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THE FARM BILL

TUESDAY, JANUARY 8, 2002

U.S. SENATE,
COMMITTEE ON THE BUDGET,
Bismarck, ND

The committee met, pursuant to notice, at 9 a.m., in the Civic
Center, Room 101, Bismarck, North Dakota, Hon. Kent Conrad
(chairman of the committee) presiding.

Present: Senator Conrad.

OPENING STATEMENT OF SENATOR CONRAD

Chairman CONRAD. Welcome. Good to have you here this morn-
ing. This is an official hearing of the Senate Budget Committee on
the question of a new farm bill.

This is critically important that we address this question because
the farm bill is still pending before the United States Senate and
upon our return we must conclude action. We must conclude action
by April 15th or lose the funding that was in the last budget reso-
lution. That is $73.5 billion of funding over and above the so-called
baseline which would be the funding available under the previous
farm bill. I think you can see without that additional funding there
would be no way of writing any kind of decent farm legislation.

In fact, what we would be stuck with is the status quo minus the
disaster assistance payments we have received each of the last 4
years. Those payments have totaled more than $25 billion of dis-
aster assistance payments. They were necessary because of the fail-
ure of the current farm legislation.

In fact, I believe the current farm law itself is a disaster. I don’t
know why else we would have had to write disaster assistance
bills, economic disaster assistance bills for agriculture each of the
last 4 years. I think all of us know what the consequences would
have been if we had not had that disaster assistance in place for
North Dakota and other farm States. Can you imagine what would
have happened without those economic disaster assistance pay-
ments each of the last 4 years? There truly would have been a race
to the auctioneer.

The reason this hearing is important is we must establish a
record before the Senate Budget Committee that has responsibility
for identifying the budget needs of the Country as they address the
budget for the year 2003.

Let me just move, if I can, to the charts to try to make this case
clear in a visual way as well. The first and, I think, most dramatic
reason that we need a new farm bill is that we have got prices that
farmers received at a 50- to 60-year low. In real terms, adjusted
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for inflation, the prices farmers are receiving are the lowest they
have been in 50 or 60 years. This chart shows the relationship be-
tween the prices that farmers pay—that is the green line—and the
prices that farmers receive—that is the red line—and what you can
see is the last time that they were even close was before the last
farm bill was written. You will recall at that time we were assured
of permanently high farm prices. Now, that promise was good for
about 90 days, and then as you can see, farm prices started col-
lapsing even while the prices that farmers paid for all of the inputs
continued to increase. The result is a chasm between the prices
that farmers receive and the prices that they pay for all of the
goods that they must buy. That is, I believe, the first and most im-
portant reason for us to write a new farm bill to deal with this dis-
parity.

Second, I want to indicate the October price index that indicates
the prices that farmers receive showed the biggest monthly decline
since they started keeping records 91 years ago. Farm prices de-
clined in the month of October by nearly 10 percent. It is a second
key reason we need to act on new farm legislation and act now.

An additional reason is what our major competitors are doing.
Our major competitors are the Europeans. They are giving much
higher levels of support to their producers than we are giving to
ours. Let me just show the difference.

This is the European Union. The level of support they provide
their farmers each year, it averages over $300 an acre. This is
what we provide our farmers, $38. So we are being outdone here
almost 10 to 1. It is no wonder our farmers are in a very difficult
circumstance. But it doesn’t end there because if we look at world
agricultural export subsidy we see a similar and even more dra-
matic pattern. This chart shows that the European Union is flood-
ing the world with agricultural export subsidy. You can see that
the blue part of this pie is what Europe is doing to support their
producers. They account for 84 percent of all the world’s agricul-
tural export subsidy. This is the United States’ share, this little red
piece here, 2.7 percent. So we are being outgunned there nearly 30
to 1. In fact, something more than 30 to 1, it is no wonder our pro-
ducers are facing difficult economic times.

Now, the consequence of all of this is demonstrated in this chart,
it shows North Dakota net farm income excluding Government pay-
ments. Now, this should sober anybody who takes the time to look.
If we go back to 1991 through 1996 you can see we were getting
substantial income without Government support. That is, before
Government support was included, there was substantial net farm
income in North Dakota. But with the passage of the last farm bill,
the collapse in prices, you can see farm income without Govern-
ment payments evaporate. In the most recent year for which we
have full records—the year of 2000-2001 is not yet completely com-
piled—there would have been no net farm income, none in the
State of North Dakota without Government payments. That is the
harsh reality that we must confront.

Maybe we can go to these next charts and talk about where we
are now with the new farm bill.

First of all, as all of you know, the House has taken action; they
have written a new farm bill. It is a good effort, it is a good begin-
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ning but it could be improved on. It could be improved on because,
first of all, when they wrote the farm bill in the House of Rep-
resentatives, they took very good care of the South because it was
written by a chairman and a ranking member of the House Agri-
culture Committee who happened to be from Texas, and they took
very good care of Southern agriculture. They didn’t take very good
care of the Northern Plains. In fact, we came in, by various calcula-
tions, third to last in the United States, second to last, somewhere
in there, in terms of the additional money going to agriculture
under the budget commitment that was made. That is not accept-
able. We shouldn’t be second to last or third to last or dead last.
There ought to be a fair sharing of the new resources.

When we look at the farm bill comparison, in the House they
don’t have higher loan rates, higher marketing loan rates for
wheat, feed grains, et cetera. The House doesn’t have it, the Senate
does. The all-barley loan rate, the House doesn’t have it, the Sen-
ate does. The loan rate for oilseeds is substantially lower in the
House bill than in the Senate bill. Marketing loan for pulse crops
is critically important to those who want to diversify, and what we
see is that there is no provision in the House bill, none. In the Sen-
ate bill, there is coverage for the pulse crops. And then the repeal
of the sugar loan forfeiture penalty, no provision in the House bill,
it is covered in the Senate bill.

We also see a difference between the two bills in terms of their
effect on commodity program funding. We see in the Senate bill
nearly $2 billion more for the commodity programs than we see in
the House bill. That is critically important, obviously, when we go
to conference to try to rectify the weaknesses in the House bill with
respect to the Northern Great Plains. If we are going to get a bet-
ter deal for our part of the country, you have simply got to have
additional resources so that we have leverage in the negotiations.

We have heard a lot and the Eastern media is making much of
the disparity in the farm bill with respect to where the money goes,
and they emphasize the very large payments that are made to
some producers. There is no question there is a problem with this.
Many of us believe and have long supported reasonable payment
limitations, but I must say the Eastern media in many ways has
misrepresented the full picture. They have not put it in context be-
cause what you find, if you study this issue, is that the vast major-
ity of farms in the United States are hobby farms. They are very
small farms that really aren’t farming operations at all; they are
weekend operations. They are people who live in town who are not
dependent for their livelihood on the farm. And so of the 2.2 million
farms that are cited, really only 350,000 of them have more than
$100,000 of gross receipts.

Now, let me make this very clear. I am not talking about gross
income. I am talking about gross receipts of at least $100,000.
There are only 350,000 farms in this country with gross receipts of
over $100,000. That is really where we have to look when we write
farm policy because that accounts for 80 percent of all the food
products that are produced in this country.

So I have done this chart to try to emphasize and show the dif-
ference between—this mic is not much better than the other one.
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We are going to go to No. 3. OK. How about this one? This one
work? Hey, third time is the charm.

I think this is a very important piece of information. The red bar
shows what is happening in terms of the number of farms. The yel-
low bar shows the amount of production coming from those farms.
The green bar shows the amount of Government support. And what
you see is very clear, the retirement or hobby farms, there are a
very large number of them. They produce very little. They actually
get more Government support than their production would dictate.
In the small commercial farms, you can see that there is a rough
balance between the number, the amount of production they have
and the amount of Government support they receive. In fact, again,
in that category they receive more Government support than their
production would dictate. And then the large commercial farms,
those are the ones that really are producing the vast majority of
what is produced agriculturally in America. You can see they ac-
count for 80 percent of all the agricultural production, much small-
er in numbers, and they actually get less Government support than
the production they provide would indicate.

I hope this puts the question in some context here so that we un-
derstand what is really happening with respect to Government pay-
ments as relates to production. Those who produce the most get the
most in Government payments. That is the way the farm program
works. Those who produce almost nothing don’t get much in the
way of Government support and they don’t produce much. I mean,
that is the reality. So I hope that point is clear.

Let me indicate that I hope today we are able to lay out in the
record in a way that is clear and convincing the need for a new
farm program and that we are able to make the case that will
stand up in the weeks and months ahead why it is critically impor-
tant for this country, not just the rural parts of this country but
to the entire country, why a new farm bill is critically important
and in this Nation’s interest.

[The prepared statement of Chairman Conrad follows:]
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STATEMENT OF U.S. SENATOR KENT CONRAD (D-ND)
CHAIRMAN, COMMITTEE ON THE BUDGET
UNITED STATES SENATE
FARM BILL HEARING
BISMARK, NORTH DAKOTA
‘January 8, 2002

The Committee on the Budget meets this morning to assess the current state
of agriculture and the need for a new Farm Bill.

As most of you know, when Congress recessed for the holidays, the Farm
Bill was still pending before the full Senate. We had already completed two'
weeks of debate on the bill and considered numerous amendments, including three
Farm Bill alternatives, all of which were handily defeated by bip@san majorities.
Unfortunately, the continued filibuster by the other side derailed our hopes of
completing action on the Farm Bill and sending it to the President before the year
was out.

However, there remains an urgency to getting a new Farm Bill in place as
soon as possible, for three reasons.

First, current policy has failed. Freeaom to Farm had a shelf life of about
one year. Since then, we’ve had to provide emergency aid to agriculture for each

of the past four years. Commodity prices, in real terms, remain at 50 year lows. In

October, commodity prices took their largest one-month plunge in the 91 years
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that USDA has been keeping such records. Look what’s happened over the past
year:
. Wheat prices are down an average of 32 cents from their already-low

levels of a year ago;

. Corn, down 15 cents.
. Soybeans, down 71 cents.
. Rice - down 35% from a year ago.

. Cotton —~ off 46%.

. Cattle — down over $13.00/cwt.

+  Hogs - off $4.40/cwt.

Some warn against a return to the “failed policies of the past.” What about
the failed policies of the present?

Second, the uncertainty over the Farm Bill is creating an especially difficult
time as producers sit down with their lenders to arrange financing for their 2002
crops. How can you do a cash flow analysis when you don’t know what numbers
to plug in? I hope we can hear more on this point from the lenders we have
testifying this morning.

Finally, the deteriorating budget outlook puts additional Farm Bill funding

at continued risk. I am pleased that the Administration has finally stepped forward



and pledged that it will support an additional $73.5 billion for a new Farm Bill ~
provided thé President and Congress can agree on the i)olicies that will underpin
the new bill. That means we've come a long way in the past 6 months or so.
Many of you will recall that last August the Administration warned that any new
Farm Bill spending would have to be offset by cuts elsewhere in the budget, which
had the practical effect of making any increased Farm Bill funding very difficult to
obtain. So we welcome the Administration’s reversal on tk_lis fundamental point.

But even with the Administration’s statement of supportt, we're still at risk
of losing some of the additional money for a Farm Bill if the new budget
projections due later this month from the Congressional Budget Office and the ,‘
Office of Management and Budget confirm, as expected, that we're once again
returning to an era of chronic budget deficits. Such projections could undermine
public and congressional support for a new Farm Bill, and the Farm Bill will likely
be one of the first legislative items that is decided in the wake of the new budget
forecast.

So, for all these reaséns, I believe we must act, and act soon.

Before we hear from our witnesses, I'thought it might also be helpful to
review briefly the current state of the Farm Bill debate in Washington.

As you know, the House finished work on its Farm Bill in October. AsI've
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said on many occasions, I think the House Farm Bill represented a good start. It
was a bipmisan bill designed to correct Freedom to Farm’s chief flaw by
reintroducing counter-cyclical support, in the form of deficiency payments
triggered when prices are low. ’i‘hat’s real progress.

Some have said to me, “Kent, why doesn’t the Senate simply accept the
House bill, because it’s a pretty good deal for wheat.” Wheat is obviously

_ critically important to North Dakota. And again, the House bill is a good first
step, but as this chart makes clear, thus far we’ve been able to improve upon the
House bill in several key areas.

For example, the Senate bill increases loan rates, while the House bill leaves
current policy in place. And as you may know, USDA is currently debating
whether to let loan rates fall for the 2002 crops, as allowed under Freedom to
Farm. The previous USDA froze loan rates in place, rather than allow them to
drop. .

The Senate bill also provides for an “all-barley” loan rate of $2.00 per
bushel; the House bill has just a $1.65 loan, at best;

The Senate bill offers a $5.20 soybean loan rate; the House bill $4.92. In
the case of minor oilseeds such as sunflowers or canola, the Senate bill provides 2

loan rate of 9.7 cents per pound; the House provides just 8.7 cents.
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The Senate bill establishes, for the first time, a loan program for the pulse
crops — dry éeas, lentils, and chickpeas. The House bill ignores pulse crops.

Finally, the Senate bill repeals the loan forfeiture penalty for sugar, but the
House bill is silent on that point. Repeal of the penalty adds a full cent to the
sugar support level and will have a direct impact on the bottom line of our sugar
producers

{Next chart) Let me also mention that, looking out over a five-year period,
the Senate bill provides more funding for commodity programs as compared to the
House bill, $27.6 Billion versus $25 Billion in the House bill, a difference of
nearly $3 Billion.

(Next chart) I want to conclude with a comment on farm program payments,
which have received a lot of media attention recently and been a hot topic in rural
areas as well. Although we need to tighten some of the loopholes and prevent
abuses in the current system, I also think that the public needs to understand that
of the nearly 2.2 million farms in this country, nearly two-thirds are simply hobby
or retirement farms. In fact, according to USDA, there’s only about 350,000 farms
in the entire United States that have sales ~ sales, not income ~ in excess of
$100,000 per year. It’s these farms that I think need to be the focus of our farm

policy discussions, because they account for more than 80 percent of U.S.
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agricultural production.

Unfo%tunately, USDA and some of the media critics continue to talk about
most of the payments going to a small handful of larger producers, which is true
only if you include all the hobby farmers in the mix. But as this chart shows, the
share of government payments received by smaller farms actually exceeds the
share of output attributed to these smaller farms, while the reverse is true for the
larger farmers — their share of government payments is less than their share of
production.

‘When the Senate returns to the Farm Bill I hope that we closely ex@ne the
payment limit issue and, as [ said, address some of the loopholes and abuses, but I
also hope that we do it with a bit more perspective on who’s actually producing
food in this country. '

In closing, I am hopeful that the Senate can complete work on its Farm Bill
in the coming weeks, so that we can conference with the House and pick the best
features of both bills, budget permitting.

This morning the Committee looks forward to hearing from producers and
lenders with your assessment of the pending Farm Bills, the state of our farm
economy, and the need to get a new Farm Bill in place.” I want to thank everyone

for coming out today, and now we’ll hear from our witnesses.
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Chairman CONRAD. With that I want to turn to my colleague,
Congressman Pomeroy, who will join me for the hearing today, and
ask for his remarks.

Mr. POMEROY. Mr. Chairman, I want to thank you. We knew
sometime, about a year ago, I think, you convened a similar meet-
ing we knew the year ahead that is now being looked back on,
2001, it was going to be a critical year for restructuring of the farm
program and that you were going to be a critical actor in it. You
certainly fulfilled high expectations of the leadership role you
would play in developing a new farm bill.

As chairman of the Budget Committee, you were able to secure
critically needed resources to build a better farm program; $73 bil-
lion over 10 years achieved against extraordinary competing budget
pressures could have only been accomplished by your leadership as
Budget Chair. Very, very good work there.

Then in the fourth quarter of the year, as the Senate Agriculture
Committee, also of which you are a member, wrestled with trying
to get a bill out, your leadership again became evident in the
crafting of the bill passed on a bipartisan vote out of the Senate
Agriculture Committee as a better response to, I believe, farm pol-
icy than the House-passed bill. Both are an improvement from
where we are. Both have as a cornerstone price protection for farm-
ers.

As was mentioned, for reasons having to do with geography of
the leadership of the House Agriculture Committee, the House tilts
a little to Southern commodities as opposed to Northern commod-
ities. I think the Senate package is more balanced.

We were terribly disappointed that a minority in the Senate
could exercise basically their prerogative under a filibuster; the
ability to summon 60 votes prevented the bill from getting enacted
today. How vastly preferable it would have been to have had the
competing versions of the House and Senate bills being talked
about in conference committee with two passed bills as we try to
r?‘ach the final project than still having the Senate action in front
of us.

I have to identify—before I get there, let me say that the data
from 2001 once again reveals why we need a new farm program
and why it has to have price protection at the heart of it. The pay-
ments, the AMTA payments under the schedule of the old farm bill
will be a mere—will be 41 percent. We are 41 percent in 2001,
below what they were in 1996. They will be 44 percent below in
2002—that notwithstanding the fact that prices have fallen a third.
So prices collapse and you get less support from the farm program.
That just fundamentally doesn’t make sense. The farm program
needs to be there to respond when prices collapse, not to provide
the support when the market prices are stronger.

The role of the Secretary of Agriculture, I think, has been most
unfortunate in terms of trying to delay passage. As the House con-
sidered the bill, it was the position of—the administration took a
hands-off position until literally the bill was coming to the House
floor, at which time they said we didn’t need to take action and
then they also said if you do take action, don’t pass the bill before
you. The House, in a strong bipartisan way, rejected that; 291 to
120 was the vote on that bill. Unfortunately, the erosion of the con-
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sensus behind price protection for agriculture had begun, and we
saw it ultimately thwart passage in the Senate in December.

In addition to trying to stop the bill in the House, the Secretary
of Agriculture—and intervention in the Senate debate I thought
was also very unfortunate and had a significant role in
sidetracking enactment of the bill in the Senate. The support of the
version of Senator Lugar, the support of the version of Senator
Roberts, neither of which have price protection at the heart of the
bill, gave, I think, support to those trying to scuttle a new approach
to the farm program based on price protection, and in the end they
stopped enactment of it in December.

In the balance of my remarks, I would like to express my further
disappointment in the Secretary of Agriculture for an announce-
ment that came out of the U.S. Department of Agriculture late Fri-
day afternoon relative to the announcement of marketing loan
rates for the upcoming crop year. Although loan rates have been
set in each of the last 5 years at the highest level allowed under
the statute, and although farmers need to know what those loan
rates will be for the upcoming crop year so they can make planting
decisions and lenders can make lending decisions, the Secretary of
Agriculture announced that she would not make an announcement
on marketing loan rates; she would instead await action by Con-
gress on the new farm bill. This is the very individual that has
played such a prominent role in scuttling enactment of the farm
bill last year, and now she says she won’t set loan rates, which are
wholly within her discretion as Secretary, until Congress passes a
new farm bill.

This statement comes after rumors were squirming around re-
garding the prospect of the U.S. Department of Agriculture actually
reducing the loan rates on oilseeds. I believe that in light of the
uncertainty relative to this Secretary’s leadership of the U.S. De-
partment of Agriculture, her failure to affirm that loan rates will
be held at their present levels makes it a very real prospect that
they won’t be held at the present levels.

Now, how in the world do you make planting decisions or lending
decisions with that kind of uncertainty hanging over you? It is a
time of decisions here in North Dakota and across farm country,
trying to figure out what to plant, trying to figure out what your
financing is going to be, lenders trying to figure out whether or not
the operations are going to have cash-flow. When you look forward
at the uncertainties of weather that will inevitably face our farm-
ers, the variations in price that will inevitably face our farmers,
what in the world is the Secretary of Agriculture doing adding yet
additional uncertainty by not making it very clear what the loan
support is going to be?

I will introduce into the record, Mr. Chairman, with your leave,
data prepared by North Dakota State University, specifically Rich-
ard Taylor, Assistant Director of the Center for Ag Policy and
Trade Studies, that estimates that the loan rate for wheat and bar-
ley could fall 11 percent. Now, because market rates are likely to
be above this, that may not have an impact on the farmers’ bottom
line, but the oilseed equation is very different. Those loan rates
could fall as much as 6 percent, and they would fall even more but
for a floor placed into the statute that does not allow them to fall
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further. Because the loan rate is above the market rate in oilseeds,
this is every dollar off the farmers’ bottom line. NDSU estimates
that at existing price levels it would cost North Dakota farmers $20
million in soybeans, $10 million in sunflowers, $10 million in
canola. That is a $40 million hit if prices stay at present levels.
Well, this is the kind of uncertainty that is going to make it very,
very difficult to plan the year ahead.

I have yesterday sent a letter to the Secretary of Agriculture urg-
ing her to set these loan rates, to reverse this unfortunate position
and set these loan rates. I hope the various groups testifying today
will join me in this call. Farmers deserve to know what their loan
rates are going to be.

I introduce this for the record, Mr. Chairman. I thank you for
holding this hearing.

[The prepared statement of Mr. Pomeroy follows:]
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Statement of Congressman Earl Pomeroy
January 8, 2002

First, I would like to thank Senator Conrad for inviting me here to take part in this
hearing to discuss the farm bill and the budget. As Chairman of the Senate Budget Committee,
Senator Conrad has been a needed advocate for proper funding of agriculture this year and a

tremendous momentum-builder in the U.S. Senate behind Farm Bill passage.

1 only wish that we were sitting here discussing implementation issues of a new Farm
Bill, instead of determining where we go from here now that the Farm Bill debate was forced into
2002. This delay places at risk the $73.5 billion allocated for rewriting the Farm Bill in the 2001
budget resolution. While Congress can still access that money provided that a Farm Bill is passed
into law prior to a new budget resolution, there is some question of whether USDA could
implement the Farm Bill in time for the 2002 crop year. Freedom to Farm may be a failure, but

it’s stuck around like a weed in our farmers’ fields.

Congress was able to send a powerful message regarding the continuing importance of
agriculture to our nation’s economy, in that only a little over three months after a devastating
attack on our country and in the middle of a domestic anthrax scare that still has many of our
Senators’ offices closed, both chambers came very close to final passage of a farm bill with
responsive price protection. The bills considered in both chambers were far from perfect, but
represented a carefully crafted balanced approach necessary to achieve some consensus on the

divisive regional and cross-commodity issues in farm legislation.
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Unfortunately, the attempts by the majority of Senators and Representatives to
successfully pass a Farm Bill were thwarted by a minority who were determined to make our
farmers wait another year to see effective price protection and a restored safety net. They were
aided in their mission to kill the measure by an indecisive Administration that initially urged both
Chambers to ignore the plight of our farmers under Freedom to Farm by pushing consideration of
the measure to next year. Then, when it became apparent that enough members wanted tosee a
Farm Bill pass this year, the Administration threw its support to bills that further endangered
farm income and that were destined to fail. Now, as we further discuss the prospects of Farm Bill
passage this year under a drastically changed budget picture, the Administration states that it will
not even go so far as to establish marketing assistance loan rates at the maximum level allowed
by law; rates have been set at this level for the past five years. The uncertainty our farmers face
due to weather and volatile commodity markets has just been exacerbated by this decision and

the overall delay in Farm Bill passage.

Importance to Farmers and the Businesses They Support

I think we know just how important the issue of a new Farm Bill with income support is
to our farmers. If we need a reminder, we just need to look at the support levels in the last year of
Freedom to Farm. Conditions under the old Farm Bill continue to deterforate for North Dakota
agriculture. Under the 1996 Farm Bill, payments continue to decline even as prices bottom out
as they have in recent years. Fixed payments in 2001 were 41 percent lower than in 1996,
However, wheat prices in 2001 were only 66 percent what they were in 1996, so even though
prices are much lower, payments declined. In 2062, fixed payments continué to decline, another
4 percent decrease from 2001. Quite simply, the 1996 Farm Bill is inferior to either of the Farm

Bill versions this year because it obviously does not respond to price movements. If federal farm
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legislation is designed to provide some stability in the volatile world of commodity prices for

farmers, the 1996 Farm Bill does not work.

If farm income declines, businesses dependent on the buying power of the farmer decline
as well. Grain elevators, seed stores, and equipment dealers all depend in part on the success of
the local farmer. Farm lenders suffer when farm cash flow decreases, placing stress on local

financial institutions during a difficult economic period.

Importance to Rural Economies

The additional stress placed on these rural businesses all lead to greater hardship on the
rural economy. In North Dakota, we have seen rural economies in some areas die over the past
five years of record-low commodity prices. In other areas, only the influx of emergency

agricultural assistance funds from the government kept the economy afloat.

While the goal of farm income support is often mentioned as the primary impetus behind
this new Farm Bill, the legislation plays a much larger role. Funding for rural development and
agricultural research programs are contained within the Farm Bill. These programs provide
important benefits for all of our citizens by supporting our rural areas and the safety of our
overall food system, not just our farmers. In Fargo, research is being conducted at the
Agricultural Research Service station to develop quick tests for dioxin contamination in food to
prevent distribution of tainted food. Additional agricultural research initiatives may help
alleviate some of the scab problems that cause co;zsiderable damage and financial loss in North

Dakota.
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Funds to shore up value-added agriculture are included and given a boost in the Farm
Bill. North Dakota has been a leader in value-added agriculture initiatives and three North
Dakota groups received grants totaling almost $1.5 million from USDA’s value-added grant

program this year.

The group that the Senator has assembled today to discuss the Farm Bill and budget
represent the heart of the issue in Farm Bill debate. The Governor and the Commissioner of
Agriculture for North Dakota represent the diverse interests of North Dakota agriculture and rural
development. Agricultural producers are the first line, seeing prices drop, crops destroyed, and
government payments evaporate, and agricultural lenders are often the first to hear when there
are problems in farm country. Ilook forward to hearing from these “first responders” on the

current situation as we head into another year and continue our push for a new Farm Bill.
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Agriculture Conservation Rural Enhancement (ACRE) Act of 2001, reveals that the projected net income of
small, medium and large farmers over five years will actually be higher under ACRE than under either the
Harkin bill or the House bill. The element lacking in the Cochran-Roberts version is a counter-cyctical
payment, and that feature could be created in a compromise version by moving the Marketing loan payment in
Harkin and the Fixed decoupled payment in Cochran-Roberts to meet in the middle, creating a counter-
cyclical payment.

In December, I sent a letter to Senate Majority Leader Daschle, Senate Minority Leader Lott,
Agriculture Committee Chairman Harkin, Ranking Agriculture Committee Member Lugar, and
Committee members Conrad, Cochran and Roberts. I also contacted Democratic Policy
Conirnittee Chairman Sen. Dorgan. In that letter, I urged the senators to acknowledge each
other’s positions and strive to reach a compromise.

T am here again today, to urge you to find common ground. If both parties can make necessary and prudent
concessions between the competing versions of the farm fegislation in the Senate, we can have a new farm
bill in time for planting. Both the Senate bill and the I-louse bill passed last October atlocate the same
amount for a farm safety net. Both parties will have to compromise in the conference committee, anyway. It’s
time to come together in a bipartisan manaer and get the job done for our farmers.
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Chairman CONRAD. Thank you very much, Congressman Pom-
eroy, and thank you for the very useful information you provided
the committee.

I, too, was surprised by the failure to act by the Secretary of Ag-
riculture, but I must say I wasn’t surprised given her track record.
It has been an extreme disappointment. Never was I more dis-
appointed then during the farm bill consideration in the Senate
when she called colleagues telling them not to pass a farm bill last
year, to wait until this year and the money would be there.

I think if you just apply some common sense, you can see that
all of the expenses of the Federal Government are going up with
the war effort, the revenue is going down with current economic
conditions, and that every part of the Federal budget is going to
be squeezed; and we had a window of opportunity to write a strong-
er farm bill with the resources that were won after hard fighting
last year; and this Secretary played no part in that fight, played
no part in the effort in the House in passing a farm bill, and then
tried to scuttle getting a bill in the Senate.

The Secretary of Agriculture has a responsibility to be an advo-
cate for farmers. That is her role, that is her mission, and I believe
she has utterly failed in that responsibility.

With that, we are going to turn to our witnesses. Let me just say
that this hearing is somewhat different than the previous hearings
and at previous hearings we have started with witnesses, all of the
major farm groups, we have had that hearing before the Senate
Budget Committee, they did an outstanding job, and I want to
thank each and every one of them for the role they have played
this year.

At this hearing we thought it would be useful to do it a little bit
differently and to have farmers from every part of the State with
every kind of farm organization, background, and affiliation, people
who are affiliated with the Farm Bureau, people with the Farmers
Union, people with the Grain Growers, people with the various oil-
seed representatives as witnesses to make the case as to why we
need a new farm bill. But we are going to lead with the leader of
our State, the Governor of North Dakota, who has played a very
positive role, I might say, working together on a bipartisan basis
to make our case in Washington; and I want to thank the Governor
for his contacts with the administration and with his contacts with
Republican Members of the House and the Senate to urge them to
take action on a stronger farm bill.

Governor, welcome. It is good to have you here and we await
your testimony.

While the Governor is coming, we appreciate very much how you
have worked on this issue. Let me just say, as the Governor is get-
ting settled, that we believe our first obligation at this hearing is
to try to make the case as to why a new farm bill is necessary, and
that is really what we are attempting to prove in the record that
is being constructed.

With that, again welcome, Governor. Thank you for being here
and please provide us with your testimony.
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STATEMENT OF JOHN HOEVEN, GOVERNOR OF NORTH
DAKOTA

Governor Hoeven. Senator Conrad, thank you for holding the
hearing and thank you for the opportunity to testify. Greetings to
Congressman Pomeroy as well.

Before I start, if I could, I am just going to take maybe one small
liberty. I came in this morning and there was a gentleman in the
crowd that looked familiar to me, and I didn’t recognize him right
away. But he was kind enough to come over and say hello, and just
showing that we have great ties throughout the world here in
North Dakota, I don’t know how many of you are football fans, but
for any of you that at one time may have rooted for the Cincinnati
Bengals, even watching them in the Super Bowl against the San
Francisco 1949ers, who remembers their coach’s name? Sam Weiss.
Sam Weiss, would you stand up and take a bow. It is good to have
you here today. Welcome to North Dakota. You are doing some an-
nouncing now for one of the networks.

Mr. WEiss. CBS.

Governor Hoeven. It is good to have you here.

Senator Conrad, you always draw a crowd of celebrities. Great
work.

It is good to be here, and I appreciate the opportunity to testify.
I had the opportunity about 6 months ago, or a little longer, to tes-
tify at your field hearing in Fargo, and I think these are very im-
portant. We come out to North Dakota to pick up this kind of testi-
mony, and I wouldn’t show up without a chart. Now, I realize you
out-charted me, you have five or six there, but I did bring a chart
to kind of talk about a few concepts.

There is no question that we need a farm program with a long-
term countercyclical safety net. That is important not just for
North Dakota but for the entire country. I mean the entire country.
We talk about the Midwest and we talk about the Farm Belt, and
it is vitally important for all our farmers throughout America.
When we are talking about fiscal stimulus that will get this Nation
back on track, that is the No. 1 task right now. I mean, clearly the
war on terrorism is vitally important, we are heavily engaged in it,
homeland security as well. We are doing an outstanding job with
that, but at the same time we need to make sure that we keep this
economy going. And what could be better fiscal stimulus than pass-
ing a long-term farm bill with a countercyclical safety net? And
that is why it is so critically important not just for our farmers, not
just for North Dakota, but for the entire country.

I think we have the opportunity to pass the right kind of farm
bill. Last year we did a lot of work in the House, and I compliment
the members of the House for passing a farm bill. And I was a
strong supporter of the concept underlying that farm bill, the com-
modity title—again, a long-term countercyclical safety net com-
posed of three different payments: a decoupled payment, a counter-
cyclical payment, and the marketing loan program.

I understand Senator Conrad’s comments about it in terms of the
relative pricing favoring some the Southern crops, and that is
something we talked about and something that the Senate has
gone to work on.
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I spent a lot of time last year encouraging the House to move for-
ward but also encouraging the administration to support this kind
of farm bill, and I think that we have made a lot of progress with
the administration. They have indicated that they will sign, that
they will support and sign a comprehensive bipartisan bill and that
they support the full $170 billion funding level. I think that is very
important. The key now, of course, is to move the right kind of bill
through the Senate and to get into conference with the House and
get the farm bill in place.

I compliment Senator Conrad for working with Senator Harkin
to move that farm bill out of the Ag Committee, and I can remem-
ber talking to both Senator Conrad and Senator Dorgan, as well as
other Senators, Democrat and Republican, saying, Hey, we have
got to do some work. The bill that Senator Harkin has and the bill
that Senator Lugar has, neither one is acceptable for farm country.
It was about that time that Senator Conrad and others went to
Senator Harkin and said, Hey, we need to do some major work on
this bill, and they did and they improved it significantly and they
moved it through the Ag Committee.

Now we face a situation where we have two bills on the Senate
floor, essentially, or a bill and an amendment. We have got the
Harkin bill, and we have got the Cochran-Roberts amendment, and
somehow we got to bring those two together and get it passed so
that we can get into conference with the House and get a final bill
passed. And that is where I think we really need to work in terms
of encouraging bipartisan compromise. We need to get Democratic
Senators to move forward, we need to get Republican Senators to
move forward on the basis of bringing these bills together, taking
the best elements of both in a strong and positive way, going over
to conference with the House and getting this bill in front of the
President, getting it signed, and getting it passed.

Now, I brought along just my one chart, Senator, if I may. You
can all hear me all right? I don’t know if this is quite large enough
for you to see, but the key to the farm bill forces the commodity
title, and underlying that is this long-term countercyclical safety
net that we need for our farmers. It is going to provide the right
kind of foundation so that farmers can plan for the future and in-
vest for the future over a long period of time. That not only helps
our young farmers get into the business by buying equipment,
making investments they need, but also it helps our farmers in
terms of diversification and making investments into value-added
agriculture so they can vertically integrate, get more money from
processing and marketing the crops they grow. So like any business
person, we need a long-term plan so that they can plan and invest
for the future.

So what are the elements of that countercyclical safety net? Well,
first, we have got the marketing loan program which, as you know,
is in existence today. We have got a countercyclical support pay-
ment which was brought into the equation under the House bill,
and we have got the decoupled payments, some more of the AMTA
payments that you are all familiar with. Those are the three com-
ponents.

Now, the good news is in some respect they are in all versions
of the legislation that the Congress is looking at right now. In the
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House bill, the marketing loan program continues essentially as it
is now. Also, there is a decoupled payment. But the farm bill or the
House version truly provides a long-term countercyclical safety net
in that it has a target price and a countercyclical payment. OK.

But when we go over to the two Senate versions—and, remem-
ber, anything that gets passed eventually is going to have to be rec-
onciled with the House version before it goes to the President.

So what are we looking at in the Senate? Under the Harkin bill,
you have got a higher marketing loan program, and that is very
attractive for our farmers and that is something that Senator
Conrad has worked very hard to get. And not only is it the right
thing to do, but I know he is looking in terms of going into negotia-
tions with the House being in a strong position, and that makes
sense, too. That goes back to that discussion about how you price
for Northern versus Southern commodities. OK.

But as a result, then, it also has a countercyclical payment, but
because it has a higher marketing loan program, it tends to be a
lower countercyclical payment, although the target price between
the House and Senate version, when I am talking about the Harkin
version, are roughly similar, and then it has got a lower decoupled
payment than you have got in the House bill. But all three ele-
ments are there. OK. All three elements are there, so you have got
a similarity in that safety net mechanism.

Then Cochran-Roberts. Same marketing loan program is in place
now, same as in the House version. It has got a very high decou-
pled payment, and that decoupled payment doesn’t decline over
time like it does in the Harkin program, but it doesn’t have that
countercyclical in the way we need it. It doesn’t have a counter-
cyclical payment; it has got a savings account.

So what needs to happen is that we need to see some movement
wherein maybe some of this decoupled payment—OK, and maybe
some of the marketing loans, we need to move those toward each
other making sure that we have an adequate countercyclical pay-
ment, the safety net component. That, again, is in the House
version and with this kind of compromise pass a bill. Any bill that
comes out of the Senate is going to tend to move that way when
you go over into conference with the House, anyway.

The point I am trying to make is that the room for compromise
on a bipartisan basis is there. I strongly support Senator Conrad’s
work to negotiate the best bill possible for our State, I think that
is the right thing to do. But I am encouraged that we are talking
about three fundamental components in this safety net, that the
room for compromise is there. We need to all push on both sides
of the aisle to get the compromise needed and to get this bill
passed.

One final point: NDSU Professor Won Koo, who does a lot of
work in this area, has taken a look at the Cochran-Roberts version,
and it is very positive for North Dakota farmers. Using the same
factory price assumptions underlying the scoring on these bills, it
is stronger for North Dakota, doesn’t have some of the problems in
terms of waiting that the House bill does. So, again, I think that
offers room for compromise, and I think the key for all of us is to
make sure that we are pushing to get the job done.
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Senator Conrad, thanks for the opportunity to testify. I really ap-
preciate it.
[The prepared statement of Governor Hoeven follows:]

TESTIMONY OF THE HONORABLE JOHN HOEVEN, GOVERNOR OF
NORTH DAKOTA

Senator Conrad, thank you for the opportunity to testify today at this hearing on
the very important matter of getting legislation passed for our farmers and ranch-
ers.

As I stated at the field hearing that you hosted in Fargo in August:

—It is obvious that we need a good farm bill, and we need one now. When I appeared
before your committee in August , I said that we need one soon. I am here again
in January to testify that we need a farm bill before the snow melts to enable
our farmers to prepare for another growing season.

—I have spoken with President Bush and his senior agriculture staff, and I believe
we have helped move the administration in the right direction. The president is
on record supporting a farm bill that is bipartisan and comprehensive. the admin-
istration has gone on record saying it will fund the full $170 billion for the farm
bill.

—I have worked with you and Senator Dorgan to get a solid farm bill passed, and
ICcompliment you on your hard work to get the bill out of the Senate Agriculture

ommittee.

—Now it is time for the Senate to compromise and reach consensus on a farm bill.
Throughout the fall and early winter the Senate debated two different versions
of a farm bill—one, the Harkin bill, with higher loan rates and a decoupled target
price system; and the other, the Cochran-Roberts bill, with the current marketing
loan program and higher direct payments. The farm bill concepts are not that dif-
ferent in their framework, and compromise can be reached.

While the Senate continues into a new year debating the relative merits of the
competing commodity support progams, the goal is the same: Federal farm legisla-
tion should offer consistent, dependable support for America’s farmers. The Senate
will continue to debate the details of how to best allocate the $170.5 billion com-
mitted to by the Administration. I believe that an acceptable compromise is attain-
able, and the way to accomplish that is to take the best elements of both the Harkin
bill and the Cochran-Roberts bill.

Professor Won W. Koo, Director of North Dakota State University’s Center for Ag-
ricultural Policy and Trade Studies, and research associat Richard Taylor shed some
light on how a compromise might be achieved. Their analysis of the Cochran-Rob-
erts bill, now known as the Agriculture Conservation Rural Enhancement (ACRE)
Act of 2001, reveals that the projected net income of small, medium and large farm-
ers over five years will actually be higher under ACRE than under either the Har-
kin bill of the House bill. The element lacking in the Cochran-Roberts version is
counter-cyclical payment, and that the feature could be creasted in a compromise
version by moving the Marketing load payment in Harkin and the Fixed decoupled
payment in Cochran-Roberts to meet in the middle, creating a counter cyclical pay-
ment.

In December, I sent a letter to Senate Majority Leader Daschle, Senate Minority
Leader Lott, Agriculture Committee Chairman Harkin, Ranking Agriculture Com-
mittee Member Lugar, and Committee members Conrad, Cochran and Roberts. I
also contacted Democratic Policy Committee Chairman Senator Dorgan. In that let-
ter, I urged the senators to acknowledge each other’s position and strive to reach
a compromise.

I am here today, to urge you to find common ground. If both parties can make
necessary and prudent concession between the competing versions of the farm
legislaton in the Senate, we can have a new farm bill in time for planting. Both
the Senate bill and the House bill passed last October allocate the same amount
for a farm safety net. Both parties will have to compromise in the conference com-
mittee, anyway. It’s time to come together in a bipartisan manner and get the job
done for our farmers.

Chairman CONRAD. Thank you very much, Governor. Thank you

for your active involvement in this fight. It has been very helpful,
and we appreciate it very much.
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We are next going to call on Roger Johnson, our Commissioner
of Agriculture, for his testimony. Again, welcome, Roger. Roger has
played a key national role as well. He has brought the commis-
sioners of agriculture around the country together around a plan
that has been a very strong plan. I would love to see us be able
to write that plan into law because there would probably be no
stronger plan for North Dakota than the one Roger Johnson has
led the State agriculture commissioners around the country to en-
dorse. So, Roger, that was exceptionally well done, and I know
there were long days and nights of negotiation to get that result.
It had a big impact in the Senate Agriculture Committee, because
when the agricultural commissioners of the country are united and
send a clear message, that has an impact on our colleagues and it
really did make a difference.

I want to say one thing for the record with respect to the Gov-
ernor’s testimony. The Cochran-Roberts bill was considered in the
Senate, and it only received 41 votes. So it is now history. It is off
the map. It lost. So now the question is, the bill that came out of
the Senate Agriculture Committee, whether that bill passes the
Senate. We have got 55 votes. We have got a strong majority in the
Senate for that bill. But as all of you know, Senators can filibuster.
A minority can try to stop the will of the majority. That is what
is happening in the U.S. Senate. On three separate occasions we
had a vote to bring debate to a close and to set a time certain for
a final vote, and each and every time we had a majority of the Sen-
ate who was in favor of doing that, a minority said no. A minority
said no. A minority said no. That is the problem. We have got to
light a fire under those folks and get them to move because the op-
tion that is before us is the bill that came out of the Senate Agri-
culture Committee.

All of the other Republican substitutes have been defeated. The
Lugar bill was defeated on an overwhelming vote, and he is the
ranking Republican on the Senate Agriculture Committee. I don’t
think he got more than about 20 votes. Then we had the Cochran-
Roberts bill. It, too, was defeated overwhelmingly. And then we
had the Hutchison substitute, which was a version of the House
bill, a pale version of the House bill. But obviously we believe we
are better off in the conference committee if the Senate has strong-
er provisions on loan rates so that we can negotiate a better result
for the Northern Great Plains than the Southerners who dominate
the Agriculture Committee than the House wrote into that bill.
That is the key test for us, what leverage are we going to have for
negotiation.

The Governor referenced that very accurately. We need to have
leverage in those negotiations to get a better result for the North-
ern Great Plains. The only way we do that is to have provisions
that are different in the Senate bill than in the House bill, to have
higher loan rate provisions, to have other provisions that are more
attractive to us so that we have room to negotiate and get a better
result.

Again, nobody has been more helpful than our own Secretary of
Agriculture, Roger Johnson. Welcome. It is good to have you here.
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STATEMENT OF ROGER JOHNSON, COMMISSIONER OF
AGRICULTURE, STATE OF NORTH DAKOTA

Mr. JOHNSON. Thank you, Senator. I am going to try and shorten
my remarks from what has been printed and ask that they all be
a part of the official record, just in the interest of time.

I think it is important for us to recognize a couple of historical
facts that are, I think, really important right now, and the first one
is everyone understands how important agriculture is to North Da-
kota’s economy. I mean, it far and away drives our State’s econ-
omy. It is the No. 1 industry, the No. 1 sector of our economy. And
so what happens in Congress with respect to the farm bill is of
huge interest. And so for that reason I am very thankful that you
have taken the time and the effort and the energy that you have
to not only pull this hearing together but other hearings and to do
the work that you have done in moving that bill through the Sen-
ate Ag Committee.

There is another premise that I think we need to understand
that is different today than it was the last time the farm bill was
being debated. If you will remember, the last time the farm bill
was being debated, the premise was that Government is all done
with agriculture, we are going to get out of the business. And the
premise of that whole debate and of that whole farm bill that we
are currently operating under was called transition payments,
AMTA payments. They go by different names, but essentially the
idea was we are going to move Government out of this and we are
going to survive in this free trade environment, prices will be for-
ever higher, and it is sort of a fairy tale kind of thing.

Well, the premise is much different today. Everybody recognizes
that that is not going to happen, that that never will be the case,
and that we have to have some sort of the same policy that protects
our family farmers in this country and that guarantees a safe, af-
fordable supply of food as a matter of national security. So we
ought to be thankful that the premise has changed.

As a result of the premise that was in place back then—and as
you mentioned in your opening remarks, Senator Conrad, the high
prices lasted about a quarter of a year and they started heading
south. And what happened next was a whole series of ad hoc dis-
aster payments, which all of us supported because they absolutely
were essential to stem the flow of blood that you demonstrated in
your chart on net farm income earlier. But it was the wrong way,
really, for farmers to operate and for Government to run a policy
because it was not predictable, it had no relationship to what farm-
ers were doing on their land, and it was just—it was not a well-
thought-out policy. So it is good that we are entering this debate
a bit earlier.

The third point I want to make is the issue about money, and
let me just give you a couple of very simple numbers. OK. If we
are able to maintain the budget authority that is in the resolution
currently in front of Congress, that is about $17 billion a year to
write a farm bill. OK. The last 4 years on average we spent $20
to $30 billion a year. So make no mistake about this, this is not
a big pile of money you are trying to write a new farm bill in. It
is less than what we have been getting in the last 4 or 5 years.
OK.
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The third number I want to give you in this equation is what
happens if the resolution goes away. And every day that goes by,
in my judgment, it is more likely that it is going to go away. In
spite of whatever commitments might be made for the money being
there, that number goes from $17 billion a year down to $10 billion
a year, and you try and figure out how to write a decent farm bill
with that, and you just have lots and lots of trouble. This is a very
difficult, a dire situation that we have gotten ourselves into with
this filibuster that has occurred in the Senate.

Now, let me make a couple of brief comments about the House
bill and then about the Senate bill, and I am not going to talk
much about the Cochran-Roberts bill because, frankly, I think that
missed the mark pretty much entirely with respect to what we
ought to have in a farm bill. The Cochran-Roberts bill was really
nothing more, in my judgment, then a continuation of Freedom to
Farm without any sort of countercyclical feature to it. And if there
is one thing that everybody has come together on, everyone from
Farm Bureau to Farmers Union to commodity groups across the
board in this Nation, it is that we need a countercyclical feature
to a farm bill, and the Cochran-Roberts bill didn’t provide it so take
it off the table. I am glad it failed. I am glad it was offered. I wish
it would have been offered earlier because it likely would have set
the stage to break the filibuster before recessing for the holidays.

So let’s talk about the House bill. To its credit, the House de-
serves lots of accolades in the face of administration opposition for
voting overwhelmingly in a bipartisan fashion to move the bill out
of the House that contained a countercyclical feature. In my judg-
ment, not the best countercyclical feature, but a countercyclical fea-
ture. Nonetheless, it is something that at least was what we need
in a new farm policy.

The shortcoming of the House farm bill is it did nothing to rebal-
ance loan rates. Everybody knows what has happened as we have
seen wheat and barley acres plummet in this State, in spite of a
recent editorial some of you may have read in the Tribune. We
have seen acres of those cereal crops plummet. Why? Because
prices and loan rates were so horribly low for them relative to the
oilseeds, and we have seen oilseed acres skyrocket in this State as
a result, as has happened around the country.

So we need to have some feature to bring balance back to these
commodities, and the most logical way of doing that, in my judg-
ment, is to rebalance loan rates, to do something that is based on
the farmers’ actually producing instead of what they don’t do.

The other problem that I think I see with the House bill is that
it leaves payments decoupled from production. The countercyclical
feature in the House bill has nothing to do with what you do on
your farm this year or next year or the year after. It has every-
thing to do with what you used to do on your farm 10 and 20 years
ago and prices that may move today. That is how it makes it coun-
tercyclical: prices go down for wheat today, and if you used to plant
a lot of wheat, you get a wheat payment even though you are
planting all soybeans today. And in my judgment, that is just—it
is goofy, it doesn’t make any sense. So we need to have some fea-
ture that brings some connection back to what producers are doing
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and the payments that are being received if they can’t be delivered
through the marketplace.

And, last, I think a problem with the House bill is it really does
got do an effective job of targeting benefits to family farm pro-

ucers.

The Senate bill, let me talk briefly about that. I think it is sub-
stantially better than the House bill. I commend Senator Conrad
for the work that you have done to try and bring the loan rates up.
If you could have brought them all the way, the way all the ag
commissioners around the country unanimously asked that they be
brought to, I would be delighted, but you moved a fair distance.
You brought the cereal grains up so that they are closer to the cost
of production relative to soybeans. Historically our wheat loan rate,
for example, right now is about half the cost of production. Soy-
beans are running at about 80 percent. So it is no secret where
farmers are going to plant. I mean, we are not dummies. So that
is where the plantings are going to go. So you made the right
moves to move them as far as you could. It would be delightful if
you could move them even further higher in conference. To your
credit, you included pulse crops. I think you made that point. Very
important for us to give more opportunities for our producers to di-
versify and to have a feature that would allow them to do that, and
hopefully the Senate bill, as it gets passed, perhaps as it gets to
conference, we will have some sort of a feature that deals with a
meaningful payment limitation.

I have got a lot of other stuff here but my time is—I am cog-
nizant of folks who may want to talk here, Senator. I want to just
make a final comment about loan rates and countercyclical pay-
ments because in my mind they are the same thing. What a loan
rate does, really, is it provides a level of price protection that is es-
tablished, and if you move marketing loan rates up, producers are
either going to get it by putting it under loan or they are going to
take an LDP, and that is the countercyclical payment. It is the best
mechanism that we have got right now in any of the versions to
give a countercyclical feature to farmers based on what they actu-
ally do, and I think it is important that you couple what the pay-
ments are to what farmers do so that there is some sense of ration-
al farm policy behind this thing instead of having things just en-
tirely decoupled.

I want to make a last comment about trade because

Chairman CONRAD. Before you do that, could I just interrupt and
ask you—this may sound like an odd request but I would like you
to just explain for the record how a marketing loan works.

Mr. JOHNSON. Sure.

Chairman CONRAD. Because, I tell you, one of the things that I
have found is that most people really don’t know. What I have
found is even leaders of farm States don’t know. I have seen people
make comments that the last thing a farmer needs is another loan
because the name “loan” misleads people as to how a marketing
loan actually functions. And I think it confuses the public because
they hear, gee, you are going to make more loans to farmers who
are losing money, what sense does that make? And so I think part
of the problem here is a problem of language because it misleads
people. And maybe, for the record, I think it would be useful for
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our colleagues and their staffs, who are the ones who will read this
testimony, if you would just explain for the record how a marketing
loan works.

Mr. JOHNSON. Thank you for the question. Let me give you a
very oversimplified answer, but it is so important to this whole de-
bate.

If the market price for wheat happens to be $.250, that is prob-
ably not a whole lot different than that today, depending on where
you are at. And if the marketing loan rate were set at $3 a bushel,
I can sell my wheat at $2.50, and I can collect a payment, if you
will, an LDP, a loan deficiency payment for fifty cents. So the net
effect is that the wheat that I produced that I sold for $2.50—I got
$2.50 from the market, 50 cents from the Government payment,
the net that I get—the gross that I get, I should say, is $3 a bushel.
That is how it works, very simply.

It is interesting that you raise this question because it is a com-
mon misunderstanding. In the 2 years that I spent chairing the
committee that developed our recommendations of all the ag com-
missioners across the country, we have had lots of discussions
where folks in our own group didn’t understand how market loans
really worked. And there is a lot of confusion because a lot of folks
used to farm and used to be under the old loan system, which were
nonrecourse loans and they were different. I am not going to ex-
plain how they work because I don’t want to confuse the record.

What we have today and the only thing on the table today is
marketing loans and they work just the way I have said, pretty
much. OK. I mean, there are some nuances here, but that is the
idea generally.

What we agreed as ag commissioners——

Chairman CONRAD. If I could just interrupt one more time, be-
cause I think this is also critically important for the record. Isn’t
it true that this makes us fully competitive in the world because
we can sell our grain for whatever the market price is and still get
the difference between the marketing loan rate and what we actu-
ally get in the marketplace? Doesn’t it strengthen our competitive
position as well?

Mr. JOHNSON. Absolutely. That was the theory behind the mar-
keting loan concept, that is, to put into Freedom to Farm—in fact,
the mistake that was made with Freedom to Farm is the loan rates
were set so horribly low that there was no sort of countercyclical
mechanism that kicked in except in the case of oilseeds.

Chairman CONRAD. Maybe we could just establish this for the
record as well, because I think these are critically important points.
The marketing loan rate in the current farm law for wheat is $2.58
a bushel, but at the initiation of the Secretary of Agriculture, she
is able to actually adjust that loan rate downward, downward. She
can do that not only for wheat, but she can do it for the other crops
as well that have marketing loans. Is that not the case?

Mr. JOHNSON. That is absolutely true.

Chairman CONRAD. And the House bill that passed left the mar-
keting loan rate at $2.58. Isn’t that the case?

Mr. JOHNSON. That is right.

Chairman CONRAD. And the Cochran-Roberts bill left the loan
rate at $2.58. Isn’t that the case?
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Mr. JOHNSON. And both of them also left the discretion for the
Secretary to lower them even further.

Chairman CONRAD. And isn’t it the case that the Senate bill has
a marketing loan rate of $3.00?

Mr. JOHNSON. That is right.

Chairman CONRAD. And has an all-barley loan rate of $2.00 and
the House counterpart is $1.65. These are critically important dif-
ferences between the House bill and the Senate bill. And people say
to me, Senator, you are going to be a top three. I am going to be
one of the five representatives of the Senate—I have already been
notified that that is the case, one of the five representatives of the
Senate to work out the differences between the Senate bill and the
House bill. I have been given that responsibility.

How do I get a better result for our State than what is in the
House bill? How do I do that? The only way that I can do that is
if I have got provisions in the Senate that are different, that are
stronger than the provisions in the House.

If you think about it, I think you will realize what I am saying
is true. The only conceivable way I can get a better result for our
State when I go into those negotiations with the House is if we
have provisions that are stronger, that are more about beneficial
to our State than the provisions that are in the House bill. I have
got to go with some ammunition to that conference. And I think
this is the point that you have made to me repeatedly. You have
told me, Senator, you have got to set yourself up for that con-
ference in a way that you can negotiate a better result.

Mr. JOHNSON. Let me put an exclamation point on that issue.
Roughly—and I said this earlier—the oilseed loan rate has been es-
tablished at about 80 percent of cost production. The ag commis-
sioners across the country unanimously advocated that there would
be a countercyclical payment mechanism tied to production, like
marketing loan rates, that would establish the countercyclical pay-
ments at about 81 percent of cost of production. OK. The formulas
across the board.

If we follow that formula for wheat, for example, we would come
to $3.45. So even going to three, which you managed to get in the
Senate—and I know it was a huge struggle to get in the Senate Ag
Committee. It doesn’t take us as far as we ought to go. So you are
absolutely right to be insisting on keeping in the Senate bill for
final passage, increasing these marketing loan rates. That is just
an essential element, in my judgment, to farm policy.

