now,
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but you could issue a waiver, and that was on the 12 month owner-
ship rule at that time. I do not know if those waivers were tracked
at headquarters or not.

Mr. PETERSON. Do you have anybody keeping track of how many
waivers are going on?

Mr. WHITE. Well, I will now.

Mr. PETERSON. Fair enough. Mr. White, could you be able to tell
the Committee how much mandatory farm bill conservation spend-
ing was returned to the Treasury because of contracts that weren’t
completed?

Mr. WHITE. In the last 3 years we have deobligated about $1.3
billion total. I think since 2002 we have deobligated about $19 bil-
lion in both discretionary and mandatory. We have deobligated
about $1.3 billion, but not all of that has been returned to the
Treasury. If you had an 2007 EQIP contract and for some reason
it was cancelled, and say it was $10,000, that $10,000 would go
back into the 2007 EQIP pot. If Mr. Goodlatte needed funds for cer-
tain reasons, they could draw from that. So until those Treasury
symbols expire, they are available for other farmers depending on
the year, but at some point in time they will go back. But, as far
as how much we have actually sent back to Treasury, I will have
to get you that, sir.

Mr. PETERSON. Well, if you could get that information, I would
appreciate it.

Mr. Chairman, I yield back.

The CHAIRMAN. The chair thanks the Chairman.

The gentleman from Missouri, Mr. Luetkemeyer.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

I guess this question is for Mr. White. I am kind of curious. We
had an overpayment here of about $49 million. What are the plans
to recover that, if any?

Mr. WHITE. The $40 million——

Mr. LUETKEMEYER. Forty-nine million dollars, is that correct,
from 2003 to 2006, overpayments of that amount. Are there plans
to recover that or withhold future payments from those individuals
who received checks through overpayments of funds?

Mr. WHITE. Right. Is this from the GAO report?

Mr. LUETKEMEYER. Yes.

Mr. WHITE. And this was overpayments in conservation?

Mr. LUETKEMEYER. Right.

Mr. WHITE. Okay. I think of that, and I am a bit unclear, sir,
of that $49 million, it was like $6 million in conservation, and I
don’t know, was that related to the AI—I always mess this up. I
am saying AIG. It is AGL.

Mr. LUETKEMEYER. AGI. Yes.

Mr. WHITE. It is not the other one.

Mr. LUETKEMEYER. We still have financial troubles here, don’t
we?

Mr. WHITE. Yes, we do, sir. Let us hope we never get like that.
Of the $49 million, there was $6 million in NRCS and I will have
to go back and find out exactly what the process is right now. What
we have done in the past when we found overpayments is, we
worked with the producer to get that funding back. In areas like
the Conservation Security Program where you would get funding
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over a set period of years, say we find out you got paid too much
in year 1, well, we can reduce year 2, year 3 and we can even out
the payments without having to collect a lot of money from the pro-
ducer, assuming it is not a scheme or device or something like that.
But we will get back to you, sir.

Mr. LUETKEMEYER. Also along that line, I know there has been
previous discussion with regards to verifying income and using IRS
to initially do that. Do we not require just a page off a tax return
to verify income?

Ms. THOMPSON. For adjusted gross income verification, right now
it is a certification that we take from the producer. They can pro-
vide tax information, or they can have a certification from a CPA
or another third party approved by the Secretary to also provide
that certification as to their AGIL.

Mr. LUETKEMEYER. Is there a sharing of this information be-
tween different programs?

Ms. THOMPSON. Yes. We have one AGI process that all the pro-
grams use.

Mr. LUETKEMEYER. So in other words, if the farmer—because Mr.
Goodlatte a while ago made mention of one of his constituents had
six or seven different programs that she was accessing. All those
would be able to take from that initial file, whatever information
is presented and shared among all those programs?

Ms. THOMPSON. That is correct.

Mr. LUETKEMEYER. Then why do we have a problem with income
verification?

Ms. THOMPSON. It is a certification from the producer on an an-
nual basis, so I don’t think we have a problem with it. The GAO
did this data mining with IRS and identified these possible ineli-
gible payments from producers who may have exceeded the AGI
provisions. In the past we have taken either the producer’s certifi-
cation or if they were pulled for spot check, then we would look for
additional documentation.

Mr. LUETKEMEYER. Well, if we are already verifying for it, why
do we need to go back to the IRS for some additional information?
Am I missing something here?

Ms. THOMPSON. We take a certification from the producer and so
this is an effort to verify that certification.

Mr. LUETKEMEYER. Okay. The certification from the producer is
not a tax return?

Ms. THOMPSON. No, it is a form.

Mr. LUETKEMEYER. It is a form that he can sign and he doesn’t
necessarily have to tell the truth on it. Is that what you just said?

Ms. THOMPSON. Basically, yes.

Mr. LUETKEMEYER. Okay. So why then aren’t we getting the tax
return? You are going back to the IRS instead of getting the copy
of the tax return.

Ms. THOMPSON. I think there is a concern with us getting tax
data from the IRS, and I am not sure that the Tax Code would
allow us to get the tax information. This is a way to work with the
IRS, for the IRS to look at the tax information and then provide
to us whether or not the producer may have exceeded that AGI.

Mr. LUETKEMEYER. Doesn’t Farm Services also deal with some
credit?
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Ms. THOMPSON. Right, the farm loans.

Mr. LUETKEMEYER. And don’t you get income tax information
from the individual who you loan money to there?

Ms. THOMPSON. Probably, but on a smaller scale. I mean, on the
Direct and Countercyclical Payment Program, we have about 1.7
million producers.

Mr. LUETKEMEYER. I yield back the balance of my time, Mr.
Chairman.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from New York, Mr. Massa.

Mr. MassA. Thank you, Mr. Chairman, and Mr. White, as a
freshman Member of this Committee, I must express to you that
your candor is very, very welcome. Thank you very much, and
thank you for what your personnel in the field do in the many,
many farms in my district. This is a question away from finances,
but as I have traveled in the last 3 or 4 months throughout the
farms, there has been a great appreciation for what the field per-
sonnel do where the rubber hit the roads. But, there is also a sig-
nificant concern as we see the retirement of an awful lot of individ-
uals that have been doing this for 25 to 30 years, and the difficulty
in recruiting new personnel who are knowledgeable to take their
place. Could you please comment as it pertains to your organiza-
tions what kind of recruiting efforts need to be held, and do you
see this as a problem as I see it as a problem?

Mr. WHITE. Absolutely. We are an aging workforce. You know,
my 15 minutes are going to be up pretty soon and then hopefully
I am going to be on a beach somewhere. But I am not there yet.
We do have a human capital strategy. We know the number, as
this bulge, the Baby Boomers, move through all our organizations,
and we trying to aggressively find ways to have younger people or
newer employees come into the system. We are very aware of it,
very cognizant of it. Could I also talk a little bit about, when you
talk about the people in the field offices?

Mr. MAssA. Please.

Mr. WHITE. They are the ones that are on the sharp edge of the
sword. That is where we have to implement these programs. I
started there carrying a surveying rod for a technician 30-some
years ago, and I still love and respect those people. We are trying
to look at our organizational structure right now, not so much as
what does headquarters look like and then flow down, but what do
those people on the sharp edge of the sword, what do they need.
Can we develop a direct line of sight from that district person all
the way to the Office of the Chief and structure ourselves where
we meet their needs, as you move up the organization, we can get
more in the field, and we do a better job.

Mr. MAssA. I appreciate that. That is exactly the feedback I am
hearing from the farmers with whom I am traveling over the win-
ter months. I would like to know if you would be willing to accept
an invitation to come to my district so I can introduce you to some
of those people out in the field, and I can satisfy myself that that
direct line of sight is in fact being connected. Would you be open
to that invitation?

Mr. WHITE. Do they serve value-added barley products there?
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Mr. MAssA. Yes, we do, but more importantly, we serve value-
added vinting products.

Mr. WHITE. I am not afraid, sir. I am there.

Mr. MASSA. Again, thank you very much.

Mr. WHITE. Thank you, Mr. Massa.

The CHAIRMAN. The chair thanks the gentleman and recognizes
the gentleman from Pennsylvania, Mr. Thompson.

Mr. THOMPSON. Thank you, Mr. Chairman.

My first question actually is for Mr. Stephenson. You mentioned
in your testimony that some expiring CRP acres will not be able
to be reenrolled due to the reduced enrollment authority of 32 mil-
lion acres. Are any of these expiring acres suitable for crop produc-
tion?

Mr. STEPHENSON. Well, yes, I suppose certainly some of them
are, and when it comes to the expiration of those contracts, we will
work with those producers and NRCS will work with those pro-
ducers if they want to return it to crop production. It does depend
on each individual contract and the location of that land, what
types of crops and how they could be cropped, but certainly some
of it could be returned to crops. That is correct.

Mr. THOMPSON. Just a follow-up then. With the current struggle
to meet the RFS mandate and also provide an adequate and afford-
able feed supply, shouldn’t we focus on enrolling our more environ-
mentally sensitive land and bringing out suitable cropland for pro-
duction?

