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PAYMENT-~IN~KIND PROGRAP’{s 122983
Mr. Chairman and Members of the Subcommittee- |

We are glad to be here today at your request to dlscuss a
number of issues pertaining to the Department of Agrlculture s
1983 Payment—In—Klnd (PIK) program,

We have several reviews ongoing of various aspects of the
Department's PIK program and will be reporting on their results
over the next several months. We also plan to issue a réport to
the Congress in the summer of 1984 on the overall manageﬁent and
effectiveness of the 1983 PIK program. Our objective isgto pro-
vide the Congress with a comprehensive assessment of the%PIK pro-
gram for its use in deliberating the 1985 farm bill, Thé issues
we will be discussing today will be further developed as we con-
tinue our overall assessment of the PIK program.

The Department announced the 1983 PIK program in Jaﬁuary 1983

in response to trends that had been evolving in the agric¢ultural
sector since 1980. These trends included record harvesté and
decreased domestic and foreign demand. This resulted in:low com-

modity prices for producers, decreased farm incomes, and a large
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buildup of government-held (government and producer owned) grain
and cotton stocké%; These‘trends had required the Department to
increase its farm program payments fodrfold between 1980 gnd
1982. . Potential payments for 1983 were estimated at 7 ti&es those
of 1980. ' Because of this situation, the Department had séme
difficult decisions to make regarding a 1983 farm programL The
Department's response was the announcement of the 1983 PIk program
on January 11, 1983. The program covers wheat, corn, grain | |
sorghum, rice, and cotton. |

After it became apparent that there would‘be a high level of
PIK participation by producers, you asked us to estimate the cost
to the Department of the 1983 PIK program, identify farms that
would receive large PIK payments, and review the reasonableness of
the Department's estimated budget savings attributable to the PIK
program. Let me briefly highlight our findings and then discuss

in some detail each of these areas.

SUMMARY OF GAQO FINDINGS

On the basis of our review, we estimate that the 1983 PIK
program will cost the Department between $10 billion andi$11 bil-
lion., This estimate is based on the Department's August§29, 1983,
commodity needs to meet PIK corn, grain sorghum, wheat, and rice
obligations to producers and the Department's September 9, 1983,
estimate to meet cotton obligations. ©Nearly all of these costs
represent government assets given up to meet PIK payment obliga-
tions to producers and, for the most part, have not direétly
affected fiscal year 1983 budget outlays. We caution, however,
that this is an estimate at one point in time using the best

available data. Final cost data will not be available until after




March 31, 1984. 'Out cost estimate includes only the government's
PIK costs; it does not include costs to consumers and businesses. '

In our survey of large PIK payments;gwe'obtained information
on 708 farms in 9 states+ Qur sample was judgmental in that we
selected the states and counties having the largest participation
in the PIK program and then identified the larger participating
producers. We did this for each PIK commodity. On the a&erage,.
each of the 708 farms in our survey will receive commodities
valued at $175,000. Of these‘708 farms, 35 will receive commodi-
ties valued at over $500,000 each, including j farms that will
receive commodities valued at more than $2 million each. Also, of
the 10 farms that were scheduled to receive the largest payments,
8 were California cotton producers. However, let me emphasize
that the farms in our survey were notlstatistically sampled.
Therefore, the results should not be{interpreted as including all
such large payments nér, on the other hand, should they be inter-
preted as being representative of all PIK payments.

The Department, in the President's mid-session budget update,
estimated that the 1983 and 1984 PIK programs would result in a
$14.9 billion savings in farm program outlays for the 4-year peri-
od ending in 1986, In view of the September 29, 1983, aﬁnounce-
ment that there will not be a 1984 PIK program for corn and grain
sorghum, the Department's estimates will have to be revided.
Regardless of the need for revisions, however, budget saQings on
farm programs for a 4~year period are very difficult to éroject
not only because farm program components generally changé from
year to year, but because of the uncertainties, such as future

weather and economic conditions, surrounding the agricultural




sector. ﬁﬁg also have reservations about the reasonableness of the
estimated savingsﬁbecause‘the PIK program and the non-PIK program
that it was compared with, for determining the savings, were not
analyzed under the same set of assumpﬁions. ‘1f the same éet of
assumptions had been used, the savings attributable to the PIK
program would be less. However, as explained later, becahse of
the uncertainty surrounding future farm program outlays, we cannot

quantify the amount of budget savings from PIK.

BACKGROUND

The Department of Agriculture uses a number of farm @rograms
to try to stabilize farm commodity prices and incomes. The three
major programs have been the supply control, direct payme%t, and
price-support programs, including commoditieé held in thefreserve
program, | K

The supply control programs are designed to reduce Qhe amount
of planted acres during a given crop year. Such programﬁ permit
the Department some control over production and commodity inven-
tory levels from year to year. Under these programs, praducers
must take a certain percent of land out of production beﬁore
becoming eligible for farm program benefits. These beneﬁits may
include direct cash payments and/or price-support loans.z In addi-
tion, producers must enroll in the supply control prograﬁs before
being eligible to participate in PIK.

Under the direct payment program, the Department suéplements
farm incomes by paying producers deficiency payments andidiversion
payments. Deficiency payments are cash payments made di%ectly to
producers to supplement the producers' income when a com&odity‘s

market price is lower than a set price, or a target price,




established by law. Diversion payments are cash payments to
producers, at a specified‘rate, for taking a certain percent of -
their cropland out of production. ‘

Under the price-support program, the Department makes loans
at established minimum prices, which are in essence floor prices,
to producers who agree to store reserve commodities, theréby
keeping them off the market during periods of excess suppﬁy to
help keep prices from falling. The producer can either p%y back
the loan or forfeit the commodity to the government when the loan
comes due. If forfeited, the government takes possession of the
commodity‘and it becomes part of the inventory of the Department's
Commodity Credit Corporation (CCC). |

The Department's decision to implement a PIK program was par-

tially a result of the farm programs' not meeting their dbjectives

of stabilizing farm commodity prices and farm incomes during the

past few years. This occurred because of record harvests in the
United States, decreased demand both in the United States and
abroad, and increased foreign production.

In 1981, U.S. farmers produced record ievels of wheat and
corn and near record levels of cotton. However, both do@estic and
foreign demand for these and other U.S. commodities weakéned
throughout the marketing year. This resulted in growingEU.S.
stock levels. 1In an effort to reduce supplies, the Depa%tment
implemented acreage reduction programs for wheat, corn, érain
sorghum, rice, and cotton in 1982. Despite this effort éo reduce
the acres planted, U.S. producers increased their per acfe yields
and harvested even larger crops of wheat and corn in 198?. The

record production plus the 1981 carryover in stocks dramatically



increased stock levels for nearly all major commodities. By the q
end of the 1982 crop year, ending rice stocks had quadrupled their |
level of 2 years earlier; grain sorghum, corh, and cotton stocks
had tripled; and wheat stocks had increased about 60 percent. The
combination of increased stocks and low commodity prices resulted
in a dramatic increase in federal outlays for farm programs
because they (1) required higher deficiency payments and RZ) pro-
vided the producers a greater incentive to put their commodities
under loan. In fiscal year 1980, federal outlays for farm pro-
grams were $2.7 billion; however, in fiscal year 1982 these out-
lays jumped to $11.6 billion, over a fourfold increase.

The initial 1983 acreage reduction and paid land diversion
programs, which the Congress mandated in the Omnibus Budiet Recon-~-
ciliation Act of 1982, were aimed at taking more land out of pro-
duction than in 1982. However, it became evident 'soon after these
programs were announced that the adverse agricultural trendé since
1980 would continue and federal outlays for farm programs would
continue to soar. The Department estimated that fiscal year 1983
federal outlays would increase to $18.9 billion, a $7.3 billion
increase over fiscal year 1982 and a sevenfold increase since
1980.

PIK program

The 1983 PIK program was a supplemental program to @he acre-~
age reduction and paid land diversion programs for wheaté corn,
grain sorghum, rice, and cotton. To be eligible to part#cipate in
PIK, producers had to enroll in these earlier announced érograms.

