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HEARING TO REVIEW RURAL DEVELOPMENT
PROGRAMS OPERATED BY THE U.S.

DEPARTMENT OF AGRICULTURE AND STATUS
OF AMERICAN RECOVERY AND

REINVESTMENT ACT FUNDS FOR THESE
PROGRAMS

WEDNESDAY, JUNE 10, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON RURAL DEVELOPMENT,
BIOTECHNOLOGY, SPECIALTY CROPS, AND FOREIGN
AGRICULTURE,
COMMITTEE ON AGRICULTURE,
Washington, D.C.

The Subcommittee met, pursuant to call, at 10:05 a.m., in Room
1300, Longworth House Office Building, Hon. Mike MecIntyre
[Chairman of the Subcommittee] presiding.

Members present: Representatives McIntyre, Cuellar, Kissell,
Conaway, and Cassidy.

Staff present: Aleta Botts, Claiborn Crain, Tyler Jameson, John
Konya, Scott Kuschmider, Rebekah Solem, Patricia Barr, Mike
Dunlap, and Jamie Mitchell.

OPENING STATEMENT OF HON. MIKE McINTYRE, A
REPRESENTATIVE IN CONGRESS FROM NORTH CAROLINA

The CHAIRMAN. This hearing of the Subcommittee on Rural De-
velopment, Biotechnology, Specialty Crops, and Foreign Agriculture
to review Rural Development programs operated by the U.S. De-
partment of Agriculture and the status of the American Recovery
and Reinvestment Act funds for these programs and their review
will now come to order.

My name is Mike McIntyre. As Chairman of the Subcommittee,
I want to welcome each of you to be here with us this morning.
Thank you for your patience and thank you for joining us.

We want to welcome everyone to review the rural development
programs and the funding for these programs provided in the eco-
nomic stimulus legislation that Congress passed earlier this year.
Thank you for being here as we examine this topic. And I espe-
cially want to thank our witnesses, many of whom I have already
spoken to just prior to the top of the hour. We appreciate your time
and your efforts in coming today, and also the testimony you will
soon be giving.

(1)
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This is the first appearance of Mr. Tonsager before our Sub-
committee in his new role as Under Secretary for Rural Develop-
ment, and we look forward to working with him for the benefit of
rural areas throughout our country. Thank you, particularly, for
being with us today.

Back on the very first week of the 111th Congress, in this very
room—before the Agriculture Committee had even fully orga-
nized—some of you were there that day—especially some of our
staff folks—but some others from national organizations came. I
wanted to make sure we had an economic roundtable, literally, at
that table as we sat around and we talked about some of the con-
cerns that we had, and whether or not rural areas would be in-
cluded in the stimulus package. Unfortunately, there was not much
attention given to rural areas.

That week was a critical week because, being the very first week
the new Congress was in session and when the hot topic, nation-
ally, was the economic stimulus package that was being proposed,
we wanted to make sure that taxpaying citizens of rural areas of
America were not left out.

Indeed, as we discussed further the infrastructure needs faced by
rural communities and how rural areas were faring in the difficult
economic environment, we realized more and more that there needs
to be an emphasis on rural areas receiving assistance. That in-
cluded not only the water and wastewater concerns but also rural
broadband, and making sure we had essential help with regard to
rural facilities.

Thankfully, in light of that hearing, also my good friend Jim Cly-
burn, who hails from the adjoining state, South Carolina, just
south of where I live in North Carolina, and others, our voices were
heard and rural areas were included in the final economic stimulus
package, much more so than they would have been initially or oth-
erwise.

So today we have come full circle now. The economic stimulus
package has passed, of course, and we now have opportunity for
implementation of some of the economic stimulus programs.

Once the bill became law in February, I had announced the Sub-
committee would hold hearings to provide necessary oversight of
USDA’s expenditures of this historic level of funds provided for
rural economic development. So this is the first of those hearings
to look back now on where we are, and where we are going, with
regard to the actual use of funds to make sure we are getting the
best for our taxpayer dollars, the most bang for our buck, if you
will. We want to make sure we hear about the progress of those
programs via the stimulus package.

We also intend to hold a hearing in early July on another large
part of that spending, and that will be particularly on rural
broadband.

Those of us who believe that the heartbeat of America continues
to beat loudest in the quietest of our rural areas, we are pleased
to see the funds that we have allocated go to the needs of rural
areas. The American Recovery and Reinvestment Act authorizes
$4.36 billion in budget authority over 2 years for Rural Develop-
ment Loan and Grant programs, supporting a total level of $24.37
billion. Five programs receive funds through this particular legisla-
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tion: Rural Water and Water Disposal, Rural Housing and Commu-
nity Facilities, Rural Businesses, and Rural Broadband.

Congress did not allocate those funds without serious consider-
ation to the programs receiving the funds, and without serious
questions as to whether the agencies involved would be able and
ready to handle the task of investing these funds in our rural areas
with sufficient oversight.

If the funds were left unspent or, even worse, if they were ex-
pended on uses which Congress did not intend, then any stimulus
would be lost.

Time is critical. We realize that the taxpayers are really ready
to see what bang for their buck that they are getting with the stim-
ulus package. Now that we are almost halfway through this year,
we want to make sure that we are going to see how the stream of
those economic stimulus dollars are being spent. That account-
ability is the least we owe the taxpayers and, beyond that, we want
to make sure they are being efficiently spent.

Many of the programs in question within our jurisdiction with
rural development have been in existence for years. So we have the
great advantage that in our plea to get money for rural develop-
ment and help through the stimulus package, we have had per-
sonnel in place in many agencies, around the country, ready to pro-
vide that effective relief, work, and oversight.

Thus far, while a significant amount of funds have been obli-
gated for rural water, rural housing, and rural community facili-
ties, no funds have been obligated yet either under rural business,
or rural broadband. As I mentioned a while ago, we will have a
separate hearing on rural broadband due to the significant tech-
nical and unique issues related to that category. Right now, I
would just say I am very interested in the publication of both the
broadband funding notice and the broadband loan regulation that
are currently pending, and we will eagerly await those as we look
ahead to the end of this month and into our hearing in early July.

Ultimately, Congress and this Subcommittee need to ensure that
rural development programs are run efficiently and effectively, and
we want to make sure that as we request new dollars for rural
areas in the future we can show that the existing dollars are being
spent wisely and appropriately.

The funds provided in the stimulus legislation are not the only
source of Federal rural investment. The regular appropriation for
these programs also provides a significant infusion of funds, and
we would like to hear how all of these funds are being tracked by
the agencies charged with these programs, and any problems that
may be arising as interested applicants pursue funding for these
programs either through the stimulus, or through regular funding.

I know that each weekend that I am home, and that many of my
colleagues I am sure as well have heard, people want to know: How
do I access; how can I get help; who can I call so I don’t go through
just a bunch of bureaucratic entanglement? All of us here in Con-
gress, also in the Executive Branch, and I know those representing
organizations and rural communities that are also in attendance,
or who may be watching or listening to this hearing, want to im-
prove on what opportunities are available in rural areas and make
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investments in the key infrastructure for the benefit of today’s
rural citizens for future generations.

We want to make sure that through the actions of the Federal
Government that thousands of communities have benefited, will
continue to benefit, and that they can benefit from new or refur-
bished safe water systems, rebuilt health care centers, or new li-
braries with upgraded technologies, and we want to make sure that
these funds that have been provided in the stimulus are used wise-

ly.

I encourage the witnesses today to use the 5 minutes provided
for their statements to highlight the most important points in their
testimony. Please do not read your testimony unless you can com-
plete it within the 5 minutes, or unless you can read just the high-
lights and complete those within the 5 minutes.

Pursuant to Committee rules, testimony by witnesses along with
questions and answers by Members of the witnesses will be
stopped at 5 minutes. However, your complete written testimony
will be submitted in its entirety in the record.

[The prepared statement of Mr. McIntyre follows:]

PREPARED STATEMENT OF HON. MIKE MCINTYRE, A REPRESENTATIVE IN CONGRESS
FROM NORTH CAROLINA

Good morning, and welcome to today’s hearing to review rural development pro-
grams and funding for these programs provided in the economic stimulus legislation
Congress passed earlier this year. I want to thank all of you for being here as we
examine this important topic, and I want to especially thank our witnesses who will
be testifying before us today. This is the first appearance of Mr. Tonsager before
our Subcommittee in his new role as Under Secretary for Rural Development, and
we look forward to working with him for the benefit of rural areas in this nation.