Mr. STEPHENSON. We have tried to make great strides in CRP in
the past 20-plus years now to convert it from essentially a supply
control program to a multidimensional environmental program that
focuses on water quality, wildlife, soil erosion, now carbon seques-
tration, and air quality. We have attempted in the past to restrict,
as much as we can, prime farmland from being enrolled in CRP be-
cause that land should be cropped. There are some overlaps be-
cause no matter the acre, they all provide environmental benefit of
some type, especially around streams, for example. So we have en-
deavored to move in that direction. We understand those demands
and we want to work with those demands as these contracts expire
and as we remake the program. One of the issues we are going to
be focusing on over the next year is soliciting public input on the
future direction of CRP and how it should go, given all the de-
mands for land for production, for biomass, for energy, and for con-
servation.

Mr. THOMPSON. I am certainly encouraged at getting our farmers
as part of that, obviously the key stakeholders there. Kind of fol-
lowing that line of unintended consequences, you talk about trying
to prevent certain things from happening. A lot of my district is ac-
tually a very rural district in Pennsylvania, and I have a question
regarding the CREP. Some of the farmers in my district are relying
on CREP as a form of retirement because the current reimburse-
ment rate under the program really is significantly higher than the
open market value in rural Pennsylvania. Where there are cer-
tainly positive benefits from CREP, there is no doubt about that,
I am convinced of that, I really do have concerns that one of the
unintended consequences is that farms are not easily passed along
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from generation to generation because of that. Have there been any
efforts to address this situation, from either panelist, please?

Mr. STEPHENSON. I am a little confused as to the question about
transferring property to heirs, to family?

Mr. THOMPSON. Right, with the CREP program providing incen-
tives obviously to take it out of production and hence, because of
the reimbursement rates, kind of trumps the incentive to pass the
farms along in a productive state so that we are continuing to sus-
tain farming through the generations.

Mr. STEPHENSON. We do need to be mindful of that, I agree.
When we negotiate CREP agreements with state governments, we
endeavor to focus on the environmental need of the state and en-
sure that it is an important environmental need to the nation as
well. The state throws in some extra money and we usually end up
with effective payment rates a little bit higher than market level
or some higher than market levels. Really, I don’t think our intent
under CREP is for that to be a retirement program. Generally, al-
though not exclusively, but, generally, our hope is we are focusing
on smaller acreages. That said, we also have a 25 percent cropland
enrollment limit by county for the program as well. We would cer-
tainly like to work with you on that issue to kind of better under-
stand it and follow up if we could.

Mr. THOMPSON. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman. The Chairman
will ask Members for their indulgence here, but Mr. Pomeroy has
a problem in North Dakota that he has to attend to. I would like
to recognize him out of order at this time. Mr. Pomeroy.

Mr. POMEROY. I thank the Chairman. We have all kinds of prob-
lems in North Dakota. I do want to verify with NRCS what Chair-
man Peterson verified with Minnesota. Is there an emergency re-
serve being established to deal with such relief as the program ad-
ministers to inundated areas like is now occurring in the Red
River? We are also getting flooding from ice jams in the Missouri
at the present time.

Mr. WHITE. Mr. Pomeroy, Godspeed as you go back.

Mr. POMEROY. Thank you.

Mr. WHITE. I wanted to let you know that the program we oper-
ate, the Emergency Watershed Protection Program, which helps
clean up afterwards, we have already established two accounts, one
with Minnesota, one with North Dakota, $500,000 each, so if they
need to do something tonight at midnight or over the weekend,
they can do it. They have the money, they have the authority. And
the other thing, Mr. Pomeroy, is if they need more, pick up the
phone. The second thing is, we are currently conducting a flood-
plain easement signup across the nation. We have $145 million in
Recovery Act funding for that, and because of what is happening
in Minnesota and North Dakota, there are some other areas where
Members have asked, we are going to extend that floodplain ease-
ment signup for 2 weeks if individuals were interested in that. So,
yes, sir, I will confirm that.

Mr. POMEROY. Thank you, and thanks for that extension. I am
really not in a position to even evaluate whether we might be talk-
ing about a further extension, but at the moment we have high
water. We will worry about cleanup tomorrow.
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Mr. WHITE. You are doing triage right now.

Mr. POMEROY. Correct. Thank you very much.

Mr. Chairman, thank you.

The CHAIRMAN. The chair thanks the gentleman.

The gentleman from Minnesota, Mr. Schauer.

Mr. SCHAUER. I pass.

The CHAIRMAN. The gentleman passes. The gentlewoman from
Colorado, Ms. Markey.

Ms. MARKEY. I hope you haven’t covered this but over the course
of the audit, the NRCS had to cancel some contracts, I understand,
because the landowner was getting paid for work not done. If that
is so, can you tell me the extent of that number of any contracts
that had to be cancelled?

Mr. WHITE. Thank you, Ms. Markey. 1 appreciate it.
Deobligations occur for a variety of reasons with producers, health,
financial. If you don’t mind, I brought some samples just to give
you an idea. This is from Texas. “I am requesting termination of
the last practice in my contract. Due to the loss of my husband, I
can no longer financially be able to continue the contract. I hate
to not complete what my husband started but with all these in-
creases in expenses, I need to find different avenues.” We have one
from Colorado. This is a couple that says, “When we were origi-
nally awarded the contract, we were in the middle of the growing
season and we decided to do it in the fall. Then Katrina hit. Every-
thing we needed for our project went to double or more of the
prices we had obtained. The supply of pipe was just not there. This
was followed by 3 years of drought and water shortage, which
caused us financial problems, and this year was the final blow to
our plan when Vince became ill and we were unable to do the work
ourselves. There is no money in place to be able to hire the work
done.” The last one: “I am writing on behalf of my mother. Several
things have happened. My brother and partner died. My aunt, who
owned part of the place, also passed away. Furthermore, on March
12, 2006, fire burned 99 percent of this place, leaving it unusable.
Because of this, we are forced to sell our cattle herd at a huge dis-
count.” Those are the kind of letters that I got as a State Conserva-
tionist in Montana, that my colleagues around the nation get, and
how could I not sign to cancel those contracts? We are not going
to investigate, did her husband really pass away or things like
that. These are human stories and they are all here, Ms. Markey,
and there are real reasons why we deobligated some of these con-
tracts. ERS data shows that there is about a ten percent quit rate
in farming every year. Our EQIP data has shown a 13 percent con-
tract cancellation rate. So are we in the ballpark? I don’t know. But
I saw it in Montana when Katrina hit. The price, anything with
steel or pipe in it just doubled or tripled. Our producers can’t afford
it. We are not—this is different. We are not sending them money.
We are helping them pay the cost. They are putting in money to
establish these conservation practices that those photos show. It is
a joint effort, and when our partners have difficulty, we need to be
compassionate and we need to understand their needs, ma’am.

Ms. MARKEY. Thank you.

The CHAIRMAN. Does the gentlewoman yield back?

Ms. MARKEY. Yes, I yield back.
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The CHAIRMAN. The gentleman from Kansas, Mr. Moran.

Mr. MORAN. Mr. Chairman, thank you very much. Just a couple
of questions, probably directed at FSA. The proposal of having
farmers sign a waiver for IRS information, I have concerns with
that. One of them is the value of that information to USDA in the
sense that an IRS form, a tax form shows adjusted gross income.
It doesn’t differentiate that the more important issue from an FSA
or USDA point of view, which is non-farm adjusted gross income
versus farm adjusted gross income. So just getting a line on a tax
return that says adjusted gross income is insufficient amount of
evidence one way or another about whether or not a farmer quali-
fies. Any thoughts about that?

Ms. THOMPSON. I think we agree with you on that. It isn’t a sim-
ple calculation for the adjusted gross income provisions. So we are
working on a formula in looking at the tax return, for IRS to look
at the tax return, not only the adjusted gross income but any
schedules that are associated with that to give an indication that
their non-farm income exceeds the $500,000, and then they would
provide that ID number back to Farm Service Agency for us to con-
tact the producer for additional follow-up.

Mr. MORAN. And that follow-up occurs at what level? Is the coun-
ty committee going to be involved in examining a neighboring
farmer’s return?

Ms. THOMPSON. Our intent is to handle it at a centralized level,
but we are not sure yet of the volume, and so the intent is to try
to handle it at a more centralized level, a national level.

Mr. MORAN. I have concerns about having it handled at the local
level because the privacy invasion is even greater, but at a central-
ized level, which may mean national, a farmer may be called upon
to come to that centralized location, long distance, time, effort, in
order to explain his or her tax return. I hope you all take a second
look at what you are proposing to do, and thank you for your an-
swer.

In regard to CRP, one of the most common conversations that I
have with landowners when I am home is, “Moran, are they going
to have a signup this year?” It is a question that farmers, land-
owners need answers to. We have a huge number of acres that will
come out of the program this year. Some of those acres probably
could be farmed. Others probably should not be, and September is
rapidly approaching. We need answers from USDA about CRP in-
tentions.

Mr. STEPHENSON. Mr. Moran, we do not intend on having a gen-
eral signup this year. We do intend on having a general signup
next year. There are about 4 million acres of land coming due, con-
tracts expiring this fall, and they could return to production. If
their land is eligible for continuous signup, they can reenroll the
land under a continuous signup contract. They can do that.

Mr. MORAN. Have you reached the conclusion that you now have
to go through a NEPA process before you can do a CRP signup?

Mr. STEPHENSON. We know that before we can issue the final
rule to implement much of the program that, yes, we will need to
do an environmental impact statement on CRP.

Mr. MORAN. Which is a new development in the process?
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Mr. STEPHENSON. Actually we did an environmental impact
statement after the 2002 Farm Bill before we issued the final rule,
and since the beginning of the program before the 2002 Farm Bill
back to the beginning of the program, we did an environmental as-
sessment before we issued the rule.