If T could conclude with one final point, I opened my remarks by
talking about the premise of Freedom to Farm being trade was
going to be our salvation. I know that soon after you get back, the
Senate is likely to be faced with the issue of fast-track legislation,
which the House has passed. I would encourage you, before that is
even considered, that there are some things that need to be done
first:

First, we need a responsible domestic farm policy passed. The
farm bill absolutely ought to be passed before you even talk about
fast-track authority.

Second, we have done a lot of work in this State. You have been
very helpful. The Governor’s office has recently entered into this
issue as well on the Pesticide Harmonization Act. Congressman
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Pomeroy alluded to about a $40 million loss that would come just
as a result of the Secretary reducing the loan rates by her discre-
tionary authority in North Dakota. We annually lose about $30
million a year to disparate pricing packages for pesticides as com-
pared to our farmers versus the Canadian producers. That act
needs to be passed, in my judgment, to help level that playing field.

And, finally, I think some of the inequities from earlier trade
agreements, CUSTA, NAFTA, need to be resolved before we take
up fast track.

Recently the administration was successful in launching a new
round of WTO talks. What troubles me is that the way they were
successful in doing that is they put on the table—and we better un-
derstand this as producers. They put on the table our export credit
programs which we use to sell our commodities to countries that
can’t afford to buy them for cash. They put on the table our ability
to use counterveiling and anti-dumping actions, to take action
against countries that are using unfair trade practices against us,
and, most troubling, they put on the table the ability for us to even
do countercyclical kinds of support programs which are the guts of
the kind of farm policy, in my judgment, that we need in this coun-
try. We had best be real careful before we simply give carte
blanche to the administration to execute removal of these tools
from us, or we are going to have a huge problem, much larger than
what we have today in front of us as an ag country.

So with that, Senator Conrad, and Mr. Chairman, thank you for
the opportunity to testify. I am delighted with the work that you
have done here and thank you very much.

[The prepared statement of Mr. Johnson follows:]
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Testimony of
. Roger Johnson
North Dakota Agriculture Commissioner

Introduction

Good morning. My name is Roger Johnson and I'm the North Dakota
Agriculture Commissioner. | appreciate the opportunity to testify on
farm bill issues today and | would like to thank Senator Kent Conrad
for his work not only in organizing this hearing, but in his unwavering
support for North Dakota agricuiture.

Background

The importance of agriculture to North Dakota’s economy, families,
and communities can not be overstated. Agriculture is the engine of
our economy and the mainstay for the hundreds of towns that dot our
44 million acre landscape.

Nationally, North Dakota is the leader in the production of nine
different commodities and North Dakota farmers, ranchers,
agriculture distributors and processors are revered both domestically
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and internationally as the producers of some of the highest quality
food products in the world.

Consumers here and abroad can choose from an unending supply of
high quality, low cost food stuffs. Unfortunately, farmers and
ranchers have not reaped the benefits of profitable or even break-
even prices for the high quality products they produce.

Premise of farm bill debate

When farm legislation was debated and passed in 1895-96, the
premise of the debate was much different than it is today. Then, the
premise was that the government was going to get out of the
business of providing domestic farm support and the legislation was
designed to “wean” producers for the programs. '

Now, the premise is much different. We've learned over the last half-
dozen years that providing an adequate safety net for the producers
of our food is important, especially in times of prolonged economic
downturn and natural disasters. So, this time around, the agriculture
community and Congress are working to enact farm policy based on
the assumption that our country must support agriculture. Thatis as
it should be.

Recent history

We are considering farm legislation one year before the expiration of
current farm legislation — that is good news. The pressure to write a
new farm bill comes because the 1996 farm bill hasn’t worked.
Period.

Congress has had to cobble together emergency bills each year for
the last four years to try to provide a safety net for producers that
doesn’t exist in the Freedom to Farm bill.

The bottom line is that producers and the bankers that finance their
operations need to know if a reliable farm policy is going to be in
place for the next growing season. The grass roots demand for new
farm policy isn't a foul cry for unneeded or unwarranted action. The
need is immediate in farm country, as producers of most every
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commodity have been suffering the effects of sustained, historically
low prices for their products.

The failure of the current farm bill to address the needs of agriculture
in times of economic crisis has prompted many to re-think and
analyze policy options for agriculture. National and state agricultural
organizations, such as the National Association of State Departments
of Agriculture, have been working for more than two years on
developing agricultural policy recommendations for a new farm bill.

Early on in the farm bill debate, the large majority of these
organizations made clear to Congress that a counter-cyclical means
of delivering support to producers was desirable in the next farm bill.
Many in the agricultural community also support equalizing loan rates
up to the oilseed rate as a method of providing counter-cyclical
support.

it is interesting that the Administration chose to remain largely silent
on farm policy issues until September of last year. Further, itis
disturbing that the positions they have taken in no way reflect the
thoughtful recommendations from national agricultural organizations
that represent the cross-section of agriculture.

Money

The sense of urgency to pass a farm bill now also exists because
new money was authorized for agriculture in the current — but soon to
expire - Congressional budget resolution. That budget resolution —
and the surplus that existed when the resolution was written — very
likely won't be there for much longer. New federal budget forecasts
are expected to be released at the end of this month.

What does the money in the budget resolution mean for agriculture?
It means that agriculfture will have around $17 billion per year for the
next ten years. That is still significantly less than the $20-30 billion
per year that agriculture has been receiving the last four years when
including all ad hoc payments annually approved by Congress ~
usually under the guise of natural and economic disasters. if the
budget resolution is allowed to expire with no farm bill action by
Congress, agriculture may only have $10 billion per year.
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House Bill (H.R. 2686)

Earlier this fall the House of Representatives passed a farm bill —
H.R. 2686. This legislation is certainly better than the current farm
bill. To its credit, it does contain a countercyclical support
mechanism, but it does contain three major flaws. | think many of the
bills supporters have come to realize that improvements need to be
made to the legislation.

« |t doesn’t rebalance loan rates to an acceptable level.
+ |t leaves payments decoupled from production.
¢ [t does nothing to target benefits to family farmers.

The House considered and passed this bill in spite of the efforts of
the Administration to block its passage.

Senate Bill (S. 1731)

Now, the Senate is considering legislation. This legislation is also an
improvement over current farm policy.

S.1731:

» Has higher loan rates - $3.00 Wheat, $2.00 Barley, $2.08 Corn,
$9.35 Minor Oilseeds, $5.20 Soybeans;

« Includes pulse crops (dry peas, lentils, chlokpeas) for recourse
commodity loans;

+ Offers farmers the option to update bases and yields during 98-
2001 or use old bases plus oilseed acres;

* And hopetfully, it will include meaningful payment limitations —
without them, our days of public support are clearly numbered.

in recent weeks, many of those opposed to S. 1731 have tried to
claim that it is simply a “partisan bill” and an effort by the “democrat-
controlled Senate” to ram through farm legislation.

Truth be told, S. 1731 is none of those things. The reality is that the
legislation is very similar to the House-passed version of a farm bill.
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The impacts of both pieces of legislation are very similar for North
Dakota agriculture.

Farm Policy Fundamentals

Pve said all along and | firmly believe that we need to keep two
fundamental questions in mind as we continue this process of
developing a farm policy for our country:

Do we care if our food is produced in this country? And, if so, do we
care if family farmers and ranchers produce it? As a country, we
should care and our farm and trade policies should reflect that. We
must craft a farm policy that is predictable, dependable, and that
provides an adequate safety net to allow well-run family farms and
ranches to survive and prosper.

! will continue to work with NASDA, our congressional delegation, and
others to enact an adequate, responsible farm policy.

I am hopeful that the Senate will pass a farm bill yet this month. f
they do and it reaches conference committee, | hope some
improvements are made 1o the legisiation:

» Despite the Administration’s resistance, loan rates need to be
rebalanced — and | believe they should be rebalanced based on
cost of production.

+ Payments to producers need to be based on what they are
actually producing, not on what they produced ten or twenty years
ago.

+ The benefits of a farm bill need {o be targeted to family-sized farm
operations.

Trade

It looks as if Congress may soon give the Administration fast-track
authority (Trade Promotion Authority) in trade negotiations. Fast,
Slippery Track might be a better term.

The last time the White House could negotiate trade agreements
without congressional consultation, they came up with the U.S.-
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Canada Free Trade Agreement and the North American Free Trade
Agreements. The results of those agreements have not been
favorable for North Dakota farmers. Trucks filled with Canadian
wheat and barley are pouring across the border, while American grain
was virtually banned from import into Canada.

Estimates also show that our producers are losing more than $30
million per year because of the disparity in pricing and availability of
crop protection products between the US and Canada.

We should not pass any new trade legislation until we:

* enact a responsible domestic farm policy,

» pass the Pesticide Harmonization Act, which would address the
inequities in chemical availability and pricing. The legislation
was introduced by Rep. Earl Pomeroy and Sen. Dorgan and
cosponsored by Sen. Conrad; and

» fix the trade inequities that resulted from earlier fast track
agreements.

But my big fear about fast track is simply this. The Bush
Administration, in their successful effort to launch a new frade round,
put on the table all of the remaining tools this country has for family
farmers. Tools like:

« export credit programs, which we use to sell our commodities to
countries who are not wealthy,

+ countervailing duties and anti-dumping authorities which we use to
deal with patently unfair trading practices of other countries,

« farm program payments which are the guts of farm legislation now
pending before Congress — even our ability to deliver effective
counter-cyclical support payments.

The Administration does have a fast-approaching opportunity to show
their support for American farmers and ranchers. United States
Trade Representative Robert Zoellick must make a decision on the
pending Section 301 investigation into the unfair trading practices of
the Canadian Wheat Board.
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I strongly urge the Administration to hold the Canadian Wheat Board
accountable and put in place trade mechanisms that will protect the
interest of American wheat producers and stop further economic
harm.

Conclusion

Farm policy is at a crossroads, and we have many choices before us.
Do we continue down the path of primary reliance on trade and a
friendly marketplace, in keeping with the philosophy of “getting
government out of agriculture”? Or, do we recognize the importance
of supporting family farmers and ranchers and rural America and craft
a new, responsible public policy for agriculture? | choose the laiter.

| look forward to continuing debate on farm policy and to working with
Congress, agricultural organizations, farmers and ranchers, and
others as we develop the next farm bill for our country.

Thank you again for this opportunity to offer testimony on the farm
bill. 1 would be happy to answer any questions you may have.
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Chairman CONRAD. Thank you very much. We appreciate all that
you have done and especially your work with the commissioners of
agriculture across the country.

We are now going to call our second panel who represent agricul-
tural lenders, because we think there is no group that can speak
with better credibility with respect to the need for new farm legis-
lation than those who make loans to farm producers. And I would
call to the witness stand Roger Monson, a member of the Agri-
culture Committee of the American Bankers Association and a resi-
dent of Finley, North Dakota. Roger, welcome. It is good to have
you here. And Michael O’Keeffe of the Farm Credit Administration
from Mandan, North Dakota.

As they are coming to the witness stand, I just want to make the
point that, as we considered new farm legislation, I had dozens of
bankers and lenders across North Dakota call me and say, Senator,
many of our farm lenders are not going to cash-flow under the last
year of the old farm bill because that is the weakest year of the
farm bill. There is no disaster assistance payment put in place, so
all we can look to to recover on loans is the provisions of the last
year of the old farm bill. Those are too weak to allow many of our
farm borrowers to cash-flow. And so we want to make that point
for the record and make it clearly here today, and so we especially
welcome Roger and Michael.

Roger, why don’t you proceed.

STATEMENT OF ROGER D. MONSON, PRESIDENT, CITIZENS
STATE BANK, FINLEY, NORTH DAKOTA

Mr. MoNSON. Thank you, Senator Conrad, for this opportunity to
testify at your hearing, and I appreciate the fact that you have
asked rural financial institutions to also have a voice in this.

Given the dramatic slump in commodity prices since 1997, the
need to carefully craft a new farm bill that affords protection to
production agriculture from economic disaster is now more urgently
needed than ever before. Rural counties in Midwestern States, all
the way from North Dakota to Texas, are suffering from double-
digit population declines resulting from out-migration to urban cen-
ters, resulting in the decline in the farm profitability. The trend of
fewer and larger farms in the 1980’s has continued on through the
1990’s.

As you know, production agriculture is capital intensive with
farmers annually risking a large percent of their balance sheet eq-
uity each year. Agricultural lenders must make their lending deci-
sions based on projected cash-flows and profitability. How does a
lender or a borrower project emergency or supplemental Govern-
ment payments before the crop year even begins? Farmers can’t be
caught in a guessing game as to whether they will be operating
under the final year of the existing farm bill or working under a
new farm program. Producers need that information now, not 4 or
5 months from now.

There also needs to be some sort of a safety net or price floor.
Due to a combination of excessive moisture and poor commodity
prices, borrowers at my bank typically received 20 to 30 percent of
their gross income in Government payments in 2000, much of
which came from emergency legislation that was enacted by Con-



40

gress. That percentage is not expected to change materially in
2001. Now, if my customers removed 25 percent of their gross in-
come from their income statements, virtually none of them could
cash-flow their debt for next year or any year after. Production ag-
riculture must be financed through cash-flow. It cannot be financed
by asset-based or collateral-based lending. We all learned that very
painful lesson in the 1980’s.

Very early last year, 2001, the American Bankers Association’s
Division of Agriculture and Rural Banking held a series of town
hall meetings with ag bankers all over the country to formulate
some ideas and thoughts about the prospect of a new farm bill.
There was uniform consensus from these bankers, whether they
were in cotton, corn and soybean, or wheat areas that farm pro-
ducers needed some sort of price protection, such as a counter-
cyclical mechanism, especially when commodity prices plummet.

And, Senator, if I can interject here, as I mentioned, I serve on
the ABA’s Ag Committee, and one of the things we do at each of
our meetings is we go around the table and give a regional report.
It is called “bears in the buckwheat,” which is a strange statement,
but the story was, there was a farmer who came in to see his lend-
er and the lender asked him how the crop year went. And he said,
well, he said, it was great, he said, it was really great, it was great
weather, good price, but the bears got into the buckwheat, which
meant there wasn’t any buckwheat.

And as we go around that table, I am always surprised, some-
times we think that here in upper Midwest that our problems are
unique and that no one else has the cash-flow issues. It is uniform
across this country whether it is cotton or rice or whatever. Every-
one has a problem and it is related to the dramatic rise and fall
of commodity prices.

And that brings me to the point of commodity loan rates. There
has already been discussion on this this morning about the poten-
tial, anyway, for commodity loan rates, especially wheat, to fall.
And I guess I would just say that if the loan rates were to fall,
where we are well below the cost of production already, that farm-
ers are going to be forced to do an obvious thing—that is, they are
not going to raise wheat. They don’t want to promise themselves
a loss. And if that were to happen on a national basis, that would
be a self-fulfilling prophecy that we would be dependent upon for-
eign wheat.

If you think about that, it would be similar to relying on foreign
oil, and I don’t think anybody wants that kind of reliance when we
can grow it here.

I would also like to touch, just for a moment, on conservation
that has not been discussed today, but there are some conservation
issues surrounding the bills. I guess I would say the conservation
of our soil and our water are very important, and programs that
encourage and assist farmers in improving their land should be en-
couraged. I would caution, however, that I think Congress needs to
avoid creating situations where the U.S. Government actually be-
comes a competitor for farmland and thereby exacerbating the out-
migration and creating additional economic distress to our rural
communities.



41

In closing, Senator, I would urge that this Congress develop a
farm bill immediately that would incorporate a rural development
and a revitalization policy as well. I mentioned earlier the ongoing
problem of out-migration in rural America. America’s farmers need
to get beyond the commodity production level in agriculture if they
are going to survive. Federal resources must be channeled into de-
veloping successful value-added agricultural products such as eth-
anol, bio-diesel, and soy ink, as an example, and then providing the
opportunity for the farmer/producer to own that enterprise.

Federal dollars also need to be made available to rebuild the
electrical energy transmission grid in this country that will allow
us to utilize the natural wind energy right here in North Dakota
and up and down the Midwest that could help alleviate the energy
issues in this country. Congress needs to invest in programs that
will aid in the development of rural infrastructure and create jobs
in rural areas. If we can create additional and reliable sources of
income for our farm families and provide good-paying jobs for our
youth, who presently have to leave this area in order to pursue the
American dream, rural America could be on its way to becoming
far less dependent on Federal farm subsidies and going a long way
in developing sustainable agriculture.

[The prepared statement of Mr. Monson follows:]
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The Honorable Kent Conrad
U.S. Senate Farm Bill Hearing
Bismarck Civic Center, Bismarck, ND

Senator Conrad:

Thank you for the opportunity to share my views as a rural North Dakota banker

concerning important issues surrounding the proposed farm bill in Washington, D.C.

Given the dramatic slump in commodity prices since 1997, the need to carefully craft a
new farm bill that affords protection to production agriculture from economic disaster is .
more urgent now than ever before. Rural counties in midwestern states from North
Dakota to Texas are suffering from double-digit population declines resulting from out-
migration to urban centers. The trend of fewer and larger farms in the 1980's has

continued on thru the 19907,

Production agriculture is capital intensive with farmers annually risking a large
percentage of their balance sheet equity each crop year. Agricultural lenders must make
their lending decisions based on projected cash flows and profitability. How does a
lender or a borrower project emergency or supplemental government payments before the
crop year even begins? ‘Farmers can't be caught in a guessing game as to whether they

will be operating under the final year of the existing farm bill or working under a new
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program. Producers and lenders need that information now - not in 4 or 5 months. There
also needs to be some sort of safety net or price floor. Due to a combination of excessive
moisture and. poor commodity prices, borrowers at my bank typically received 20-30% of
their gross income in government péyments in 2000 - much of which came from
emergency legislation enacted by Congress. That percentage is not expected to change
materially in 2001, If my farm customers removed 25% of their gross income from their
income statements, virtually none of them could cash flow their debt for an extended
period. Production agriculture must be financed by cash flow. It cannot be financed by

asset-based or collateral lending. We all learned that painful lesson in the 1980's.

Very early in 2001, the American Bankers Association's Division of Agriculture and

Rural Banking held a series of town hall meetings with ag bankers all through the

country. There was uniform consensus from these bankers whether they were in cotton,
corn & soybean or wheat areas that farm producers needed some sort of price protection -

such as a counter~cyclical support mechanism - when commodity prices plummet.

Commodity loan rates, especially for wheat, also need to be addressed in the new farm
bill. Current loan rates for wheat as a percentage of cost of production are too low and to
drop further would be disastrous. If that were to happen, wheat production would fall
dramatically and the U.S. would develop a dependency on foreign grain that would

mirror our reliance on foreign oil - something that no U.S. citizens should support.

Conservation of our nation's soil and water is important and programs that encourage and
assist farmers in improving their land should be encouraged. Congress needs to avoid

creating situations where the U.S. Government becomes a competitor for farmland and
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thereby increasing out-migration and creating additional economic distress to our rural

comumunities.

In closing, T would urge this Congress to develop a farm bill that incorporates a rural
development or revitalization policy as well. I mentioned earlier the on-going problem of
out-migration in rural America. America's farmers need to get beyond the commodity
production level in agricultural if they are to survive. Federal resources must be
channeled into developing successful value-added agricultural products such as ethanol,
bio diesel or soyink and then providing opportunities for these enterprises to be farmer-
owned. Federal dollars need to be made available to rebuild the electrical energy
transmission grid in this country that will allow us to utilize the natural wind eriergy that
could alleviate much if the energy shortage in this country. Congress needs to invest in '
programs that will aid in the development of rural infrastructure and create jobs in rural
areas. If we can create additional and reliable sources of income for our farm families
and, just as important, provide good paying jobs for our youth who presently have to
feave in order to pursue the American dream, rural America could be on its way to
becoming less reliant on federal farm subsidies and developing more sustainable

agriculture.

Sincerely,

ROGER D. MONSON
PRESIDENT

RDM/gh
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Chairman CONRAD. Thank you very much for that thoughtful tes-
timony.

I might just say on one of the last points you made, I will be
making an important statement with respect to wind energy and
incentives for the development of wind energy in the marketplace
on Thursday in Grand Forks, and we are going to have an inter-
esting display there from the West Fargo company that produces
these large-scale wind generators. And there are very exciting de-
velopments in that area that have enormous implications, substan-
tial opportunity for North Dakota, and we will be talking more
about that Thursday.

Again, thank you so much for your testimony.

Now we are going to turn to Michael O’Keeffe, who represents
the Farm Credit Administration, because as I have indicated, I
have heard from lenders all over North Dakota telling me thou-
sands of farm families in North Dakota will not cash-flow under
the terms of the last year of the old farm bill. That is one reason
Commissioner Johnson and others, all of us, have been pushing to
get a new farm bill in place.

Michael, thank you so much for taking the time to come.

STATEMENT OF MICHAEL O’KEEFFE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, FARM CREDIT SERVICES, MANDAN, ACA

Mr. O’KEEFFE. Thank you, Senator Conrad, Congressman Pom-
eroy. On behalf of myself and the 3,800 customers of Farm Credit
Services of Mandan, I would like to thank you for bringing this
Senate Budget hearing to North Dakota and rural America. We ap-
preciate that you recognize the important role that lenders play in
rural America and welcome this opportunity to provide comments.

As CEO of Farm Credit Services of Mandan, I can best give my
perspective relating to the agricultural producers of southwest and
south central North Dakota in the area that we service. However,
on the broader North Dakota scope, the four Farm Credit Services
associations headquartered in North Dakota had outstanding at
year end 2001 $1.9 billion in loans and leases to farmers, ranchers,
and agribusinesses. Those farmers, ranchers, and agribusinesses
are dependent on a sound national farm policy that can provide ag-
riculture the opportunity to secure the needed access to operating
and capital credit. They are dependent on the farm bill that will
provide producers needed risk management tools, and those farm-
ers and ranchers deserve the public’s interest to provide timely
farm policy and program information, allowing producers, as busi-
ness managers, the ability to make timely and sound business pro-
duction and marketing decisions.

These North Dakota producers are part of the food basket of
America, and I think you will see by the underlying theme of my
testimony that what is good for the farmers’ bottom line is good for
everyone, both rural and urban.

Obviously, the lending community has an interest in issues fac-
ing farmers and ranchers. Over the past months you have heard
from countless individuals, farm organizations, and conservation
groups with suggestions and recommendations, and I by no means
am an expert on those issues or recommendations. But what has
become clear is that you cannot separate the important issues of
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affordable and accessible credit, cash-flow in agriculture, and the
ability of producers to manage risks from the broader issues of
commodity programs, conservation, trade or rural development.
And also what is clear is we should not be asking farmers, as busi-
ness managers, to make yearly planting and production decisions
and longer-term/multiple-year business decisions without some cer-
tainties of the support they have from the American public regard-
ing national farm legislation.

While we would all like to see profit in agriculture coming from
higher commodity prices and not cash-flowed by Government pay-
ments, the reality is that we do have depressed commodity mar-
kets, and farm legislation is required to sustain agriculture.

Producers in other parts of the Nation have already had to make
farm business decisions without knowing details around the farm
bill. Farmers in southwest North Dakota are also beginning to
make those decisions. Every spring brings uncertainty to North Da-
kota’s agriculture, but it also brings hope and opportunity. And al-
though timely passage of the next farm bill would be one less thing
for producers to worry about, we do have a farm bill which can
serve as the basis for these critical business decisions, but it may
not be the basis for sound future decisions. Farmers are renewing
or seeking operating lines of credit without knowing with certainty
what crops they may finally seed. They want to clean seed, but
don’t know if that is the seed that they are going to be finally
planting. They may want to or need to make long-term investments
in equipment or resources but don’t know if there is a sustainable
profit or cash-flow for their farm operation. The prospect exists
that they may have to select crop insurance options or make ad-
vanced marketing decisions before they know what the crop sup-
port levels or loan rate will be. This prospect would exist, as we
talked about earlier, if a decision on the next farm bill isn’t made
or if the Secretary of Agriculture doesn’t use the existing authori-
ties to announce 2002 loan rates before the March 15th crop insur-
ance deadline for the North Dakota crop producers. If farmers don’t
have the information or don’t know the rules for those decisions by
a prompt passage of the next farm bill, it becomes increasingly dif-
ficult for farmers to request lines of credit that they need, and it
becomes increasingly difficult for lenders to analyze those credit
needs.

In the mid-1980’s, farmers and lenders were caught in a situa-
tion of falling collateral values and inadequate cash-flow to sustain
debt servicing. That credit crisis, which was the result of producers
borrowing on collateral and lenders lending on collateral, was dev-
astating; and for those of us who lived through that process, that
experienced those times, we do not want to experience those again.

Over the last 15 years, lenders, Farm Credit, and bankers alike
have moved to making lending decisions based on earnings and
cash-flow. And admittedly, much of the net earnings and cash-flow
of the last few years has come from Government farm programs
and insurance payments. Crop producers in southwest North Da-
kota have been building equity through these earnings and cash-
flows, and they have been able to upgrade capital and make loan
repayments. But in 2001, even with good crop production yields in
our area, producers in southwest North Dakota showed less earn-
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ings due to the continued low commodity prices and less Govern-
ment payments.

For 2002, we are making loan decisions based on the overall in-
creased balance sheet strength of the recent past years. Making de-
cisions on cash-flow and earnings capacity aren’t as clear. The crop
producers will seed a 2002 crop and the credit will be available for
the 2002 year. But what has the potential for disaster is the contin-
ued lack of profits and cash-flow in agriculture. That potential that
after the 2002 crop year, if we don’t have above average yield or
without a sound farm policy offsetting depressed commodity prices,
we will see some producers exiting agriculture because they do not
want to relive the collateral lending experiences of the past. They
will not want to use up their balance sheet equity to remain in
farming. And lenders, not wanting to experience those times again,
will likely trend toward restricting credit to agriculture because of
the inability of producers to repay debt from cash-flow. If we can’t
sustain the current agriculture producers, how can we expect
young, beginning farmers to enter agriculture? These potential
young, beginning farmers need access to affordable credit, which is
another primary issue facing agriculture and rural America, but
more importantly, they need agriculture and commodity prices to
be supported at levels that can keep them in business.

Another important factor in this whole farm bill debate is the
need for, and use of, risk management tools. Congress took a step
toward completing the unfinished agenda begun in 1996 with the
passage of the Agriculture Risk Protection Act. This provided much
needed reform to the Federal crop insurance and provided an en-
hanced tool for producers in managing their operation. Of value are
the risk management and marketing options contained in farm
bills, providing opportunities that assist farmers in enhancing their
marketing skills and managing their risks.

Farm Credit has been a partner with farmers for four genera-
tions and has been there for good times and bad. While it is true
that the terms of loans might be somewhat impacted, we continue
to work with producers to mitigate uncertainty by encouraging the
use of crop insurance, marketing plans, and future contracts; and
although the lack of a new farm bill does not preclude us from con-
tinuing to work with our customers, removing the uncertainty as
soon as possible is in the best interest of North Dakota’s farmers
and ranchers—and the Nation as a whole.

Mr. Chairman, although many farmers and ranchers remain op-
timistic there will be additional dollars “above the baseline” for ag-
riculture, as you had indicated, there will be and are many de-
mands in the Nation’s budget. The key for the future of agriculture,
which feeds both rural and urban America, will be the level of ad-
ditional funding through a farm bill and how it is distributed.

Finally, I would like to note that farmers and ranchers, by tradi-
tion, are good stewards of the land. It provides their livelihood, and
any conservation measures contained in the next farm bill must
empower farmers and ranchers to make decisions on how to best
utilize these resources. Decisions cannot be driven down on them,
but must be the product of careful consideration as to a policy’s im-
pact on both the environment and the farmer’s ability to manage
his or her business.
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Again, it is critical that credit and support levels be addressed
as Congress considers the next farm bill, and as a primary source
of credit, the Farm Credit System is an integral part of our rural
communities, and many times lenders are left out of the debate
and the issues that are raised. And I thank you and commend you
for including us in today’s hearing.

Thank you.

[The prepared statement of Mr. O’Keeffe follows:]
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Mr. Chairman and committee members, on behalf of myself and the 3800 customers of
Farm Credit Services of Mandan, I would like to thank you for bringing this Senate
Budget hearing to North Dakota and rural America. We appreciate that you recognize the
important role lenders play in rural America and welcome the opportunity to provide
testimony regarding the impact of farm policy on North Dakota’s farmers and ranchers.

As you know, Farm Credit Services of Mandan is part of the Farm Credit System.
Congress created this nationwide financial cooperative in 1916 to provide American
agriculture with a safe and dependable source of credit. Unlike commercial banks, Farm
Credit System banks and associations do not take deposits. Rather, loanable funds are
raised through the sale of System wide bonds and notes in capital markets and are
channeled back to rural America through a nationwide network of Farm Credit lending
institutions. We are a private, farmer-owned cooperative, which serves a public good.

Farm Credit Services of Mandan as a farmer-owned cooperative offers farm operating,
equipment, and real estate loans and a variety of financial management services. We
serve producers in a twenty county area in southwest and south central North Dakota and
our mission is “to be the first choice of eligible customers by promoting and providing
dependable sound credit and related services that will meet or exceed their expectations.”

As CEO of Farm Credit Services of Mandan, I can best give my perspective relating to
agricultural producers in southwest and south central North Dakota. However on the
broader North Dakota scope, the four Farm Credit Services associations headquartered in
North Dakota had outstanding at 2001 year end, $1.9 billion in loans and leases to
farmers, ranchers and agribusiness. Those farmers, ranchers and agribusinesses are
dependent on a sound national farm policy that can provide agriculture the opportunity to
secure needed access to operating and capital credit. They are dependent on a farm bill
that will provide producers needed risk management tools. Those farmers and ranchers
deserve the public’s interest to provide timely farm policy and program information
allowing producers, as business managers, the ability to make timely and sound business
production and marketing decisions. These North Dakota producers are part of the food
basket of America and I think you will see that the underlying theme of my testimony is
that what is good for the farmers “bottom-line” is good for everyone, both rural and
urban.

Obviously, the lending community has an interest in issues facing farmers and ranchers.
Over the past months you have heard from countless individuals, farm organizations and
conservation groups with suggestions and recommendations. Members of the Senate
Agriculture committee and your colleges in the House of Representatives have evaluated
a wide variety of programs ranging from coutercyclical payments and target prices to
conservation and trade. 1, by no means, am an expert on these issues and
recommendations. But what has become clear is that you can not separate the important
issues of affordable and accessible credit, cash flow in agriculture and the ability of
producers to manage risks from the broader issues of commodity programs, conservation,
trade and rural development. And what is also clear, is we should not be asking farmers,
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as business managers, to make yearly planting and production decisions and longer
term/multiple year business decisions without some certainties of the support they have
from the American public regarding national farm legislation. While we all would like to
see profit in agriculture coming from higher commodity prices and not cash flowed by
government payments, the reality is we have depressed commodity markets and farm
legislation is required to sustain agriculture.

Producers in other parts of the nation have already had to make farm business decisions
without knowing details around a farm bill. Farmers in southwest North Dakota are also
beginning to make those decisions. Every spring brings uncertainty to North Dakota’s
agriculture; it also brings hope and opportunity. Although timely passage of the next
farm bill would be one less thing for producers to worry about, we do have a farm bill
which can serve as the basis for these critical business decisions, but it may not be the
basis for sound future decisions. Farmers are renewing or seeking operating lines of
credit without knowing with certainty what crops they may finally seed. They want to
clean seed, but aren’t sure if that is what they will finally plant. They may want to, or
need to, make longer term investments in equipment or resources but don’t know if there
is a sustainable positive cash flow for their farm operation. The prospect exists they may
have to select crop insurance options or make advanced marketing decisions before they
know what the crop support levels or loan rates will be. This prospect would exist if a
decision on the next farm bill isn’t made or if the Secretary of Agriculture doesn’t use
existing authorities to announce 2002 loan rates before the March 15" crop insurance
deadline for North Dakota crop producers. If farmers don’t have the information or know
the rules to make those decisions by a prompt passage of the next farm bill, it becomes
increasingly difficult for the farmer to request the lines of credit they need and
increasingly difficult for lenders to analyze those credit requests.

In the mid-1980’s, farmers and lenders were caught in a situation of falling collateral
values and inadequate cash flow to sustain debt servicing. That credit crisis, which was
the result of producers borrowing on collateral and lenders lending on collateral, was
devastating. Those of us who lived and worked through those experiences did not want to
experience those times of collateral lending again. Over the last 15 years, lenders, Farm
Credit and bankers alike, have moved to making lending decisions based on earnings and
cash flow. Admittedly, much of the net earnings and cash flow in recent years has come
from government farm program payments and insurance payments. Crop producers in
southwest North Dakota were building equity through these earnings and cash flows.
They have been able to upgrade capital and make loan repayments. But in 2001, even
with good crop production yields, producers in southwest North Dakota showed less
earnings due to continued low commaodity prices and less government payments.

For 2002, we are making loan decisions based on the overall increased balance sheet
strength of the recent past years. Making decisions on cash flow and earnings capacity
aren’t as clear. Crop producers will seed a 2002 crop and the credit will be there. What
has the potential for disaster is the continued lack of profits and cash flow in agriculture.
The potential that after the 2002 crop year if we don’t have an above average yield or
without a sound farm policy offsetting depressed commodity prices, producers will exit
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agriculture because they do not want to re-live the collateral lending experiences of the
past. They will not want to use up balance sheet equity to remain in farming. And
lenders, not wanting to experience those times again, will likely trend to restricting credit
to agriculture because of the inability of producers to repay debt from cash flow. If we
can’t sustain the current agricultural producers, how can we expect young/beginning
farmers to enter agriculture? These potential young/beginning farmers need access to
affordable credit, which is another primary issue facing agriculture and rural America,
but more importantly they need agriculture and commodity prices to be supported at
levels that can keep them in business.

Another important factor in this farm bill debate is the need for — and use of - risk
management tools. Congress took a step toward completing the unfinished agenda began
by the 1996 Farm bill with passage of the Agriculture Risk Protection Act. This provided
much needed reform to federal crop insurance and provided an enhanced tool for
producers in managing their operations. Of value are the risk management and marketing
options contained in farm bills, providing opportunities that assist farmers in enhancing
their marketing skills and managing risks.

Farm Credit has been a partner with farmers for four generations and has been there
through the good and bad times. While it is true that the terms of loans might be
somewhat impacted, we continue to work with producers to mitigate uncertainty by
encouraging the use of crop insurance, marketing plans, and futures contracts. Although
the lack of a new farm bill does not preclude us from continuing to work with our
customers, removing as much uncertainty as soon as possible is in the best interests of
North Dakota’s farmers and ranchers ~ and the Nation as a whole.

Mr. Chairman, although many farmers and ranchers remain optimistic there will be
additional dollars “above the baseline” for agriculture, there will be, and are, many
demands on the nation’s budget. The key for the future of agriculture, which feeds both
rural and urban America, will be the level of the additional funding through a farm bill
and how it is distributed.

Finally, I would like to note that farmers and ranchers are, by tradition, good stewards of
the land. It provides their livelihood and any conservation measures contained in the next
farm bill must empower farmers and ranchers to make decisions on how best to utilize
these resources. Decisions cannot be driven down on them, but must be the product of
careful consideration as to a policy’s impact on both the environment and the farmer’s
ability to manage his or her business.

Again, it is critical that credit and support level issues be addressed as Congress considers
the next farm bill. As a primary source of credit, the Farm Credit System is an integral
part of our rural communities. However, many times lenders are left out of the equation
when issues affecting rural America are debated in the halls of Congress and at 1600
Pennsylvania Avenue. That is why I commend you for listening to the lender’s
perspective and thank you for holding this hearing in North Dakota to discuss the issues
facing farmers and our rural communities.
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Chairman CONRAD. Thank you very much, Michael.

You made a point that I think has gotten missed repeatedly in
this farm bill discussion, and that is the connection between the
loan rate levels and crop insurance elections. Could you just repeat
that point? Because I want to make it clear in the record and draw
some of my colleagues’ attentions to that point.

Mr. O’KEEFFE. Well, the comment that I said is that producers
are going to have to make crop insurance selection choices or make
advanced marketing decisions without knowing what the loan rates
are, and because of that uncertainty—and if that uncertainty isn’t
cleared before—for North Dakota producers—the March 15th crop
insurance deadline, their choice of what crops they will seed may
change because of whether or not they will buy added coverage or
not seed a particular crop because of going with crop insurance se-
lections on another crop. And my point is that the March 15th
deadline faces them.

Chairman CONRAD. It is a very important point. It is a technical
point, but it has real-world implications. That is, if a farmer doesn’t
know, because he does not know what program he is going to be
under, has a difficult time making a decision by the March 15th
deadline with respect to the elections under the crop insurance law.
That is the point. And it really goes to the heart of the uncertainty
that we have been concerned about. It is one of the issues. Obvi-
ousl{y there are others as well, but I think it makes the point very
well.

Roger, you have been a leader on the national scene in terms of
rural lending in the banking industry. What would be your mes-
sage, if you had across from you 20 Senators listening to your testi-
mony, with respect to how important is it that we have funding
over the baseline for agriculture? That is, the money that was ap-
proved in the budget last year, that $17 billion, if we would lose
that and we would go back to the level under the previous farm
law, which would be, instead of $17 billion a year, roughly $10 bil-
lion a year, even somewhat less than that, what would be the con-
sequence?

Mr. MonNsON. Well, Senator, the consequence to that would be a
wholesale exodus by many, many farmer/producers. As I indicated
before, without those previous support payments, my farmers
wouldn’t have cash-flowed, they could not have serviced their debt,
and, of course, it would be a domino effect. As soon as you started
having farmers withdrawing and having sales, then the values of
capital assets decline even further and rural agriculture would be—
we would be in a terrible, terrible slump, just awful.

Going back to your question about the baseline, anything less
than what we have had is disaster.

Chairman CONRAD. I hope that point is being heard loud and
clear. It is very important that that point be understood in Wash-
ington. We are not talking about, you know, bells and whistles
here; we are not talking about, you know, somebody’s wish list. We
are talking about economic survival for a big part of our economy
and anybody that doesn’t understand what Mr. Monson has said
here, I think it is important to understand. It echoes a comment
made by the head of the North Dakota Grain Growers in our pre-
vious conference or previous hearing. I asked him what would be
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the consequence if we lost that additional funding provided for in
last year’s budget. His reaction was, it would be a race to the auc-
tioneer and I think you stated it in a different way, although just
as compelling, that you would have a wholesale exodus from pro-
duction agriculture.

I hope people understand these aren’t scare tactics. We are not
overstating the case. This is reality. This is the truth and the re-
ality is even under this additional money, agriculture will be get-
ting less than we have received each of the last 4 years. And the
reason for that is each of the last 4 years we have passed an eco-
nomic disaster plan for agriculture that has added $7, $8 up to $10
million over that so-called baseline. So actually the new money that
is in this farm bill is not new money compared to what we have
been getting. It is actually less money than we have been getting
the last 4 years but substantially more money than would be pro-
vided for under existing farm law. That is a critical point to under-
stand and I want to thank you.

Congressman Pomeroy?

Mr. POMEROY. Just one brief question. Each of you mentioned
the uncertainties presently surrounding the financing of agri-
culture and the difficulties it gives lenders to try to evaluate
whether or not an operation is going to cash-flow. I would like to
direct my question specifically to be announced by the Secretary of
Agriculture on Friday that she would refuse to set loan rates at the
highest rate allowed under the statute, as has been done in each
of the last 5 years, the years of the present farm program. Does
that make your job more difficult as you look at the proposal for
financing of the upcoming crop year; and if so, how?

Mr. O’KEEFFE. Well, I think certainly it makes challenges to our
loan officers’ process to work with customers because of the uncer-
tainty of where those rates are. The fact that they aren’t an-
nounced, that they aren’t set at the highest level, and they aren’t
able to use those higher levels to work into the projected budgets
and that for the coming year; and as I said, Congressman, for 2002,
producers in North Dakota are going to put a crop in, it is just it
has got so much uncertainty to where do they go to the future and
even so many of the decisions that they have to yet make for 2002.
So it certainly challenges our job.

Mr. MoONSON. If I could just add, I totally agree with Mike on
that. As a lender, you know, commodity loan rates tend to be some-
what of a floor, as it were, as was alluded to in earlier testimony.
And if we take away even that piece of it, you have no assurance,
absolutely none, and so your cash-flow projections become some-
what blue sky or meaningless, and everyone is at risk. Farmers are
in the business of risk management, lenders are in the business of
risk management, and you just took away a basic tool.

Mr. PoMEROY. I think it is going to be very important to push
back on this very hard. As I mentioned, I sent a letter yesterday
to the Secretary. I hope that she hears from all stakeholders, farm-
ers, lenders, farm organizations, commodity groups, everybody. She
owes it to rural America to put a marketing loan schedule out
there, and it isn’t even very hard. Just look at what they did each
of the last 5 years under the Freedom to Farm program. This is
no time to start reducing the support that has been provided to add
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additional uncertainty to an already incredibly uncertain environ-
ment under the state of the farm bill debate. So I think what she
did was really deeply disappointing, extraordinary, and a hard
push-back, and I would certainly hope the finance community
would be a big part of that. Maybe we can reverse this position.

Mr. Chairman, I have to go. I have another scheduling commit-
ment. I want to thank you for your ongoing leadership in this area
and for holding this hearing. I particularly commend this panel,
which, I think, has been excellent.

Chairman CONRAD. Thank you. Thank you so much for being
here as well, Congressman, and thanks for the excellent work you
did over on the House side getting that bill advanced. I mean, it
was very important. You know, the administration said don’t do it,
and thank goodness the House paid no attention and did do it.

I want to thank both of you as well. I very much appreciate you
taking the time to be here. These are important messages, and you
have got special expertise that I think will be useful to my col-
leagues and again my personal thanks.

Mr. O’KEEFFE. Thank you.

Chairman CONRAD. Next we are going to do something a little
different than we have done at previous hearings. As you know, 6
months ago when the Budget Committee held a farm bill hearing
in Fargo, North Dakota, we had the leaders of all the North Dakota
farm organizations or the major farm organizations testify. Today
we have asked individual producers to come and give their story
because we thought perhaps that would add a new dimension in
terms of persuading some of our more recalcitrant colleagues as to
the need, that maybe if they just heard directly from not leaders
of farm organizations but people who are out there, farm families
from every kind of philosophical background, that this would be
helpful. So I want to call to the witness stand Sue Christiansen of
Bowbells, North Dakota; Fred Keller of Bisbee, North Dakota;
Ward Eichhorst of Coleharbor, North Dakota; Dan Stewart of Car-
son, North Dakota; and Tim Erlandson of Oakes, North Dakota, for
their testimony, and again I want to say special thanks to all of
them. They don’t have, you know, some staff to support them in
their preparation of testimony. They have come here to give their
stories, and I really appreciate it very much.

And maybe as you each testify, if you could just give a little
background about your family, what kind of a farm operation you
have, and if you want to discuss your farm group affiliations that
is fine, or not, if that is your wish. I do want the audience to know
we have not weighted this by some kind of philosophical test.
These are people who have affiliations with most of the major farm
organizations in North Dakota, whether it is Farm Bureau or
Farmers Union or the Grain Growers or people who are interested
in oilseeds. We have tried to get a broad, representative group here
of North Dakota agriculture.

So, Sue, since you are our only woman, I think it is most fitting
that you go first.
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STATEMENT OF SUE CHRISTIANSEN, BOWBELLS, NORTH
DAKOTA

Ms. CHRISTIANSEN. Thank you, Senator Conrad, for having me
here today and giving me the opportunity to address you. My hus-
band, Randy, and I have a family farm operation. We farm on our
own around 3,100 acres of small grains and oilseeds. We also help
with his father’s operation of another 900 acres. We are a self-con-
tained farm; we do everything on our own. My husband does all of
the welding, all of the seed cleaning. I do all of the grain hauling,
and I work in the fields every spring with the cultivation and anhy-
drous. So we truly are a family farm operation on our own working
to succeed. Thank you, again, for having me here.

Chairman CONRAD. I read that background and I don’t know if
we have met before, I don’t recall it, but I thought, boy, that is rep-
resentative of North Dakota. It really is a family farm operation.

Ms. CHRISTIANSEN. Thank you. I would also like to thank Con-
gressman Pomeroy for being here today, Governor Hoeven, and
Commissioner Johnson. I appreciate also their efforts that they do
to help support family farmers in our efforts. We are very lucky in
North Dakota to have the representation that we do.

In my perspective I see members of the House, the Senate, and
the Secretary of Agriculture who are disputing our needs by saying
the farm bill is not an issue that needs to be addressed at this
time. They are telling us that we can wait, that national security
has been brought to the forefront and that that is where we need
to be looking. I agree, we have national security issues and, yes,
we do need to have that be at the forefront but wait and see what
to do about farm policy, that is not what we need. Our country’s
No. 1 concern must always be the security—defense of our country
bilt, second, second only to the defense, must be our safe food sup-
ply.
The key element to this equation is the support of Congress to
enact farm policy that secures this country’s safe food supply. This
is where legislation has to be built with a farm bill that allows the
family farmer to function with prices for our commodities that sup-
port income beyond expense of the production.

We are losing the American public’s approval because they do not
know the farming industry. They see our story and they see a
farmer’s story receiving outrageous Government payments and
they believe we are all looking for a handout. Payment limitations
must be set. This picture to the American public must be changed.

In the business of farming, the commodities we raise are at mar-
ket—are influenced by the market and by Government policy on
foreign trade, and the Government sets our market price. There-
fore, just like people working in industry go to their unions for sal-
ary increases and employees go to their bosses negotiating their
wages, we as farmers must negotiate with the Government to set
our earnings. It is not asking for welfare; it is not asking for a
handout. It is receiving income earned for our labors. Agriculture
subsidies should be viewed as agricultural earned income.

Even before September 11th consumers were becoming aware of
food supply concerns and issues of mad cow disease in Britain and
Europe. Now with the threat of agri-terrorism, the American tax-
payers must be more willing to spend tax dollars to keep American
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faltmily farmers on the land to produce the world’s safest food sup-
ply.

My sister lives in Tulsa, Oklahoma. She has called me several
times, and being a good North Dakota girl, graduating from UND,
we talk about what is happening back at home. And even though
she is in another agricultural State of Oklahoma, it is a very diver-
sified and urban community that she is in. And as she speaks with
people there, they don’t understand the need of knowing where
their food supply is coming from. She talks with them and contin-
ually tells them about supporting family farms and they feel that
the farmer is his own business and, therefore, he should take care
of himself. Until a recent phone call from a friend in the city, the
woman was unconcerned about where her food choices and supplies
came from and then this happened to her:

The woman has a small labrador retriever puppy, and she had
been keeping it in a box in the bedroom next to her to sleep at
night. Well, in a few weeks, as the puppy got older, the box became
too small for the puppy to stay in. She went to her local grocery
store and picked up a larger box, brought it home, put the puppy
to bed that night. But in the morning when she awoke and looked
down at her puppy, his head was swollen twice the size of normal;
the bottom of the puppy was also swollen and sore. She was pet-
rified. She didn’t know what to do. She called her veterinarian but
since it was a Sunday, he told her to go ahead and give it an anti-
histamine, come and see me in the morning. Go back to the bed-
room, get your puppy and get it an antihistamine. As she picked
the puppy up out of the box, she looked at the box, and what did
it say? “Product of Mexico.”

Immediately she referred back to my sister having a conversation
with her about where does your food supply come from. Why do you
feel that everything you eat in this country is safe and where
should you be eating food from what country? So she called my sis-
ter and told her the problem, and the next morning when they
went to the veterinarian with the puppy, he checked the dog over,
and after an antihistamine and removing the box from her house,
the puppy was back to normal. But the veterinarian did find that
the puppy did lick on the box some type of a chemical substance
that caused the swelling.

A light came on for this woman, a light that all of America needs
to become known. We need to educate the public on the importance
of our food supply and the importance of family farmers supplying
our food supply. Our country prides itself on being the leader in
technology, the leader in advanced science. All of those accomplish-
ments come with a price tag, and being the leader of the highest-
quality, safest food source in the world comes with a price tag, too.
A farm bill that supports a family farm income at a fair profit level
to secure every American family’s safe food supply.

My husband and I participated in the Rally for Rural America.
It was a cold, wet trip, and it turned out to be yet the boost that
we needed to feel strong again by being family farmers. The rain
didn’t matter. The experience was beyond the rain. We really did
do good there with all the representation from across the country.
And as we walked outside of the big tent that kept us inside,
warm, from the rain, I looked around and began to wonder, here
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we are, here in the capital of the United States and yet we are
under a tent. Everyone inside of that tent knew why we were there
but those outside of the tent walking by, going to meetings, visiting
the capital had no idea what the enthusiasm was inside, had no
idea who was represented underneath of that tent, and that is
what is happening with family farms. We are inside of our own
tent, and we are not showing to the American public how impor-
tant we are to every single one of their lives.

Randy and I walked out from the tent and went over to get a
cup of coffee from a vendor, and there was a woman standing there
with two young boys about 12 and 9 years old and I said hello to
her and asked where she was from. And she said, “Well, originally
I am from South Dakota, but I live in Virginia now.” And I asked
if she was there for the rally; and she said, “Actually, my parents
wanted to come, but the bus trip would be too much for them, so
I decided it was really important for my sons to see where I came
from and what my family stands for.”

That touched my husband and I to see that somebody in urban
America knew what we are fighting for, and yet we need to get it
out so it is more broadcast between all of urban America.

As we began visiting more about North Dakota and back in the
Midwest, a group of inner-city kids that were touring the capital
stopped by to grab themselves something to eat, and I asked them
where they were from and, yes, they had come down from, I be-
lieve, Maine. And I said, “Do you know where North Dakota is?”
“No,” they said; they really didn’t have any idea. And I said—well,
I explained on the map, you know, where you would find us at and
I said, “We are North Dakota farmers. You see that big tent over
there?” And they looked, well, yeah, they saw the tent. I said,
“That tent is full of American farmers. We produce the food that
you eat.”

You know, it really wasn’t a big deal to them. I said to them, “We
grow wheat and durum. We grow the wheat that is turned into
flour which is turned into the bread that you eat.” Still I had no
reaction. I thought, How do you get to these kids?

So I said, “Do you guys like macaroni and cheese?” And their
faces lit up. “Macaroni and cheese, yeah, yeah, we like macaroni
and cheese.” And I said, “Well, we make macaroni and cheese.”
“Wow, cool.” You know, suddenly we were important to them, they
knew, but how many kids in urban America, how many parents
and grandparents think you just go to the grocery store and buy
thz%)t food supply and of course it is safe because it i1s here in Amer-
ica?

The reality is we need to educate before we get to all of the per-
spective of what to do with the farm and how to make it work on
paper. We have to educate so that the American public stands be-
hind us and that as we said, for Senators and Congressmen that
aren’t from agricultural States, to understand what we stand for.

It is time to turn the light on. It is time to be promoted as true
providers of the world’s safest food. We deserve the respect and we
deserve to be treated fairly at the marketplace. We deserve a farm
bill that works to keep us operating for every American’s well-
being. Congress cannot be allowed to ignore our importance. The
administration and the Secretary of Agriculture cannot afford to
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leave us on hold without an effective farm program; and if we let
them, if we let them do this to us, we will all regret the day that
our country’s food supply is no longer provided by American family
farmers.

Thank you very much.

[The prepared statement of Ms. Christiansen follows:]
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FARM BILL HEARING
BISMARCK, ND
JANUARY 8,- 2002 SUE CHRISTIANSEN

Senator Conrad, Governor Hoven, Commissioner Johnson, thank you for the
opportunity to participate in today's proceedings. I would like to
thank each of you for your support and continued work towards solving
the problems we face in. family farming, thank you very much.

In my perspective I see members of the house and senate who are
disputing our needs by saying; the farm bill is not an issue that needs
to be addressed at this time... we have national security issues that
have changed our direction and we will just "wait and see" what happens
with farm policy “"at another time.®

How can congress support such a decision? Our countries number one
concern must always be our security and defense system but second to
that MUST be OUR SAFE FOOD SUPPLY.

The key element to this equation is the support of congress to enact
farm policy that secures this country’s safe food supply. This is where
legislation to build a farm bill that allows the family farmer to
function with prices for our commodities that support income beyond
expense of production.

We are loosing the American public’s approval because they do not have
the knowledge of the farming industry. They see a story on a farmer
receiving outrageous government payments and they believe we are all
looking for a hand out. Payment limitations must be set. This picture
must be replaced.

In the business of farming, the commodities we raise are influenced at
market by government policy on foreign trade and the government sets
our market price. Therefore, just like people working in industry go
to their unions for salary increases and employees go to their bosses
for negotiating wages, we as farmers must negotilate with the government
to set our earnings. It is not asking for welfare, it is not asking
for a hand out, it is receiving our income earned for our labors.

Even before September 11, consumers were becoming aware of food supply
safety issues with mad cow disease in Britain and Europe. Now with the
threat of "agri-terrorism®”, the American taxpayer must be more willing
to spend tax dollars to keep American family farmers on the land to
produce the worlds safest food supply.

My sister lives in Tulsa, OK. She has called me several times and we
have discussed how many people she and I know who are so unaware of
where their food supply comes from and the importance of buying
American grown foods. With her living in a diverse urban community she
repeatedly discusses with friends the importance of supporting family
farmers. Until a recent phone . call from a friend in the city, the
woman was unconcerned about her food choices.

The woman has a small Labrador-Healer puppy. She had been keeping the
puppy in a box next tc her bed for a couple of weeks and as it grew she
decided she would stop at the grocery store and pick up a lager box so
the puppy had more room. That night she put the puppy in the new box
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by her bed. The next morning she woke up and her puppy's head was
swollen to twice its normal size and his bottom was also swollen and
sore. She .called the vet's office whose assistant suggested giving the
puppy an antihistamine until the following morning’s appointment. When
she went back to the room to pick up her weak little puppy, she looked
at the box and it said "Product of Mexico"™ on the side. She
immediately took the box to the dumpstex and called my sister to tell
her what had happened. The doctor concluded the puppy must have licked
some type of substance from the box that caused the swelling. A light
was turned on. It took her pet getting sick, but she finally realized
what Diane had told her about the safety of US grown products and their
importance.

It's time the light was turned on for all of America. We need to
educate the public on the importance of our food supply and the
importance of the family farmers supplying that food. Our country
prides itself on being the leader in technology, the leader in advanced
science. All of those accomplishments come with a "price tag" and
being the leader in the highest quality, safest food source in the
world comes with a "price tag" too...a farm bill that supports family
farm income at a fair profit level to secure EVERY FAMILIES safe food
supply.

The farm bill we are currently under does not allow profit to be made
beyond expense. We need help now before planning with our banker for
an operating loan for this year. A farm plan needs to be in place with
loan rates set at a higher level to meet the true cost of production.