In January of this year, during the first week this Congress was in session, I
joined several organizations working with rural communities to point out the signifi-
cant infrastructure needs faced by these communities and how rural areas were
faring in the current difficult economic environment. As a result, we were able to
secure funds within the stimulus package to address some of the needs for rural
water systems, rural broadband, and essential community facilities. I promised in
March that we would be holding hearings on these programs to provide oversight
over their operations and the expenditure of this historic level of funds provided for
rural economic development. This is the first of those hearings and we intend to
hold a hearing in July on another large part of that spending—rural broadband.

Those of us who believe the heart beat of America sometimes beats loudest in the
quietest rural places were pleased to see these funds allocated to the needs of rural
areas. The American Recovery and Reinvestment Act authorizes $4.36 billion in
budget authority over 2 years for rural development loan and grant programs, sup-
porting a total program level of $24.37 billion. Five programs received funds
through this legislation: rural water and waste disposal, rural housing, rural com-
munity facilities, rural business, and rural broadband.

Congress did not allocate those funds without serious consideration of the pro-
grams receiving the funds and without serious questions as to whether the agencies
involved were up to the task of investing these funds in our rural areas with suffi-
cient oversight. After all, if the funds went unspent, or even worse, were expended
on uses for which Congress did not intend, any “stimulus” would be lost. Fortu-
nately, many of the programs in question have been in existence for many years,
with personnel in place both nationally and in the states to help provide effective
oversight.

Thus far, while a significant amount of funds have been obligated for rural water,
rural housing, and rural community facilities, no funds have been obligated under
either the rural business or rural broadband programs. As I mentioned, this Sub-
committee will be holding a separate hearing on rural broadband due to the signifi-
cant technical and unique issues related to this category of program. Right now, I
would just say that I am very interested in the publication of both the broadband
funding notice and the broadband loan regulation that are currently pending, and
I look forward to the hearing we will be having on this program in early July.
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Ultimately, Congress and this Subcommittee need to ensure that rural develop-
ment programs are run efficiently and effectively for the benefit of the U.S. taxpayer
and for the benefit of the rural areas they are designed to assist. We cannot in good
conscience request new dollars for rural areas if existing dollars are not spent re-
sponsibly and tracked appropriately.

The funds provided in the stimulus legislation are not the only source of Federal
rural investment. The regular appropriation for these programs also provided a sig-
nificant infusion of funds. I am interested in hearing how all of these funds are
being tracked by the agencies charged with these programs and any problems that
may be arising as interested applicants pursue funding from these programs, either
through the stimulus or regular annual funding streams.

I believe that all of us here—in Congress, from the Executive Branch, and rep-
resenting organizations and rural communities—want to improve on what opportu-
nities are available in rural areas and make investments in key infrastructure for
the benefit of today’s rural citizens and future generations. Through actions by the
Federal Government, thousands of communities have benefited over the years from
new or refurbished safe water systems, rebuilt healthcare centers, or new libraries
with upgraded technologies. More recently hundreds of rural communities have ben-
efited already from the funds provided in the stimulus. Nevertheless, if rural com-
munities are going to continue to be helped by these programs, we should continue
to examine ways to make them more relevant to communities’ needs and make sure
every dollar is spent toward making a rural community a better place for our rural
citizens.

The CHAIRMAN. At this time I would like to recognize the Rank-
ing Member of the Subcommittee, Representative Mike Conaway,
for any opening comments that he may have.

OPENING STATEMENT OF HON. K. MICHAEL CONAWAY, A
REPRESENTATIVE IN CONGRESS FROM TEXAS

Mr. CONAWAY. Thank you, Mr. Chairman. I too am pleased that
we have this opportunity to hear testimony today regarding the in-
vestment in rural America. I appreciate the time that each of our
witnesses has put into preparing their remarks, and look forward
to hearing their comments. I am especially excited to hear from
Tom Duck with the Texas Rural Water Association and his ideas
on Wastewater Program issues in Texas.

Rural America is one of the great economic machines of our econ-
omy, providing food, fiber, and fuel to the U.S. and the world. Our
farmers, ranchers, and small businesses contribute to an agri-
culture industry which exports a fourth of its production and con-
sistently maintains a trade surplus. Wise investment in education,
infrastructure, and technology are important to a vibrant rural
America.

This year, we are monitoring the implementation of the 2008
Farm Bill, which helped to refine and refocus our approach to rural
development. This included an authorization for an additional $120
million to address a backlog in water and wastewater applications.

The farm bill also authorized funding for rural business oppor-
tunity grants, the rural Microentrepreneur Assistance Program, a
rural collaborative business investment program, and a comprehen-
sive rural broadband strategy.

This Subcommittee is also closely watching how funds for the
stimulus bill are being disbursed. The stimulus was an imperfect
approach to an economic policy with an unprecedented increase in
the size and cost of government. However, now that it is in place,
it is incumbent upon Congress to ensure that when the Adminis-
tration spends over a trillion dollars authorized in the stimulus, it
is directed to areas with the greatest impact possible.
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I will be interested to see how rural Texas may benefit from the
nearly $6 billion in broadband deployment, water and waste
projects, community facilities, grants, loans and the rural business
development programs.

What we hope to focus on this morning is how funds are being
allocated through both the farm bill programs and the spending
through the stimulus. We are taking a very close look at the coordi-
nation of projects, strategic infrastructure planning, and the dis-
tribution of funding obligations.

Proponents of the stimulus have made big promises, though little
or no funding has been disbursed to USDA’s Rural Development
programs to date. Some questions that I hope would be answered
today are what communities and counties will be disadvantaged if
their needs are not counted in the backlog of projects; have commu-
nities been discouraged from applying for funds in the past due to
associated costs and previous perceptions of funding shortages; and
how our Fiscal Year 2009 appropriated funds and stimulus funds
are being distributed across pending and new infrastructure appli-
cations.

Again, I want to thank each of our witnesses for being here, and
look forward to their remarks. Now that the Chairman and I have
proved that we are the two smartest people on the face of the
Earth, let’s hear from our witnesses instead.

The CHAIRMAN. I will defer to your judgment. Thank you, Mr.
Conaway. The chair requests that other Members submit their
opening statements for the record.

[The prepared statement of Mr. Peterson follows:]

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

Thank you, Chairman McIntyre for calling this hearing today. I also want to com-
mend you for the work you have done this year on calling attention to the specific
needs of rural America during the economic downturn.

Today’s oversight hearing is an important one, and I would like to echo Chairman
McIntyre’s welcome to Mr. Tonsager to this Committee in his new role. Mr.
Tonsager holds an important position as USDA administers the greatest number of
Federal rural development programs and has the highest average of program funds
that go directly to rural counties.

While there are a lot of moving parts to Rural Development, their mission re-
mains focused on serving the areas of greatest need with the financial and technical
resources that are available. It is our job to make sure that the mission is being
fulfilled.

USDA’s Rural Development programs are tasked with addressing the unique chal-
lenges of our country’s less populous areas. Logistics, distance, lack of infrastructure
and economic under-investment are significant challenges rural America faces,
whether it is lack of health care and first responder services, promoting homeowner-
ship, increasing broadband deployment, or providing water and waste disposal sys-
tems. Rural Development programs are designed to fill in the gaps where needed,
and spur vital economic development whenever possible.

Rural Development programs finance essential infrastructure that most urban
and suburban residents take for granted. Reliable, affordable broadband Internet
service, for example, is one of the most important needs facing rural America today.
It is vital to job creation and retention, economic development, entrepreneurship,
education, and medical technology.

I also want to welcome the Office of the Inspector General for appearing today.
With the recent directive from the Administration to speed up stimulus funding, the
IG’s office has its hands full monitoring the use of these taxpayer dollars on top of
ifts (rilormal function of auditing and accounting for the proper use of appropriated
unds.
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Ever since I have been elected, I have had somebody out there in my district
working full time on economic development. A lot of that work has been through
rural development, and we have gotten a lot accomplished as a result of those pro-
grams. So I know firsthand the value that these programs provide and the potential
return on investment that exists. Along those lines, I welcome the witnesses on to-
day’s second panel who will hopefully give this Committee some good insight on how
RD funds can help make things work on the ground out in rural America.