Mr. MORAN. But now the change is that every signup will be pre-
ceded by an environmental evaluation?

Mr. STEPHENSON. No, sir, it is going to be by farm bill.

Mr. MoORAN. By farm bill?

Mr. STEPHENSON. Yes.

Mr. MORAN. Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman.

The gentleman from Michigan.

Mr. SCHAUER. Thank you, Mr. Chairman, and I appreciate the
opportunity to learn as a new Member about the conservation pro-
grams. It is great to have both of you here. I am from Michigan,
the only Member from the Michigan delegation on the Agriculture
Committee, a very important sector in our economy. Michigan has
the second most diverse agricultural economy in the country. I am
sure you know that, and thanks to your programs for helping us
grow. Everything I think about here as a Member of Congress is,
how can we help create jobs. We are scrutinizing the conservation
program contracts, but I wonder if you can talk about this topic
within the context of how can we help fuel our agricultural econ-
omy, and if you want to talk about states that are particularly
hurting with high unemployment rates, that would be fine with
me.

Mr. STEPHENSON. You are correct. The farm bill generally pro-
vides quite a bit of money locally and there is a multiplier effect
for that money. Take CRP for an example: We make both annual
and cost-year payments with that. We are quite confident that seed
is bought. They may need to at least do maintenance or buy some
small equipment for CRP and the rest of their operation. All that
is bought locally. We know in some cases in CRP there is a rec-
reational benefit, public viewing as well as hunting. Hunters come
in, they spend money, stay in lodging and maybe even pay the CRP
participant. Also, just more broadly in the farm bill, the commodity
title pays out lots of money a year locally. Our farm loan programs
make loans locally. Under the stimulus bill, the farm loan pro-
grams are also providing money throughout, about $168 million, we
have already obligated with stimulus money under our farm loan
programs. So that is probably the FSA part.

Mr. WHITE. I am ready. There is a program. It is called IMPLAN.
It is a computerized program. It was developed by the Forest Serv-
ice and University of Minnesota, I believe, and you can actually fig-
ure out the multiplier effect that Bob was talking about. In Mon-
tana every year, we would figure out how much money was spent
on conservation in the various programs and we would actually
issue news releases by county on what that meant to the people
who lived there because there is a direct relationship. If you buy
a fencepost, somebody has to sell it, somebody has to transport it,
somebody has to put it up. So a lot of this turns over a great deal.
Specifically on the Recovery Act funding, we changed our policy. I
mentioned earlier when Mr. Pomeroy was here on the floodplain
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easements, part of the purpose of that funding is to increase the
workforce, and what we have done is upgrade the restoration re-
quirements of those floodplain easements. We don’t want to just
buy it and set it and forget it like the “Showtime Rotisserie,” but
we want to actively restore the hydrology, restore native plants,
knock the dikes out and that is all going to create jobs. We have
the Watershed Rehabilitation Program. We have $50 million in
that. That is all going to be locally contracted jobs to repair those
old dams. Your Ranking Member, Mr. Lucas, has one of the highest
populations of those dams in the state as does Texas, so that is
going to be jobs there. We are very cognizant. There is a huge spill-
over impact. I will tell you what I will do is, I will go back and see
if we have the IMPLAN data for Michigan and see if we can’t pro-
vide you specifically what the NRCS, those programs are doing.

Mr. SCHAUER. That would be great. Thank you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. The chair thanks the gentleman.

Mr. Stephenson, you mentioned use of the Geospatial Informa-
tion System as a useful tool for managing and understanding land
information that enables more efficient management of conserva-
tion programs. Can you elaborate on how you use this technology?
Is it available to everyone? Do they pay for it? And how will you
spend the recent appropriation of $24 million?

Mr. STEPHENSON. I will start with describing GIS and maybe I
can have some help about how we are going to the spend the $24
million. We use Geospatial Information System technology to—let
me back up. We maintain farm field data history, land use data
throughout the country, however many farms in the country there
are and 300 or so million acres. We are in a process now of
digitizing all that information, putting it on a layer, a GIS layer,
for example. Then program people like Dave White or myself under
CRP, we will be able go read that data and it will help us target
what programs—maybe we don’t need as much acreage, maybe we
can do a better job of targeting the right acreage when we enroll
programs. It can also help us with compliance work as far as pro-
grams are concerned. We have not yet finished the digitization of
all that land nationally. With luck, I believe it will be done by the
end of the year, but it is a long process and so there are some
states because of Katrina in 2005 are a little behind schedule. One
thing we have done in CRP with the GIS is, when we implemented
in 2006 the Emergency Forestry Conservation Reserve Program for
the 2005 hurricanes, we did it using GIS as much we could in that
area and we did it on a web-based program. More recently in the
past year or so, we have rolled out web-based continuous signup for
CRP that also uses GIS. I do not believe that data is yet available
publicly even though I suspect we are going to have to address that
sometime in the future.

The $50 million on the stimulus is not going to be used for GIS,
but we are going to be using with 2009 money $24 million to sup-
port—I need to give you some more information.

The CHAIRMAN. I have several other questions and some sugges-
tions, and maybe I will just submit them to you and you could re-
spond back to the Subcommittee as quickly as possible. But just
one, and if you can’t answer this, I understand it, but you just said



29

$50 million in the stimulus you are not going to use. Do you know
what you are going to use it for?

Mr. STEPHENSON. It is going to be used for stabilization of the
system and perhaps modernization of our automated system. I did
not mean to suggest that it was going to necessarily all be used for
GIS.

The CHAIRMAN. Like I said, sir, I have several more questions
and suggestions. I will submit them to you and if you can get back
to us as soon as possible.

Mr. White?

Mr. WHITE. I would like to talk about GIS because we have up-
graded our capabilities. We do cooperate a lot with FSA, but one
key thing and it directly relates to what Ms. Markey was saying.
I gave her deobligations from a personal producer standpoint but
there are other reasons for that as well, like when we would do an
EQIP contract. We use a program called ToolKit and we will have
the map from the common land unit from FSA and say we were
going to put a fence. Well, in the past we would say well, that looks
like about 1,000 feet. We would estimate it. With GIS now, we can
go in there and we know it is 963.5 feet, and that means our con-
tracts are more accurate and we are less likely to overestimate or
underestimate when we put those conservation plans together.
That is one of the great things that GIS is doing for us.

The CHAIRMAN. Thank you.

Do any Members have any follow-up questions?

Mr. MORAN. Mr. Chairman, Mr. Goodlatte had a question that I
would appreciate

The CHAIRMAN. The chair recognizes the gentleman from Kansas.

Mr. MORAN. Thank you, Mr. Chairman.

Mr. Peterson of the Committee contended that producers have
had to sign a waiver before the 2008 Farm Bill to release informa-
tion to the IRS. Is that accurate, and what is that waiver and is
it mandatory?

Ms. THOMPSON. Beginning with this year with the signup for the
2009 direct and countercyclical payments, there is a new adjusted
gross income form that producers are signing that does have a
statement on there that the producer agrees to allow Farm Service
Agency to contact IRS to verify the AGI information.

Mr. MORAN. And that comes about with giving USDA authority—
let me say that differently. I am sorry. In what way did Congress
give USDA authority in regard to that waiver?

Ms. THOMPSON. The way we are reading it, it is part of the en-
forcement provision on the adjusted gross income.

Mr. MORAN. From the previous farm bill?

Ms. THOMPSON. No, this was under the 2008 Farm Bill.

Mr. MORAN. So any authority that you have to require a farmer
to grant the waiver for access to information in your opinion comes
from the 2008 Farm Bill?

Ms. THOMPSON. Right, and I am not sure about the previous
farm bill. I would have to check on that.

Mr. MorAN. If you would, thank you.

Ms. THOMPSON. Thank you.

Mr. MoORAN. Thank you, Mr. Chairman.
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The CHAIRMAN. I thank the gentleman. Any other follow-up ques-
tions?

The chair thanks the panel for their testimony and looks forward
to working with you.

We will now call up our second panel. Ms. Kathleen Tighe, Dep-
uty Inspector General, Office of Inspector General, U.S. Depart-
ment of Agriculture; Ms. Lisa Shames, Director of Natural Re-
sources and Environment, U.S. Government Accountability Office;
and Mr. John Jurich, Investigator for the Agriculture Committee,
U.S. House of Representatives.

Ms. Tighe, you may proceed when you are ready.

STATEMENT OF KATHLEEN S. TIGHE, DEPUTY INSPECTOR
GENERAL, OFFICE OF THE INSPECTOR GENERAL, U.S.
DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Ms. TIGHE. Thank you very much, Mr. Chairman, Members of
the Subcommittee. Thank you for asking us here to address the
Natural Resources Conservation Service’s administration and man-
agement of its programs.

As part of our oversight responsibilities, we have conducted a va-
riety of work in this area including both financial statement audits
and audits of NRCS’s and FSA’s program operations. The Chief Fi-
nancial Officers Act mandated that the Office of Inspector General
perform audits of the Department’s financial statements. We have
conducted the audit of the Department’s consolidated financial
statements and stand-alone audits of FNS, RD, Forest Service and
CCC. For the other agencies including FSA, we selected trans-
actions from them in the universe we look at for purposes of the
consolidated financial statement.