Under PIK, producers who agreed to take an additional 10 to

30 percent of their acreage, or in some cases, their entire
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acreage, out of production were to recei#e a certain percent of
the commodity they otherwise would hade‘planied and harvested.

The program's overall objectives are to (1) reduce production of
these commodities, (2) reduce surplus‘commodity stocks, (3) in-
crease commodity prices, which will eventually increase pfoducers‘
income, and (4) avoid increased budget outlays that wouldiother—
wise be necessary under existing farm programs. It is toé early
to judge whether all of these objectives have been met. fhese
issues will be addressed in our other ongoing and future reviews
of the PIK program.

As a result of the various aspects of the 1983 farm program,
producers took out of production about 80 million of the'approxi-
mately 212 million acres that were expected to be planted! in
wheat, corn, grain sorghum, rice, and cotton., Of the 80 million
acres, about 11 million acres were taken out on farms that did not
participate in PIK but did participate in the earlier announced
acreage reduction and paid land diversion programs. Of the other
69 million acres, about 48 million acres represent PIK acres and
the remaining 21 million acres represent acres taken out of pro-
duction by PIK participants under the acreage reduction and paid
land diversion programs. |

To meet its PIK obligations to producers, the Deparﬁment ini-
tially planned to make PIK payments in two ways. 1If a pérticipat—

ing producer had one or more outstanding loans with CCC, ithen the
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Department would forgive part or all of the producer's ldan or

loans (principal and interest) and the producer would re&ain the

commodity used as loan collateral as the PIK payment. A producer




who did not have an outstanding loan Qouid receive an entitlement
letter to receive CCC stocks as payme@t.

Because of the large participation in PIK, the Department did
not have sufficient CCC stocks of wheét, corn, grain sorghum, and
cotton available to pay producers who did not have outstahding
loans. As a result, the Department had to purchase additional
quantities of these commodities. As provided for in the fIK regu-
lations, it purchased these additional quantities at a premium
through a competitive bid process from producers who had commodi-
ties under CCC loan that were not being used for PIK payments. |
For example, a producer with 50,000 bushels of corn still under
loan would transfer ownership of 40,000 bushels to the Department
and the Department would forgive the producer's loan of 50,000
bushels. The producer would retain 10,000 bushels which would
represent the premium the Department paid for purchasing the
producer's commodity.

Even after purchasing these commodities, the Department did
not have sufficient stocks of wheat and cotton to meet all its PIK
obligations. However, the Department had established procedures,
labeled "harvest for PIK" to meet its wheat and cotton PIK obliga-
tions to make up for these shortages. Under these procedures, the
Department required PIK producers of wheat and cotton, who were to
receive their PIK payments from CCC inventory and who had not
enrolled their entire wheat and cotton acreage in PIK, to obtain
CCC loans for their 1983 crops. The wheat or cotton under loans
was to be assigned to the Department as collateral with the pro-

ducers receiving the loan proceeds. The Department would then




forgive the loans and return the wheat or cotton to the producers
as their PIK payments.

COST OF PIK

On the basis of the Department's estimated PIK neéds%for
corn, grain sorghum, wheat, and‘rice as of August 29, 198%, and
cotton as of September 9, 1983, we calculate that the 198# PIK
program will coét the Department between $10 billion and %11 bil-
lion. Nearly all of these costs represent government‘asséts given
up to meet PIK payment obligationé to producers and, for %he most
part, have not directly affected fiscal year-1983 budget éutlays.
The assets given up include, for example, cﬁmmodities undér gov-
ernment loans and goVernment-bwned commodities. However,git -
should be noted that these assets will be written off by éCC and
included in net realized losses to CCC. As such, CCC maygeven—
tually have to be reimbursed for these losses through budéet out-
lays in future fiscal years. A coét range is presented because
three elements used in determining PIK costs--storage costs,
diversion payments, and potential interest forgiven--can wvary;
consequently, a single value cannot be assigned to these hlements.
The following table shows the cost elements used in maki@g our
estimate and the estimated minimum and maximum costs associated

with each element.




Minimum Maximum

Cost element cost cost ;

—————— (billions)——--—-~‘ f
Cost of commodities? $ 9.363 $ 9.363
Storage costs .104 .390
Diversion payments ‘ .336 .37
Distribution of commodities 167 .167

Potential interest forgiven 0 .826 -
Other .055 .055
Estimated cost for 1983 PIK

program $10.025 $11.172

T ———— b ——
aThe cost of commodities is based on the Department's August 29,
1983, estimate of PIK obligations for wheat, corn, grain sorghum,
and rice and September 9, 1983, estimate for cotton. PIK esti-
mates have fluctuated considerably and most likely will continue
to do so. As a result, the cost associated with PIK obligations
will vary until final PIK obligation data is available.

Before discussing the costs of each of these elements in some
detail, let me emphasize that there most likely will be future
budget savings as a result of PIK. The Department, in July 1983,
estimated that és a result of a 2-year PIK program in 1983 and
1984, it would save about $14.9 billion in farm budget outlays
through 1986. We will address the Department's savings estimate

in a few moments.

Cost of PIK commodities

As of August 29, 1983 (September 9 in the case of cotton),
the Department estimated its obligations to producers at :1.744
billion bushels of corn, 177.4 million bushels of grain éorghum,
548.7 million bushels of wheat, 4 billion pounds of rice, and 4
million bales of cotton. I would like to point out that?the
Department's estimates of PIK needs have fluctuated considerably

and most likely will continue to do so as program reports on needs
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are updated. Iﬁ addition, depending on the commodity, geographic
location, and whén the producers elect to take possession of their
PIK commodities, actual payment to prdducersy which began;on

June 1, 1983, can take place any time up through March‘31; 1984.
As a result, actual commodity costs associated with PIK p%obably
will not be known until at least April 1984. ;

Our commodity cost estimates are based on CCC's estiﬁated
quantities to meet the PIK obligations. The estimates ar% also
based on the sources the Department expected to uée to fuﬁfill its
PIK obligations. These sources, as I mentioped earlier, ﬁnclude
(1) loan forfeitures for producers‘who'had outstanding 1obns,

(2) loan forfeitures for}purchasing additional commoditie@ from
producers, (3) CCC inventory, and (4) in the case of whea& and
cotton, requiring some producers to take out 1983 loans o& their
crops and using those crops as their PIK payments. We va@ued the
commodities at CCC's cost, which varies depending on the source of
the commodities. An alternative method of valuing the PIK commod-
ities is at current market values, However, it is diffi@ult to
determine market values because many producers have not %et taken
possession of their PIK commodities and market values vaﬁy by
geographical areas. Our methodology, a detailed breakdoﬁn of our

estimated cost of the PIK commodities, and our reasons for not

using market values are discussed in appendix I.

Storage costs

Under the PIK program, the Department will pay all éroducers
for up to 5 months storage after their PIK commodities bécome

available. Also, the Department will pay an additional 7-months

1

=



storage compensation to producers whoﬁhave commodities thét are
stored on the farm in a special type of loan accbunt calléd a
farmer-owned reserve and are to be used to meet PIK oblig%tidns.
These reserve loans are designed to keep the commodities in stor-
age for an extended period of time. The Department is pa&ing this
additional 7-month storage compensation because of the co%t these
producers incurred for constructing on-farm storage facilities for
commodities placed in the reserve. The 7-month storage c%st will
be paid regardless of when the producers dispose of theiriPIK com-
modities. Together, the up to 5-month and the 7-month stprage
payments will result in a PIK cost ranging f:om about $10@ ﬁillion
to $390 million., | |

The lower amount~--$104 million--is the additional 7~honth

storage compensation to be paid to producers who have res%rve

loan commodities stored on their farms. This amount wilﬂ be paid
by the Department regardless of how long the PIK crops aae actual-
ly stored on the farm. The cost for the up to 5-month sﬁorage
depends on the time at which producers will take deliver% of their
PIK commodities. If all producers take possession immed#ately
after they are entitled to the commodities, no 5-month s%orage
costs would be incurred. However, if all producers waitgthe
entire S5-month period, then storage costs will be $286 million.