I welcome today’s witnesses and I look forward to their testimony. I yield back
my time.

The CHAIRMAN. We will begin with our first panel, Mr. Dallas
Tonsager, the Under Secretary for Rural Development; and Phyllis
Fong, Office of Inspector General for the USDA. Thank you for
coming and being with us today and giving me the pleasure of
meeting you.

Mr. Tonsager, please begin.

STATEMENT OF HON. DALLAS P. TONSAGER, UNDER
SECRETARY FOR RURAL DEVELOPMENT, U.S. DEPARTMENT
OF AGRICULTURE, WASHINGTON, D.C.

Mr. TONSAGER. Mr. Chairman, Members of the Subcommittee,
thank you for the invitation to testify on USDA Rural Development
programs. This is the first time I have appeared before you, and
I look forward to continuing this discussion in the future.

The onset of a new Administration is always an opportunity for
reevaluation and change. Today is no exception. In this case, re-
evaluation and change are driven not just by a new Administra-
tion, but by a new farm bill and the Recovery Act as well.

Let me say at the beginning, however, that I have the highest
regard for the vision and commitment of my predecessors and our
6,000 dedicated employees. USDA Rural Development is a going
concern. We will be celebrating our 75th anniversary next year.
There is a continuity in the work that we do.

I had the privilege of being a state director during the Clinton
Administration. Eight years ago, two farm bills, and another Ad-
ministration have intervened but, for me, this still feels like home.

That said, there are some things that we do intend to do dif-
ferently. This is my fourth week, so I must speak of my goals rath-
er than my accomplishments. Although I do want to take note of
the almost $4.9 billion of Recovery Act dollars that we have obli-
gated since April 1 for rural housing, community facilities, and
water projects, that alone is a significant achievement, but looking
ahead, I believe that we can and should do a better job of reaching
out to underserved communities and devoting more energy and re-
sources to the poorest of the poor.

I would hope when one maps our investments in 2 or 3 years
from now there will be a greater focus on heavily rural, as opposed
to near urban jurisdictions. Similarly, we can and should do a bet-
ter job going forward of getting out of the office and providing
greater support in the more remote areas.

I pledge to do a better job of providing my staff with the tools
they need to become a more mobile 21st century workforce. I would
hope that we could accelerate the remarkable progress that we
have begun making on renewable energy. It is a critical priority.

Finally, I hope that we will be able to strengthen our programs
that provide a critically important foundation for economic and
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community development. The Value-Added Producer Grant Pro-
gram, for example, is a very powerful but, in my view, underuti-
lized tool. The farm and rural economies are interdependent.
Value-added agriculture drives sustainable development both on
and off the farm, and I anticipate a renewed emphasis on it in the
years to come.

These are not new issues. I do not mean to suggest that Rural
Development has been insensitive to these concerns. That would
not be fair to our staff who have been engaged in these areas and
who are passionate advocates for their programs, nor do I mean to
suggest that we will be drawing lines in the sand. We serve all of
rural America. But in terms of outreach and the allocation of scarce
staff resources, I do anticipate there will be a shift in priorities.

My written testimony summarizes the status of our Recovery Act
and major new farm bill programs. Let me make two brief points
now to frame that discussion.

First, this year we face the challenge of concurrently managing
a continuing resolution, the Omnibus Bill, the rollout of the new
farm bill, the Recovery Act, and disaster funding. This has been a
challenge. Most of that work was done before I arrived a few weeks
ago. I know it wasn’t easy, but it has been done.

The Recovery Act investments are flowing, most of the new farm
bill Program NOFAs have been published, or will be shortly. The
section 903 Biorefinery Assistance Program has already announced
its first guarantee and another is soon expected.

This represents a substantial amount of work in a short time
frame, and I want to acknowledge the efforts of the Rural Develop-
ment staff who made it happen.

Second, the several tranches of funding represents opportunities
as well as challenges. Recovery Act funding, for example, is time
sensitive. If a project is eligible for Recovery Act or regular appro-
priations funding, we will have a systematic preference to use that
time limited funding first. On the other hand, Recovery Act funding
is also subject to numerous conditions, some statutory and some
policy driven. Meritorious projects that fall outside the Recovery
Act parameters will be funded through regular program dollars.
This is a balancing act, and we will be prudent stewards of the
funds you entrust to us.

The bottom line remains the same—economic recovery and im-
proving economic opportunities and the quality of life in rural com-
munities. It is an important job, and I look forward to working
with you to get it done.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Tonsager follows:]

PREPARED STATEMENT OF HON. DALLAS P. TONSAGER, UNDER SECRETARY FOR RURAL
DEVELOPMENT, U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Mr. Chairman, Members of the Subcommittee, thank you for your invitation to
testify on USDA Rural Development’s programs. This is the first time I have ap-
peared before you, and I trust that it will be the beginning of an ongoing dialogue.
I know that you share our commitment to increasing economic opportunity and im-
proving the quality of life in rural America, and I look forward to many more oppor-
tunities to continue this discussion in the future.

USDA Rural Development next year will celebrate our 75th anniversary, dating
back to the creation in 1935 of the Rural Electrification Administration and the Re-
settlement Administration, which later became the Farmers Home Administration.
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Since that time, rural America has changed. So have our programs, our organiza-
tional structure, and even our name. We have adapted with the times. But rural
America continues to face unique challenges, and we continue to stand ready to as-
sist in meeting them.

The onset of a new Administration is always an opportunity for reevaluation and
change. Today is no exception, and in this case reevaluation and change are driven
not just by a new Administration, but by implementation of a new farm bill and
the Recovery Act as well.

Let me emphasize at the outset, however, that I have the highest regard for the
vision, energy, and commitment of both my predecessors and our approximately
6,000 dedicated employees. USDA Rural Development is a going concern. We have
been “at this” for a long time. Even at a time of transition, it is important to recog-
nize that there is a deep continuity in the work that we do. I had the privilege of
serving as a Rural Development State Director during the Clinton Administration.
Eight years, two farm bills, and another Administration have intervened, but for
me, this still feels like coming home.

Nonetheless, there are some things that we intend to do differently. I have been
on the job for 3 weeks, so I must put this in terms of goals rather than accomplish-
ments—but I believe that we can and should do a better job of reaching out to un-
d}el:rserved constituencies and devoting more energy and resources to the poorest of
the poor.

I would hope, 2 or 3 years from now, that when one maps our investments, there
will be less of a concentration in exurban areas and a greater presence in more
rural jurisdictions.

Similarly I would hope, again 2 or 3 years from now, that we will see less clus-
tering of investments in close proximity to our field offices, and that we will be
doing a demonstrably better job of getting out of the office and providing technical
support in more remote areas.

I would hope that we will not only sustain, but accelerate, the remarkable
progress that we have begun to make in the deployment of renewable energy, and
that we will have reinvigorated a number of our traditional programs that may not
be new . . . that may not have been the focus of innovation, and change in the farm
bill . . . but that continue to provide a critically important foundation for economic
and community development in rural America.

The Value-Added Producer Grant program, for example, is a very powerful, highly
flexible, but yet underutilized tool. I recognize that most rural Americans don’t farm
and that most rural income, including most farm family income, is earned off the
farm. But I also know that the farm and rural economies are interdependent and
that value-added agriculture drives sustainable development across the board in
rural communities. The Value-Added program has proven itself over the years to be
effective, cost-efficient, and productive. This is another area in which I anticipate
that we will place a renewed emphasis in the years ahead. We serve all of rural
America and we will work aggressively and on an equal opportunity basis with all
comers.

But in terms of outreach, marketing, technical assistance, and the allocation of
scarce staff resources, I do anticipate that there will be a shift in priorities. This
will be a point of emphasis with our new state directors as they come aboard in the
coming weeks, and I look forward to continuing discussions with you on these topics
as we move ahead.

I will focus today on two urgent priorities: economic recovery, and implementation
of the new farm bill. Economic recovery is the first order of business for the Obama
Administration and USDA Rural Development is a full partner in that effort.