In Fiscal Year 2007, our financial audit responsibilities were ex-
panded to include a separate audit of NRCS’s financial statements.
For Fiscal Year 2008, NRCS, in conjunction with us, contracted
with KPMG for a full financial statement audit. That audit was the
first attempt to audit NRCS’s transactions comprehensively. KPMG
found that NRCS could not support its transactions and account
balances due to a wide range of documentation problems including
lack of evidence supporting obligations such as accrued expenses,
undelivered orders and unfilled customer orders. We found these
problems occurred mainly because NRCS lacked Federal financial
accounting experience or expertise. Until 2004, NRCS had relied on
FSA employees to help account for its transactions and had not de-
veloped a staff of accounting professionals.

As to the NRCS program operations, I would like to talk about
a couple of recent audits we have done in the Wetlands Reserve
Program. The Wetlands Reserve Program has been the subject of
three different audits over the last several years. Our first audit
dealt with how NRCS compensated owners for land that would be
used for conservation. Legally, NRCS was required to limit land-
owner compensation to the difference between the fair market
value of the land before and after the conservation easement.
NRCS assumed the land subject to these easements had little or
no remaining market value. However, our review found that the
market value can be substantial. As a result, we estimated that
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NRCS could have potentially saved the program more than $159
million for the 5 year period we looked at.

Our second audit report found that ongoing problems of coordina-
tion between NRCS and FSA resulted in producers receiving farm-
ing subsidies for lands that should have been retired. When pro-
ducers participate in the Wetlands Reserve Program, they must in-
form FSA that they have reduced the arable land they are farming
by the number of acres now being dedicated to conservation. In our
review, we found cases in which landowners had not notified FSA
and continued receiving farm subsidy payments for land where the
conservation easements had been purchased by the government.
We also found a handful of cases involving the grassland reserve
easements where NRCS in fact had done the notifications but FSA
hadn’t made the adjustments to the crop base.

Our third report noted problems with how NRCS monitored land-
owners’ overall compliance with conservation programs. We found
that five of the six state offices we reviewed did not annually mon-
itor nearly 90 percent of our sample of 153 easements. We also
found possible noncompliance issues on approximately 40 percent
of the easements we did visit.

We are currently completing a review of NRCS’s implementation
of its Dam Rehabilitation Program. Congress appropriated approxi-
mately $160 million for Fiscal Years 2002 through 2007 for pur-
poses of assessing and rehabilitating our aging system of flood con-
trol structures. We found, however, that NRCS had not assessed
for rehabilitation 79 percent of the dams categorized as high haz-
ard. In our preliminary discussions with senior NRCS officials,
they acknowledged the need to expeditiously complete these assess-
ments.

We appreciate the cooperation and the assistance of NRCS and
FSA during our oversight reviews, and I am happy to answer any
questions.

[The prepared statement of Ms. Tighe follows:]

PREPARED STATEMENT OF KATHLEEN S. TIGHE, DEPUTY INSPECTOR GENERAL, OFFICE
OF THE INSPECTOR GENERAL, U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON,
D.C.

Good morning, Mr. Chairman and Members of the Subcommittee. Thank you for
inviting me to appear before you today to address the Natural Resource Conserva-
tion Service’s (NRCS) administration and management of its programs.

As the oversight agency of the U.S. Department of Agriculture (USDA), the Office
of Inspector General (OIG) works to ensure that the Department’s programs are de-
livered as efficiently and as effectively as possible and to prevent fraud, waste, and
abuse in USDA’s programs and operations. As part of overseeing NRCS, we have
conducted a variety of recent audit work, including financial statement audits and
audits of NRCS’ program operations. We appreciate the agency’s cooperation and as-
sistance during these oversight reviews, and we note the good work being done by
NRCS personnel across the country. I will begin my remarks by addressing NRCS’
efforts to adequately account for the tax dollars it receives and spends.

Financial Statement Audits

The Chief Financial Officers Act of 1990 mandated that OIG perform financial
statement audits of the Department’s financial statements. In Fiscal Year 2007,
OIG’s financial audit responsibilities were expanded to include a separate audit of
NRCS’ financial statements. For Fiscal Year 2008, NRCS, in conjunction with OIG,
contracted for an NRCS financial statement audit. The contractor, KPMG, con-
ducted the audit with OIG serving as the Contracting Officer’s Technical Represent-
ative to oversee and monitor the contract. For Fiscal Year 2008, KPMG was unable
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to provide an opinion on NRCS’ financial statements because the agency could not
document or support its transactions and account balances.

To understand how NRCS arrived at this point, some background is necessary.
Prior to 2004, NRCS and the Farm Service Agency (FSA) shared responsibility for
farm programs. As part of this arrangement between the two agencies, NRCS pro-
vided the technical assistance producers required, and FSA administered the pro-
grams, including providing the financial accounting. Since the Chief Financial Offi-
cers Act of 1990 did not require a separate financial statement audit of NRCS, OIG
did not issue a separate opinion on the agency’s financial statements. Instead,
NRCS’ transactions were included in the universe from which we selected trans-
actions for the consolidated financial statement audit.

The Farm Security and Rural Investment Act of 2002 changed this arrangement
by making NRCS fully responsible for administering its own farm programs, includ-
ing the necessary financial accounting. Full responsibility switched to NRCS with
the start of Fiscal Year 2004, which meant that NRCS employees were now pre-
paring the transactions we sampled in our consolidated financial statements.

Beginning in Fiscal Year 2007, the Office of Management and Budget (OMB) re-
quired a separate financial statement audit of NRCS. In this requirement’s first
year, the agency contracted to perform a review of several accounts instead of a
comprehensive audit. OIG monitored the contractor’s work by attending meetings,
reviewing audit evidence, and reviewing and approving deliverables. The contractor
issued a report noting that NRCS’ accounting departed from generally accepted ac-
counting principles. These accounting problems were caused by NRCS overstating
unpaid and undelivered orders, needing better accounting controls, and lacking com-
plete supporting documentation. After the review, NRCS embarked on a project to
improve its records in preparation for the Fiscal Year 2008 financial statement
audit.

The 2008 financial statement audit was the first attempt to audit NRCS’ trans-
actions comprehensively. The independent certified public accounting firm con-
tracted to perform this work—KPMG—was unable to provide an opinion because
NRCS could not support its transactions and account balances. There were a wide
range of documentation problems, including a lack of evidence supporting obliga-
tions such as accrued expenses, undelivered orders, and unfilled customer orders.
For example, KPMG found a number of accrued expenses (which are expenses that
are incurred during 1 fiscal year, but paid later) that either lacked support or lacked
support that matched the expense. In addition, KPMG also found deficiencies in
how NRCS accounted for leases and easements.

These problems occurred because NRCS lacked Federal financial accounting ex-
pertise. Until 2004, NRCS had relied on FSA employees to help account for its
transactions, and had not cultivated a staff of accounting professionals. Part of this
problem also has to do with how NRCS understands its mission within USDA.
Many NRCS officials perceive their primary role as providing technical and sci-
entific assistance to producers. Training employees to correctly account for its activi-
ties was not the agency’s first priority.

NRCS has taken steps to address the deficiencies disclosed in the 2008 financial
audit. To reach a correct statement of the agency’s balances as of September 30,
2008, NRCS has:

e Trained over 300 NRCS employees concerning financial accounting principles in
the areas that were identified as deficiencies in the Fiscal Year 2008 audit.

e Developed an automated tool to assist these employees as they validate and cor-
rect balances for specific general ledger accounts.

e Performed quality assurance reviews of the clean-up efforts performed by the
states to address issues identified in the audit.

e Required the Deputy Chiefs and State Conservationists to attest that their fi-
nancial information is complete, accurate, and reliable.

Based on the results of this clean-up effort, NRCS will adjust its financial state-
ments to what it believes are the correct balances for the fiscal year ending Sep-
tember 30, 2008. NRCS believes these ending balances will serve as the foundation
for an improved Fiscal Year 2009 financial statement.

Beginning last month, NRCS engaged the services of KPMG to evaluate the effec-
tiveness of its efforts to clean up its financial statements. While it would be pre-
mature to anticipate the results of KPMG’s evaluation, NRCS believes that its
clean-up efforts will enable the agency to achieve an unqualified opinion on future
financial statement audits, which KPMG will also be performing.
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Wetlands Reserve Program (WRP): Financial Accounting

As an illustration of how NRCS’ financial accounting and its program operations
are interrelated, I would like to discuss one of our recent audits of NRCS’ Wetlands
Reserve Program (WRP).1 WRP is a voluntary program that offers landowners tech-
nical and financial support to restore, enhance, and protect qualified wetlands on
their property. By the end of Fiscal Year 2008, over 2 million acres were enrolled
in WRP under approximately 9,400 easements and 1,200 restoration agreements. As
of October 15, 2008, NRCS had obligated approximately $150 million in WRP funds
for Fiscal Year 2008.

Early in our review of WRP payments, we found that NRCS was obligating ex-
pired funds—the agency was using funds that had been authorized under the 1996
Farm Bill after that bill had been superseded by the 2002 Farm Bill. We found over
1,400 WRP contracts, totaling almost $74 million, that had been obligated using ex-
pired WRP funds.

NRCS’ financial management officials allowed these expired funds to be used be-
cause they had mistakenly assumed that 1996 Farm Bill funds—like the 1990 Farm
Bill funds—were “no-year funds” and, therefore, were available for obligation in sub-
sequent fiscal years. We recommended that NRCS adjust its financial accounts to
correct for these improper obligations, and the agency took corrective action to re-
solve this problem.