My husband and I participated in the Rally for Rural America. It was a
cold, wet trip that turned out to be the boost we had booth needed to
feel strong again about our family farm operation. The rain didn't
matter, the experience was beyond the rain. We accomplished many
tasks, but I wondered one thing while standing "outside® of the big
white tent where all of the enthusiasm was. The general public that
was walking by was curious perhaps, but had no idea who was under that
big white tent. There were no signs, no big banners stating we were
American Family Farmers. We all knew what we were there for under the
tent, but OUTSIDE of that tent we were just a group. That is where, I
think, Family Farmers need to lock. We're there but we don't promote
ourselves. We aren't marketed to the public in all our importance to
their world. Maybe if they new more about our business they would
understand our role in their lives.

Randy and I walked outside the tent to get a cup of coffee from a
vender close by. A woman was standing there with her two sons about
twelve and nine years old. She asked where we were from. We told her
we were North Dakota farmers. She lives in Virginia now but grew up in
South Dakota. She said her parents were farmers but decided not to
make that long trip on the bus for the rally. She brought her boys
there because she wanted them to see what she was once a part of. It
truly touched us. As we were standing there a group of inner city
students who were touring the capitol came up and heard us talking
about being from North Dakota. I asked them 1f they knew where North
Dakota was, of course they didn’'t. I told them why we had come to
Washington, DC and that we were farmers. We grow wheat and durum.
"Oh" they said with no expression. "Our products are used to make
flower and bread and..." "oh" they replied. I asked, "Do you like
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macaroni and cheese?" Their eyes 1it up and they were finally in

conversation, "Yeah Yeah! I like macaroni and cheese." Well I said,
"WE MAKE MACARONI and CHEESE." "Wow, Cool!" they replied with
enthusgiasm.

IT'S TIME THE LIGHT IS TURNED ON. It's time to be promoted as the
vtrue providers of the worlds safest food". We deserve the respect and
we deserve to be treated fairly at the world market place. We deserve
a farm bill that works to keep us operating for every American's well
being. Congress cannot be allowed to ignore our importance. The
administration cannot afford to leave us on hold without an effective
farm program. And if we let them...we will all regret the day that our
countries food supply is no longer provided by the American Family
Farmer.
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Chairman CONRAD. Thank you. That was truly powerful testi-
mony. I wish every member of the Senate could have heard what
you said. It so obviously came from the heart and it was powerful.
Thank you very much. We are going to have you to Washington to
testify. I really do wish every member of the Senate could hear that
because I think it would make a difference. I wish the broader
American public could hear that message because it does make a
difference.

You know, when we had the rally in Washington, I found that
one of the most moving experiences I have had in the 15 years I
have been in the Senate, because you had farmers from all over the
cmlmtry sending a common message and, you know, there were re-
sults.

The very next day Senator Kerrey of Nebraska and I were named
to the conference committee on the disaster assistance bill and the
crop insurance bill, and we got a historic improvement in crop in-
surance and we got a very significant disaster assistance program
out of that conference committee. And I know we would never have
been named as conferees without that Rally for Rural America. So
thank you for that as well.

Now, I thought I would just go in alphabetical order, if that is
OK. I don’t know if there was some other arrangement, but I think
that is the fairest way to proceed. That makes you, Mr. Eichhorst,
the next witness, and Ward is from Coleharbor of North Dakota,
and please give us a little of your family background, if you would,
too.

STATEMENT OF WARD EICHHORST, COLEHARBOR, NORTH
DAKOTA

Mr. E1cHHORST. Thank you, Senator Conrad, for the opportunity
to be here today at the Senate Budget Committee Hearing.

I was originally raised in North Dakota, graduated from
Washburn, went to school at NDSU where I earned a bachelor and
masters degree in agricultural mechanization. I then moved to
Minnesota, and I began my career with USDA where I worked as
a loan officer with Farmers Home Administration through 1994
and then as a mortgage underwriter for USDA Rural Development
until 1999 when I moved my family home. I am currently farming
with my father-in-law, Don Paulson, at Coleharbor, and we have
been farming for 3 years now. So I don’t have a lot of experience
under my belt but the learning curve is progressing rapidly. I have
two children, two 3-year-old twins. So outside of farming I have
them to keep me quite busy as well, and we are glad that we are
back home here in North Dakota.

Chairman CONRAD. Well, we are glad to have you home.

Mr. EICHHORST. Thank you. To explain what commodities are
produced or where they are produced in our State, we all have a
common denominator. It is to make and keep agriculture alive and
well in North Dakota and the United States. I still believe that ag-
riculture is the engine that pulls the economic train in North Da-
kota. We must all work together here to make sure the engine
stays on the track.

I am here to say that I had fun farming in 2001. It was by far
the best of the 3 years since my family moved back to North Da-
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kota. Everything did not go perfectly but we had a good year. It
could have been better if grain markets would be stronger. There-
fore, I would like to comment on five areas pertaining to the next
farm bill that may enable farmers to have subsequent better use.

No. 1, family farm. During my tenure with USDA, I had the op-
portunity to work with many family farms that varied in size.
Farm legislation is essential for the survival of the family farm
more than ever. However, if the objectives of the new farm bill are
to be realized, I believe that a family farm needs to be identified
and, more importantly, defined. The U.S. public or the consumer
does not understand how or why Scottie Pippen, a professional bas-
ketball player with Portland Trailblazers, who earns about $18 mil-
lion a year, receives USDA payments for land that he owns in Ar-
kansas. Therefore, Senator Conrad, I pose this question for your
thoughts: What would be your definition of a family farm?

Two, exports. Recently Trade Promotion Authority passed in the
House by a slim 215- to -214 margin. TPA has not been brought
to the Senate floor as of yet. I would like to share with you the fol-
lowing numbers: Estimated 2001-2002 world wheat production
about 21 billion bushels, its usage about 22 billion bushels. This
will be the fourth year in a row that consumption will be greater
than production, 2001-2002 world wheat stocks should be about 5
billion bushels. I have listed four countries: Europe, United States,
Canada, and Australia. Exports as a percentage of their production:
the EU, about 15 percent; United States, about 52 percent; Canada
and Australia, 75 and 78 percent of their production is being ex-
ported. Percentage of world stocks: the EU, 9.3 percent; Canada,
4.8 percent; Australia, 2 percent; the United States has 13 percent
of the world stocks in its possession or pipeline.

I am sure that others have considered the advantages and/or dis-
advantages of Trade Promotion Authority to North Dakota and the
United States. I do not have time to discuss those here today. Some
are not pleased with the results of NAFTA, and a strong U.S. dol-
lar now is not encouraging trade either.

In lieu of these and other factors, I am convinced that TPA
should be approved for President Bush and that the U.S. must be
at the trade table. Without TPA, the U.S. will continue to have the
title “World’s Warehouse of Wheat” for another year.

Number 3, price. Based on my export comments, one can assume
that I am not in favor of raising the loan rates even with produc-
tion costs continuing their upward trend. I feel that this ultimately
will lead to overproduction of commodities—soybeans, as an exam-
ple—and reduce their respective prices. This will result in the in-
crease of the U.S. ending stocks and put more economic pressure
on the United States Treasury. I feel that exports are the key to
any future commodity price increase. The inequity between com-
modity loan prices is another concern, especially with wheat and
oilseeds. This is a topic that Senator Byron Dorgan has addressed.
Wheat is now in a precarious situation due to its low price. Many
wheat acres have transferred to soybeans and corn in this State.
I myself planted soybeans and corn in 2001 at the expense of
wheat. How many more wheat acres, even with higher loan rates,
are we going to be losing to an oilseed commodity due to the dis-
parity? However, if wheat has weather problems and the so-called
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expected 40-plus per bushel acre yields that we have become accus-
tomed to over the last 5 years are not there, we have a problem
of not having enough product to even export. A strong dollar may
cogtinue to suppress sales of the wheat on hand in this country
today.

On my farm we found ways in 2001 to cut wheat production costs
per bushel by 46 percent in comparison to 2000. The re-up costs of
2002 are locked in at a rate 33 percent less than what we paid in
2001 which will help this year’s overall production cost. There is
still a pressure that one has to become more efficient and produce
a product cheaper because of the price you receive when that prod-
uct is marketed. However, the bottom line must remain in the
black in order for that family farm to be profitable.

Number 4, crop insurance. When I look at my crop expense ledg-
er and see the figure associated with crop insurance, I become more
than discouraged. It is the one expense that I feel that provides lit-
tle or no value or no return versus the dollar spent. Certainly no
one goes out and purchases life, home, or auto insurance at 50 to
85 percent levels. Yet this is what we are dealing with today re-
garding crop insurance.

During my first 2 years of farming, 1999 and 2000, our farm was
subjected to more hail than my father-in-law encountered in his
first 35 years. That is the nature of this business. We did not have
hail insurance those 2 years, and that was a management decision.
However, if cost of production insurance was available in those
years, then a majority of the hail-related losses could have been re-
covered.

Other factors that contribute to loss would also be included in
this policy. Let me explain. If a farmer spends $250,000 per year
on inputs with the cost of production insurance, he can manage his
risk by selecting a percentage of those inputs that he wants to pro-
tect. Let’s say he selects 20 percent. Now he has $50,000 of input
coverage across his whole farm. It is not commodity specific, and
it makes no difference if you plant one crop or six crops. You can
eliminate the issues involving price, yield base, and perhaps farm
numbers in the event you farm in more than one area or county
of the State. Assuming a cost of $17 for every $100 of coverage, one
insurance cost for this $50,000 of input coverage would total about
$8,500. In other words, I today cannot go out and buy CRC wheat
coverage for my wheat and durum or multiple peril for my soy-
beans and sunflowers and canola and buy hail insurance on top of
that and do it for $8,500. It can’t be done.

I would also like to see this insurance expanded to allow cov-
erage upgrades for mid-season inputs. This could be Folicur on
durum, Ronilan on canola, or a side dressing of corn or soybeans
due to favorable growing conditions. These costs need to be covered
in the event of weather-related problems down the road. If low
prices are going to continue to dictate how gross income is deter-
mined, then as producers we need to find and develop the tools to
manage the expense side of production. I see cost of production in-
surance as one of those tools. I want to say thank you to Senator
Byron Dorgan for his work regarding the quality of loss program
for our year 2000 crops. That program picked up where Federal
crop insurance left off.
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Wheat research, fusarium head blight, commonly known as scab,
has left its mark on this State the past 3 years. Many fields across
the State have been decimated by the disease. It takes about 7 to
10 years to develop a wheat variety from start to finish. Ten years
ago there was no need to address scab in wheat after the dry years
of the late 1980’s. After battling with this disease for 2 years, our
farm has just now learned how to cope with it in 2001 with the
help of crop rotation, delayed seeding, and cost of fungicide. I
would hope that we could soon take advantage of some of the tech-
nology advances enjoyed today by soybeans, canola, and even corn.

Senator Conrad, this concludes my comments. I want to thank
you again for the opportunity to participate at this hearing.

[The prepared statement of Mr. Eichhorst follows:]
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TESTIMONY OF
- WARD EICHHORST
FARMER/RANCHER
MCLEAN COUNTY

I want to say thank you to Senator Conrad for having this hearing of the Senate Budget
Committee in North Dakota. Despite what commodities are produced or where they are
produced in our state, we all have a common denominator. It is to make and keep
agriculture alive and well in ND and the US. 1 still believe that agriculture is the engine
that pulls the economic train in ND. We must all work together here to make sure the
engine stays on the track.

I am here today to say that I had fun farming in 2001, It was by far the best of the three
years since my family moved back to ND. Everything did not go perfectly, but we had a
good year. It could have been better if grain markets would be stronger.

Therefore, I would like to comment on five areas pertaining to the next farm bill that may
enable farmers to have subsequent better years.

1. Family Farm

During my tenure with USDA, I had the opportunity to work with many family farms that
varied in size. Farm legislation is essential for the survival of the family farm more than
ever. However, if the objectives of a new farm bill are to be realized, I believe that a
family farm needs to be identified and more importantly, defined. Senator Conrad, I pose
this question for your thoughts — what would be your definition of a family farm?

2. Exports

Recently, Trade Promotion Authority passed in the House by a slim 215-214 margin.

TPA has not been brought to the Senate floor as of yet. I would like to share with you the
following numbers:

Estimated *01-*02 World Wheat Production =21BB
Estimated ‘01-‘02 World Wheat Usage =21.8BB 4™ year in a row consumption
Estimated ‘01-'02 World Wheat Stocks =5 BB is greater than production
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£01-°02 Prod. Est. Exports Exports as 3 % of Prod. % Of World Stocks
EU 34BB 496 mB 15% 9.3%
us .~ 2.0BB 1.02BB 52% 13%
Canada 761mB 569 mB 75% 4.77%
Australia 753mB 588 mB 78% 2.17%

I am sure that others have considered the advantages and/or disadvantages of TPA to ND
and the US. Some are not pleased with the results of NAFTA and a strong US dollar now
is not encouraging trade either. In lieu of these and other factors, I am convinced that
TPA must be approved for President Bush and that the US must be at the trade table.
Without TPA, the US will continue to the have the title “World’s Warehouse of Wheat”
for another year.

3. Price

Based on my export comment, one can assume that I am not in favor of raising the loan
rates even with production costs continuing their upward trend. I feel that this will lead
to overproduction of commodities (soybeans are an example) and reduce their respective
prices. This will result in the increase of the US ending stocks and put more economic

pressure on the US Treasury. [ feel that exports are the key to any future commodity
price increase.

The inequity between commuodity loan prices is another concern, especially with wheat
and oil seeds. This is a topic that Senator Byron Dorgan has addressed. Wheat is now in
a precarious situation due to its low price. Many wheat acres have transferred to soybeans
and com in this state. I, myself, planted soybeans and corn in 2001. However, if wheat
has weather problems and the “expected” 40 plus bu/acre yields are not there, we have a
problem of not having enough product to export! A strong dollar may continue to
suppress sales of the wheat on hand in this country.

On my farm, we found ways in 2001 to cut wheat production costs per bushel by 46%,
compared to 2000. Urea costs in 2002 are locked in at a rate 33% less than 2001, which
will help this year’s overall production costs. There is still the pressure that one has to
become more efficient and produce a product cheaper because of the price received when
the product is marketed. However, the bottom line must remain in the black in order for
the family farm to be profitable.

4. Crop Insurance

When I look at my crop expense ledger and see the figure associated with crop insurance,
I become discouraged. It is the one expense that provides little or no return versus the
dollars spent. Certainly, no one goes out and purchases life, home or auto insurance at
50-80% levels. Yet this is what we are dealing with today regarding crop insurance.
During my first two years farming (1999 & 2000) our farm was subjected to more hail
than my father-in-law encountered in his first 35 years. That is the nature of this’
business. We did not have hail insurance those two years. That was a management
decision. However, if cost of production insurance was available in those years, then a
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majority of the hail-related losses could have been recovered. Other factors that
contribute to loss would also be included. Let me explain.

if a farmer spends $250,000 per year on inputs, with cost of production insurance he can
manage his risk by selecting a percentage of those inputs he wants to protect. Let’s say
he selects 20 percent. Now he has $50,000 of input coverage across his whole farm. Itis
not commedity specific and it makes no difference if you plant one crop or six crops.
You also eliminate the issues involving price, yield, base and perhaps farm numbers in
the event you farm in more than one county. Assuming a $17 cost for every $100 in
coverage, one’s insurance cost would total $8,500.

[ would also like to see this insurance expanded to allow coverage upgrades for mid-
season inputs. This could be Folicur on durum, Ronilan on canola or side-dressing comn

due to favorable growing conditions. These costs need to be covered in the event of
weather-related problems.

If low prices are going to continue to dictate how gross income is determined, then as
producers we need to find and develop the tools to manage the expense side of
production. I see cost of production insurance as one of those tools.

I want to say thank you to Senator Byron Dorgan for his work regarding the Quality Loss

Program for our year 2000 crops. That program picked up where federal crop insurance
left off.

5. Wheat Research :
Fusarium head blight, commonly known as scab, has left its mark in this state the past
three years. Many fields across this state have been decimated by this disease. It takes
about seven to ten years to develop a wheat variety from start to finish. Ten years ago
there was no need to address scab in wheat after the dry years of the late 80°s. After
battling with this disease for two years, our farm has just learned how to cope with it in
2001 with the help of crop rotation, delayed seeding and costly fungicide. ’

1 would hope that wheat could soon take advantage of some of the technology advances

enjoyed today by soybeans, canola and even corn.

Senator Conrad, this concludes my comments. I want to thank you again for the
opportunity to participate at this hearing.
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ADDITIONAL TESTIMONY OF
WARD EICHHORST

During the hearing I did state that I was not in favor of raising the wheat loan rate. My
statement and position was made solely to make a connection to the sluggish wheat
exports of the past couple of years. I should have added that more needs to be done with
our export programs to get our country’s exports as a percentage of total wheat
production up from 52% to something close to the 75% that Canada exports. I feel
programs like EEP and others are not being utilized to their full extent. ‘

If exports of that magnitude could be realized then we have a wonderful case for
requesting a HIGHER wheat loan rate. If 75% of the 2.0 BB US wheat crop were
exported, it is likely there would not be enough bushels to meet domestic usage. A
higher loan rate would then be necessary to get back those wheat acres to meet domestic
and foreign demand. This is what I needed to say to clarify my position. If this scenario
were to come about, I feel Senator Conrad could go back to the US Senate and make a
justifiable claim for a $3.50/bu wheat loan rate and I would support him 110 percent.
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Chairman CONRAD. Thank you, Ward. It was excellent testimony
and certainly useful to the committee, and we appreciate your tak-
ing the time to prepare it and the thoughtfulness of the presen-
tation as well. Thank you very much.

Next we are going to hear from Tim Erlandson from Oakes,
North Dakota. Welcome, Tim. Good to have you here.

Mr. ERLANDSON. Thank you, Senator.

Chairman CONRAD. As with the other witnesses, I would just ask
you to just tell us a little bit about your personal family situation
in agriculture, about your own farming operation and, please pro-
ceed.

STATEMENT OF TIM ERLANDSON, OAKES, NORTH DAKOTA

Mr. ERLANDSON. If T had known you were going alphabetical
order, I would have changed my name to something in Z, but thank
you very much for having me here.

I am from Oakes, North Dakota. We are a row crop and small
grain farmer. We are very fortunate in that part of the State to
have an option to plant many different crops, whereas other areas
here, they are pretty much stuck to the same rotation. A graduate
from NDSU, the only college in North Dakota, is it?

Chairman CONRAD. My wife would claim that is the case.

Mr. ERLANDSON. My wife, Barb, is a dietician. I have a son who
is a freshman at NDSU this year also and two daughters in high
school yet. Don’t worry, I am not going to filibuster.

Scott told me to be concise and precise and everything, but I
can’t even walk across my farmyard and not do ten different
things, so please bear with me, too. Also hearing some of the things
that have been already said today, I would like just to comment to
Mike and Mr. Larson that I would really hate to go and sit in front
of my loan officer—it is getting kind of sad to say, but our Govern-
ment, we have become very dependent on payment as far as the
financial statement. If it wasn’t on there, it would look very sick.
That is something I hate to say but there is a different sound to
it. We all know that there is a difficult task ahead for you in the
Senate for you to pass and finish a farm bill so we can have it for
this year’s crop. I wish you luck on that.

I guess speaking as a farmer and a producer today, I somehow
feel our industry is probably being taken for granted. We, as pro-
ducers, we are very good at what we do. We can see that in the
abundance of supplies and everything. Like I said, we are good at
what we do but we are not really being paid for it.

What is the answer to this problem is a very sound farm bill. The
economy that we, as producers, work in is dictated that we be effi-
cient and we are—as you have shown on your chart there, our
costs, I mean, it is—you didn’t have to show me that chart. I knew
what was going on. Expenses are higher than income. The environ-
ment that we farm in dictates that we are conservationists, and I
believe in North Dakota we are very good conservationists, and it
is just something that is probably taken for granted that we do
produce the safest food supply anywhere and our shelves are al-
ways full. You see some of the pictures of when Russia was having
their food supply problems and those shelves were empty. I hope



72

we never come to that here, but it would take that to show that
we are good producers and need to be paid for that.

Chairman CONRAD. Could I just stop you on that point? Because
it reminds me of a visit to Russia. I was in the Soviet Union, and
we went into this town, and there was a line of people around the
block. And I inquired of the people that were with us, you know,
why are those people lining up; and they said, well, there is a
rumor that there are some oranges coming in and the people have
lined up around the block on the basis of a rumor that there might
be some oranges for sale. I mean, it was absolutely pathetic to see
their situation.

Mr. ERLANDSON. And that is something we have never had to ex-
perience and, like I say, I hope we don’t. I mean, we experienced
9/11 which really jeopardized our security, but we do have a good,
safe food supply. And because we do have a cheap food supply and
safe food, we need help to offset the cost of that. The old saying
that farmers are price takers and we are—it seems like we cannot
pass our cost of production off to our product. I guess I always—
my dad and my grandpa farmed, and we always thought, man, that
loan price means that these end users cannot buy that product for
less than that, but that sure went out the window the last few
years.

I believe the farm program will now have to let producers update
their yields. We have been stuck since 1985 with the yields that
we use for program payments. Is there any other industry in this
whole United States that base their numbers on 17 years ago? I
mean, it is a very easy thing to be done because with the LDP pro-
gram and with the crop insurance, we have had to prove our yields
and they are right there so that is very simple to do, and I am glad
to see that that is being considered. I know in our area we have
had abundant moisture, but we have also raised our best crops
with that moisture. So, yes, our yields have risen dramatically, if
not even in some cases doubled due to technology and genetics. We
are not dealing with 17 years ago, so that does have to be looked
at. Also there are crops being raised in our area that have not been
common. I mean, let’s look at soybeans, for example, that are
spreading out over the whole State that, I mean, we do not have
a yield for that, I mean, and now we are proving that. So that is
something else that needs to be considered.

About loan rates. Raising the loan rates, target prices, at least
to cover the cost of production, that is not going to be very easy
because cost of productions vary from area to area and it is also
said that doing that is going to cause a surplus of some crops. Well,
look what we are dealing with now, we have had low loan rates but
I would like to comment, too, on payment limitations. I guess that
is a tough area because there are large farms now—I mean, it is
just the way things have gone in our industry. Yes, I believe that
family farms should have some definition to payment limitation. I
have had people come and talk to me about the so-called list that
is probably—I thought they were talking about the most-wanted
list, but I wish they would have put our expenses beside that
money. That would have been good; and also we are not the only
ones receiving Government payments. There is the Medicare indus-
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try and all that. Should they print a list of that, too? And the air-
line industry and the trucking industry.

Chairman CONRAD. And the railroad industry and the highway
industry. It is a long list.

Mr. ERLANDSON. It really caused some discussion. In fact, read-
ing in one of the papers a farmer went into the business—this was
in South Dakota—and the businessmen jumped him about it, and
he basically said, well, if you don’t like my spending those moneys
here, I will go across the street, which is true.

My Government payments go for expenses for loan debt repay-
ment, for hopefully updating some equipment, and without those
payments, none of that—like I said, I would hate to be sitting by
my loan officer and try to explain how I am going to do that. So
a sound farm policy is what we need.

As far as there was some talk about a savings account, I don’t
know how many farmers—we would love to have a savings account,
but those dollars that we get do have to go for our operations.

So thank you very much for this time.

Chairman CONRAD. Thank you, Tim. I appreciate that testimony.

Let me just say with respect to the savings account idea, it may
have some merit, but I would say this to you, to say you had
$10,000 as it comes from USDA to match what a farmer puts away.
So many of our farmers right now can’t put aside $10,000 and it
is almost reverse target, it goes to those who are the most well off;
and my biggest objection aside from that one is, can you imagine
USDA starting to administer a program like that without any
records upon which to base a determination?

You know, that program was introduced on the basis that it
would be administered by the IRS. Well, of course, they would have
the information. Now they have transformed it because the Senate
could not have jurisdiction over a program that would be run by
the IRS. That legislation has to start under the committee in the
House of Representatives. So they changed the administration of
the program to USDA. USDA has over 100,000 employees, isn’t
that correct, Tim? How many employees? 120,000. I would venture
to say they would have to add 40,000 to 50,000 employees to ad-
minister such a program because now they would have to deter-
mine the financial condition and the contributions to these farm ac-
counts, they don’t have any of the information. Just as an adminis-
trative matter, that would create a bureaucracy of really stunning
proportion. You think about all of a sudden people start to send in
claims, I have got X number of dollars in a savings account, but
they don’t have any of the information with respect to that.

You know, you talk about an invitation to scandal, that would be
it, and that is the last thing we need. I would very much like to
have something along these lines, especially if it was conceived in
a way that it didn’t benefit just those who are the most successful,
wealthiest farmers today because, frankly, they are not the ones
who need the help.

Mr. ERLANDSON. If I may interject one more thing, of course, I
have a son at NDSU that is just chomping at the bit to get farm-
ing, of course, and all these programs they are—it requires us a lot
of time to think them through so we don’t miss any of them. He
might have to take a class to come back because, I mean, there is
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a lot of things we, as producers, we probably put as much time—
we are out there putting in a crop and everything and taking it off
there are a lot of things that we also have to be thinking about as
far as the farm program goes, too.

Chairman CONRAD. It has become incredibly complex—I mean
really, to manage a farm operation today takes a level of sophis-
tication and knowledge that I think would have been really amaz-
ing to people even 20 years ago. I mean, you think about what is
required by way of record keeping, by way of analysis of the mar-
ket, and understanding of all the tools that are available to a mod-
ern farmer, you have to be a very sophisticated business person
today.

Next we are going to hear from Fred Keller of Bisbee, North Da-
kota. Fred, welcome. It is good to have you here. If you could, as
I have indicated with the other witnesses, give us a little of your
personal background and what your family is involved in, I think
that would be of interest to the committee and the audience as
well.

STATEMENT OF FRED KELLER, BISBEE, NORTH DAKOTA

Mr. KELLER. Thank you, Senator. I would like to thank you for
the opportunity of inviting me to these hearings. I farm in Bisbee.
It is in Towner County. I have been a farmer for 36 years. My son
farms with me, and my wife teaches science at Bisbee High School.
My son would like to carry on farming after I retire, but in order
for my son to be able to continue farming, I realize it is obvious
that the farm economy is going to need some financial insurance.
This financial insurance seems to be a fair and worthwhile Federal
farm program.

Coming from a small rural community, I have had the oppor-
tunity to watch the effects of poor crops and prices of the commu-
nity. We have lost—our historic homes that were once occupied
now stand empty, thus destroying part of the tax base that support
our schools, fire departments, et cetera. Our churches are kept
functioning by traveling ministers.

When I hear a discussion on the farm bill, I realize that it may
be a farm bill, but it is really a rural community bill which is nec-
essary for the farming community to survive. I feel a good farm bill
should address a number of issues which are one of the most im-
portant that provide a increase in loan rate that brings it closer to
the cost of production.

Two, it should provide a fair market price for our products so
that dependence on the Government is less. A bill should include
a safety net that will support the falling economy in times of dis-
aster and low commodity price. The bill should address the expan-
sion of potential agriculture-based industries such as ethanol, wind
power, and fuel additives to cut the petroleum needs and strength-
en the farm economy in the areas of oil-producing crops. It should
provide a fair conservation base for the lands that are threatened
by erosion, but I do not feel that CRP should be expanded, as the
expansion will remove more people from the farming communities
which rural North Dakota can’t afford.
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To be fair, the bill should place a maximum on the number of
acres eligible to participate in the program, but that is going to be
awful hard to figure out those things.

Going back to the immediate future, which is getting the crop in
the ground for the 2000 growing season, without an improved farm
program, a lending institution may find it difficult to justify a siz-
able loan with little or no feeling of security on the value of the
harvested crop. I realize a good farm bill is a non-realistic dream.
However, the Senate bill proposes a good start and would allow
farmers to get the seed in the ground next spring. We can’t wait
too long because the spring is quickly approaching.

Thank you.

Chairman CONRAD. Thank you very much. Fred, you mentioned
something that nobody else has, and I think it is very important
for the record to make the connection here. You said a farm bill,
as you see it and as you have come to understand it, is really a
rural community bill. Would you just explain what you meant by
that?

Mr. KELLER. Well, our small communities are made up mostly of
farmers or involved in agriculture some way and if we are not
there, the small communities aren’t going to be there. And as a
small community, everyone in my community goes to the bigger
town to the doctors and the banks. Well, if we are gone, then slow-
lloy they are going to go and pretty soon I think North Dakota will

e gone.

Chairman CONRAD. I just hope that the importance of that state-
ment is not lost because what is at stake here is enormous. The
implications of a failure to have a strong farm bill are huge.

I would like to go back to one point that I tried to make earlier
because I think it is too often lost on people. Can you put up that
chart, Tim? That shows what Europe is doing for their producers
versus what we are doing for ours. I really want to emphasize this
because I have spent a lot of time with the Europeans, the chief
trade negotiator for the Europeans. If there was no other point
made here today, if people left this room with no other thought in
their head about this farm bill, I personally hope this is the point
that they would remember: That red bar shows what Europe is
doing for their producers, $313 an acre of support every year. That
blue bar is what we are doing, $38. And I can understand some-
body in an urban area wondering why are we giving $38 an acre
here if they don’t know what our major competitors are doing. But
that is a fact. These are not Kent Conrad’s numbers. These aren’t
even USDA’s numbers. These are the Organization for Economical
Cooperation and Development, the so-called OECD. They are the
international scorekeeper. They are the ones that have responsi-
bility to come up with comparable numbers for all parts of the
world with respect to agricultural support. This is a fact. We have
told our farmers, you go out there and compete not just against the
French farmer and the German farmer, but you go out there and
take on the German Government and the French Government as
well. That is not a fair fight.

Now, we can take on the French farmer, the German farmer. We
can do that, but we are being asked to take on the French Govern-
ment and the German Government as well. That is not a fair fight,
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and that is why I believe it is so critically important to level the
playing field.

There has been some discussion of loan rates. Ward, you made
the point you are reluctant to see loan rates go up because it leads
to more production. I understand that point. The point I make back
is, if we don’t send a message to our European friends that we are
not going to abandon our production, then they won’t discipline
their efforts here in a world agricultural export subsidy. After
being sent in to negotiate with the Europeans in Seattle, I was
asked by our trade representative to go debate the Europeans at
Seattle on the question of agricultural support. I tell you it was an
eye-opener. I wish every North Dakotan could have been there and
heard the argument coming from the Europeans as to how this was
fair. I wish you could have heard it. It is not fair and we can’t sur-
vive with this kind of difference. You can’t survive. And we have
got to level the playing field, and the only way, I believe, we are
ever going to negotiate a fair playing field in world agriculture is
if we stand up for our farmers and give them a fair, fighting
chance. I don’t know of any other way, and the only way I know
how to do it is to put money on the table.

This is a fight. I can tell you what the chief negotiator of the Eu-
ropeans told me. Senator, he said, we believe we are in a trade war
in agriculture with the United States. We believe at some point
there will be a cease-fire in this trade war. We believe it will be
a cease-fire that will hold everybody where they are. A so-called
cease-fire in place and what is in place, it is market share. And
that is why, Senator, we for 20 years have been on a strategy of
building market share because we want to dominate world agricul-
tural trade. You look at what they have done. You don’t have to
wonder about the rhetoric. Go look at the record.

They have gone from being the biggest importing region in the
world 20 years ago, and they are on the brink of becoming the big-
gest exporting region today, and they did it the old-fashioned way,
they bought these markets—$90 billion a year. That is what they
are spending, $90 billion a year. How can they afford it when we
are spending $25 billion, how can they afford that difference? Well,
we provide the defense umbrella for them. We save them over $100
billion a year there, and they take the money and they put it right
here. I mean it is just as clear as a bell. It is as clear as a bell
f(})lr anybody that wants to look and what are the implications of
this.

You look at what happened in the last trade round, what did
they negotiate? Equal percentage reductions in the level of support.
Equal percentage reductions from unequal basis. Europe is here,
we are down here. You get equal percentage reductions, what hap-
pens? They are up here, we are down here, equal percentage reduc-
tions. You know what the former chief trade representative for the
Europeans told me? He said, Senator, we believe we can always get
equal percentage reductions in the levels of support. It sounds fair,
we will be able to argue we are giving up more than you are giving
up and you know what, Senator, we believe at some point as we
keep ratcheting down, getting equal percentage reductions at some
point you will fall off the cliff. You will fall off the cliff. As you
ratchet down your loan rate, it will become so far below the cost
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of production that we will drive people out of production agri-
culture in America, that we will make parts of America unable to
be productive and we will then dominate world agricultural trade.

Now, how could you be more clear than that? Does anybody not
understand that strategy and that threat? And is that in America’s
interest to have Europe be the world’s agricultural dominant agri-
culture producer? Is that in our interest? Is it in our interest to
have any of our food supply coming from other countries? I tell you,
they have made a decision it is not in their interest to do so, and
they have experienced hunger twice and they have determined
never, ever to be hungry again and never, ever to be reliant on
somebody else for their food supply again. I believe at some point
America will make that conclusion and that determination. I just
hope it is not too late.

With that I want to go to Mr. Stewart. Dan, welcome. Dan is
from Carson, North Dakota. Let the record show he is wearing his
hat. I tell you it is good to have you here. Please proceed.

STATEMENT OF DAN STEWART, CARSON, NORTH DAKOTA

Mr. STEWART. Thank you, Senator. You know, I thought about
taking this off and I thought, well, you wanted people from the
farm and the ranch and, by God, you have got them.

Chairman CONRAD. All right. That is good.

Mr. STEWART. And I am comfortable in it, too. I would be less
comfortable with my bald head showing. I will get to my family as
I get started here.

As I think about the reasons that I was asked to be one of the
panelists—and I am honored not only to be with you today, Sen-
ator, but with my fellow farmers and ranchers today—I wondered
if I was qualified. And after I spoke to Scott Soverign, I thought
about that as I was out feeding that morning after I had already
said yes, and I got to thinking about that and thinking about my
goals and my experiences and the things that I have done in my
community and the State experiences that I have had, and I guess
maybe the approach that we need to influence the uneducated
members of Washington—not yourself, Senator—is maybe this
grass-roots approach.

My life has revolved around the livestock business since I was
born 40 years ago. I am a fourth-generation rancher. We live 20
miles south of Carson on the Cannonball River. My wife, Jackie,
and I have been married for 21 years. We have four children. The
oldest boy is in college studying to be a history teacher. The second
boy is a junior in high school. My only girl is a fifth grader. And
my youngest son is 5 and is in kindergarten. And this last year
was interesting because I had a boy who went to start college and
? boy start kindergarten on the same day. So that is truly a family
arm.

Chairman CONRAD. That is what we call a caboose.

Mr. STEWART. My wife and I graduated together from Carson
High School in 1979, and I graduated from BSC with a Bachelor’s
of Science degree in 1981. At that time my wife and I took resi-
dence on our family farm.

I am currently the Chairman of the Grant County Commission.
I am in my fourth year, and in my sixth year as a school board
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member for the Carson School. I am a member of the Grant
Hettinger County JDA for the Job Development Association which
focuses on bringing new businesses to our counties and helps sus-
tain our current businesses. I am a member of the North Dakota
School Board Association Governmental Affairs Committee which
manages current policies and monitors new concerns to North Da-
kota education. I was previously a 6-year board member of the Da-
kota Plains Federal Credit Union of Lemmon, Hettinger, Faith,
and Bison, and I am a member of the grass-roots organization R-
CALF. My family and I are active in Saint Teresa’s Catholic
Church in Carson.

Being a fourth-generation farmer, I think it is very, very impor-
tant. I look back at the history of our family and our ranch cele-
brating 100 years in 2001, and it has been a struggle. At this point
we are about 5,400 acres. That has been built up throughout those
four generations. We raise about 400 cows and have a background
program. I watched my father—and I heard the people from the
lending institutions talk about the 1980’s—and I watched my fa-
ther struggle in the 1970’s and 1980’s when the farm crisis was
probably more visible and more publicized at that time. That was
a very painful time. Very hard times. We survived them and my
wife and I were able to purchase the ranch in the early 1990’s. So
I guess in my eyes I am qualified to speak today, but everyone has
to draw their own conclusion.

I live and breathe my community, the farmers, the ranchers, the
business people, everyone. Is an aggressive farm bill important to
my community? Undoubtedly yes. Almost every conversation with
my fellow ranchers eventually ends up talking about income, ex-
penses, the price of fat cattle, the cost of corn, cattle on feed re-
ports, packer concentration, Government programs, et cetera, et
cetera. The unpredictability of our business is sometimes too much
to stand as many of our friends and neighbors have sold out to the
wealthy, nonresident hunter.

The livestock industry needs some simple protection out of this
farm bill as we do not have the equivalent of an LDP. Price sup-
ports do not apply to beef.

One of the things that our industry is asking now is country of
origin labeling, just exactly as it is written in the current farm bill
today, without changes, clearly stamped USDA, including ground
beef. After the realization of 9/11 that we can be easily targeted,
shouldn’t our people be assured that they are being fed clean, safe
food? I don’t believe that today many people would eat an imported
steak from Afghanistan. The risks are just as real coming from
places like Brazil, Australia, Mexico, Canada, and elsewhere be-
cause the trade doors are wide open with little or no tariffs and lit-
tle or no health inspection. This country could be devastated by
contaminated imported food. We have strived for decades to
produce a better product for the consumer, and today we can’t even
tell them if they are getting it.

Just recently in New York and New Jersey, 461 tons of canned
corn beef was recalled by USDA’s Food Safety and Inspection Serv-
ice. The product contained ingredients that are prohibited in the
United States such as lungs and oral mucosa. Sounds pretty appe-
tizing. The recalled cans were stamped “Brazil Inspecionado” on
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the bottom of the can. Brazil’s cattle herd has been infected with
foot and mouth disease for the past several years and is prohibited
from exporting fresh, chilled, and frozen beef to the U.S. so they
have canned it.

Another segment of the farm bill that my fellow ranchers and I
would like to see stay just the way it is is the ban on packer owner-
ship, which does not allow packers to own cattle 14 days prior to
slaughter. Packers have used captive supplies to prevent demand
signals to reach the live cattle market for years. This prevents the
market from responding favorably to increased demand. There is
safe language in the amendment to protect farmer-owned coopera-
tives and small private packers; and I am aware that Senator
Craig from Idaho has plans to try to weaken or even eliminate this
amendment by turning it into a study on packer feeding. We don’t
need a study on something that can be verified with 10 minutes of
phone calls.

And, again, our trade deficit continues with our neighbors to the
North. Canada’s imports are up 6 percent from last year and our
exports are down 6.5 percent—I am talking livestock. That leaves
this year’s tally at a deficit of 1.45 billion pounds, that compared
to 300 million pounds in 1987 just before the Free Trade Agree-
nillent was signed, and this has obviously been very, very good for
them.

And our friends in Australia have filled their beef quota for the
second year in a row. The U.S. allowed 378,214 metric tons of beef
to be imported annually. Further imports are subject to a 26.4 per-
cent tariff. Australia earlier this year introduced a U.S.-Australia
Free Trade Agreement to the Senate, which would create a
NAFTA-type trade agreement. They are interested in increasing
import quotas and also being allowed to bring in live cattle. Last
year Mexico signed a bilateral agreement with Australia to import
100,000 Aussie cattle that most likely are bound for the U.S. Sen-
ator, we cannot allow these type of expanded imports.

Senator Conrad, the livestock industry is not looking for big
bucks from the farm bill. We are asking for protection from out-of-
control competition from home and abroad. We are asking for the
ability to give to our people and the people abroad a safe, certified
food supply provided by dedicated farmers and ranchers across the
United States. Please continue to fight to give us the tools we need
to accomplish this, and further generations of healthy, well-fed peo-
ple will thank you for your efforts.

Before I finish, I want to agree with the sentiments given today
about the Ag Secretary. I have had severe disappointments in the
actions that have taken place with her, and I think that something
needs to be done as that is such a major portion of creating farm
policy and farm bills. Also, I would like to thank our Ag Commis-
sioner for being here today and all the hard work that he has done.
He has done wonderful work for us.

Last night on the way home from town, I picked up my daughter
and my little guy and we are heading home and I was explaining
to them what I was going to be doing today, why I wasn’t going
to be home and I had to leave before they got up; and when I got
done explaining what I was going to do, talking about the farm bill,
my 9-year-old daughter said, and I quote, “Dad, isn’t that why we
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raise cattle so we can pay our farm bill?” And I said, “Yes, that is
exactly what I am going to talk to Senator Conrad about, paying
the farm bill.”

Thank you.

[The prepared statement of Mr. Stewart follows:]
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DAN STEWART

SENATOR CONRAD, PANEL MEMBERS, GUESTS,

AS I THINK ABOUT THE REASONS THAT I WAS GIVEN THE
OPPORTUNITY TO SPEAK TODAY, I QUESTIONED AS TO
WEATHER 1 WAS QUALIFIED OR THE PROPER CHOICE. AS THERE
ARE SO MANY WELL VERSED ADVOCATES OF ALL ASPECTS OF
AGRICULTURE WHO ARE UNDOUBTABLY MORE WELL SPOKEN
THAN T AM. BUT THEN AS I WENT ABOUT MY BUSINESS
FEEDING CATTLE THAT MORNING I BEGAN TO REFLECT ON MY
GOALS IN LIFE, MY EXPERIENCES IN MY COMMUNITY AND
STATE , AND 1 DO BELIEVE THAT MAYBE A GRASSROOTS
APPROACH MAY BE JUST WHAT IS NEEDED TO INFLUENCE THE
UNEDUCATED MEMBERS OF WASHINGTON. (NOT YOU SENATOR)
MY LIFE HAS REVOLVED AROUND THE LIVESTOCK BUSINESS
SINCE 1 WAS BORN 40 YEARS AGO, 1 AM A FOURTH GENERATION
RANCHER, WE LIVE 20 MILES SOUTH OF CARSON ON THE
CANNONBALL RIVER. MY WIFE JACKIE AND I HAVE BEEN
MARRIED FOR 21 YEARS, WE HAVE FOUR CHILDREN, THE
OLDEST BOY IN COLLEGE STUDYING TO BE A HISTORY
INSTRUCTOR, THE SECOND BOY A JUNIOR IN CARSON HIGH
SCHOOL, MY ONLY GIRL IS A 5TH GRADER, AND MY YOUNGEST
SON IS 5 AND IS IN KINDERGARTEN, MY WIFE AND I
GRADUATED FROM CARSON HIGH SCHOOL IN 1979, AND 1
GRADUATED FROM BSC WITH A BACHELOR OF SCIENCE
DEGREE IN 1981 WHEN MY WIFE AND 1 TOOK PERMANENT
RESIDENCE ON OUR FAMILY FARM.

I AM CURRENTLY THE CHAIRMAN OF THE GRANT COUNTY
COMMISSION IN MY FOURTH YEAR, AND INMY 6TH YEAR AS A
SCHOOL BOARD MEMBER FOR THE CARSON SCHOOL, I AM A
MEMBER OF THE GRANT AND HETTINGER JDA WHICH FOCUSES
ON BRINGING NEW BUISNESSES TO OUR COUNTIES AND HELPS
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SUSTAIN OUR CURRENT BUSINESSES. I AM A MEMBER OF THE
NDSBA GOVERMENTAL AFFAIRS COMMITTEE WHICH HELPS
MANAGE CURRENT POLICY AND MONITOR NEW CONCERNS TO
ND EDUCATION, I WAS PREVIOUSLY A 6 YEAR BOARD MEMBER
OF THE DPFCU IN LEMMON -HETTINGER-FAITH-AND BISON SD, |
AM A MEMBER OF THE GRASSROOTS ORGANIZATION R-CALF,
MY FAMILY AND I ARE ACTIVE IN ST THERESAS CATHOLIC
CHURCH IN CARSON,

MY GREAT GRANDPARENTS CAME TO AMERICA IN 1890
FROM SCOTLAND AND WORKED VARIOUS STATES SLOWLY
BUILDING A COW HERD AND FINALLY IN 1901 SETTLED ON THE
RANCH WHICH MY FAMILY AND I NOW OWN. WE PROUDLY
CELEBRATED 100 YRS OF RANCHING IN 2001. THE RANCH
CONSISTS OF 5454 ACRES, WE RAISE CORN AND ALFALFA TO
SUPPORT OUR 400 COW HERD AND BACKGROUND PROGRAM,
MY WIFE LIKE ALL THE OTHER FARM AND RANCH WIVES IN -
OUR AREA, WORKS AWAY FROM HOME MANAGING THE LOCAL
FARM STORE, I WATCHED MY FATHER STRUGGLE IN THE 70°S
AND 80°S WHEN THE FARM CRISIS WAS MORE HIGHLY
PUBLICISED, I LIVED THAT PAINFUL TIME WITH HIM ON A DAILY
BASIS UNTIL WE PUT TOGETHER A PLAN FOR MY WIFE AND I TO
PURCHASE THE RANCH IN 1991.

LIVE AND BREATH MY COMMUNITY , THE FARMERS, THE
RANCHERS, THE BUISNESS PEOPLE, EVERYONE. IS AN
AGGRESSIVE FARM BILL IMPORTANT TO MY COMMUNITY?
UNDOUBTABLY YES...... ALMOST EVERY CONVERSATION WITH
MY FELLOW RANCHERS EVENTUALLY ENDS UP TALKING
ABOUT INCOME- EXPENSES-THE PRICE OF FAT CATTLE-THE
COST OF CORN-CATTLE ON FEED REPORTS-PACKER
CONCENTRATION-GOVERMENT PROGRAMS - ECT..
ECT...ECT........ THE UNPREDICTABILITY OF OUR BUSINESS IS
SOMETIMES TOO MUCH TO STAND AND MANY OF MY FRIENDS
AND NEIGHBORS HAVE SOLD OUT TO THE WEALTHY
NONRESIDENT HUNTER.

THE LIVESTOCK INDUSTRY NEEDS SOME SIMPLE
PROTECTION OUT OF THIS FARM BILL, AS WE DO NOT HAVE THE
EQIVILANT OF AN LDP, PRICE SUPPORTS DONT APPLY TO BEEF.
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ONE OF THE THINGS THAT OUR INDUSTRY IS ASKING NOW
IS COUNTRY OF ORIGIN LABELING, JUST EXACTLY ASITIS
WRITTEN IN THE CURRENT FARM BILL TODAY, WITHOUT
CHANGES, STAMPED USDA, INCLUDING GROUND BEEF. AFTER
THE REALIZATION ON 9-11 THAT WE CAN BE EASILY
TARGETED, SHOULDN'T OUR PEOPLE BE ASSURED THAT THEY
ARE BEING FED CLEAN SAFE FOOD? 1 DON'T BELIEVE THAT
TODAY MANY PEOPLE WOULD EAT AN IMPORTED STEAK FROM
AFGANISTAN. THE RISKS ARE JUST AS REAL COMING FROM
PLACES LIKE BRAZIL, AUSTRALIA, MEXICO, CANADA AND
ELSWHERE, BECAUSE THE TRADE DOORS ARE WIDE OPEN WITH
LITTLE OR NO TARIFFS AND LITTLE OR NO HEALTH INSPECTION,
THIS COUNTRY COULD BE DEVISTATED BY CONTAMINATED
IMPORTED FOOD, WE HAVE STRIVED FOR DECADES TO
PRODUCE A BETTER PRODUCT FOR THE CONSUMER AND
TODAY WE CANT EVEN TELL THEM IF THEY ARE GETTINGIT ..

JUST RECENTLY IN NEW YORK AND NEW JERSEY 461 TONS
OF CANNED CORN BEEF WAS RECALLED BY USDA’S FOOD
SAFETY INSPECTION SERVICE (FSIS). THE PRODUCT CONTAINED
INGREDIENTS THAT ARE PROHIBITED IN THE UNITED STATES
SUCH AS LUNGS, AND ORAL MUCOSAL... YUM--- YUM,,, ALL
THE RECALLED CANS WHERE STAMPED BRAZIL :
INSPECIONADO,,, ON THE BOTTOM OF THE CAN. BRAZIL'S
CATTLE HERD HAS BEEN INFECTED WITH FOOT AND MOUTH
DISEASE FOR THE PAST SEVERAL YEARS AND IS PROHIBITED
FROM EXPORTING FRESH, CHILLED, AND FROZEN BEEF TO THE
U.S. SOTHEY CANIT.

ANOTHER SEGMENT OF THE FARM BILL THAT MY FELLOW
RANCHERS AND [ WOULD LIKE TO SEE STAY JUST THE WAY IT IS
IS THE BAN ON PACKER OWNERSHIP. WHICH DOES NOT ALLOW
PACKERS TO OWN CATTLE 14 DAYS PRIOR TO SLAUGHTER.
PACKERS HAVE USED CAPTIVE SUPPLIES TO PREVENT DEMAND
SIGNALS TO REACH THE LIVE CATTLE MARKET FOR YEARS,,,,

- THIS PREVENTS THE MARKET FROM RESPONDING FAVORABLY

TO INCREASE DEMAND, THERE IS SAFE LANGUAGE IN THE
AMENDMENT TO PROTECT FARMER OWNED COOPERATIVES
AND SMALL PRIVATE PACKERS. | AM AWARE THAT SENATOR
CRAIG FROM IDAHO HAS PLANS TO TRY AND WEAKEN OR
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ELIMINATE THIS AMENDMENT BY TURNING IT INTO A STUDY
ON PACKER FEEDING,,, WE DONT NEED A STUDY ON
SOMETHING THAT CAN BE VERIFIED WITH ABOUT 10 MINUTES
OF PHONE CALLS. SENATOR ,,WE NEED THIS PROTECTION.

AND AGAIN OUR TRADE DEFICIT CONTINUES WITH OUR
NEIGHBORS TO THE NORTH, CANADA’S IMPORTS ARE UP 6%
FROM LAST YEAR AND OUR EXPORTS ARE DOWN 6.5%. THAT
LEAVES THE YEARS TALLY AT A DEFICIT OF 1.45 BILLION
POUNDS. THAT COMPARED TO 300 MILLION POUNDS IN 1987
JUST BEFORE THE FREE TRADE AGREEMENT WAS MADE,
OBVIOUSLY IT HAS BEEN GOOD FOR THEM.

AND OUR FRIENDS IN AUSTRALIA HAVE FILLED THEIR
BEEF QUOTA FOR THE SECOND YEAR IN AROW. THE U.S.
ALLOWES 378,214 METRIC TONS OF BEEF TO BE IMPORTED
ANNUALLY. FURTHER IMPORTS ARE SUBJECT TO A 26.4%
TERRIFF. AUSTRALIA EARLIER THIS YEAR INTRODUCED A US.
AUSTRALIA FREE TRADE AGREEMENT TO THE SENATE WHICH
WOULD CREATE A NAFTA TYPE TRADE AGREEMENT, THEY ARE
INTERESTED IN INCREASING IMPORT QUOTAS AND ALSO BEING
ALLOWED TO BRING IN LIVE CATTLE. LAST YEAR MEXICO
SIGNED A BI-LATERAL AGREEMENT WITH AUSTRALIA TO
IMPORT 100,000 AUSSIE CATTLE THAT MOST LIKELY ARE U.S.
BOUND. SENATOR WE CANNOT ALLOW THESE TYPES OF
EXPANDED IMPORTS.

SENATOR CONRAD........ THE LIVESTOCK INDUSTRY IS NOT
LOOKING FOR BIG BUCKS FROM THE FARM BILL, WE ARE
ASKING FOR PROTECTION FROM OUT OF CONTROL
COMPETITION FROM HOME AND ABROAD. WE ARE ASKING FOR
THE ABILITY TO GIVE TO OUR PEOPLE AND THE PEOPLE
ABROAD A SAFE, CERTIFIED FOOD SUPPLY , PROVIDED BY
DEDICATED FARMERS AND RANCHERS ACROSS THE UNITED
STATES, PLEASE CONTINUE TO FIGHT TO GIVE US THE TOOLS
WE NEED TO ACCOMPLISH THIS ,,,, AND FUTURE GENERATIONS
OF HEALTHY WELL FED PEOPLE WILL THANK YOU FOR YOUR
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EFFORTS. WHENI WAS EXPLAINING WHAT I WAS GOING TO DO
TODAY TO MY 9 YEAR OLD DAUGHTER SHE TRANSLATED THE
WORDS FARM BILL JUST AS THEY SHOULD BE,,, WHEN [
CONCLUDED WHAT WE WOULD BE TALKING ABOUT SHE
SAID,,,,,, DAD ISNT THAT WHY WE RAISE CATTLE SO WE CAN
PAY OUR FARM BILLS???? ISAID YES BABE THATS WHAT I'M
GOING TO TALK TO SENATOR CONRAD ABOUT.. PAYING THE
FARM BILLS. "

I WOULD LIKE TO THANK MR STOFFERAN FOR GIVING ME
THIS OPPORTUNITY, AND TO YOU SENATOR FOR LENDING ME
YOUR EAR,,

THANK YOU!!I! DAN STEWART
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Chairman CONRAD. Thank you very much for really excellent tes-
timony. I tell you, you are fully qualified. This has been a wonder-
ful panel. I wish so much my colleagues could have heard this.

You know, in the previous hearing we had farm group leadership
of North Dakota, and it was terrific, it was an outstanding panel.
When we were starting to formulate this hearing, we were asked
by some to repeat that. And I said, you know, I don’t think that
is what we should do. I think we should try to hear from the grass
roots because I think these individual stories might make a dif-
ferent kind of impact on our colleagues; that it was critically impor-
tant to hear from our farm group leaders in the previous hearing,
but in this hearing I think if we could have some individual stories
that we could take back, sometimes it is more meaningful and in
the big picture story, that our current group leaders are able to
provide so well, that to have individual stories of families and what
their life is like and what this means to them sometimes makes
more of an impression. It is more understandable to people then,
you know, the charts that I use, for example, and try to make the
big point that maybe it brings to life for them how a decision made
in Washington actually impacts the lives of farm families out here;
and to understand we are not talking about the Scottie Pippens—
goodness knows Scottie Pippen can take care of himself, he doesn’t
need any help. He is a great basketball player. I certainly admire
his basketball. I played high school basketball, and I like to say Mi-
chael Jordan learned a lot of his moves from me. I don’t think that
is true, unfortunately.

But you said a number of things, Dan, that I really want to rivet
the point on. I believe in free trade; as a principle, I think it makes
sense. But the devil is in the details. Let me just talk for a minute
about the Canadian Free Trade Agreement. They called it a free
trade agreement, but with respect to durum, it has got nothing to
do with free trade. Nothing to do with free trade. Canada went
from zero percent of our durum market to 20 percent of our durum
market after the passage of the Canadian Free Trade Agreement—
not because they are more efficient, not because they are more
competitive, but because of a loophole in that trade agreement
when, on the face of the agreement, it says no side shall sell below
its cost in the other’s market, but in a secret side deal the then-
Secretary of Agriculture entered into an agreement with the Cana-
dians that said when you establish your costs, you don’t have to
count the interim and final payments of the Canadian Government
to Canadian farmers. You don’t have to count it. So now what ap-
pears to be a free trade agreement is not one. We can’t export to
them; they can export freely to us. That is not free trade. That is
a perversion of free trade.