The American Recovery and Reinvestment Act of 2009 (ARRA) provided $4.36 bil-
lion in Budget Authority to Rural Development to support a projected Program
Level of more than $28 billion. Loans, loan guarantees and grants will be awarded
to build high speed broadband infrastructure, construct or improve rural water and
waste disposal systems, finance homes for rural families, build critical community
facilities, such as rural hospitals, community centers and public safety facilities, and
to fund new rural business ventures. We have a full plate.

To support the goals of the Recovery Act, it is important that these funds be de-
ployed rapidly. But it is equally important that they be spent smart, and right. We
will take the time and invest the resources required to ensure that these objectives
are met. ARRA is also being implemented with unprecedented transparency and ac-
countability. I would direct your attention to the geo-spatial mapping tool on the
USDA homepage; which will show the location of every ARRA investment nation-
wide. We will also in the near future be deploying an RD-ARRA “dashboard,” an-
other online tool that will provide a wealth of detailed program information in an
accessible, easily searchable format. While these tools have been developed as part
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of the ARRA initiative, they are clearly adaptable to Rural Development’s other pro-
grams as well, and that application is already under discussion for the future.

With the exception of the ARRA broadband program and ARRA Business and In-
dustry, all USDA Recovery Act funds are being administered through our regular
program channels, subject to the additional ARRA statutory provisions related to
prevailing wage standards, Buy American requirements, and recipient reporting re-
quirements. Our more than 450 state and area service centers are fully engaged,
providing us with an unmatched ability for outreach and to provide technical sup-
port.

We are also working to ensure that funds are available to rural communities that
need them the most. In doing so, we are considering factors such as unemployment,
outmigration, rural population, income level, areas of persistent poverty, lack of
service, aging infrastructure and health issues. While we are just getting started,
ARRA is already making a tangible difference in rural communities:

USDA Rural Development—ARRA Accomplishments to Date: As of June 3, 2009

Funding Received

Total Project $

Total Project $

Program Area (Program Level) Announced Obligated
Broadband $9.1 billion $0 $0
B&I Guaranteed TBD $0 $0
Community Facilities $1.197 billion $57.75 million $13.34 million
RBEG $19 million $0 $0

SFH Direct
SFH Guaranteed
Water and Waste

$967 million
$10.250 billion
$3.7 billion

$758 million

$134.6 million
$4.3 billion
$451 million

The numbers don’t tell the full story. The ARRA funds obligated through the end
of last month translate into over 37,000 new homes financed in rural communities
across all 50 states. They include 252 water and waste disposal infrastructure
projects in 34 states that will improve the quality of life for more than 424,375 resi-
dents. They include 279 essential community facilities projects—for health care,
public safety, educational and cultural facilities—that will help communities in 39
states.

And that’s just the beginning. ARRA was signed into law on February 17, less
than 4 months ago, and it required a substantial amount of work to implement.
Funds are just beginning to flow. We have already obligated more than $539 mil-
lion, and we have established even more aggressive goals for the next 100 days.

e The Rural Business Enterprise Grant Program (RBEG) has not yet obligated
any ARRA funds, but 191 applications from the first application window were
in hand as of May 18. We anticipate awarding $19.4 million in RBEG grants
by Labor Day. These funds will support a variety of activities including adult
distance learning programs, job retraining programs, and business incubators to
provide support and guidance to new rural small businesses. We anticipate pub-
lication of a ARRA Rural Business Enterprise Grant NOFA this summer.

e We also anticipate publication of the ARRA broadband NOFA by early summer.
I understand that the Subcommittee expects to hold another hearing later this
summer on the broadband program. I look forward to discussing this in detail
with you at that time.

e The Single Family Housing Program is on track to provide an additional $1.4
billion in new guarantees for rural home loans between now and Labor Day,
enough to support 50,000 residential mortgage loans to rural residents.

o We expect to provide an additional $120 million for 1,900 new direct housing
loans to low and moderate income families.

o These investments will bring the total by Labor Day to more than $5.7 billion
{)n guaranteed home loans and $250 million in direct housing loans since ARRA

egan.

e Finally, the Rural Development Water and Waste Program will provide an addi-
tional $585 million in new loans and grants by Labor Day to construct and up-
grade approximately 200 water and waste systems in rural America. With these
new applications, we will reach the $1 billion mark for total ARRA funding of
water and waste programs by Labor Day, and approximately 150 projects fund-
ed under ARRA will be into construction.

Implementation of ARRA has entailed a very heavy additional burden on a very
talented and dedicated USDA Rural Development staff. We are not in the business
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of block granting large lump sums to states, municipalities, and other governmental
entities. We are a direct lending agency; we lend to individuals, rural small busi-
nesses, and nonprofits; and our portfolio largely consists of relatively small loans
and loan guarantees. The increased workflow 1s very substantial, and I am very
proud of the way in which our people have risen to the challenge.

We face different but no less important challenges with regard to the new farm
bill. In 2002, the farm bill contained for the first time an Energy Title and a rural
broadband program. These initiatives reflected the fundamental structural changes
and new opportunities emerging in rural America. It is not surprising that Congress
revisited both of these issues in 2008, and we recognize that broadband and renew-
able energy are key priorities going forward.

As with the ARRA broadband initiative, I will withhold detailed comment on the
farm bill broadband program until our next meeting. I know that this is of great
interest to you, and I look forward to discussing it in detail.

With regard to renewable energy, the 2008 Farm Bill strengthened and expanded
an already robust Rural Development program area. Since 2002, Rural Development
has emerged as a leader in the deployment of renewable energy. We have assisted
agricultural producers and rural small businesses in improving the energy efficiency
of their operations and in investing in ethanol, biodiesel, wind, solar photovoltaics,
solar thermal, digester anaerobic and geothermal energy production. We are excited
by the opportunity to build upon this record of success.

Renewable energy and energy efficiency are urgent national security, economic se-
curity, and environmental imperatives. They are a priority for the President, and
for Rural Development. America needs to diversify our energy supply. We need
clean, sustainable, alternative energy to reduce our dependence on oil. We urgently
need to support, and indeed to lead, a strong international effort to reduce green-
house gas emissions. And we cannot afford to miss the historic opportunity for val-
ued-added agriculture and sustainable rural economic development offered by re-
newable energy.

I am pleased to report today that Rural Development has now completed the ini-
tial rollout of our new farm bill energy programs, with the sole exception of the Sec-
tion 9009 Rural Energy Self Sufficiency Initiative for which no funding is available.

Section 9003: Biorefinery Assistance Program.

The Section 9003: Biorefinery Assistance Program provides loan guarantees for
the development, construction and retrofitting of viable commercial-scale biorefin-
eries producing advanced biofuels. The Fiscal Year 2009 NOFA was published No-
vember 20, 2008. Two application windows were announced. The first closed on De-
cember 31, 2008.

From Round 1, the first award was made in January, 2009, for an $80 million
loan guarantee for the production of cellulosic ethanol. A second application is cur-
rently under review. This is an application for a $25 million loan guarantee to ret-
rofit a biodiesel refinery to produce second generation biofuel. A decision is immi-
nent.

The Round 2 application window closed April 30, 2009 of the 12 applications re-
ceived, only five were determined to be complete applications. Of these five applica-
tions two are currently under review. These involve second generation biofuel tech-
nologies to produce cellulosic ethanol, biodiesel, and methane gas and electricity.
Awards for the second round are projected for September 15, 2009.

Section 9004: Repowering Assistance.

The Section 9004: Repowering Assistance Program provides for payments to bio-
refineries (that were in existence at the time the 2008 Farm Bill was passed) to re-
place fossil fuels used to produce heat or operate biorefineries with renewable bio-
mass. The NOFA was signed this Monday, June 8, and has been submitted for pub-
lication in the Federal Register. We anticipate publication within the next several
days.

Section 9005: Bioenergy Program for Advanced Biofuels.

The Section 9005: Bioenergy Program for Advanced Biofuels provides for pay-
ments to eligible agricultural producers to support and ensure an expanding produc-
tion of advanced biofuels. A Notice of Contract Proposal (NOCA) was signed this
Monday, June 8, and has been submitted for publication in the Federal Register. We
anticipate publication within the next several days.

Section 9007: Rural Energy for America Program.