In the latter case, this would increase the total storage costs
under PIK to about $390 million.

More detailed cost information and the methodology we used in

calculating increased storage costs is in appendix II.
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Diversion payments

oy

As stated earlier, to be eligible to participate in the PIK
program, producers were required to enroll'ih the paid land diver-
sion program. Under this program, prdducers‘receive direct pay-
ments, at a specified rate, for taking a certain percent of their
cropland out of production. These payments are called diversion
payments. Because more producers participated in the PIK program
than in the originally announced 1983 farm program, more producers
will receive diversion payments.

In determining the increase in diversion payments as a result
of PIK, we relied heavily on the Department's commodity analysts'
estimates of what the farm enréllment and paid land diversion
acres would have been under the originally announced program and
compared their estimates with the proéram enrollment in PIK.

We estimated a range of $336 million to $371 millionjfor the
increase in diversion payments because the cotton program offers a
voluntary paid land diversion option while the other commodity
programs do not give producers an option. Conseqhently, because
we could not precisely estimate the increased cotton dive%sion
payments attributable to PIK, we used a range. The estimated $336
million increase in diversion payments is based on no par&icipa-
tion in the voluntary cotton diversion program and the estimated
$371 million is based on the maximum allowed. Appendix III con-
tains more details on the methodology we used and the estﬁmated
increased costs for diversion payments. ‘

In all likelihood, there will be no additional costsifor
deficiency payments as a result of PIK. 1In fact, the Dep%rtment

may realize savings. Deficiency payments are direct payments to
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farm program participants to supplement che participants' income
when a commodity's market price is lower than a set price, or a
target price, established by law. Possible deficiency pa?ments
and what impact the PIK program has had on deficiency pay@ents are
difficult to assess. Because commodity prices are much higher
today than they were when the Department announced the initial
1983 farm program, the Department most likely will pay 1e§s in
deficiency payments than it originally expected. However; it is
difficult to assess what impact the PIK program has had oﬁ in-
creasing commodity prices because abnormal weather conditions have
also affected the prices of cotton, corn, and grain sorghcm. In
addition, deficiency payment rates are based on a S—monthiaverage
market price and for most commodities this 5-month period{has not
yet ended. ‘

We will discuss the Department's estimate of‘potentiel budget
savings as a result of PIK, including deficiency paymentsb later.

Distribution of PIK commodities

The Department is obligated to provide PIK commoditibs as
near as possible to a warehouse designated by each producer; how-
ever, government-owned stocks needed to meet PIK obligations to
the producers are often not located where they are needed.

Instead of transporting PIK commodities to the locations heeded,
the Department chose whenever possible to exchange its cémmodities
for commodities owned by dealers in the needed locationsi This
generally resulted in the Department paying a premium.

We estimate, based on Department records as of Septémber 30,
1983, that a premium of $167 million was paid to dealers‘to exe-

cute exchanges on wheat, corn, and grain sorghum. The premium
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value is based on Department records which show that it paid an
additional 5.3 million bushels of wheat, 47.6 million bushels of
corn, and 2.9 million bushels of grain sorghum to dealers to exe-
cute the exchanges. We identified only one actual shipment of
grain that was made to meet PIK requirements. 1In this case, about
307,000 bushels of corn were shipped from Missouri to Texas at a
cost of about $245,000.

Interest costs

We estimate that forgiving loans under the PIK prog:ém may
cost the Department up to $826 million in potential interést pay-
ments from producers. By forgiving loans to meet some of}its PIK
obligations, the Department forgoes any opportunity to'reﬁapture
the interest owed by producers on these loans. ;

The actual interest lost would depend on how many §r$ducers
would have repaid their loans. A producer's decision to %epay the
loan would depend on the market price of the particular cbmmodity
under loan. When commodity prices are high, producers woﬁld most
likely repay.their loans, including interest; take possession of
their commodities; and then sell their commodities in the:market.
When commodity prices are low, producers tend to forfeit ?heir
loan collateral (let the Department take possession of théir com-
modities) rather than pay off the loans. When the collatéral is
forfeited, both the loan principal and the accumulated interest
are written off. Thus, interest due the Department is no& re-
ceived from producers on these forfeited loans. As a res@lt, if
producers would not have repaid the loans forgiven becaus@ of PIK,
then no forgiven interest would have occurred. However,§&f these

loans would have eventually been repaid, then the Departﬂent will
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lose the potential interest which could be as high as $826
million. |

Since cotton, corn, and grain sorghum prices are cur?ently
high because of the drought in the South and'Midwest,vthe%e loans
may have been repaid and forgiving these loans would result in an
additional PIK cost to the Department. More details on the
methodology used and the calculations on the potential inﬁerest
forgiven are in appendix 1V.

In commenting on.a draft of this statement,'Departmeht offi-
cials told us there would savings of $1.5 billion in interest
expenditures as a result of PIK. However, this savings was not
addressed in the President's mid-session budget estimate.{ Since
this savings was just recently brought to our attention, we have
not had the opportunity to review its accuracy and reliability.

Other c¢osts

Our estimate of $55 million for other PIK costs includes $44
million for transferring, into warehouses, farm-stored commodities
that the Department purchased under its PIK acquisition program
and $11 million for miscellaneous costs to administer the PIK pro-
gram. Other miscellaneous costs, such as weighing and inspection
fees for rice in inventory, will be incurred but are not known at
this time.

LARGE PIK PAYMENTS

To respond to your request on large PIK payments, it was nec-
essary for us to survey selected counties because informa&ion on
individual PIK payments is not expected to be available ob a
nationwide basis until February 1984. The counties and f%rms we

surveyed were judgmentally, rather than statistically, se@ected as
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follows. Because our objective was to identify 1afge‘PIK pay- :
ments, we identified states having the largest total quantities of '
PIK entitlements for each commodity. We then selected in rank
order two states each for rice and cotton, four states for wheat,
and five states for corn and grain sorghum. These included a
total of nine states because some had the largest entitle?ents for
more than one commodity. ?

We further selected counties in these states that haé either
special PIK participants, those whose deficiency and diveision
payments would, except for the $50,000 payment limitation} be
expected to exceed this limit that was set\by law and whi&h tend .
to be the largest producers, or large farms that put their entire
base acres under PIK. After selecting the counties, whiéh num-
bered 170, including some that had large producers of mor? than
one commodity, we asked the Agricultural Stabilization ana Conser-
vation Service's office in each county to provide us information
on up to the three largest PIK payments, by crop, in its county.
This resulted in collecting information on 708 farms. Thé dollar
value of the PIK entitlements is based on our calculations of the
estimated costs of the PIK commodities, which are shown Qn appen-
dix I to this statement. More detailed information on o@r survey
procedures on large PIK payments is in appendix V.

Our survey results should not be interpreted as inciuding all
such large payments nor, on the other hand, should they be inter-
preted as being representative of all PIK payments, |

Survey results

Each of the 708 farms surveyed will receive commodities

valued at an average of $175,000; 35 will each receive commodities
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valued at over $500,000. Of these 35, 7 will each receive com-
modities valued at more than $2 million. Six of these seven are
California cotton farms and one is a California rice farm.