NAFTA, what happened there? I opposed both of those agree-
ments, although I supported the gap, I supported the larger move-
ment because I think it is the right principle, but the devil is in
the details. What happened to NAFTA? In NAFTA we negotiated
a 10 percent reduction in their tariffs to improve our access to their
market. Almost immediately thereafter they devalued their cur-
rency by 50 percent. So you know what? We were 40 percent worse
off than when we began. We then went from a trade surplus with
Mexico to a significant trade deficit with Mexico. Was that because
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we were less competitive? No. It is because they devalued their cur-
rency.

Let me just say if the free trade agreement with Argentina that
was being sought was in place before this devaluation they are un-
dergoing, a 30 percent devaluation, the exact same thing would
have happened to us in Argentina. We would have negotiated
maybe a 10 percent reduction in tariffs, they devalue by 30 percent.
Are we in a better position or worse position? I say to you the devil
is in the details.

Dan, I just wanted to report to you, on January 1st the European
Union just implemented stringent country-of-origin trace back re-
quirements for all meat. January 1st. They have done it. The ques-
tion is: Will we do it? I would say we would be fools not to do it.
Can you imagine what would happen if there was a threat to our
food supply? Can you imagine what would happen if a terrorist or-
ganization introduced adulterated meat into the U.S. food supply?
Just think in hamburger alone, if they introduced something that
is commonly occurring already, we all know, in hamburger that
kills people, that can kill people, we have got no ability to trace
that back. You know what Europe has done, they are going to put
in place a system that will allow them to trace back any package
of meat. Not just to the country, they are going to trace it back to
the farm where it was produced. That is what they are going to do.
I think that is what we ought to do.

Now, we can’t do this overnight, they can’t do it overnight, but
they have started with stringent country-of-origin labeling and
trace-back for all meat. And I can tell you, I have met with their
people, they fully intend with the new technology to be able to take
it back to the individual farm where that has been produced be-
cause of hoof-and-mouth, what they now call foot-and-mouth—I
don’t know when that ever changed. When we were growing up, it
was hoof-and-mouth—and mad cow and because of this terrorist
threat.

Now, I just say to you, that is the direction we ought to be going.
We have got a good start on it in this bill, in the Senate bill, and
it ought to be kept just as you have stated.

Mr. STEWART. They are smart enough to learn from their mis-
takes.

Chairman CONRAD. Well, they certainly have.

Mr. STEWART. They have starved to death so they are paying
their farmers and ranchers well. They know the importance of food.
They have had the terrible health risks. They have buried and
piled and burned hundreds of thousands of animals. They know the
risks, so they are doing something to solve the problem. We have
an opportunity to solve the problem before it has happened to us.
We have the easy way to do it. We have got to look over the fence
and see the wreck; now we can avoid doing it ourselves. It is very
simple and maybe it is too simple.

Chairman CONRAD. It couldn’t be any better stated than that. It
couldn’t be any better stated than that.

I know that we have run out of time. I apologize to others who
are here. I am going to do this: I have got another obligation I have
to go to, but there are a list of organizations who have indicated
an interest in providing testimony. I will hold the hearing record
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open for 10 days, I can do that under the rules of the committee,
hold the record open for 10 days. Anybody that wants to submit
other written testimony—we already have a long list of organiza-
tions who intend to do so. I honor all of those requests.

[The prepared statements follow:]
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Senator Conrad and members of the committee, thank you for holding this hearing and
for your attention to these crucial issues. North Dakota farmers and ranchers have
worked for years to address the disturbing lack of competition in agricultural markets.

North Dakota farmers and ranchers are deeply concerned about concentration in
agriculture. As a rancher, [ worry most about the lack of compétition in our cattle
markets.

The use of captive supplies and in particular, formula pricing, in concentrated cattle
markets are destroying the marketplace. Allowing packers to utilize anticompetitive
methods of procurement such as this gives them enormous power over the market, to the
detriment of farmer, ranchers and consumers.

Senator Conrad, T urge you to take the lead in working with your colleagues in the Senate
to pass an amendment to the farm bill that prohibits packers from procuring cattle and
hogs for slaughter through the use of a forward contract, unless the contract contains a
firm base price that can be equated to a fixed dollar amount on the day the contract is
signed, and the forward contract is offered for bid in an open, public manner. (See
WORC Petition, Federal Register, v. 62, no. 9. Jan. 14, 1997, pp. 1845-59).

The choice is clear and simple. Either we will side with family farmers and ranchers and
work to make our livestock markets open and competitive; or we will side with the
packers and continue to allow them to destroy our market and our farms and ranches in
the process.

Timplore you to sponsor an amendment to limit anticompetitive captive supply
arrangements. By passing such an amendment you will be voting to protect the
livelihood of every rancher and farmer with livestock in this country. You will
improve the prices we receive by outlawing the manipulative use of captive supplies.

We must work to stop the domination of thousands of cattle producers across this country
by the big packers. We must stop the windfall profits that the big packers extract from
the blood and sweat of our family farmers and ranchers every year.

Many of my friends say there isn't much in this farm bill for the cattle producer.
However, by standing up to the packers and limiting their manipulative use of captive
supplies we can give ranchers in North Dakota and beyond a fighting chance to survive!
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Senator Conrad and members of the committee, thank you for holding this hearing and
for your attention to these crucial issues. We encourage you to continue to work
diligently to pass a new farm bill that does more to foster family farming and ranching
and protect our markets from the rapid concentration that threatens every aspect of
agriculture. We have waited for years for this moment and now is the time to press
ahead, take bold action and stand up to those who would encourage further delay.

North Dakota farmers and ranchers are deeply concerned about concentration in
agriculture and about losing access to our markets. We are particularly concerned about
concentration in the beef industry.

This situation is not new. All of this was taking place in much the same way 80-85 years
ago. These events produced a movement that culminated in a speech on the floor of the
Senate in which Senator John B. Kendrick of Wyoming stated:

“It has been brought to such a high degree of concentration that it is dominated by a

few men. The big packers, so called, stand between hundreds of thousands of producers
on one hand and millions of consumers on the other. They have their fingers on the pulse
of both the producing and consuming markets and are in such a position of strategic
advantage they have unrestrained power to manipulate both markets to their own
advantage and to the disadvantage of over 99% of the people of the country. Such power
is too great, Mr.President, to repose in the hands of any men.”

Over eighty years later, farmers and ranchers find themselves in the same situation again.
The Dakota Resource Council urges you to support the following measures to help put
competition ahead of concentration, farmers and ranchers on a more even footing with
packers and to put the interest of people — farmers, rancher and consumers — ahead of
giant, transnational agribusiness corporations.

We support the continued effort to address market concentration in agriculture and
restore competition to agriculture and food production.

I. Regulating Captive Supplies

Use of captive supplies — control of livestock by packers through formula priced contract
— and other anticompetitive agreements in highly concentrated markets have led to
disastrous conditions in the markets for fed cattle. Captive supplies increase the potential
for price discrimination and undue preferences, and the potential for intentional price
manipulation. Congress should limit captive supply contracts and prohibit packers from
procuring cattle and hogs for slaughter through the use of a forward contract, unless the
contract contains a firm base price that can be equated to a fixed dollar amount on the day
the contract is signed, and the forward contract is offered for bid in an open, public
manner. (See WORC Petition, Federal Register, v. 62, no. 9. Jan. 14, 1997, pp. 1845-59).

We urge you to offer an amendmient to the farm bill that would prohibit the use of
secretive forward contracts that do not contain a fixed base price.
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II. Country of Origin Labeling

In concentrated markets such as those for beef, pork and lamb today, meatpackers can use
imported livestock, meat and produce to drive down prices in domestic markets by
strategically drawing on imported supplies. Country of origin labeling would give U.S.
consumers the knowledge and ability to choose U.S. beef, pork, lamb, or produce, and
effectively create separate markets for domestic and imported goods. Congress should
require mandatory labeling of meat and produce by country of origin and we urge you to
support the current language on country of origin labeling that was added to the Senate
farm bill by the Agriculture Committes.

Specifically, we strongly support the following key elements: 1) Mandatory country of
origin labeling for beef, lamb, pork, fish, fruits, vegetables, and peanuts. 2) Only meat
from animals exclusively born, raised, and slaughtered in the United States shall be
eligible for a USA label. 3) The USDA Quality Grade Stamp cannot be used on imported
meat.

HI. Prohibition on Packer Ownership or Feeding

Packer ownership of livestock prior to slaughter results in less competition for all sellers
in the market. Because packers have slaughter livestock supplies locked up, they do not
have to bid competitively for all of their livestock needs. This depresses the market and
restricts market access for other producers. It also increases the likelihood of price
manipulation in the marketplace. Congress should prohibit ownership and control of
livestock by packers for more than two weeks prior to slaughter. We urge you to fight to
preserve the prohibition on packer ownershxp of livestock that passed the Senate in late
December 2002.

Agricultural commodity markets and family farmers and ranchers are threatened by what
Towa State University agricultural economist Neil Harl calls “the deadly combination” of
concentration and vertical integration in agriculture.

- Inthe 1960’s, the top four beef-packing firms slaughtered less than 30% of all fed
cattle. Today, three firms kill 80%.

- Three-fourths of all hogs are sold through secret contracts, instead of in the open
market, up sharply from just a few years ago. Similarly, about half of ali cattle
slaughtered each week are sold through captive supply agreements, and in some
weeks the figure is as high as 90%.

Let's say you had a used car and wanted to sell it. You go to a used car dealer and he tells
you they will buy your car in about 30 days and at that time they will give you $100 over
the "average price” of what that make and model is bringing across the country.

Sounds OK, sounds fair enough. Right?

But then you learn that four car dealers have bought out almost all the other car dealers
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across the country and now they dictate the "going rate," because they now control about
80 percent of the car dealers across the country and thus 80 percent of the used car
market, You're concerned about the price you've agreed to sell your car for... because
you really don't know what price you're going to get. These four may decide to not "bid
up" used cars a month from now, thereby causing the price to fall.

You've got reason to be concerned.

When it comes time for you to sell your car, you find out that these four car dealers
bought the majority of the cars that are just like yours and the "going rate" has declined
by $500 from what you thought it should be. You just received $400 less than what the
car would have been worth had not these four car dealers controlled the market.

This is what is happening to farmers and ranchers. Packers push farmers and ranchers to
sign agreements to sell their cattle through forward contracts without a fixed base price.
They hold all the cards in the market and they expect farmers and ranchers to bet that at
some (often undetermined) point in the future the "base price" will be at a profitable
level, which of course is not usually the case so farmers and ranchers lose the most.

Another analogy:

Playing blackjack in Vegas is bad enough because the House has a built in advantage

(ties to dealer, etc.). Imagine how difficult it would be if you had to begin each hand,

look at your cards and make a wager — AND THEN the dealer would tell you whether
you were playing to 20, 21, 22, etc.

The most crucial piece of information on whether to sell something is what price is being
offered. That seems so obvious but it is the.heart of the matter with formula pricing. The
packer will tell you the basic rules of the transaction, how much of a "bonus” you will get
(above the "base") and they might tell you when you would have to deliver the cattle...
but they won't fix the "base" price.

In other words, they won't tell you what they are going to pay for your cattle. It is hard
enough for farmers to negotiate with huge, powerful transnational corporations - it is
impossible when those corporations are allowed to keep the price offered a secret (even
from the seller) until after the transaction is complete.

It is time for this to be stopped. We urge you to fight to preserve the victory in the Senate
on prohibiting packer ownership of livestock and to take bold action to preserve the
integrity of our cattle markets by prohibiting captive supply agreements that fail to fix a
base price when the contract is signed. Thank you again for your attention to this matter.
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NORTH DAKOTA BARLEY COUNCIL

STATEMENT OF
JIM BROTEN
. CHAIRMAN
NORTH DAKOTA BARLEY COUNCIL

Mr. Chairman, thank you for providing this forum today to present issues related to
passage of a new farm bill. It is a privilege to present comments on U.S. farm policy and how it
affects barley producers. I am Jim Broten, a farmer from Dazey, North Dakota, and chairman of
the North Dakota Barley Council. The North Dakota Barley Council is charged by the North
Dakota Legislature to represent the interests of the 10,000 barley producers in the state on issues
affecting their economic welfare.

Immediate passage of a farm bill is vital to all agricultural producers in the state of North
Dakota. Producers need verification for lending purposes that the federal government will

remain a partner in agricultural production during these periods of extremely low commodity
prices.

The House of Representatives, working in a bipartisan manner, concluded with passage
of its version of a farm bill on October 5, 2001. Although the Council has reservations with
support levels for the various commodities, we believe the House version contains three critically
needed elements of any new commeodity title: 1) Continuation of fixed decoupled payments over
the life of the bill, 2) Continuation of the marketing loan program, and 3) A decoupled counter-
cyclical safety net that is wiggered when market prices fall below predetermined levels.

The Council also applauds Senate efforts to pass a bill right up until the Christmas recess.
We wish to express our concern, however, in the strongest sense possible that producers in North
Dakota cannot afford to lose the additional $73.5 billion added to the budget baseline. Should
American agriculture be forced to go back to the original baseline, the Council fears a bill that
would provide no meaningful support levels for agriculture. Congress must enact a new farm
bill that captures the additional $73.5 billion with no less than $48.886 billion allocated to the
commodity title.

The North Dakota Barley Council (Council) has a unique story to communicate today.
Barley has become an “endangered” commodity in North Dakota and the United States. Barley
acreage has steadily declined from 3.5 million acres in 1985 to 1.6 million acres today, a 34
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percent decline over the past 15 years. Nationally, barley production reached a 25-year low in
1999 and acreage was the lowest in 100 years.

Barley is a food crop as well as a feed grain. Currently, about one half of U.S. barley
production is used for malting. Malting companies pay a premium for this higher quality barley.
Even with a premium price, however, malting barlcy production is decreasing due to higher loan
rates for other program crops.

The infrastructure of the U.S. barley industry is threatened by this steady decline in acres.
Malting barley demand remains constant at approximately 150 million bushels per year. Yet
national barley production continues to decline. Producers are finding it increasingly difficult to
market barley as fewer and fewer elevators willingly handle the crop due to declining supplies.

The Council is a strong supporter of the increased planting flexibility provided by the
1996 Farm Bill. However, planting flexibility combined with loan rate provisions in the 1996
legislation is resulting in a sharp downturn in barley acres. Specifically, freezing loan rates and
tying barley’s loan rate to its feed value relationship to corn have placed barley production at a
competitive disadvantage with other crops. Barley producers need the next Farm Bill to restore
equity to the barley loan rate.

Modification of the Marketing Loan Program must be a top priority for barley producers.
Section 132 (b)(3) of the current Farm Bill requires USDA to set the barley loan rate in relation
to only it’s feed value in relation to corn. Since the current Farm Bill caps the comn loan rate at
$1.89 per bushel, the barley loan rate is effectively capped at $1.68. This feed value relationship
understates the market value of malting and food barley, which have averaged $0.57 per bushel
higher than feed barley over the last ten years. As stated earlier, over half of annual U.S. barley
production generates higher-value food quality malting barley.

Continuing to link the loan rates for barley and corn based on their respective feed value
is inappropriate. The barley marketing loan must provide a safety net comparable to competing
crops when prices fall below the loan level. The current feed-based linkage to corn is diverting
acres from barley to oilseeds and other grains, which have higher relative loan rates.

The new farm bill needs to rebalance loan rates and safety net levels for all program
crops so that farm program payments de not distort planting decisions. This can best be
accomplished by setting loan rates and other safety net support mechanisms for each of the
program commodities in relation to their historic relationships. Utilizing this mechanism would
provide a barley-to-corn relationship of 1.07 to 1.00. In other words, if the loan rate and safety
net for corn was set at $2.00 and $2.35 per bushel, respectively, barley should be set at $2.14 and
$2.51 per bushel. Furthermore, the next Farm Bill should provide that loan rates be setas a
floor, not a ceiling as is the case today.

The Council also supports using an “all-barley” price to determine loan repayment rates.
Posted County Prices (PCPs) should be set at levels that do not encourage producers to forfeit
feed barley in the event marketing loan gains would otherwise be higher than Loan Detficiency
Payments (LDPs).
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The North Dakota Barley Council supports a decoupled, guaranteed, and fixed crop
payment for the life of the next farm bill. Similar to PFC payments, the crop payment should be
extended without regard to domestic price fluctuations, and should be decoupled from current
and future production to avoid influencing planting decisions. The aggregate level of the annual
PFC-type payment should be no less than the $5.6 billion fiscal year 1999 level. The next Farm
Bill should maintain the allocation among the seven so-called AMTA, crops (wheat, corn,
sorghum, barley, oats, upland cotton, rice) at the levels established in the 1996 Farm Bill.
Likewise, Congress should restore the barley PFC payment for the period of the next Farm Bill
1o the 27.2 cents/bushet affiliated with the 1999 Agriculture Marketing Transition Act (AMTA)
tevel. Finally, in the event Congress includes payments for loan-eligible crops not included in
the original AMTA formula, the Council supports an offsetting increase in total annual funding,

Low commodity prices have brought out the inadequacy of the current farm program
safety net, including AMTA payments and the Marketing Loan Program. Producers need an
additional program that will provide income support payments when income or the per-acre
return of a commodity sector declines. The recent emergency supplemental assistance programs
have been extremely helpful — but they provide no long-term protection, which causes great
uncertainty among producers and their lenders.

The North Dakota Barley Council supports creation of a counter-cyclical income suppor:
program based on projected shortfalls in commodity cash receipts. This program would replace
current ad hoc emergency payments, and funding for this program should be in addition to the
previously mentioned modifications to the Marketing Loan Program and continued AMTA-type
payments.

The North Dakota Barley Council supports a counter-cyclical program proposal put forth
by the North Dakota Grain Growers Association and the National Association of Wheat
Growers. The program would trigger commodity-specific payments when market prices
{including per-bushel or per-unit farm program payments) arc less than an established Market
Support Level for each commodity. Once the Market Loss Support Payment is triggered, per-
bushel or per-unit payments would equal the difference between (1) the established Market
Support Level for a commodity, and (2) the per-unit PFC-type payment and the higher of either
the national average marketing loan level or the forecasted national average market price.

The Council opposes updating of program payment yiclds. Analysis indicates doing so
would result in a significant transfer of federal funds from small grain producing areas of the
country into the major com and soybean production regions where there is less likelihood of
production shortfalls. The Council also believes that producers should be required to maintain
their current program base plus be allowed to add the average of the 2001-oilseed payment
acreage, not to exceed the total cropland acreage of the farm.

Domestic farm policy and income support programs are only part of the solution to the
challenges facing barley growers. While recognizing the scope of today’s hearing, some
mention must be made of needed changes in trade policy. Even if barley growers reccive higher
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loan rates and supplemental income assistance, these supports will not resolve long-term
restraints on our export competitiveness, including the strength of the U.S. dollar, unfair foreign
subsidies, false phytosanitary non-tariff barriers such as TeK, and unfair practices of
monopolistic State Trading Enterprises. Barley growers understand the United States will never
convince foreign competitors to reduce subsidy levels and tariffs without reducing our own trade
distorting supports. However, when past agreements bind us to unfair levels relative 1o their
spending limits, the rules must be changed.

In summary, the North Dakota Barley Council supports continuation and reformulation of
the non-recourse marketing loan program giving barley a more equitable loan rate, continuation
of annual decoupled PFC-type payments at no less than the fiscal year 1999 level, and
development of a counter-cyclical program to supplement low market prices and farm income
when needed.

Thank you for the opportunity to submit testimony at today’s hearing.
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Dear Senator Conrad:

I'am writing on behalf of members of the Northern Plains Soil and Water Conservation
Society (SWCS) representing MT, WY, CO, NE, SD, and ND to express our deep concern on the
2002 Farm Bill provisions. I represent more that 900 professional society members in ‘he Northerr
Plains, Members of the society are strong supporters of the ecosystem approach of caring for our
soil, water, plants, and animals in natural resource settings. We understand competitioa for feceral
funding is fierce.

We are pleased that the 2002 farm bill has a substantial increase in spending for
conservation programs. Funding in SB-1731 from the Senate Committee should be maintained at
the proposed level. You recall Mr. Craig Cox, Exec. V. P., SWCS, met with your committee on
March 1 and June 28, On July 31, Bob Eddleman, SWCS President, provided testimony and
recommendations to the Senate Committee on Agriculture, Nutrition and Forestry. I want to build
on that testimony.

We believe that the next farm bill should add balance to conservation policy. The present
bill relies too much on programs that take land out of production. Your committee was provided a
copy of Seeking Common Ground Report ~An Agriculiural Conservation Policy Report which
contained 22 recommendations based on five regional workshops, in which the society solicited
public input. The recommendations represent the society’s best judgment on policy reform.

Agriculture cannot escape the consequences of its environmental effects anymore than
agriculture did in the 1930's land degradation effects. That is not because agriculture is bad, but
because it is big and complex. To meet the challenge, they must be updated and strengthened. Our
workshop participants agreed that expanding the reach of existing USDA conservation programs is
priority to overcorming the assistance gap. Increased funding and program reform will achieve this
objective.

The focus of the 2002 farm bill should be to working lands. Working lands are more
complex than taking land out of production. Working lands need science-based technical services
~research, education, and technical assistance. Existing USDA programs use only a smal’ portion
of the technical management and practices available through NRCS. We recommend funding for
conservation programs be doubled to $5 billion annuaily with most going into technical services
and financial assistance to working lands.

The technical services infrastructure is the greatest impediment for landowners to meet
conservation needs and the publics desire for environmentel quality. Conservation is ecological
and economic knowledge applied to the design and management of farm and ranch systems.
Farmers and ranchers apply conservation to the landscape, programs do not. Timely, accurate, and
appropriate technical advice by trained advisors in the public/private sector is the key to suscessful
conservation application. In the long run, conservation does not cost, conservation pays in
environmental quality.

Technical assistance is at the heart of working land conservation. For this to happen, the
section 11 cap on technical assistance must be fixed. Each program should be mandated to carry
its own technical assistance funding for producers to receive financial assistance from that
program. This is currently not the case. Too often people think of technical assistance as simply a
cost of delivering financial assistance —that is wrong.
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We need to invest in technical services as the fundamental conservation program. We recommend
farmers and ranchers have direct technical assistance for conservation.

The SWCS applauds the increase in EQIP funds. We do not support moving EQIP to
USDA-FSA. Thisis poor policy. We believe that conservation programs should be in the hands of
scientists and trained technicians with background and experience based on sound science. On-site
technical assistance is the heart of the EQIP conservation program. Weneed $1 billion for EQIP,
triple current funding. This will help farmers produce a better environment at the same time they
produce our food and fiber. EQIP, if properly structured, has the potential of being the biggest,
most cost-effective agricultural water quality program in the U.S.

The House bill provided more money but not better policy. We urge you to correct this,
The conservation tool box needs a balance between technical services, financial assistance on
working lands, and financial assistance for land retirement and restoration. Land retirement and
restoration accounted for &5 cents of every USDA financial assistance dollar spent in 2000. Most
of that assistance went to crop producers in the Great Plains, New investments in conservation
should be used to reach those producers who want to keep working the land, notretire it.

Reforming conservation programs is our first priority. At present, most money going to
working land, goes through traditional farm programs, not conservation programs. They do not do
as much for conservation as they could or should. A tool is needed that merges economic support
with conservation, rewarding a farmer or rancher for good stewardship, rather than producing a
particular commodity.

We recommend $3 billion dollars for a new stewardship program that would pay farmers
for services as land, water, and wildlife managers. This program would reward procucers for the:
commitment 1o resource stewardship, This would level the playing field for those farmers and
ranchers doing a good job, not just those facing conservation challenges.

Conservation is dependent on iocal leadership. State and local leaders need authority over
USDA programs to operate in their state. The CREP and WHIP programs could allow the
Secretary to enter into agreements with states. Such agreements, would pull conservaticn programs
together. NRCS does this with tools in the toolbox, which provides technical services in planning.
Conservation plans should be the focus, not the program.

We are pleased with the added conservation investment, but think several critically
important adjustments must be made to ensure that the investment pays the greatest dividend
possible to producers, taxpayers, and the environment. I would be pleased to provide the report to
you. Thank you for your time and attention.

Sincerely,

MMeneM

Director Northern Plains
Soil and Water Conservation Society

W16 Ko Ay,
i
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Statement of Lloyd Klein, President

Good morning, Mr. Chairman, and distinguished leaders. I am Lloyd Klein, a sunflower,
canola, wheat and corn farmer from Elgin, North Dakota. Ialso serve as President of the
National Sunflower Association, headquartered right here in Bismarck.

T would like to commend you, Senator Conrad, for holding this hearing, and for your
leadership on agricultural issues in the Congress. North Dakota’s farmers and rural
communities are well served through your senior position on the Senate Agriculture
Committee as well as your Chairmanship of the Budget Committee.

Family farmers, the National Sunflower Association, and the rest of the minor oilseed
industry are disappointed and concerned that the Congress has not passed new farm
legislation locking in the budgeted resources that you — Senator Conrad — worked so hard
to secure. At the same time, I am still encouraged and optimistic that the Senate can
thoughtfully debate and deliberate on a new farm bill that can be passed, and conferenced
with the House, and signed by the President before the current budget resolution expires.

Minor oilseed producers and our industry partners look forward to continuing a working
relationship with you and your staff in developing a new farm bill that maintains the
positive aspects of current policy, and corrects its shortcomings. Incidentally, we believe
the bill passed by the Senate Agriculture Committee and authored by you, Chairman
Harkin, Majority Leader Daschle, and others did just that,

Specifically, T urge you to stay on course in including oilseeds as program crops under
the next farm bill. Under any new program, the terms and the amount of support
provided must be balanced and equitable.

Further, it is essential that minor oilseeds maintain their competitiveness for acreage
under the marketing loan program. Sunflowers and other alternative crops must attract
acres to preserve industry infrastructure or to expand to meet growing demand. A farm
program that reduces marketing loan levels in order to raise decoupled income support
may increase overall benefits, but it could also result in acreage losses for crops that
cannot afford it. For this reason, if required to choose, minor oilseed crops would
strongly favor keeping loan rates at current levels rather than shifting to programs that
provide decoupled income support. (An example of this is the House farm bill that
provides support levels that are not equitable between crops, and would severely
disadvantage sunflowers by arbitrarily cutting the minor oilseed loan rate under the guise
of loan rate “rebalancing.”)
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I appreciate the difficulties facing the Budget Committee as well as the Agriculture
Committee as the Senate continues a farm bill debate during the next Session. Even out
here in Rural America we have witnessed the growing debate in Congress over the
“incredible shrinking budget surplus” since enactment of the Administration’s tax cut
only several months ago. We know that the additional funds provided by the Budget
Committee for writing effective long-term farm legislation are in jeopardy as a result of
reduced revenues, rising outlays for other programs, and support for the war against
terrorism.

However we earnestly hope enough Members of Congress realize that production
agriculture is too important to be short-changed in the budget process. The needs of our
industry for additional assistance due to low crop prices and farm income in each of the
past four years have been only too clear here in the countryside. We look to you, Senator
Conrad, and to your colleagues on the Budget and Agriculture Committees to place these
concerns in perspective so the next farm bill can reflect sound policies for the future of
U.S. agriculture.

Thank you for the opportunity to appear before you today.
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Statement of Craig Halfmann
President, Red River Valley Sugarbeet Growers Association
Field Hearing, Bismarck, North Dakota
January 8, 2002
Hosted by Senator Kent Conrad

On behalf of the Red River Valley Sugarbeet Growers Association we deeply appreciate the fact that you are taking

the time to get input from farmers here in North Dakota regarding the farm bill. You have worked very hard not only
fur our sugarbeet growers but for all of our farmers across this state and I want to tharnk you for that effort.

Our Association represents nearly 2,500 sugarbeet growers from eastern North Dakota and northwestern Minnesota.
We are grower-owners of the American Crystal Sugar Company, a cooperative that we formed nearly 30 years ago.
The sugarbeet industry contributes an economic impact of about $2.5 billion annually to this region, according to an

economic study prepared by the Department of Agricultural Economics located at North Dakota State University in
Fargo.

We cannot stress enough how important it is to get the farm bill passed as quickly as possible. Our industry worked
very closely with both Democrats and Republicans in the House and Senate to develop a sugar, policy proposal as
part of the 2002 Farm Bill. It would provide a minimal safety net for growers, improve sugar selling prices from
some of the lowest levels in 20 years by bringing supply and demand back into balance and even more importantly o
the American taxpayer, it would operate at no cost. We know that any sugar policy proposal must be responsible and
reasonable.

But we risk losing all of that if the U.S Senate fails to act quickly. Certainly there are differences between the Senate
and House versions of the Farm Bill but we believe those differences can be ironed out in conference committee.

The sugar provisions contained in the House bill were welcomed and supported by our industry but they left some
important issues to be resolved. The Senate Agriculture Committee has had the opportunity to make some additional
improvements including: Re-instating grower bankruptcy provisions to protect growers in the event a sugar
processor fails, revising the minimum grower payment provisions to enable full participation in the CCC loan
program by sugar processors, and elimination of the one cent per pound penalty paid by sugar marketers to the
federal government if sugar under loan is forfeited. The beet sugar industry recently provided additional legislative
language-to be added to the Senate Committee’s bill that will clarify the division and transfer of beet allocations
making it much clearer and easier for the Administration to operate the program. It is essential for the Senate to
adopt these additional provisions so that both the Administration and the industry can easily implement this policy.

We are extremely concerned that if the Senate does not act quickly we risk not only losing sugar policy but valuable
farm policy benefits for all of the other crops that our growers also raise.

Thank you for giving us the opportunity to explain our views before you today.
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North Dakota Dry Pea and Lentil Association

My name is Greg Johnson, 1am a 3" generation farmer from Minot, North Dakota.
produce hard red spring wheat, durum wheat, triticale, soybeans, sunflowers, barley, corn, dry
peas, lentils and chickpeas on my farm in Roseglen, North Dakota. I am the President of the
North Dakota Dry Pea and Lentil Association and serve as chairman of the North Dakota
Grower Division of the US Dry Pea and Lentil Council. | would like to thank Senator Conrad
for the opportunity to appear before you today.

The NDDPLA is a grassroots organization that represents growers, processors and other
interested parties in the production and marketing of dry peas, lentils and chickpeas in North
Dakota. Membership in our organization spans the entire state. Peas, lentils and chickpeas
are grown on over 150,000 acres of land in North Dakota.

My statement today is a reflection of the NDDPLA's desire to be included as a full and equal
program crop in the 2002 farm bill. We seek inclusion in the farm program because our
industry is facing the most difficult time in its history. Historically low prices for the past
three years are threatening the grower, processor and exporter infrastructure our industry has
been developing since the 1970°s. Our organization supports being included and equitably
treated with other “program” crops in the next Farm Bill. Without inclusion of safety net
provisions for peas, lentils, and chickpeas, US pulse acreage will continue to decline, and our
industry’s infrastructure will be unfairly affected by federal farm policies.

Currently. dry peas and lentils are eligible “program crops™ in terms of there being no
prohibition for planting on program crop acres. However, the farm bill does not take the next
step and put pulses on an equal footing with other program crops that are eligible for
marketing loans and fixed payments. By not authorizing a pulse crop safety net, the new farm
bill will accelerate the current shift of acreage out of pulses and into crops that do have a
safety net.
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We believe pulse crops should be included in the proposed loan and fixed payment programs
because of their positive nitrogen fixing and rotational benefits. Dry peas, fentils and
chickpeas are grown in rotation with wheat, barley and oilseeds. These legume plants require
no nitrogen or phosphate fertilizer. In fact these legumes fix nitrogen in the soil. They aiso
help break weed and disease cycles in cereal grains like scab and root rot. These legumes also
play an important role in accomplishing conservation goals. They are vital component of a
no-till/direct seed/minimal till cropping system that vastly improves soil, water and air
quality.

One of the major impacts that pulse crops have on North Dakota and the United States is it
creates jobs in rural America. Shipment preparation of food grade pulse crops is a highly
labor intensive practice that requires several year round employees to manage and meet
shipping demands. North Dakota has processing plants in Ray, Crosby, Richardton, Minot,
Bowman and others, which employ any where from 5 to 20 full time employees each. These
jobs have brought renewed hope and money to several small town communities in North
Dakota. These processors and jobs are in jeopardy of dieing if the next farm bill does not
weat all crops on an equitable basis.

1t is vitally important that growers have the option to include these environmentally friendly
legumes in their crop rotation. Equitable treatment of all commodities under the new farm
program will allow farmers to make agronomic planting decisions, not solely economic
decisions based on government programs. Unfortunately, the current agricultural erisis is
forcing farmers to move away from a sound crop rotation that includes legumes, in favor of
“stacking” program crops that provide a safety net.

This concludes my prepared statement; I have provided a detailed explanation of our
industry’s request for your review. I want to commend you for your support of these crops in
the recent past and look forward to working with you to ensure peas and lentils and chickpeas
are included in the next farm program in a balanced and equitable fashion with other
commodities.
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USA Dry Pea & Lentil Council

Recommendations for the Next Farm Bill

Senator Kent Conrad
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1.0 Introduction

The USADPLC is a grassroots organization that represents growers, processors and exporters of dry
peas. lentils and chickpeas in the United States. Membership in our organization spans the Northern tier
states of Washington, Idaho, Oregon, Montana, and North and South Dakota.

The USADPLC is a diverse organization with a myriad of opinions and interests. We represent the
imterests of the producers who grow the crop, the processors who buy the crop and the exporters who
sell the crop to our end users. This level of diversity requires our organization to seek consensus among
all its membership before moving forward on any policy initiative.

The USDPLC seeks inclusion in the farm program because the industry is facing the most difficult time
in its sixty-year history. Historically low prices for the past three years is threatening the grower,
processor and exporter infrastructure our industry has been developing since the 1940°s. Dry Peas and
Lentils are an eligible crop under the farm program and face the same market volatility as current
program crops without the benefit of a safety net in periods of low prices.

2.0 The Importance of Crop Retation

Dry peas, lentils and chickpeas are a cool season legume. They are planted in the spring and are well
adapted to the warm days and cool nights of those states along the Canadian border. These legumes
provide a needed rotation crop for wheat, barley and minor oilseceds. They fix nitrogen in the soil, help
with weed management and break disease cycles in cereal grains like scab and root rot. In addition,
these legumes reduce the need for stubble burning, which has become a major environmental problem in
the Pacific Northwest as farmers move away from a legume in their rotation o plant more spring wheat.
It is important that growers have the option to include these beneficial legumes in their rotation.
Unfortunately, in the current agricultural crisis we find ourselves in planting peas, lentils and chickpeas
is becoming more difficult as farmers are choosing to plant program crops with a safety net.

3.0 Low Prices

Dry peas and lentils are facing historically low prices. Subsidized competition, trade sanctions, a strong
dollar. the Asian flu, and favorable weather patterns for our competitors has sent our pea and lentil
prices to the basement for the past three years. [f our crops are not included in the 2002 farm bill our
acreage will continue to decline and a once viable industry will no longer be an attractive option for
growers when compared to program crops with a safety net.

4.0 Planting Flexibility-

One of the positive outcomes of the 1996 FAIR Act was increased planting flexibility. The USADPLC
fought hard to include dry peas and lentils as an eligible crop under the 1996 Farm Bill. In fact, dry
peas. lentils and mung beans were the, so called, fruits and vegetable crops that were eligible to be
planted on contracted acres without penalty Under Subtitle B, Scction 118 of the 1996 FAIR Act. We
fought to be included as an eligible crop because we believed that farmers needed to have planting
flexibility to respond to market signals and maintain a good crop rotation. Every crop our membership
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can grow effectively is a program crop, except for dry peas, lentils and chickpeas. Our crops are subject
1o the same price volatility as the program crops except we don’t have a safety net to assist us when

times are tough.

5.0 Acreage Shifts Since the 1996 Farm Bill - Pacific Northwest

Farmers in the Midwest and the Pacific Northwest have been raising dry peas, leatils and chickpeas
since the 19407s. These legume crops have become an important part of our crop rotation and rural
economic development. Almost every dry pea, lentil and chickpea is cleaned, sized, bagged and put into
a container or boxcar at a rural processing facility. We estimate that our industry pumps over $100
mitlion dollars into the rural economy of the Pacific Northwest. The pea and lentil industry provides
needed jobs in depressed rural communities. Unfortunately, this industry is fighting for its survival,
The dry pea, lentil and chickpea industry competes with spring wheat, spring barley and spring canola
for acreage. Table 2 shows that our industry is losing the fight despite a higher per unit grower price
when compared to other spring crops (Table 1). Since the 1996 Farm Bill acreage has shifted away
from legumes into spring wheat and canola. Agriculture loan officers are encouraging farmers to cover
their risk by planting a program crop. Many growers are reporting that bankers are refusing to loan
money to plant dry peas because it does not have a Marketing Loan/LDP. The USADPLC

estimates that the acreage shift to Spring Wheat and Canola in the PNW has increased Loan Deficiency
Payments by over $3.0 million. This shift is jeopardizing the infrastructure of the industry.
Pacific Northwest Spring Crop Acreage Shift Since 1997
(Data From Legume Growing Countics of WA & D)

Spring  Spring Peas, Lentils
Crop Year Wheat  Barley Canola  Chickpeas
1997 204,600 |433,400( 11,718 362,701
1998 264,900 445,000} 19,969 312,600
;* 1999 351,600 1391,000|35422] 317,200
| 2000 371,800 |387,300|46,626| 278,100
Acreage Shift 167,200 (46,100) 34,907  (84,601)
Higher Wheat & Canola LDP Cost 53,159,838

(Calculates a shift of 84,601 acres of Legumes to Spring Wheat with an average yield
of 70/bu per acre and an average Wash/Idaho LDP in the year 2000 of $.54/bu.}

Sowrce: USDA NASS, FS4

5.1 Acreage Shifts Since the 1996 Farm Biil - ND, MT

Dry pea. lenti] and chickpea acreage increased in North Dakota and Montana due in part to the increased
planting flexibility in 1996 Farm Bill. Farmers in the high plains arc beginning to realize the benefits of
having a legume in their crop rotation. However, the acreage shifts in North Dakota and Montana
clearly favored the program crops with the largest support payments. Acreage went out of spring wheat
and barley and into minor oilseeds and soybeans. Dry peas, lentils and chickpeas are at a disadvantage
to those crops that have a Loan/LDP program. The truth is, in today’s climate, dry pea, lentil and
chickpea growers wish they could raise soybeans. Unfortunately, soybeans are a warm season legume
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and don’t work well in the areas that dry peas or lentils are grown. North Dakota has seen a huge
increase in soybean production primarily in the southeastern portion of the state.

North Dakota, Montana Spring Crop Acreage Shift Since 1997
(Source: USDA NASS, FSA Statewide)

Spring Spring Minor Soybeans  Peas, Lentils
Crop Year Wheat Barley Oilsceds* (ND) Chickpeas
1997 16,100,000 | 3,650,000 1,786,880 1,150,000 111,527
1998 13,950,000, 3,350,000 2,680,000 1,550,000 196,257
1999 13,860,000 2,650,000 2,569,000 1,350,000 169,100
2000 13,880,000 3,150,000 2,905,300 1,900,000 200,800
Acreage Shift (2,220,000) (500,000) 1,118,420 750,000 89,273

*Minor Oilseeds- Canola, Sunflower-Oil, Flax, Safflower

6.0 Non-Recourse Marketing Loan/LDP for Dry Peas, Leatils and Chickpeas

The USA Dry Pea & Lentil Council urges Congress to create a Non-recourse Marketing Assistance
Loan and LDP Program for dry peas, lentils, and chickpeas that is equivalent to the current cereal and
oilseed Loan/LDP programs. A Marketing Loan/LDP program will allow U.S. pulse growers to
continue good crop rotations with other program crops and maintain jobs in rural America. Without this
program growers will continue to shift out of these legumes until the industry is no longer a viable crop
to grow.

6.1 Dry Pea Loan Rate

The USADPLC supports establishing the dry pea loan rate based on feed peas with 2 minimum loan rate
of $5.83/cwt. ($3.50/bu.). An increasing portion of U.S. dry pea production is being sold into the
domestic and export animal feed ingredient market. Dry peas offer an attractive blend of protein, energ
and essential amino acids (i.e. lysine & phosphorus). Based on the relative feeding value of dry peas to
corn and soybean meal in swine rations versus current corn and soybean loan rates, the USADPLC
calculated the feed pea loan rate should be established at $5.83/cwt ($3.50/bu.) At present the USDA
only publishes prices for U.S. No. 1 Grade Green, Yellow and Austrian Winter Peas. However, the
USDA does purchase U.S. No. 2 human consumption peas for the P.L. 480 program. See attachment A.
Using P.L. 480 historical price data and USADPLC discount data we were able to establish a feed pea
loan rate based on 85% of the five year Olympic average.

6.2 Lentil Loan Rate

The USADPLC supports establishing the lentil loan rate based on U.S. No. 3 grade lentils with a
minimum loan rate of $11.00/cwt. The USDA buys U.S. No. 3 grade lentils under the P.L. 480
program. .
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Chickpea Loan Rate
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The USADPLC supports establishing the chickpea loan rate based on a U.S, #] chickpea over a 20/64ths
round hole steve with a minimum loan rate of $15.00/cwt. USADPLC supports a loan rate for small
chickpeas (chickpeas that fall through a 20/64ths sieve) of §7.00/cwt.

6.4  Loan Rate Table
Crop Five Year Olympic Estimated Loan Rate Minimum Loan Rate
Avg, Price-1996-2000 {83% of S yr avg) (USADPLC Proposed) |
Dry Peas (Feed Prices) 6.84/cwt. 5.8 /cwt $5.83/owt, (3.50/bu)
Lentils {US #3} $13.05/cwt. $:1.097cwt. i $11.00/cwt

Kabuh Chickpeas (over
20/64ths sieve)

$21.96/cwt.

Si8.66/cwt.

. SIS oWews. ]

Desi or Kabuli

$9.237cwt.

§7.84/cw.

57.00/cwe.

Chickpeas(under 20/64th)

7.0 Loan Deficiency Payment Cost

The USADPLC supports the creation of a national LDP rate for dry peas, lentils, and chickpeas, The
table below estimates the total cost of the Marketing Loan/LDP program to be $8,517,283. This
assumes an LDP cost savings from lower spring wheat and minor oilsced acreage.

: ! A B C D ]
Commodity ! Nat'l Loan Rate Feb. 2001 LDP Rate [0 year Avg. | TomlLDP
{$/owt) Proposed Price (A-B) Prod. (Ibs.) ©  Feb.2000
Minimum ($/ewt) *2000 Prod. (Cx D
| Dry Peas (Feed) $3.50/bu.(55.83/cwr.} S3.81/cwt. $2.02/cwt 362,844,296 §7,329.454
Mlenuls (USH3) S11.00/cwt, 5$9.00/cwt, $2.00/cwt 217,383,339 $4,347,667
Chickpeas (Large}* $15.00/cwt. $22.00/cwt. $0.00/cwr. 94,877,844 | SO
| Chickpeas {Small) $7.00/cwt. $9.97/cwt, 1,800,800 ] 30 o
| Total Legume LDP I S1677 131
Minus Wheat/Canola

LDP Savings ‘
" Total Est, Cost | i
*Produiction statistics from the 2000 USA Dry Pea & Lentif Councif Production Report

8.0 AMTA payments for Dry Peas, Lentils and Chickpeas

The USADPLC supports being included and treated equally with other program commaodities in the
recalcuiation or reformulation of the Agricultural Marketing Transition Assistance (AMTA) paymeats in
the 2002 farm bill. USADPLC recommends that the next Farm Bill include a guaranteed payment for
dry peas. lentils and chickpeas equal to the value of these commodities compared to other commoditics
receiving an AMTA payment. We support the 1999 AMTA payment as a baseline. We cstimate that our
crops would increase the AMTA bagseline by $15 million dollars.
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Total Value of Total Avg. Dry Pea, Lentil AMTA Dry Pca, Lentil
Dry Peas, Value of and Chickpea Baseline and Chickpea
Lentils & AMTA Crops | value as a % of 1999 AMTA Payment
Chickpeas (96-00) AMTA Crops (Estimated)

$142.000.000 53.056 Bil 2676% | $5.6 Billion S15 Million

9.0 Payment Limits

The USADPLC recommends the elimination of the payment limitation on all fixed support program
payments in the 2002 Farm Bill. To maintain the current $40,000 payment limitation ignores the
changes in US agriculture in the past 10 years. It only punishes those farmers who have survived the
cconomic downturn in agriculture in order to keep their operations viable.

"The USADPLC further recommends the elimination of the payment limitation on all Marketing Loan
and LDP payments in the 2002 Farm Bill. The current $75,000 payment limitation does not take into
account the changes in farm size to remain economically viable.

10.0  Market and Economic Loss Payment

Dry pea prices have dropped 49%, lentil prices 42% and chickpea prices 25% since 1996. This dramatic
drop in prices is the result of a number of factors including: the strong U.S. dollar, the Asian cconomic
crisis. favorable crop weather patterns in competitor countries, subsidized competition and trade
sanctions. U.S. trade sanctions are especially upsetting to our growers in periods of low prices.
Congress has made efforts to loosen trade sanctions against food and medicine but many restrictions
remain and the cost to U.S. dry pea, lentil and chickpea growers is high. The USADPLC estimates
imports of dry peas, lentils and chickpeas, in the U.S. sanctioned or restricted countries of Cuba, Iran,
Iraq and Libya, to exceed 233,000 MT. The value of those imports is estimated to exceed $42 million
dollars. Cuba, Iran and Iraq were all major customers prior to U.S. sanctions.

I'he USADPLC recommends a $20 million economic/market loss payment for U.S. producers of dry
peas. lentils and chickpeas in recognition of economic losses and lost market share due to U.S. trade
sanctions.

11.60 Counter Cyclical Payments

The USADPLC is not opposed to the concept of counter cyclical payments. If Congress decides to
pursue this form of payment, the USADPLC recommends that dry pea, lentil and chickpea farmers be
included and treated equitably with the other crops in the program.

12.0  Summary
['would like to thank you for taking the time to meet with our industry. The USADPLC feels it is
necessary for our commodities to be included as a full and equal program crop in the 2002 farm bill.
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N Da\éom Lamb & Wool P,
Stord ey,
“The Sl'\eep
Wheo Can Help
Feed and Clothe
Mankind’*

The North Dakota Lamb and Wool Producers passed a resolution at our recent state convention
addressing the current negative financial situation among domestic lamb markets. The following
is the resolution:

“The future of the sheep industry in the United States has never in the history of this
country been as grim as it is now. The drastic decling of numbers of sheep is an in-
dication of the increasing problems and negative financial retum of those in the business,
The few remaining producers are fighting for financial survival, and it has been a losing
battle.

This is an industry using the renewable resources of our great grasslands and farming
communities to produce food and fiber not only for our own people, but also for the
people of the world. It is an industry worth saving and in need of congressional
assistance.

The federal regulations on imported lamb have not only failed to protect our domestic
market, but have guaranteed advantages for foreign competion by allowing a glut of
imported lamb to displace American lamb in the market place. Domestic lamb prices
have fallen 46 percent from a year ago while imported lamb has nearly tripled from 30,00
in 1992 to nearly 100,000 in 2000.

‘We are in need of a variable quota system limiting the volume of imports based on a fair
market value for our domestic products. Fair market value can be determined by using
existing government parity figures that are published monthly and by lowering import
volume when our domestic markets are below target prices. We seck the same safcty net
afforded to other produces irrespective of what commodity we produce.

The NDLWPA requests that the North Dakota Congressional delegation actively
sponsoror or support the passage of legislation to establish a fair market valuc for
domestic American Lamb. We request this legislation implement a counter cyclical
policy to limit import numbers in times of depressed domestic lamb prices.

The NDLWPA requests the North Dakota Congressional Delcgation actively sponsor or
support legislation prohibiting USDA grading of imported lamb carcasses.”

Sincere]

on Pfliger
President Nogh! Dakota Lamb and Wool Producer
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Slaughter lamhb prices feil 46
percent, from an average of
$84.90 per cwt.in March to
$45.53 per cwt. In Octoher.
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Reason for Lamh Market Decline

v Qver finished lambs
v’ Lack of price reporting
v’ Imports

v Wide margins between live, carcass and cutout
values |
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Slaugmnuer 1S down & perceit from 2000,

while productionis only tlown 4.3
percent.
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Mandatory Price Reporting was
implemented in April 2001

v Industry has had no direct slaughter lamb trade
reported since April.

v Lamb carcass prices have only been reported on
a regular basis since August 17.

v Boxed lamb prices have only been reported on a
regular basis since August.

v There has been no lamb cut-out value reported
since April.
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3/60 Rule

v USDA’s implemented the 3/60 rule prohibiting
the reporting of any market information unless 3
entities participated in the sale, and no one entity
procured more 60 percent of the product.

v’ Because one entity controls 65 percent of the
lamb industry, few prices were reported from
April through August.
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The U.S. strong dollar policy has made
exportimpossible and created a flood of
cheap lamh imports.

AUSTRALIAN DOLLAR vs. U.S.
DOLLAR
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The Australian Dollar in relationto
the U.S. Dollar fell from 86 cents in
1996to48 centsin2001,a44
percent decrease.

A one percent increase in the value
of the U.S. Doliar is now twice as
important to the hottom line of an
Australian farmer as a one percent
Increase in the price of lamh itself.



121

Imported lamh has climbed from 8
percent of U.S. [amh consumption in
1991to 34 percent in 2001.
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Lamhb Imporis are up 14 percent
in2001as compared 10 2000.
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Lamb Imports

v In 2001, 99 percent of all lamb imports come
from Australia and New Zealand.

v' Australian lamb imports make up 62 percent of
all lamb imports into the U.S.

- v New Zealand controls 38 percent of the lamb
import market. |
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Fresh and Chilled Lamb Imports

v Australia is importing 74.5 percent fresh and
chilled lamb product into the U.S. compared to
26.3 percent fresh and chilled in 1994,

v New Zealand is importing 36.3 percent fresh and
chilled lamb product into the U.S. in 2001
compared to 11 percent in 1994.
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Lamh Market Situation



127

Imported Lamb Garcasses

v Lamb carcasses make up 13.8 percent of
Australia's total imports into the U.S., up 60.3
percent from 2000,

v Once a carcass is fabricated in the U.S. it is
considered American lamb by regulation.

v Since June, U.S. live lamb prices have had a
higher correlation to fresh Australian carcass
prices than they have to U.S. carcass prices.
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State Headquarters: Government and Media Relations office:
1101 1% Ave N 4023 State St

PO Box 2064 PO Box 2793
'. Fargo, ND 58107 Bismarck, ND 58502
701-298-2200 « 1-800-367-9668 701-224-0330 » 1-800-932-8869

North Dakota Farm Bureau www.ndfb.org

NORTH DAKOTA FARM BUREAU
TESTIMONY
ON THE
FARM BILL

Submitted to
The Senate Budget Committee

January 8, 2002
Bismarck Civic Center

Thank you for this opportunity to provide a statement concerning the farm bill. It is very fitting to hold a
hearing of this nature in our state. North Dakota is the number one producer of eleven differsnt
agricultural commodities. North Dakota Farm Bureau supports passage of legislation that will benefit
North Dakota producers. However, we have concerns with the Senate Agriculture Committee version of
the bill.

As the debate continues on the farm bill, we have three points that we think are crucial to North Dakota

producers.

1. Rebalancing of loan rates and counter-cyclical rates on all program crops so they do not artificially
distort planting decisions. If the loan and counter-cyclical rates for all program crops are equalized in
proportion to the five-year olympic average price, then farmers will be more inclined to plant for the
market, instead of basing planting decisions on which commodity has the greatest level of government

support. A perfect example of how the current imbalance affects planting intentions is soybean
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production in North Dakota. In 1995, North Dakota farmers planted 660,000 acres of soybeans. By
2000, this acreage had tripled to 1.9 million acres. During this same period, wheat plantings have
decreased by 1.12 million acres and barley production has been cut in half. Certainly, other factors
played a role in this shift, however the large imbalance of the loan rates was the major factor. We
believe adjustments must be made to the loan rates and counter-cyclical rates. Consider the ratio of
price supports of corn to wheat of 1.6:1 and 1.07:1 corn to barley ratio as compared to the five-year
olympic average. These numbers are consistent with the figures from the North Dakota Grain Growers
and the North Dakota Barley Council. Adjusting these numbers to a 1:1 ratio would greatly benefit
North Dakota producers. North Dakota Farm Bureau is supportive of the effort made by these

organizations in the development of farm bill legislation.

2. The option to update bases is supported by our producers. Keep in mind that the Midwest bencfits
greatly when we better reflect acreage-in-production now versus pre-1985. Updating yields as proposed
in the Senate version of the Farm Bill does not benefit North Dakota as a whole, however. To iliustrate

this consider the differences in payments between the House and Senate versions:

House proposal for decoupled payments with updated bases:

Wheat $1.24/bu
Barley .63/bu
Com 76/bu
Soybeans .81/bu

Senate version for decoupled payments with updated bases and yields:

Wheat $.55/bu (66% less)
Barley 3l/bu (62% less)
Com 42 (45% less)
Soybeans .84 (4% more)

Bear in mind that in the last 16 years, corn has made the largest advances in yield per acre over uny

other crop. This is primarily due to better genetics and technology. On a nationwide basis wheat yie'ds
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have increased 4-5 bushels per acre while corn yields have increased 34 bushels per acre. The following

table shows bushels and acreage for selected crops:

Corn 9.1 billion bushels 72 million acres
Soybeans 2.5 billion bushels 73 million acres
Wheat 2.35 billion bushels 54 million acres
Barley .2 billion bushels 5 million acres

To illustrate the cost of yield updating to the North Dakota producer, consider a 1000-acre farm that has
600 acres of wheat, 300 acres of barley and 100 acres of corn. Under the House version of the Farm

Bill, the following results are anticipated:

Program yield 85% base Decoupled payment Inc./acre Total pymt.

600 acres of wheat 20 bushels 510 ac. $1.24/bu $24.80 $12,650
300 acres of barley 32 bushels 255 ac. .63/bu 20.16 5,140
100 acres of corn 45 bushels 85 ac. .76/bu 34.20 2,900

Total payments {(all crops) $20,650

Under the Senate version with updated yields:

Program vield 85% base Decoupled payment Inc./acre Total pvmt.

600 acres of wheat 32 bushels 510 ac. $.55/bu $17.60 8,980

300 acres of barley ~ 58 bushels 255 ac. 31/bu 18.00 4,600

100 acres of comn 100 bushels 85 42/bu 4200 3,570
Total payments (all crops) $17,070

Under this scenario, the farmer would receive $3,420 less per year in program payments. Y:eld
updating will shift 18 percent of the commodity budget from North Dakota to the Corn Belt. We simply

cannot compete with the bushels on that scale.
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3. Removal of Chapter Six of the conservation title is an absolute necessity. We believe this language is
extremely damaging to the well being of not only agriculture, but all facets of rural America. Allowing
the federal government to purchase water rights in the name of endangered, threatened, or sensitive
species will greatly infringe on the ability of states and individuals to develop further consumptive
beneficial uses for water. Defining sensitive species as most anything some one wants it to be, and tying
beneficial use water rights to them could very possibly spell an end to agriculture as we know it in many
western areas of this country. We have attached the opinion of attorney Joseph H. Hobson to further
explain this issue. Unless this language is removed North Dakota Farm Bureau, many other western
state Farm Bureau’s and the American Farm Bureau Federation will work to kill the farm bill in its

present form in the Senate.