The Section 9007: Rural Energy for America Program expands and renames the
program formerly called the Renewable Energy Systems and Energy Efficiency Im-
provements Program (formerly Section 9006). Since the enactment of the first-ever
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Energy Title in a farm bill in 2002, this program has provided grants and loan guar-
antees to agricultural producers and rural small businesses for more than 2,140 en-
ergy efficiency and renewable energy projects ranging from biofuels to wind, solar,
geothermal, methane gas recovery, and other hybrid projects. While not limited to
biofuels, the Section 9007 Program is nonetheless available on a competitive basis
to biofuels producers (agriculture producers and rural small businesses).

Four percent of Section 9007 funding is reserved for Energy Audits and technical
assistance. A Notice of Solicitation of Applications (NOSA) for the Energy Audit and
technical assistance funding was published March 11,2009 with an application dead-
line of June 9, 2009. This is a competitive grant program and we are now beginning
to review and score applications. We anticipate announcing awards by August 1,
2009.

The remainder of Section 9007 funding will be awarded on a competitive basis
and will finance feasibility studies along with investments in energy efficiency and
renewable energy production. The NOFA was published on May 26, 2009.

Two non-energy related farm bill programs have also elicited a high level of public
interest. The Section 6022 Rural Microentrepreneur Assistance Program is an excit-
ing opportunity to target technical assistance and financial support on very small
rural businesses, many of them home-based. We anticipate publication of an interim
rule later this fiscal year.

And last but not least, the Fiscal Year 2009 NOFA for the Value-Added Producer
Grant program, initially published on May 6, 2009, has been withdrawn in order
to address concerns raised by this Subcommittee. We will republish a revised NOFA
at the earliest possible date. To ensure that potential recipients have the greatest
opportunity to apply, we also intend to extend the application period to 3 months,
which will push the award date into October. As I indicated at the beginning of my
testimony, value-added agriculture is a personal priority for me, and I look forward
to working with this Subcommittee to ensure that we maximize the potential of this
highly effective program.

In closing, let me again thank this Subcommittee and the Congress for the gen-
erous support you have provided over the years to USDA Rural Development. We
administer a plethora of programs, but in the end, our mission is simple. We are
here to serve rural America, to create economic opportunity, and to improve the
quality of life in rural communities. I am both honored and humbled by the oppor-
tunity to return to Rural Development as the Under Secretary, and I regard it as
a privilege and an opportunity to work with you on behalf of the 60 million Ameri-
cans who call rural America home. Thank you.

The CHAIRMAN. Thank you very much. That was very well done,
and we will look forward to discussing some of those matters with
you further, in just a moment, with questions from the Members.

For now, I would like Inspector General Fong to proceed.

STATEMENT OF HON. PHYLLIS K. FONG, INSPECTOR
GENERAL, OFFICE OF INSPECTOR GENERAL, U.S.
DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Ms. FoNG. Good morning, Mr. Chairman. Thank you, Ranking
Member Conaway, and other Members of the Subcommittee for in-
viting me here this morning. We are very pleased to be able to tes-
tify about the oversight work we are doing on our Recovery Act
funds at USDA.

As you have noted, RD has significant responsibilities in this
area with the tremendous portfolio and large number of dollars to
be put out in programs. So, we have, in the IG’s office, put together
an oversight plan and program to take a look at all of these dollars
as they are planned to be spent and obligated.

So this morning I want to just take a few minutes to highlight
three key points for you in terms of the work that we are doing.

First of all, in the IG’s office we are taking a proactive approach
to working with RD and with other USDA agencies to ensure, to
the greatest extent possible, that agencies have good procedures in
place to award funds to eligible recipients. We want to prevent
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fraud, waste, and mismanagement before it occurs rather than
coming in at the end and finding it after the funds have already
been spent.

Of course, if we do identify instances of fraud or other improper
activities, we will take steps to address those instances with the
appropriate authorities. But we are emphasizing very much in our
work the proactive approach.

Second, we recognize the importance of timely reporting to both
RD and to Congressional Committees so that you can carry out
your oversight responsibilities. In order to do this, we have started
a program of issuing quick audit reports whereby we notify agency
managers of potential problems as soon as we find them, so that
they can consider taking immediate corrective actions where appro-
priate.

We have recently issued four of these quick reports concerning
different aspects of the Single-Family Housing Guaranteed Loan
Program in order to address concerns that substandard loan appli-
cations could be submitted to RD for approval.

I am happy to report that RD has responded very positively to
our recommendations. They have outlined to us a number of sig-
nificant actions that they will take to address the issues that we
have identified. These issues are discussed in detail in my full
statement.

The main point that I want to make here is that we are trying
to work very constructively and cooperatively with RD to identify
these issues up front, and we are very pleased with the way these
discussions are going.

My final point is that we in the IG Office have planned audit
coverage of every USDA and RD program that is receiving Recov-
ery Act funds. In the RD program, we currently have six audits in
process, and they relate to loans and grants for single-family hous-
ing, water and waste disposal systems, community facilities, and
rural business ventures. We expect to initiate three more audits re-
lated to the housing programs before the end of this fiscal year. In
general, our approach will be to look at internal controls up front,
to test recipient eligibility, to determine whether funds are being
used for authorized purposes, to look at the tracking and reporting
of the use of funds, and ultimately to go in and take a look at pro-
gram effectiveness and whether program measures are being met.

As we complete our reports we will be providing them to the
Committee pursuant to our usual procedures, as well as internally
within the Department.

This concludes my testimony. I am very happy to be here to tes-
tify, and look forward to addressing your questions.

[The prepared statement of Ms. Fong follows:]

PREPARED STATEMENT OF HON. PHYLLIS K. FONG, INSPECTOR GENERAL, OFFICE OF
INSPECTOR GENERAL, U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Good morning, Chairman McIntyre, Ranking Member Conaway, and Members of
the Subcommittee. Thank you for inviting me to testify about our work at the U.S.
Department of Agriculture (USDA) Office of Inspector General (OIG) regarding over-
sight of the American Recovery and Reinvestment Act of 2009 (Recovery Act)! funds

1H.R. 1, Public Law 111-5, February 17, 2009.
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provided to USDA’s Rural Development programs. USDA OIG is directly responsible
for continuous oversight of USDA’s vast programs and operations; in Fiscal Year
2008, the Department had expenditures of approximately $95 billion and approxi-
mately 90,000 employees. USDA alone received $28 billion in Recovery Act funding
for a broad array of Department programs and operations, ranging from rural devel-
opment programs, nutrition assistance, and watershed activities, to wildfire man-
agement and broadband activities. Nine separate USDA programs or accounts re-
ceived at least $300 million in supplemental funding.

I will begin my testimony with an overview of our plan to conduct oversight of
USDA Recovery Act activities and report our results. I will then summarize the re-
sults of several specific audits we have completed relating to Rural Development’s
Recovery Act programs as well as work that is in process and planned.

I. USDA OIG’s Oversight Plan for USDA’s Recovery Act Activities

We have developed a number of actions to enable OIG to provide timely and effec-
tive oversight of USDA’s Recovery Act expenditures. In addition to the efforts de-
scribed below, we conducted immediate outreach to the Department—including
meetings with the top officials of the relevant USDA agencies—to advise them of
OIG’s plans and to solicit their input on where our efforts would be most effective.
We are providing them with information on oversight “best practices” as they come
to our attention. For example, we provided USDA agencies with a recently issued
guide to grant oversight and best practices for combating grant fraud and with in-
formation related to a fraud scheme pertaining to Recovery Act funds.

Summarized below are the major elements of our oversight plan, organized by
audit and investigative activity.

A. Recovery Act Oversight at USDA: Audits

We are focusing on key elements such as whether USDA agency officials have es-
tablished proper internal control procedures and compliance operations, as well as
reviewing whether participants in Recovery Act-related programs meet eligibility re-
quirements. OIG’s audit work will be conducted in multiple phases based on USDA’s
ReIc)(l)lvery Act activities and expenditures.

ase 1:

(1) In recent years, OIG has made audit recommendations on virtually every
USDA program that will receive Recovery Act funding. We assessed the extent
to which USDA agencies implemented our recommendations to determine
whether program weaknesses have been corrected. In cases where OIG’s rec-
ommendations were not fully implemented, we worked with agency officials to
identify the corrective action necessary to ensure effective controls on USDA’s
Recovery Act expenditures. (The results of this work for Rural Development are
described in subsequent sections of this testimony.)