Of the farms in our survey, those receiving the largest PIK
payments are cotton farms in California. These are followed by
California rice farms and midwestern corn farms. Texas cotton,
Arkansas rice, and wheat and grain sorghum farms will recéive PIK
commodities valued at lesser amounts. | |

We obtained PIK payment information for 21 of the approxi-
mately 4,000 California‘cotton farms enrolled in PIK. Twelve of
these 21 farms will each receive cotton valued at over $1 million,
and all 21 farms will receive cotton valued at a total of%about
$27 million. The 21 California cotton farms represent apbut one-
half of 1 percent of the total California cotton farms en?olled in
PIK, yet they will receive almost 13 percent of the PIK cotton
payments due California cotton farmers. In Texas, where iarge
payments were not as prevalent, the 148 cotton farms in our
survey, which represented three-tenths of 1 percent of the total
Texas cotton farms, will receive almost 6 percent of thaﬂ state's
cotton payments. '

Rice payments in California are somewhat similar tofcotton
payments in California. The 26 California rice farms on;which we
obtained information will each receive rice valued at aniaverage
of $447,000, with four farms receiving payments exceediné $1 mil-
lion each. The 26 farms, which represent about 1.6 percent of the
total California rice farms enrolled in PIK, will receive almost

17 percent of California's rice PIK payments.
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At your request, Mr. Chairman, we also identified frém the
708 farms in our survey the three largest PIK payments fof each of
the five PIK crops, including the payments the producers Qill
receive for other PIK crops on their farms or for other f%rms
enrolled in PIK. Of these 15 producers, 13 had other PIchrops on
their farms and/or other farms enrolled in PIK which willéincrease
their PIK payments. For example, the largest payment we identi-
fied will go to a corporation operating a California cotton farm.
The corporation will receive nearly 14,000 bales of cottéb costing
about $3.6 million. The corporation will also receive about
29,000 bushels of wheat costing nearly $115,000, increasing the
total PIK payment to about $3.7 million, |

In another case, a corpo:ation operating a Nebraska farm will
receive 701,200 bushels of corn Valued‘at about $2 million. The
corporation also operates three other farms enrolled in PIK that
are located in Texas and Arkansas, and it will receive nearly
234,600 bushels of wheat and 193,600 bushels of corn for these
farms. The additional corn and wheat will cost about $1.5 million
and increase the total PIK payment to about $3.5 million.; More
detailed information on the PIK costs associated with theée 15

producers is shown in the second table in appendix V.

REASONABLENESS OF BUDGET SAVINGS
ATTRIBUTABLE TO PIK

As mentioned earlier, Mr. Chairman, budgetary savings most
likely will occur as a result of PIK. In the President's mid-
session budget update of July 15, 1983, the Department states that
the 2~-year PIK program will result in about a $14.9 billion

savings from fiscal year 1983 through fiscal year 1986. The
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Department's estimate is based on a comparison of estimated pro-
gram outlays through f£iscal year 1986 as a result of a 2-year PIK
program and the originally announced 1983 f#rm program which did
not include PIK. It should be pointed out tﬁat since July, the
Department has revised its 1984 PIK program plans. The iuly
budget estimate was based on a 1984 PIK program for wheaﬁ, corn,
grain sorghum, rice, and cotton. On August 9, 1983; the;Depart~
ment announced a 1984 PIK program for wheat; however, on
September 29, 1983, it announced that there would be no 1984 PIK
program for corn and grain'sérghum because the 1983 drought made
it unnecessary. On October 28, 1983, the Department announced
there would be no 1984 PIK program for cotton. The Depaftment has
yet to announce its 1984 plans for rice and cotton. As 5 result
of the revisions already made to the 1984 PIK program, the budget
estimates and potential savings made in July will need to be
revised.

Concerning the July budget estimate, most of the savings were
attributed to decreased outlays for storage, diversion, %nd defi-
ciency payments as a result of the PIK program. A breakdown of
the Department's estimated budget savings is as follows.?

--$3 billion of the estimated savings represents lower
producer storage payments. The $3 billion figure is based
on the assumptions that (1) because the PIK program pro-
vides a greater incentive for producers not to plant in
1983 and 1984, less commodities will be grown and (2) com-
modity prices will be high enough so that produceﬁs will
have no incentive to take out loans on the commod#ties they

do grow. As a result of less commodities being placed
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under government loan, the Department will incur léss‘stor—

age payments.

--$3.4 billion represents lower diversion payments. éThe
Department believes that a 1984 PIK pfogram and ac%eage
reduction programs in 1984 and 1985 will keep comm#dity
stocks at desired levels and, therefore, eliminateithe need
for paid land diversion programs in 1984, 1985, ané 1986.

-~$7.1 billion represents a reduction in deficiency ?ayments.
In estimating this saving, the Department assumed that the
Congress would repeal the annﬁal increases in target prices
called for in the 1981 farm act and would legislate a
freeze on target prices’throuéh 1986 at the 1983 price
levels. The Department also assumed that the loanirates,
which it sets, would be frozen at or below the 1983 levels
and that commodity prices would generally éxceed the loan
rates. The Department believed that with lower tatget
prices and commodity prices higher than loan rates, the
deficiency payment rate, which is generally based on the
difference between the two prices, would be reduceﬁ‘and the
corresponding projected deficiency payments would be sub-
stantially lower. The Department also assumed tha& less
acres would be planted in 1983 and 1984 because of%the PIK
program; thus, less acres would be subject to defibiency
payments and this would further reduce the amount bf future
deficiency payments. ~

--The other $1.4 billion in estimated savings represénts a
reduction in net lending on loans and less costs fbr han-

dling and transportation of commodities.
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Budget estimates‘on‘farm program:coéts~are very difficult to
project because of the uncertainties éurrounding the agricultural
sector of the economy. These uncertainties involve (1) weather
conditions, which have an enormous impact on crop production (the
latest evidence of which is the drought this year in the ﬂidwest
which resulted in the Department's revising its 1984 PIK Program
plans), (2) domestic and foreign demand for our agricultugal com-
modities, (3) foreign production of commodities, (4) the étrength
or weakness of the dollar, and (5) legislative and admini;trative
changes affecting farm programs.

Of the areas covered iﬂ the Department's estimates, storage,
net lending, and the handling and transportation of commobities
appear to offer the potential for savings. However, we have con-
cerns about the Department's assumptions on diversion and;defi-
cienqy payments. On diversion payments, the Department a@sumed
that with PIK, a paid diversion program would not be needed in
1984, 1985, and 1986 and that the Congress would not legiklate a
paid land diversion program. However, increased commodiﬂy prices
brought on by a combination of PIK and the drought could provide
producers with the incentive to increase plantings in crop year
1984 and beyond which could result in large harvests in fhture
years. Under this scenario, if a paid land diversion pr&gram is
needed, or is legislated, the savings for diversion as agresult of
the PIK program may be negated.

Our concerns with the projected deficiency payment éavings
stem from the fact that the two programs the Department dompared,
the PIK program and the originally announced land diversfon pro-~

gram, were not analyzed on the same basis. As stated earlier,
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deficiency payments &r@ éaah payments;made to producers to supplé-
ment the producers' incbmé when a commodity's market price is
lower than a set price, or target price, estéblished by law. If
target prices are reduced and loan rates remain the same, defi-
cliency payments will be lower.

In analyzing the PIK option, the Department assumed that loan
rates for 1984 through 1986 would be about the same as thbse for
1983 and that the Congress would comply with its request ?o repeal
the higher target prices currently scheduled to go into eéfect
through 1985 and freeze these target prices at the lower ﬁ983
levels. This would result in lower deficiency payments. éIn
analyzing the non-PIK option, the Department assumed thatfloan
rates for 1983 through 1986 would be similar to those it %ssumed
under the PIK option but that the higher target prices es%ablished
by law would stay in effect. This would result in higherfdefi—
ciency payments. If the higher prices currently in effec% were
used under the PIK option analysis, deficiency payments uhder the
PIK option would most likely be higher, thus decréasing tbe sav-
ings attributable to the PIK option. 1In fact, Departmentgoffi—
cials who commented on a draft of this testimony said tha@ $4.0
billion of the $7.1 billion deficiency savings is not a r%sult of
PIK but a result of anticipated frozen target prices.

As I indicated at the outset of my statement, Mr. C&airman,
we will be continuing our analysis of the PIK program, b@ilding on
the information we have developed to date.