We need to have a comprehensive farm bill in place as soon as possible. But we must have a farm bill
that maintains the viability of agriculture while not diminishing our land ownership rights. For without

those rights, the agriculture industry, as we know it, will not survive.
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December 15, 2001

Eric Aasmundstad
President

North Dakota Farm Bureau
4023 State Street
Bismarck, ND 58503

Re: Proposed Amendments to Conservation Title, S 1731
Dear Eric:

You have asked me to comment on the legal issues raised by language inserted in the Senate
version of the farm bill that would provide for federal acquisition of water rights currently
appurtenant to agricultural land.

Water law in the United States is a mixture of systems and it varies somewhat from state to state.
However there are a few general concepts that seem to apply throughout the country. The
concepts I am about to discuss apply more directly in the Western United States. However, with
some modification, they can also be said to apply in the Eastern United States as well. Also, the
following concepts apply mostly to surface water. However, there is some application to
groundwater.

The general water law concepts most affected by the proposal include, but may not be limited to,
appurtenance, beneficial use and forfeiture.

Appurtenance recognizes that a water right must be associated with a particular parcel of real
estate. When a parcel of real estate is sold it usually includes all appurtenances. Appurtenances
include improvements such as buildings. They also include rights such as water rights associated
with the land. Appurtenances are usually not sold separate from the land. To do so would create
what is called a severance. A severance takes special care to achieve. Severance of a water right
from the land to which it is appurtenant is very difficult for reasons I will outline below.

Beneficial use requires that a water right be exercised for only certain uses. Most states now list
the recognized beneficial uses. Many have statutes that outline the beneficial uses that are
recognized. Most of the time a water right is for a specific beneficial use. For instance a water
right on agricultural land is usually limited to exercise for an agricultural purpose. Exercise of
that right to support any other use may not be legal. There are reasons for that which, again, I will
outline below.

Forfeiture recognizes the demand for water resources in most areas with obvious emphasis on the
arid Western States. Water law enforces the rights of the person who arrived and first put the
resource to beneficial use. However, it also recognizes the needs and interests of those who
arrived later. It holds that the one who acquired rights by being first in time must use the rights
acquired or loose them. In that way those who arrived second or third, and who are theoretically
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waiting in line, have rights also. They have the right to that water if the first individual stops
using it or can no longer use it for the designated beneficial use.

Congress should be mindful of two important reasons for these three concepts when it considers a
federal purchase of water rights.

The first has to do with the nature of the property interest in question. Generally speaking, a water
right is not a separate piece of personal property that can be owned by an individual and sold to 2
willing buyer. Some people think they own the water right they enjoy. That is wrong. What they
own is real property that has a water right as an appurtenance or is benefited by a water right.

The second has to do with basic faimess and the rights of others. A person should not be allowed
to sever a water right from the land and sell it like it was personal property where to do so would
destroy the rights of those others who might be waiting in line to use that water. Those affected
by a severance and sale might include more than those waiting in line to dip out of the same
stream. They might include those who access and use the tail water of a prior user before the
water is returned to a stream. The point is that a water right is not like a car where only one
person needs to decide its outcome. A water right exists in a broad community consisting of many
different people who also have legitimate rights and claims that must be satisfied with respect to
any given drop of water.

The proposal now before Congress, as I understand it, could do damage to the three legal
concepts I have discussed for the reasons indicated. To date there is no such thing as Federal
water law. For the most part all water law is state law. Congress should be mindful of the damage
it might do to the concepts of appurtenance, beneficial use and forfeiture in state water law with a
program that would result in the transfer and ultimate use of a water right separate from the
appurtenant land for a difference use without taking into consideration the rights and needs of
others.

Sincerely,

Joseph H. Hobson, Jr.
Hobson & Bernasek, LLP
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STATEMENT OF
JEFF LEINEN
VICE PRESIDENT
ND SOYBEAN GROWERS ASSOCIATION

FARM BILL HEARING
SENATE BUDGET COMMITTEE

JANUARY 8§, 2002
BISMARCK, NORTH DAKOTA

Mr. Chairman, thank you for providing this forum today to present issues related
to passage of a new farm bill. On behalf of ND soybean producers, we feel privileged to
present comments on U. S. farm policy and to share with you how this policy affects
soybean producers.

The North Dakota Soybean Growers Association represents the interests of all
soybean producers in North Dakota. Currently there are over 4.000 farmers producing
soybeans here in North Dakora.

The North Dakota Soybean Growers Association is an affiliate of the American
Soybean Association. ASA has renewed its call for Secretary Veneman to announce loan
rates for 2002 crops as soon as possible. and that she use her discretionary authority to
maintain the soybean loan rate at the current $5.26/bu. level. USDA has told us that this
decision will be made by an inter-agency group in early January. ASA and the North
Dakota Soybean Growers Association urge the Administration not to cut the soybean
safety net for 2002 for the following reasons:

¢ With the outlook for another bumper oilseed harvest this fall and continuing low
prices into next year maintaining oilseed loan rates is essential to protecting farm
income and the viability of minor oilseed industries.

e Oilseeds have the lowest stocks-to-use ratios of major U. S. crops. According
to the U. S. Department of Agriculture’s (USDA) October estimates, the
2001/2002 end of marketing year stocks-to-use ratio for soybeans is projected at
Jjust over 12 percent, compared to almost 15 percent for corn, 20 percent for rice,
29 percent for wheat and 51 percent for cotton. Reducing oilseed loan rates
would only drive up production of crops already in greater oversupply.

s Maintaining oilseed loan rates at current levels is necessary to protect U. S.
oilseed producers from the negative effects of a higher valued U. S. Dollar and
massively devalued Brazilian currency that is sending false production signals to
Brazilian farmers.
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Allowing the soybean loan rate to fall to the statutory floor of $4.92/bu. would
reduce soybean producer income by $1.0 billion in 2002, and would set a bad
precedent for when Congress sets the soybean loan level under the next farm bill.

The last Administration used its authority to maintain the soybean loan rate at
$35.26/bu. for the 1999, 2000, and 2001 crops. The Bush Administration should
not change five years of consistent farm policy for soybean if the FAIR Act
refnains in place.

Members of Congress have already promised to provide producers of other crops
with Supplemental AMTA payments and other economic loss assistance in 2002
if the FAIR Act remains in place. However. Congress will not have additional
funds to compensate soybean producers if the soybean loan rate is reduced.

USDA has made several decisions this year that suggest they do not understand
difficulties farmers are facing with low commodity prices and farm income, and
with growing foreign competition. With prices at historiclows, this is not the
time for the Administration to cut the safety net under soybean producers.
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Statement of John Long, Gackle, ND
Budget Committee Hearing, Sen. Kent Conrad, Chairman
Topic: Farm Bill
January 8, 2002, Bismarck, ND

My name is John Long. My wife Raosi and I operate a 1,240-acre beef and beef
background operation near Gackle. Thave been active in several North Dakota agricultural
organizations and currently serve as chairman of the North Dakota Coordinating Council of
Cooperatives. I'm also a member of the Board of Directors of Land O'Lakes. My comments

primaily reflect the policy positions that the members of Land O'Lakes have adopted through

the cooperative’s resolutions process.

I'want to begin by commending Sen. Conrad for his efforts to establish and protect an
adequate budget allocation for agricultural programs. From our perspective at Land O'Lakes,
that was the single most significant breakthrough in the whole farm bill process last year.
Without an adequate budget allocation, it would be virtually impossible for the Agriculture
Committees of the Senate and House to write a farm bill that provides farmers with a reliable

farm income safety net for the future.

Having said that, I want to reinforce and emphasize how urgent it is that Congress move
quickly to complete action on the farm bill and send it to the President for his signature. We
agree with the concerns expressed by Sen. Conrad. Agriculture is highly vulnerable to losing its

budget alfocation if the farm bill isn’t passed before the next budget resolution is considered.

As an agricultural cooperative serving farmers nationally, Land O'Lakes is interested in 2
broad range of programs included in the bill. But today I want to focus on four high priority

areas included in the bill,
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Dairy: There is broad consensus in the dairy industry on several provisions that are included
in the Senate Farm Bill. We support the provision to extend the dairy support price program
through the life of the bill. We also support renewing the Dairy Export Incentive Program.
The farm bill includes in increase of funding for the Market Access Program; this program is
an important tool for promoting increased exports of U.S. dairy products. There’s also an
increase in funding for the Environmental Quality Incentive Program (EQIP), which we
support as an important tool for helping dairy and livestock producers protect the
environment. Finally, we support a provision that would require imported dairy products to

pay the same dairy promotion assessment that domestic producers must pay.

Regarding EQIP, we oppose an amendment proposed by Sen. Wellstone. His amendment
would eliminate many dairy operations from eligibility for cost-share payments under EQIP.
Family-owned and operated dairies come in all sizes. The EQIP program should use a
payment limitation approach to target funds to appropriate operations, and we support the

$50,000 per year limit on contracts.

Finally, in dairy, the Senate has included a program developed by Sen. Leahy that would
provide supplemental payments to milk producers when milk prices are low. Land O'Lakes
supports the concept of counter cyclical payments for dairy farmers. But Sen. Leahy’s
proposal for distributing the payments lacks consensus and unity within the industry because
it gives some producers preferential treatment based on geography and herd size. The
program must treat producers cquitably between regions, and should not discriminate against

producers based on herd size or geography.
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The farm bill is a complex and extensive piece of legislation. It includes many provisions
that are important to our state’s farmers and cooperatives. The members of Land O'Lakes
commend the members of Congress for their efforts in developing the provisions of the bill. I
appreciate the opportunity to comment on some of our cooperative’s priorities. My concluding

request is to complete work on the farm bill early in 2002.
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NORTH DAKOTA

GRAIN GROWERS
ASSOCIATION
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TESTIMONY OF MARK GAGE

Senator Conrad, members of the panel and guests:
My name is Mark Gage. ['m a farmer from Page, North Dakota, currently serving on the
North Dakota Grain Grower's board of directors, and I also serve as secretary/treasurer of the

National Association of Wheat Growers.

First of all, Senator Conrad, I would like to thank you, Senator Dorgan, and Congressman
Pomeroy for keeping the farm bill as a priority on the national level. It remains our top
priority both in North Dakota and on the national level for a farm bill to be completed for the
2002 crop year. We would encourage you to pass a bill with the same amount of funding for
the commaodity title as is in the House bill, which is $48.886 billion above base line. Also,
we recommend maintaining the same amount of funding in the conservation title as is in the

House Bill.

As you know, the North Dakota Grain Growers Association and the National Associaticn of
Wheat Growers have spent a considerable amount of time developing a new farm bill with a
fair and balanced approach. This proposal contains:
o A decoupled fixed payment available to producers to cover predictable and ever
increasing production costs and stabilize his zbility to receive adequate financing
s A fair and equitable marketing loan program that does not influence producer
decisions or distort production }
* A decoupled counter-cyclical safety net triggered when prices fall below
predetermined support levels. These features should be maintained throughout the
life of the program. We believe this balanced approach provides the most consisient

safety net to all producers.
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We believe the bi-partisan passed House bill is the best available option for North Dakota
producers with these modifications:

* The decoupled fixed payment should be set at the ‘99 levels for all commodities
payable Dec. | of the fiscal year.

¢ The marketing loan level for wheat should be sct at no less than $2.85 per bushel or
a ratio of not less than 1.5/1 wheat to corn. The barley loan level should be at least
$2.04 per bushel or a ratio of not less than 1.07/1 barley to corn, using the all barley
price and an all barley loan. These loan levels are to be designated as floors.

* A total support level should be set at $4.25 per bushel for wheat or a ratio of 1.6/
wheat to corn, which is more than justified based upon the ‘95-99 total income for
both commodities. Also we would like to see a support level of $2.72 per bushel for
barley or a ratio of 1.07/1 barley to corn, which is also justified based on ‘95-99 total

incomes of both crops. (See attachment number one.)

The average price used to determine payments should be based on an average of five
marketing months for each crop. We support using the all barley price when calculating loan

and annual prices.

We want to preserve base and yield while allowing the updating of oil seed base and yield
that has been established under the recent emergency program with total acres not to exceed
cropland acres of the farm. We caution against additional yield updating because it takes
funding away from overall support levels, it penalizes producers who participated in planting
flexibility encouraged under the ‘96 farm bill, and it sets a precedent for updating in future
farm bills. However, if yield updating is allowed, the same options should be available for

either base option.
As budget uncertainties become more and more prevalent, it is imperative that we provide
producers with an adequate safety net as far into the future as the budget resolution provides.

Therefore, we believe a 10-year farm bill is most advantageous to the American producer.

Thank-you Mr. Chairman for this opportunity to testify before you.
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INDEXES OF TOTAL SUPPORT, COST OF PRODUCTION AND PRICES
OF COMMODITIES COMPARED TO CORN

Bariay
Whaat
Sorghum
Com

INDEX

Soybeans

Sorghum
Corn

Total Level of Support Cost of Production  Market Price  Mousa Bill Senate 8ili
1.08 133 1.07 0.88 0.88
171 1.60 1.44 145 137
110 1.38 0.88 0.65 1.00
1.00 1.00 1.00 1.00 1.00
247 2.26 2.61 FAR 226
Totat Leve! of Support Cost of Production  Market Price House Bill__Senate 8IR
272 a5z 228 2.39 2.30
4.26 425 3.09 4.04 3.62
275 361 1.81
2.49 265 218 2.78 265
8,15 598 563 5.88 5.89
Total Level of Support_Cost of Proguction  Market Price  House Bill _Senate Bilt
1.08 1.33 1.06 0.86 .87
1.71 1.60 144 1.45 1.37
1.10 1.38 0.809 8.0G 0.00
1.00 1.00 1.00 1.00 1.00
2,47 228 282 2.11 226
Towal Leval of Support Cogt of Production  Market Price  House Bill  Senate Bill
247 226 262 21 226
108 133 106 86 87
171 160 144 145 137
110 136 83 o} g
100 100 100 100 100
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Chairman CONRAD. Any additional requests to enter testimony
into the record, we will hold it open for 10 days, and I want to
thank all of you for being here. I wanted to especially thank the
witnesses for taking the time to prepare this testimony and the
thought that went into it. I appreciate it very much and to thank
all of you for being here. This is a fight worth fighting because this
is the future not only of North Dakota but in many ways the food
supply of our country.

Thank you very much.

[Whereupon, at 11:50 a.m., the committee was adjourned.]
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Senator Conrad and members of the committee, thank you for holding this hearing and
for your attention to these crucial issues. I encourage you to continue to work diligently
to pass a new farm bill that does more to foster family farming and ranching and protect
our markets from the rapid concentration that threatens every aspect of agriculture. We
have waited for years for this moment and now is the time to press ahead, take bold
action and stand up to those who would encourage further delay.

I attended the Senate Budget Committee hearing held in Bismarck, North Dakota on
January 8, 2002 and due to time constraints was unable to testify before you. So, Iam
submitting my written testimony for your consideration.

1am Steven Pollestad. I’'m a 4™ generation rancher, specializing in purebred Hereford
breeding, and also a small grains producer from Halliday, North Dakota. Iam also a
Dakota Resource Council member and a board member of their Farm Preservation
Committee and a member R-CALF USA.

I would like to stress the importance of adding a Captive Supply amendment to the Farm
Bill. Captive supplies are livestock that packers own or control through contracts with
cattle producers. These captive supplies are a form of monopolization whereby the
producer is at the mercy of the large corporation. The meat packer and the packing
industry can and [ believe, do use captive supplies as a tool to manipulate markets.

Livestock owned or controlled by the packers are bought and sold without reporting the
sale price publicly, thereby sidestepping and nullifying the open market.

[ believe that an amendment addressing captive supplies should be passed with the new
Farm Bill. At the hearing “crop price supports” was mentioned on several occasions, yet
“cattle price supports” was mentioned merely one time. Cattle producers deserved the
same protections and crop producers. This amendment would protect our cattle market
by requiring all contracts to have a base price written in and all contracts to be
merchandized in an open, public and FREE market.

Doing this would ensure competition and a fair market price for our product. It would
stabilize cattle prices and keep more cattle producers in business.

More producers on the land would mean more money in small communities and a more
stable economy in these most uncertain times. The ripple affect of sound rural economies
would benefit the entire state of North Dakota as well as the rest of the country. These
benefits could be had at the stroke a pen and would not take a SINGLE penny away
from the appropriations committee to implement.

It is my belief that if this {adding a captive supply amendment} is not done now, then
cattle production in this country will simply disintegrate into a packer controlled
monopoly not unlike that of the poultry and pork industry today.
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The best interests of our state, or our country for that matter, should not include the
control of our food supply by a select few corporations. Wealth and power are at the root
of this problem; let us at least acknowledge that and deal with captive supplies now
before it’s too late.

Thank-you Mr. Chairman for this opportunity to submit my testimony before you and
your committee.
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Senator Conrad and members of the committee, thank you for holding this hearing and
for your attention to these crucial issues. I encourage you to continue to work diligently
to pass a new farm bill that does more to foster family farming and ranching and protect
our markets from the rapid concentration that threatens every aspect of agriculture. We
have waited for years for this moment and now is the time to press ahead, take bold
action and stand up to those who would encourage further delay.

1 attended the Senate Budget Committee hearing held in Bismarck, North Dakota on
January 8, 2002 and due to time constraints was unable to testify before you. So, I am
submitting my written testimony for your consideration.

I am Wayne Fisher. I'm a 3rd generation small grains producer from Dickinson, North
Dakota. Iam also a Dakota Resource Council board member and co-chair of their
affiliate Badlands Area Resource Council, a Farmer’s Union board member, a Director
for the Farmer’s Union Oil Company in Dickinson, North Dakota and a board member of
the Western Organization of Resource Councils.

I'm a no-till farmer whose main crop is Hard Red Spring Wheat. Low wheat prices are
obviously my biggest concern. I feel some of the reasons for low grain prices are the
globalization and monopolization of the world’s agricultural economy, all with the
blessings from many levels of our government. We have become a corporate democracy
where the power of corporate money has the loudest and sometimes ONLY voice.

Of even greater concern among grain producers is the possible introduction of
Genetically Modified Wheat (GMO) by Monsanto in the year 2003. Qut of the top ten
major foreign buyers of our wheat, eight countries have told us that they would NOT
purchase our wheat even if it contained as little as 1% of GMO.

The annual production of all classes of wheat is approximately two billion bushels; one
bitlion bushels of this wheat is exported to overseas markets. A loss of this magnitude
would result in even LOWER prices forcing wheat to compete with feed grain. The
Starlink corn fiasco should be a reminder to everyone that we can expect similar
problems from GMO wheat.

The introduction of GMO corn and soybean grains has resulted in lower prices in those
commodities, what's to say that won’t happen to wheat? Countries such as Spain are
buying Non-GMO soybeans from Brazil because the US cannot provide Non-GMO
soybeans.

Our state legislators and NDSU had an opportunity to declare and support a moratorium
on GM Wheat, but they placed more value on Monsanto’s money than the wishes of
farmers and consumers. Many organizations supported this moratorium such as: North
Dakota Farm Bureau, North Dakota Farmer’s Union, North Dakota Wheat Commission,
US Wheat Assoc., Northern Plains Sustainable Ag Society, Dakota Resource Council,
and Organic Assoc., and I believe the North Dakota Grain Growers have supported some
form of a moratorium on GM Wheat.
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The few million dollars that Monsanto provides to NDSU for their research of GM Wheat
is of small comparison to the possible loss of more than $100 million to the agriculture
communities, small towns, cities and to the state economy.

Some legislators and NDSU personnel have suggested that GM Wheat is the future and
we (farmers) shouldn’t stop progress. Some have even gone as far as making the
comparison of GM Wheat to Louis Pasteur’s discovery of pasteurization. Mr. Pasteur’s
research and subsequent discovery happened because he was RESPONDING to a
problem during his lifetime; he was not CREATING a problem. The potential problems
with GM Wheat range anywhere from: lower wheat prices, oversupply of wheat, resistant
weeds, lawsuits, and lack of biodiversity in wheat,

Others have stated we can control and segregate GM Wheat from Non-GM Wheat. That
is not the case at all. Again, the Starlink fiasco should be seriously revisited. Look at the
difficulty we have controlling leafy spurge and Canadian Thistle. No farmer has ever
intentionally planted these weeds, yet they appear almost everywhere.

Why is it that our legislators feel we should not ban GM Wheat? They did after all ban
smoking in the state Capital. It was an admission by our legislators that a few people
smoking in the Capital building affected the non-smoker. That same analogy can be
applied to GM Wheat: THE INTRODUCTION OF GM WHEAT WILL
EVENTUALLY CONTAMINATE ALL NON-GM WHEAT THROUGH CO-
MINGLING.

Many people and organizations suggest that we ban the introduction of GM Wheat until
we have done more research on market resistance, property rights, liability, vertical
integration, cross-pollination, and segregation. Even Monsanto’s own guide and
technology agreements are admissions that there is a problem with markets, cross-
pollination, segregation and contamination. Yet they place the entire burden of liability
back on the farmers even as Monsanto vigorously protects their patented GM products!

Another way to ease the problem of low prices would be to provide a better and low cost
revenue insurance coverage. A basic revenue coverage should be provided at no cost to
every producer. A higher revenue insurance coverage could be provided with an
increasing premium, but still a low cost in comparison to the present rates. This could
potentially eliminate the hassle of loan rates, loan deficiency payments, payment
limitations, annual payments and disaster payments. It would also keep the grain
corporations happy because this would not disrupt the flow of grain.

I would like to see Congress address the GM Wheat problem in the new Farm Bill and
get the Bill passed as quickly as possible before April 15, 2002.

I would also like to say that I agreed with most of the producer panel testimony 1 heard
today and was supportive of most of the Senate provisions to the Farm Bill.
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Remember, Freedom to Farm has resulted in many farmers “Farming the program and
not the land!”

Thank-you Senator Conrad for this opportunity to submit my testimony before you and
your committee.
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Senator Conrad and members of the committee, thank you for holding this hearing and
for your attention to these crucial issues. I encourage you to continue to work diligently
_ to pass a new farm bill that does more to foster family farming and ranching and protect
our markets from the rapid concentration that threatens every aspect of agriculture, We
have waited for years for this moment and now is the time to press ahead, take bold
action and stand up to those who would encourage further delay.

1 attended the Senate Budget Committee hearing held in Bismarck, North Dakota on
January 8, 2002 and due to time constraints was unable to testify before you. So, I am
submitting my written testimony for your consideration.

Tam Jimmy Hondl. I'm a 3" generation small grains producer and small rancher of
commercial beef from Dickinson, North Dakota. Iam also a Dakota Resource Council
member,

T would like to start by acknowledging the work you; Senator Dorgan and Representative
Pomeroy have done for the farmers of this state and this country. We need your voice in
Washington, thank-you for your support.

The following are some of my thoughts about what should be included in a new Farm
Bill: we need a competition title that includes all of the following:

1. Country-of-Origin-Labeling for livestock born, raised, and slaughtered in the
United States. The consumer should and must be allowed to know where
their meat comes from and the right to choose which product they want to
buy.
A ban on ownership, control or feeding of livestock prior to slaughter.
Provisions guaranteeing fairness for farmers involved in contracts with
packers or processors. If packers are allowed to have ownership of livestock
prior to slaughter and have forward contracts without a firm base price, they
can {and often do} manipulate the market too easily when the forward
contracts are due to be billed at a later date. The feeder with the contract to
fill is at the mercy of the packer. The feeders need a contract that allows them
to be able to figure a bottom line.

Ly b2

Level faimess in the cattle industry is needed. Let cattle numbers and consumer demand
determine markets. With these provisions in place, T feel the cattle industry would
receive a boost with minimal cost to our government.

The program crop situation is a difficult problem, As far as wheat goes, we need a higher
loan rate, period. Or, should the crop insurance program be enhanced? As it stands, the
CRC side of the insurance program is NOT working. I feel the subsidy dollars towards
CRC are being wasted. How about disconnecting CRC from the natural disaster side of
insurance, still subsidizing both and allowing the farmer to choose coverage from both?
1t would give the CRC side some strength and would or could replace the need fora
higher loan rate.
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One item that I feel is very important to North Dakota farmers and farmers across the
country, for that matter and should be addressed in the new Farm Bill, is that there should
be a moratorium on the release of GMO wheat. As far as I am concerned, the concept of
Roundup Ready Wheat (GM Wheat) is outdated. The company is reporting that GM
Wheat will save moisture and cut costs.

A farmer cannot save moisture unless he changes his method of planting. Any farmer
who seeds and fertilizes the crop in one pass, either by no till or with minimum till,
cannot do anything better to save moisture. Any farmer who still tills before planting is
doing so because he either has crop disease concemns or cannot afford a no-till planter.

The cost savings the company reports will supposedly come from chemical costs. Ina
no-till or minimum till situation chemical costs will range from $12 per acre to $18 per
acre plus a §5 per acre application cost under present practices. Roundup Ready Wheat
chemical costs would be approximately $4 per acre for Roundup plus up to $3 per acre to
$5 per acre for chemical to tank mix with the Roundup to control weeds that Roundup no
longer controls in addition to the $5 per acre application cost. That comes to $5 to $11
per acre savings by planting Roundup Ready Wheat. That is if the farmer sprays the crop
once. The company creating GM Wheat sends out a booklet they are recommending a
pre-plant burn down of weeds, which will cost an additional amount of $7 per acre for the
chemical plus the $5 per acre application costs. This eliminates any chemical savings. In
addition, if the farmer plants GM Wheat, he or she will have to buy the wheat seed from
the company paying a tech fee to the SAME Company.

The farmer has to do this each and every year he plants GM Wheat or any other GM crop
because he cannot save seed. Of course, the company wants GM Wheat to be released,
This company doesn’t hesitate to charge the US farmer more for their chemxcals than
they charge farmers in Canada or other countrles

20% of wheat exported by the United States goes to Japan, and Japan has emphatically
stated that they DO NOT want GM Wheat and will look elsewhere. Can we afford to
lose Japan’s market share? What kind of signal are we sending by releasing GM Wheat
anyway? This would not be good business and would potentially cost the United States
government a substantial amount of money in program payments and emergency
bailouts. GM Wheat would contaminate all aspects of shipping. Iam afraid in order to
market our wheat; we would have to discount the price substantially to attract customers.
We as farmers CANNOT afford to take that risk as Congressmen, can you?

One more concern I have is the provision in the trade promotion authority legislation
(H.R. 3005, soon coming your way) that outlaws labeling food as GMO free. Again, this
goes back to the consumers right to know and right to choose the product that they want.
Truth in fabeling MUST be preserved!

Thank-you Mr. Chairman for this opportunity to submlt my testimony before you and
your committee,
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IMPACT OF THE PRESIDENT’S 2003 BUDGET
REQUEST ON HIGHWAY AND WATER INFRA-
STRUCTURE NEEDS

WEDNESDAY, FEBRUARY 20, 2002

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Bismarck, ND

The committee met, pursuant to notice, at 10:02 a.m., in the
Prairie Room, Bismarck State College, Bismarck, North Dakota,
Hon. Kent Conrad, (chairman of the committee) presiding.

Present: Senator Conrad.

OPENING STATEMENT OF CHAIRMAN CONRAD

Chairman CONRAD. The hearing as part of the Senate Budget
Committee will come to order. Welcome. It is good to have you
here. We are going to have a chance to talk about a number of
issues that are critical to North Dakota in terms of funding Federal
highway programs, and as a result State highway programs. We
are going to be talking about the funding for water projects in the
State of North Dakota including dike protection, including Devil’s
Lake, including the Dakota Water Resources Act. So we have got
a lot of important issues to talk about today.

Before I begin, let me indicate that this is an official hearing of
the Senate Budget Committee and that the transcript of this will
become a part of the official record of the Senate Budget Com-
mittee. Obviously, the timing of this meeting is especially impor-
tant because we are about to consider writing the budget for fiscal
year 2003. Our obligation as a committee is to complete work by
April 1st and we are on a time schedule to accomplish that.

This is going to be an especially difficult year because of our con-
ditions that we now confront. You will recall last year we were told
we would expect $5.6 trillion of budget surpluses over the next dec-
ade. With the President’s budget we are now told that that is $600
billion. So we have gone in one year from having $5.6 trillion of
surpluses over the next decade to, if the President’s budget is im-
plemented, that has been reduced to $600 billion; $5 trillion of dis-
appearance of surplus in just one year.

Obviously that is a dramatic change. And we should point out,
that is important to understand, every penny of what is left is So-
cial Security money. There is no—when they talk about surplus
money in Washington they are using wrong language because there
are no surpluses left. All the money is gone. The only money that
is left is Social Security Trust Fund money, and that money is

(155)
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needed, obviously, to meet the promises of Social Security for the
future. So there really are no surpluses left.

What we see instead is the next—not only in this next year but
in the entire next decade, non-trust fund deficits. That is if you
treat the trust funds as trust funds there are nothing but deficits
for the entire next decade. That is critical to understand. This is
a time, we know, the baby boomers start to retire in just six years.

Where did the money go? The Congressional Budget Office came
and testified before the Senate Budget Committee that over the 10
years 42 percent of the disappearance went to tax cuts; 23 percent
was a result of the recession; 18 percent, labeled here other legisla-
tion is new spending largely resulting from the attack on this coun-
try of September 11th; 17 percent are technical changes. Those are
largely underestimates of Medicare and Medicaid spending over the
next decade. In other words, they underestimated what the cost
would be of Medicare and Medicaid.

Some people have said to me, Senator, you have been so con-
cerned about using Social Security money for other reasons; haven’t
we done that forever? The answer is, no, we have not done that for-
ever. We have done it too frequently. Going back to 1996 we were
using all of the Social Security Trust Fund money for other pur-
poses. The same thing happened in 1997, but then we were able
to make a dramatic reduction and save most of the Social Security
surplus for Social Security. In 1998 we were able to save all of the
Social Security surplus for Social Security in both 1999 and 2000.

Then we started slipping back the other way in 2001. Although
we were still preserving most of the Social Security Trust Fund
money for Social Security. But you can see under the President’s
budget now we are right back at it and going to be using all of the
Social Security Trust Fund to pay for tax cuts and the other ex-
penses of Government. I believe that is a profound mistake. We are
going to see the baby boomers start to retire soon.

There are a lot of implications of this. Last year we were told
there would be non-trust fund surpluses of $2.7 trillion. Now that
has changed from surpluses to deficits of $2.2 trillion. If you run
non-trust fund deficits there is only one place for the money to
come from and that is from the trust funds themselves. So what
we see under the President’s plan is that he will be taking $2.2
trillion of trust fund money, Social Security Trust Fund money,
Medicare Trust Fund money to pay for tax cuts and the other ex-
penses of Government.

All of this has significant implications. You will recall last year
we were told we would be able to pay down $2 trillion of debt over
the next decade. That has now been dramatically reduced to just
over $500 billion of debt that will be retired, and frankly, this is
very optimistic because it does not include a whole series of initia-
tives that I think are quite likely to occur.

The result of that, of course, is that we have higher interest
costs. Last year we were told that the interest cost over the next
decade would be $600 billion, a little over that. Now we see that
interest costs to the Federal Government will be over $1.6 trillion;
a $1 trillion increase in interest costs. And of course, if you are
paying money for interest you are not using the money to strength-
en our national defense or improve homeland security, or build



157

roads or build important water projects, or educate kids or any-
thing else. Interest is interest and has to be paid. But it obviously
money that could have been used for some other purpose.

Now we want to talk just briefly about the highway funding cir-
cumstance that we face. The first chart shows the reduction at the
Federal level. At the Federal level in the year 2002 we had $32 bil-
lion in Federal highway program funding. In the President’s new
budget that is reduced to $23 billion, a $9 billion reduction; a re-
duction of close to 30 percent. That is a very dramatic reduction
obviously.

Let us go to the next chart to show the effect on North Dakota.
The effect on North Dakota is the following: in 2002 we had $179
million for road and bridge budgeted across the State of North Da-
kota. Under this budget as it has been submitted that would be re-
duced to $135 million. Obviously a dramatic reduction in highway
program funding for the State of North Dakota.

The same pattern is true with respect to Corps of Engineers con-
struction funding for North Dakota. The President’s budget pro-
vides $42 million for those projects in North Dakota. The construc-
tion funding needs according to the Corps of Engineers is $146 mil-
lion. So you can see that we are well short of meeting the funded
needs that have been identified by the Corps of Engineers in North
Dakota.

The same pattern is true with respect to Bureau of Reclamation
construction funding. The budget that has been presented to Con-
gress by the President provides $25 million for those projects in
North Dakota. The needs are $44 million.

This pattern repeats itself across the country. That is why we
thought it was important to have this hearing this morning to hear
from people who know what the impact is of these budgets, what
it means to North Dakota. That is why I have asked a very distin-
guished panel of witnesses to first talk to us about the highway
funding issues.

Dave Sprynczynatyk is here, director of the North Dakota De-
partment of Transportation; somebody I have had a great deal of
experience with over the years. He played a key role in getting the
Dakota Water Resources Act passed in Congress. North Dakota
will forever be in his debt because of the extraordinary work he did
in helping us get the Dakota Water Resources Act passed last year
after an effort of many, many years.

Paul Diederich is here, president of Industrial Builders and vice
chairman of the Highway Division of the Association of General
Contractors of America. Paul, welcome. It is good to have you here.

And Mark Johnson, the executive director of the North Dakota
Association of Counties. We appreciate very much your being here.

Let me indicate that under the rules of the Committee your full
statements will be made part of the record, and we would ask you
to summarize those statements and be available for questions.

Just in terms of audience reaction, under the rules of the Senate
we ask that you not make any outward display of support or oppo-
sition for what witnesses say. That is part of the stated rules of the
Senate. I know people in North Dakota are very good at respecting
rules. So with that we will begin.
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I want to again welcome the witnesses and welcome everyone
else that is here. I know when you have to prepare testimony for
a meeting like this there is a certain amount of time that is spent
on the effort, and I just wanted you to know that the committee
very much appreciates you taking the time to prepare the testi-
mony to be here, and to be here to provide that testimony as well.

Mr. Sprynczynatyk, please proceed.

STATEMENT OF DAVE SPRYNCZYNATYK, DIRECTOR OF THE
NORTH DAKOTA DEPARTMENT OF TRANSPORTATION

Mr. SPRYNCZYNATYK. Thank you. Thank you, Senator. Good
morning, and thank you very much for holding this hearing here
today addressing two very important issues in North Dakota, both
water and transportation. And thank you for everything that you
have done in the past in the areas of both water and transpor-
tation. We really appreciate your efforts and the State is certainly
better off today than it was years ago in those two particular areas.

I appreciate the opportunity to address the Committee this morn-
ing to talk about what we consider to be very significant potential
impacts to the State of North Dakota and to the Nation as a whole
in the transportation budget for 2003. As you have pointed out,
there will be nearly a 30 percent reduction in funding available to
the States if the current budget as proposed is passed into law.

For North Dakota that is nearly a $45 million reduction, and it
will have significant impacts all across the State. It will be ex-
tremely painful not only for the State itself, but also for the coun-
ties, the cities, and the Indian reservations as well. It will cost jobs.
It will interfere with economic development in the area of agri-
culture, energy, and other industries, and also tourism, which is
now the second largest industry in the State of North Dakota.
What we will also see are increased vehicle repair costs, and also
increased fuel consumption which will have an effect on every one
of our citizens.

Let me talk about what is happening in North Dakota in the
area of our transportation infrastructure and where we are at
today. Unfortunately, North Dakota is still continuing to lose
ground even under the current levels of funding in the area of
transportation infrastructure and our ability to maintain it. Over
the last two years we have worked with the counties and cities in
trying to develop an accurate needs assessment of what needs to
be done to maintain our system. For the State system alone, which
is valued at about $8.5 billion we are nearly $90 million a year be-
hind what it takes to adequately maintain our system. So even be-
fore we talk about what could happen in 2003 we are experiencing
difficulty in properly maintaining our system.

Chairman CONRAD. Could I just stop you on that point, Dave? I
want to make sure we capture this for the record. What I hear you
saying is at the $179 million, which is last year’s level, we would
be $90 million short of meeting the need?

Mr. SPRYNCZYNATYK. Yes, Senator, that is correct. That is true
for the State system. You will also hear from Mark Johnson about
the needs at the local level, at the county and city level. In the
studies that we have done, the total need between those three lev-
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els of jurisdiction is slightly more than $200 million a year. That
is just to maintain the system, to properly maintain it.

As is obvious, this type of reduction in Federal funding for next
year would certainly hurt every level of Government. I have not
mentioned the townships, but the townships too would be impacted
as well. Currently in the State we provide about 25 percent of the
Federal funding that is made available to North Dakota to the
other jurisdiction. Obviously this 45 percent reduction will have a
significant impact.

Also as we understand, even though the State does not pass
money on to the reservations, if this $9 billion cut is in fact put
into place, the formula that is used to distribute funds to the In-
dian reservations would also result in less funding. We are con-
cerned because we work very closely with the Indian reservations
and the tribes to ensure that all of our citizens can properly move
goods and move people throughout the State.

When the current highway bill TEA-21 was passed into law we
had high hopes of greater certainty of funding each and every year.
As we look to the future and as technical adjustments were made
nobody foresaw the type of swing that we could experience next
year if nothing is done. That is unfortunate because it makes the
strategic planning that we all need to do as we develop our trans-
portation infrastructure much more difficult.

We are at a point right now where, quite frankly, we are almost
looking towards crises management if something cannot be done to
increase the level of funding in 2003. We do know in talking to our
partners in the engineering consulting industry and also the con-
struction industry that they may have to take measures this year
to reduce their workforce just knowing what might happen next
year. That is a great concern to us in the State of North Dakota.

Our system is vital not only to the State but to the Nation as
a whole. There is no question that North Dakota is number one in
a number of agricultural products and if we do not have an ade-
quate transportation system in place in the State the rest of the
Nation is not going to be able to have as easy access and as inex-
pensive access as they do now to those products, because if the
transportation system is not adequate the costs will go up to de-
liver those products to market.

The other thing that we have experienced in the last 20 years
is a reduction in the amount of miles of railway in the State. This
has had a greater impact on our highway system. Since 1980 we
have lost about 1,400 miles of railway and that just puts more of
a load on the highway system. That results in more rapid deterio-
ration of that system and, obviously, increase cost.

Chairman CONRAD. Can you stop you there and ask you, in
terms of the need that you have identified what are the major
projects? What would be examples of major projects that you have
scheduled for this coming year that would be put at risk? Can you
give us some examples?

I know in looking at the last four years we have gotten over $650
million in Federal highway funding and you have been able to do
reconstruction of I-94 in Dickinson, reconstruction of I-29 through
Fargo, reconstruction of I-94 in Valley City, reconstruction of U.S.
83 between Wilton and Washburn, and as I understand just last
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week the reconstruction of State Street in Bismarck. What are
other major projects, Dave, that you have lined up that would be
put in potential jeopardy?

Mr. SPRYNCZYNATYK. Senator, the projects that you mentioned
are all projects that we have either recently accomplished or will
be accomplishing in this coming construction season. Looking to
2003—and you have to look beyond as well. Even though we are
only talking about the budget for 2003, this will have an impact
well beyond 2003.

Some of the projects—we have not yet identified specifically
which ones might be impacted if this budget reduction does go into
effect because, obviously there is an uncertainty there too as to
what Congress will do. But regardless, we have very significant
projects continuing on some of the roads you mentioned.

There are follow-on projects on other portions of Highway 83,
Highway 85, Highway 2. We also hope to be able to begin the con-
struction of the Four Bears Bridge next year. That could poten-
tially be impacted because some of our regular funding will go to-
wards that project too. There is still ongoing work that needs to be
done on the two interstates, both I-29 and I-94. These are all
projects that will—in our plan for 2003 and beyond.

This is just sort of the tip of the iceberg because every year we
work on virtually dozens of our different highways in the State,
trying to properly maintain them so that people can move them-
selves as well as their goods to market.

A smooth, safe road system is critical for economic growth. I have
talked about some of the things that need to be done in terms of
moving product to market, but we also produce items in North Da-
kota too that need to get to market. It is important that everything
from the Imation factory in Wahpeton to the Bobcat factory to the
Polara Goods factory in McClusky needs to be able to get their
products to market. It is important that we recognize just how crit-
ical ilt is that we do provide a safe, smooth, efficient system for our
people.

The other thing is that North Dakota has a critical part of the
Nation’s highway network within our borders. Unfortunately, we
have a disproportionate number of highway users within the State
that pay the taxes to maintain that system. That has been recog-
nized by Congress over the years. What Congress has done, and
properly so is that for States like North Dakota we get more money
back to maintain that Federal network than what we pay in in gas
tax.

Chairman CONRAD. What is the return?

Mr. SPRYNCZYNATYK. Senator, the return to North Dakota is
about $1.80 for every dollar we send to Washington.

Chairman CONRAD. The number I had in my head was $1.82 for
every dollar we send in. So it is a tremendous return on invested
dollars by North Dakota taxpayers. Federal taxpayers are sending
more dollars back to us than we send in because we are sparsely
populated, we are big State, and have got a lot of miles to cover.
So the point that you are making is exactly correct.

Mr. SPRYNCZYNATYK. What we have, Senator, is we have a lot of
miles of highway that is a part of the critical national Federal net-
work. It is not just maintaining the State’s roads but it is also
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those roads that obviously the interstate as well as other roads in
the State that are on the national highway network. So that is the
reason why we get more back than what we send in. It is proper,
there is no question about it.

The question then becomes what is it that should be done. Right
now there is a bill circulating in Congress that would provide for
not less than $27.7 billion of funding in 2003. That is the level that
was expected under TEA-21 when the projections were made sev-
eral years ago. We certainly agree that there should be not less
than $27.7 billion provided. Quite frankly, the expectation was
nearly $32 billion. We hope that Congress will give consideration
to something closer to the $32 billion figure.

One of the questions that comes up is where can this money
come from? There is nearly, I think it is about $19 billion of funds
available in the Federal highway trust fund. We think that in this
instance it would be proper to use a portion of those funds to offset
this dip in the highway funding program.

We hope that as the Congress considers the next highway au-
thorization bill it look towards providing a greater stability to the
funding because it is critical for us to be able to know and properly
plan on what we are going to do in the next several years to meet
our needs in the State. When we experience a potential dip as is
being discussed today it has a significant impact and obviously
throws everything out of whack.

So we think that certainly no less than $27.7 billion should be
made available. We hope that Congress will consider going beyond
that and bringing us closer to what the expectation was.

As I said earlier, if something is not done this will have a dev-
astating impact across the State and across the Nation. I know in
talking to our neighbors and to other States across the country ev-
erybody is very concerned about what potentially could happen. We
hope that Congress can do something. We know, Senator, that you
have worked with us and helped us in the past in transportation.
We know that you will continue to do so, and we are certainly
ready to work with you to do whatever it takes.

Thank you.

[The prepared statement of Mr. Sprynczynatyk follows:]

PREPARED STATEMENT OF MR. DAVID SPRYNCYNATYK

Good morning. I am David Sprynczynatyk, director of the North Dakota Depart-
ment of Transportation. I am delighted to have this opportunity to appear before
you today. Thank you for holding this hearing, and for all you have done for trans-
portation in North Dakota.

Today I am testifying in regard to the implications for North Dakota if Congress
does not make a course correction to avert major reductions in funding for the Fed-
eral highway program. I also pledge our cooperation in working to avoid those re-
guc(tlions and ensuring that North Dakota receives a proper level of Federal highway
unding.

PROBLEM SUMMARY

Last month we all learned that, due to technical calculations made as part of the
1998 highway law (TEA-21), the basic Federal highway program will be reduced
from nearly $32 billion in fiscal year 2002 to roughly $23 billion in FY 2003—unless
Congress takes a different approach.

North Dakota would lose about $45 million—25 to 30 percent of our Federal high-
way—funding if this massive reduction took place. As you know, this is a large sum
of money to us and would hurt the entire State.
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A reduction of this magnitude in Federal highway assistance would have ex-
tremely painful consequences for our State, county, city, and reservation roadway
systems. It would cost jobs. It would interfere with economic development and tour-
ism. It would lead to increased vehicle repair bills and fuel consumption. There is
no question that it would hurt the State in many ways.

It doesn t have to happen. We ask your help in providing highway funding above
the $23 billion level for the Nation.

How THE REDUCTION WOULD HURT NORTH DAKOTA

Let me turn now to some more detailed comments about the importance of the
]s:‘ederal highway program to North Dakota and how this reduction would hurt the

tate.

First, it is most important to keep in mind that North Dakota is already losing
ground when it comes to maintaining its roadway systems.

Over the last 2 years, the North Dakota Department of Transportation has, in co-
operation with its county and city partners, conducted studies to determine the
funding needed to maintain the State, county, and large city (pop. 5,000+) roadway
systems in their current condition and at their current level of service. This stand-
ard means that we would not make improvements or service enhancements such as
additional vertical clearance on underpasses, additional lanes, or reduced spring
load restrictions: enhancements that are needed in many areas because of larger ag-
ricultural equipment, heavier and larger trucks, and increased traffic. We would
merely keep the systems in their current condition.

You will hear more from the counties and cities about their needs, but the State
highway system alone, which is valued at $8.5 billion, is falling $93 million behind
each year. A reduction in Federal aid of $45 million would mean an even more rapid
decline in our systems.

’ d like to emphasize that this kind of Federal reduction would affect every level
of Government in North Dakota. The State, counties, cities, townships, and reserva-
tions all have important highway and street needs. The North Dakota Department
of Transportation provides about 25 percent of its Federal aid to these other juris-
dictions. As we understand the way the reductions calculated under the current law
would work, Federal funding for the Indian Reservation Road program would also
be cut. It is clear to us that no one in the State would be spared if the proposed
reduction became a reality. All units of Government would lose funding and fall fur-
ther behind.

This drop in funding would turn the thoughtful process of strategic transportation
planning into something more like crisis management. To use funding most effec-
tively, jurisdictions must be able to plan in a careful way. When the current high-
way bill, TEA-21, was passed into law, many expected that its system for calcu-
lating funding levels (by tying them to estimates of highway tax revenues) would
provide greater certainty. That hope has not been met. We are now faced with im-
mediate and major uncertainty, which makes planning truly difficult.

Planning, however, is a technical problem: the most critical problem is the effect
on our people. North Dakotans will be affected even before fiscal year 2003 if Con-
gress does not act. The expectation of devastating reductions in the highway pro-
gram can impact behavior well ahead of the actual reductions. For example, across
the Nation, contractors and engineering firms are reevaluating their capital spend-
ing plans and considering cutbacks. Some construction job cuts could also be taking
place as businesses plan for the possibility of this shocking program decline.

Even if most of the pain could be delayed until FY 2003, North Dakota would be
affected in many ways by such a reduction in the highway program. North Dakota
is at the center of the continent. Our highway system moves North Dakota’s raw
and value-added agricultural products to the rest of the world. Through the years,
North Dakota has lost more than 1,400 miles of railroad line, with most of this loss
occurring since 1980. Farmers have had to shift more of their shipping to trucks
at the same time that they have needed to move to larger farming practices for
economies of scale, This has resulted in larger and heavier trucks moving agricul-
tural products. The State and county roadway systems have difficulty keeping pace
with these needs for increased freight capacity.

A smooth, safe road system is a crucial factor in economic growth. A deteriorating
road system eounteraets our economic development efforts and diminishes the qual-
ity of life for our citizens. And to the extent that our rail and air service in North
Dakota are under stress, our citizens and businesses rely even more heavily on the
highway system to meet business and personal needs. Poor roads and streets will
mean higher roadway user costs. And higher user costs inevitably limit the ability
of our citizens to make other investments for business or personal purposes.
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North Dakota’s highway system is critical to the Nation’s economy. Agriculture
is one area where our Nation has a positive trade balance, and North Dakota leads
the Nation in the production of a number of commodities, including hard red spring
wheat, durum wheat, barley, sunflowers, canola, flaxseed, pinto beans, dry edible
beans, and honey. Our Nation also needs access to other North Dakota economic
sectors, including manufacturing and energy production. It is essential to the U.S.
economy that North Dakota’s highway system effectively and efficiently move prod-
ucts to market.

I believe that North Dakota would be harmed more than many other States by
this funding reduction. Our State is large in size, but unfortunately we have a dis-
proportionate share of highway users, the people who pay Federal fuel taxes used
to maintain the Nation’s highway system. The Federal highway program has long
recognized that rural, sparsely populated States like North Dakota are less able to
pay for their share of the Nation’s overall road network. As a result, the amount
of funding distributed to North Dakota is—very properly—greater than the amount
of Federal highway taxes paid into the Highway Trust Fund from North Dakota.
If the highway program is reduced, North Dakota will become even more disadvan-
taged in its ability to meet transportation needs, and we will suffer a dispropor-
tionate economic loss.

North Dakota’s interest in this program is both short-term and long-term. The
highway program is valuable to North Dakota now and into the future. For all the
economic reasons I have given, we need a strong highway program in North Dakota
and in the Nation both in 2003, which is the year of immediate concern, and in fu-
ture years as well.

WHAT SHOULD WE DO?

The known effects of a nearly $9 billion cut in the Federal highway program com-
pellingly urge us to make every effort to avoid or mitigate the program reductions
that have been calculated under current—law but how?

One proposal rapidly gaining support in Congress would set the FY 2003 highway
program level at “not less than $27.746 billion.” The introduction of that legislation
is a welcome and important first step in addressing this problem. The increasing
support for it makes me hopeful that good legislation will be passed.

More specifically, the $27.7 billion level was set by Congress years ago as a kind
of non-binding baseline level for the highway program for FY 2003. My view is that,
although increasing the level from $23.2 billion to $27.7 billion is an important step,
the words “not less than” in the pending legislation are at least as important as the
number. The benefits of the highway program are not limited to the benefits of in-
creasing the FY 2003 program to $27.7 billion. Program levels above $27.7 billion
would provide even more benefits and further mitigate the adverse impact of any
program reduction. And there are many who believe that the Highway Trust Fund
can support a program level higher than $27.7 billion, particularly in FY 2003. As
Congress looks at the pending legislation, I hope that the $27.7 billion level is
viewed solely as a floor, and that active consideration is given to providing the
greater benefits of a higher program level. Certainly there is broad support for going
above that level. For example, this week the National Governors Association is
meeting and seriously considering the adoption of a policy supporting a FY 2003
highway program level of $31.8 billion.

When you return to Washington to work on the budget resolution, we ask that
you make every effort to craft it so that Congress can avoid the devastating reduc-
tions called for in these calculations. We respectfully request that the budget facili-
tate enactment of a strong, consistent highway program level that will help North
Dakota not only in FY 2003 but in the future as well.

Mr. Chairman, thank you again for your interest in this important matter. We
are grateful for what you have been able to do for transportation in North Dakota
over the years.

That concludes my statement, and I'd be pleased to respond to any questions you
may have.

Chairman CONRAD. Are these members in other States, are they
contacting their congressional delegations and alerting them to the
circumstance that we face and trying to build support for our reso-
lution of this problem?

Mr. SPRYNCZYNATYK. Senator, yes, they are. Not only are my
counterparts in other States working with their congressional dele-
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gation but I would also add that the Governors in the States are
trying to address this, and obviously work with the Congress too.

The National Governors Association is meeting this week and
one of the resolutions that they are seriously giving consideration
to is one that would adopt a policy of supporting a $31.8 billion
funding level in the year 2003. What the outcome of that meeting
is remains to be seen, but in the discussions that are taking place
as we speak the National Governors Association is looking at some-
how restoring the level of funding to what was expected.

Chairman CONRAD. All right. Thank you very much.

Paul, welcome. Please proceed with your testimony.

STATEMENT OF PAUL DIEDERICH, PRESIDENT OF INDUS-
TRIAL BUILDERS INC., AND VICE CHAIRMAN OF THE HIGH-
WAY DIVISION OF THE ASSOCIATED GENERAL CONTRAC-
TORS OF AMERICA

Mr. DIEDERICH. Thank you very much. When I was asked to be
here I did not know exactly what this was all about. I want to
thank you very much for inviting me to share how the President’s
proposed budget cut is going to affect not only the Nation’s infra-
structure but the State of North Dakota, the people of North Da-
kota, and the people that work for my company Industrial Builders.

I am Paul Diederich. Like you indicated, I am president of Indus-
trial Builders, Incorporated. We are a second generation, family-
owned business, and about 40 to 55 percent of our work is gen-
erated from work in the highway transportation field.

After you put up those graphs that showed the cut in funding
from the Bureau of Reclamation and the Corps of Engineers, it is
kind of scary because we do work for them as well. We also do
some work on dams for the Corps of Engineers and Bureau of Rec-
lamation, water intake work. We build buildings. We do tunnels.
We perform work in the horizontal groundwater interceptor trench.
So we have a blend of work in the private and the public—

Chairman CONRAD. What was that last one?

Mr. DIEDERICH. Horizontal groundwater interceptor trenches.
Those we do all—

Chairman CONRAD. I did not know there were such things.

Mr. DIEDERICH. Do you know what a French drain is? It is a glo-
rified name for a French drain.

Chairman CONRAD. I certainly like the sound of the interceptor.

Mr. DIEDERICH. I am also the vice chairman of, as you indicated,
the Associated General Contractors of America, Highway Division,
and I just got done with our proposal to establish a reauthorization
for TEA-21. I would like to submit a copy of that with my testi-
mony, if that would be acceptable to you.

Chairman CONRAD. It certainly would. We will make that part
of the record.

Mr. DiEDERICH. Thank you very much.

As T indicated, the President’s 2003 budget proposal arrived at
its recommended level, as you probably well know—and I should
probably drop all the decimals after these billions because they are
such huge numbers, and after seeing your trillions up there we will
just talk in billions. But the $27 billion level that was proposed in
TEA-21 is really a floor. I believe that with the RABA adjustment
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that cut it to the $23 billion we are talking about we do not want
to be on the floor. There is authorization to go above that.

A quotation that was in the February 11th issue of Engineering
News Record quoted the director of the Office of Management and
Budget as saying, we have no discretion in this area. We simply
follow the formulas. He further stated that I do not have a lot of
sympathy for people who sort of love this formula when it overpays
and do not like it when it corrects itself. I guess I am one of those
people that he is not feeling sorry for because while he claims that
he does not have that discretion to increase the funding above the
statutory minimum, certainly you in Congress, and I believe he
probably does too, have the ability to increase the proposed level.

The roads and bridges of the State of North Dakota have un-
doubtedly improved because of the money that has been invested
in them over the last four years of a six-year highway bill. Through
figures that I have seen from the road information program that
improvement, while it still is not meeting all of the needs, has been
noticed by the traveling public. So it has allowed us to shift some
of our resources as a multi-discipline company out of food proc-
essing, which has cut back considerably in the Red River Valley,
into transportation construction.