(2) We expanded the scope of audits that were already in process or planned
for USDA programs receiving Recovery Act funds. Among them are reviews of
the Farm Service Agency’s oversight of farm loans; Rural Development pro-
grams for single family housing, business and industry loans, and water and
waste disposal programs; the Forest Service’s wildland firefighting program;
and the Food and Nutrition Service’s Supplemental Nutrition Assistance Pro-
gram (SNAP).

(3) We are expediting the completion and release of several audits related to
Recovery Act-funded programs, including Rural Development’s broadband pro-
gram and the rehabilitation of flood control dams by the Natural Resource Con-
servation Service. (The results of our work for broadband are described in sub-
sequent sections of this testimony.)

Phase 2:
(1) We are designing new audits to specifically review various aspects of the
programs receiving Recovery Act funding.
(2) We are reviewing each USDA agency’s Recovery Program Plan and then will
develop targeted oversight initiatives.
(8) Our newly formed Data Analysis and Data Mining group will begin its Re-
covery Act-related oversight by analyzing data pertaining to Rural Develop-
ment’s Single Family Housing Direct Loan Program.

Phase 3:

We will evaluate the determinations USDA agencies make about the effective-
ness of their Recovery Act activities by analyzing their performance measures
with respect to outcomes.
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B. Recovery Act Oversight at USDA: Investigations

Our Recovery Act investigative efforts will emphasize preventing and identifying
fraud, initiating timely investigations when potential criminal activity occurs, and
responding to whistleblower reprisal complaints from non-Federal employees. OIG
will work with U.S. Attorneys and States Attorney General Offices to prosecute vio-
lators and seek asset forfeiture when appropriate.

Phase 1:

(1) OIG agents are increasing the fraud awareness briefings they conduct for
agency personnel and will be distributing information to program stakeholders
on our investigative capabilities and the avenues available for citizens to report
Recovery Act-related fraud.

(2) Our National Computer Forensic Division will be assisting in fraud identi-
fication related to USDA’s Recovery Act programs, such as matching our audit
data mining results against external databases.

(3) We are actively participating on national and regional task forces such as
the Contract and Procurement Fraud Task Forces and the Mortgage Fraud
Task Forces. These organizations increase OIG’s ability to identify fraud and
partner with other Federal/state investigators and prosecutors.

(4) OIG is continuing close liaison with USDA agencies to identify fraudulent
activities and coordinate with their compliance and investigations units for joint
investigations, as appropriate.

(5) We will use OIG’s Hotline as a source of information on potential criminal
activity affecting USDA’s recovery activities. Each month, our Hotline staff re-
ceives approximately 275 contacts and performs an initial assessment of the
complaints and allegations to determine the level of OIG investigative inquiry
that is warranted. OIG is separately tracking complaints regarding Recovery
Act funding and related whistleblower reprisal complaints.

Phase 2:

(1) After assessing the results of the initiatives described above (and informa-
tion revealed by our Recovery Act-related audit work), we will open criminal in-
vestigations, as appropriate.

(2) We will work to ensure that entities involved in criminal or serious mis-
conduct are held accountable via criminal and/or civil prosecution, asset for-
feiture, agency fines, and administrative sanctions (suspension/debarments,
etc.).

C. Reporting OIG’s Recovery Act Activities and Results

We recognize the importance of timely reporting by IGs about Recovery Act-re-
lated activities. Fulfilling our reporting obligations under the Recovery Act will as-
sist agency heads and Congressional oversight committees in carrying out their re-
sponsibilities. We will therefore alert USDA officials to program integrity and effi-
ciency problems as quickly as possible to expedite corrective actions. We will incor-
porate the Recovery Act’s new requirements regarding whistleblower reprisal com-
plaints into our semi-annual reports to Congress. As provided by Office of Manage-
ment and Budget (OMB) guidance, OIG is separately reporting our use of Recovery
Act monies and other funds for Recovery Act-related activities in our reports and
“Recovery.gov” submissions.

We have instituted a new process to timely issue audit reports related to Recovery
Act funds. As we perform our audits, if we identify an issue that could/should be
addressed quickly by program officials to prevent fraud, waste, or mismanagement,
we will produce a report recommending immediate action. These quick turn-around
reports can then be rolled up into consolidated reports. (Examples of these reports
are detailed in subsequent sections of this testimony.)

II. Recovery Act-Related Audit and Investigative Work for Rural Develop-
ment

Rural Development has significant responsibilities related to the Recovery Act.
The agency has been charged with administering $4.36 billion in recovery funds,
that when implemented will deliver more than $20 billion in loans and grants to
improve economic opportunity and the quality of life in rural America. Loans and
grants will be awarded to build high-speed broadband infrastructure; construct or
improve rural water and waste disposal systems; finance homes for rural families;
build critical community facilities, such as rural hospitals, community centers, and
public safety facilities; and fund new rural business ventures.
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A. Broadband

In March 2009, we released our report2 on the broadband loan and loan guar-
antee program. This work was initiated at the request of Congress to determine if
the Rural Utilities Service (RUS) had made sufficient corrective actions in response
to our September 2005 report3 and to answer specific questions posed by the House
and Senate Committees on Appropriations.

We found that RUS had not fully implemented corrective action in response to
our September 2005 audit report. RUS had written a proposed change to the regula-
tion which would have addressed some of our recommendations; however, they did
not implement the rule, choosing to wait for passage of the Food, Conservation, and
Energy Act of 2008 (2008 Farm Bill) to ensure that their proposed rule met the new
requirements. During the period prior to enactment of the 2008 Farm Bill, RUS con-
tinued to make loans to providers in areas with preexisting service, sometimes in
close proximity to large urban areas.

In its response to our report, the agency agreed to take corrective actions. How-
ever, we remain concerned with the current direction of the broadband program,
particularly as it receives greater funding under the Recovery Act. As structured,
RUS’ broadband program may not meet the Recovery Act’s objective of awarding
funds to projects that provide service to the greatest number of rural residents who
do not have access to broadband service.

Given our concerns, we are coordinating with both the Government Accountability
Office (GAO) and the Department of Commerce (DOC) OIG. In March and April
2009, GAO initiated two audits on RUS’ broadband program. DOC-OIG is currently
conducting audit work to oversee the $4.7 billion that the National Telecommuni-
cations and Information Administration has been awarded to deploy broadband
using Recovery Act funds.

B. Prior Audit Recommendations

In April 2009, we reported on our initial Recovery Act oversight project, which
was to review audit recommendations that could impact internal controls over Re-
covery Act activities for each agency.# We identified recommendations where Rural
Development had not implemented the agreed-upon corrective actions within the
mandatory 1 year timeframe. We then determined which of these recommendations,
if left unresolved or not mitigated, would introduce a significant risk of inefficient
or improper use of Recovery Act funding. For Rural Development, we identified 17
audit recommendations that met these criteria involving approximately $10 billion
of Recovery Act funds.

In response to our report, Rural Development itemized the actions it was taking
to address the risks associated with the unimplemented recommendations related
to the business and industry guaranteed loan program, the single family housing
direct loan program, and the broadband grant and loan program. For example, the
agency explained that corrective action for eight of the 11 recommendations related
to the business and industry guaranteed loan program is affected by the publication
of the new guaranteed loan regulation. The agency also responded that, until the
new regulation is published, it has taken the steps necessary to minimize the risk
of loss to the program, including annual training to state offices and lenders, moni-
toring to ensure compliance, and periodic notices to provide instruction and clarifica-
tion.

For the five recommendations related to the broadband grant and loan programs,
Rural Development states that it is implementing the evaluations, oversight, and
monitoring systems and procedures required for Recovery Act programs under OMB
guidance. Rural Development has said it plans to have these systems and proce-
dures in place before Recovery Act funds are obligated.

C. Single Family Housing Guaranteed Loan Program

The Rural Housing Service is responsible for distributing Recovery Act funds
through the Single Family Housing Guaranteed Loan Program. As of June 3, 2009,
Rural Development had obligated over $4.3 billion to guarantee over 36,000 loans.
Our role, as mandated by the Recovery Act, is to oversee agency activities and to
ensure funds are expended in a manner that minimizes the risk of improper use.
As of May 22, 2009, we have issued four reports related to our oversight activities

2Rural Utilities Service’s Broadband Loan and Loan Guarantee Program, Audit Report No.
09601-8-Te, issued March 31, 2009.