That concludes my statement. We will be glad to respond to

any questions.
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METHODOLOGY USED TO CALCULATE

THE ESTIMATED COST OF PIK COMMODITIES

Our estimate of the cost of PIK commodities is based on the
Department's estimate of quantities needed to satisfy PIKiobliga-
tions to farmers. We priced these quantities at CCC's cogt, which
varies depending on the source used to fulfill the obligaEion;
that is, whether the commodities come from outstanding loans, CCC
inventory, purchases of additional commodities from producers with
outstanding loans, or "harvest for PIK."

The quantities needed for PIK are based on the Department's
re2port of total quantities needed as of August 29, 1983
(September 9, 1983, for cotton) plus the Department's estimated
quantities needed to account for any differences between ﬁhe qual-
ity of commodities given to producers and the quality required by
the program. For example, producers entitled to No. 2 yeﬁlow corn
will in some cases be given No. 3 or No. 4 corn by CCC. in these
cases, CCC has to make up for the quality difference by giving the
producers additional quantities of corn.

The sources of the commodities used to pay PIK obligations
will vary. The first source for each crop is the producer's own
commodity that has been pledged as collateral for a CCC lpan. In
these cases, the Department would forgive part or all of the loan
(principal and interest) and the producer would retain tﬁe commod-
ity as payment for PIK. If the PIK participant has no lo@n, then

the commodity must come from CCC's inventory stocks which it has
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acquired either through normal loan forfeltures or through pur=-
chases from producers who had commodities undar loan that were not
needed for their PIK entitlements. If the loans and CCC'F inven-
tory stocks are not sufficient to pay all PIK requirement%, as is
the case for wheat and cotton, selected producers are reqLired to
take out CCC loans on their 1983 crop and then, through ibmediate
forfeiture of the loan collateral, use that crop as their;PIK
payment. This is labeled as the "harvest for PIK" program.

We determined the dollar value to be placed on the qhantities
needed for PIK for each source to be used for payment. Fbr loans
forgiven to meet PIK obligations, we first determined (1) all out-
standing loans in effect as of April 30, 1983, that could possibly
have been used for PIK and (2) the weighted average unit price for
each commodity for these outstanding loans. We then determined
the quantities of commodities under loans to be forgiven as a
result of PIK and valued each of these commodities based on the
same weighted average unit price determined for all outsﬁanding
loans on that commodity. We used these prices based on Qur
assumption that the mix of loans forgiven for PIK would Qe the
same as the mix of all loans as of April 30, 1983. It w%s neces-
sary to make this assumption because the actual mix of 1éans to be
forgiven was (and is) not known. We chose the April'30,§1983,
date because April was the last month prior to any unusual impact
on loans from PIK activity, such as loan acquisitions, w&ich is

discussed below,.
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For commodities that CCC had purchased, we determined the
weighted average unit price for each commodity using the)same
method discussed above. We then added the additional cost, ot
premium, the Department paid to producers when it acquiréd these
commodities. Although the crop years of the commodities purchased
under the acquisition program are known, we used the same weighted
average unit prices we used on the forgiven loans because some of
the acquisition program commodities, specifigally wheat and grain
sorghum, will be used for other than PIK purposes. Although the
amount of commodities to be used for other purposes can be deter-
mined, their identity, by crop year, can not.

We valued PIK payments from CCC's inventory at the April 30,
1983, average unit cost to CCC, as computed by the Department, for
commodities in CCC's inventory. We valued the 1983 wheat and
cotton "harvest for PIK" loans at the 1983 weighted national
average loan rate, |

An alternative method of valuing the PIK commodities is at
current market values. Although current market values m?y reflect
actual commodity values to producers, it is difficult to?determine
these values because first many producers have not yet téken
possession of their PIK commodities and secondly market values
vary in different geographical areas. The methodology wé used to
determine the value of the PIK commodities is based on Mhat the
commodities cost the Department and is more representatfve of the
cost to the federal government in making PIK commodity gayments to

producers.
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Our estimated cost is not the fi%al cost that will be in-
curred to meet PIK obligations. It ié merely an estimated cost to
the government of the commodities at one point in time. The
Department's estimates of needs have fluctuated considerably from
time to time and will most likely continue to change as program
information is updated. For each 1 million bushel change in
corn, sorghum, and wheat, we estimate the cost will vary by about
$2.8, $2.9, and $3.9 million, respectively. For each 1 million
pound change in rice, the éost will vary by about $80,000; and for
each 1,000 bale change in cotton, the estimated cost will vary by
about $264,000. Fluctuations in the Department's estimates of

requirements for PIK are as follows:

Fluctuations in USDA's Estimated PIK Needs

Corn Sorghum Wheat Rice Cotton
(bushels) (bushels) (bushels) (pounds) (bales)
(thousands)
Estimated needs,
5/25/83 1,799,260 227,232 550,977 4,029,059 4,110
Changes in Needs: |
5/25 to 7/13/83 +10,037 -26,906 +5,126 +66,381 ~25
7/13 to 8/8/83 -55,658 -11,847 ~20,708 -133,572 ~27
8/8 t 8/29/83 -9,499 -11,067 +8,288 +38,511 -
8/29 to 9/9/83 +112,813 -418 +2,541 +110,530. -46 -
Estimated needs,
9/9/83 1,856,9528 176,994 546,2252 4,110,909 4,012

aoes not add due to rounding.
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As the table shows, some signifiéant inereases and decreases
have occurred. For example, the requirement for corn increased
nearly 113 million bushels between August 29 and September 9,
1983. Unless there is a subsequent decrease, this increaée alone
will add about $321 million to the cost of PIK commoditiee.

The following table presents our estimates of the coet of the
commodities that will be used as PIK paywments, based on the
Department's estimate of PIK requirements as of August 29, 1983

(September 9, 1983, for cotton).
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Estimate of the PIK Cost of Commodities

Quantity Rate
QORN (bushels)
Quantity needed as of
8/29/83 1,744,139,524
Plus: quality adjust-
ment needs 91,000,000
Total needed 1,835,139,524
Provided from:
Producer loans 815,007,081 $2.69441
Loan purchases 760,076,566 2.69441
Added cost of
loan purchases
(133,563,650 bu.
x $2.69441) -
CCC inventory? 260,055,877 2.36296
Total 1,835,139,524
SORGHUM (bushels)
Quantity needed as of
8/29/83 177,411,825
Plus: quality adjust-
ment needs 16,000,000
Total needed 193,411,825
-
Provided from:
Producer loans 82,263,613 $2.69153
Ioan purchasesP 111,148,212 2.69153
Added cost of
loan purchases
(17,728,140 bu.
x $2.69153) ~
Total 193,411,825
]

28

APPENDIX I

Cost

$2,195,963,229
2,047,957,900

359,875,234
614,501,635

$5,218,297,998

e e e —

$221,414,982
299,158,747

i 47,715,821

$568, 289,550
e m———
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Estimate of the PIK Cost of Commodities

WHEAT (bushels)

Quantity needed as of
8/29/83

Plus: quality adjust-
ment needs

Total needed

Provided fron:
Producer loans
Ioan purchasesP
Added cost of
loan purchases
(33,203,658 bu.
X $3.69474)
Harvest for PIK 1983
loans

Total

RICE (pounds)

Quantity needed as of
8/29/83

Plus: quality adjust-
ment needs

Total needed

Provided from:
Producer loans
CCC inventory?