One of the nice things about having a six-year act is that it im-
proved my ability as a businessman to plan for how we are going
to allocate our resources and where we are going to go in the fu-
ture. I can base some equipment purchasing and employee deci-
sions on what that bill is going to look like in the future.

Dave’s department periodically updates how its money is going
to be spent by putting out what they call the statewide transpor-
tation improvement program, or STIP. The projects listed in the
STIP for 2003 add up to $189 million and $195 million in 2004. Ob-
viously they will need to adjust that based on whatever becomes
of the reauthorization, but we will then adjust our business plan
based on what they project to spend in their STIP.

This recommended cut in funding would devastate the depart-
ment of transportation in North Dakota as well as departments
across the whole country. According to figures by the road informa-
tion program it would result in somewhere in the neighborhood of
361,000 jobs lost in 2003 and beyond. That is a staggering figure.

In North Dakota, the $45 million cut, if we go to the level pro-
posed in the President’s budget, would result in about 1,866 jobs
being lost. According to the road information program study, this
cut in funding could result in the loss of $253 million of economic
activity in the State. That is based on their study that shows that
for every dollar that is invested in transport funding we lose some-
where in the neighborhood of $5.70 in associated economic benefits.

It is difficult to do business, or plan business when a lot of
projects disappear from Dave’s STIP. Obviously we work in other
States too and they drop off of all of them. We have to invest in
equipment today based on our projection. I just recently entered
into an 84-month contract to buy about a $1 million crane, and I
based that on what I thought I saw coming down the road, and
now that has changed considerably. Well, the lease company does
not really care about that. They still affect to have 84 payments of
whatever that is per month.
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So not only will it affect companies such as mine, I think it is
going to have a devastating effect on the small business, the small
emerging businesses, and small disadvantaged businesses.

Now do not get me wrong. I do not want to jeopardize our Na-
tion’s ability to defend itself against the terrorists who have per-
petrated these acts. I think we have got to chase them down and
find them. If increasing the amount of funding to build roads is
going to jeopardize that, I guess, so be it. We will have to forgo
that. But I do not think we have to make a choice. I think we can
have both. I really do.

According to figures provided to me, and they match closely to
what Dave said, we have about $18.5 billion trust fund balance in
the highway account of the highway trust fund. We believe that we
can spend a portion of that trust fund money to level but this infra-
structure spending. I agree with what Dave said as a good starting
point. I strongly support Senate bill 1917 and its companion legis-
lation H.R. 3694 which calls for increasing the obligations to $4.4
billion over what the President recommended, which would get us
back to that $27 billion level. But AGC believes that it makes eco-
nomic sense to increase spending to the level authorized for this
year which is the $32 billion level.

From a common sense standpoint it seems to me that if we are
supposed to be spending the money that is generated as a user fee
for the benefit of transportation infrastructure improvements then
the trust fund cash balance should only grow to a level that is nec-
essary to sustain a positive cash flow. The mere fact that the fund
has grown to $20 billion over the four-year life of the program tells
me that these RABA adjustments are not allowing us to spend the
money at the same level that it being collected.

We are firm believers in the user fee concept when that is com-
bined with dedicated trust funds which are earmarked for use
within the system that generates the money. We think that is
souXd policy. We support the firewalls that were established in
TEA-21.

When you start to discuss reauthorization, aside from making
sure it is a national bill to make sure that States like North Da-
kota can pay for their connectivity benefit, that you might want to
consider a revision to the RABA formula that eliminates the esti-
mated look forward portion of the calculation and just relies on the
actual taxes collected and modify, say a one or two-year advance
based on the actual collections once you know what they are.

Senator Conrad, I really appreciate the opportunity you have
provided to me to testify today, to let you know how the President’s
budget request will affect the transportation industry and busi-
nesses in the State of North Dakota. On behalf of the Associated
General Contractors and the people of Industrial Builders I look
forward to helping you in any way we can. We are here to help you
to restore the funding to at least the level that was proposed in
TEA-21 and hopefully to the level that exists today. Thank you.

[The prepared statement of Mr. Diederich follows:]

TESTIMONY OF PAUL W. DIEDERICH

Thank you for inviting me to submit testimony on the critical issue of how the
President’s proposed reduction in Federal-aid highway funding for Fiscal Year 2003
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will hurt the Nation’s economy, the construction industry, the people of the State
of North Dakota, and my company.

My name is Paul Diederich. I am President of Industrial Builders, Inc., a second-
generation family-owned construction company that specialize in diversity. Approxi-
mately 40 to 55 percent of our annual contract dollar volume is generated in the
highway transportation field. This percentage goes up and down depending on
which markets are investing in construction. We also build dams, water intakes,
and building, as well as performing marine construction, flood-control work, deep
foundations and horizontal ground water interceptor systems. Last month we sent
out 334 W2’s and last week my sister signed 97 paychecks.

I am alos the Vice Chair of the Associated General Contractors of Amercia’s
(AGC) Highway Division, and Chair of the Highway Reauthorization Task Force.
Last week, the Task Force published “Securing America’s Future,” our recommenda-
tions for reauthorization of the Transportation Equity Act for the 21st Century
(TEA-21). I would like to submit a copy with this testimony.

The President’s Fiscal Year 2003 budget proposal arrived at its recommended
level by applying the revenue aligned budget authority (RABA) adjustment to the
$27.57 billion in obligation authority for Fiscal Year 2003 established in TEA-21.
This budget proposal establishes funding at the $23.2 billion floor. At a time when
the economy is sluggish the floor is not a good place to be. I believe that there will
be a staggering economic effect caused by a decline from the $31.9 billion spending
level of 2002 to the $23.2 billion level proposed in the President’s 2003 budget.

A quotation contained in the February 11, 2002 issue of Engineering News-Record
quotes Mr. Mitchel Daniels, Director of Office of Management and Budget as saying
“We have no discretion in this area. We simply follow the formula.” He futher stat-
ed: “I don’t have a lot of sympathy for people who sort of love this formula when
it overpays and don’t like this formula when it corrects itself.” I guess that I am
one of those people he doesn’t feel sorry for. While he claims to lack discretion to
increase spending above the statutory minimum, the Congress certainly can in-
crease funding for highways.

The roads and bridges of North Dakota have been improved as a result of the ad-
ditional money invested in them throught TEA-21 and the RABA adjustments. But
we still have a lot of work to do in order to get them to the level that our citizens
demand. The employment levels at Industrial Builders, Inc. have remained steady
because we have been able to shift our forces into transportation—related
constuction when we found that the food processing industry in the Red River Val-
ley was cutting way back on their construction spending.

The beauty of TEA-21 is the fact that it increased my ability to plan for the fu-
ture. Knowing how much money will be spendt on transportation infrastructure over
a longer time horizon allows us to invest in equipment and hire people based on
long-term programs.

The NDDOT perodically updates its’ Statewide Transportatino Improvement Pro-
gram (STIP). The constructin projects listed in the STIP for 2003 add up to $189
million, $195 million in 2004. With TEA-21 reauthorization coming up next year,
the NDDOT will obviously need to adjust its projections for 2004 and beyond based
upon the new legislation. The contracting community will then adjust its’ business
plan to accommodate the new STIP.

The recommended cut in funding would be devastating to State Departments of
Transportation across the Nation. If funding is cut to the 2003 level proposed in the
President’s budget, the result would be the loss of somewhere around 361,000 jobs
nationwide.

In North Dakota, our State Department of Transportation (NDDOT) would experi-
ence a reduction of approximately $45 million for Fiscal Year 2003. Construction of
new, vital highway projects will be the first to be cut. The Road Information Pro-
gram’s (TRIP) analysis states that North Dakota would lose 1866 jobs just from the
Federal cut. Additional jobs will be lost if North Dakota cuts its State highway fund-
ing as well. TRIP’s report states that the cut in funding could result in the loss of
$253 million in economic benefits in North Dakota. These lost economic benefits are
based on the USDOT’s estimate that each $1 invested in transportation funding re-
sults in $5.70 in economic benefits that improve safety, reduce traffic congestion,
and reduce vehicle-operating costs paid by motorists.

It is very difficult to do accurate business planning when a lot of projects suddenly
disappear from the STIP. Our industry is extremly competitive. Constructors invest
in very costly new equipment when it will increase their productivity and lower
their unit costs. I recently committed Industrial Builders, Inc. to an 84-month lease
on a million dollar crane. If the work that was projected to be there does not get
built, payments on that equipment continue nonetheless. Constructors are then face
with the need to sell the equipment, or continue to make payments with no offset-
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ting income. If the President’s budget number are the basis of Fiscal Year 21003
spending, the used equipment market will become saturared, causing equipment
values to plunge, and jeopardizing the financial stability of some contructors. This
problem will probably be felt more severly in Disadvantaged Business Enterprises
and other new and emerging small businesses.

I don’t want to jeopardize our Nation’s ability to vigorously pursue the forces of
evil that have showm their disdain for our people and property through their ter-
rorist acts. If highway funding must decline in order to pay for the protection of our
homeland—so be it. The safety of our people must take first precedence over invest-
ment in our infrastructure. But I believe that we can afford both.

According to figures provided to me by the AGC, the Highway Account of the
Highway Trust Fund has a cash balance of more than $18.5 billion. AGC believes
that we can spend a portion of this Trust Fund money in order to level out the in-
vestment in infrastructure spending.

As a good starting point, I strongly support S. 1917, the Highway Restoration Act
and the companion legislation, H.R. 3694. These bills call for increasing obligations
for the Federal-aid highway program by $4.4 billion over the President’s budget re-
quest. if included in this year’s Transportation Appropriations (Fiscal Year 2003),
it would fund the highway program at $27.57 billion in obligation authority, which
is the minimum funding level included in TEA-21. While supportive of this legisla-
tive, I believe it makes economic sense to increase funding to the level authorized
in this year’s Fiscal Year 2002 appropriations bill, an obligation limitation of at
least $31.8 billion.

From a common-sense standpoint, it seems to me that if we are supposed to be
spending the money generated as a user fee for the benefit of transportation infra-
structure improvements, then the Trust Fund cash balance should only grown to the
level necessary to sustain positive cash flow. The mere fact that Trust Fund has
grown to nearly $20 billion tells me that RABA adjustments are not allowing us to
spend all of the income that the user fees are generating.

The user fee concept, combined with dedicated Trust Funds earmarked for use
within the system that generates the money, is sound policy. AGC supports the
“firewalls” established in TEA-21. When the Senate begins to discuss Reauthoriza-
tion, we urge you to maintain them. One possible revision to the RABA adjustment,
and just adjust the future spending by the amount of the actual increase or decrease
in income from the baseline established for the previous fiscal year.

Mr. Chairman, I sincerely appreciate the opportunity you have provided me to
comment on how the President’s 2003 Budget Request will affect the highway trans-
portation industry. On behalf of the AGC and the people of Industrial Builders, Inc.,
we hope that you can find a way to restore the funding to the level achieved in Fis-
cal Year 2002. If there is anything we can do to help you accomplish this, please
let me know.

Thank you.

Chairman CONRAD. All right, thank you very much. Thank you
for that testimony.

Let me ask you this, the Budget Committee faces really very dif-
ficult questions because the highway trust fund, like the other
trust funds of the Federal Government are in name only. There is
no money there. There is an accounting entry that the highway
trust fund is owed this money, and the only place there is any
money now is in the Social Security Trust Fund. The Medicare
Trust Fund is completely gone. The only money that is left is the
Social Security Trust Fund.

So we are presented with a Hobsonian choice of taking the
money out of Social Security or increasing taxes. Now how would
you like to have that choice? What would your answer be if that
is what you are presented with in the Budget Committee? That is
what we are presented with. You have got three choices, either do
not restore the money, take it out of Social Security, or raise taxes.

Mr. DIEDERICH. The tax word is a word that I am not necessarily
going to agree to on user fees that are specifically collected by the
users of the transportation infrastructure. When you talk about a
tax increase, if there are funds that are currently being diverted
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for other very, very beneficial uses that could be collected for de-
posit into the highway trust fund or for a specific use, earmarked
for a specific use, then maybe we should eliminate those diversions
which could result in somewhere in the neighborhood of $1 billion
a year with the current levels of those diversions. That is one
source of potential additional funding. That does not get us to the
$4.4 billion.

If we were to peg the level of user fee collection at today’s level,
it is 18.3 cents per gallon on a gallon of gasoline today, and say
that in 1998—when this bill was passed it was 18.3 cents. If we
would have indexed that for inflation that would have resulted in
about another $900 million a year in additional revenues to the
trust fund.

So I think there are other methods that we can look at. I under-
stand that for 2003 those are probably not options that are in the
book. So when you say raid the trust fund, thank goodness Arthur
Andersen is not our accountant. We did not set up a trust fund
that is in name only. We have a cash balance. So I guess we will
have to find out how we can get that money in name back into the
trust fund for the time being.

Did I dance around that well enough? [Laughter.]

Chairman CONRAD. You did pretty well. The problem we are
going to have is when the roll is called up yonder in the Budget
Committee there are going to be three choices and there is no talk-
ing around it that is going to matter. You are either not going to
restore the cut or any part of it, or the money is coming out of So-
cial Security, or you are going to raise taxes. I wish there was some
other option but I have searched high and low; those are the op-
tions. None of them is attractive.

We need the money. You all have made a very strong case for
needing the money. The truth is we need the money in the Social
Security Trust Fund because the baby boomers are going to start
to retire in six years. And the tax increase, go tell folks you are
for a tax increase and see how popular you are. So I just want to
be very clear, very direct, and very honest, that is the choices that
we are faced up, and those are not appealing choices.

Mark, welcome. Good to have you.

Thank you, Paul, very much for your testimony. I should not
have put you on the spot because it is not your responsibility to
come up with the answer. But I did want to highlight the point of
what we are faced with here.

Mark Johnson is the executive director of the North Dakota As-
sociation of Counties. I can tell you that when there is an issue on
counties we hear from Mark. He is a good advocate for the people
that he represents.

Welcome. Please proceed.

STATEMENT OF MARK JOHNSON, EXECUTIVE DIRECTOR OF
THE NORTH DAKOTA ASSOCIATION OF COUNTIES

Mr. JOHNSON. Thank you, Senator, and good morning. Good
morning to everyone here at the hearing. It is nice to see a full
room on both these very, very important issues.

I would like to just take a minute and also our introduce our
president Les Corgill and Wade Williams because, Senator, they
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both serve on the board of directors of the National Association of
Counties. You gentlemen might want to stand for a minute.

Chairman CONRAD. Welcome. Good to have you here. Thank you.

Mr. JOHNSON. Although you have afforded us the opportunity as
representing the counties, our comments should mirror the con-
cerns that the cities have also, although I will be speaking more
directly to counties. But the National Association of Counties will
be taking a strong position on this issue and I would just urge you
to open your door to our representatives in Washington at the Na-
tional Association and let your staff listen to their concerns and
their issues that not only speak to the Nation but I know that they
represent us here in North Dakota at the same time, so we appre-
ciate that.

With that, we are here to address, again what you noted as
about a 27 percent possible reduction in overall funding and Fed-
eral support to our road system. The local situation is critically im-
portant because that is where the products and that is where the
economic development starts. It needs to come out of the local
areas in order for our economy to grow.

The role county government plays in construction and mainte-
nance and in the transportation system is very immense. Senator,
because I respect your charts, I brought some charts. So we have
a couple of charts that I will be noting. First of all, the first chart
shows the road mileage and the various categories of roads that we
are responsible for at the local level. It notes the State’s responsi-
bility, the county’s responsibility and the city’s responsibility.

Specifically as far as counties, we have over 5,000 miles of paved
roads that we need to maintain, which is a higher cost. Then 5,000
miles of major gravel collector systems, which also require contin-
uous maintenance. Then 17,000 miles of other gravel surfaces that
are critically important for our agricultural community in North
Dakota. Additionally, in the western half of the State where we did
not form townships, the counties are also responsible for all of the
maintenance of township roads, where in the eastern part of the
State townships play a critical role in this road network and are
very dependent on Federal sources of funds. So chart one illus-
trates that for you.

On chart two we are displaying similar information just for
bridges. The second chart on the lower part of that board talks to
bridges. Bridges on the local level are critically important. You
know, as we are going to hear later today, water is absolutely es-
sential and the management of that in North Dakota. With water
we need bridges. So we have a situation in North Dakota where
many of our bridges are termed very deficient.

If we look at a study that we cooperatively worked with the Fed-
eral Government and the State highway department to analyze
roads and bridges, currently the replacement schedule for bridges
in North Dakota is estimated to be at 122 years a bridge is re-
placed on the average. The recommended cycle for bridges nation-
ally and as our highway department suggests should be about 50
years. So we are two and-a-half times beyond what is really safe
and prudent in terms of replacement of bridges in North Dakota.

So as with the State, counties also face escalating costs, decreas-
ing population densities, and revenues that do not grow as fast as



171

the cost. Each year counties increase the miles of minimum main-
tenance roads. In other words, we are on a fast track to just create
minimum maintenance roads instead of having adequate roads
that meet the weight limits that are necessary in this State.

Many times we are forced to use what is called Texas crossings.
I think I know what a French drain is. There is also a Texas cross-
ing. That is instead of a bridge you just lower the road and let the
water flow over and try to construct the road so that the water will
not damage it severely and you can still have some passage. They
use those in Arizona, but we would rather not use those in North
Dakota.

So the third chart gives an estimate on the 25 percent reduction
in Federal funding as proposed in the executive budget will seri-
ously impact the entire structure of our funding system. I am
speaking primarily from the counties, but as I said the cities will
be impacted also. The importance of this issue was demonstrated
recently in our full participation in a federally funded or federally
assisted study in cooperation with the State highway department
which was called the Urban Street and County Funding Needs As-
sessment. I would urge you to have your staff take a quick look at
the executive summary of that.

In that it estimated that we are spending $83 million a year on
transportation infrastructure. Of that $16.7 million is Federal
funds that goes just to counties. That is about 21 percent of our
overall assistance and needs are being met by the Federal Govern-
ment.

So chart four takes that study and talks to a reasonable level of
funding in order for us to just maintain the system. With the over-
all investment of $83 million per year we are not maintaining that
system. The proposed budget takes North Dakota counties in the
wrong direction, and cities, and everyone else.

The final chart that I have is taken directly out of that study and
it is somewhat of a right-handed bell chart that shows—there is a
line in the middle where it shows where we should be in order to
properly maintain roads. You can see that sloping line suggests
that once you hit this point right there, that is where the deteriora-
tion occurs, and that is where you get the biggest bang for the
buck. Unfortunately, we are at the other end of that curve. We are
down below there. So the damage is occurring as we speak, and it
is costing us three and four times more to go back and repair and
replace and maintain those roads.

So the potential of even lower Federal funds makes our situation
very, very serious. While the State ultimately takes the decision on
appropriate shares of Federal funds that go back to cities and coun-
ties, they have been very cooperative and we have a very strong
relationship in North Dakota and I think we can be proud of that.
I am not sure that all States can attest to that. The relationship
between city, county, and State is very critical.

So in order for us to maintain what you know is critically impor-
tant, and that would be agriculture, energy, tourism, and that all
translates to economic development, we need to at least hang on
to the current funding that was proposed in TEA-21. What you
will be able to do for 2003 and beyond will be greatly appreciated.
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Senator I truly want to thank you for asking us to participate.
So on behalf of all of my members, and certainly on behalf of the
cities that we live and work in, we appreciate you making this pos-
sible and look for any help that you can give us. Thank you.

[The prepared statement of Mr. Johnson follows:]
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TESTIMONY TO THE

SENATE BUDGET COMMITTEE
Prepared Febroary 20, 2002 by

Mark A. Johnson, NDACo Assistant Director
North Dakota Association of Counties

REGARDING THE IMPACT OF THE PRESIDENT’S 2003 BUDGET
REQUEST ON HIGHWAY INFRASTRUCTURE NEEDS

Mr. Chairman and merobers of the commiitee, thank you for the opportunity to
present a few brief remarks on behalf of North Dakota Counties regarding this
important issue.

The role that county government plays in the construction and maintenance of North
Dakota’s transportation infrastructure is immense. Counties maintain over 5,000
miles of paved highways; about 5,000 miles of major gravel collectors; and close to
17,000 miles of other graveled roads. Additionally, in the western half of the State,
the counties with unorganized townships must also assume responsibility for

- township roads. Although a road mile comparison does not paint a complete
picture, the first attached chart illustrates the enormous responsibility of county
government.

The second chart displays similar information for bridges, which is a serious
concern of counties, as they struggle to lower the number of deficient structures
while farm equipment and truck weights continue to increase. As with the state
system, efficient but safe transportation is the ultimate goal of county highway
departments. Unfortunately, a recent federally-funded study of county roads and city

streets estirated that the effective replacement schedule for county bridges is 122
years, two and a half times the recommended 50-year cycl 37% of our major

structures are already rated as deficient.

As with the State, counties also face escalating costs, decreasing population
densities, and growing revenues that don’t grow as fast as the costs. Each year,
counties increase the miles of “minimum maintenance roads” and replace more
bridges with low-water or “Texas’ crossings. These steps help, but have not
allowed counties to keep up.

The third chart illustrates the sources of revenue that have in the past supported
county highway efforts. As you can see, federal dollars are an extremely important
element in this critical mix of funding. The estimated 25% reduction in federal
funding to North Dakota that the Executive Budget proposes, will seriously impact
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this entire funding structure.

The importance of this issue to county officials is demonstrated by their 100%
participation in the federaily funded “Urban Street and County Road Funding Needs
Assessment” in 2000. This assessment revealed that, stalewide, counties invest
approximately $83 million each year into our transportation infrastructure. Of this,

federal transportation funding accounts for $16.7 Million or 21 % of the total.

Chart 4, taken from the Study indicates the consultant’s conclusions that to achieve
~ what the consultant termed, a “reasonable” level of road funding —~ a Jevel that
‘would only slow the current deterioration of the rural road system — would take an
overall investment of $83 million more per year. The proposed budget takes North
Dakota counties in the wrong direction, by at least four to five million dollars.

The final attachment is a page taken directly from this Assessment, and I believe it
clearly illustrates the highway-funding dilemma. Collectively, federal, state, and
county resources need to be increased not decreased, to avoid much larger costs if
we delay the investment. Right now, we are on the wrong side of the curve.

The potential of even lower federal funding levels makes this picture only worse.
While the State ultimately makes the decision on the appropriate share of federal
funds to flow to local government, we must assume that smaller appropriations o
North Dakota must result in smaller amounts for county highways. We are falling
behind now, and if we are to provide basic transportation for agriculture, energy,
and tourism, we must move in the other direction, or at a minimum hold on to the
funding currently in-place. :

Obviously this is a very big, and very important issue for counties. We are pleased
that this Committee has come to North Dakota and asked for county input. Our
Association and the counties themselves stand ready to assist you in your continued
examination in any way that we can.

Thank you again for this opportunity to speak, and I welcome any questions you
may have.
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Chart 1 - Road Responsibilities
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Chart 3 - County Highway
Revenue Sources
| Federal Aid
: 21% Property Tax

Levies
30%

{
i
i
i

State Highway ¥
Fund
41%

Other Local
Sources
8%

Chart 4 - Estimate of County
Highway Funding Needs

-

Needed to Improve
Current Conditions

Needed to Maintain [
Current Conditions |-

Current Spending

$0 $50 $100 150 $200 $250
Dollars in Millions

$300




177

Road Deterioration vs Time
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The major types of improvement projects and their typical design life are:

* Asphalt Pavements: Design life of 20 years to total reconstruction. Optimum
time frame for asphalt overlays is 8 to 15 years.

Seal Coats: Typical design life of 5 to 10 years, 7 years average.

Bridges: Design life of 50 years.

Gravel Surfacing: 6 to 12 year life, depending on gaffic and snow removal
efforts.

“« . s

Kadrmas, Les & Jackson Page 13 Needs Agsessment 5’1@3
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Chairman CONRAD. Thank you very much. Thank you, Mark, for
really excellent testimony. I really liked this last chart. I am not
sure I have figured this one out yet. That has got a lot of moving
parts.

Mr. JOHNSON. It was developed by a consultant I believe, Sen-
ator.

Chairman CONRAD. I hope they did not get Federal highway
money to develop that. [Laughter.]

Chairman CONRAD. I want to thank you, Mark. My calculation
would be if we had a 27 percent cut and 21 percent of your money
is coming from Federal money, 21 of 27, you would be in the 5.5
percent; 5.5 percent of $83 million would be $4.5 million range, $5
million range.

Mr. JOHNSON. It is about $5 million.

Chairman CONRAD. About $5 million. So that is a significant hit,
is it not?

Mr. JOHNSON. Absolutely. Those are match dollars. Those Fed-
eral dollars are the kinds of dollars that help us do the really es-
sentially. Usually each county probably only sees one or two signifi-
cant projects as a result of Federal funds. So I think if you trans-
late in terms of projects you would probably see one good project
fall off every year in a county throughout the State.

Chairman CONRAD. What this chart shows—if you are in the au-
dience you cannot see it, but it is very, very interesting. The point
that it is making, maybe you can put your light on that line where
each dollar of renovation cost here right near the mid-point, each
dollar of renovation cost here will cost $4 to $5 if delayed to here.
That is about a six-year delay, as I read this chart. So once you
are at about 20 years, if you delay the repairs for another six years
your cost of $1 turns into a cost of $4 to $5.

In other words, the point that this is making is how critical when
you make a repair is to what your ultimate cost is. If you delay at
a critical time your cost mushrooms. That is a common sense con-
cept but I have never seen it reduced to a chart, and I did not know
this connection. That is very dramatic; $1 in cost, if you delay at
that point, if you delay by six years, turns into a cost of $4 to $5.
So the timeliness of these repairs—and I see Joe Golfer who does
county issues all the time and is a county commissioner—makes a
huge difference. That is really the point that you are making.

Mr. JOHNSON. I would urge you to share that with your col-
leagues on the Senate committee.

Chairman CONRAD. Yes, I am going to. I have never seen that
precise a calculation in that connection.

Any of you who want to answer this question I asked Paul ear-
lier, here are the choices we have got: restore the funding, do it by
taking it out of Social Security, or raise taxes. Any of you want to
give advice to the committee on how we might want to handle that
little problem? Anybody here want to say that we should take it
out of Social Security, which is where we are headed at the mo-
ment? Any of you want to explain to your grandmothers how you
have threatened their check? [Laughter.]

Chairman CONRAD. No takers on that one? Okay.
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Any last comments any of you would want to make, any that you
think is especially important for the committee to keep in mind as
we try to make these decisions?

Mr. SPRYNCZYNATYK. Senator, I would just add on thing. That is
that earlier this year, late last year there was discussion about a
potential economic stimulus package for the country, and transpor-
tation at one point was one of the considerations. Obviously, if
something is not done this is going to have a tremendous impact
and it is a huge reverse stimulus. I think we need to—

Chairman CONRAD. It is kind of a reverse stimulus. We would be
taking energy and life out of the economy by not going forward
with these projects.

Mr. SPRYNCZYNATYK. Absolutely. And that is troubling to us be-
cause on the one hand we have needs, clearly we have needs that
need to be addressed from a transportation infrastructure stand-
point. But really what we are talking about are jobs and loss of dol-
lars to businesses because of greater expense in trying to move
their goods and products to market. So it is a huge de-stimulus, if
that is a proper word.

Chairman CONRAD. Think about it, if you took $9 billion out of
road-building nationwide you talk about some 300,000 jobs affected
nationwide. There is another piece of this and that is economic effi-
ciency. We do not see it so much here but if you go to the east coast
there is gridlock. You go out on those roads at 4:00 in the after-
noon, they are stopped dead. There is a tremendous loss of eco-
nomic efficiency in not being able to move goods and people effi-
ciently.

So 1t is kind of a double whammy. Not only do you not have the
direct jobs but you are not improving the efficiency of the economic
workings of the country. Transportation dollars actually have a re-
turn to the economy outside of the direct benefits. I think, Paul,
you had some numbers there on the economic benefit generated by
a dollar that goes into the transportation system. I cannot remem-
ber, it was about $5.

Mr. DIEDERICH. About $5.70 according to that report.

Chairman CONRAD. So $5.70 that comes back to the economy. I
do not know if there is a calculation there for the increase in the
efficiency of the operation of the economy by having these invest-
ments.

Mr. DIEDERICH. A Texas Transportation Institute study esti-
mated that the cost of congestion more than tripled between 1982
and 1997, from $21 billion to $72 billion. So that is an additional
impact and that is in this—

Chairman CONRAD. That does not get taken into account very
often.

Again, thank you. I think those are important things for the con-
sideration of the committee and I very much appreciate your testi-
mony and your providing your insights to us.

We will now go to our next panel to talk about water resources
and the budget issues. We have a very distinguished panel: Colonel
Robert Ball from the Corps of Engineers who is at the district office
in St. Paul, heads that office; Warren Jamison from the Garrison
Diversion Conservancy District; and Mike Dwyer from the North
Dakota Water Users Association.
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Just by way of introduction I would like to really single out these
three because there have been people that made a big difference for
the State and these three are among those. Colonel Ball of the dis-
trict office of the Corps of Engineers has been absolutely superb
working the flooding issues in eastern North Dakota and protection
in the Devil’s Lake region. Colonel Ball, the district office is very
highly regarded in North Dakota. Our working relationship is su-
perb there.

Other parts of the Corps of Engineers we have had some prob-
lems with in previous years. But even there there has been a dra-
matic change with new leadership of the Corps of Engineers, Gen-
eral Flowers who will be coming before the Budget Committee in
Washington next week to testify. Just a dramatic change in the
Corps of Engineers. Certainly the district office has always been
superb and we are glad to have you here.

Warren Jamison has been a guiding force in getting the Dakota
Water Resources Act passed in Congress last year. This was an ef-
fort that had gone on for many years, an effort by the State of
North Dakota to secure its water future. Nobody played a more sig-
nificant role than Warren Jamison and we deeply appreciate all
that he did to help make that dream a reality.

And of course, Mike Dwyer was a man who played a critical role
in negotiating among interests here in the State so that we could
have a success in the Dakota Water Resources Act. At a very crit-
ical moment he used his diplomatic skills to bring people together
who had been fighting each other for years. I just wanted to ac-
knowledge publicly the extraordinary efforts of Mike Dwyer and
Warren Jamison and Colonel Ball. Welcome to you all. It is good
to have you here and I very much appreciate your testifying. We
will start with Colonel Ball.

The budget for the Corps of Engineers is obviously critical to
North Dakota in many different ways. I will just tick off a few:
Grand Forks, we are building a dike there to protect the city. There
was $15 million provided in the initial budget from the President,
the draft.

I called up the director of the Office of Management and Budget
and I said, the Corps is telling us they can use $85 million and we
have requested $15 million. He said, Kent, I will look into this and
I will try to make an adjustment. This is a week before the budget
came out. He did and he made an adjustment. He doubled the
amount of money that was in the original budget to $30 million,
but that still leaves us way short of what we requested and very
much short of what the Corps of Engineers tells us could be used.

The second area is Grafton. They need funding for flood protec-
tion as well. Of course, Devil’s Lake and the whole Devil’s Lake re-
gion needs hundreds of millions of dollars to effectively combat
what is going on there. So we have got lots of issues. Then there
are other areas in the State as well.

With that I wanted to ask Colonel Ball to proceed with his testi-
mony, and then we will go to each of the others in turn, and then
have time for questions as well. Colonel Ball, welcome.
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STATEMENT OF COLONEL ROBERT BALL, CORPS OF
ENGINEERS

Colonel Ball. Thank you, Mr. Chairman. Before I started, sir, I
wanted to introduce to you and to the members here—colonels
come and go in the Corps of Engineers. Colonel Ken Kaspreisen
would have been here last year had we done this. He is now work-
ing for FEMA. He is a great proponent for the work in the State
of North Dakota. And I will be gone in three years.

But we have great civilians that stay around. My deputy for pro-
gram and project management, Judy Des Harnais, selected in
March of last year as the number one civilian in the St. Paul dis-
trict of the Corps of Engineers. She is a second generation engi-
neer. Her dad was a Corps of Engineers officer. I think he worked
on the Garrison diversion project many, many years ago. So Judy
will be with you all. Should you have one of these three years from
now it will be Judy that is around too.

You will notice that Judy is also not a man. There are not a lot
of deputies for programs and project management in the Corps of
Engineers that are females. In fact I know of none. That does not
mean that there are not any. Judy is a great engineer, a great pro-
ponent for the State of North Dakota and the citizens there.

Chairman CONRAD. Could I just say a word about Judy as well?
We have worked with her now for a number of years and she is
just absolutely first rate, and has just conducted herself in the
most professional way, even under the most trying of cir-
cumstances. We have had situations where there are tremendous
emotions, real anger in communities in dealing with crises. The
level of professionalism and the way she has been able to keep her
cool, even in these challenging times, has been impressive to me.
So welcome, Judy.

I have got to say, Ken Kaspreisen, when the new head of FEMA
came in I called him up and said, look, you would do yourself a
huge favor if you hired Ken Kaspreisen. I said, you know, we are
of different parties, but I am just telling you, I am giving you good
advice here. If you want to get yourself a first class crisis manager,
get yourself Ken Kaspreisen. And the new head of FEMA hired
him and sent him off to his most challenging part of the country,
and then with the terrorist threat brought him back to Wash-
ington.

So Ken Kaspreisen really has been an absolute lion for North
Dakota. I tell you, when there is a hall of fame some day about
people who put it on the line for this State, Ken Kaspreisen is
going to go in that hall.

Colonel Ball.

Colonel Ball. Thank you, sir. Sir, I have a very general statement
that I will make and then I will welcome your questions. The state-
ment is basically going to be on programs. You have questions on
projects, I am sure.

President Bush’s fiscal year 2003 budget includes $4.29 billion in
new Federal funding for the civil works program of the U.S. Army
Corps of Engineers. The new Federal funding is distributed as fol-
lows among the appropriation accounts: $108 million for general in-
vestigations, including over $1 million for the Red River of the
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North Basin feasibility studies; $1.44 billion for construction in
general, including $42.2 million in the State of North Dakota of
which $30 million is for the continued construction of the Grand
Forks/East Grand Forks flood control projects; $1.97 billion for op-
erations and maintenance, including $14.6 million in North Da-
kota.

And $151 million for the regulatory program. That is a 12 per-
cent increase in funding nationwide that will allow the Corps to re-
duce the average review time for individual permit applications by
about 25 percent by the year 2004 while still strengthening the
protection of the regulated waters and wetlands. Additionally,
there is $22 million in the budget for flood control and coastal
emergencies. These funds will allow for emergency response and
advance measures similar to those undertaken in Wahpeton in
Grand Forks last spring and over the last few years around Devil’s
Lake.

With those program highlights, sir, I would be happy to take
your questions in specific projects.

[The prepared statement of Colonel Ball follows:]

PREPARED STATEMENT OF COLONEL ROBERT BALL

The President’s budget reflects his priorities of fighting and winning the war on
terrorism and keeping the economy strong. The Army Corps of Engineers plays a
major role on both these fronts. Through its military construction and research pro-
gram, the Corps supports the war-fighter. The jobs and revenues generated by the
projects in the civil works program directly support the Nation’s economy: ports
maintained by the Corps generate 13 million jobs, lakes and reservoirs managed by
the Corps generate about 600 thousand jobs. Flood control projects under the Corps
program prevent more than $20 billion a year in damages and hydropower projects
generate one fourth of the Nation’s hydropower.

President Bush’s Fiscal Year (FY) 2003 budget includes $4.290 billion in new Fed-
eral funding for the Civil Works program of the U.S. Army Corps of Engineers.

The new Federal funding is distributed as follows among appropriation accounts:

$108 million for General Investigations, including over $1 million for the Red
River of the North Basin feasibility studies.

$1,440 million for Construction, General, including $42.2 million in the State of
North Dakota of which $30 million is for continued construction of the Grand Forks/
East Grand Forks flood control project.

$1,979 million for Operation and Maintenance, General, including $14.6 million
in North Dakota.

$151 million for the Regulatory Program, a 12 percent increase in funding Nation
wide that will allow the Corps to reduce the average review time for individual per-
mit applications by about 25 percent by 2004, while strengthening protection of reg-
ulated waters and wetlands.

$22 million for Flood Control and Coastal Emergencies, these funds will allow for
emergency response and advance measures similar to those undertaken in
Wahpeton and Grand Forks last spring and over the last few years around Devils
Lake.

The budget proposes that the new funding be used to continue to development
and restoration of the Nation’s water and related resources, operation and mainte-
nance of existing navigation, flood damage reduction, and multiple-purpose projects,
protection of the Nation’s waters and wetlands, and restoration of contaminated
sites. In allocating funds available for Civil Works, the budget gives priority to
projects and programs that provide significant national benefits in the Corps’ prin-
cipal mission areas of commercial navigation, flood damage reduction, and environ-
mental restoration.

The Fiscal Year 2003 Civil Works budget information, including a state-by-state
breakdown, is available on the Corps’ World Wide Web site:www.usace.army.mil

Chairman CONRAD. Can you tell us, how much did the Corps of
Engineers ask for in terms of budget for this year?
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Colonel Ball. No, sir, I don’t have that, sir. All I can tell you is—
I can just talk about my own district, sir. It is not that I am hiding
information, sir. I do not know.

Chairman CONRAD. That is fine, we will get it when we have the
hearing in Washington.

Let me ask you, in your district what is your budget this year
compared to last year and then this proposed budget?

Colonel Ball. Sir, I believe it is around $142 million. It is a little
bit of an increase over last year.

Cl})airman CONRAD. What is the need that you see in your dis-
trict?

Colonel Ball. Sir, in terms of North Dakota I have got three or
four critical projects here. In fact if you look district-wide my big-
gest projects are in North Dakota, particularly along the Red River.

Chairman CONRAD. Let us talk about this budget because Grand
Forks, as I indicated, we have been told you could use as much as
$75 to $85 million in that project this year. Is that correct?

Colonel Ball. $75 million, yes, sir.

Chairman CONRAD. You could use, $75 million.

Colonel Ball. We have the capability that if we had $75 million
we could put that into place in contracts within the fiscal year of
2003, yes, sir.

Chairman CONRAD. So you could use $75 million. There is $30
million in the budget for that purpose. Devil’s Lake, there is no
money in the budget for now for Devil’s Lake. No money. In the
previous several money there has been money in budgets the Presi-
dent sent us for an outlet from Devil’s Lake. How much money
could you use in that area?

Colonel Ball. We have a capability of next year of $38.9 million,
assuming our draft EIS and preliminary planning report get ap-
proved and we get an approved project. But $38.9 million is what
our capability would be in 2003, sir.

Chairman CONRAD. That is my recollection as well. In fact I
think we asked for, my recollection is we asked for $39 million.
What other major projects do you have in North Dakota and what
would be the need?

Colonel Ball. Sir, as you are well aware, and I know that the en-
tire North Dakota delegation is aware, Breckenridge, Minnesota di-
rectly impacts Wahpeton. In fact I have been very impressed that
every time I talk with a member of the North Dakota delegation
they keep asking me about Breckenridge. I thought Breckenridge
was in North Dakota when I first got here because particularly
Congressman Pomeroy is so concerned about Breckenridge.

There is an interrelationship between Wahpeton and
Breckenridge and we do not have any money in this year’s budget
for Breckenridge.

Chairman CONRAD. The point is, the reason you have got to pro-
tect Breckenridge is you cannot protect Wahpeton if you do not pro-
tect Breckenridge. You cannot put flood control on one side of the
river.

Colonel Ball. In fact it would cause more flooding. If we did
Wahpeton, which we have funds for, if we did the flood control for
Wahpeton we would induce flooding in Breckenridge, and obviously
no one wants to do that.
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Chairman CONRAD. I think we are all acutely aware of this be-
cause we came perilously close, perilously close last year—anybody
that was down there knows what I am talking about. That was a
nail-biting situation down there and none of us want to have the
people go through that again. That is the reason why this is criti-
cally important.

How much money is needed for Breckenridge?

Colonel Ball. Sir, next year we have the capability of executing
$6.5 million worth.

Chairman CONRAD. $6.5 million and there is no money.

Colonel Ball. No, sir, there is no money. And that is because, sir,
we do not have the final approved document, project document yet.
But we intend to have that I believe by August of this year.

Chairman CONRAD. All right.

Colonel Ball. Then, sir, you had mentioned my fourth concern
and that is in Grafton where there is no money in the budget
there.

Chairman CONRAD. What is the capability in Grafton?

Colonel Ball. We have $2 million capability this year, sir, to start
us off. If we do not get that it just, obviously, will delay the project
one year. When we are talking flood control projects you are talk-
ing about the possibility of people going through a flood.

Chairman CONRAD. I tell you, the frustration in that community
is extremely high. They were very surprised by this budget submis-
sion because we have been proceeding down the line. They have
been hit time after time and the people are just getting worn down.
I grew up there and they are just getting worn down. I have got
people talking to me about selling out. They just cannot take it any
more. They just do not want to have their family jeopardized.

I had a gentleman up there who told me he has not had a normal
crop in five years. That probably the best he has had is maybe 50
percent of normal because his land is underwater. And he said he
just cannot live like this. His family is under tremendous stress at
their place. They are just having a terrible time. Can you imagine
if for five years in a row you do not have a normal crop, with prices
the way they are? They were debt-free when the process started,
and they have now had to remortgage everything. And they are not
alone. A lot of families are affected in the same way in that area.

All right.

Colonel Ball. Those were the big four issues that I had, sir. I
really appreciated the discussion of the highways beforehand be-
cause it gives a perspective. There we are talking about something
that is fixed and you can know that you have a maintenance cost
with that. Flood control is just a different world. But folks in North
Dakota, certainly in the past couple years, have come to know
floods.

I grew up in southeastern Kentucky and I would tell you that the
security that you buy when you do have a successful flood control
project will change the way you look at life. When I was growing
up we measured time by floods. What were you doing in the 1957
flood? My relatives in southeastern Kentucky no longer do that. My
little cousins, they do not know about floods. They know about high
rivers, but they do not know floods. So this is important stuff.
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Chairman CONRAD. That is very important. All of us who lived
through the 1997 events and the subsequent events know how
critically important they are. Not just in our State but other States
as well.

Thank you very much.

Colonel Ball. Thank you, sir.

Chairman CONRAD. Warren, welcome. Good to have you here.

Mr. JAMISON. Thank you. Good to be anywhere.

Chairman CONRAD. Why don’t you proceed with your testimony?

Again, I want to thank Warren Jamison. You talk about hanging
in there. All those years I would come back and report to the con-
servancy district, and Senator Dorgan and Congressman Pomeroy
and we would tell them, we think we are making progress. You
know, after you have heard that about six, seven times it wears a
little thin. But to have passed last year was, I think, one of the
great moments of my time in Washington, and Warren Jamison
played a central role in the passage of the Dakota Water Resources
Act. Thank you.

STATEMENT OF WARREN JAMISON, MANAGER, GARRISON
DIVERSION CONSERVANCY DISTRICT

Mr. JAMISON. Thank you, Senator. You have been handing out
flowers and bouquets to Mr. Sprynczynatyk and myself, and Mr.
Dwyer, but I cannot let you get away with that without recognizing
that the political leadership of the State, all across the State, was
behind this and that was absolutely essential to our success. But
nobody stood in the center of the maelstrom any more than you
did, sir, and we want to acknowledge that. Nobody worked harder
on the floor than you did. I know that. You and I spent a lot of
time together scratching our head, wondering how in the world we
coii‘ld pull this off, and you deserve a great deal of the credit your-
self.

I also want to acknowledge in the audience is my chairman Rich-
ard Fugelberg. There are a number of members of the board of di-
rectors for the Garrison project. It symbolizes their recognition of
the importance of your work as chairman of this Budget Committee
and the importance of water to the State of North Dakota.

I heard you ask one of the previous witnesses a very tough ques-
tion. You called it a Hobson’s choice. I call them Sophie’s choices.
They are impossible choices and I recognize that. I have grand-
children, as many of you do, and I look in their eyes, their innocent
eyes and I cannot consider the possibility of not fighting the war
on terrorism with everything and every appropriate means that we
have to win, quickly. We have to remove that kind of fear, or at
least substantially reduce it for future generations.

On the other hand, I look at them and the thought of depression
or a return to a dirty 1930s or anything like that is equally as hor-
rible a consideration. So these are two wars that I know that are
difficult to fight on two fronts at the same time but, Senator, I do
not think we have a choice. Not when you look in the eyes of
grandchildren, the future generation, we must fight them both and
we must win.

Important to the economy is infrastructure. Two of the subjects
that you are talking about today, transportation, energy, tele-
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communications, but most importantly, water. If businesses are to
prosper they must have water. We have been in North Dakota
struggling to build a water infrastructure for years. In my experi-
ence with this business in, almost too long now, is that they take
a long time and you have got to keep at it. If you ever let up you
take four steps back so quick you cannot even believe it. So that
is what I wanted to address today.

Overall, the bureau budget, which is where you can have your
impact, for 2003 is $726 million. There is some bragging about the
fact that that was better than last year’s request. But it is also $36
million less than the Congress provided to the Bureau of Reclama-
tion last year, our key agency in water infrastructure in the west.
As you know, we are active members of a coalition called the Invest
in the West Coalition. Nine of the most active groups in the west-
ern United States are active parts of it; the Upper Missouri Water
Users, which Mr. Dwyer will speak to, is one such group as is the
conservancy district.

We have set on a program to bring the bureau budget back to
where it used to be and to a level which has a decent chance of
meeting the current needs. Last year your committee responded
with $150 million of additional money for the Bureau of Reclama-
tion. We are suggesting that we keep that effort up and that an-
other $150 million be added to this year’s budget for the Bureau
of Reclamation so that we can continue to build infrastructure in
the western United States. Not just in North Dakota but other
places in the United States as well have critical needs.

This coalition has been struggling to continue this effort until we
reach $1 billion for the Bureau of Reclamation in a five-year pro-
gram. What I am going to talk about, and relates to Garrison, pat-
terns that strategy very much so, to look at a gradual build-up to
meet the current needs of the Garrison project and North Dakota’s
water needs.

The history of funding for Garrison over the last several years
is indicated on the chart there, runs about $26 million. As you can
see, it is made up of a couple of different items. I do not want to

et into too much detail but overall budget funding running about
%26 million, and the current budget request pretty much follows
that pattern. It is $25.2 million to be exact.

If we continue on that road we are taking four steps backwards.
It simply does not match the current needs of the State of North
Dakota, does not recognize the current authorizations that we just
talked about, in the State of North Dakota in particular. So we
must change that.

There are people in this audience who know that I am going to
recommend that that budget be increased to $45 million and they
want me to tell you it should be $80 million. And they could justify
it. There are people here from Standing Rock, there are people here
from Fort Berthold Reservation and they have been waiting a long
time. Nobody has more severe water needs in the State of North
Dakota than those that are Indian reservations. They have been
waiting to go for a long time, as you know. They would have me
give a much bigger number in this, and others in the audience as
well.
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But I am recommending a $45 million budget next year and then
a continuous effort to ramp it up to eventually an $80 million. Let
me explain why. The bureau budget is made up of three major cat-
egories. If you asked the Bureau of Reclamation to explain their
budget they will spend 30 minutes doing it. I am just going to
break it into three categories.

What I would call a base operating budget. In that are wildlife
programs, funding of the National Resources Trust, operation and
maintenance of existing facilities, some of them in construction sta-
tus, some of them in operation status. In round numbers that oper-
ating budget runs about $20 million.

In that item is operation and maintenance cost, as I said for a
variety of facilities, one of them is for the MR&I systems that are
built on the Indian reservations. It is a relatively modest number
now, but as those systems are built then that number will continue
to increase. That is something that we do need to deal with at
some point. Not today but at some point. That is a continuing prob-
lem that will get worse as time goes on and you need to deal with
it at some point. But today let us just assume that is roughly about
$20 million.

The other two major areas of the project are MR&I funding is the
grant program, as you well know, that is authorized at a 65 per-
cent level. The third area is the Red River Valley. The driver for
these two areas from a construction management standpoint and
from a financial management standpoint are the big projects that
are in there. Now the MR&I program is made up of a variety of
very important projects but they generally run in the $10 million,
$15 million, $20 million level. And they are independent. So you
have got a lot of room to juggle them one against the other and
around the other to match what you can do financially and from
a technical standpoint.

But big projects have a life of their own and you have to recog-
nize that. One such project we are happy is underway, is the
NAWS project, the first phase of which is to bring water from Lake
Sakakawea to Minot. That is a $66 million program of which $45
million, in round numbers, is needed from the Bureau of Reclama-
tion budget. We are delighted that that project is started and we
are happy with your efforts to help that become a reality. They
hope to have a dedication or groundbreaking ceremony very soon.

A project of that size, from an engineering construction manage-
ment standpoint, once started must be pursued vigorously to its
end. To do otherwise creates two problems. First of all, you heard
from a previous witness inflation gets you sooner or later and you
just end up paying a horrible price in increased cost. But perhaps
just as deadly, if you do not keep the project on a good time sched-
ule the part that you install on the last days might not match the
parts that you install in the first days. You create an engineering
problems that sometimes can be very difficult.

It is like building a car and taking 10 years to do it; the bumper
will not match the front end, and you get all done and you cannot
start the car. That could happen with a water project. Some of
these are fairly complex.

So the NAWS project first phase to Minot is scheduled as a five-
year project. I think that is a reasonable expectation and we need
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to pursue that with vigor. As I say, that is $45 million, so you can
see it has a life of its own in terms of being able to fund that.

There are other projects ready to go. There are other projects
that we have taken the risk and through the State water commis-
sion are prepared to advance using other monies that eventually
we will need to repay. So we are doing everything we can to move
these things in a timely fashion.

I want to get to the Red River Valley issue shortly but I also
want to mention on this business, we are very pleased with the
success of the MR&I program. This is a unique Federal—not totally
unique but for the Bureau of Reclamation somewhat unique in that
this is a project where they have turned the planning and engi-
neering over to the local people. That is tough for Federal agencies
to do that. I know, I used to be in one, but it was the right thing
to do. I do not think there is a person in this room who would not
agree that was the right thing to do. It has been a lot of work and
a lot of tension for us, but it has certainly been a good thing to do.
So all of those projects are important even though some of them
are not as big as others.

What it does bring to you though is the incredible patience that
people have to have in development of any water project. There is
hardly a project that has not been done in less than 10 years, and
some a lot longer. NAWS, for example, has been in the planning
stage at least for 15 years. So people have been waiting and wait-
ing, and the longer you make them wait you add another factor
and that is discouragement that it will ever happen. The people
who are planning for an economic future give up thinking, I do not
have any base to build on. So it is important that we do everything
we can to accelerate these projects in a timely fashion.

The next chart I want to point out is the future. If we expect the
projects to be built in a timely fashion, it is my opinion that the
MR&I program needs to build fast in the early years. Now if over
20 years we expect to use up all of the authorizations for MR&I
we could have a lower level of funding. But under the cir-
cumstances we need to first pursue the NAWS project with vigor,
and then we need to position ourselves so that we can handle the
Red River Valley project when it comes on.

Now I am expecting that we should be able to the required envi-
ronmental studies on the Red River Valley in three years, give our-
selves another two years to negotiate repayment contracts, and if
necessary get an authorization or confirmation from Congress that
we have got the right thing. So five years from now we could be
on the doorstep of construction of another very large project. It
could easily be a $200 million project. Again, that is one that we
need to pursue with vigor once started.

Chairman CONRAD. How long do you think it would take—we are
talking now about providing water to the Red River Valley because
we know they are heading for water shortage. We have seen it in
the past. We know because of the population growth there and the
industrial development there that we have got water shortage in
our future. This is part of the dream of Dakota Water Resources
Act was, yes, we have got the State MR&I funds, we have got the
Indian MR&I funds, but we also have money that is reserved to
deal with the water challenge for western North Dakota. We have
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$200 million reserved for that purpose. That is what Warren is
talking about here.

You are saying we have got the studies underway to determine
what are the alternatives. We have already established the water
is needed. That has been established.

Mr. JAMISON. Absolutely.

Chairman CONRAD. Now the question is, how do you deliver that
water? What are the various possibilities of how you deliver water?
You are saying those studies that are underway you would antici-
pate getting in three years? This is what we have talked about in
the past.

Mr. JAMISON. That is correct.

Chairman CONRAD. Then two years would be the time necessary
to negotiate a contract with the various water users if we had that
source available. That is your point?

Mr. JAMISON. That is correct.

Chairman CONRAD. Then what would be the length of time, what
is your best estimate, to complete the project if we had the funding
that we needed?

Mr. JAMISON. Once started the Red River Valley project, I think
it is reasonable to assume that we should plan to construct it with-
in seven years. To take longer than that we run the risk of running
into technical problems in the early designs not matching the latest
designs and we will stretch out—

Chairman CONRAD. Could it be done faster than that in terms of
prudent management of a project?

Mr. JAMISON. I am an engineer. I always say yes to anything like
that. Yes, it could be. Is it wise to pursue it beyond your capacity?
That is a question that we would have to think about a little bit
because there is a point where you can go so fast that you are kind
of ahead of yourself. Seven years I think is very reasonable. I think
it can be done. It certainly could be shortened. How much, I would
be afraid to answer that. That would depend on what the project
is and we do not know—

Chairman CONRAD. I have never actually had a conversation on
that question, how long would that construction take. I must say
I am a little surprised by the length of time.

Mr. JAMISON. Most people are.

Chairman CONRAD. I had in my mind three years so I am really
somewhat taken aback by seven years. I am sure if we got Paul
involved here we could do that closer to three years, could we not,
Paul?

Mr. DIEDERICH. If you can design it, I can build it.

Chairman CONRAD. Go ahead, Warren.

Mr. JAMISON. Senator, just a little bit more on that point. As I
said, a lot of people would like me to say it is a lot shorter and
a lot bigger dollars. But there is a lot of engineering talent in the
North Dakota, but it is not sitting idle either. So suddenly you turn
big projects like this on them, and they are challenging.

The same thing is true of construction contractors. If you happen
to catch them all when they do not have anything else to do then
you are in heaven. But that is not often the case. They are creative
and they figure out how to keep busy. So it is not simply us being
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able to manage it. It is a lot of people that have to be available
with the resources necessary. So that is my point on that.

Anyway, if we suddenly sat around and said, we will just expend
the MR&I program at some level basis until we get to the time
when we are going to start construction of Red River Valley then
we would be asking you a very unpleasant thing. That would be
to suddenly increase the budget by $30 million in order to pursue
the Red River Valley.

So the project outline that we have laid out that is on the chart
there is a gradual ramping up so that we can transition into a Red
River Valley construction program in fiscal year 2008. So that is
why we are starting at $45 million. That is a substantial increase
over the current budget request, and then builds up next year to
$60 million and on up towards $80 million eventually. I could
project it beyond that but I would be kidding you in my abilities
to do that.