NRCS Program Management

Turning from NRCS’ efforts to account for the funds it receives and spends, I
would like to comment now on a number of audits concerning NRCS’ program oper-
ations that OIG has already issued, or will soon issue.

WRP has been the subject of three different audit reports.2 OIG’s first audit dealt
with how NRCS compensated owners for land that would be used for conservation.
Under the WRP statute, NRCS was required to limit landowner compensation to the
difference between the fair market value of the land before the WRP conservation
easement and the fair market value of the land after the WRP easement (also
known as the “residual value”).3 NRCS assumed that lands subject to WRP ease-
ments had little or no remaining market value; therefore, the agency issued instruc-
tions to establish a residual value of zero. However, we found that the residual
value can be substantial. As a result, we estimated that NRCS could have poten-
tially saved the program more than $159 million from 1999 to 2003. In response
to our recommendation, NRCS modified its WRP appraisal methodology to recognize
the residual value of easement-encumbered lands.*

When producers participate in WRP, they must inform FSA that they have re-
duced the arable land they are farming by the number of acres now being dedicated
to conservation. This step is important because it decreases the farm subsidy the
producer receives from FSA. We found cases in which landowners had not notified
FSA and continued receiving improper farm subsidy payments for land where con-
servation easements had been purchased by the government.5 This issue formed the
basis of our second audit report on WRP, which found that ongoing problems of co-
ordination between NRCS and FSA resulted in producers receiving farming sub-
sidies for land they should have retired.®?

Our third report on WRP noted problems with how NRCS monitored landowners’
compliance with WRP conservation provisions.® During our audit of activities from
2003 to 2005, we found that five NRCS state offices did not annually monitor nearly
90 percent of our sample of 153 WRP easements. We found possible noncompliance

1“WRP—Wetlands Restoration and Compliance,” Audit Report 10099—4—SF, dated August 25,
2

008.

2“WRP—Wetlands Restoration and Compliance,” Audit Report 10099-4-SF, dated August 25,
2008; “Compensation for Easements,” Audit Report 10099-3-SF, dated August 2005; and “Crop
Bases on Lands with Conservation Easements—State of California,” Audit Report 50099-11-SF,
dated August 2007.

3 Residual value is the value of the land with the conservation easement restrictions, which
may include the landowner’s continued control of access to the land; the right to allow hunting
and fishing; and the pursuit of other undeveloped recreational uses, provided such uses do not
impact other prohibitions listed in the warranty easement deed.

4“Compensation for Easements,” Audit Report 10099-3—SF, dated August 2005.

5We also found similar problems in NRCS’ Emergency Watershed Protection Program and
FSA’s Grassland Reserve Program easements.

6“Crop Bases on Lands with Conservation Easements—State of California,” Audit Report
50099-11-SF, dated August 2007.

7In (tihis report, we audited easements only in California, but NRCS took corrective action na-
tionwide.

8 “WRP—Wetlands Restoration and Compliance,” Audit Report 10099-4-SF, dated August 25,
2008.
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issues on approximately 40 percent of the easement sites we inspected. With the
number of easements increasing and field staff decreasing, NRCS has fewer re-
sources to monitor its easements for compliance with program requirements. To cor-
rect this problem, NRCS agreed to develop a risk-based monitoring system to opti-
mize its monitoring resources.

OIG also has completed, or will soon complete, audits on other aspects of NRCS’
program operations. For instance, we are currently performing an audit of the Con-
servation Security Program, intended to evaluate the adequacy of NRCS’ controls
over the program and to review participant and land eligibility.

We are also completing a review of NRCS’ implementation of its dam rehabilita-
tion program.® Recognizing the threat to public safety posed by the aging system
of flood control structures, Congress appropriated approximately $160 million from
Fiscal Years 2002 to 2007 for the purpose of assessing and rehabilitating these
dams. We found, however, that NRCS has not always rehabilitated the dams that
pose the greatest risk to public safety. Instead, 7 years after the program was initi-
ated, NRCS has not assessed 1,345 of 1,711 (79 percent) high hazard dams for reha-
bilitation and has spent $10.1 million (of the $160 million) to rehabilitate lower pri-
ority dams—dams where failures would be unlikely to result in the loss of human
life. NRCS’ efforts to implement the dam rehabilitation program have been hindered
because the agency does not own the dams and lacks direct regulatory authority
over dam owners. However, NRCS has not always established cooperative relation-
ships with the state agencies responsible for overseeing dams. These state agencies
can, if the need arises, compel owners to repair a dangerous structure. In our pre-
liminary discussions with senior NRCS officials, they acknowledged the need to ex-
peditiously complete assessment of high hazard dams. They also stated that the ad-
ditional funding provided under the American Recovery and Reinvestment Act of
2009 will help accomplish this goal.

The American Recovery and Reinvestment Act of 2009 (Recovery Act)

Our review of the dam rehabilitation program is especially timely because the Re-
covery Act appropriated an additional $50 million for rehabilitating dams. In a re-
cent meeting with senior NRCS officials, they agreed that our draft report will help
them develop “best practices” as the agency prepares to expend the additional fund-
ing. We plan to do a followup review of this program later this fiscal year or early
next fiscal year, which will provide NRCS an opportunity to demonstrate how it has
responded to our recommendations as it spends this stimulus money.

The Recovery Act also appropriated to NRCS an additional $290 million, which
NRCS distributed by allocating $145 million for floodplain easements and $145 mil-
lion for watershed operations. The Department recently announced that it will re-
lease the full $145 million to restore floodplains and protect an estimated 60,000
acres through the floodplain easement component of its Emergency Watershed Pro-
tection Program (EWP). Since signups for the easements will end on March 27, we
have already staffed an audit team to review this additional funding. In the first
phase of this review, we will evaluate the adequacy of NRCS’ management controls
over easements in EWP, given the control weaknesses we found in the processing
of easements under WRP. In the second phase of our review, we intend to verify
the eligibility of the participants and whether funds were expended properly.

We plan to apply a similar approach and methodology to our planned review of
the $145 million allocated for watershed operations projects. In its announcement
on March 9, 2009, the Department stated that it would be releasing $80 million of
the amount that week. The funding will be provided to sponsoring local organiza-
tions, which will operate projects intended to protect watersheds, and promote flood
mitigation and water quality improvements.

Mr. Chairman and Members of the Subcommittee, I would like to conclude by
thanking the Subcommittee for the opportunity to present OIG’s recent work on
these issues. I am happy to answer any questions you may have.

The CHAIRMAN. Thank you, Ms. Tighe.
Ms. Shames.

9“Rehabilitation of Flood Control Dams,” Audit Report 10601-1-At. The report is not yet re-
leased.
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STATEMENT OF LISA SHAMES, DIRECTOR, NATURAL
RESOURCES AND ENVIRONMENT, U.S. GOVERNMENT
ACCOUNTABILITY OFFICE, WASHINGTON, D.C.

Ms. SHAMES. Mr. Chairman and Members of the Subcommittee,
I am pleased to be here today to discuss our work on USDA’s man-
agement of its conservation programs. As you know, these pro-
grams provide billions of dollars in assistance each year. That is
why their efficient and effective management can enhance the
stewardship of our natural resources.

My testimony will discuss findings from past GAO reports. Spe-
cifically, we found duplicate payments under CSP, EQIP funds not
linked to environmental purposes, and farm program payments
made to individuals who exceeded the income limit. In response to
these findings and our recommendations, USDA has taken a num-
ber of actions intended to improve its management of these pro-
grams. Overall, these actions appear promising but we have not
evaluated their effectiveness.

First, regarding CSP duplicate payments, both legislative and
regulatory measures are designed to reduce the potential for dupli-
cation between CSP and other conservation programs. For exam-
ple, both the 2002 and 2008 Farm Bills explicitly prohibit CSP pay-
ments for activities that can be funded under other conservation
programs. Also, NRCS regulations establish higher minimum eligi-
bility standards for CSP. Despite these measures, our analysis
found duplicate payments. In one case, a producer received a CSP
payment of over $9,000 and an EQIP payment of nearly $800 on
the same parcel of land for the same conservation action. In re-
sponse to our recommendations, NRCS said it had updated soft-
ware to compare CSP applications and existing contracts, issued a
bulletin describing measures to preclude duplicate payments, and
indicated it would require applicants to identify any payments re-
ceived under another conservation program. Subsequently, NRCS
told us that it had identified 760 potential or actual duplicate pay-
ments totaling nearly $1 million and has taken appropriate action
to preclude or recover these payments.

Regarding EQIP funds, we reported that the general financial as-
sistance formula which accounts for about %5 of funding to the
states did not clearly link to the program’s purpose of optimizing
environmental benefits. Specifically, the formula did not have a
documented rationale for its factors and weights. Small differences
in the weight can significantly affect the amount of funding a state
receives by $6.5 million. We also reported that the formula used
questionable and outdated data. Positively, at the time of our re-
view, we found NRCS had begun to develop performance targets
and measures to assess environmental changes resulting from
EQIP practices. We noted that this information could help direct
funds towards areas of the country that needed the most improve-
ment. In response to our recommendations, NRCS modified the fac-
tors and weights, updated some data sources and described how
factors in the formula linked to a number of performance measures.