Total

Quantity

543,683,769
5,000,000
548,683,769

207,482,922
188,229,352

152,971,495
548,683,769

4,000,378,582
230,100,000

4,230,478,582

2,067,452,384
2,163,026,198

4,230,478,582

29

" Rate

$3.69474
3.69474

3.65

$0.08174
0.07862

APPENDIX I

Cost

$ 766,595,451
695,458,516

122,678,883
558,345,957

$2,143,078,807
]

$168,993,558
170,057,120

$339,050,678
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Estimate of the PIK Cost of Commodities

Quantity ‘Rate Cost
QOTTON (bales)
Quantity needed as of
9/9/83¢C 4,011,915
Plus: quality adjust-
ment needs 200,000
Total needed 4,211,915
ey
Provided from:
Producer loans 2,404,828 $248.72225 $ 598,134,231
Loan purchases 779,695 248.72225 193,927,495
Added cost of
loan purchases
(170,265 bales x :
$248,72225) 42,348,694
CCC inventory? '~ 520,685 242,71370 126,377,383
Harvest for PIK 1983
loans 505,707 264.00000 133,770,648
Total 4,211,915 $1,094,558,451
E—
Grand total all crops $9,363,275,484

dACalculated as the remaining quantity needed to satisfy PIK needs.

banother 36,180,837 bushels of sorghum valued at about $97.4 million and another
34,766,727 bushels of wheat valued at about $128.5 million were purchased under
the loan acquisition program but were not needed to fulfill PIK neéds. Instead,
these commodities will probably be used to meet other farm program requirements.
The Departirent also paid a premium to acquire these commodities. The extra
sorghum cost about $15.3 million more than the average loan rate, and the extra
wheat cost about $20.9 million more.

CThe 9/9/83 date was used because cotton needs were not available a§ of
8/29/83 due to recalculations resulting from the cotton acguisitioh program.
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INCREASED STORAGE COMPENSATION

AS A RESULT OF PIK

FARMER-OWNED RESERVE
COMMODITIES STORED ON THE FARM

The Code of Federal Regulations relating to the PIK program
provides that additional compensation for storage is to be paid
for farm-stored reserve commodities that are used to meet PIK
entitlements. The payment rate for wheat} corn, and grain sorghum
is 15.5 cents per bushel for the loan gquantity used and represents
7 months of storage. Only corn, sorghum, and wheat h;ve‘reserve
loans. |

We determined the estimated amount for this additional stor-
age compensation in the following manner, assuming that #he farm~
stored reserve loan quantities actually used for PIK wil@ have . the
same relationship of reserve to regular loans and farm—séored to
warehouse-stored commodities as the total quantities under loan at
April 30, 1983,

First, we determined, by commodity, the percentage of loan
quantities in reserve as of April 30, 1983, and the ratié of
reserve loan quantities that were farm stored. We then %pplied
the reserve loan guantity percentage factor, by commodit§, to the
latest information available on the total producer loan @uantities
to be used in meeting PIK entitlements as reported by th% Depart-

ment of Agriculture for August 29, 1983. This gave us tﬁe reserve

loan quantity for each of the three commodities.
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Next, we applied the farm-stored ratio to the reserve loan

quantity and multiplied the resulting bushels by the additional

storage rate of 15,5 cents per bushel. The result (as scheduled

below) shows an estimated $104 million will be paid as additional

storage for farw-stored reserve commodities.

QORN

Total bushels
(at 8/29/83)

X Reserve share

Reserve quantity
SORGHUM
Total pushels

X Reserve share

Reserve quantiﬁy

WHEAT
Total bushels
X Reserve share

Reserve quantity

Additional Storage Compensation

for Farm-Stored Reserve Commodities

Producer
commodities
used X

815,007,081
X .9281

756,408,072 x .7213

82,263,613
x 9773

80,396,229 x .1896

207,482,922
X .9405

195,137,688 x .5628

Farm- - Farm- 7-month
stored stored storage
ratio = quantity x rate

(cents)

545,597,142 x 15.5

15,243,125 x 15.5

109,823,491 x 15.5

Total additional storage compensation
to producers with farm-stored reserve commxlities
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i

S 84,567,557

2,362,684

17,022,641

$103,952,882
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POSSIBLE ADDITIONAL STORAGE PAYMENTS

Producers may claim (take title to) their PIK entitlkments
any time during a S5-month period beginning with the normai harvest
date in their area. For those producers having commoditi@s under
loan, either farm-stored or warehouse-stored, the Departmﬁnt will
pay storage for up to 5 months after the date of entitlement. The
Department will also pay storaye for up to 5 months for those
producers who will receive PIK entitlements that came from the
Department's loan purchases and for those producers required to
take out 1983 "harvest for PIK" whea£ and cotton loans. Storage
payments will not be incurred on PIK commodities coming directly
from government-owned CCC inventory stocks held prior to the PIR
program. |

If all eligible producers took immediate poséession bf their
PIK entitlements on the availability dates, no storage costs would
be incurred. On the other hand, if all eligible producers waited
until the last dates of the 5-month availability periods, maximum
storage costs of about $286 million would result. We estimated

this amount as follows.
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Possible Storage Payments for Producers

Monthly Monthly
storage - storage
Quantity rate amount
ORN_(bushels)
Tota, /29/83) 1,835,139,524
Less: CCC inventory qty. 260,055,877
Storage quantity 1,575,083,647 $0.0220833 $ 34,783,045
L] '
SORGHUM ébushels)
tal n ( /83) 193,411,825
Less: CCC inventory qty. 0
Storage quantity 193,411,825 0.0220833 S 42n, M
ST
WHEAT sbusmls)b
ta . (8,/29/83) 548,683,769
Less: CCC inventory qey. 0
Storage quantity 548,683,769 0.0220833 12,116,748
SRS
oot heeg s
cal n 8/29/83) 4,230,478,582
Legs: CCC inventory qty. 2,163,026,198
Storage guantity 2,067,452,384 0.0007083 1,464,377
e ]
COTTON ébales)b
Tota (9/9/83) 4,211,915
Less: CCC inventory qty. 520,685
Storage quantity 3,691,230 1.26 ‘ 4,650,950
]
Monthly total storage 57,286,291
Times 5 months maximum limit x 5
Total maximum storage payments $286,431,455
L

aMonthly storage rates are calculated at 1/12 of the annual rates, as follows:

Annual rate Monthly rate
Corn $70. 265 bu. 6.62%553
Sorghum 0.265 bu. 0.0220833
Whaat 0.265 bu. 0.0220833
Rice 0.0085 1b. 0.0007083
Cotton 15.12 bale 1.26

Dmhe storage amounts for wheat and cotton include possible payments to “harvest for
PIK" producers. No other crops have "harvest for PIK." The "harvest for PIK"
wheat amounts tc 152,971,495 bushels for a monthly storage cost of $3,378,115, and
the "harvest for PIK" cotton amounts to 506,707 bales for a monthly storage cost -
of $638,451. Thus, "harvest for PIK" storage payments could range from zero, if '
all producers took possession on the dates of entitlement, to $20,082,830, if all:
producers waited to the end of the S-month storage periods to take possession of -
their "harvest for PIK" wheat and cotton.
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APPENDIX III APPENDIX III

METHODOLOGY FOR COMPUTING e

INCREASED DIVERSION PAYMENTS

Enrollment in the 1983 farm program with the PIK combonent is
substantially greater than the anticipated enrollment in %he orig~
inally announced 1983 farm program. While one cannot det%rmine
the exact effect that PIK had on producers' decisions to %ithdraw
from the originally announced program, remain in the prigﬁnally
announced program, or participate in PIK, one can reasonably say
that enrollment in the 1983 farm program increased after PIK was
announced. Because of this increased enrollment, additiohal acre-
age was enrolled in the paid land diversion program and increased
diversion payments will have to paid as a result of PIK,

To determine the increase in diversion payments attributable
to PIK, we relied heavily on Department commodity analysté' esﬁi-
mates of what the farm enrollment and paid land diversion;acres
would have been under the originally announced program. The
analysts had prepared two estimates, one in January and another in
July 1983. After discussions with the analysts, it was d?termined
that the July estimate, although lower than the January estimate,
was their best estimate of what the enrollment and diverted acres
would have been under the original program. We then compared that
estimate with the actual PIK program enrollment as of August 1983
to determine increased diversion payments. Because corn @nd grain
sorghum data on the August 1983 PIK enrollment report was%com—

bined, we determined increases in corn and grain sorghum diversion
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payments by using the estimates prepared by the Departmeni's .
Interagency Feed Grains Estimates Comﬁittee‘in June 1983 Frather
than the August enrollment report. | ‘

Using these sources, we determined the increase in p%id land
diversion participation and the corresponding increase in%units
(bushels for wheat, corn, and grain sorghum and pounds fo% rice

and cottron
Lo YR A W w wNSS

) that would be sub
We then applied the 1983 diversion rates to the increasedguhits to
determine the increase in diversion payments as a result bf PIK. 
Because the cotton program offers a 5-percent voluntary p?id land
diversion option, the increased cotton diversion payments%attrib—
utable to PIK were not readily determinable. The followiﬁg table,
therefore, shows the estimated increase in diversion payments

based on both no participation in the cotton option and the

maximum 5-percent participation.
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Increased Diversion Payments Attributable to PIK -

Increase in Increase in
paid land units
diversion subject to  Diversion
acres under diversion payment
Commodity PIK payments rate
' Sorghum 300,000 18,000,000 bu. 1.50 bu.
! Wheat 664,488 22,127,450 bu.  2.70 bu.
' Rice 25,625 126,570,000 1bs. 0. 0270 1b.