So, Mr. Chairman, Senator Conrad, we are in significant need to
begin this process of building the appropriations level and the
budget of the bureau to match the current need and the current
authorizations. There are real people waiting for water and they
have been waiting for a long, long time to get it. It is our plan to
capture real people on interviews and bring them back to your of-
fices in a few weeks so that it is not just somebody like me talking
about it but you can see who they are and hear them explain. You
have got a picture of some of them in the back right behind you.

Chairman CONRAD. You have seen this bottle before. This was
worth about $200 million because we were able to show people in
Washington this is the kind of water our people are condemned to
use in western North Dakota. This is the quality of water. This is
from the Anderson’s place in Scranton, North Dakota. That is the
water that came out of their tap. This is a picture of a child bath-
ing in that kind of water. Anybody who has dealt with that quality
of water knows how awful it is.

What a transformation when we got southwest water pipeline.
What a transformation. All of a sudden we got water like this. That
is the difference it makes in the lives of people. We are talking
about the same kind of thing with the NAWS project. It is going
to just dramatically alter the quality of water that people get in
northwestern North Dakota. That is why Dakota Water Resources
Act was so important because it provides the funding stream for
those types of projects.

Anything that you want to add?

Mr. JAMISON. Just in conclusion I would say, people back east,
inside the Beltway as we say, are aware that it is cold in North
Dakota, and now they have become aware that there is water like
that. They have not put the two together and realized that people
are actually hauling water in that cold water that is like that, just
to have some kind of a water supply. We want to bring that mes-
sage back and help you as we together try to increase this bureau
budget to an appropriate level.

Thank you, sir.

[The prepared statement of Mr. Jamison follows:]
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Mr. Chairman, Members of the Committee;

My name is Warren Jamison, Manager of the Garrison Diversion Conservancy District. Tam
privileged to represent the largest water district this side of the Rocky Mountains. By holding
this hearing, you have provided us with a timely opportunity to educate decision makers on the
impact that the current budget request for Garrison and for the Bureau of Reclamation has on the
effort to fight recession and provide reliable, affordable, quality water supplies to the citizens of
North Dakota. Thank you. -

1 must start by recognizing that this nation is currently in the unenviable position of fighting two
wars at the same time. We cannot look our children or grandchildren in the face and consider
any alternative but to fight the war against the horrific potential of terrorism. We must be able to
tell those children and grandchildren that we are fully committed te not only fighting this war,
but winning it. As bad as terrorism is, the eventual result of a prolonged recession or depression
is as bad, if not worse. If we do not win the war on recession, we will eventually be unable to
wage the war on terrorism effectively, and we will suffer a slow, but certain and agonizing,
demise. We have no choice but to fight to win both wars at the same time.

A strong economy is needed in order to support the defense program. This means we must
continue our programs to maintain our infrastructure. The economy/business sectors depend not
only on infrastructure in the form of transportation networks, communication systems and energy
supplies, but most importantly, water supplies.

DISCUSSION OF OVERALL BUREAU OF RECLAMATION BUDGET

It is important to recognize that the FY2003 budget submission of $726 million for the Bureau of
Reclamation’s Water and Related Resour¢es program is $80 million better than their request for
FY2002. It is still, however, $36 million less than the amount that Congress provided last year,
and $115 million less than has been called for by the “Invest In the West” Coalition, a coalition
of nine western water organizations that are involved in the full array of western water issues.

The “Invest in'the West” goal, one with which I agree, is to raise the Burean’s Water and Related
Resources Budget to $1 billion by the end of FY2005. This is simply a goal to restore the budget
to previous levels. The erosion of the Bureau’s budget during the 90s has created problems
across the west for virtually all of its constituents.

The Bureau of Reclamation reports that they have a $5 billion backlog of projects. The 106th
Congress authorized $2 billion worth of water programs, of which the Dakota Water Resources
Act was a major piece. I would also like to submit, for the record as Attachment 1, a report by
the National Urban Agriculture Council, entitled “Withering in the Desert”, which shows the
Bureau of Reclamation’s budget declining 36% from FY1991 through FY2000. The Investin
the West Coalition believes this modest ramping up of the present budget is necessary and
appropriate in order to restore the program effectiveness of the Bureau and to meet the critical
water needs in the west. Tn addition to the construction backlog, there is also a need to deal with
future operation and maintenance funding needs in the program. This is particularly true in the
operation and maintenance budgets for Native American projects. This element of the budget is
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already in serious competition for construction dollars, as I will briefly ilustrate during my
discussion of the Garrison program.

As you look forward to funding for western water needs and the needs in our own state, [ would
like you to consider one other need that I believe could be addressed in the Bureau budget.
There is a serious need for the Bureau of Reclamation, working with the states and the tribes, to
conduct a water development needs assessment for the western states. We can’t just look at
today when we have a responsibility for tomorrow. We suggest you consider providing some
modest funding to the 17 western states to update their state water plans so a comprehensive
view on future development funding needs would be available to your Committee, as well as the
respective authorizing and appropriations committees. It is a need that hasn’t been addressed.
The Western Water Policy Review Commission examined the issues, but not the funding
necessary to address the current and future issues. I believe this is a vital missing link as
Congress, the Administration and water users provide a vision and opportunities for future
generations.

BUDGET IMPACTS ON GARRISON PROJECT

At this point, I would like to shift to the particulars of the budget as it impacts the Garrison
program and some specific projects within the State of North Dakota. Let me begin by
reviewing the various elements within the current budget request and then discuss the impacts
that the current level of funding will have on the current program.

Attachment 2 shows the funding history over the last six years for the Garrisor Diversion Unit.
The average 1s approximately $26 million. The President’s budget request for fiscal year 2003 is
for $25.239 million. A continuation of that trend is a formula for disaster. The President’s
budget request maintains the historic funding level but ignores the needs of the current programs
and does not keep up with the price increases expected in the major programs as delays occur.
Fortunately, Congress saw fit to provide that the unexpended authorization ceilings would be
indexed annually to adjust for inflation. The proposed allocations to the indexed programs in the
President’s budget totals $6.7 million. If a modest 2% inflation factor is assumed, the increase
will be $8 million for MR&I and $2 million for the Red River Valley phase. Simply put, with
the current request, we will lose ground on the completion of these projects.

This year, the District is asking the Congress to appropriate a total of $45 million for the Project.
Attachment 3 is a breakdown of the elements in the District’s request. To discuss this in more
detail, I must first explain that the Garrison budget consists of several different program items,
For ease of discussion, I would like to simplify the breakdown into three major categories. The
first { would call the base operations portion of the budget request. Attachment 4 contains a
breakdown of the elements in that portion of the budget. This amount is nominally $20 million
annually. However, as more Indian MR&I projects are completed, the operation and
maintenance costs for these projects will grow and create a conflict with a growing request for
actual construction funding.

The second element of the budget is the MR&I portion. This consists of both Indian and non-
Indian funding. The Dakota Water Resources Act contains an additional $200 million
authorization for each of these programs. For discussion purposes, I have lumped them together
and acknowledged that however each program proceeds, it is our intent that each reach the
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conclusion of the funding authorization at approximately the same time. We believe this is only
fair.

The MR&! program consists of a number of medium-sized projects that are independent of one
another. They generally run in the $20 million category. Some are, of course, smaller and others
somewhat larger, but one that is considerably larger is the Northwest Area Water Supply Project
(NAWS). The first phase of that project is underway. The optimum construction schedule for
completion of the first phase has been detenmined to be five years. The total cost of the first
phase is $66 million. Ata 65% cost share, the federal funding needed to support that program is
$43 million. On the average, the annual funding for that project alone is over $8 million. Four
other projects have been approved for future funding and numerous projects on the reservations
are in the final stages of planning. These requests will all compete with one another. It will be a
delicate challenge to balancc these projects with one another. Nevertheless, we believe that once
a project is started, it needs to be pursued vigorously to completion. Ifit is not, we simply run
the cost up and increase the risk of incompatibility among the working parts.

An example of the former would be the certain impact of increased cost of construction over
time through inflation but alse by protracting the engineering and administration costs and
“interest-during-construction” costs.

Another costly example might be that a part used in an early phase may no longer be available
from manufacturers during the last phases. The risk of the two dissimilar parts not quite meshing
in actual operation is, of course, increased when the project is stretched out over a longer period
of time.

The third element of the budget is the Red River Valley (RRV) construction phase, The Dakota
Water Resources Act authorized $200 million for the construction of facilities to meet the water
quality and quantity needs of the Red River Valley communities. It is my belief that the final
plans and authorizations, if necessary, should be expected in approximately five years. This will
create an immediate need for greater construction funding.

This major project, once started, should be pursued vigorously to completion. The reasons are
the same as for the NAWS project and relate to good engineering construction management.
Although difficult to predict at this time, it is reasonable to plan that the RRV project features,
once started, should be completed in approximately seven years. This creates a need for an
additional $30 million as soon as authorized and a repayment contract is signed. Fortunately, the
RRV project start will probably follow the completion of the NAWS first phase and possible
later phases.

Using these two projects as examples sets up the argument for a steadily increasing budget.
First, to accelerate the MR&I program in early years to assure the timely completion of the
NAWS project and then to ready the budget for a smaller MR&I allocation when the RRV
project construction begins.

Attachment 5 {llustrates the level of funding for the two major items, MR&I and RRV. Itis
quickly apparent that if a straight-line appropriation is used for each, that a jolt or funding
disaster will occur in the sixth year. That is when an additional $30 million will suddenly be
needed for the RRV program. It is simply good management to blend these needs to avoid
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drastic hills and valleys in the budget requests. By accelerating the construction of NAWS and
other projects which are ready for construction during the early years, some of the pressure will
be off when the RRV project construction funding is needed. A smoother, more efficient
construction program over time will be the result.

Attachment 6 shows such a program. It begins with a $45 million budget this year and gradually
builds over time to nearly $80 million when the RRV construction could be in full swing (FYO08).
Mr. Chairman, this is why we believe it is important that the budget resolution recognize that a
robust increase in the budget allocation is needed for the Bureau of Reclamation. We hope this
testimony will serve as at least one example of why we fully support the efforts of the “Invest in
the West” campaign to increase the overall allocation by another $115 million in FY2003 and
over time an increase to a total of $1 billion.

Once again, the District acknowledges the difficulty of increasing the numbers in a time of
deficit spending, but can only conclude that these two wars must be fought vigorously and
simultaneousty, We cannot afford to fail at either,

Thank you for giving us this opportunity to appear before the committee today. I would be
happy to attempt to answer any questions you may have.
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WITHERING IN THE DESERT:
THE NEED TO INCREASE THE BUREAU OF RECLAMATION'S BUDGET

Western water interests have been concerned for several years about the downward trend of the Water and Related
Resources Budget of the U.S. Bureau of Reclamation, Department of the Tnterior. The Buresu™s Budget has
decreased more than 36% in ten years going from $899,378,000 in FY91 to $573,612,000 in FY2000. During the
five-year period covered by the tables attached to this report, it was reduced by $106 million.

In order to address the backlog in the Bureau of Reclamation that is discussed later in this report, we suggest a $1
billion a year budget be provided for the Water and Related Resources account in their budget so that important
needs in the West are adequately addressed.

During the time frame of FY91-FY2000, Congress has passed new project and program authorizing legislation for
the Bureau such as the Reclamation Projects Authorization and Adjustment Act of 1992 and projects in the Omnibus
Consolidated and Emergency Supplemental Appropriations for FY2001. Freestanding authorization biils in the
106th Congress totaled 32 billion, giving the Bureau of Reclamation a $5 billion backlog of authorizations to be
incorporated into their Budget. This backlog includes the Title 16 Water Reclamation and Reuse Program and the
California Bay-Delta Ecosystem Restoration Program.

In 1997 the Burcau published its five-year Strategic Plan pursuant to the Government Performarce and Results Act
(GRPA) of 1993, Western water organizations participated in discussions and development of the plan and on the
subsequent Anoual Plans for the Bureau. The Strategic Plan had three primary objectives coupled with eighteen
strategies and five-year goals for each of the strategies. Their mission, in its simplest terms, is broken down as
follows:

A. Manage, develop, and protect associated water related resources;
B. Protect the Environment in the West;
C. Improve business practices and increase employes produciivity.

We do not believe the Bureau should unilaterally redefine its mission. First, its original mission isn’t finished.
Second, defining the mission of a Federal agency is the prerogative of Congress, not the agency itself. In June of
1998, Congress was presented with a report from the Western Water Policy Review Advisory Commission: “Water
in the West: Challenge for the Next Century”. Western water interests concerns with the decline of the Bureau’s
Budget are matched by their concemn of how to address the growth-related issues in the West. As the report notes:

“For the past 15 years, the West has been experiencing the most dramatic demographic changes for any region or
period in the country’s history. Should present trends continue, by 2020 population in the West may increase by
more than 30 percent.”

With that growth is a little recognized fact; The Burcau of Reclamation is about to celebrate its 100th birthday. The
Bureau of Reclamation is responsible for the largest portion of water storage in Federal reservoirs in the West; an
ever-increasing aging infrastructure. Reclamation has sole responsibility for the operation of reservoirs with a total
capacity of more than 119 MAF and shares responsibility for the operation of reservoirs with an additional 16 MAF,
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There are about 133 water projects in the western United States constructed by Reclamation. As a result, the Bureau
of Reclamation’s operation and maintenance budget, just like that of the U.S. Army Corps of Engineers is increasing
at a substantial rate. Just as the backlog of projects needs to be sccommodared, thers is 2 need to recognize the
operations and maintenance budget with future Budget increases.

Attached is a table for F'('s 1996-2000 budgets for each of the major agencies in the Depariment of the Interior. A
of these agencies are funded by the Interior Appropriations Bill. The Bureau of Reclamation is funded by the Energy
and Water Appropriations Bill, which also fonds the U.S. Army Corps of Englneers and the Department of Energy.
However, when viewsd by the Administration and the Dep of the Interior, the Buresu of Reclamation is
included i the Department’s framework for decisions on increases or reductions 10 the overall Department™s Budger
even though it is funded by a different appropriations account.

There is great concern among Western water interests about the downward trend of the Bureau’s Budget. There is 2
general consensus that a minimum of $1 billion a year is needed to address ongeing programs and the growing
backlog of the Bureau. This is necessary for the West to address its growth related issues. Given the lnformation
presented in the attached tables, every agency except the Bureau of Reclamation and the Minerals Management
Service received 2 Budget increase, ranging from $30 million to $500 million during these five fiscal years. The
Bureau of Reclamation has suffered 8 $106 million decrease. We feel a change needs to occur, especially since there
was 2 combined increase of 81.3 billion for these agencies during the FY96-2000 time frame. This time frame
incidentally colncides with the S-year Balanced Budget Agreement where a vast majority of other agencies
programs were being reduced. In addition, Cengress has provided money through Conservation and Reinvestment
Act (CARA)-type programs in the FY2001 budget that, just for the Interior refated budget non-Reclamation
program, amounted to $678 million. This funding is only expected to increase in the future once the actual
suthorizing legislation passes Congress.

There Is also a growing recognition that in the 107th Congress, there Is & strong likelihood of an additional $3 t0 $7
billion of anthorizations being proposed for the State of California. These include new anthotizations for CAL-FED,
a comprehensive water management program for the Santa Ana Watershed, the Salton Sea, and a water
reuse/recycling program for various parts of California, There are also growing program needs in the Pacifie
Northwest with respect to addressing salmon related issues. :

A careful note ngeds to be made about the $3 billion backlog for the Bureau that existed prior to the action ja the
106th Congress. A small portion of that backlog may be reduced as a result of the legislation that passed in the 106th
Congress. For example, the old cost ceiling for the Animas LaPiata (ALP) s in the $3 billion backiog. The
fegislation that passed the 106® Congress for ALP reduced the cost of the project substantially. There are further
examples of features of projects in that backlog that wil likely never get built, but Congress has taken no action to
suggest that they should be modified or deleted.

In addition, a report last year by the firm of Will & Carlson, Inc. - “The Greening of the Bureau of Reclamation:
From Bird Seed to Pistachio Farms to Life on the Bdge” reviewed the Bureau of Reclamation’s budget from FY91-
99 regarding loans, grants and cooperative agreements for less than $2 million. That report indicated during that
period, approximately $750 million had been provided for a variety of activities. The vast majority of these activities
were legitimately related to specific project or program authorizations of the Bureau of Reclamation, as well as
activities directly related to other Federa! requirements and activities, such as the Endangered Species Act and
Indian Water Rights Setilements. Without making 2 value judgment call, there was funding provided for maybe as
much as 20% of this total that might be questionable. Regardless, the information is now available so that Congress,
if they so choose, can decide on whether such activities should continue in the future. It is important to recognize the
dollar amount that is necessary for the environmental challenge for water development to oceur to meet the future
water neads in the West.

In conclusion, with the growth related issues in the West, the backlog of projects, the downturn in the Bureau’s
Budget, the overall increase in almos: all of the other Imterior Agencies, and with the country now in a budget
surplus period, it is time to increase the Bureau’s Budget to a level that meets this challenge. Xt is time to tum the
comer on the funding for the Burean and put it on a course so the West {s not left withering in the desert.

Prepared By: Peter Carlson



197

Vice President for Strategic Planning
The National Urban Agriculture Council

For additional information about NUAC, please see our Internet web site at http://swww.ruac.org.

166th Congress
Bureau of Reclamation Bills/Provisions That Became Law

Reclamation-Wide

Reclamation Reform Act Refunds, Public Law 106-377
Dam Safety amendments, Public Law 106-377
Hawaii Reclamation and Reuse Study, Public Law 106-566

Great Plains Region

Perkins County Rural Water Supply Project, Public Law 106-136
Rocky Boys Indian Water Rights Settlement, Public Law 106-163
Lewis and Clark Rural Water Supply, Public Law 106-246
Middle Loup Title Transfer, Public Law 106-366

Northern Colorado Title Transfer, Public Law 106-376

Glendo Contract Extension, Public Law 106-377

Canyon Ferry Technical Corrections, Public Law 106-377
Loveland Warren Act amendment, Public Law 106-377

Fort Peck Rural Water Supply, Public Law 106-382

Park County land conveyance, Public Law 106-494

Palmetto Bend Title Transfer, Public Law 106-512

City of Dickinson, North Dakota Bascule Gates Settlement Act, Public Law 106-566
Dakota Water Resources Act, Public Law 106-554

Lower Rio Grande, Public Law 106-576

Upper Colorado Region

Central Utah Project Completion Act, Public Law 106-140
Carlsbad Title Transfer, Public Law 106-220

Jicarilla Apache Feasibility Study, Public Law 106-243

Weber Basin Warren Act Amendment, Public Law 106-368
Upper Colorado Fish Recovery, Public Law 106-392

Colorado River salinity, Public Law 106.459

Mancos (Warren Act Amendment), Public Law 106-549
Colorado Ute Settlement Act Amendments, Public Law 106-354

Lower Colorado Region -

Griffith Title Transfer, Public Law 106-249

Ak-Chin Indian Water Rights Settlerent, Public Law 106-285
Hoover Dam Miscellaneous Sales, Public Law 106-461

Yuma Port Authority Transfer Act, Public Law 106~566.
Wellton Mohawk Title Transfer, Public Law 106-221
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Pacific Northwest Region

Deschutes, Public Law 106-270

Minidoka Authorization Ceiling Increase, Public Law 106-371
Chandler study, Public Law 106-372

Nampa and Meridian Title Transfer, Public Law 106-466
Cascade Reservoir Land Exchange, Public Law 106-493

Bend Feed Canal, Public Law 106-496

Salmon Creek Studies, Public Law 106-499

Fish Screen, Public Law 106-502

Mid-Pacific Region

Sly Park Title Transfer, Public Law 106-377

Solano Project Warren Act amendment, Public Law 106-467
Sugar Pine Title Transfer, Public Law 106-566

Clear Creek Title Transfer, California, Public Law 106-566

Colusa Basin, California, signed 12/23/00, signed 12/23/00, Public Law 106-566

City of Roseville, CA, signed 12/23/00, Public Law 106-554
Truckee Water Reuse Project, Public Law 106-554
Sacramento River study, Public Law 106-554

Klamath studies, Public Law 106-498.
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Garrison Diversion Unit
Funding History
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FY97 FY'® FY'9% FY(00 FY0l FY'(@2




200

ATTACHMENT 3

JUSTIFICATION FOR $45 MILLION GDU APPROPRIATION
FY 2003

Northwest Area Water Supply is cleared for construction after 15 years of study and
diplomatic delay. Construction of first phase is estimated to be $66 million.

Designs are based on a five-year construction period, thus, $12 million is needed for
NAWS alone. Indian MR&I programs should be approximately the same.

McKenzie County, Ramsey County expansion, Tri-County and the Langdon-Munich
phase will be ready but may be funded from carryover of existing appropriations.

Red River Valley special studies are behind schedule and need to be accelerated.

OPERATION AND MAINTENANCE OF INDIAN MR&I SYSTEMS PLUS
JAMESTOWN DAM $ 4 million

BREAKDOWN OF $45 MILLION CONSTRUCTION REQUEST

‘ Operation and Maintenance of existing Supply system $ 5 million

Wildlife Mitigation & Natural Resources Trust $ 4 million
Red River Valley Special Studies and Env. Analysis $ 4 million
Indian and non-Indian MR&I $20 million
Indian Irrigation $ 3 million
Recreation $ 1 million
Underfinancing 9.5% $ 4 million
Total for Construction $41 million

Grand Total $45 million
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ATTACHMENT 4

ELEMENTS OF THE BASE OPERATIONS PORTION OF THE
GARRISON DIVERSION UNIT BUDGET
FY 2003

1) Operation and Maintenance of Indian MR&I systems .
and Jamestown Dam $ 4.5 mill

2) Operatibn and Maintenance of Existing GDU facilities $ 5.0 mill
3) Funding of Natural Resources Trust and

remaining Wildlife Mitigation Programs $ 4.0 mill
4} Indian Irrigation $ 2.5 mill
5) Recreation $1.0mill
6) Underfinancing at 9.5% $ 4.0 mill

Total $21.0 mill



202

Millions of Dollars
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Remaining MR&I Ceiling Based on a $25 Million Appropriation for the
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Chairman CONRAD. Thank you. Thank you very much.

Next we will go to Mike Dwyer. Let me again say to Mike who
much I appreciate what you have done. As I indicated earlier, at
a critical moment in the Dakota Water Resources Act, it was
very—frankly, everything was at risk because holding the coalition
back here together was extremely difficult. Nobody did a better job
of helping do that than Mike Dwyer, the executive vice president
of North Dakota Water Users. Welcome.

STATEMENT OF MIKE DWYER, EXECUTIVE VICE PRESIDENT,
NORTH DAKOTA WATER USERS ASSOCIATION

Mr. DWYER. Thank you, Senator Conrad. I think you are gen-
erous in your compliments but I too, like Warren, want to thank
you for being such a champion for water in North Dakota. Warren
said he was glad to be anywhere. Usually what he says is, wher-
ever you go, there you are. I feel that way too.

I have testimony that addresses the various water infrastructure
needs that we have, rural water, people hauling water and using
the kind of water quality that is unfit for human consumption, ad-
dresses the Devil’s Lake situation, the Grand Forks flood, Grafton,
Wahpeton, the Missouri River. I would like to not go through all
of that testimony because it has been talked about here and would
be a little bit repetitive. But the testimony can be entered for the
record and it does state the need that we have in those various
areas.

But what I would like to do is just draw your attention to the
front page of my testimony. Before I begin I would like to acknowl-
edge the presidents of three statewide water organizations that are
here, and Dave, maybe yours is here too. I am not sure. But Loren
Zimmer is president of the North Dakota Waters Users Association,
Glen McCrory is president of the North Dakota Water Resource
Districts Association, and Herb Grenz is the chairman of the North
Dakota Irrigation Caucus.

Chairman CONRAD. Thank you all. Thanks for being here. We ap-
preciate very much what you do and we appreciate all the effort
that you extend to have a water future for North Dakota that is
much better than the past.

Please proceed.

Mr. DWYER. I write the editorial page for the North Dakota
Water magazine most months and one thing that I have mentioned
many times is I have six children and the oldest is just a senior
in college now and I would like them to have an opportunity to stay
in North Dakota if those opportunities present themselves. We cer-
tainly want them to have the freedom to live wherever they choose,
but if North Dakota is it we would feel bad if they could not make
North Dakota their home simply because the opportunities were
not here.

Water infrastructure is key to that. Water infrastructure, wheth-
er it be the flood control, whether it be the water supply, whether
it be the Missouri River management, whatever it might is just
critical. And you have been such a champion for that.

But if you look at the front page of the testimony that I have
what I would like to emphasize is that when you present the needs
that have been outlined here today you can state with certainty
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and resolve that you have North Dakota behind you in seeking to
meet those needs.

The North Dakota Water Coalition, which the North Dakota
Water Users is a member of, consists of about 30 statewide and re-
gional organizations that were formed for one purpose, and that is
to complete North Dakota’s water infrastructure for economic
growth and quality of life. If you look at the organizations that are
listed on that front page you will see that we have the Associated
General Contractors, we have all of the major cities, we have the
Economic Development and Greater North Dakota Association, the
county commissioners, the Association of Rural Electric Coopera-
tives, the Education Association, the farm groups, the water orga-
nizations and the Three Affiliated Tribes.

This morning we met and we endorsed the funding plan that
Warren has presented to you on the Bureau of Reclamation. We en-
dorsed a funding plan for the yellow sheet that you have on your
table there. It is broken into three categories. One is the flood con-
trol needs. You asked the colonel about the Grand Forks request
of $75 million or the capability of $75 million, and Grafton, Fargo,
and Wahpeton. We have not only fiscal year 2003 set forth there
but also other years, outyears, and some of the totals.

We have the Devil’s Lake outlet there. I do want to mention that
with Devil’s Lake it is not just the outlet and the levee. They have
a water supply issue where their water supply is under the lake.
It is underwater, so if there were to be a break in that system they
would simply be out of water. So that is a critical need that is not
addressed in any budget currently.

Then the Missouri River. Much of the attention is addressed to-
ward the master manual, but if the proposal that North Dakota
and other States are supporting is adopted there is going to be ad-
ditional bank stabilization and bank protection issues that arise.
That is often the forgotten child of the Missouri River, so to speak.
But we would like to see the Omaha division of the corps provide
greater attention to the bank issues that you have certainly been
involved in trying to address.

Chairman CONRAD. Can I just stop you there and say I want to
get this point into the record before we lose it. I would hope this
spring that we would invite together the head of the Omaha dis-
trict to go with us on a trip along the Missouri and review the
issues that we have been pointing to in the past. As you know, we
had passage of legislation to begin to deal with the sedimentation
problem on the Missouri. That requires funding. You have got here
$2.5 million a year.

Mr. DWYER. For a 10-year period.

Chairman CONRAD. For a 10-year period. That is a $25 million
commitment and that is roughly in line with what we have identi-
fied in the past as what we should be doing. I would hope that you
would join with me in an invitation to the Omaha district to come
here this spring or perhaps early this summer and go up to some
of the spots that we have identified and try to get a commitment
from them. Would you be willing to do that?

Mr. DWYER. Absolutely.
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Chairman CONRAD. One other thing that I noticed here was this
Fargo southside project. Now there is $14 million in 2004. What is
that? And 2005 as well.

Mr. DWYER. Senator Conrad, I have some comments in my testi-
mony on that and the representatives of the city of Fargo are here
and could address that in more detail if you would like.

Chairman CONRAD. I think we should get that into the record on
the southside project. Pat? Why don’t you identify yourself for the
record.

Mr. ZAVORAL. I am Pat Zavoral. I am city administrator for the
city of Fargo. As you know, in 1997 we were at risk from overland
flooding from the Wild Rice River, which comes in south of Fargo,
as well as the Red River. We have had an engineering study that
has been underway since then with Moore Engineering. What has
transpired is that initially we thought it was about a $20 million
project. There were some funds that were available through the
State and FEMA. What we discovered is that if we want to do the
job right and protect the people on the wrong side of the dike that
the project is going to be in the $35 million to $40 million range.

Chairman CONRAD. That is what kind of stopped me when I saw
these numbers because they are bigger numbers than were in my
head for that project, and I knew something must have happened.

Mr. ZAVORAL. So what we would like to do, it has become such
a magnitude that we would like to have the corps take a look at
it and include it in their funding.

Chairman CONRAD. Yes, that is a big number. This is to deal
with closing the back door.

Mr. ZAVORAL. That is correct.

Chairman CONRAD. Because you have got flooding threat from
the river. You have also got flooding threat coming back from the
other direction.

Anything else that you want to add, Mike?

Mr. DWYER. No. In conclusion, certainly all of North Dakota will
benefit from funding that assures adequate water supplies. You
mentioned the southwest pipeline and what it has done for that
area. We have the same need in the NAWS area and southeast,
northeast, some of the rural water areas. The failure to fund the
critical water needs in our State would jeopardize not only our eco-
nomic growth but our quality of life.

So we appreciate your support and on behalf of the water coali-
tion and all the groups that have endorsed the bureau and for
funding recommendations we will support you in every way that
we can.

[The prepared statement of Mr. Dwyer follows:]
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Testimony of
Michael Dwyer
Executive Vice President
North Dakota Water Users Association
Before Senate Field Budget Hearing
February 20, 2002

l. INTRODUCTION

Senator Conrad, thank you for the opportunity to talk to you today about the critical
water needs in North Dakota. My name is Mike Dwyer and | am the Executive Vice
President of the North Dakota Water Users Association. | am speaking today on behalf
of grassroots water users and members across North Dakota, We currently have more
than 1,000 members representing individuals, businesses, water districts, irrigators and
companies across our great state of North Dakota.

The North Dakota Water Users has joined together with other statewide and regional
organizations to form the North Dakota Water Coalition, which is a coalition of regional
and statewide organizations in North Dakota that have come together for the purpose of
completing North Dakota's water infrastructure for economic growth and quality of life.

The North Dakota Water Coalition has adopted a federal funding plan for both the
Bureau of Reclamation and the Army Corps of Engineers to meet North Dakota's water

needs. The Water Coalition includes the following groups:

Associated General Contractors of North Dakota
BOMMM Joint Water Resource Board
Cass County Joint water Resource Board
City of Bismarck

City of Devils Lake

City of Dickinson

City of Fargo

City of Grand Forks

City of Minot

City of Williston/Upper Lake Sakakawea
Planning Co.

Devils Lake Basin Joint Board

Eastern Dakota Water Users

Economic Development Association of ND
Garrison Diversion Conservancy District
Greater North Dakota Association

ND County Commissioners Association

North Daketa Association of Rural Electric Coop.

North Dakota Atmospheric Resource Board
North Dakota Education Association

North Dakota Farm Bureau

North Dakota Farmers Union

North Dakota Irrigation Caucus

North Dakota league of Cities

North Daketa Municipal Bond Bank

North Dakota Rural Water Systems Association
North Dakota State Water Commission

North Dakota Water Resource Districts
Association

North Dakota Water Users Association

North Dakota Weather Modification Association
Red River Joint Water Board

Souris River Joint Water Resource Board
Southwest Water Authority

Three Affiliated Tribes

West River Joint Water Board
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Government does a better job of responding to disasters than it does in preparing for
those situations in advance. Those of us involved in water in North Dakota can easily
see that we are facing critical water shortages across our state in the future, particutarly
in eastern North Dakota. We can also see those people who simply do not have
enough water today, We also can see those areas where the water quality is not fit to
drink. it Is for these reasons that there is such strong and broad-based support in North
Dakota for funding of the federal share to address our water infrastructure needs.

Our greatest need is to provide the ditizens of the Red River Valley with a long-term

water supply. This includes citizens who live in our neighboring state of Minnesota.

We also have a critical need to provide a water supply to our indian reservations, and to
other areas across our state where there is either no water or the water is of such poor
quality it is unsuitable for human and animal use. '

Unless you toil under the necessity of hauling water for human use, or unless you
simply put up with the consequences of water that is unsuitable for human use, it is
hard to envision the need to complete a water supply infrastructure.

We must find the best solution for a dependable, affordable, and safe water supply for
current and future generations of Nerth Dakotans. Doing so means the delivery of
water from the Missouri River throughout the state. This can be done with projects
such as the Southwest Pipeline, the Northwest Area Water Supply project, the Garrison
Diversion to eastern North Dakota, as well as numerous smaller projects for cities and
rural areas all across the state. Furthermore, and as important, completing these

projects will allow North Dakota to protect its valuable Missouri River water rights.

We also have critical needs for flood control, recreation, water supply, bank stabilization
and fish and wildlife in every water basin in the state.

One critical water management need facing the staie is the tremendous flood problem
at Devils Lake. Local, state, and federal officials have cooperated to find solutions to.
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relieve the flooding, which have caused more that $300 million of damages since June
of 1993. Solutions include infrastructure protection, upper basin management, and an
outlet to the Sheyenne River. Downstream impacts are being addressed on the
Sheyenne and Red Rivers, and plans for mitigation are being developed.

Everyone must cooperate tc meet the challenge of providing safe, affordable, and
reliable water to our citizens, and to address our water management needs. There are
problems ocecurring in all corners of the state and there is agreement that cities, rural
areas, agricultural inferests, conservaﬁoﬁists, and water managers can solve these
problems working together. However, federal funding is critical.

Today we have divided our testimony into two parts. Warren Jamison will address
federal water funding needs for the Bureau of Reclamation, and 1 will address federal
water funding needs for the Army Corps of Engineers.

ll. BUREAU OF RECLAMATION

Testimony of Warren Jamison

fil. CORPS OF ENGINEERS

Besides water supply, we have critical water management and flood control needs
which require federal assistance. These needs include Devils Lake, Grand Forks and
Red River flood control, Missouri River management and bank protection, and other

[

needs.

A.  Grand Forks Flood Protection Project General Information and
Funding Needs

The Grand Forks/East Grand Forks Flood Protection Project was authorized by the
federal government in December of 1988. It is designed to protect both cities from
floods of a similar magnitude to the 1997 disaster, which caused billions of dollars in
damage and forced the evacuation of almost 60,000 residents. The Grand Forks
portion of the project consists of 13 miles of levees and floodwalls and a small diversion
channel. The total project is currently estimated to cost $410 million. Construction
began in 2000 and Is scheduled for completion in December of 2004.
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The need for the project is evident not only from the 1997 catastrophe, but also from
the areas long history of flooding. Community officials plan for and wage a flood fight
every year, sometimes at great expense. For example, the 2001 flood fight and
cleanup cost an estimated $3 million for the two communities and predictions at one
point called for a crest only 4 feet lower than the 1997 disaster. Although weather
patterns changed and the actual crest was several feet lower than that, much work had
already been done in anticipation of the higher water. In the last 10 years, the Red
River has exceeded flood stage 9 times, requiring some kind of flood fight effort.

The psychological effects of these flood fights on the community cannot be
underestimated. After the 1997 flood, there was an increase in violence in the
community, as residents tried to deal with the intense emotions of losing their homes,
belongings, and/or sense of security. Agencies reported a 30 percent increase in
domestic violence and a 40 percent increase in the number of protection orders
obtained. Hundreds of families also emptied out their basements in 2001, fearful of the
rising water. The new protection system is crucial in re-establishing a sense of security
for residents.

Also crucial fo residents’ well-being is completing the project as soon as possible. The
project is currently scheduled for substantial completion in December of 2004, although
this timetable is highly dependent on adequate annual federal appropriations. In order
to meet the December 2004 substantial completion date, the project needs a federal
appropriation in fiscal year 2003 of approximately $75 million. The schedule was set in
the hope of completing the project before FEMA remaps the 100 year flood plain in the
Grand Forks/East Grand Forks area. Early indications are that the new 100 year flood
plain would include thousands of new properties, forcing residents to pay millions more
dollars in flood insurance. Local officials are seriously concerned that this will cause
severe economic hardship for many businesses and families, who must pay
approximately $77 miliion in special assessments and property and sales taxes for the
local share of the permanent flood protection project. In addition, many Grand Forks
families and businesses are still paying off loans from the community ' s previous
disasters. According to the SBA Office of Disaster Assistance in Washington D.C.,
there are still 2,909 total loans outstanding from Grand Forks and the surrounding
counties affected by the flood disaster declarations since 1997 with a total of $31.5
million stili to be paid.

The benefits of completing this project by December of 2004 extend not only to the
local community, but also to the state and federal governments as well. Not only is
Grand Forks the third largest city in North Dakota and an important economic
generator, but the state has millions of dollars in buildings and property in the
community - most notably in the University of North Dakota, the state's largest
institution of higher learning. Protecting these investments is part of the reason the
state is helping to fund the permanent project. The federal government benefils as
well, since the city receives federal assistance for many of its flood fights. After the
1997 disaster, the city received approximately $500 million in FEMA disaster assistance
funds and another $171 million in Community Development Block Grants to heip try
and rebuild what was lost. Protecting Grand Forks as soon as possible will save local,
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state, and federal dollars.
B. Funding for Emergency Water Source and Treatment for Devils Lake

1. Water Supply.

In the past decade, the cily of Devils Lake has faced many challenges resulting from
the flooding of Devils Lake. Responses to these challenges have included the
construction of a levee to protect infrastructure, raising of roads to maintain adequate
transportation routes, relocation of hundreds of homes and abandonmentirelocation of
numerous utilities. The rising lake is now threatening the city’s drinking water supply.

The city of Devils Lake currently owns and operates an 80-acre well field located on the
Spirit Lake Nation approximately 18 miles southeast of the city. Water is pumped
through a single 16-inch transmission pipeline from the wells to a storage reservoir in
the southeast part of the city. Approximately one-third of this transmission pipeline is
currently covered by the rising waters of Devils Lake. included within the six miles of
flooded transmission line are numerous gate valves, air relief valves and blow-off
discharges. Due to the significant amounts of water over these valves (many are
submerged by 25 feet of lake water) and the difficulty of locating leaks undemeath the
lake, a failure of any portion of the system underwater would result in a loss of water
supply to the city for an indefinite period of time.

This threat is very real. The transmission line has been in service for over 40 years,
thereby leaving it susceptible to leaks and other maintenance challenges. Much newer
water systems in the area have experienced several valve failures due to corrosive soils
eroding bolts holding the valves together. Since the transmission pipeline is normally
operated under relatively low pressures and is under considerable depths of water in
some locations, even a relatively minor leak could cause significant alarm as the
pressure differential between the interior and exterior sides of the pipeline could allow
untreated saline lake water to enter the city' s potable water supply.

Though the inundation of the city's transmission line poses an immediate threat to the
city, a recently finalized and anticipated stricter regulation of Arsenic and Radon will
force the City to implement appropriate treatment technology to maintain compliance
with the Safe Drinking Water Act. A recent leve! of Arsenic detected within the city's
drinking water was 40 ppb. This leve!l will need to be reduced to below 10 ppb by
January 2006 to remain within compliance.

The city is also concerned about the jong-term viability of its current water source. The
Spirit Lake Nation has developed a well field in the vicinity of the city’s wells and
additional funding is anticipated in the near future to increase the Spirit Lake Nation well
capacity to meet the demands of their expanding rural water system. There is some
soncern as to whether the Warwick Aquifer would be able to provide an adequate water
supply to both entities during extreme drought conditions. Depending on the ensuing
nterpretation of water appropriation and sovereign nation legislation, the city of Devils
.ake may not have an acceptable level of water supply protection to meet its needs in
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the future.

in response to these challenges the city is working with the State Water Commission to
identify potential alternative sources for its water system. Preliminary estimates for new
water source development and treatment is near $30 million. Last year the city
submitted a project ranking questionnaire to the ND Department of Health for
enlistment on the Intended Use Plan under the Drinking Water State Revoiving Fund
(DWSRF) program. Due to the critical nature of the project, the city is ranked first on
their project priority list.

The city of Devils Lake is requesting assistance to secure emergency appropriations
and/or grant funding to reduce the local financial burden of providing a reliable potabte
water supply to our community. Without a significant amount of emergency or grant
funding, the city of Devils Lake cannot reasonably afford the level of debt associated
with sufficiently meeting its current water system challenges. Pending the development
of adequate funding, the city has planned to commence with the final design and
bidding phases in 2002 with construction taking place in 2003 and 2004.

2. Flooding/Devils Lake Outlet

This testimony will not further address the critical flooding problems created by Devils
L ake water levels. This is not a one-time spring flood, but a permanent ongoing
disaster, We are disappointed that the Presidents budget did not include funding for a
permanent Davils Lake outlet, and our finding plan recommends that this funding be
provided.

C. Missouri River

1. Misseuri River Concept/Comprehensive Plan

in 1998 the Missouri River Coordinated Resource Management Program was
established. This program brought together the Missouri River stakeholders to discuss
issues related to the North Dakota reach of the river. One of the results of numerous
meetings was the identification of a need for a comprehensive plan for the Missouri
River corridor. The first phase of this effort is the development of a concept plan. This
effort is now underway at an estimated local cost of $60,000. When the concept plan is
completed and with the concurrence of the Morton, Burleigh, Oliver, Mcl.ean and
Mercer counties, a full comprehensive plan will be developed.

The BOMMM Joint Board and the North Dakota Water Education Foundation are
coordinating this effort with the five counties. Funds in the amount of $600,000 will be
required to complete a full comprehensive plan. The plan, when completed, will guide
future development, conservation/historic easements, and bank protection measures
atong the Garrison reach of the Missouri River to prevent a loss in economic,
agriculture, aesthetic, environmental, recreational, and natural resource values of the

river.
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2. Missouri River Geographigal Information System

In April 1998 the Misscuri Assessment Program (MAP) Technical Group, which is & part
of the Missouri River Coordinated Resource Management Program, issued a report
outlining assessment needs for the Missouri River corridor. This report identified the
need for a Geographical Information System to provide baselines to monitor effects of
development activities in the river corridor. Presently many agencies are developing
data. As an example, the Natural Resources Conservation Service is developing soils
data layers, the U.S. Fish and Wildlife Service wetland layers, Burleigh and Morton
County 100-year - 500-year flood plain, the Department of Transportation the roads
layers. '

The State Water Commission and the North Dakota Information Technology
Department are presently setting up a data storage hub. They have assisted the
BOMMM Board and the North Dakota Water Education Foundation in setting up a web
site at www.swo state nd.us where eventually all the Missouri River corridor data can be
easily accessed through Missouri River special projects. Funds in the amount of
$500,000 to $750,000 are needed to complete the GIS efforts in the areas of digitizing,
equipment, staffing, and storage, and to provide easy access to the public via the
internet.

3. Seclion 33 EIS.

Funding in the amount of $600,000 is needed to complete the environmental impact
statement on cumulative impacts of bank stabilization measures. We urge that his EIS
be completed in FY 2003 so that we can again begin to address serious bank erosion
problems aiong the Missouri River. We also urge that Section 33 be amended so that
the Corps does not eliminate all bank protection measures based on its economic
evaluation of such measures, )

4, Missouri River Bank Stabilization

Bank erosion and stabilization is a major issue on the Missouri River corridor. The
stakeholders have worked on this issue through the CRMP Vision Group and the MAP
Technical Group. The negative effects of this erosion are numerous and varied. The
delta buildup on the Oahe reservoir, the negative effect on the Bismarck-Mandan flood
slain, the loss of high bottomland, the loss of hydroelectric generation, and the negative
affect on recreational boating and fishing are all examples of concern.

“unds are needed in two areas. First, a bank stabilization demonsiration/study site.
Second, the stabilization of other critical erosion areas along the Missouri River. The
VAP Technical Group has been working on identifying a demonstration site and
Jeveloping the study perimeters. The project installation cost and ongoing monitoring
and reports are estimated to cost $1 million. This effort will provide more insight on the
wumulative effects of bank stabilization.

Sedimentation is a major problem throughout the Missouri River system. The Corps of
Zngineers December 2001 "Missouri River-Fort Peck Dam to Ponca State Park
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Geomorphological Assessment Related to Bank Stabilization” provides an excellent
insight to the degree of erosion and its effects.

IV. CONCLUSION

Al of North Dakota will benefit from funding that assures adequate water supplies to
areas in need. Failure to fund critical water needs in our state will jeopardize our

economic growth and our quality of life.

We respectfully request your support for additional federal funding for the Bureau of
Reclamation and the Corps of Engineers for the federal share of the critical water

supply and water management needs we have outlined in our testimony.
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Chairman CONRAD. I appreciate that very much. Just for those
who are here, the numbers that are on this yellow piece of paper
are in three broad categories: Federal flood control funding needs.
The total for the next five years is $216 million just in those areas.
I can tell you this is not—sometimes you come to these hearings
and sometimes you are sitting in the audience and wonder, are
these guys just making up numbers, or is this people asking for
huge amounts of money hoping to get half as much? That is not
the situation. I can tell you the biggest chunk of that, $150 million,
is for Grand Forks.

Judy, have you inflated these numbers?

Ms. DEs HARNAIS. No. That is the numbers as they have been.

Chairman CONRAD. So you are not just putting in some wish list
here, Colonel Ball?

Colonel Ball. No, sir. Sir, from experience, and you have more ex-
perience in this than I do, we normally come back to you and say
we need more money rather than—we asked for this, you gave us
only this much.

Chairman CONRAD. So that is not low-balling here. I want to
make this very clear for the record. Your answer on the record is
you need $150 million to complete the work at Grand Forks.

Ms. DES HARNAIS. The remaining right now of Federal funds is
$94 million. $150 million was the total but we already had some
money this year, so the whole need is $94 million right now.

Chairman CONRAD. Grafton, what is the total five-year need
there? $24 million here.

Let us go back to Grand Forks. If we get $75 million this year
we would be pretty close to being done.

Ms. DES HARNAIS. Let me back up. The $30 million is in addition
to the $94 million.

Colonel Ball. Yes, it is in addition. We say $94 million on top of
the $30 million we have already got. So if we get another $45 mil-
lion to bring us to $75 million in 2003, then we would need I think
$45 million the next year and we expect another $20 million to $25
million on top of that. So probably another $70 million in 2004.

Chairman CONRAD. So let us make very clear here. I do not want
any confusion in the record here. How much additional Federal
money do you need to complete Grand Forks?

Colonel Ball. $45 million in 2003, which we have the capability—

Chairman CONRAD. $45 million on top of the $30 million.

Colonel Ball. On top of the $30 million, yes, sir.

Chairman CONRAD. Let us use totals because—

Colonel Ball. Okay, sir, $75 million.

Chairman CONRAD. $75 million for 2003.

Colonel Ball. Using the approved construction estimate in 2004
we would need another $45 million. However, because projects or
bids have been coming in high the estimate is it is another $25 mil-
lion on top of that. So 2004 we are looking at $70 million.

Chairman CONRAD. So now we are up to $145 million. Then be-
yond that?

Colonel Ball. That finishes the project as I understand it.

Chairman CONRAD. So $145 million.

Let us talk about Grafton. What is your five-year cost there? On
this sheet it has got $24 million. What is your five-year estimate
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there? When I go back there I want numbers that are absolutely
gold-plated. I do not want anybody coming in the back door and
saying, Conrad is up to his old tricks here, high-balling it and then
negotiates down. I want numbers here that—

Colonel Ball. Total estimated Federal cost, sir, is $22.45 million.

Chairman CONRAD. $22.45 million.

Colonel Ball. The balance that we need, realizing there is noth-
ing in 2003, is $21.314 million. That is what we need totally from
Federal to complete the project.

Chairman CONRAD. Fargo; I do not think that—

Colonel Ball. Sir, I do not have anything on Fargo, but—

Chairman CONRAD. —it is fair to ask you at this point because
we just got new information here. Thank you, Pat. Thank you for
being here, and thank you for giving that to us because we have
got to put that into these overall assessments.

Wahpeton, I have got a number of $5.4 million.

Colonel Ball. I am going to have to defer to Judy on that. That
is in a Section 205, sir. I think that sounds familiar but I am going
to have to let Judy—

Ms. DEs HARNAIS. I do not know that we have a full sheet of the
needs. I know that next year’s need is $2.7 million.

Chairman CONRAD. $2.7 million?

Ms. DES HARNAIS. Yes.

Colonel Ball. Which brings us to $5.4 million.

Ms. DES HARNAIS. No, that is the total for 2003. I do not know
what 2004 is.

Chairman CONRAD. We have got here $3 million for 2004.

Ms. DEs HARNAIS. That sounds about right but I do not have the
number.

Chairman CONRAD. Maybe you can get back to me with those
things.

All right, the others, the Devil’s Lake outlet, those numbers we
agree on. Devil’s Lake water supply. Have you got those numbers?

Colonel Ball. No, sir, I do not have anything on that.

Ms. DES HARNAIS. We have not got a budget right now. That is
a proposed—

Chairman CONRAD. Joe is here.

Mr. BELFORD. The city engineer is here.

Chairman CONRAD. Good. Why don’t you introduce yourself for
the record?

Mr. GRAFSGAARD. Good morning, Senator. Mike Grafsgaard, city
engineer. A $30 million estimate is an estimate that was put to-
gether based on water supply for the city and water treatment.

The city currently has really three big issues with its water sup-
ply, the first issue being the water transmission line. It is over 40-
years-old and underneath up to 25 feet of Devil’s Lake water. Now
within that transmission line, six miles of which is underneath the
lake, we have numerous gate valves and blow-off discharges. If any
of them were to fail the city would lose its water supply. That is
the big issue. That is the emergency nature of the project.

Now we are looking at obtaining money through FEMA, really
anywhere that the funding could come from. It was placed in with
the corps budget.
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The next issue we have is 2006, the arsenic rule. The last test
the city ran was—

Chairman CONRAD. Let us not deal with that at this moment, if
you do not mind, because that is—I do not want to deal with that
because that is a more general issue that applies to all cities. I
want to deal with the specific needs of Devil’s Lake and get those
on the record. You are talking how much, dealing with this cir-
cumstance where we have got the lines underwater? Were those
lines underwater initially or have they been flooded subsequent?

Mr. GRAFSGAARD. No. A very small portion was underneath the
lake prior to 1993.

Chairman CONRAD. How much—that is my recollection, there
was part of it—

Mr. GRAFSGAARD. A very small portion. Less than half a mile.
One valve that I know of was underneath at that time. That valve
was sealed off so it was taken care of. Subsequent to 1993 with the
25-foot rise in Devil’s Lake we have inundated the six miles.

Chairman CONRAD. What is the cost to deal with that problem
alone?

Mr. GRAFSGAARD. Just the transmission line issue? We were
looking at about 25 miles of transmission pipeline, about $10 mil-
lion.

Chairman CONRAD. What would happen if that line failed cata-
strophically?

Mr. GRAFSGAARD. The only backup supply the city currently has
is a rural water system that is adjacent to the city. We could get
about one-third of our average daily demand from the rural system.
Currently the city is going through about 1 million gallons per day.
We could get about 350,000 per day from the rural system.

Chairman CONRAD. So what would we have done? If you got a
phone call 10 minutes from now that said the line went, what
would you do, besides call the rural folks?

Mr. GRAFSGAARD. I would call you, Senator. [Laughter.]

Mr. GRAFSGAARD. Realistically, we would have a severe water re-
striction, looking at going from 1 million gallons—

Chairman CONRAD. It is one thing to get two-thirds of your water
supply, but one-third there is no way you can deal with that I as-
sume.

Mr. GRAFSGAARD. One thing I want to emphasize, Senator, is I
used to work for a rural water system in the area, the one that we
could get the water from. In my one year there we had to repair
up to a dozen valves because of the corrosiveness of the soil. It eats
the valves, eats the bolts, and they fail. If that were to happen in
the city’s instance that is all it would take.

The pipeline itself may last for a long time. It is all the valves
that can really cause a problem for the city.

Chairman CONRAD. Joe, did you want to add something?

Mr. BELFORD. I was just going to add on the water issue, our
hospital put in 30,000-gallon tanks. One is filled with water and
the other is for sewage, in case of a major emergency. That was at
quite a cost to them.

Chairman CONRAD. Mike, anything more that you wanted to say?

Mr. DWYER. Thank you very much again for holding this hearing.
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Chairman CONRAD. I think it is an important hearing because in
these next few weeks, very few, the Congress is going to have to
write a budget and we have got to make some very important deci-
sions here about what the level of funding is for these areas of in-
frastructure. I think most people in the country would say top pri-
orities for funding would be education, health care, and these fun-
damental infrastructure things. That I think would be most peo-
ple’s priorities.

You have got to be able to move around the country. You have
got to have safe, clean water supplies. You have got to deal with
the education of our children. You have got to deal with the health
care needs of people, in terms of domestic priorities.

Obviously our first obligation is to defend this nation. We have
got to protect the country after this sneak attack on September
11th. That means we have got to add to defense expenditures. That
means we have got to add to homeland security in a very signifi-
cant way. I think most Americans would clearly support that.
These are other matters of security, economic security certainly,
and they deserve our attention.

Joe, did you want to add anything else?

Mr. BELFORD. Senator, just a brief—

Chairman CONRAD. Why don’t you identify yourself for the
record, too?

Mr. BELFORD. Joe Belford, Ramsey County commissioner and
chairman of the Lake Emergency Management Committee. Just for
the record again, we would like to thank you and your colleagues
for all the help that you have given the Devil’s Lake area. We are
far from done.

I would like to discuss the need for relief from the flooding that
has plagued the Devil’s Lake region and northeastern North Da-
kota since 1993. Actually, Devil’s Lake has steadily risen since the
late 1970s but the most pronounced increase and the most dam-
aging has occurred since 1993.

While there has been some debate as to the cause of this growing
disaster, scientists have concluded that the level of Devil’s Lake is
primarily dependent on climatic swings. Because long range fore-
casting is not an exact science, no one can accurately determine the
duration of the present wet conditions and how high Devil’s Lake
will eventually rise. We do know that the lake has overflowed to
the Sheyenne River several times in the last 4,000 years. Cli-
matologists believe that the current wet cycle may continue an ad-
ditional 10 or more years. The risk that Devil’s Lake will overflow
again is very real.

Devil’s Lake is currently at the elevation of 1,447.1 feet above
mean sea level, 24 feet higher than it was in 1993 and less than
12 feet below its natural spill elevation to the Sheyenne River. At
its spill elevation, Devil’s Lake will cover almost 300,000 acres;
about 250,000 acres or 390 square miles larger than it was when
the most serious flooding began in 1993. If Devil’s Lake is allowed
to spill through the Tolna Coulee, its natural outlet, the resulting
erosion could release up to 2 million acre-feet of water, about four
times the volume of the 1997 flood at Lisbon. This would spread
devastation to many communities along the Sheyenne and the Red
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Rivers including Valley City, Lisbon, West Fargo, Fargo—Moorhead,
Grand Forks, and East Grand Forks.

As mentioned above, Devil’s Lake has risen 24 feet since 1993.
It is now flooding about 75,000 acres of deeded land and has re-
quired a public investment of nearly $400 million to build dikes,
assist hundreds of homeowners to relocate, and to maintain Devil’s
Lake regional transportation system and other infrastructure. An-
other $1 billion in damages could occur around Devil’s Lake if it
is allowed to reach its spill elevation of 1459 above sea level.

Chairman CONRAD. Let me just stop you there because I want
this very clear in the record for our colleagues. We have already
spent in Federal dollars almost $350 million.

Mr. BELFORD. That is correct.