Regarding the integrity of farm program payments, we reported
that about %49 million in farm payments were made to about 2,700
potentially ineligible individuals between Fiscal Years 2003 and
2006. Of the $49 million, $14 million was from CRP payments and
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$3 million from EQIP. We found that FSA does not test for income.
Instead, FSA tests compliance by looking at how much a farm re-
ceived in payments in the previous year and whether it experienced
a change in ownership, among other things.

The need for management controls will remain critical. The 2008
Farm Bill lowered the income eligibility caps, thus the number of
individuals whose adjusted gross income exceeds the caps is likely
to rise to as many as 23,000, according to our analysis, and in-
creases the risk that USDA could make improper payments and
our analysis shows that that could be as high as $90 million.

USDA agreed with our recommendations that FSA work with
IRS to develop a way to determine whether payment recipients
meet eligibility requirements. Last week USDA announced that re-
cipients would be required to sign a form that grants IRS authority
to provide income information to USDA so that it can verify it.

In conclusion, USDA conservation programs can play an invalu-
able role in encouraging farmers to act as stewards of the nation’s
natural resources. On a positive note, USDA has taken a number
of actions to address our findings. Nevertheless, while these actions
appear promising, continued oversight is especially critical in light
of the nation’s current fiscal challenges.

Mr. Chairman, this concludes my prepared statement and I
would be pleased to answer any questions that you or Members of
the Subcommittee may have.

[The prepared statement of Ms. Shames follows:]

PREPARED STATEMENT OF LISA SHAMES, DIRECTOR, NATURAL RESOURCES AND
ENVIRONMENT, U.S. GOVERNMENT ACCOUNTABILITY OFFICE, WASHINGTON, D.C.

Improved Management Controls Can Enhance Effectiveness of Key Con-
servation Programs

Highlights
Highlights of GAO-09-528T (hitp:/ /www.gao.gov /new.items [ d09528t.pdf), testi-

mony before the Subcommittee on Conservation, Credit, Energy, and Research,
House Committee on Agriculture.

Why GAO Did This Study

The U.S. Department of Agriculture (USDA) administers conservation programs,
such as the Conservation Stewardship Program (CSP, formerly the Conservation Se-
curity Program) and the Environmental Quality Incentives Program (EQIP), to help
farmers reduce soil erosion, enhance water supply and quality, and increase wildlife
habitat, among other things.

This testimony is based on GAO reports on CSP and EQIP, each issued in 2006,
and a 2008 report on farm program payments. It discusses (1) the potential for du-
plicate payments between CSP and other conservation programs, (2) USDA’s process
for allocating EQIP funds to the states to optimize environmental benefits, and (3)
USDA’s management controls over farm program payments.

What GAO Recommends

Among other things, GAO recommended that USDA (1) develop a comprehensive
process to preclude and identify duplicate payments between CSP and other con-
servation programs, (2) take steps to improve the EQIP general financial assistance
formula, and (3) work with the Internal Revenue Service (IRS) to develop a method
for determining whether all recipients of farm program payments meet income eligi-
bility requirements. USDA agreed with these recommendations and has taken ac-
tions to implement them, but GAO has not assessed the effectiveness of these ac-
tions.

View GAO-09-528T or key components. For more information, contact Lisa
Shames at [Redacted], [Redacted].
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What GAO Found

While legislative and regulatory measures are in place to reduce the possibility
of duplicate payments, the potential still exists because CSP and other USDA con-
servation programs may be used to finance similar conservation activities. GAO pre-
viously reported that USDA did not have a comprehensive process to preclude or
identify such duplicate payments, and GAO found a number of instances of dupli-
cate payments. USDA was unaware of this duplication. However, USDA has since
updated its contracting software to identify potential duplication and issued written
guidance to its field offices outlining measures to preclude duplicate payments. As
a result, USDA said that it has identified about 760 examples of potential or actual
duplicate payments since Fiscal Year 2004 totaling about $1 million, and has taken
action to preclude or recover these payments, as appropriate.

GAO previously reported that USDA’s process for allocating EQIP funds was not
clearly linked to the program’s purpose of optimizing environmental benefits. There-
fore, USDA may not have directed funds to states with the most significant environ-
mental concerns arising from agricultural production. To allocate most EQIP funds,
USDA uses a general financial assistance formula that consists of 31 factors and
weights. However, USDA did not have a documented rationale for how each factor
contributes to accomplishing the program’s purpose; some of the formula’s data was
questionable or outdated; and the funding allocation process was not linked to
USDA’s long-term performance measures. For Fiscal Year 2009, USDA has issued
updated guidance for this formula that appears to address a number of these ele-
ments.

GAO reported that USDA does not have adequate management controls in place
to verify that farm program payments, including those for conservation programs,
are made only to individuals who do not exceed income eligibility caps. As a result,
USDA cannot be assured that millions of dollars in farm payments are proper. GAO
found that $49.4 million in farm payments were made to about 2,700 potentially in-
eligible individuals between Fiscal Years 2003 and 2006. About six percent of this
amount was for EQIP payments; 29 percent was for the Conservation Reserve Pro-
gram, a program that pays farmers to retire environmentally-sensitive cropland.
The need for management controls will remain critical, since recent legislation low-
ered the income eligibility caps and makes the number of individuals whose income
exceeds these caps likely to rise. In March 2009, USDA announced that it has begun
working with IRS to ensure that high-income individuals and entities who request
farm payments meet income limits as set forth in law, and that once this
verification system is fully operational, it should identify inappropriate payments
before they are disbursed. As GAO has previously reported, ensuring the integrity
and equity of farm programs is a key area needing enhanced Congressional over-
sight. Such oversight can help ensure that conservation programs benefit the agri-
cultural sector as intended and protect rural areas from land degradation, dimin-
ished water and air quality, and loss of wildlife habitat.

Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to discuss our work on the U.S. Department of Agri-
culture’s (USDA) management of its conservation programs designed to help farm-
ers be better stewards of our natural resources. Under these programs, primarily
the Conservation Stewardship Program (CSP, formerly the Conservation Security
Program) and the Environmental Quality Incentives Program (EQIP), USDA and
producers (farmers and ranchers) enter into contracts to implement practices to re-
duce soil erosion, enhance water supply and quality, and increase wildlife habitat,
among other things. These conservation programs are administered by USDA’s Nat-
ural Resources Conservation Service (NRCS). Another USDA agency, the Farm
Service Agency (FSA), is responsible for ensuring that only individuals who meet
certain eligibility criteria receive Federal farm program payments, including pay-
ments for many conservation programs.

As you know, farmers and ranchers own or manage about 940 million acres, or
about half of the continental United States’ land area, and thus they are among the
most important stewards of our soil, water, and wildlife habitat. USDA’s conserva-
tion programs, which provide billions of dollars in assistance each year, are a key
resource in promoting this environmental stewardship. Therefore, it is essential that
they be managed effectively and efficiently and that they be adequately overseen to
assure that payments are provided only to eligible individuals. We are eager to as-
sist the 111th Congress in meeting its oversight agenda. To that end, we have rec-
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ommended that ensuring the integrity and equity of the farm programs is a key
area needing Congressional oversight.!

My testimony today is based on our reports on CSP, EQIP, and Federal farm pro-
gram payments.2 I will focus on three primary issues discussed in these reports: (1)
the potential for duplicate payments under CSP and other USDA conservation pro-
grams for similar conservation activities, (2) NRCS’s process for allocating EQIP
funds to the states to optimize environmental benefits, and (3) FSA’s efforts to en-
sure the integrity of farm program payments, including payments for conservation.
To perform this work, we reviewed relevant statutory provisions, NRCS, FSA, and
other USDA regulations, program documentation, guidelines for implementing EQIP
and CSP, and guidance for making farm program payments. We also analyzed data
on farm program payments, producer income, and funding allocated to the states
under EQIP and to priority watersheds under the Conservation Security Program.
In addition, we spoke with officials at NRCS, FSA, other USDA offices, and the In-
ternal Revenue Service (IRS). We conducted our work in accordance with generally
accepted government auditing standards.

In summary, USDA has taken a number of actions to address our recommenda-
tions to improve its management of these conservation programs and the integrity
of farm program payments. Specifically:

e Regarding CSP, we reported that duplicate payments had occurred despite leg-
islative and regulatory measures that were to reduce the potential for duplica-
tion between CSP and other programs. We recommended that NRCS develop a
process to preclude further duplicate payments as well as to identify and re-
cover past duplicate payments. In response, NRCS updated its contracting soft-
ware to identify potential duplication and issued written guidance to its field
offices in October 2006 outlining measures to preclude duplicate payments. As
a result, NRCS reportedly has identified 760 examples of potential or actual du-
plicate payments since Fiscal Year 2004 totaling nearly $1 million, and has
taken action to preclude or recover these payments, as appropriate.

e Regarding EQIP, we reported that NRCS’s formula for allocating financial as-
sistance, which accounts for most of the funding provided to the states, does not
link to the program’s purpose of optimizing environmental benefits. We rec-
ommended that NRCS ensure that the rationale for the formula’s factors and
weights used to determine the state allocations is documented and linked to
program priorities, and that data sources used in the formula are accurate and
current. We also recommended that NRCS use information from long-term per-
formance measures to further revise the formula to ensure funds are directed
to areas of highest priority. In response, in January 2009, NRCS issued updated
guidance for its EQIP funding allocation formula that appears to address a
number of the elements raised in our recommendation.

e Regarding the integrity of farm program payments, we reported that USDA
cannot be certain that millions of dollars in farm program payments, including
conservation payments, it made are proper because it does not have manage-
ment controls to verify that payments are made only to individuals who did not
exceed income eligibility caps. We recommended that FSA work with IRS to de-
velop a method for determining whether all recipients of farm payments meet
income eligibility criteria. In response, USDA announced last week that it has
begun working with IRS to ensure that high-income individuals and entities
who request farm program payments meet income limits as set forth in law. Ac-
cording to USDA, once this verification system is fully operational, it should
identify inappropriate payments before they are disbursed.