Total (Based on no participation in cotton)
Cotton 116,093 138,136,730 lbs. 0.25 1b,

Total (Based on 5 percent participation in
cotton)
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Increase in
diversion

payments
attributable

to PIK
$246, 000,000
27,000,000
59,744,115
3,417,390
336,161,505
34,534,182

$370,695,687
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METHODOLOGY FOR COMPUTING .

POTENTIAL INTEREST LOST

Producers who take out regular and reserve loans under the
CCC price-support program are generally chérged interest on their
loans. PFor regular loans, interest is usually charged for the 9-
month loan period. For reserve loans, which are issued for 3
years and can be extended for an additional 2 years, inte;est is
charged for only the first year. When commodity prices are
strong, producers would most likely repay their’loans, in@luding
interest, at or before the end of the loan period sd‘they;could
sell their commodities in the market. When commodity prices are
weak, producers tend to hold their loans until maturity ahd‘to
forfeit their loan <¢ollateral at that time rather than pay off the
loan. When loan collateral is forfeited, the producer isfno
longer responsible for paying either the loan principal ot accrued
interest. Consequently, CCC receives no interest from producers
on forfeited loans.

The Department will meet its PIK obligation to PIK partici-
pants who have outstanding regular and reserve loans by forgiving
their outstanding loans in proportion to their PIK paymenfs. In
addition, the Department purchased additional wheat, corn} grain
sorghum, and cotton from producers with outstanding 1oans§to meet
its PIK obligations. The Department paid the producers f%r these

additional purchases by forgiving the producers' outstandﬁng
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loans. When it forgives loans, the Departmeht forgoes any oppor-
tunity to recapture the interest producers owe on these loans.
Therefore, this forgiven interest income can be considered a PIK
cost.

In determining the amount of loans with potential forgiven
interest, we used (1) the actual amount of the loans, by ¢rop
year, that were forgiven as a result of the Department's éddi-
tional purchases and (2) an estimate of the amount of 1oaﬁs for-
given to meet producers’ PIK;payﬁents from outstanding loéns. The
actual amount of these 1a£ter loané will not be known unt#l 5
months after the last PIK availability date has been met,;or
sometime after March 1984. To estimate the amount of theée loans,
we determined the universe of outstanding loans, by crop §ear,'as
of April 30, 1983, and then weighted the loans that would;be for-

‘
given, by crop year, in the same proportion as that reflected in
the April 30, 1983, loan figures.

The interest rates we used in calculating the potential
interest forgiven were based on the Department's interest schad-
ules which showed the various interest charges by crop yeér. For
crop year 1976 through 1980 loans, the interest rate was fixed for
the life of the loan and the interest rates tended to reméin the
same for the entire crop year. Beginning with crop year ?981

loans disbursed after January 1, 1981, variable monthly iﬁterest

rates were charged based on the interest rates the U.S. Tfeasury

charged CCC during the month the loan was disbursed. 1In $ddition,
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the interest rates on outstanding 1981‘and,50béequent crop year
loans is reviewed each January and increased or decreased to
reflect Treasury rates at that time. Because most outstanding
loans would carry the January rate, we based interest rat?s for
crop year 1981 and 1982 loans on the January interest rate the
U.S. Treasury charged CCC in the applicable year.

Since all regular loans except those for rice have a maturity
of 9 months, we calculaﬁed the potential interest forgiven on all
corn, grain sorghum, and wheat loans for a 9-month period. |
Because 1980 and 1981 regular cotton loans have been extended and
continue to accrue interest, the potential interest forgiven on
these loans is based on 29 months for‘1980 loans and 17 months for
1981 loans.! Since rice loans have a common maturity .date of
April 30, and the majority of these loans are issued by Oc¢tober,
the potential interest forgiven was calculated for a 7-month
period., The potential interest forgiven on reserve loans is based
on 1 year. All interest rate calculations were based on simple
interest.

The following table summarizes the poteatial forgiven
interest associated with loans forgiven as a result of the 1983

PIK program.

TRegular 1980 cotton loans have since been extended for 8 and then
12 additional months. Regular 1981 cotton loans have beén ex-
tended an additional 8 months. Interest continues to ac¢rue on
these extensions. *
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Regular loans:

1981
1982

Total

Reserve loans:

1976d
1977
1978
1979
1980
1981
1982

Total

Total

Camputations of Potential Interest Forgiven an PIK Loans

Value of Ioan values
Producer Acquisitions Joans subject to
loans fram loans forgiven?® interest
(thousands)

S 28,164 S 34,120 $ 62,284 $ 62,284
120,176 137,950 258,126 258,126
148,340 172,070 320,410 320,410

118 13 131 131
4,669 3,912 8,581 8,581
3,549 3,386 6,935 6,935
4,136 3,337 7,473 7,473
30,219 26,219 56,438 47,456€
939,479 1,177,049 2,116,528 2,116,528
1,065,448 1,005,678 2,071,126 2,071,126
2,047,618 2,219,594 4,267,212 4,258,230
$2,195,958 $4,587,622 $4,578,640

$2,391,664

C=UNOoOOoOWnN

L )
OWW=0OJION

Potential
forgiven
interest

(thousands)

$ 6,119
17,424

23,543

et i

10

515

485

673
5,457
277,265
186,401

470,806
$494,349

Al XIQN3ddv

AT XIGN3ddV



Camputations of Potential Interest Forgiven on PIK Loans

Al XION3ddY

Value of Ioan values Botential
Producer Acquisitions loans sbject o Interest forgiven
loans fram loans forgivend interest rate interest
(thousands) : (thousands)
SORGHOM
Regqular loans:
1981 S 773 $ 1,857 $ 2,630 $ 2,630 13.1 $ 258
1982 3,660 8,585 12,245 12,245 9.0 827
Total 4,433 10,442 14,875 14,875 1,085
& Reserve loans:
N
1980 4,063 5,642 9,706 9,635 11.5 1,108
1981 99,233 211,909 311,142 311,142 13.1 40,760
1982 113,685 231,627 345,313 345,313 9.0 31,078
Total 216,981 449,178 666,161 666,090 72;946 )

Total $221,414 $459,620 $681,036 $680,965 $74,031

AT XIQN3ddY




Regular loans:

1981
1982

Total

RICE

Regular loans:
1982 (Total)

Conputations of Potential Interest Forgiven on PIK Loans

Value of Ioan values

Producer Aocqisitions loans subject to
loans fram loans forgi interest

—-~{thousands)-

$ 2,6NM S 12,844 s 15,515 $ 15,515
9,663 46,461 56,123 56,123
12,334 59,305 71,638 71,638
4,169 38 4,207 4,207
8,843 457 9,300 9,300
6,469 289 6,758 6,758
11,641 1,449 13,090 13,090

121,714 122,676 244,390 141,851¢
152,212 222,245 374,457 374,457
418,654 591,195 1,009,848 1,009,848
723,702 938,349 1,662,050 1}559,511
$736,036 $997,654 $1,733,688 $1,631,149

$5212,652

- $212,652

$212,652

Interest
rate interest

Potential
@o:given

{thousands)

13.1 $ 1,54

9.0 $11, 164

Al XION3ddY

AT X1QN3ddy



Camputations of Potential Interest Forgiven on PIK Loans

AT XION3ddY

Value of Ipan values Potential
Producer Aoquisitions loans subject to Interest forgiven
loans fram loans forgivend interest rate interest
~= -« em --——( thousands) (thousands)
QOTTON
Regular loans:
1980 $ 9,14 S 608 $ 9,782 $ 9,782 11.5 $ 2,570
1981 255,499 9,421 264,920 264,920 13.1 41,765
1982 333,461 234,496 567,957 567,957 9.0 38,337
Total $598,134 $244,525 $842,659 $842,659 582,672
= = —————— 3 ==
i~

Total $3,964,194 $4,093,462 $8,057,657 $7,946,065 $826,306

atal may not add due to rounding.

brinal settlament date for called com reserve loans in reserves I, II, and III which had to be settled hy May 31, 71983.
Settlament wvas rgquired for all corn reserve loans except those designated for PIK or accepted under the acquisition
program.