Chairman CONRAD. We are well on our way to $400 million when
other things that are underway are done; is that correct.

Mr. BELFORD. That is correct. The transportation alone last year
was in excess of $40 million.

Chairman CONRAD. That is correct. Now I just wanted this on
the record so my colleagues in Washington understand what we are
talking about here. We have already spent that amount of Federal
money, $350 million. With commitments we have got underway we
will be at $400 million. The additional cost could be as much as $1
billion.

Mr. BELFORD. That is correct.

Chairman CONRAD. So would that not lead one to the conclusion
that it would be wise to proceed with an outlet that could avoid
some of those costs?

Mr. BELFORD. We certainly think so in Devil’s Lake.

Chairman CONRAD. Now what would the cost of an outlet be?

Mr. BELFORD. Approximately, the estimate from the corps is
about $97 million to do the 22.5-mile outlet out of the Pelican Lake
area. General Flowers has set a timetable for that hoping to move
dirt by 2003. The corps is working very diligently for him.

Chairman CONRAD. I think that is very important to have on the
record so that people understand what is at stake here, and that
the Federal taxpayers—some people call these boondoggle projects
or pork projects. There is nothing boondoggle or pork about this.
This is a question of saving Federal taxpayers money in the long
run because this thing, if it escapes, if we have flooding out of the
east end, the testimony that Mr. Belford has delivered here, the
amount of water that would be unleashed downstream would be
four times what we saw in the 1997 flood; is that correct?

Mr. BELFORD. Yes, it could be 2 million acre-feet. Yes, that would
be correct a Lisbon, based on Lisbon’s—

Chairman CONRAD. I am going to be at Lisbon later today. I will
have a chance to share—

Mr. BELFORD. I was there yesterday and met with the county
commissioners and the city of Lisbon and the water board.

Chairman CONRAD. Anything else you would want to add?

Mr. BELFORD. I will just say in concluding, relief from additional
flooding at Devil’s Lake is urgently needed. A controlled outlet of
water from Devil’s Lake will greatly reduce the future flood dam-
ages adjacent to the lake and limit the risk of catastrophic dam-
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ages, perhaps of several billion dollars, along the Sheyenne and the
Red Rivers should Devil’s Lake spill uncontrolled.

We certainly want to thank you and your colleagues, in fact ev-
erybody in this room we want to publicly thank for helping us get
through this.

Chairman CONRAD. Thank you, Joe. Thanks for your leadership.
When my staff holds up her hand and goes like this, it means that
I am getting the hook. Thank you. Thank you all. Special thanks
to the witnesses; really a superb job. Thank you, Colonel, once
again for being here. Warren, thank you. Mike, appreciate it very
much. Our earlier witnesses as well.

I think we have had a good morning of laying the case here for
what is needed for North Dakota. And in addition, the effect on the
Nation of really deep cuts in infrastructure spending, whether it is
for highways or for water projects. These are things that are crit-
ical to communities. Certainly they are critical here in North Da-
kota.

Thank you all and we will adjourn the hearing.

[Whereupon, at 11:59 a.m., the committee was adjourned.]
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North Dakota League of Cities

The Honorable Kent Conrad
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Bismarck, North Dakota
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Senator Conrad:

For decades, North Dakota’s cities and counties have worked with the state’s -
Department of Transportation to address transportation needs. Air, rail, transit,
street and highway systems are crucial to our economic viability.

We are pleased with your decision to host this field hearing on the matter of a
possible reduction in federal highway funding in FY 2003 due to technicalities in
TEA-21. Unless Congress decides differently, the resulting reduction of more than
$40 million in federal transportation funds would hurt local and state efforts to
maintain North Dakota’s transportation infrastructure.

The state’s 360 incorporated cities use federal, state and local funds to maintain and
improve city streets. The 2000 Census indicates nearly seventy-three percent North
Dakotans now live in cities. Transportation needs in air, rail and transit will
continue to grow, even as the rural population continues to shrink. And while cities
receive the smallest portion of state and federal transportation dollars, the
concentration of people and businesses within cities means the impact of under-
funding is quickly felt.

Most people find it easy to quote point-to-point distances in this state. A trip from
Bismarck to Fargo is 190 miles, Fargo to Grand Forks is 90 miles and Williston to
Grand Forks is 340 miles. While few people think about how many miles of streets
there are within their city, the numbers are substantial. In our capital city, the miles
of city streets equal the distance of a Williston-to-Bismarck drive—340 miles.
Fargo hosts about 500 miles of streets and if Bismarck’s lane miles—what a
snowplow or street sweeper would drive—are calculated, that 340 jumps to 1,000
lane miles.

Not only are there obvious daily maintenance challenges in plowing patching and
chip sealing the hundreds of lane miles within North Dakota’s hundreds of cities,

Service, Advoecacy, Leadership, Education & Support




222

we are all experiencing a sericus and a growing backlog of rehabilitation and
reconstruction needs.

Over the last two years, the cities, counties, townships and state have worked on
two needs assessment studies, one for the fifty-three counties and thirteen largest
cities, the other for townships and smaller cities. Both were undertaken to quantify
the transportation infrastructure needs. The studies show that, despite increased
federal aid and despite increased efforts to provide funds at the local and state level,
the backlog is growing at all levels.

If the cities were to maintain their streets in their current condition, funding would
need to nearly double. With a current annual shortfall of $32 million among just
the thirteen largest cities, the potential impact of federal funding cuts is clear.

Cities have always expended considerable local effort to pay for street construction,
maintenance and rehabilitation costs. Property taxes, special assessments and
construction costs paid by developers have been the traditional local contributions
to street budgets. More recently, city sales tax revenues have been added to the
mixture in an atterpt to deal with the growing list of rehabilitation and
maintenance projects. The addition of state and federal transportation dollars is
essential.

Senator Conrad, we know you are aware of the importance of our infrastructure.
You understand how hard we work to maintain cities that can offer both the
essentials and the amenities that attract new businesses. You have participated in
many successful economic development efforts, City leaders across this state share
your interest in protecting the investment North Dakota has in alr, rail, transit,
highway and street infrastructure. Qur future economic successes depend on it, the
enjoyment of our visitors depends on it and the ability of our citizens to transport
goods and people depends on it.

North Dakota’s city leaders will be pleased to work with you and your committee
on this tough issue, and we are grateful for your continued interest.

Connie Sprynczynatyk
Executive Director
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Devils Lake Emergency Outlet Flood Control Project
Testimony to the Field Senate Budget Commitiee Hearing
February 20, 2002
Bismarck, North Dakota

by

Joe Belford, Ramsey County Commissionar and
Chair of the Lake Emergency Management Committee

Senatoré:
Thank you for this opportunity to discuss with you the nead for relief from the flooding
that has plagued the Devils Lake region and northeastern North Dakota since 1893.

Actually, Devils Lake has steadily risen since the late 1970’s but the most pronounced
increases, and most damaging, have occurred since 1993. While there has been
some debate as to the cause of this growing disaster, scientists have concluded that
the level of Devils Lake is primarily dependent on climatic swings. Because long
range forecasting is not an exact science, no one can accurately determine the
duration of the present wet conditions and how high Devils Lake will eventually rise.
We da know the lake has overflowed to the Sheyenne River several times in the last
4,000 years. Climatologists believe the current wet cycle may continue an additional
ten or more years. The risk that Devils Lake will overflow again is very real.

Devils Lake is currently at elevation 1,447.1 feet above mean sea level, 24 feet higher
than in 1993 and less than 12 feet below its natural spill elevation to the Sheyenne
River. At its spill elevation, Devils Lake will cover almost 300,000 acres, about
250,000 acres or 390 square miles larger than it was when the most serious flooding
began in 1993. if Devils Lake is allowed to spill through Tolna Coulee, it's natural
outlet, the resulting erosion could release up to 2 million acre-feet of water, about four
times the volume of the 1997 flood at Lisbon. This would spread devastation to many
communities along the Sheyenne and Red Rivers including Valley City, Lisbon, West
Fargo, Fargo, Moorhead, Grand Forks and East Grand Forks.

As mentioned above, Devils Lake has risen 24 feet since 19393. It is now flooding
about 75,000 deeded acres and has required a public investment of nearly $400
million to build dikes, assist hundreds of home owners to relocate, and to maintain the
Devils Lake region's fransportation system and other infrastructure. Another $1 billion
in damages could occur around Devils Lake if it is aliowed to reach its spill elevation of
1458 feet above mean sea level.

Analysis by the State of North Dakota and the U.S. Army Corps of Engineers, including
a NEPA Environmental impact Statement, is showing that a carefully managed outlet
from the western portions of Devils Lake to the Sheyenne River can be effective in
helping protect the health, safety and economic well being of the Devils Lake region at
minimal risk to downstream interests.
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The most recent Emergency Outlet Project total cost is an estimatad $97 million.
Citizens of the Devils Lake region desperately urge the U. 8. Congress to appropriate
the federal share of the project cost in accordance with a funding plan developed by
the Corps of Engineers. A commitment of funding in this session is essential to
meeting the implementation timetable developed by General Flowers.

The Devils Lake Emergency Outlet is a state and local pricrity but continued federal
disaster assistance in the form of funding for transportation, diking, and funding for
FEMA to go towards home relocations is also critically needed. The Corps’ Outlet is
not projected to be completed until the fall of 2004. We must be prepared to deal with
flood impacts that occur during the interim.

Another need that has not yet been addressed is the financial devastation that has
fallen on landowners whose deeded agricultural land has been inundated. A program
to help address this need to support the economic fabric of our community. | believe
possibilities are being investigated at this time. | hope you will support whatever
mechanism is devised.

Relief from additional flooding at Devils Lake is urgently needed. A controlled outiet of
waer from Devils Lake will greatly reduce future flood damages adjacent to the lake
and limit the risk of catastrophic damages, perhaps several billion dollars, along the
Sheyenne and Red Rivers should Devils Lake spill uncontrolied.

Thank you for your time and positive consideration of this request. | would be glad 1o
try to answer your questions.
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February 20, 2002

Honorable Senator Kent Conrad
Chairman

Senate Budget Commitiee
United States Senate
Washington, D.C.

Re: Dakota Water Resources Act of 2000
Funding Needs of the Standing Rock Sioux Tribe Rural Water System

Dear Senator Conrad,

In February and March of this year representatives from our Reservation will be
appearing and testifying before both House and Senate subcommittees on behalf of the
Standing Rock Sioux Tribe Indian Reservation. Our effort in such appearances and
testimony will be to secure funding for our Standing Rock Sicux Tribe Rural Water
System (SRSTRW). The SRSTRW System will be a tribal water supply and delivery

project made available to us by the recently passed Dakota Water Resources Act of 2000
(DWRA).

I want to impress upen you how very important this legislation and funding
opportunity is for our Reservation. Qur formal testimony will detail the years of promise
and delay our Tribal membership has endured in wait of a clean and dependable water
supply---- it will provide details of our plans which we intend to aggressively pursue to
provide the benefits of this Act to our members ---- and it will discuss the vital role that
such water development plays in other associated programs of our Reservation.

Our testimony will provide our plan and ability to expend approximately $3.5
million in 2003 as a start of the infrastructure which will provide benefits in the Solen,

PAOLBOR LY » FORT YATES, NORTH DAKOTA 58538
PHONE- "01-852.7201 or 701-854-7201 « FAX 701-854.7199
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North Dakota area of our Reservation, and in the Wakpala to Little Eagle, South Dakota

. portion of our Reservation. The Solen project will enable is to begin the construction of
infrastructure as needed to provide a clean, safe, and dependable water supply to that area
of the Reservation, and the Little Eagle project will allow benefits to the Bear Soldicr,
Rock Creek, and Little Eagle segments of our Reservation. We will provide additional
information which will document a total need of nearly $80 to 90 million for all water
needs of the Reservation. Our testimony will confirm that we are able to fulfill the
promise of water to our membership, as offered to us by the DWRA, ina 9 to 10 year
period if adequate funds are provided.

Senator Conrad, thank you for your interest in the issues we face on the Standing
Rock Reservation. You have steadfastly provided us your full support in the various
endeavors we undertake on behalf of our residents ~-- Tribal and non-Tribal alike, and
Indian and non-Indian alike --- to secure them basic comforts and necessities of life.

We sincerely appreciate the efforts and support you expend on our behalf and look

forward 10 working with you and your staff’ in the pending budget process,

Sincerely,

Charles Murphy, Chairman
Standing Rock Sioux Tribe
Standing Rock Indian Reservation
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DEPARTMENT OKLHEALTH & HUMAN SERVICES Public Health Servics

Abardean Area

{ndian Health Service
Fedaral Buliding, Room 308
Aberdeen, S0 57401

February 19, 2002
Our Reference:  Standing Rock Reservation
Raiph Walker, Coordinator
Standing Rock MR&I/OMR
P.O. Box 429
Fort Yates, ND 58538
Dear Mr,Walker:

As was requested on February 19, 2002, the following are probable costs for the projects
listed:

1. Cannonball Reservoir $315,000
2. Solen Rural Water Connection $588,000
3. Cannonball Intermediate Booster Station  $525,000
4. Wakpala to Little Eagle Pipeline $2,100,000

If any additional information is needed, please contact this office.
Sincerely,

et Z

Daniel Davis
Field Engineer

cc: District Engineer
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CONGRESSIONAL RECORD STATEMENT
US Senate Budget Hearing
February 20, 2002

The President's budget includes provisions to decrease funding for National Transportation
Projects. This decrease will significanily affect our short and long-term transportation goals. It
will have negative impacts to the economy, now and in the future, and will be a significant blow
to industries that have invested heavily in order to meet the growing needs of our country's major
infrastructure, its transportation system. There are several points [ would like to make.

- This region is heavily dependent on transportation to move its raw materials from the
producer to the manufacturer. Railroads are abandoning tracks, leaving fewer and fewer
elevators to service our farming industry. As the track disappears, more emphasis is
placed upon our road networks. The transportation of farm commodities on our county
and state transportation facilities results in significant deterioration because of the lozds
and wheel configurations. Without continuous funding, we can expect these facilities to
break down, significantly affecting the wellness of our farming communities.

- Over the past five years as industry geared up to take care of our growing transportation
needs, significant capital investments were made. These investments were made in
machinery, software, and hardware, but just as importantly, these investments were made
in people, knowledge, and skill. By decreasing transportation funding, we will jeopardize
those private individuals and state agencies that made investments in our future
infrastructure. We will have wasted significant federal money and local money.

- The transportation industry in this region employs many individuals. These people have
switched careers and taken on occupations to assist in the development of our
transportation infrastructure. By reducing funding, we will ask these people to leave our
industry, and when our transportation infrastructure suffers again, as it inevitably will, we
will not have the ability or the manpower to meet the needs of this country. Yes there will
be short-term impacts, such as unemployed individuals, but more importantly, we will
see long-term impacts that will impact the future of this country.

In North Dakota, transportation is the one equalizer we have with the rest of the country. We
need good roads and adequate bridges, in order to compete regionally and nationally. We cannot
tolerate decreases in funding which will affect our short-term and long-term future.

Respectfully Submitted,

Niles Hushka, PE, Vice President
Kadrmas Lee and Jackson

3237 East Broadway

Bismarck, ND 58502
701-255-0076
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MANDAN, HIDATSA, & ARIKARA NATION
Three Afftliated Tribes « Fort Berthold Indian Reservation
404 Frontage Road » New Town, North Dakota 58763-9402

TRIBAL BUSINESS COUNCIL
(701) 6274781
Fax (701) 627-3805

February 20, 2002

Honorable Senator Kent Conrad
Chairman

Senate Budget Committee
United Statés Senate
Washington, D.C.

This Letter Hand Delivered to Senator Conrad 2/20/02 at Field Budget Hearing, Bismarck,
ND

Re: Dakota Water Resources Act of 2000
Funding Needs of the Fort Berthold Rural Water System

Dear Senator Conrad:

In February and March of this year T will be testifying before both House and Senate
subcommitiees on behalf of the Three Affiliated Tribes. My efforts will be to secure funding for
the Fort Berthold Rural Water Systera (FBRW), The FBRW System will be a tribal water
supply and delivery system. This project made available to us by the recently passed Dakota
Water Resources Act of 2000 (DWRA).

I want to impress upon you how very important this legislation and funding opportunity is
for our Reservation. My formal testimony will detail the years of promise and delay our Tribal
mernbership has endured in wait of a clsan and dependable water supply. It will provide details
of our plans that we intend to aggressively pursue to provide the benefits of this Act to our
members and it will discuss the vital role that such water development plays in other associated
programs of our Reservation.

My testimony will provide our pien and ability to expend approximately $13 million in 2003
as a start of the infrastructure that will provide benefits in each of the six geographic scgments of
our Reservation. I will provide additional information that will document a toral need of nearly
$84 million for all water needs of the Reservation. My testimony will confirm that we are able
to fulfill the promise of water to our membership, as offered to us by the DWRA, ina 7 to 8 year
period if adequate funds are provided.

In addition I will be discussing the importance suck water development has to our ongoing
Tribal Housing development and the Tribe having a shortage of 1,000 homes.
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Senator Kent Conrad
C2/20/02
Page ©

We are currently in the process of preparing to issue bonds of approximately $10 M for the
initial 54 homes in the year 2002. We intend to use the $25 M to build 250 homes in the six (6)
segments of the reservation. This bond money will be available to us in April of this year and
once confirmed we intend 1o begin the housing development process. This contractor service will
utilize Twin Buttes Custom Homes to build them.

It is imperative that funds for water project projects be made available to us in a coordinated
fashion with our housing development plans. Our envisioned housing developments cannot
proceed without assurance of water supply and service to them. We believe we can arrange
short term financing for the year 2002 for such work but adequate funding from the Dakota
Water Resources Act to refire such obligations will be needed in 2003,

And in subsequent years, as more housing developments are pursued in accordance with our
long term Tribal housing pians, we will need continued and dependable appropriations from the
DWRA for water development to those areas for the next 8 years. .

Senator Conrad, thank you for your interest in the issues we face on the Fort Berthold
Reservation. You have steadfastly provided us with your full support in the varions endeavors
we undertake on behalf of our residents, Tribal and non-Tribal alike, and Indian and non-Indian
alike and to secure them basic comforts and necessities of life. As always the Tribe stands ready
to provide testimony and assist in the passage of the budget needed for FY ~2003 and subsequent
vears.

‘W sincerely appreciate the efforts and support you expend on our behalf and look forward
10 worling with you andyour staff in the pending budget process.

Jmeerely, K

/ mﬂl

CBairman
Mandan, Hidatsa and Arikara Nation
Fort Berthold Indian Reservation
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North Dakota
Department of Transportation

David A. Sprynczynatyk, P.E. John Hoeven

Director Governor

February 25, 2002

The Honorable Kent Conrad
United States Senator

530 Hart Senate Office Building
‘Washington, DC 20510

FOLLOW-UP OF BUDGET COMMITTEE HEARING ON HIGHWAY FINANCE
AND COMMENTS ON HIGHWAY CONGESTION

Thank you again for your efforts supporting transportation in your February 20 hearing and
through your many activities over the last several years. Your hearing was a great opportunity to
go on record about this very important issue.

During your presentation, you mentioned several transportation challenges facing our nation.
In particular, you mentioned congestion in the eastern and western regions. Congestion does cost
travelers in populated areas a lot of time, and time is, in a very real way, money.

In North Dakota and the upper Midwest we have a different but strongly related challenge that
exacts its toll from our producers, shippers, and citizens. That challenge is spring load restrictions.

The underlying cause of gridiock and congestion is inadequate width (fanes) for existing traffic.
The underlying reason for putting on spring load restrictions is inadequate roadway thickness.
During the spring thaw, the ground is waterlogged and can’t support a fully laden 18-wheeler on
a highway of standard thickness. Building more lanes and building thicker highways are both
extremely expensive. Many states, especially those in the north, have little choice, given their
current funding, but to imit the amount of weight on highways in the spring. Like congestion,
load restrictions slow down commerce and add greatly to the cost of doing business.

We believe that sometimes the heavily populated portions of the nation forget about the great
distances that commodities must be hauled before reaching markets everywhere. Increased
hauling costs mean less margin for growers and shippers and higher shelf prices, It’s fair to say
that spring load restrictions in North Dakota affect the east- and west-coast populations much
more directly than coastal gridlock and congestion affect North Dakota.

608 East Roulevard Avenue » Bismarck, North Dakota 58505-0700
Information: (701) 328-2500 » FAX: (701) 328-4545 « TTY: (701) 3284156 » www.discovernd.com/dot
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In addition, one of the few positive trade balances our nation has is in agricultural commodities.
North Dakota leads the nation in the production of a number of commaodities, including hard red
spring wheat, durum wheat, barley, sunflowers, canola, flaxseed, pinto beans, dry edible beans,
and honey. Spring load restrictions increase the cost of shipping all these commodities, affecting
the delicate positive trade balance. .

. I'met recently with a group of North Dakota shippers who wanted to talk about their rising costs.
A grain elevator operator who handles fertilizer said that load restrictions last spring cost him an
extra $120,000. Those same load restrictions raised the price of anhydrous ammonia by $4 per
ton in some parts of the state. All of these costs are passed on to the farmers.

At our request, North Dakota State University recently completed a study on the impact of load
restrictions on grain shipments. The study found that a five-axle farm truck (which can hold 800
bushels), making a hundred-mile trip, will pay an extra 3.29 per bushel under a Class A load
restriction, an extra $.34 per bushel under a No. 1 load restriction, and $.44 per bushel under a_
No. 2 load restriction. That’s an additional $232 to $352 per truckload, or about 1010 15
percent of the price of wheat, which is currently at about $2.84 per bushel. That’s an extremely
heavy additional cost.

I have attached North Dakota’s proposed load restriction map for 2002, The attachment contains
descriptions of the various load restrictions we use. [ have also attached two tables and an
explanatory sheet detailing how spring load restrictions in North Dakota add to the cost of
shipping. It has already become necessary this spring for us to put load restrictions on many
highways in the southern part of the state.

T have gone into detail about spring load restrictions because I believe they are an even greater
challenge for our nation than urban congestion. The only solution to load restrictions s increased
funding that would allow states to build thicker roadways. Certainly, that solution will be delayed
indefinitely if the proposed funding cuts become a reality.

Thank you again for the efforts you have made to secure transportation funding that will meet our
state’s and nation’s needs.

, P.E., DIRECTOR

S6/thijg

Attachments

c¢: The Honorable Byron Dorgan
The Honorable Ear! Pomeroy
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NDDOT Proposed Load Restrictions
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Impact of Load Restrictions
on Commodity Hauling
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Table 1

Tz
Restriction 8Ty Ty T2 GVwW Payload 1'33,‘,’1‘5%" EE{‘,?‘C;?‘;"I“‘
unrestricted | 12,000 34,000 34,000 80,000 §2,000 [ 1
A 12,000 32,000 32,000 78,000 48,000 4,000 # 52
1 12,000 30,000 30,000 72,000 44,000 8,000 # .85
2 12,000 24,000 24,000 60,000 32,000 20,000 # 62
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Table 2
Impact of Load Restrictions on Commodity Hauling
Example based on 10 unrestricted loads of commodity/shipper
(Cost/mile = $1.25 with back haul; Cost/mile = $2.50 without back haul)
Restriction | Restrictedto | # of Additional Tﬁcks/ Additional Shipper Cost Additional Shipper Cost
Level Full Ratio 10 Truck Movement wiback hau! (100 mile haut) | w/o back haul (100 mile haul)
A 92 10.86 (1) $125 3250
1 35 11,76 (2) 5250 ) $500
2 62 61200 3875 $1750
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Explanation of Tables 1 and 2
These tables show how spring load restrictions in North Dakota add to the cost of shii)ping,

TABLE 1

This table shows, in the right-hand column, the ratio of a restricted payload to a full
payload with a Class A, No. 1, and No. 2 load restriction.

TABLE 2

Restricted payloads necessitate more loads. Table 2 presumes 10 truckloads of
commodities traveling 100 miles (2 common approximate trip length), with and without
hauling back a load. (In reality, very few shippers are able to haul back a load aftera
hundred-mile trip.) :

The second column shows that with a Class A load restriction; each of the 10
trucks would be only 92 percent full (we arrived at this figure in Table 1).

The third column shows that the remaining commodities would require one extra
truck to ship. (They would require two extra trucks under a No. 1 load restriction,
and seven extra trucks under a No. 2 load restriction.)

The fourth column shows that if the shipper were able to haul a load of
commodities back, the total additional cost would be $125.

The fifth column shows that if the shipper did not haul back a load, the total
additional cost would be $250.

Row 2 shows the additional cost under a No. 1 load restriction ($250-$500).
Row 3 shows the additional cost under a No. 2 load restriction ($875-81,750).

* *k %k

These figures relate to shipping a ten-truck load just 100 miles, Many shipments are larger
and must fravel farther, and their increased costs would be even greater.



237

merica is at a crossroads. As 2 nation, we have invested heavily to create the
most efficient ttansportation system in the world. The question facing the
nation is: Will America continue to make sizable investments in the
very infrastructure that has provided us with both military and
economic security ard made our modern lifestyle possible? The
highway system is the staple of “just-in-time" delivery: it overwhelmingly
dominates all other modes of transportation; it carried you to work today; Dwight D.

Bisenhower designed it as the foundation for our role as the undisputed military superpower.

Cur nation's transportation
system has many components
that carry segments of the
traveling public for a portion
of their trips and a part of the
nation's freight. But by far the
nation's most used maode of
transportation is the highway
system, It {s critical to the
delivery of goods and services,
to the commuting patierns of
the nation, and to the vacation
travel of America, It makes
daily life possible — whather it
is the delivery of groceries to
the stores or grocery
purchasers to the stores. It
provides not only the ability to
move within local communities
to accomplish the tasks of
daily Efe but also the freedom
to travel coast-fo-coast and
north and south unimpeded.
Failing to provide the
necessary resources to repalr
and improve the most vital
element of our transportation
system would be folly.

As Congress reauthorizes the
federal-aid highway program,
it is important to put Into
proper context the role the
National Highway System
plays in securing a bright
future for the average eitizen.
Highways are the nation's
most heavily used
{ransportation mode, and
various scholarly reports,
including the Jandmark Nadizi
study. have shown the
highway system to be a major
contributing factor in the
nation's productivity growth
arxt economic prosperity.
There is a direct

Americans use the highway
system to make more than
90 percent of passenger
trips, and 84 percent of ali
goods shipped travel on
America’s roadways. In
addition, highways provide
vital links between all oibe:
wiodes of transportation;
thus, the physical and
operational condition of the
sysiem impacts every aspect
of our economy, not just
highway users. The highway
sysitem Is a fundamental
factor in securing America’s
quality of life.

complementary link
between gross domestic

Gross Domestic Product and
Travel Reiationship

product {GDP} and

vehicle miles traveled
(VMT} on highways.
Originally conceived of
as a vital element in our
natien's defense, the
Interstate Highway
System 1$ again
recognized as playing a
najor role not only in
national defense but
also as the foundation

3

inaex: 1996 % 100
=

2
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for our role as the world's
undisputed economic power.
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Myths about the
Federal-aid Highway :

Program

Despite the recognized benefits of Contrary to the Myth:

the highway system, complacency Y

and mythology have crept inta ~America’s Highway System is Not

current thinking about the highway :
system. Some myths that have \ Complete - As America Grows,

evolved inctude: , the Demands on the Highway
| System Grow

pretty much complete. \ Why:
Myth: TEA-2] increased funding so The Interstate Highway System, designed to meet

significantly that most
highway needs have been
met.

Myth: America’s highway system is

the needs of America in the 1950s, is virtually
complete. But America has grown substantially

since then; so have our roads. It is this growth

Myth: We can't build our way out
of congestion.

that has allowed our economy to continue

F13188

i expanding over the same period. In addition, the
Interstate System, built primarily during the
1960s and 1970s, is approaching or has exceeded
its design life. Since 1960, the U.S. population
has grown by 105 million people (a 58% increase)
and the highway system has not kept pace. In
1991, Congress recognized that an
interconnected system of highways beyond the
Interstate System was vital to securing the
nation's future and designated the National
Highway System (NHS). The NHS has replaced the
Interstate System as the backbone of the U.S.
transportation system. Significant portions of the
system are carrying traffic well in excess of their
design capacity. The system in many places is
currently operating at capacity and must expand
to meet current demands and projected future
growth. The renewal of our vital road network so
that it can continue to drive economic and social

Myth: Increasing highway capacity |
only adds to congestion and §
development by encouraging
motorists to drive more. ]

- el

Myth: Improving roads and adding
to capacity only deteriorates |
the environment. T

Myth: Highway improvements lead
to more driving, which leads 4
to increased highway
fatalities.

Myth: Spending federal tax money *
on highways increases
budget deficits, takes
resources from other.
important programs and, 3
therefore, hurts the overall”
U.S. economy.

As Congress debates |

TEA-21 reauthoriza-.

tion, it is important

to know that the i

facts overwhelmingly,

refute.these myths.:




239

Freight Transportation Value
Travel, Freight Defiveries by truck from by Single Mode - 1997
2000 to 2010 [ :
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benefits, as well as ensure
our security, is a pressing
local and national concern.
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We're driving more...
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significantly improve the
existing system to meet
increasing demands.

sider the following:

Federal Highway
Administration reports
show that from 1990 to
2000 the number of
vehicle miles traveled
(VMT)} on the highway
system increased by 28
percent.

More cars and trucks
will be using existing
roads...

» The U.S. population grew
by 33 million people (a
13.3 percent increase)
since 1990 and is
projected to increase by

of 2001—from $6.7 %
trillion to $9.3 trillion,
according to the Bureau
of Economic Analysis.
The Congressional -
Budget Office projects a
further 32 percent
increase in real GDP
from 2001 to 2010.

Much of the forecasted
economic growth will
result in products being

v

» VMT is projected to an additional 23 million carried by trucks on U.S.
increase an additional 50 peoplet@ T highways.
8 percent Comparison of Percent Increase in Traffic |
percent by 2020. ingrease) Oelays Per Person, Travel, Population, | TTUCK travel
» in 1990, 57 percent of th and New Road Mileage, 1982 to 2000 : has already
’ over the 250% — I db
households owned two or [ ! Increased by
next j b
more vehicles. By 2000, decade. 200% 1 i 37 percent
3 ' |
63 percent of households 1505  over the
owned two or more b Real « past ten
vehicles. (inflation- | '°® | years.
adjusted) 0% | Freight
But we're building fewer gross - } deliveries by
roads... domestic Detays Travel Popuiation Roads ; truck are ..
> Since 1988, the number product | sk T ﬁ;“]f;c‘:e?réil
of miles added to the {GDP) 3

8 billion tons in 1998 to
-.16.8 billion tons by 2020,

grew 38.8 percent from
1990 to the third quarter ="

highway system has
increased by only 1
percent.

ConcrLusions = - S

Our highway system met the challerige of the pas cE
growth of the last 50 years would not have beeh possible without
investment in the nation’ highway system. Fifty years of progres

States are faced with
rapidly escalating
maintenance costs and
are able to make only
relatively small
reinvestments to

brought to you by the highway system. The system must fiow be
renewed, including rebuilding paverients, lane exp: ‘sirori,'rebljll
bridges, adding hew interchanges, improving safety, and adding
needed capacity, Will we provide our children the sarhe ¢ritical efél
of ecomonic security that we have enjoyed?
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Contrary to the Myth:

While TEA-21 Increased Highway Funding, Public Demands on
the System Continue to Escalate

Why:

The Transportation Equity Act for the 21* Century (TEA-21) increased federal investment in
highways and transit by close to 44 percent over a six-year period. TEA-21 also put into place
a mechanism to ensure that highway user fee revenue would be dedicated, as intended, for
transportation improvements, The funding has helped to address a significant backlog of

needs that had developed because of inadequate
investment in highway improvements in the past.

Despite this higher level of
funding, increased investment
is desperately needed to make
necessary roadway safety
improvements, to address
inadequate road and bridge
conditions, and to provide
traffic congestion relief. Much
of our highway system is
operating at capacity. The
closer to capacity a system
operates, the more severely it
will react to disruptions and,
therefore, the greater the
impact of its uncertainty on
users. While highway users
have shown an increase in
their general satisfaction level
with highway quality in
general, from1995 to 2000,
FHWA surveys also reveal a
significant increase {20
percent} in dissatisfaction
with traffic delays. Forty-three
percent identified heavy traffic
as the biggest reason for
travel delays. The public
demands improvements to
traffic flow, safety, and
pavement conditions.

Consider the .7

i “« 2 o0

following: 3,

Safety T

: )

improvements fa
are needed... :

» Poor roadway
conditions are a
factor in an

Cost of Congestion is Growing...

estimated 30
percent of traffic
fatalities.

» There are nearly 42,000
traffic deaths each year
on the nation’s highways
and 3 million people are
injured annually.

» The cost of highway

v

Congestion is Growing...

[ =]

fuana)

Extreme severe Uncongested
S 1999 Saun o g ey B o0 it o &
P €A g o Cregrent

accidents approached
$182 billion in 1999.

Highway crashes
represent the single
largest category of
accidental deaths in the
United States and are
the most frequent cause
of death for children and
young adults.

> After a dramatic drop
in highway fatalities —
from 47,000 in 1988 to
40,658 in 1994 —
highway fatalities
increased by 3 percent
between 1994 and 2000,
to 41,821.
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Congestian is 2 sigaificant thraat 10 the nation's fransportafion system an
many of the successes brought about by TEA-21 will not be;fully: recognized:
i b

highway capacity must be a factor in solving aur congs: # :
gaway 4 : 904 9: Young {B-AK} » Chaumaa.éﬂouse of
. ortation and Infrastr Committee

Congestion is increasing
and costing motorists...
» Extremely or severely
congested highway miles -
more than doubled o ; Déﬂ%ﬂg{;e&iﬁz;e
between 1982 and 1997. ]
In 1897, 36 percent of
roads were extremely to
severely congested and
46 percent of peak period
travel was congested. - T o 97 S o e e
E and '8 Repogt 0.

v

A Texas Transportation

Institute

(TTD) study Road Conditions
estimated that o ow
the cost of
congestion
more than
tripled, from
$21 billion
to $72
billion.
between

1982 and Source: 1999 Stans of the Natiors .
1997. P e sndens

Concrusion: -0 e

TEA-21 began the process of making up for past underinvestr
Significant progress in renewing odur highway systerti to meet the'
challenge of the future has béen fhade in the past six years but the Job
is niot done a3 long as the public demands ori the system Edntinue 1o
escalate, Security requires ongoing vigilance «< we tan fiever rést o
the accomplishments of the past, Increased Wvestnent will bé Aok
produce a 21* Century as prosperous as the 20 Centuty,



242

Contrary to the Myth:

Mounting Congestion Problems. 'The Solutlon
Must Include Additional nghway(Capacnty.

Productive Hours Lost Due t
Traffic Congestion

Why: 5
The existing highway system is straining to handle current demand in
many locations. Additional road capacity is a necessary part of a
comprehensive plan to reduce traffic congestion and accomodate !
economic growth. While traffic congestion is intensifying across the l—"m‘_'i—_
country, cities that have aggressively added road capacity in response to regional growth have
successfully reduced traffic delays. Clearly there are two factors when calculating congesnon
traffic volume and road capacity. Added capacity must be considered as part of the solu

Hours Per iay

Consider the following: Adding road capacity » Adding roads redpces the,

It takes longer to get
there...

*» The Texas Transportation
Institute (TTI) found that,
on average, the percentage
of daily traffic in con-
gested periods increased
from 32 percent (about
five hours per day) in 1982
to 45 percent (about 7
hours per day) in 1999.

v

Highway trips are longer
than they used to be and
involve more interstate
travel. There are fewer
alternative routes for
many of these trips and
more bottleneck situations
have developed in many
regions, causing signifi-
cant user delay.

v

On average, one-third of
the daily traffic in urban
areas is congested. Con-
gestion tends to be worse
in the larger urban areas.

decreases travel time...

» An analyss of traffic conges-
tion trends in the nation's
largest urban areas found
that, relative to population
growth, areas that were
more aggressive in increas-
ing regional road
capacity experi-’
enced 40 percent =
less congestion
Increases than
areas that were
less aggressive
in adding lane
mileage.

ConcrLusion: -

v

rate of increase in the
amount of time it takes
travelers to make trips
during periods of high
traffic volume (rush hour).
In general, as urban areas
keep pace with travel '
growth by adding capacity,
travel time is reduced.

It appears that the growth
in highways has to be at a
rate greater than travel
growth in order to
maintain constant travel
times.

Congestion robs our economy of productivnty and l:mlts oppo il
for the future. Refusing to address our congestion problems is ;
unrealistic and shortsighted and leads to gridicck. We.must confron
this rapidly growing epldemic and devise a long range plary of attack,

The answer to the nations congestion problems is a combination of
Initiatives, including increased transit ridership in urban areas afd
telecommuting. However, even doubling translt ridership would i
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Increasing Highway Capacity Alleviates Congestlon and

Accommodates the Mob:!sty Needs of Amencans

Why:

People are driving out of
necessity, not pleasure;
the traffic is already
there...

» A Federal Highway
Administration [FHWA}
survey of road users shows
that 51 percent of the trips
taken by car or other .-
vehiele are for commuting
te work or to school.
Shopping and errands
account for an additional
27 percent of trips.

hd

72 percent of the
estimated $7 trillion worth

of goods shipped from sites ™ :

nationwide is transported
on trucks. An additional.

12 percent s transported »

by courler services,
bringing the total of all
goods shipped over roads
to 84 percent.

v

Average datly vehicles per
lane on urban interstates
rose 43 percent between
1085 and 1999, from 103"
million to 14.7 million.

v

Development in outlying

areas can be attributed to

citizens attempting to
avoid the traffic congestion
caused by the failure to
add necessary road
capacity to meet the
growth fn VMT.

Trips taken Most Ofrers By Car O
ther Vehicte

£ New Roads Reduce
Congestion.....
¥ A 1998 FHWA report
found that increased
vehicle travel on ex-
panded road capacity i
largely the result of
diverted traffic — eithe
» from.pearby-routes or:

from shifts in travel
times ~ moving (o an
improved road. Overall
regional traffic conges-
tion is reduced by this

movement

omplex that it is very |
i(ficult 1o assess what
oles’ individual fagtors,

» The General Accoundng-
< Officg {GAD), an indep
dent'arm of Congress, |
examined the relation-
ship between highway

. development and urban:
dispersal, GAQ reported]
to Congress in 1998 that
. there is no one main

Hrqhway capatity grows 10 atcommoda:e the miobility sideds of
Americahs. individuats exercise their freedom of tholceé in Al gy
where to five based on many factors, Traffic congesﬁon mpacts
quality of lifé of both those who choose to five in the cofé uban
as well as those who choose a suburban settmg Road impraveme
in‘growing areas and in maturé dreas provide Sndwlduals the:

»oppnrtmity to live :hek vision of the Ameﬁcan :
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Contrary to the Myth:

Road Improvements and Added Highway Capacity Improve Air
Quality and have other Environmental Benefits

Why:

State Departments of Transportation balance the need for prov1dmg ;mobility with the need to

preserve the environment and are required to do'so, by la
in virtually every aspect of these DOTSs’ work, * from plaxming‘,

and maintaining them. In recent years, the highway progran{ ha Jocused on providing context b
sensitive design, mitigating envx{{gnm ental impacts, and enhancmg

AIR Quality has [
improved...
> Air quality has improved
nationwide. primarily
: el

that reduces smog and,,
tailpipe emissons., N Wi,
engine technology, and
vehicle design and
construction have

emissions in the average
car in use today by 95 }

compounds (VOQ),

nitrogan oxides (NOx),
and carbon monoxide
were reduced by 41,
percent, 10 .percent,:and

w?.{;x@provements idling in
)txafﬂc significantly

ating bottlene(‘:};s
? £ affic congestion
This 1mprove\ en !
desplte-a 72 percen
increase’ in‘travel d
that

4 These air quallty
improvements are the
result of using'an arra;
of cleaner fuels that)
vlrtually eliminated
and other pollutants,
and reformulated gas -

ernjssion rates for ma_]or
air pollutants increase ‘at

reduced tailpipe i I
e

percent compared to the fi’:ﬁ

“These twin' .challenges are being met’

% ﬂd_;ng facilities to operating - Ei

%omunlw values.

by 1996 had
improved to the point

-, that 80 percent of «

. k Americans lived where

> air quality met the .

;standards for six criteria

pollutants; nearly

ouble the number from

1996 air quality. has
" continued to tmprove. In
the past 10 years, the
average number of days
the air in major‘ , )
_ metropolitan areas failed
to meet federal ‘ozone
(smog) standards has

w

of the National "~
for carbon :

‘uallgveuminated Al
ofithis progress has been  *
adg despite increased :
" motor vehicle usage.
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The American people are it ingly. i of transportati _" fays. | beliave that it is impsrative that we
address these concerns by ing naw and i ini that ling the planning process while
delivering transportation projects in timely, community based, cost effective ways that excaed environmental standards.

Brad Mallory » President, American Association of State Highway and Transportation Dfficials {AASHTO)

¥ EPA studies estimate that
an additional 32 million
tons of emissions per year
{22 percent} will be
eliminated between 1997
and 2015 because of
better motor vehicle
technology.

> Eighty percent of
the asphalt
pavement that is
removed each year
during widening
and resurfacing
projects is reused
in pavements.

Air Guaiity Trends

Excecdinigt per

Average Annual
Honuering Sae

L b b

B
975 1975 1981 98s 19E? 1990 1993 N6 3098
year

Parklands and
green space
added...

» The federal
highway
program is creating
two acres of wetland
for every acre lost.

» A significant per-
centage of federal
highway dellars is

Recycled materials
used...

» The construction
industry as a whole
recycles more material
than any other industzy,
and highway
construction is &
significant part of this
effort.

v

Approximately 200 miles
of concrete pavernent are
recycled each year. |
Approximately 5,996 tons
of concrete can be
reclairned from every mile
of concrete pavement. A
totat of 44 states now
use recycled concrete as
a road base.

invested in environ-

mental improve-

ments each year,

including walkways,

bike paths,
recreational trails, land-
scaping and stabilization,
wild flower propagation,
nolse abatement, emis-
sions testing factlities,
scenlc and historic site
protection, and wetlands
replacement and
mitigation.

- Government’s 50

T, e setmmra

The Brookings Institute
procisimed
Strengthening the
Nation's Highway
Systemn as number 7 on
Its list of the

Greatest Endeavors of
the Second Hslf of the
20th Century, B

Improving the highway system is not incompatible with erwirdnim
preservation and enhancement. Transportation has had 3 posltlv
impact on thie nations environthent through the use of - infiovati

design and construction praciices, largescald recydiing of i

cleanup of hazardous wastes, and providing usable greett spaces ang
parktand in conjunttion with highway lmprovement pm

reducing congestior. :




Why!' s s i

Every year, approximately 42,000 peopleéare Kille X
injured. Highway crashes cost the U.S. ec&)x;omy $182 bxlhon per year. However, significant
1mprovements have been ;na(;le i affxc safety over the past several decades, with bot’n mjury

deaths and injuries is th ult of many factors, including u:nprovements i
design, roadside hardwarc. a@d traffic engmeering However, these rates of di

in trafﬁc~related deaths and injuries.

R

Goad roads save lives... accidents, injuries, and
> Poor road infrastructure deaths,
condmons are a factor » Every $100 million
n appro:dmately 30 invested in highway -
percent of all highway Improvements saves an

fatalities. : estimated 145.lives ov
Imi)ro ving .highway a 10-year penod :
infrastructure by.
" removing obstacles, fatal crashes ocour.g

adding or tmproving, twa-lane roads, while
mecuans \vtdening lanes .

v
g
g
<
&

g

g
o

o

hal

g

Providing iivtorists with 3 foda
system that Is i8¢ of §
Ay hazards must be ¥ pﬂori(y
Infrastructure: iproverEnts
caf have : an iffiftediate 8nY
‘significant positive impa& X
" traffic accidents, injurie
fatalities. Secufity fof th}
diiving public inciudes
1 eliminaling as many pot
{. roadside hazatds as pugitie,

:\

Yeavel (Telion Vebiche Mites}

E
s B

Fatalities (Tnoussnas}
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The nation’s infrastructur:
ystem - is" outdated an
overburdened.  Failure ™t
.+ improve our highway system wi
- have devastating consequence
: on our nation’s businesses abili:
to transport their gocds, whic
: drives' our- economy ap
" enhances our quality of life.

5
Tom Donohua # President » Unite
States Chamber of Commerr

Contrary to the Myth:

The Highway Program Is Financed by a
Dedicated User Fee System \Whereby the Users
of the Roads Pay for the Road Constru ti

Why:
The federal-aid highway program is supported by the user:
motor fuels user fee. Revenue from this and several other transportétxon-related user fees is:
deposited in the Highway Trust Fund to support transportation improvements ona pay .15 you
go basis. Highway Trust Fund expenditures, by law, caxmot exce: :
functioning highway system is vital to meeting the nation 's Iut
investments contribute significantly to the economic well~bei;1g
productivity and allowing for the-efficient' movement of goods

Consider the following: 4 Evei'y $1 billion of nation’s highvgéys.
. highway investmen
contributes 42,100 full-

time Jobs to the economy.

Good roads add to
economic prosperity...

» Every dollar invested in
the highway system

Freight movement is
ncreasingly intermo
placing particular
importance on’

v

Domestic manufacturing:

yields $5.70 in national L output and internatig intermodal connections

benefits in the form of - trade have increased,,

improved safety, reduced . : . ‘there are more goods,t

delays, and reduced be physically moved

vehicle costs. k through the economy,
Some 84 percent of the

» The highway system is $7 trillion worth of .", ..

responsible for 25 commodities delivered -

percent of the yearly annually from sites in

productivity growth rate : the United States are

in the United States over transported on the

the past fifty years.

ConcLusion:

Fifty years ago, Congress had the foresight to not only make the declslon to Invest ina natlorMIde s
highways but also the ingenuity to create a funding mechanism that assured that needed revehie wo

provided to make that investment, Congress created the Highway Trust Furid to finance highway constiis
critical to the economic and military security of the nation, In TEA-Z1, Congress reestablished this beli
highway user fees should be used for transportation investments. Congress Is orce agaln called on

the foresight to ensure that the future economlc and mmtary strength of the natlon Is secu
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AGC’s Reauthorization Recommendations

America’s transportation system is the key component to securing
Americas quality of life. As the worlds most reliable and efficient
transportation system, it provides both economic and national security.
Preserving, protecting, and enhancing our national transportation asset
is a top national priority and a primary goal of AGC. The nation must
make a commitment to build a highway system that meets Americas

mobility, safety, and economic challenges.

To accomplish this, AGC calls on Congress and the President to

implement the following simple, straightforward strategies as a basis
for reauthorization.

We must:
INVEST — IMPROVE — ENHANCE

‘Beginning in 18586, the Eisenhower Interstate Highway
System has played a vital role in the growth and
maintenance of the nation's economy, defense, and
quality of life, by providing the means by which people
and commerce move back and forth from coast to
coast. Sadly, the terrorist attacks of Septermber 11,
2001, have served as a graphic reminder of just how
vuinerable our great transportation infrastructure,
including our highway system, is and places a huge
burden on us to work hard to keep our highways safe
and secure for now and for future generations.”

Norman Y. Mineta
Secretary of Transportation
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INVEST — More Resources to Continue to Improve the System

TEA-21 was the initial down payment that was needed to stop the deterioration of our nation's
transportation system. TEA-21 substantially increased federal funding in surface
transportation. Current and projected growth demands on the transportation system require
additional investment. Congress and the President must make a commitment to greater
investment in our surface transportation system.

Preserving the Gains Made in TEA-21 -

# In addition to spending all the income,
¥ Continue to dedicate all revenues coming the Highway Trust Fund can susiain
into the Highway Trust Fund to the highway spending $5 billion of the balance
and transit programs. . annually, and maintain a prudent
> Maintain the budget “firewalls” and budget balance.
guarantees included in TEA-21 that protect & Result: $5 billian more annually for the
the highway user fees from being used for highway program without increasing
purposes other than transportation taxes.
improvements.
. » Indexing the Gas Tax
» Maintain the Revenue Aligned Budget
Authority (RABA] included In TEA-21. which ® As the cost of building highways
mandates that all federal user fee revenues increases annually with inflation, the
must be used for surface transportation federal gas tax remains a static number.
programs. A central tenet of the federal-ald Therefore, the real investment in
highway program is that every state pays highways goes down every year.
into the Highway Trust Fund and every & Indexing the gas tax ensures that
state benefits. revenue will keep pace with inflation.
increasing investment — * Twelve states currently index their gas
» Invest the Growing Balance in the Highway tax.
Trust Fund s Assuming a conservative rate of inflation

® When Congress approved TEA-21's of 2.6% annually.
spending components, they had the Result: $19 billion more for the highway
proper intent: to spend all the money program over 5 years.
that comes into the Highway Trust Fund
on the highway and transit programs. Capturing Revenue Lost to Ethanel Tax
Despite Congress’ intention, a balance Break
has been accumulated in the Highway
Trust Fund. This balance needs to be
invested in our nation’s read system.

v

» In order to encourage the use of ethanol
because of its proclaimed environmental
benelits, Congress provided ethanol a

The balance in the Highway Trust Fund
will be approximately $28 billion when
TEA-21 is reauthorized.

significant tax advantage. To preserve
the continued use of ethanol, yet stop
the shortchanging of the Highway Trust
Fund, we recommend the following:



A 2.5 cent tax
per gallon of
ethanol should
be transferred to
the Highway Trust
Fund from the
general fund.

The Highway
Trust Fund
should be repaid
the revenue lost
from the 5.4 cents per
gallon ethanol tax break.

$700
Mition

it is mandated in many areas,
consequently a tax incentive to
encourage its use is unnecessary.

It is important to remember that
ethanol users and producers benefit

250

Total Cast of Ethano!
Tax Treatmemnt to
Highway Trust Fund

Ethanc} consumption is rising because

from highway Improvements, They, too,

should pay for the system...

Result: $1.1 billion annually at a
minimum. ’

b w”
» Eliminate Fuel Tax Evasion
»
continuing problem,

taxes. kb b kS

Fuel tax evasion reduces ’

revenues tp the Highway Trust
Fund by more than $1.5 billion
a year. . o

We must increase focus on and
punishment of fuel fax evaders,

Result: $1 billion annually

»

2

¥ Other important Investments -

* The current ratio of revenue
from the Highway Trust Fund
for the mass transit account

Motar fuels excise tax evasion isa -

No gne should be permitied to evade

e lost to the Highway Trust Fund.
T These vehicles will use the same
How AGCFunding  highways, but will not generate

: Proposal Dramatically
Increases Highway
investment

$1 Bilion

Anrally

{125 Cerus s Depastad
in Ganerai Fund Cost 1o
Highwey Tust Fandh 5500
Miion Anriualy

Total Loss to Highway Trust Fund
Minimum $1.1 Billion

*

should be maintained and not altered.

This revenue is paid by motorists when

they fill up their vehicles at the fuel pump;

the money is then credited to the Highway
Trust Fund.

5.4 Certs Tax Break Cost
10 Highway Trust fund;
$700 Million Annusly

® Recognizing the desire to build
and {mprove passenger rail.
AGC supports establishing
dedicated user fee to be impnsed
on passenger and freight railt to
support passenger rail
infrastructure improvements.
The 4,3 cent per gallon fee that railroads
pay inte the general fund should be the
basis for the rail program. Because road
needs are so extensive, AGC strongly
opposes using Highway Trust Fund revenue
for passenger or freight rail improvements.

New funding mechanisms are needed 1o
finance road and bridge improvements to
supplement the motor fuels user fee.
These mechanisms should include tolling
and greater ability to use tax exempt
financing within public and private
partnerships. '

With the increased use of more fuel
efficient vehicles and alternatively fueled
vehicles, an equitable mechanism must be
developed for capturing the revenue that is

the same level of income to the

$1.1 Biton
Annualy

iReduce Fuet Tax Evanon

Bl Tax to Keep L

T et the Baianice in the Highway Trist Fund

DCap:ure Money Los! 10 Current Eibamol 7ax Treatment
s

Annualy

Totat Increase = + §11 Bilion Annually 4
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T

"Motorists pay 100% of the cost of the federal
highway program. Those taxes should be dedicated to
road and bridge improvements; yet, more and more

{STP) and Congestion
Mitigation and Alr
Quality Improvement

Under TEA-21, these
programs have
restrictions on what
types of projects

highway dollars are being diverted to other programs
and projects.

The federal government needs to keep its

commitment to motorists by dedicating our highway
Program (CMAQ). taxes to highways.”

William D. Fay
President and CEO
American Highway Users Alliance

states can use the
money for, regardless of the needs of
each state.

o

AGC supports allowing states to move
funds freely between the different
funding categories so that each state can
meet its highest priority highway and
bridge needs.

Similarly, AGC opposes efforts to shift
more Highway Trust Fund money from
highway construction accounts into
accounts that prohibit highway and
bridge construction. Additionally, we
oppose funding Amtrak from money in
the HighWay Trust Fund that is paid
by highway users.

Eliminate funding sanctions that are used
to enforce federal mandates. Holding
highway funds hostage to enforce federal
mandates {s not appropriate.

Improve Efficiency of the federal-aid
highway program

e The open competitive bid system should
be relied on as the contracting method
of choice in the federal-aid highway
program. This long-standing practice
encourages competition and provides
equal access to all bidders.

&

The use of the design-build
procurement method should be
restricted to instances where it will not
lessen competition compared to the
predominant and preferred method of
contracting, the competitive bid

system. Moreover, if alternative
contracting practices are used, they
should be incorporated into the low bid
system.

AGC members are deeply committed to
ensuring quality In highway
construction. Toward that end, AGC
believes the principles of the National
Partnership for Highway Quality and the
“National Policy on the Quality of
Highways" should be incorporated in the
federal-ald highway program as the
method for ensuring and promoting
quality in the program. We strongly
believe warranty and guarantee
requirements should not be mandated by
the federal government because they
impose long-term commitments and
unreasonable risks on the contracting
community. Moreover, states are free to
enter into warrantee agreements when
they determine it is prudent.

The FHWA should be given more
flexibility to provide exemptions to the
Buy America Act when there are limited
suppliers of specific products. This will
allow projects to be finished faster and at
lower cost.

Congress should recognize the unique .
nature of construction industry drivers
when addressing the restrictions on
hours of service. Because construction
industry drivers have different driving
patterns than long-haul truck drivers,
Congress should exempt construction




industry drivers from the regulations or
establish a separate construction
industry driving category.

®

The 10 percent Disadvantaged Business

Enterprise {DBE) goal requirement in the

federal-aid highway program should be

sunsetted. AGC belleves the flawed

program sheuld be replaced with a

program that truly promotes and mentors
b

i a

new emerging
AGC's mentor-protégé program is a good
example of a program that teaches new
businesses how to succeed.

ENHANCE - Safer, More
Reliable, Less Congested
Roads

» Work zone safety Is a paramount concern.

Improving the safety of our workers and
mot