While these are positive steps, we have not evaluated their effectiveness. In the
latter two cases, the agency actions to implement our recommendations are so re-
cent that there is little or no basis yet to do this evaluation.

1GAO, Suggested Areas for Oversight for the 110th Congress, GAO-07-235R (http://
www.gao.gov [ new.items | d07235r.pdf) (Washington, D.C.: Nov. 17, 2006).

2GAO, Conservation Security Program: Despite Cost Controls, Improved USDA Management
Is Needed to Ensure Proper Payments and Reduce Duplication with Other Programs, GAO-06—
312 (http:/ | www.gao.gov | new.items | d06312.pdf) (Washington, D.C.: Apr. 28, 2006). GAO, Agri-
cultural Conservation: USDA Should Improve Its Process for Allocating Funds to States for the
Environmental Quality Incentives Program, GAO0-06-969 (http://www.gao.gov/new.items/
d06969.pdf) (Washington, D.C.: Sept. 22, 2006). GAO, Federal Farm Programs: USDA Needs to
Strengthen Controls to Prevent Payments to Individuals Who Exceed Income Eligibility Limits,
GAO-09-67 (http:/ |www.gao.gov | new.items /| d0967.pdf) (Washington, D.C.: Oct. 24, 2008). Cop-
ies of the Highlights pages for these reports are attached to this statement.
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Legislative and Regulatory Measures Reduce the Potential for Duplication
Between CSP and Other Programs, but Duplicate Payments Have Oc-
curred

EQIP provides assistance to farmers and ranchers to take new actions aimed at
addressing identified conservation problems. CSP rewards farmers and ranchers
who already meet very high standards of conservation and environmental manage-
ment in their operations. Farm bill provisions and NRCS regulations are designed
to reduce the potential for duplication between CSP and other USDA conservation
programs, such as EQIP. For example, the Farm Security and Rural Investment Act
%f 200%3 (1%0(32 Farm Bill) and the Food, Conservation, and Energy Act of 2008 (2008

arm Bill):

e provide that CSP may reward producers for maintaining conservation practices
that they have already undertaken, whereas other programs generally provide
assistance to encourage producers to take new actions to address conservation
problems on working lands or to idle or retire environmentally sensitive land
from agricultural production; and

e explicitly prohibit (1) duplicate payments under CSP and other conservation
programs for the same practice on the same land and (2) CSP payments for cer-
tain activities that can be funded under other conservation programs, such as
the construction or maintenance of animal waste storage or treatment facilities.

USDA has also issued CSP regulations that can prevent duplicate payments be-
tween CSP and other conservation programs. For example, the regulations:

e establish higher minimum eligibility standards for CSP than for other pro-
grams, which help to differentiate the applicant pool for CSP from the potential
applicants for these other programs; and

e encourage CSP participants to implement conservation actions, known as en-
hancements, to achieve a level of treatment that generally exceeds the level re-
quired by other USDA conservation programs.

Despite these legislative and regulatory measures, we reported in 2006 that the
potential for duplicate payments still existed because of similarities in conservation
actions financed through CSP and other programs. At that time, we found that du-
plicate payments had occurred. Our analysis of Fiscal Year 2004 payments data
showed 72 producers who received payments under CSP and EQIP that appeared
to be for similar conservation actions. Of these, we examined 11 cases in detail and
found duplicate payments had occurred eight times. For example, four of these du-
plicate payments were made to producers who received a CSP enhancement pay-
ment and an EQIP payment for conservation actions that appeared to be similar.
In one of these cases, a producer received a CSP pest management enhancement
payment of $9,160 and an EQIP payment of $795 on the same parcel of land for
the same conservation action—conservation crop rotation.

NRCS state officials agreed that the payments made in these four cases were du-
plicates. They stated that they were unaware that such duplication was occurring
and that they would inform their district offices of it. At the time of our report,
NRCS headquarters officials stated that the agency lacked a comprehensive process
to either preclude duplicate payments or identify them after a contract has been
awarded. Instead, these officials said, as a guard against potential duplication,
ERCS relied on the institutional knowledge of its field staff and the records they

eep.

NRCS has the authority to recover duplicate payments. Under a CSP contract, as
required in the 2002 and 2008 Farm Bills, a producer agrees that if the producer
violates any term or condition of the contract, the producer is to refund payments
and forfeit all rights to receive payments or is to refund or accept adjustments to
payments, depending on whether the Secretary of Agriculture determines that ter-
mination of the contract and return of payments is or is not warranted, respectively.

Duplicate payments reduce program effectiveness and, because of limited funding,
may result in some producers not receiving program benefits for which they are oth-
erwise eligible. For these reasons, we recommended that the Secretary of Agri-
culture direct the Chief of NRCS to develop processes to review (1) CSP contract
applications to ensure that CSP payments, if awarded, would not duplicate pay-
ments made by other USDA conservation programs and (2) existing CSP contracts

3The Conservation Security Program was originally authorized in the 2002 Farm Bill and in-
cluded measures to reduce the potential for duplication with other USDA conservation pro-
grams. Similar measures are also included in the Conservation Stewardship Program authorized
in the 2008 Farm Bill.
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to identify cases where CSP payments duplicate payments made under other pro-
grams and take action to recover appropriate amounts and to ensure that these du-
plicate payments are not repeated in Fiscal Year 2006 and beyond.

Regarding the first recommendation, in July 2006, NRCS said it had created an
automated system within its contracting software to conduct a comparison between
new CSP applications and existing contracts for other conservation programs to re-
veal potential duplication. In addition, in October 2006, NRCS issued a national bul-
letin to its field staff describing measures needed to preclude duplicate payments.
According to the bulletin, NRCS conducted a comparison between existing contracts
for several conservation programs, including EQIP, and Fiscal Year 2006 CSP appli-
cations to identify potential duplication. This comparison found 81 potential dupli-
cate payments for conservation practices. NRCS said it adjusted the CSP applica-
tions to prevent these duplicate payments. Furthermore, NRCS indicated that start-
ing with the Fiscal Year 2006 CSP sign-up, it would require applicants to complete
a form that asks an applicant to identify any payments the applicant receives under
another conservation program on any of the land being offered for enrollment in
CSP. While these actions are positive steps, we have not assessed their effective-
ness.

Regarding the second recommendation, NRCS indicated it would use its con-
tracting software to compare existing CSP contracts with existing contracts for
EQIP and other conservation programs. Specifically, according to NRCS’s national
bulletin, its field offices are to compare CSP contract enhancement activities with
the practices financed under other conservation program contracts to determine
whether duplicate payments are planned in Fiscal Year 2007 and beyond, or if du-
plicate payments occurred during Fiscal Years 2004 through 2006. NRCS said that
all identified duplicate payments would be dealt with according to the NRCS con-
tracting manual. According to NRCS officials, the agency did not have a CSP sign-
up in 2007, so there were no new applications that year. In 2008, NRCS received
about 2,300 CSP applications, but agency officials said they did not have informa-
tion on potential duplicate payments. For 2004 to 2006, NRCS officials said the
agency found 371 duplicate payments between CSP and EQIP totaling about
$420,000. These officials did not have information on the amount of these payments
recovered, but noted that they represented less than one percent of total CSP pay-
ments made during these years. Furthermore, NRCS officials stated the agency
found 389 scheduled payments totaling about $520,000 under these programs that
WOl‘lild have been duplicates. NRCS was able to preclude these payments from being
made.

NRCS’s Process for Allocating EQIP Funds to the States Does Not Link to
the Program’s Purpose of Optimizing Environmental Benefits

In 2006, we reported that NRCS’s process for providing EQIP funds to the states
is not clearly linked to the program’s purpose of optimizing environmental benefits.
Specifically, we found that NRCS’s general financial assistance formula, which ac-
counts for approximately %4 of funding provided to the states, did not have a docu-
mented rationale for each of the formula’s factors and weights, which are used to
determine the allocation of funds to the states to address environmental issues. In
addition, the formula sometimes relied on questionable and outdated data. As a re-
sult, NRCS may not have been directing EQIP funds to states with the most signifi-
cant environmental concerns arising from agricultural production.

More specifically, in Fiscal Year 2006, approximately 65 percent of EQIP funds
were allocated using a general financial assistance formula. This formula contained
31 factors related to the availability of natural resources and the presence of envi-
ronmental concerns, such as acres of wetlands and at-risk species habitat, pesticide
and nitrogen runoff, and the ratio of commercial fertilizers to cropland. NRCS as-
signs each of the formula’s factors a weight. Factors with the highest weights in-
cluded acres of highly erodible cropland, acres of fair and poor rangeland, the quan-
tity of livestock, and the quantity of animal waste generated.

At the time of our report, NRCS had periodically modified factors and weights to
emphasize different national priorities, such as in Fiscal Year 2004, following the
passage of the 2002 Farm Bill. However, NRCS had not documented the basis for
its decisions on the formula factors and weights or explained how they achieve the
program’s purpose of optimizing environmental benefits. Thus, it was not always
clear whether the formula’s factors and weights directed funds to the states as effec-
tively as possible.