3Rural Utilities Service’s Broadband Grant and Loan Programs, Audit Report No. 09601-4—
Te, issued September 30, 2005.

4 Existing Risk to Rural Development’s Economic Recovery Program, Audit Report No. 85703—
1-HQ, issued April 3, 2009.
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of rural housing. These reports address: (1) internal control weaknesses related to
the agency’s Guaranteed Underwriting System (GUS); (2) waivers of the agency’s
debt ratio policy for borrowers participating in the program; (3) lenders’ use of inde-
pendent mortgage brokers (“brokers”) to originate loans that are guaranteed by
Rural Development; and (4) procedures used by agency field staff when reviewing
and approving applications for loan guarantees. These issues will be compiled into
a final report at the conclusion of our audit. During this initial phase, we did not
perform testing to verify lender compliance with agency policies and procedures. As
a result, we have no conclusions on the overall extent of abuse that is, or may be,
occurring in the program. Our concern is that substandard loan applications could
be submitted to and approved by Rural Development.

(1) GUS Internal Control Weakness

In January 2007, Rural Development implemented GUS, an automated un-
derwriting system, to streamline the process used by lenders to submit loan
guarantee applications. According to agency national officials, approximately 40
percent of all applications for loan guarantees involving Recovery Act funds
have been processed through GUS, compared to a historical average of 25 per-
cent. The internal control weakness we identified relates to the documentation
requirements for lenders who submit loan guarantee applications through GUS.
We found lenders do not submit documentation that supports the eligibility of
borrowers for applications accepted by GUS. For example, while lenders are re-
quired to maintain supporting documents, they do not provide evidence such as
employer earning statements that supports borrower income to agency officials.
This type of evidence is provided when applications are manually processed by
agency officials. Thus, lenders are able to enter inaccurate borrower information
into GUS with minimal risk of detection by agency officials prior to approving
a loan guarantee.

In response to our recommendations, Rural Development implemented addi-
tional controls for processing single family guaranteed housing loans with Re-
covery Act funds. For example, effective May 18, 2009, Rural Development sus-
pended the use of Recovery Act loan funds for new conditional commitment re-
quests so it could revise GUS quality control processes currently in place. The
agency developed additional quality control standards by incorporating a pre-
loan closing review of five percent of GUS submissions for each GUS-approved
lender. The agency also plans to increase compliance testing conducted after
loan closing with a focus on GUS loan origination quality. Reviews will con-
centrate on the participating lenders that originate a high volume of GUS loans
or that may have certain GUS loan performance metrics.

(2) Waiver of Debt Ratios

During our review, we noted that agency policy regarding the waiver of debt
ratio requirements was unclear and not being administered by field staff as ex-
pected by national officials. Agency policy states that lenders are to submit a
request for waivers to debt ratio requirements in writing to Rural Development
and include documentation of the appropriate compensating factors for support
of sound underwriting judgment. Based on this policy, agency national officials
expected field staff to obtain evidence of the compensating factors, such as bank
statements for instances where the compensating factor was a large savings ac-
count. However, in the field, we observed that Rural Development staff ap-
proved lender request for waivers based only on the request and a description
of the compensating factor. For example, the agency’s guidelines state that the
ratio of total debt to income should not exceed 41 percent; however, we identi-
fied a case where this ratio was over 60 percent. Our concern is that lenders
may create or exaggerate compensating factors to justify approving a loan for
a substandard borrower.

In response to our recommendations, Rural Development has stated that it
will issue additional quality control procedures for its field offices. For example,
manually underwritten loans with debt ratios above certain thresholds will be
required to be reviewed by the loan approval official’s immediate supervisor.
Written supervisory concurrence will be required to be retained and/or imaged.
Supporting documentation of the compensating factors will be required to be re-
tained as part of the permanent record.

(3) Lenders’ Use of Brokers

The agency relies on lenders’ underwriting processes to scrutinize loan appli-
cations originated by brokers. Rural Development guidance states that a lender
may use agents (i.e., brokers) in carrying out its responsibilities. However, lend-
ers are fully responsible for the actions of their agents. We are concerned that
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some lenders will not adequately evaluate broker-originated loans before sub-
mitting them to Rural Development officials. Our concern is based on two fac-
tors that, in our view, increase the risk that lenders will submit substandard
loans to Rural Development. The two factors are (1) the compensation method
for brokers and (2) the industry practice by which originating lenders typically
sell loans to other lenders after loan closing. Brokers are compensated for each
originated loan. (Specific compensation depends on the brokers’ contracts with
the originating lenders and state regulations.) Thus, there is an incentive to
submit as many loan applications as possible to originating lenders to increase
the brokers’ income. The agency relies on lenders to review information on ap-
plications during the underwriting process to prevent such abuse. However,
those reviews may not always be effective because it is a common industry prac-
tice for originating lenders to sell the loans they make to other lenders for serv-
icing. Therefore, some originating lenders may be less willing to dedicate re-
sources to scrutinize loans that will be sold to other lenders. In addition, the
agency generally does not deny loss claims made by servicing lenders or seek
recourse against originating lenders.

In response to our recommendations, Rural Development has stated that it
will increase its compliance testing with a focus on loan origination quality for
loans originated by brokers. Reviews will concentrate on participating lenders
that originate a high volume of loans initiated by brokers.

(4) Procedures for Reviewing and Approving Applications

During our visits to four agency field offices, we observed that agency loan
specialists routinely performed all functions in the loan guarantee process with
no supervisory review prior to issuance of the guarantee. These functions in-
cluded the review of loan guarantee applications for completeness and borrower
eligibility, the approval of the application for guarantee, and the input of appli-
cations into the agency’s system of records (GUS) where the obligation of funds
will occur. The agency does not require a segregation of duties or supervisory
(or second party) review prior to issuance of the loan guarantee. This creates
a situation where agency loan specialists and other field staff could fail to detect
lender errors or collude with lending officials to guarantee substandard loans.
Of greatest concern to us is that agency field staff may not detect lender errors
and mistakes because of the significant loan volume associated with the dis-
tribution of Recovery Act funds. In less than 2 months of distributing Recovery
Act funds, the agency has already exceeded the typical number of guarantees
in a year. We are aware that some area offices have too few employees to ade-
quately separate duties. For instance, one of the four offices we visited had
three employees, only one of which was a loan specialist. It would be difficult
to adequately separate duties in that office. However, the other three offices had
five employees, four of which were loan specialists. Therefore, it would be more
feasible to separate duties in those circumstances.

Rural Development did not agree with our recommendation that the agency
implement segregation of duties in offices where it was feasible based on staff-
ing levels to ensure the accuracy of all applications versus just a sample. In-
stead, the agency proposed additional quality control procedures to ensure a sec-
ond party review is taking place on a selection of loans approved by Rural De-
velopment officials. The agency explained that this review will be performed by
designated agency employees and better ensure loans originated were ade-
quately reviewed for eligibility. OIG will continue to assess this issue as we fur-
ther examine this program.

D. Work in Process and Planned

As of June 2, 2009, OIG had six Rural Development Recovery Act audits in proc-
ess related to guaranteed and direct single family housing, water and waste disposal
loans and grants, community facility loans and grants, business enterprise grants,
and business and industry guaranteed loans. We expect to initiate as many as three
additional assignments related to housing before the end of this fiscal year. Our
audit plan for Fiscal Year 2010 will be developed this summer and put in place by
October 2009. It is likely that the Fiscal Year 2010 plan will include audits of Rural
Development programs to determine if funding recipients complied with program re-
quirements and to evaluate agency determinations about the effectiveness of Recov-
ery Act activities.

This concludes my testimony. I want to thank Chairman McIntyre, Ranking Mem-
ber Conaway, and Members of the Subcommittee for the opportunity to present tes-
timony on behalf of OIG. I would be pleased to address your questions.
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The CHAIRMAN. Thank you both for your efficiency and for high-
lighting the most important parts of your testimony, and thank you
for your written testimony, which is also very helpful and has some
great detail I am sure Members may want to ask about.