Orhe total 1980 crop reserve loans have been adjusted based on USDA estimates to reflect interest-free 1980 crop
loans in reserves IT ad ITI.

— - - -dgome-1976-crop-loans entered -the reserve-program in 1978 and matured in January 1983. 'Ih&eeleameanbeextaﬁed
‘ beyond their maturity date and used for PIK.

AT XION3ddv




APPENDIX V . APPENDIX V

METHODOLOGY FOR IDENTIFYING -

LARGE PIK PAYMENTS

At the time of our survey, the Department had not accumulated
PIK entitlement information on an individual farm basis in a cen-
tralized location. It was available only at the county offices of
the Department's Agricultural Stabilization and Conservation Serv-
ice. We therefore decided that the best way to acquire informa-
tion on payments to individual farms was by a telephone survey of
selected county offices.

To identify county offices that might have farms receiving
large PIK entitlements, we initially ranked the states having the
largest quantities of PIK payments for each commodity. We select-
ed the states sa:iuentially, starting with the state with ihe nigh-
est quantity, until about half the total nationwide paYmehts was
reached.

From these states, we then selected 170 counties to survey,
these counties represent the total universe of counties having
special PIK participants in the selected states. These are farm-
ers who, expecting that their deficiency and diversion payments
would exceed the $50,000 limit set by law, could enter a propor-
tionate share of their acreage in the special PIK program. We
chose special PIK participation because we believed it was a good
indicator of potentially large payments. In addition, the Depart-
ment had records showing the counties that had special PﬁK partic-
ipants. The scope of our survey selection is shown in thé table

on page 47,
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APPENDIX V | APPENDIX V

We then called each of the 170 selected county officés, .
including some that had larger producers of more than one(commod—
ity, and obtained, for each applicable crop, information on up to
three farms in each county that had received or were expekted to
receive the largest quantities of PIK commodities. This %esulted
in collecting information on 708 farms. Using the res%;ts, we
then identified for each commodity the farms and operatdrs with
the three 1ar§est payments. Thesé payments included all ?IK con-
tracts entered into by the operator regardless of farm, county, or
stéte. In some cases we had to call additionél counties énd‘
states to acquire copies of all applicable PIK contracts for. these
operators.

We then placed a dollar value on these PIK quantities based
on a weighted average price per unit; The weighted average price
was calculated on the basis of total PIK needs as of AuguSt 29,
1983 (Sept. 9, 1983, for cotton), and the cost of providiﬁg those

PIK needs from Farmer-owned loans, CCC loan purchases, and CCC

inventory.
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PIK Paywent Survey Results

A XIGN3ddY

PIK fams in states PIK quantities for Famms axveyed
selectad fir aurvey selected states Percent Value of PIK quantities fixr fams suxveyed
Percent PRercent Peroent of state Peroant Fevoent of
Oomodity and state Number of U.S. Number of U.S. Nmber of U.S. =axveyed Quantity Aok of U.8. state axveyed
ConrrySorghum  (bushels)
Illinois 89,622 10.43 262,155,312 12,92 30 0.003 0.033 2,677,602 $§ 7,613,668 o132 1.0
) ¥ 112,160 13.05 376,851,464 18.58 24 0.003 0.021 2,103,599 5,981,668 0.%3 0.558
Kansas 59,183 6.89 44,166,063 2.18 36 0.004 0.061 898,158 2,635,004 0.046 2.0
Nebraska 62,1 71.24 214,438,665 10.57 102 0.012 0.164 6,527,645 18,603,782 0.321 3.03
- Texas 43,840 5.10 51,040,020 2.52 M 0.009 0.169 1,513,902 4,448,207 0.0 2.966
‘ tal 366,976 2.7 948,651,544 46.77 266 0.03% 13,720,906 $39,286,529 0.69
wheat_(bushels) '
Kansas 89,469 15.51 51,531,311 9.39 42 0.007 0.047 1,273,004 $ 4,972,200 0.22 2.40
North Dalota 54,456 9.4 83,573,485 15.23 21 0.005 0.050 1,135,014 4,433,194 0.207 1.358
klahama 45,245 7.84 55,051,999 10.03 21 0.004 0.046 552,118 2,156,490 0.101 1.003
Texas 44,672 7.74 46,231,138 8.43 85 0.015 0.190. = 1,749,189 6,832,020 0.319 3.784
& Total 233,802 40,548 236,793,939 43.08 175 0.0308 ‘ 4,709,355  $18,394,04 0.8582
Rice (pouwnds) .
Arkansas 10,147 51.09 1,370,720,391  32.40 72 0.363 0. 710 103,603,613 $ 8,302,794 2.449 7.558
California 1,594 8.03 873,720,092 20.65 26 0.131 1.631 1«,900,0147 11,619,408 3.4207 16.594
oal 11,740 59.12 2,244,440,483 53.05 98 0;4935 : 248,592,487 7 $19,922,202 5.876
Gottrn (bales) -
Califomia 4,042 3.45 71,419 18.79 . 21 0.018 0.520 103,734 $26,957,554 2.463 13.107
Texas 53,125 45.35 1,316,209  31.25 148 0.126 0.2 5,115 19,520,279 1.783 S. 07
btal 57,167 48.80 2,107,628 50.04 169 0.144 © 178,849 $46,477,8633 4.246

apes not add due to vourding.

A X1GN3ddY




APPENDIX V APPENDIX V

Total PIK Payments to the Operators of the Famms j .
Receiving the Three Largest PIK Payments for Each Crop? |

e
B

For crop on  Other crops on Operator's
Crop Farm selected farm selected farm other famms Total

Qotton A $3,636,388 $114,875 - $3,751,263.
B 2,543,886 49,706 - 2,593,592

C 2,506,984 - = 2,506,984

Total $8,687,258 $164,581 - $8,851,839
Rice A $2,190,218 $ - $ - $2,190,218
B 1,548,”1 192'537 - 1,740;828

C 1,229,346 - 92,067 1,321,413

Total $4,967,855 $192,537 $92,067 $5,252,459
SRR RIS | amsT— e

Comn A $1,993,890 $ - $1,466,749 $3,460,639.
B 1’427,204 ) 8'630 - 1,435,834

C 936,125 5,074 - 941,199:

Total $4‘,357,219 $13,704 $1,466,749 $5,837,672.
Wheat A $ 637,146 s - $32,329 S 669,475
C 421,945 2,079 424,024

Total 1,607,191 $8,217 $67,596 $1,683,005.
Sorghum A $290,189 $435,887 $127,998 $ 854,074
B 250,115 68,076 15,197 333,3883

C 241,541 94,915 168,251 504,707

Total $781,845  $598,878 $311,446  $1,692,169
E ] - - ]

amhe dollar value is calculated by multiplying the PIK quantities from OOC |

contracts times the weighted average price per unit.

The weighted average

price is calculated on the basis of PIK reeds as of August 29, 1983 (Sept. 9,
1983, for ootton) and the cost of providing the PIK camedities from loans
loan purchases, and CCC inventory.
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