Small differences in the weights can shift the amount of financial assistance di-
rected at a particular concern. For example, in 2006, if the weight of any of the 31
factors had increased by one percent, $6.5 million would have been shifted at the
expense of one or more other factors. The potential for the weights to significantly
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affect the amount of funding a state receives underscores the importance of having
a well-founded rationale for assigning them.

We also reported that weaknesses in the financial assistance formula were com-
pounded by NRCS’s use of questionable and outdated data. First, five of the 29 data
sources in the financial assistance formula were used more than once for separate
factors. Using the same data for multiple factors may result in more emphasis being
placed on certain environmental concerns than intended. Second, NRCS could not
confirm the source of data used in ten factors in the formula; as such, we could not
determine the accuracy of the data, verify how NRCS generated the data, or fully
understand the basis on which the agency allocates funding. Third, NRCS did not
use the most current data for six factors in the formula.

Finally, we reported that NRCS had begun to develop more long-term, outcome-
oriented performance measures to assess changes to the environment resulting from
EQIP practices as part of its 2005 strategic planning effort. These measures in-
cluded such things as reducing sediment runoff from farms, improving soil condi-
tions on working cropland, and increasing water conservation. NRCS also included
proposed targets for each measure to be achieved by 2010, such as reducing sedi-
ment runoff by 18.5 million tons annually. At the time of our report, NRCS told us
it had developed baselines for these performance measures, and planned to assess
and report on them once computer models and other data collection methods that
estimate environmental change were completed.

Although we did not assess the comprehensiveness of the EQIP performance
measures, the additional information they provide about the results of EQIP out-
comes should allow NRCS to better gauge program performance. As a next step,
such information could also help the agency refine its process for allocating funds
to the states through its general financial assistance formula by directing funds to-
ward practices that address unrealized performance targets and areas of the country
that need the most improvement. The Chief of NRCS’s Environmental Improvement
Programs Branch agreed that information about program performance might even-
tually be linked to the EQIP funding allocation process. However, at the time of our
report, the agency did not have plans to make this linkage.

Because of our concerns about the general financial assistance formula, we rec-
ommended that NRCS ensure its rationale for the factors and weights was docu-
mented and addressed program priorities, and the data sources used in the formula
were accurate and current. We also recommended that the Secretary of Agriculture
direct NRCS to continue to analyze current and newly developed long-term perform-
ance measures for EQIP and use this information to make further revisions to the
financial assistance formula to ensure funds are directed to areas of highest priority.

Since our report, NRCS has made progress in implementing our recommendations
by modifying its financial assistance formula for the Fiscal Year 2009 EQIP state
allocation. In 2007, an outside consultant hired by NRCS concluded that NRCS
should take a number of steps to improve its conservation program formulae, includ-
ing improving their analytical soundness, making the process more transparent, and
integrating performance information into the formulae. NRCS reviewed the EQIP
formula and made changes prior to its 2009 allocation, including modifying the fac-
tors and weights, and updating some data sources. NRCS also described how factors
in the formula relate to a number of EQIP and NRCS performance measures. While
NRCS’s actions are positive steps, we have not assessed whether they fully address
our recommendations.

Additional USDA Management Controls Could Provide More Assurance of
Conservation Program Integrity

Additional management controls by USDA’s FSA could provide more assurance of
the conservation programs’ integrity by ensuring conservation payments are award-
ed only to individuals who meet income eligibility requirements.# In October 2008
we reported that USDA cannot be certain that millions of dollars in farm program
payments it made are proper, because it does not have management controls, such
as reviewing an appropriate sample of recipients’ tax returns, to verify that pay-
ments were made only to individuals who did not exceed the income eligibility caps.
We determined that $49.4 million in farm payments were made to about 2,700 po-

4 Although these limits changed in the 2008 Farm Bill, under the 2002 Farm Bill, an indi-
vidual or entity with an average adjusted gross income (AGI) of over $2.5 million, over the pre-
vious 3 tax years immediately preceding the applicable crop year, was ineligible for farm pro-
gram payments unless at least 75 percent or more of the average AGI was farm income, defined
as income from farming, ranching, or forestry operations. The AGI provision of the 2002 Farm
Bill covered crop years 2003 through 2008 and applied to most farm program payments, includ-
ing those for crop subsidy payments (e.g., fixed payments based on historical production, known
as direct payments, and price support payments), conservation practices, and disasters.
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tentially ineligible individuals between Fiscal Year 2003 and Fiscal Year 2006.
These recipients included a founder and former executive of an insurance company,
an individual with ownership interest in a professional sports franchise, a top execu-
tive of a major financial services company, a former executive of a technology com-
pany, and individuals residing outside the United States.

As shown in figure 1, about six percent of the $49.4 million was for EQIP pay-
ments and 29 percent was for the Conservation Reserve Program. Payments made
under the “other programs” category included payments made for other NRCS con-
servation programs, such as CSP, the Grassland Reserve Program, Wetlands Re-
serve Program, and Wildlife Habitat Incentives Program.

Figure 1: Percentage of $49.4 Million Paid to Potentially Ineligible Individuals, by
Program, Fiscal Years 2003 through 2006
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Source: GAO analysis of USDA data.

According to FSA officials, a number of factors—such as resource constraints that
hamper its ability to examine complex tax and financial information and lack of au-
thority to access and use IRS tax filer data for such purposes—contribute to its in-
ability to verify that each individual who received farm program payments was eli-
gible. We also found, however, that the sample FSA draws to check recipient eligi-
bility does not test for income eligibility; instead, FSA reviews compliance with eligi-
bility requirements other than income, such as how much a farming operation re-
ceived in farm program payments in the previous year and whether it experienced
a change in ownership. FSA therefore cannot ensure that only individuals who meet
the income eligibility caps are receiving farm payments.

Without better management controls, USDA cannot be assured that millions of
dollars in farm program payments, including conservation payments, are proper.
This need for management controls will remain critical, since the 2008 Farm Bill
lowered the income eligibility caps. This change makes the number of individuals
whose adjusted gross income exceeds the caps likely to rise, which increases the risk
that USDA could make improper payments to more individuals.

To ensure greater program integrity, we recommended that the Secretary of Agri-
culture direct FSA to work with IRS to develop a method for determining whether
all recipients of farm program payments meet income eligibility requirements, and,
if the Secretary finds that USDA does not have authority to obtain information from
IRS, request the authority it would need from Congress. USDA agreed with our rec-
ommendations and, in a March 19, 2009, news release, the agency announced that
it would work with IRS to ensure that high-income individuals and entities who re-
quest USDA payments meet income limits set forth in the 2008 Farm Bill. Specifi-
cally, in order to be eligible for USDA payments all recipients will be required to
sign a separate form that grants IRS authority to provide income information to
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USDA for verification purposes. According to USDA, once this verification system
is fully operational, it should identify inappropriate payments before they are dis-
bursed.

Conclusions

In conclusion, USDA conservation programs can play an invaluable role in encour-
aging farmers and ranchers to act as stewards of the nation’s natural resources.
However, the weaknesses we previously identified in the management of CSP and
EQIP funds, as well as our concerns with controls related to farm program pay-
ments more generally, could undermine the effectiveness of USDA conservation pro-
grams. On a positive note, in response to our recommendations, USDA has taken
a number of promising actions to eliminate duplicate payments between CSP and
other programs, refine the EQIP allocation formula by updating its factors, weights,
and data sources and, in some cases, identifying how the factors relate to long-term
performance measures, and strengthen management controls over farm program
payments. While these actions are positive, continued oversight of these programs,
such as today’s hearing, helps ensure funds are spent as economically, efficiently,
and effectively as possible and benefit the agricultural sector as intended. Such
oversight is especially critical in light of the nation’s current deficit and growing
long-term fiscal challenges.

Mr. Chairman, this concludes my prepared statement. I would be pleased to re-
spond to any questions that you or other Members of the Subcommittee may have.
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ATTACHMENT 1
Conservation Security Program

Despite Cost Controls, Improved USDA Management Is Needed to Ensure
Proper Payments and Reduce Duplication with Other Programs

Highlights

Highlights of GAO-06-312 (http:/ /www.gao.gov [ new.items/d06312.pdf), a report
to the Chairman, Committee on Appropriations, U.S. Senate.

Why GAO Did This Study

The Conservation Security Program (CSP)—called for in the 2002 Farm Bill and
administered by the U.S. Department of Agriculture’s (USDA) Natural Resources
Conservation Service (NRCS)—provides financial assistance to producers to reward
past conservation actions and to encourage further conservation stewardship. CSP
payments may be made for structural or land management practices, such as strip
cropping to reduce erosion. CSP has raised concerns among some stakeholders be-
cause CSP cost estimates generally have increased since the 2002 Farm Bill’s enact-
ment. For example, the Congressional Budget Office’s estimate increased from $2
billion in 2002 to $8.9 billion in 2004.

GAO determined (1) why CSP cost estimates generally increased; (2) what author-
ity USDA has to control costs and what cost control measures exist; and (3) what
measures exist to prevent duplication between CSP and other USDA conservation
programs and what duplication, if any, has occurred.

What GAO Recommends

GAO recommends, in part, that NRCS review its state offices’ wildlife habitat as-
sessment criteria and develop 