The chair would like to remind Members they will be recognized
for questioning in order of seniority for Members who were here at
the start of the hearing. After that, Members will be recognized in
order of arrival. I appreciate the Members’ understanding, pursu-
ant to our regular procedures.

Also, if any Members had opening statements that they wanted
to submit for the record, we will be glad to accept those and to
print those in full.

With regard to questions, Secretary Tonsager, Rural Develop-
ment makes loans and grants in rural areas, of course, but what
impact do you see the downturn in the economy having on rural
economy and rural businesses? To your knowledge, has RD seen an
increase in late payments or delinquencies on loans? And, if so,
how do you address those issues in the current economic climate
with these programs?

Mr. TONSAGER. I think the downturn has had a significant im-
pact on rural areas. The studies I have seen suggest that there has
been a higher percentage of unemployment in rural areas than
there was in urban areas occurring because of the downturn. I do
not have data on the exact performance of the programs at this
point, but my belief is that we have not yet seen a significant in-
crease in the number of delinquencies occurring. We will have to
get back to you on that.

The CHAIRMAN. Is there a particular point person, for those who
are listening or watching today or that may later ask the question,
if they are finding they are having a difficulty with late payment
or potential delinquency, that in order to avoid further problems
that they should contact in your agency?

Mr. TONSAGER. We have different processes, depending on the
programs. We have a servicing center that deals with single-family
housing programs in St. Louis. So there is a process associated
with that. The other programs, I believe, are dealt with out of local
offices.

But, again, forgive me, 4 weeks on the job, I don’t have as good
a knowledge as I maybe should at this point.

The CHAIRMAN. If you would after your testimony today, perhaps
the best person for a community that may be experiencing a prob-
lem, or a business, to contact is their local or regional Rural Devel-
opment Director or State Rural Development Director. You can
have someone from your office confirm that for the record. Or if
there is a central clearinghouse phone number that your agency
may have, or may want to establish, so that anyone can call an 800
number or a central number, that might also be helpful so that we
can maximize assistance to the taxpayer.

Also, I understand that the Business and Industry Loan Program
is, of course, seeing increased demand, given the tight credit mar-
ket. Have there been any discussions regarding whether some cur-
rent business and industry limits should be relaxed? In other
words, I know there has been some questions about the maximum
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level of guarantee or the timing of the loan with regard to the start
of construction on a project.

Mr. TONSAGER. Yes. We are examining some issues relative to
the Business and Industry Loan Guarantee Program. We believe
there may be some adjustments, and we hope to make those within
our regulatory authorities. We are not prepared to step out and an-
nounce what changes might occur. But we are looking very close
because we think the circumstances have changed at this moment
in our economy, and we have to evaluate the risk we can take with
the program against the good we can do in assisting more commu-
nities.

The CHAIRMAN. Thank you, sir.

Ms. Fong, the Office of the Inspector General has recently formed
a Data Analysis and Data Mining Group. Can you tell us how you
have provided the key technical expertise and resources that are
required for such work?

Ms. FONG. We have, as you pointed out, formed that group very
recently. We happen to have on staff a number of very experienced
statisticians who are already in our Audit Division in a number of
our locations. We also hired some additional staff to supplement
that expertise, and we now have a small unit of highly qualified,
highly technical expert people to start running these kinds of work
for us.

The CHAIRMAN. Mr. Conaway, I now recognize you for questions.

Mr. CoNawAY. Thank you, Mr. Chairman. I also want to thank
the witnesses for your precision in your answers. Mr. Tonsager,
welcome. Tonsager?

Mr. TONSAGER. Tonsager.

Mr. CoNAWAY. Right, I will work on that. Dallas is easier.

Mr. TONSAGER. Okay, Dallas works.

Mr. CONAWAY. You mentioned in your testimony you hope that
the focus will be on rural broadband as opposed to preexisting serv-
ices. A recent IG audit said that hadn’t been the case. Who is in
charge of making sure your hope is fulfilled?

Mr. TONSAGER. Well, of course we must coordinate our efforts
with the NTIA and the resources they have been given by you all
from Congress for the Broadband Program. So we have been work-
ing closely with them, and the White House has been engaged in
the discussions regarding rural broadband issues.

So clearly it is my intention, my assertion with people that we
must try to serve the more challenging rural areas of the U.S. I am
late to this process. Much of the work has been done already re-
garding the NOFA that will come out, hopefully, very soon.

Mr. CONAWAY. So based on what you understand so far, you
think it is headed in that direction or is it going down the path of
least resistance, which is to continue to serve the biggest commu-
nities?

Mr. TONSAGER. I have not been fully briefed on the NOFA.

Mr. CoNAWAY. Okay. Looking through both testimonies, the bias
so far has been toward clearing out the backlog. Can you help me
understand, is the backlog rank ordered in terms of the date of ap-
plication, or are they rank ordered in the order of importance or
biggest impact or bang for the buck. Which one is it?
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Mr. TONSAGER. It is ranked, I believe, by the criteria associated
with the grant application. I do not believe it is rank ordered by
date. Is it, Jim? Oh, it is first in, first out.

Mr. CONAWAY. So why does that make sense?

Mr. TONSAGER. I don’t have a good response for you, sir. I know
there is an identified backlog associated with what was given to us
to meet, and so we are trying to move our way through that back-
log as quickly as we can.

Mr. CoNawAY. Okay. I guess in terms of—it is hard to use the
word “scarce” in resources when you are talking about the stimulus
bill, because that seems to have a wealth of money out there, and
a wealth of money leads to wasted money. And so focusing what-
ever resources we have on that, on the most important first, seems
to me a better plan than simply who showed up asking first versus
something else. So that is very troubling.

Ms. Fong, welcome. Thank you very much. I am a CPA by back-
ground, and so your audits are keen. Why the sudden full-court
press on auditing all things rural? Is that just a recent focus that
you guys have? Why just all of a sudden?

Ms. FONG. Let me just back up a step and just mention that with
respect to Recovery Act programs, that is such an important initia-
tive involving huge amounts of dollars that we, as an IG office, felt
that that was one of the highest priorities for us to look at. And
so we have developed a plan to look at every program within USDA
that receives recovery dollars. RD, of course, received a large
amount. So did the Forest Service, so did the Food and Nutrition
Service. And so we are looking at all of those programs as well.

Mr. CONAWAY. In your experience and background, if an entity,
whatever it has, has weak, poor, or nonexistent internal controls in
the way they operate and shepherd dollars, and that is the position
that is already there, in your experience, if you double, triple,
quadruple their funding stream is there some sort of a self-curative
process that means the weaknesses from the internal controls get
cured?

Ms. FONG. I am not sure if there is a cause and effect there. I
think——

Mr. CoNawAY. Would spending more money help them spend it
wiser?

Ms. FoNG. Not necessarily. I think our view would be that if the
program has strong internal controls, it will operate well regardless
of the amount of money going through the program. If it does not
have strong internal controls, then if you put more money into it
there will be more opportunity for poor expenditures. And so we
would always want to strengthen internal controls.

Mr. CoNAWAY. You audited one of the groups from 2005. You had
some preexisting audit recommendations that were basically ig-
nored by the entity and then they began to say well, we are going
to wait until 2008. I will find your testimony here specifically. We
are going to wait until 2008 before we fix that.

Is that the normal way that the Agriculture Department works?
You guys go audit and see these errors or mistakes or weaknesses
in internal controls, and they can just ignore them, at somebody’s
peril, I suspect?
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Ms. FoNG. I think there you are getting to the very crux of the
relationship between our office and the Department. As you know,
from an auditor’s standpoint it is our responsibility to make rec-
ommendations to correct issues that we see. We don’t have the au-
thority to make the changes ourselves. And so we do our best to
persuade program managers, and we do our best to work with
them to develop the best solution to the issues. In fact, we are con-
tinually working with the agencies within USDA.

Mr. CONAWAY. I yield back. We have another round.

The CHAIRMAN. Thank you, Mr. Conaway.

Mr. Kissell, my colleague from North Carolina.

Mr. KisseLL. Thank you, Mr. Chairman, and thank you, panel-
ists, for being here today.

Mr. Tonsager, just for everybody’s information, we had a chance
to talk some yesterday in my office, and I appreciate you coming
by there. We talked about the role of biofuels, ethanol in rural de-
velopment, and you men